-CONCERN’S STATUTORY AUDIT – PROCEDURES INCLUDING RELEVANT POINTS SPECIALLY GIVEN BY                                                          

GENERAL PROCEDURE:
1. Thorough study of last year’s income tax file maintained by Chartered Accountant. Here is the list of all the documents that are required to be studied under this process:

a. Basic information i.e. Name of the client, the type and kind of his business, the type of his setup that it is a proprietary firm, company or public limited company etc.

b. Permanent Account Number (PAN FOR INCOME-TAX RETURN).

c. Complete study of Tax Audit Report (under section 44AB) if any, duly prepared and signed by Chartered Accountant. This is in case of professionals with income exceeding 15 lakhs or business with turnover above 60 lakhs.

d. Study of Forms 3CB and Form 3CD under Tax Audit Report.
e. 3CB Form contains information mentioned in point (a.) along with the opinion of the auditor on the authenticity and truthfulness of the submitted financial statements.

f. 3CD Form contains questions along with their answers as asked by the income-tax authorities under the “INCOME-TAX ACT 1961.”
g. Study and analyze the Audit Report of the concerned firm/ company/ proprietary unit keeping in mind the opinions expressed by the auditor along with information mentioned in the forms.

h. If there are any discrepancies noted by the auditor in the financial statements then the chartered accountant should qualify his audit report addressed to the shareholders. 

i. Thorough review of the Balance sheet of the company, Profit and Loss accounts and the schedules annexed there to, now according to revised schedule-VI for clear picture.
j. Examine all the calculations conducted in tax computation on the income.
 All the points mentioned above are in relation with the knowledge of the company/ firm, its natures, its process of accounting, the internal control system that the auditor must have in order to conduct an effective audit and give a ‘true and fair’ view of the concern.

CONDUCTING PROCEDURES:

· Checking of all the opening balances by matching the balances in signed balance sheet with that of the trail balance which has been obtained from company’s data.

· Develop an audit program to find out what all books of accounts are to be checked that are maintained by the company’s account department or management.

· Here is a list of books of accounts which are generally maintained by all the companies:

(a) Cash book

(b) Bank book

(c) Sales book

(d) Purchase book

(e) Journal book

(f) Stock records

(g) Salary register, along with ESI-PF returns

(h) Other miscellaneous returns
Once there list of records have been prepared, each record is checked one by one to ensure complete study.

CASH BOOK

Ask for the cash ledger that can be generated by the computer from the accounts officer of that company who is responsible for maintaining accounts related records.

· Check for the opening balance of cash from the closing balance of last year’s balance sheet.

· Check the cash vouchers along with the supportive bills and documents. Examine the date, amount entered in the ledger and account head in which entry has been made.

· Check that all the expenses or the receipts in cash have been duly signed and approved by the concerned authority.

· Check that all the cash or cheque payments above Rs. 5000 are duly stamped.
· Make sure that all the payments that are above Rs. 20000 are made using account payee cheque or by an account payee bank draft for obtaining u/s 40A (3) certificate. [Under section 40a (3) of Income Tax Act 1961].

· Look for entries missing in the ledger and for entries of which vouchers have not been prepared and maintained.

· Look for contra vouchers in cash book which can be deposits or withdrawals. 

·  In the end, prepare a Query Sheet as a conclusion of checking the cash book.

BANK BOOK
· Check the opening balance of bank account with the closing balance of the previous year’s balance sheet.
· Check the closing balance of the bank from the ledger and match it with the bank statement.
· In case, the balance of the bank statement does not match with the balance of the ledger then seek explanation for the difference.
PURCHASE BOOK
· Ask for the purchase book generated from the computer. Also obtain the records of purchase invoices and vouchers that are maintained by the accounts department.

· Go through all the vouchers and invoices one by one. Look for the dates, amount, party’s name, TIN number, rate, quantity etc. 

· Check the ledger entries to make sure that no purchase invoice is missing from the records and to ensure that all the entries have been entered correctly.
· Ensure that all the purchase invoices are original and there are no duplicates. In case, there is a duplicate bill then exclude it and give it to the prescribed person.

· Check if there is a sales return invoice challan or a debit note in the records.
· Make sure that VAT amount is rightly debited in the entry, if it is a manufacturing firm. Also see that Excise Tax with Education Cess is also properly debited.

