Chapter 1

Auditing

Auditing – Meaning and Definition

The term “Audit” is derived from the Latin word “audire” which means “to hear”. The literal meaning of audit is to hear and the auditor is the person who hears the explanations from the persons accountable for keeping accounts. Thus, audit or auditing means that an act of checking or examining the truth of accounts of an enterprise. The purpose, aim and objective of audit may vary depending on the type of business and ownership position of an organization. 

Definition

L.R.Dicksee defines, “an audit is an examination of accounting records undertaken with a view to establishing whether they correctly and completely reflect the transactions to which they purport to relate.”

According to A.W.Hanson, “An audit is an examination of such records to establish their reliability and the reliability of statements drawn from them”.

Nature and scope

The scope and nature of an audit is dependent on the terms of agreement between the auditor and client and on statutory requirements and the requirements of the relevant professional bodies. 

· A properly conducted audit is organized to cover adequately all aspects of the organization as far as they are relevant to the financial statements subject to examination.

· The auditor has to ensure that information contained in the underlying accounting data and other source data is reliable and sufficient as the basis for the preparation of the financial statements.

· The responsibility is heavy and cannot be discharged without a full realization of the professional skill and judgment, which need to be exercised in carrying out his duties.

The following are the essential characteristics of auditing:

· Audit is an independent, scientific and critical examination of books of accounts or records of a business;

· Such examination enables the auditor to satisfy himself that the balance sheet and the profit & loss account are properly drawn up;

· Detection of errors and frauds is an integral part of auditing;

· Audit job is performed by an independent person or body of persons qualified for the job;

· Vouching and routine checking of documents and verification and valuation of assets & liabilities are done; and

· Auditor may satisfy himself about the correctness, accuracy and authenticity of records and accounts and submit his report accordingly.

Objectives of Audit

The objectives of an audit may broadly be categorized as:

1. Primary objective: Expression of independent opinion on accounts – The prime and dominant principle of audit is the examination of the accounts or statements made by an accountable party with a view to reporting to the person to whom the account is rendered on its truth or falsity.

2. Secondary objectives: 

A) Detection and prevention of errors and mistakes – Errors and mistakes can be i) Clerical errors (errors of omission, errors of commission, compensatory errors, errors of duplication and trial balance errors); ii)Errors of principle (incorrect allocation, omission of outstanding assets & liabilities, incorrect valuation of assets); and iii) Location of errors.

B) Detection and prevention of frauds – i) Mis-appropriation and defalcation (Embezzlement of cash, and Mis-appropriation of goods); ii) Misrepresentation of accounts (Fraudulent or falsification of accounts – Window dressing and secret reserves).

      3. Specific objectives: i) Cost audit (verification of cost records and examination of cost accounting procedures); and ii) Management audit (checking managerial functions and verification of operational efficiency).

Advantages of Audit

The important advantages of audit are given below:

1. Detection and prevention of errors and frauds become easier;

2. Greater reliability and authenticity;

3. Keeping up to date records by the accounts staff; 

4. Required information easily available;

5. Execution of decision without delay;

6. Acceptability by the authorities;

7. Professional advice available;

8. Speedy processing of loan;

9. Settlement of disputes;

10. Facilities calculation of net worth and goodwill of business;

11. Safeguard the interest of various parties;

12. Settlement of insurance claims;

13. Useful to compare the financial performance;

14. Keeps accounts department vigilant; and

15. Identifies the weak areas.

Limitations of Audit

1. Auditor may not trace out all types of errors, mis-appropriation or manipulations;

2. He has to rely on the opinion of experts of various other fields such as technical, legal, etc.

3. Information on valuation of stock given by the management may be incorrect; and

4. Influence of management is another major limitation of audit.

Internal Control

Meaning: 

Internal control refers to the whole system of control employed by the management in the conduct of the business. It includes internal check, internal audit and other devices of control. Its efficient working in practical terms is helpful not only for the management but also for the external auditors.

Definition: 

The Committee on Auditing Procedures of the American Institute of Certified Public Accountants has defined “internal control” as the plan of organization and all of the coordinate methods and measures adopted within a business to safeguard its assets, check the accuracy and reliability of accounting data, promote operational efficiency and encourage adherence to prescribed managerial policies. 

Objectives of internal control:

Internal control comprises all the methods followed by an organization and thereby:

1. Ensures efficient conduct of the business and prevents wastage;

2. Minimises occurrence of fraud and error or irregularity, if not completely eliminated;

3. Protects its assets against improper disbursement;

4. Assures the high degree of accuracy and dependability of all the financial and operating information;

5. Judges operating efficiency and highlights weaknesses; and

6. Above all, measures the adherence to established policies of the company.

Internal control and the auditor

Before starting the audit, the auditor should review the system of internal control for the following considerations:

1. To examine the weakness of system, if any;

2. To consider the proposition of introducing test check to be performed during the course of audit; and

3. Based on the first and second considerations determine exactly the extent of work to be performed so as to enable the auditor to express his opinion on the given set of accounts.

Distinction among internal audit, internal check and internal control

The expressions internal audit, internal check and internal control can be differentiated from one another in the following manner.

Internal audit: It is an independent appraisal activity within an organization to review the operations and records as to service for management and is done by specially assigned staff.

Internal check: It means a system under which the work relating to carrying out and recording of transactions is arranged in such a manner that another automatically checks the work of one staff member.

Internal control: By internal control, it means not only internal check and internal audit but the whole system of controls – financial and otherwise, established by the management in the conduct of business in an orderly manner, safeguard it assets and maintain the accuracy and reliability of its operations and records.

Internal Audit and External Audit

Internal Audit:

Internal auditing is an independent appraisal activity within an organization for the review of operations as a service to management. It is a managerial control, which functions by measuring and evaluating the effectiveness of other controls.

External Audit:

External audit is a statutory audit where the undertakings are formed under the statute or laws, in such undertakings audit is made compulsory under the statute. An external auditor does this.
Difference between Internal Audit and External Audit

	Point of difference
	Internal Audit
	External Audit

	1. Appointment of  Auditor
	By management
	By the shareholders

	2. Nature
	It is a staff function; the internal auditor may be an employee of the company
	It is a line function; Auditor is an outsider

	3. Qualifications of the auditor
	Need not possess as per the Act
	Must possess qualification

	4. Major concern
	Serving the needs of management
	Compliance of statutory requirements

	5. Objective /basic function
	Review operations and internal controls for developing improvements and ensuring compliance of policies and procedures.
	Expression of an independent opinion on financial statements.

	6. Scope of work
	Determined by management
	Determined by Statutes

	7. Compulsion
	Not compulsory
	Compulsory in case of a company

	8. Reporting
	Reporting to the management
	Report is submitted to the shareholders in general meeting

	9. Span of checking
	Checking of all the transactions take place
	Test check may be applied.

	10. Removal of auditor
	Can be removed by the management or board at any time
	Can be removed by the shareholders

	11. Right to attend meeting
	Has no right 
	Enjoys such right.
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Cooperative Audit

Introduction


Cooperatives are basically socio-economic organizations to promote the economic interests of their members with democratic management as its key principle. These cooperatives have uneducated members especially at the primary level and the cooperatives are managed by ill paid personnel / employees. Hence the handling of the business and money inherits certain temptations by both the vested interests and employees. These conditions call for certain precautions, which require many hard and fast rules with superior powers. To ensure the proper use of funds and their accounts, there needs constant and vigilant scrutiny of the accounts and examination of the general management. So examination of accounts or auditing the accounts of cooperatives is considered essential.

