SPECIAL AUDIT
AUDIT OF PARTNERSHIP FIRM

Objective

Audit of partnership firm is not compulsory & even the Partnership Act 1932 is silent about this. But introduction of the Finance Bill 1984, Section 44 AB made it compulsory to get the accounts audited for those assessee firms who sales turnover exceeds Rs 20 lakhs per year.

It is better to get the accounts audited even if it is not compulsory, because joint ownership of a firm by two or more persons may lead to friction & dissatisfaction among the partners. In such a situation an independent auditor’s report on the accuracy of accounts becomes desirable.

Advantages / Purpose / Need of Audit of Partnership Firm
1. Auditing the accounts of a partnership firm helps in detecting errors & frauds & verification of financial statements

2. Disputes, if any between any partners in the matter of accounts can be settled with the help of audited accounts.
3. Banks & financial institutions lend money to the firms only on the basis of audited accounts.

4. As per the requirements of section 44 AB of the Finance Bill 1984 audit of accounts of the firm is compulsory if its gross sales exceed Rs 20 lakhs per year. So for Income Tax Assessments audited accounts are helpful.

5. Periodical visits & suggestions by the auditor will be helpful in improving the management of the firm.

6. For settling accounts between partners at the time of admission, death, retirement, insolvency, insanity, etc audited accounts are accepted by those concerned who have dealings with the firm.

Auditor’s Duty Regarding Audit of Partnership Firm
1. The auditor should get definite instructions in writing as to the work to be performed by him.

2. It must be clear, whether the work to be performed by him is in the nature of accountancy or auditing. In case of auditing he should be clarified whether it is “Partial Audit” or “Complete Audit.” In the absence of instruction complete audit is implied. If he does not conduct complete audit he will be held liable for damages.
3. Sometimes, the auditor is asked to prepare Income Tax Returns on behalf of the firm. In this case the auditor should report the accounts as prescribed by the Central Board of Revenue.

4. According to the form prescribed by the Central Board of Revenue, the auditor should mention
a) In what capacity did he work

b) Whether the records of the firm appear to be correct & reliable

c) Whether he was able to obtain all information & explanation necessary for his work

d) Whether any restriction was imposed upon him

5. The auditor should read the partnership agreement & note the following provisions

a) Nature of the business of the firm

b) Amount of capital contributed by each partner

c) Interest – in respect of additional capital contributed

d) Duration of partnership

e) Drawings allowed to the partners

f) Salaries, commission etc payable to partners
g) Borrowing powers of the firm

h) Rights & duties of partners

i) Method of valuation of goodwill

j) Method of settlement of accounts between partners at the time of admission, retirement, admission etc.

k) Any loans advanced by the partners – 6% interest

l) Profit sharing ratio

6. If there is any doubt about interpretation of the agreement he should consult the client’s solicitor
7. If partners maintain minute book he refer it for any resolution passed regarding the accounts

8. He should study the internal check system in operation.

9. He should a list of the members & staff with their powers & duties.

10. He should examine the contract entered into by the firm with the third parties.

AUDIT OF CO – OPERATIVE SOCIETIES
A co – operative society can be defined as “an association of persons who have voluntarily joined together to achieve a common economic objective through the formation of a democratically controlled business organization, making equitable contribution to capital as required & accepting a fair share of risks & benefits of the undertaking.”

Elimination of middlemen & sharing of profits for economic activity are features of this organization.  They are governed by the Co – operative Societies Act 1912. 
Objective 
It is required by the act that the books of accounts of co – operative societies is audited to see that it is functioning according to its economic objective.

Advantages / Purpose / Need of Audit of Co – operative Societies
1. Auditing the accounts of a co – operative society helps in detecting errors & frauds & verification of financial statements

2. Auditing the accounts of a co – operative society ensures that no member is holding more than 20% of the total shares or that the value of shares doesn’t exceeds Rs 1000.

3. Periodical visits & suggestions by the auditor will be helpful in improving the management of the co – operative society.

Auditor’s Duty Regarding Audit of Co – operative Societies
1. The auditor should study the Co – operative Societies Act & the Bye Laws of the society concerned.

2. The auditor should thoroughly examine the membership register in order to ascertain the number of shares held by each member. He should also check whether the shares held by any member exceeds prescribed limits ie 20% of the total number of shares or share value exceeds Rs 1000.

3. He should assess the internal control system in operation in the society to find out the strengths & weaknesses of the system.