Definition of Cooperative Audit


According to O.R.Krishnaswami, “Cooperative Audit is an examination of accounts and an inquiry into the affairs of the society in order to ascertain the correctness of accounts and the extent of which the activities of the society were useful in promoting the socio-economic welfare of its members through the satisfaction of their needs in accordance with the principles of cooperation”.

Objectives of cooperative audit

· To ascertain the correctness of accounts and records maintained by the cooperative enterprise;

· To ascertain the actual financial conditions and earning of the cooperative society;

· To detect and prevent the occurrence of errors and frauds;

· To assess how far the cooperative society has been able to carry on business on sound cooperative lines and secure economic benefit to its members; and

· To examine whether the affairs of the society have been carried on in accordance with the principles of cooperation and the provisions of cooperative law.

Need for Cooperative Audit

1. Protection of members: The representatives from among the members are expected to carry on the administration of the society in accordance with the principles of cooperation. For this purpose they have to institute a check system over them. Audit is such check on the representatives in the interest of members.

2. Protection of creditors: Audit is needed to know the credit worthiness of cooperatives. The creditors know the credit worthiness only through audit reports and financial statements published by the cooperatives.

3. Protection of investors: Cooperatives accept deposits from the members and public. The depositors attach much importance to audit of accounts of the cooperatives. Audit gives them much confidence in the management of the societies and protects their interests by making the actual state of the affairs of the cooperatives known.

4. Prevention of frauds: The accounts are maintained by the accountants and the affairs by the managers of the cooperative society. Audit acts as a check on those responsible persons, makes them to be regular and efficient in their work, and prevents the occurrence of frauds and errors.

5. Successful management: The cooperatives are chiefly composed of uneducated members. So the danger of their perversion to wrong ends is no means less and handling of money involves certain temptations. These factors call for certain precautions. Auditing is one of such precautions.

6. Maintenance of public image: Audit is necessary to maintain the public image. By publicizing the financial statements and audit report through the media, the public image of cooperatives can be maintained.

Aspects of cooperative audit


There are two aspects of cooperative audit viz., Statutory audit and State controlled audit.

Statutory Audit: When the audit of a cooperative is compulsory and statute, it is said to be a statutory audit. The audit of a cooperative society is compulsory according to the Cooperative Proclamation and it should be conducted atleast once in a year. Thus the audit of a cooperative society is annual legal obligations more over cooperatives are public concerns with public importance. 

State controlled audit: Cooperative movement in most of the developing countries is a sponsored one. The government helps the cooperatives both financially and managerially. The cooperatives registered under the Cooperative Proclamation are having the onerous task of safeguarding the interests of the members and ensuring proper management. On this basis, the Government from its Cooperative (Audit) Department appoints auditors to conduct audit in cooperatives. The functioning and control of auditors are vested with the department and a copy of audit should be submitted to the government.

Kinds of cooperative audit


Cooperative audit can be of four types. They are: i) Interim audit; ii)Concurrent audit; iii) Final audit; and iv) Test audit.

Interim Audit: Interim audit is a concurrent system of audit as applied to the audit of certain types of cooperative societies such as rural / village credit societies. It is conducted in the interim period between one final audit and the other. During this audit process the auditor checks the financial transactions from the date of the previous final audit to the date of his visit and verifies the ledger balances. A statement of receipts and payments for the period is prepared; administrative check is done in great detail. It involves a detailed investigation into the affairs of the cooperative. Verification of loans and examination of the items in the property statements of members are carried out extensively. A detailed list of defects noticed is also prepared. The auditor report is prepared in duplicate in the prescribed printed format. The original is given to the society and the duplicate is submitted to the office of the district cooperative audit officer.

Interim audit minimizes the work of the final audit to a great extent with respect to mechanical checking and administrative investigation. This audit process is done by the junior auditors.

Concurrent Audit: Concurrent audit is one which is done during the course of the period under review. The auditor is engaged continuously through out the year or in the alternative, attending to his work at frequent intervals or atleast once in a quarter during the period. It is not an audit commenced after the end of the period. Hence it is termed as concurrent audit.

This kind of audit is followed and adopted in big cooperatives like central cooperative banks, urban cooperative banks, wholesale consumer stores, sugar mills, spinning mills, etc., where the work involved is considerable and where it would be disadvantageous to commence the audit after the period.

Final Audit: Final audit is the statutory annual audit conducted in every registered cooperative society every cooperative year. It is a complete audit for the year leading to closing the accounts for the particular year and the preparation of receipts and payments statements, profit and loss account, and the balance sheet. The work involved in the final audit consists of a mechanical check and administrative examination of books of accounts, registers, etc., from the date up to which the interim or concurrent audit has been completed till the last date of the cooperative year. It also includes verification of cash balance and securities, verification and valuation of assets and liabilities, and examination of overdue debts, if any, with special reference to the statutory obligation under the cooperative proclamation. A thorough investigation into the affairs of the society should be made in order to gauge the benefit rendered by the society to its members.

The final audit report is prepared in a prescribed format. The format varies according to the type of cooperative. One copy of the audit report is submitted to the district cooperative audit officer with the various schedules prepared by the auditor. The auditor should also furnish a certificate of audit in the prescribed format.

Test Audit: Test audit is an audit conducted in order to test the correctness of the final audit done by the auditor. It is a re-audit process of the accounts of a certain number of societies which an auditor has audited. Test audit is not an examination of accounts at random; it is a full re-audit of all accounts of a cooperative society. But all societies are not test audited during a year; only a certain percentage of societies are test audited. The objectives of test audit are as follows:

a) To check the efficiency of audit staff;

b) To find out the mistakes committed by the audit staff so as to guide them to do with work property; and 

c) To ensure correct and efficient audit of societies.

Difference between Cooperative audit and general Audit

The differences between cooperative audit and general audit or audit of private enterprises are given below:

	Point of difference
	Cooperative Audit
	General / Private Audit

	Statutory obligation
	Statutory audit but responsibility of taking up audit is of the Registrar of Cooperative Societies
	Statutory audit but responsibility is of the board of directors.

	Appointment of auditor
	By the Government
	By the shareholders

	Act and Rules
	As per the Cooperative Proclamation and bylaws, and instructions by the Registrar
	As per Company Law

	Scope
	The scope is much as the auditor has to examine the overdue and verify & value the assets and liabilities.
	The auditor has to report the correctness of the profit and loss, and the balance sheet.

	Audit report
	Auditor has to submit report to the Registrar through the cooperative audit officer
	The auditor has to report to the shareholders only

	Role of the auditor
	The auditor is required to be educative besides a critical to be the philosopher and guide as the members are not shrewd businessmen
	The shareholders and board members are mostly businessmen and the auditor is not expected to guide them.

	Responsibility of the auditor
	The auditor is expected to look after rules and bylaws and if there are any financial losses due to negligence, he has to report specifically to the Registrar for instituting proceedings for assessing damages.
	There is no such responsibility of taking any action by the auditor. 

	Audit fee
	Fixed by the Registrar
	Fixed by the general body by specific contract.

	Qualification of the Auditor
	Determined by the Registrar
	Auditor should be a Charted Accountant

	Power of the Auditor
	Cooperative auditor is given power to summon the person for producing the records and receive statements from employees as well as members.
	Auditor has no such power
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Departmental set up of Cooperative Audit

Departmental set up

It remains to consider by whom final / financial audit may be carried out. In some cases the law merely lays down that a properly qualified professional accountant other than one of their own employees shall audit cooperatives. In other cases audit is entrusted to a central cooperative body. Finally, in some cases the law provides that the auditor shall be a government official or that government appointed auditors must be employed unless and until the cooperatives can satisfy the government that they have been able to set up an auditing system of their own employing professional accountants of the necessary status and qualifications. The result is that there are, broadly speaking, three systems with a certain amount of overlap between them.


Private Agencies: One method is for the cooperatives to employ a private professional auditor who may specialize in cooperative work but probably also audits other business. In some countries, where a government department regularly audits the smaller primary cooperatives, the larger federal organizations are advised to employ outside professional auditors.


Central Cooperative Bodies: The second system is for auditing to be placed in the hands of a central cooperative body. A special auditing union does not always carry out central cooperative auditing. It may be the function of a general cooperative union, a national cooperative bank or wholesale society.


Government Departments: The third method is audit by a government department. The justification for giving the department ultimate responsibility for audit lies in the fact that the cooperative movement has usually been introduced and is still in many ways supported by the government, which must be regularly informed of its progress and shortcomings. 

Ethiopian Cooperative Proclamation and Audit

Part four of the Cooperative Proclamation No.147/1998 deals with the Audit and Inspection of cooperative societies in Ethiopia. Article 36, 37, 38 and 39 are dealing with the audit, inspection, keeping audit and inspection results and actions to be taken for losses of property or fund of the society.

Article 36. Audit


1) The appropriate authority shall audit or causes to be audited by a person assigned by it, the accounts of any society at least once in a year.


2) The audit conducted pursuant to Sub-Article (1) of this Article shall include the examination and verification of overdue debts, if any, cash balance, securities and assets, and liabilities.


3) The audit report shall be submitted to the general assembly.

Article 37. Inspection


1) The appropriate authority may, make cause to be made by such person to be assigned by it an inspection to the organization, work execution, documents and financial condition of a society.


2) Without prejudice to Sub-Article (1) of this Article inspection may be made when:



(a) a majority of the members of the executive committee 
request.



(b) not less than one-third of the total number of members of 
the society request.

Article 38. Keeping Audit and Inspection Results

Audit and Inspection result conducted pursuant to Article 36 and 37 of this Proclamation shall be kept in the office of the authority and the society, open and easily accessible to everyone.

Article 39. Actions to be taken for Lossess of Property or Fund of the Society


1) The auditor or inspector shall make report to the management committee or the general assembly or the appropriate authority, as the case may be, where the person who is or was entrusted with the management of the society or who is or has been an officer or an employee of the society, and who in the course of an audit or inspection has been found to have committed the following acts:



(a) had made any payment contrary to this Proclamation, the 



regulations or the by-laws;



(b) has caused any damages to the assets of the society by breach 



of trust or willfully or negligently;



(c) has misappropriated the properties of the society.

 
2) The appropriate authority who received the report pursuant to Sub-Article 1 of this Article shall give the person concerned an opportunity to present his defense within fifteen days.


3) After fulfillment of the above mentioned conditions, the appropriate authority shall ask the person who has been found responsible for misappropriation of the fund or property of the society to return or pay same with interest including compensation and damages. Where the person concerned is not willing to do so, the authority shall take the appropriate legal measure.

Departmental set up of Cooperative Audit in Ethiopia

The administrative set up of cooperative audit department in Ethiopia is discussed hereunder. The Federal Cooperative Agency has got the Audit wing under the control of the appropriate authority as per the Cooperative Proclamation. Under the federal agency there are fourteen regional cooperative promotion bureaus in the country. The regional bureaus are having audit wing in order to control over the zonal level audit wing, which is responsible for conducting audit in the cooperative societies of various types. The zonal bureau is the responsible body for the audit process / work at the zonal levels. There is an audit and inspection team under the control of the zonal Cooperative Promotion Officer. It comprises of one team leader, auditors, audit assistants, inspectors and inspector assistants. The auditors and inspectors are responsible for conducting audit in all cooperative societies under the control of zonal head. The following chart depicts the picture of cooperative audit team at zonal level.
Zonal level Cooperative Audit & Inspection Team 


Zonal Cooperative Promotion Officer



Team Leader



Auditors                                                                                                Inspectors 


Audit Assistants                                                                                  Inspector Assistants 

Powers, duties & responsibilities of Cooperative Auditor

Powers of Cooperative Auditor

1. He shall at all times, have access to all the books of accounts, documents, papers, securities, cash and other properties belonging to or in the custody of the society.

2. The auditor can issue summon for immediate production of books and cash serve it on the person responsible to produce the same, the auditor has power to summon and enforce the attendance of any person and examine him to oath and to issue commission for examination of witness.

3. He shall have the power to receive required information regard to the transactions and working of the society from every officer, employee, and member, past or present, of the society.

4. If the auditor has reason to believe that any book or other property of the society is likely to be tempered with, he shall have the power to seize them.

5. The auditor shall have the right to receive all notices and communication relating to the annual general meeting and to attend such meeting where his report is being discussed;

Duties and responsibilities

Audit shall include examination or verification as the duties of cooperative auditor of the following items:

1. Overdue debts, if any;

2. Cash balance and securities, and valuation of assets and liabilities;

3. Whether loans & advances and debts of the society made are properly secured and in the best interests of the society and its members;

4. Whether transactions recorded in the books of accounts are not prejudicial to the interests of the society;

5. Whether loans and advances have been shown as deposits;

6. Whether personal expenses have been charged to revenue account;

7. Whether any expenditure is against the objects of the society;

8. Whether financial assistance given by government or any other agencies has been utilize for the purpose for which it was sanctioned;

9. Whether the society is properly carrying out its objects and obligations towards the members;

10. Drawing up of audit program for the societies and getting the approval from the District Audit officer;

11. The auditor shall submit an audit memorandum duly signed by him on the accounts and profit & loss account, and balance sheet examined by him and shall state whether in his opinion and to the best of his information and according to the explanation given to him by the society, present the true and fair view of the financial transactions of the society;

12. A separate register should be maintained by the auditor to note the progress of audit, which is to be scrutinized and to make remarks by the superiors;

13. Copies of the tour program and diaries should be submitted to the superiors;

14. With prior permission from the Registrar the auditor may impound the books or documents and receipts thereof to the society if during the course of audit of any society, the auditor is satisfied that some books of accounts of other documents contain any incriminatory evidence against past or present officer, employee of the society; and

15. Auditor engaged in the audit process of cooperative societies must know ratio analysis system in audit. 

******

Chapter 4

Audit Programme
Audit Program

Audit program is a scheme setting out in detail the different aspects of work to be done during the course of the audit process. It helps the auditor to carry on his work in a planned way. It is however, not a rigid program. It needs modification and alteration from time-to-time in the light of experience. Audit program is not only is a scheme of work but also the diary of events of work to be carried out by the auditor. It is indispensable for efficient audit. It should be so drawn that the entire work will be completed within the time allocated for it. While certain aspects of work such as examination of the byelaws, perusal of minute books and obtaining statement of internal check, and a list of books are common to all types of cooperatives, certain other aspects vary according to the type of societies.