4. Cash in hand at the end of the year should be counted by the auditor to verify the balance.

5. The auditor should see that reserve has been created with at least 25% of the profits of the society.

6. The auditor should also whether surplus funds if any, have been invested in approved securities.

7. The auditor should find out & report whether the objectives for which the society under audit was formed are being accomplished in the course of its working.
8. He should also check

a) Whether the activities of the members of the Managing Committee are detrimental to the interests of the organization

b) If any personal profiteering by members of the Managing Committee.

c) If any violation of the co – operative principles has happened

d) Whether there are any frauds & errors.

9. Valuation & verification of assets & liabilities by the auditor should be as per the provisions in the Co – operative Societies Act.

Audit of Income 
1. The auditor should vouch cash received on account of share capital with the Registrar of Members

2. Cash received against sales should be vouched with cash memos, sales account & invoices issued to customers.

3. Receipt of cash in respect of interest received & repayment of loans advanced by the society should be vouched with the loan agreements.

Audit of Expenditure
1. The auditor should vouch capital expenditure with reference to authorization from the Managing Committee, bills received from parties, enteries in the pass book along with counterfoils of cheques.

2. The auditor should pay special attention to the loans given by the society to its members.  The auditor should vouch this item with the help of resolution passed by the managing committee, cheques issued to members & enteries in cash book.
3. The auditor should verify payments of dividends made to the members of the society.
AUDIT OF EDUCATIONAL INSTITUTIONS
Objective 
The audit of educational institutions is essential to see whether it is functioning well. To ensure that the objectives of the organization are fulfilled. It is a service organization & hence has to fulfill certain needs under the law.

Advantages / Purpose / Need of Audit of Educational Institutions 
1. Auditing the accounts of an educational institution helps in detecting errors & frauds & verification of financial statements.

2. To see that the contributions to the provident fund both by the management & the staff are collected as per directions of the government & is properly invested in approved securities.

3. To see that the capital & revenue items are properly distinguished.

4. To see if the regulations & policies made are followed properly.
5. Periodical visits & suggestions by the auditor will be helpful in improving the management of the institution.

Auditor’s Duty Regarding Audit of Educational Institutions 
1. The auditor should examine the Charter, Trust deed or Regulations etc in the case of schools or colleges in order to find out the provisions thereof, especially those related to the system of keeping accounts.

2. In the case of a university, the auditor should go through the Act of Legislature under which the institution has been set up & also the rules framed there under.
3. The auditor should also check whether his letter of appointment is in order specially mentioning the scope of his examination.

4. The auditor should go through the minutes of the meetings of the Managing Committee, governing body or Executive Council of the institution in order to find out the resolution regarding the system of maintaining books of accounts, method of operation of bank accounts, etc.

5. He should thoroughly assess the internal control system in operation in order to confirm the strengths & weaknesses of the system.
Audit of Income 
1. A fee from students is the main source of income for an educational institution. The auditor should check students fees register for each term or month depending on the basis for collection with the respective roll number of students from each class.
2. He should test check enteries in the fees register with reference to tuition fees, library fees, building fund, etc to see whether each item have been properly computed & demanded from students.
3. Counterfoils or carbon copies of the receipts issued should be checked along with the serial number, safe custody of receipt books etc.

4. He should check whether the daily cash receipts are deposited into the bank or not.
5. In case of free scholarship or fees concessions to any student then the auditor should examine the authorization by a responsible officer & see that it is as per the decision of the Managing Committee.
6. He should check late payments of fees along with fines if any with the enteries in the fees register.
7. Donations, grants from the government & other subscriptions from various authorities should be vouched by the auditor.
8. Examination fees collected should be checked by referring the notifications from the university / education board.

9. Fees paid in advance if any should be properly verified.
10. Parking fees paid by the student should be properly verified.

11. Income from property if any should be properly accounted & verified.

12. Investments in the form of shares, securities, bank deposits etc should be physically verified.

13. If the investments are in the custody of a person or bank then confirmation should be obtained from them.

14. Income from investments as dividend or interest should be vouched with relevant vouchers.

15. He should see that the capital & revenue items are properly distinguished.

Audit of Expenditure
1. The auditor should vouch all expenditures of capital nature with the resolutions of the Managing Committee authorizing the same, relevant vouchers & enteries in the cash book.

2. Preliminary expenses should be checked as to the reasonableness of the amount spent. If an unduly heavy expenditure is spent for any item, he should enquire the reasons.
3. If the expenditure on any item exceeds the budgeted sum, the auditor should check whether the Managing Committee has duly authorized the same.

4. All the purchases & issue of materials should be properly authorized by a responsible official.

5. Stock of stationery, equipments, etc should be physically verified by the auditor.

6. The auditor should vouch the amount of salaries paid with the salary register.

7. He should see that the contributions to the provident fund both by the management & the staff are collected as per directions of the government & is properly invested in approved securities.