Aspects or activities of Audit Program

The various aspects / activities which are common to all types of cooperatives are:

1. Keep a note book for recording all important points which the auditor finds during the course of audit.

2. Get himself conversant with the working of the society and the technical details of its business.

3. Study the bylaws of the society and to note down the following particulars:

a) The area of operation and objects of the society;

b) The value of a share;

c) The maximum number of shares that a member can hold;

d) The borrowing power of the cooperative society;

e) The composition of the committee of management and its powers;

f) The person or persons authorized to receive money;

g) The person or persons responsible for the safe-custody of cash and other properties of the society; and

h) The mode of distribution of profits;

4. Obtain a list of books maintained by the society and study their mutual relationship.

5. Obtain a list of staff and ascertain their duties and responsibilities.

6. Study the method of account keeping and the system of internal check.

7. Study the previous year’s audit report and the schedules of defects, and note down the points, which require examination or to be remembered in the course of audit process.

8. Study the minute book of the society and make note of the resolutions relating to accounts and administration.

9. Read the circulars, orders and memoranda received from the Registrar and Chief Audit Officer and note down the points relevant to accounts and administration.

10. Verify the cash balance.

11. Open a register of defects to note down the defects then and there.

12. Vouch the cash books / day book and check the postings from the cash book into the general ledger and the subsidiary ledgers.

13. Check the totals of the ledger accounts and their balances.

14. Conduct administrative audit.

15. Prepare the statement of receipts and payments for the period under review.

16. Calculate the amounts of outstanding assets and liabilities as on the date of the year and tabulate them into a list.

17. Verify and value assets and liabilities.

18. Prepare the profit and loss account for the year.

19. Prepare the balance sheet as on the last date of the year.

20. Fill in Audit Report in the prescribed format.

21. Prepare the schedule of defects as prescribed in the Rules.

22. Prepare an Audit Certificate for the purpose.

23. Submit the Audit Report with all necessary enclosures and the schedules of defects to the appropriate authority.

Stages / Phases of Audit Work

The audit process has four stages or phases. They are: 1.Vouching of day book; 2.Checking the ledger postings; 3.verification of final accounts and balance sheet; and 4.Prepartion and submission of audit report & audit certificate. The following figure depicts a clear picture of the audit process.


Audit Report / Certificate

Preparation & Submission
Verification of Final Accounts & Balance sheet

Checking the Ledger postings

Vouching of Day books

  
Fig. Stages / Phases of Audit Work

Stage 1: Vouching of Day Books

The first stage in the audit work is extensive vouching of day books of the cooperative society. The entries made in the books of original entry are verified with all available document evidences in order to see if they are in an order, genuine and constitutional to ensure that the books of accounts are correct and reflect nothing but truth. 
Stage 2: Checking the Ledger Postings

The second stage in the audit work is the checking of ledger postings. After vouching of day books is over the ledger postings are verified and the arithmetical accuracy of accounts is attested by the agreement of the statement of receipts ad payments for the period under review.

Stage 3: Verification of Final Accounts & Balance Sheet

At this stage, the verification of final accounts ie., trading and profit & loss accounts, and balance sheet is done to arrive at the true financial position of the cooperative business as on the date effected. After the examination is finalized the auditor verifies the existence of assets and checks their valuations.

Stage 4: Audit report / certificate preparation & submission

Finally, the correctness of balance sheet and final accounts is verified, certified and the results of the auditing process are reported to the Registrar or an appropriate authority with all required enclosures.

The above are the various stages or phases to be followed by the auditors during the course of audit process undertaken by them. The stages may vary from one country to another according to the cooperative law and practice of auditing in cooperatives.

Audit classification

After completion of audit that is after preparing the final accounts and balance sheet, by following the instructions issued by the Registrar of Cooperative Societies / appropriate authority / Zonal Cooperative Audit Officer the auditor has to classify the society. Observing the capital structure, credit and financial stability, management and other service function of a society makes the classification. The credit and financial stability covers the extent of credit provided and the efforts made to recover the same. The management aspect covers the rectification of defects noted in the previous year audit reports, action taken against defaulters, holding meetings, maintenance of books and records / accounts of the society and how far the management can able to satisfy and fulfill the needs and interests of the members of the society. So, the audit classification of the society is aiming to test the financial position and stability and management and administrative efficiency of a cooperative society. 

In Ethiopia, the audit classification is done under four broad categories by measuring the society in terms of the above-mentioned criteria, and the cooperative societies are classified into Green, Blue, Yellow and Red. 

· The Green colour notify that the cooperative society is running / functioning well in accordance with the norms and Cooperative Proclamation (These societies are sound enough in all aspects and follow the cooperative principles);

· Blue notify that the cooperative society is functioning fairly by following the norms (These societies are also financially sound enough but they lack cooperative spirit); 

· Yellow classification will be given as a warning signal to the cooperative society to function in accordance with the bylaws and cooperative proclamation and based on the norms (These societies face problems of extensive dependence even for working capital); and 

· Red will be given to dormant cooperative societies for liquidation (These societies are either dormant or may become dormant soon). 

The above are the audit classifications, which are being given by the auditors after completion of the audit process.

Audit Report, Audit Memorandum and Audit Certificate 

Preparation of audit report is a difficult task as compared to audit work. Though the auditor has completed his work honestly and with dedication but it will be in vein if the audit report is not return in correct manner. So, audit report should be written with great care and he should be careful enough in the followings:

1. The language of audit report should be explicit and defective.

2. In audit report answers to the given questions should be correct, complete and exhaustive.

3. Objections raised in previous audit should be scrutinized and it should be seen how for they are removed.

4. Complete details should be given for the proceedings which are to be done according to cooperative principles, the Cooperative Proclamation, bylaws and the departmental directions.

5. Details of errors found in books and registers of the society should be spelt out.

6. The mistakes and errors observed during audit work should be written at proper place in the audit report.

7. The cash balance and the stock should be examined and their positions should be given in an explicit manner.

8. All vouchers of the year other information report and the auditor should initiate audited errors and then it should be attached with the audit report.

9. If the society had received any aid then its utilization should be examined and verification should be made in the audit report.

10. Audit report should not only be critical but should also be suggestive hence suggestions should be given for the improvement in the performance of the society. 

The Cooperative Auditor is required to state the following points:

1. Audit report must be specific and accurate, based on books of account and documents examined;

2. Major and minor lapses need to be mentioned in the report;

3. The auditor must record his observations, remarks, opinions, inferences, etc.

4. The audit report should invariable accompanied by the following list inaddition to balance sheet:

Receipts and Payments statement, trading account, profit & loss account, list of members, list of defaulters, list of stocks & dead stocks, list of creditors / debtors related statements deemed to be necessary.

5. Particulars of all transactions which appear to be contrary to me provisions of the Act, Proclamation, Rules and bylaws of the society.

6. All sums which ought to have been but have not been brought into accounts by the society.

7. Any money or property belonging to the society which appear to be bad or doubtful debts / doubtful of recovery.

8. Any other matter specified by the Registrar in this behalf.

9. The auditor is required to provide information regarding share capital, borrowings, meetings, staff structure, etc., of the society.

Audit Certificate

After writing or preparing the audit report, the auditor will prepare an audit certificate in the prescribed proforma and after duly signed he has to submit the same to the appropriate authority for approval.

Certificate to be issued by the Auditor
I, …………………………………………….., the auditor, duly authorized to audit the accounts of ……………………………………………………………. the society, under article--------------------------------of the Ethiopian Cooperative Proclamation of ……………. for the fiscal year ended ………………….. hereby certify:

1. That in my opinion and to the best of my information and according to the explanation given to me-


(a). that the balance sheet of the society examined by me gives a true and fair picture of the state of the society’s affairs as at the end of the year.


(b). the surplus and loss account of the society gives a true picture of the surplus or loss of the society for the year.

2. that I have obtained all the information and explanations which to the best of my knowledge and belief where necessary for the purpose of my audit.

3. that in my opinion proper books of accounts as required by the Proclamation, the Rules and By laws of the society have been kept and regularly maintained by the society so far as it appears from my examination of these books;

4. that the balance sheet and surplus and loss account dealt with by the audit report are in agreement with the books of accounts and returns.

Note: If the auditor wishes to answer the matter referred to above under items (2), (3) and (4) in the negative or with a qualification, he should specify reasons for such answer hereunder.

1. that I have appended to the audit report all schedules prescribed under the Rules; and 

2. that while recommending the society to be placed under …………………………. class in audit I have followed the instructions of the Registrar issued from time to time.
*****
Chapter 5

Vouching and Routine Checking

Meaning

Vouching is the essence of audit and the first step / stage in the audit process, means that testing the truth of items appearing in the books of original entry.

Vouching may be defined as “an examination of every transaction of a cooperative business with relevant documents and other evidences with a view to finding out if it genuine and bonafide”.

Vouching connotes an extensive investigation it aims at ascertaining whether a transaction is in order, has been properly authorized and is correctly recorded in the books of original entry. It traces each entry to its source and explores its implications and circumstances. It studies the authentication and orderliness of records. The enquiry should not confine itself to the entries alone, because they can not constitute the final ‘say’ in the matter. The entries reflect only such information as the book-keeper intense to disclose, and his intension may sometimes be contrary to reality. So real truth cannot be ascertained by more examination of entries so enquiry should go further. It should go beyond the books and external evidences should be examined.
First step: The auditor should see that all vouchers are numbered consecutively and safely filed in the order in which the corresponding entries appear on the original record.
Second step: All the vouchers for the period under review should be produced at the time and the auditor should verify vouchers for definite period at the time.

Third step: The auditor should study the genuine nature of each voucher; he should examine the date of the voucher, party’s name to whom it is addressed, the amount and the account head.
Steps in Vouching
There are eight stages or steps in vouching. The following diagram presents the stages involved in vouching process.  


Numbering of vouchers



Putting tick mark in the books of 







original entry  



Producing vouchers &




Notes making of all entries

Verifying



Studying the genuine nature



Noting down the period covered by (Date, party name, amount & a/c head) 

the receipts & payments and of 







adjustments


Canceling vouchers with all 



Listing of missing vouchers &

documents attached to it



obtaining explanation




Diagram: Steps in Vouching

Fourth step: The auditor should cancel the vouchers with all documents attached to it when he putting his initial on its face duly passes it.

Fifth step: The entry in books should be ticked when the corresponding voucher is passed.

Sixth step: While examining vouchers careful notes should be made of all entries.

Seventh step: While examining vouchers for periodical receipts and payments the period covered by the receipt or payment should be noted and notes should be made of any adjustment that should be made for preparing the final accounts.

Eighth step: A list of all missing vouchers should be prepared and explanations for the same should be obtained from the responsible persons.

Routine Checking

Routine checking as very name implies mechanical work. Yet, it is an important part and task of audit work, say the auditor’s work. It constitutes checking of calculations of bills, vouchers, etc., castings of books of original entry, postings in ledgers, castings of ledger accounts and balancing of cashbook and ledger accounts. This process of routine checking can ascertain the arithmetical accuracy of the books of accounts.

Auditor should make routine checking interesting and lively by his imagination and intelligence. The extent of routine checking depends on the system of book keeping and internal check in force. In the case of small business concerns having no internal check, the whole of the castings and postings should be checked. In a large concern having some sort of internal check, the auditor need not check all castings and postings, but adopt “test check”. 

The amount of check should be conducted and the extent to which the internal check is realized on this respect should be judged by the auditor in the light of his experience and of the circumstances of the particular case. He should not endeavour to do as little checking as possible but rather to do as much ha can.

However, much time should not be devoted to routine check. Since it would reveal nothing but clerical errors and very simple frauds. It will seldom disclose errors of principle and clever frauds. They could be discovered only by intelligent enquiries and examination of the books themselves.

Audit of trading transactions  


Trading transactions are dealings, which involve transfer of goods from one party to another. The transferor of goods is called the seller and the transferee is called the buyer. Trading transactions may be cash or credit transactions.


They refer to only such goods as are intended for resale, i.e., goods in which the business is carried on. Under double entry book keeping credit purchases and sales are recorded in separate purchase book and sales book respectively. In cooperative account keeping they are entered in the day book itself and the details are entered in the Register concerned.

Purchase:  


The Auditor should study the system and devote more attention on weak points if any. He should check the invoices with the corresponding entries in the purchase book, and or/day book and cancel them after duly passing them. He should test the items of purchases with the order placed and goods inward register. The calculations in the invoices should be tested and check at random fraud might also be committed by various means and therefore auditor should take much care in examining vouchers with the entries the day book related to purchase of goods.

Purchase returns:  

The auditor should check the returns outward book or day book. The auditor should see that those items are properly dealt with. He should also vouch the book and relevant correspondent entries and also check the castings and postings of the book.

Hire and installment purchases:


The auditor should examine the actual hire purchase agreement or agreement to pay by installments and ascertain the particulars regarding the capital value the rate of interest, the amount of installment as the case may be. The vouchers for the payment of the installments should be inspected.

Sales

As regards sales there may be two kinds of defalcations namely, omission of sales and inclusion of false items of sales. The auditor should investigate the system adopted in executing orders for supply of goods. Invoices should be checked with the sales book on daybook as the case may be and the entries there in should be compared with the goods outward register. He should also check whether any items of sales of old assets have been passed through the sales book.

Sales returns:


The auditor should check the sales returns book or daybook with credit notes, corresponding debit notes received from parties corresponding and goods inward register.

Packages and empties 


Auditor should verify packages and empties with respective invoices. He may also compare the rates at which the packages and empties have been sold with the prevailing market rates.

Checking of ledgers  


The auditor should check the postings into the concerned head of accounts in the ledger and the daily balances, monthly totals of Receipts and payments columns and their progressive totals. While examining nominal accounts the auditor should see that postings were made under proper heads of accounts. Similarly while examining asset accounts the auditors should see that no items of revenue nature like repairs etc. is posted in to them.


The auditors should verity the postings in the various special ledgers (Admission book, Loan ledger, ledger of Borrowings, Liability Register, Register of dividend etc) and their balances and reconcile them with the corresponding balances in the General   Ledger. 

Checking of Receipts and payments Statements

The auditor should verity RPS with reference to the totals of the two sides of the accounts in the General ledger and the opening and closing balances of the day book for the period.

5.4.Methods of checking and locating Errors


The following steps may be taken one after another until the errors that cause the difference are located:


The Grand totals of both sides of the statement should be rechecked and the exact amount of the difference  should be ascertained

2. It Should  be seen that the amounts of opening and closing balances are correctly included   in the Receipts and payments side respectively .

3. Figures, which are not clearly written, should be examined

4. The totals and carrying forwards of ledges accounts should be checked

5. The nature of the difference may provide a clue for locating the error if the amount of differences is wrong sum. It is probable that some errors might have committed in castings. 

6. If all these attempts file all the postings, castings and carrying forward should be completely rechecked.

The errors so located should be rectified the mistakes in castings should be rectified by striking off the wrong figures and writing the correct figures. Omissions in postings should be rectified making the postings concerned.

Final Adjustments 

Need for Adjustments 


The basic principle govern the  preparation of the final account is that it should include only the actual amount pertaining to the period under various revenue accounts. This calls for some adjustments. There may be certain items of expenses such as rent, interest, salaries, wages etc. that belong to the period under review and have accrued, but have not paid and, therefore, do not appear in the accounts. The amounts accrued are added to the respective items in the final accounts and also included on the liability side of the balance sheet under the respective heads.

 
In contrast to these outstanding expenses, there may be expenses that are usually paid in advance, such as insurance, rates, taxes etc. This is done by deducting unexpended amount should be included as an item on the assets side of the balance sheet. 

Income accrued on the due but not received at the times of balancing are brought in to account by passing necessary adjustment entries. The amounts accrued are added to the respective incomes in the final account and also shown as assets in the balance sheet.

Income received in advance, if any, should be adjusted properly. The adjustment is made by deducting the amount from the particular nominal account and also by showing it on the liability side of the balance sheet.

Outstanding expenses and prepaid expenses

Expenses due 


The omission to bring any outstanding liability for expenses into the accounts with affect the profit and loss account. The auditor should therefore, see that all outstanding liabilities for expenses for the period under audit are dealt with properly. The following are the common instances of outstanding liabilities.


wages 

The auditor should test the calculation and see that the amount of wages due is shown on the liability  side of the balance sheet.

Rent, Rates etc. 

The auditor should examine the ledger accounts, demand notice and a acknowledgements carefully noting the period covered by each payment and see that any accrued and unpaid amount to the date of the balance sheet is brought in as a liability.

Salaries 

The acquittance roll on salaries book should be examined noting the period covered by the payments and it should be seen if the amount outstanding for me period has been provided for 
Miscellaneous expenses

Total should be added to miscellaneous expense in the final account and then included in the liability side of the balance sheet. The auditor should examine whether such provision and entry is made or not.

Interest payable:

The auditor with reference to the loan agreements and the acknowledgement for interest actually paid should examine this.

Prepaid expenses: 

At the time of balancing there may be some items of expenses, such as rent, rates, advertisement, insurance etc, which are paid in advance, covering a period beyond the date of balance sheet. The auditor should examine the adjustment entries as well as vouchers for such payments and verify the calculations.  

Accrued income and Income received in advance: 

1.Rent receivable 

All items of rent receivable from tenants due on accrued to the date of the balance sheet should be calculated and brought in to accounts. This is done by adding the accrued amount received in the final account and it is also shown as an asset in the Balance sheet.

2.Interest and Dividend 

Interest accrued on loans should be calculated and brought into account only interest accrued and overdue should not be included in the profit and loss account. This adjustment should be verified with reference to the bonds and loans account. Similarly dividends on shares in other cooperatives may be calculated and brought into accounts. This should be checked with reference to the share certificates and dividend warrants.

3.Commission receivable:

Commission due and accrued to the date of the balance sheet should be brought in to account. The auditor should examine the basis of calculation in order to satisfy himself that the amount brought into account is correct.

4. Income received in advance  

It is essential to apportion any income received in advance and only the portion relating to the current year should be brought into the profit and loss account and balance sheet Advertisement charges is received by News papers concern and insurance premium received by insurance company. The auditor should examine such nominal accounts, noting the periods covered by them, and see that the amount pertaining to the un-expired period has been properly calculated or not.

5. Differed Revenue expenditure 

Revenue expenses of large amounts, the benefits of which are lightly to accrue over a number of years beyond the year in which they were incurred are used to the temporarily capitalized and return off equitably during those years. They are called differed revenue expenses.

Example.

i) Alternations to plant. Sometimes heavy expenditure may be incurred for including plant and machinery. This expenditure includes the earning capacity of the business. Therefore it is not wholly charging to current revenue. It is written off over a short period of years. The auditor should study the nature of expenditure and examine the reasonable time of the period of years over which the expenditure is to be written off.

ii) Advertising:

The auditor should verity the expenditure by examining vouchers correspondence etc. and see that it is carried forward over a reasonable length of time only.

6. Depreciation 


Depreciation has been as a loss or shrinkage in the use value of an asset. The cause for deprecation may be internal or external. Internal cause is natural to or inherent in the asset itself Eg., wear and tear. Depreciation arises due to this cause in the case of such assets as plant and machinery, motor lorries, furniture and  fittings, buildings etc. External causes are the operation of forces outside the assets itself. An asset like a plant may become obsolete i.e, out of date due to invention of an improved type and consequently losses its use value. Depreciation is caused by effluxion of time in the case of assets like leases, which become valueless after the end of the definite period.   

Object of depreciation


The object of providing for depreciation is three fold namely. 

a) To arrive at the correct profit or loss.
b) To Make the balance sheet represent the real state of affairs and
c) To keep the capital invested in the acquisition of fixed assets intact

Methods for providing depreciation  

1. The fixed installment or straight line method

2. The diminishing balance method

3. The annuity method

4. The depreciation fund system

5. The revaluation method

6. The insurance policy method

7. The depreciation cum requires and renewals method.

The Auditors Duty  as regards depreciation  

The auditor must remember the fact that the question of depreciation is closely conducted with the balance sheet. He has no technical knowledge of such assets as plant and machinery. He should study the circumstances of each case, ascertain the accuracy of the estimation of the working life of assets. The opinions and conclusion of experts should be accepted and taken into consideration. His main responsibility is to satisfy himself that the amount of depreciation is both adequate and accurate.

7. Bad and Doubtful debts 

Debts arise on account of given credit transactions or direct advance of loans. Debts that could not be recovered are considered to be bad debt and debt of doubtful recovery are called doubtful debts. The accounts of debts considered to be bad on doubtful debts should be transferred to the register of bad/doubtful debts. In respect of doubtful debts reserve should be created according to their estimated value.
Auditors position as for Bad and Doubtful debts
After careful investigation if the auditor feels that the reserve is insufficient he should try to convince the concerned authorities and to induce them to make the additional reserve required as per his opinion. The auditor should therefore exercise due care and reasonable consideration in this regard. 

8. Contingent Liabilities 

The contingent liabilities are liabilities which have not arisen or accrued but may arise in future on the happening of certain events. They may or may not involve payment of money. The following are some instances of continent liabilities.

1. Liability on Bills receivable discounted and not matured

2. Liability for calls on partly paid up shares

3. Liability on pending litigation

4. Liability under a contract Guarantee

5. Liability for penalties under contract.

The contingent liabilities are dealt with in two different ways. The first way is to simply mention the nature of the liability on the face of the Balance sheet by way of the footnote. The second way is to create a reserve for the purpose. 
Auditors’ duty  

The auditor should examine various books of accounts necessary to point out the contingent liabilities (Example: Bills, registered minutes book etc). The auditor should examine into such liabilities and see that adequate reserves are created for more liabilities where a loss is anticipated  and that other liabilities are disclosed in the balance sheet by way of a foot note where there is no contingent liability is better for the auditor to get a certificate to that effect from a responsible officer of the undertaking. 

Chapter 6

Verification and valuation of assets and liabilities

After vouching various books of accounts auditor has to turn his attention to the most important stage of his work namely verification of assets. If vouching is necessary to ascertain the correctness of transactions, the verification of assets is necessary to find out the truth of the Balance sheet.

The verification of assets means an examination as such evidences as will satisfy the auditor that all those assets, which ought to exist at the date of the balance sheet were actually in existence on that particular date.

Steps in verification Process 

1.  The auditor’s duty with regard to verification of assets is four fold. First, he should ascertain what assets ought to exist at the date of the Balance sheet. The entries in the books of accounts (Provided they are correctly recorded) will disclose the assets which ought to be in the possession of the under taking.

2. The auditor must verify by actual expectation or otherwise what such assets have existed actually at the date of the balance sheet. 

3. He should see that all the assets appeared at their proper values.

4. He should ascertain that all assets were free from any changes other than those disclosed in the books.

Verification of various assets 

1. Cash on hand 

There is no short-cut method for the verification of cash on hand. The verification should be done by actual counting. Balance verified should be compared with the balance as per the book. Apart from verifying cash balance the auditor should ascertain that cash balance on any day is not larger than i.e. normally required. If so, he should make careful enquiries in this regard.

2. Cash at Bank 

Bank balance at date of the balance sheet is verified by means of the examination of the entries in the pass book. The cash balance should be checked with the pass book and the two balances agreed by means of a Reconciliation statement. The auditor should obtain the certificate directly from the banker so as to provide the production of dummy pass book fraudulently.

3. Investments 

The auditor should demand a schedule of investments. The schedule should contain particulars of each investment, its cost price and the value at which is taken to the balance sheet. The schedule should be verified with the investment register and the consigned ledger accounts. The basis of valuation depends on purpose for which the investments are held Investments of permanent nature with value at cost price temporary and fluctuations in value can be ignored. In all cases the basis of valuation should be mentioned on the phase of Balance sheet.

Verification of different classes of Investments may be done as detailed below 

1. Debentures, registered stocks and shares
In the case of departures registered stocks and shares the name of hold is entered in the register of the issuing concern and bond or certificate as case may be is issued in the name of the holder. The auditor should examine the broker’s bought note and the certificates or the bonds. He should see that they have been properly executed and sealed. He should see that proper sanction is made by the General Body of the society. The auditor should also examine the allotment letters and the receipts for the payment of installments.  

2.Bearer Securities and share warrants to bearer 

These must be examined by actual inspection of the bonds and the interest on dividend coupons attached here in.

3. Book debts  

The book balances should be verified with statements of confirmation received from debtors which should be directly attested to the auditors. The status of each account should be carefully examined and adequate provision for bad and doubtful debts should be made.

4. Bills Receivables

The auditor should first ascertain bills on hand at the date of balance sheet from the Bills receivable account in the ledger. In examining the bills it should be seen that they are drawn properly and stamped and not overdue. If verification is done after that date bills that have been met or discounted subsequently should be verified by vouching the cash received. The auditor should examine through a certificate to that effect obtained from the bankers. In case of bills likely to be dishonored sufficient provision should be made for loss likely to arrive. In respect of bills discounted a note of contingent liability should appear on the balance sheet.

5. Stock in trade 

The auditor should verify and value stock in trade by examining the document evidences related to such items and he should see that the entries made in the register of stock in trade or stock register maintained by the societies. 

6. Land and Buildings (free hold and lease hold properly)  

The title deeds should be examined; the last deed should be examined to see that the property has been duly conveyed to his clients or their trustees. For this purpose encumbrance certificate should be obtained and verified. As far as lease hold properties are concerned the lease should be inspected where lease hold property has been sublet the counter part of the tenant’s agreement should be examined.

7. Plant and machinery 

The existence of his asset should be verified by actual inspection. The auditor should call for the plant register and a schedule of plant and machinery certified by the registered engineer.  This item should be valued on the basis of the value it should appear at original cost less depreciation written off to the date.

8. Loose tools
The auditor should examine the schedule of loose tools certified by a responsible officer. He should also examine the valuation sheet and see at it is properly certified.
9. Motor vehicles 

They should be verified by actual inspection with reference to the vehicles registration or vehicles account. The auditor should examine the registration book for each vehicle. The auditor should also verity the adequacy for depreciation provide for

10. Furniture fittings and fixtures 

These assets should be verified by actual inspection with reference to the register concerned.

11. Patents 

This asset should be verified by the inspector of the patents themselves. The certificate of grant of patents obtained from the authority should be examined. While examining the certificate the auditor should  verify the last renewal certificate so as to know the currency of patents.

12. Copyright

The auditor should examine copyright in accordance with the copyright Act 1957 He should also verify the evidences/certificates received in this connection.

13. Goodwill
It is a peculiar asset, it is by nature an intangible asset, it does not suffer from wear and tear and does not become obsolete, not consumed in the course of the business operations while verifying these assets it is enough the auditor ascertains that the value shown or the value decided does not exceed cost price.
Verification of liabilities 

1) Share capital

It should be verified with reference to the corresponding entries in the admission book.

2. Deposits 

The amounts of deposits should be verified with reference to the confirmation cards received from the deposit holders as on the date of the balance sheet.

3. Creditors   

The amount due to suppliers of goods on credit should be verified with statements of accounts received from them.

4. Loans from banks 

The amount due to the financing Bank in respect of principal and amount of interest should be verified with the reconciliation statement received from the bank.

Valuation of assets

The Valuation of assets is an important matter in the preparation of the final account. The correctness of Profit & Loss Account and Balance sheet mainly depends on the proper valuation of assets and liabilities. The valuation of Liabilities is an easy matter. As a rule it is possible to ascertain the amounts of liabilities exactly except in the case of contingent liabilities. But, the difficulty is with the valuation of assets. It is easy to find out the existence of assets but difficult to value them correctly.

In practice, assets are valued according to certain conventional principles. Two bases are adopted in this respect. Certain assets are valued on the basis of market value or realizable value. Some are valued on the basis of their use value to the business as going concern. There is also another basis namely replacement value, which is the amount that would be required to purchase the similar new asset when the existing one becomes useless.  

Auditors Duty

As regards the duty of an auditor in connection with the valuation of assets, he should examine the correctness of the valuation. He should note the purpose for which the asset is acquired and study the method adopted for valuation. He is remained to ascertain that the valuation mode appears to be fair and reasonable according to the accepted principles.

******

Chapter 7

Financial Statement Audit
Examination of Final Accounts

The examination of the final accounts and the Balance sheet is the final phase of audit work. As far as SACCOs are concerned, the final accounts include the Surplus and Loss Account and Balance Sheet. 
Examination of Surplus and Loss Account
The surplus and loss account is a consolidated summary of nominal accounts. It will reveal to the management and members the results of all their operations. This is the net operating surplus or loss of the Society for a particular period. 
Information is usually taken from the final trial balance in which all the results of the activities have been summarized. So as to arrive at the net operating surplus or loss of the society for a financial year, surpluses or losses of the different activities are added together. The net result will be the total of all the activities. The position would then appear as shown below. 
ARBAMINCH SAVINGS AND CREDIT CO-OPERATIVE SOCIETY LTD. 
SURPLUS AND LOSS ACCOUNT FOR THE YEAR ENDED 31ST DECEMBER 20XX

INCOME 



ETB 


   ETB

Interest on members loans 




129,240

Dividend 






    1,500

Rents 







    3,600

TOTAL INCOME 




 
 134,340
EXPENDITURE 
Committee sitting 





    3,000

Other Committee allowances 



                2,500

Salaries and wages 





  12,000

Travel and subsistence, staff 




    3,000

Bank charges 






      360

Interest on loans 





   1,800

Printing and Stationery 




   1,600

Postage and Telephone 




     280

Land rates 






  3,600

Legal fees 






  5,100

Repairs and maintenance 




10,000

Audit fees 






 5,000

Net Operating surplus 






48,840











85,500
Auditors Duty
The Auditor should see that the following points are strictly observed in the preparation of the Surplus and Loss Account.

· Only such items of incomes and expenses as properly belonging to the business should be included in the account.
· The items included should be relating to the period under review, outstandings being brought into the account.

· There should be proper grouping and classification of items so as to present a clear picture of the current earnings.

· Each item of income or expense should be shown under an appropriate head.

· The whole account should be prepared upon a consistent and uniform basis from year to year so as to facilitate useful comparison.
Examination of Balance sheet
The purpose of preparing a balance sheet is to show the financial position or condition of the cooperative society. This is done at a particular date, for instance, 30th September. It consists of funds of the society. Like the activity statements and the surplus and loss account, the balance sheet is prepared from the final balances of assets and liabilities. 

The items on the heading of the balance sheet are: 

· Name of the co-operative society (business entity) 

· The name of the statement, that is, ‘’Balance sheet’’

· The date of the balance sheet. 

Now study the following format. 
ARBAMMINCH SAVINGS AND CREDIT CO-OPERATIVE SOCIETY LTD. BALANCES SHEET AS AT 30ST SEPTEMBER 20XX
MEMBERS’ FUND 


    ETB



           ETB

Share capital 







         220,000

Entrance fees 








 6,800

Statutory Reserve (19,000+21,375)





40,375

Appropriation Account (29,000 + 64,125) 




93,125

A. TOTAL MEMBERS FUNDS 




          360,300
Represented by: 

LONG TERM ASSETS 

Fixed Assets: Land 



80,000

Rental Building


          300,000

Investments shares in Coop. Bank 

 9,800
B. TOTAL LONG TERM ASSETS 




389,800
CURRENT ASSETS 

H.F.C. Deposits (Short call) 

              80,000

Water deposits 



300,000

Payments 



                9,800

Cash 





    1,500
C. TOTAL CURRENT ASSETS 
             28,500

Minus: 







CURRENT LIABILITIES 

Sundry creditors 



  3,000


Provision for Audit fees 


  5,000
D. TOTAL CURRENT LIABILITIES 

   8,000

WORKING CAPITAL (C-D) 


  20,500
(Total of Long term Assets +Working (Capital) 
410,300
Minus 

E- LONG TERM LOAN 



  50,000

NET ASSETS 




360,300
The Programme for a Balance Sheet Audit
A Balance Sheet audit should cover the following main items:

· Compare each item of balance sheet with the corresponding figures for the previous period and go into material changes.

· Consider the ratio of accounts receivable to turnover with that of the previous year and enquire into any material change in the ratio.

· Examine the adequacy of provisions made for bad and doubtful debts.

· Examine the amount of accounts payable (loan from Union) in relation to the turnover and the period of credit normally taken.

· Examine the minute books for any resolutions affecting the accounts.

· Scrutinize the values of assets.
· Examine the adequacy of provisions made for depreciation.

· Find out the amount of contingent liabilities.
· Verify assets and liabilities shown in the balance sheet.

· Examine the form of balance sheet.
Misappropriation and Frauds

Misappropriation of Cash
Cash in generally beset with temptations. It is misappropriated either by omitting or under-recording of cash receipts or by including fictitious payments.

Cash Receipts: Some of the methods adopted for misappropriating cash received are:

· In smaller SACCO composed of illiterate persons as members, the scope for misappropriation is greater. Members who remit share capital or repay loans may not insist on receipts for the amounts paid by them. In such cases the dishonest Chairman or cashier, as the case may be, easily misappropriates cash, by omitting to record cash received from such parties. No receipt is prepared for amounts received and no entries are made in the Cash Book. Only a thorough verification of share capital and loans account could reveal such misappropriation.
· Another method is noting the correct amount received in the original of foil issued to the party and a lower amount in the counterfoil or duplicate. The amount shown in the counterfoil or duplicate alone is brought into the account and the balance is misappropriated. This kind of fraud can be detected if the auditor asks the members to produce the original receipts for verification.
· One full leaf of the Receipt book, both foil and counterfoil, generally the last one, may be removed and used for granting receipts to two different persons. The entire amount may be misappropriated. The auditor should see if all the unused receipts are in tact and the serial number are continuous.
· The Manager/Cashier may use separate receipt book without the knowledge of others connected with the society. He may issue receipts for moneys received from members and misappropriate them. This kind of fraud can be detected only when members dispute the balances shown against their names and produce the receipts issued to them.
· Temporary receipts in plain paper may be issued for amounts received and the amounts so received may be misappropriated. In some cases entries for the amounts received may be made directly in the pass books, without issue of any receipts. These kinds of frauds may be detected only by a personal verification of the members, and their pass books with the ledger.
· Misappropriation cash may be resorted by manipulating totals, balances and carryforwards. This kind of fraud will be discovered if totals, balances, etc. carefully checked.
· There are also the possibilities of altering the figures in the counterfoil of receipts after the originals are issued to the parties. The auditor should be careful if there are scorings or alternations, and call for the original receipts from the parties and locate the extent of defalcations made.
Payments:
Misappropriation of cash by falsifications of vouchers may also be done. Some of the methods for this purpose are:

· Forged vouchers for refund of share capital to members who have expired or left the place may be created and the corresponding amounts of cash may be misappropriated. A careful comparison of the signatures in vouchers with the specimen signatures of the members concerned will reveal such frauds.

· Benami loans are created in the records and the loan amounts are misappropriated. Only a very careful verification of loans with the persons in whose names the loans appear in the books will reveal this kind of fraud.

· The Manager may misappropriate amount of renewed fixed deposits by showing them in accounts as refunded on the basis of forged vouchers. He may succeed in concealing such misappropriation for some time by paying interest on such deposits out of his own funds. When depositors who claim refund complaint, t  he cat will be out of the bag. A careful scrutiny of the signatures in the refund vouchers with the original signatures of the depositors will reveal these frauds.
· False traveling allowances bills may be prepared and recorded in the accounts. A careful scrutiny of such vouchers and an enquiry into the purposes for which journeys purported to have been made will help discovering such frauds.
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