· Entries of purchase bills should be made with amount that is passed by the company and not with the amount that is there on the bill.

SALES BOOK

· Get the complete records of sales vouchers and invoices that are maintained by the accounts department which are generally generated from computer.

· Go through all the vouchers and invoices one by one. Look for the dates, amount, party’s name, TIN number, rate, quantity etc
· Check the ledger entries to make sure that no sales invoice is missing from the records and to ensure that all the entries have been entered correctly.

· Ensure that all the sales invoices are original and there are no duplicates. In case, there is a duplicate bill then exclude it and give it to the prescribed person.

· Check if there is a purchase return invoice challan or a credit note in the sales records.

· Check that sales of Capital Goods is not included in the sales as Capital Goods are not manufactured by the company and hence cannot be included in it. Only the sale of manufactured goods should be included in the sales book.

· Make sure that VAT amount is rightly credited in the entry, if it is a manufacturing firm. Also see that Excise Tax with Education Cess is also rightly claimed.

JOURNAL BOOK

· Get the complete records journal vouchers and invoices that are maintained by the accounts department which are generally generated from computer along with sales book.

· Go through all the vouchers one by one to check for the dates, amount, account head etc.
· Check the ledger entries to make sure that no journal voucher is missing from the records and to ensure that all the entries have been entered correctly.

· Check that the vouchers of cash or bank have not been wrongly passed through the journal.
STOCK RECORDS
· Understand the stock valuation policy to find out the value of closing stock.

· Examine that the policy has been followed continuously and on the right basis.

· Examine the stock register along with import, if any. Check for the quantity, rate, value and compare them with those mentioned in the purchase bill.

· Examine the complete sequence of the opening stock of the material followed by material receipts followed by material consumed and then finally the closing stock.
· Check for the arithmetical calculations in the statement of closing stock.

· Simultaneously check the purchase invoice with the material receipts to look for differences.

· Check if there is any fake stock entry been made either on the sales end or on the purchase end. Companies sometimes create fake sales records which do not have any supporting bill with a purpose to show a better standing of the company, especially to the financial institutions.

· Examine the rate which the company takes into consideration while computing the value of the closing stock.  This is important especially in the case of central purchase when purchases are made from some other state.

· In case of import purchases, check that various charges like freight, overheads, custom duty, cartage, forwarding charges etc. have been included in computing the value of the closing stock.

SALARY ALONG WITH ESI-PF
It is very important to check that the employer contribution to Provident Fund has been computed effectively and correctly. Here is the rate which must be kept in mind.

Contribution to PF fund                    8.33%
Contrib. Pension fund                       3.67%

Administration charges (PF)             1.10%

DLIP                                                      0.5%

Administration char. (DLIP)             0.01%

                                                           -----------   

                                                             13.61%             
· Examine that the total contribution payable to PF, which is the contribution from the employee side, has been deposited with the authorized authority on or before the due date which is mentioned in  the Provident Fund Act and is the 15th of the next month.
· Check and ensure that the monthly return of PF contribution has been filed with the department using the Form No. 12A (Revised) on or before the due date which is 25th of the next month as mentioned in the Provident Fund Act and for annual return, Form No. 6A has been filled and submitted before 30th April of the next year.
· Examine that the statement of new employees who have joined during a certain month has been filled with the Provident Fund Department using Form No. 5 on or before 15th of the next month.

· Examine that the statement of number of employees who have resigned or quit during the month has also been filled with Provident Fund Department using Form No. 10 on or before 15th of the next month.

Employee State Insurance Contribution

This is another important point which needs to be checked to ensure that contributions to ESI have been calculated correctly.

Employee’s Cont         =   @ 1.75% of Total Wages

Employer’s Cont         =   @ 4.75% of Total Wages

-------------------------------

6.50% of Total Wages

                 -------------------------------
· Check that the employer and employee contribution to ESI have been deposited with the right authorities on or before the due date i.e. 21st of the next month.

· Check that the half yearly return of the ESI contribution period ranging from the month of April to September, and second contribution period ranging from the month of October to march have been filed in Form No. 5(Revised) on or before the due date prescribed under ESI rule which is 11th Nov and 12th May respectively for the two halves.

EXCISE RECORDS
MISCELLANEOUS RETURNS

· Check submission of Sales Tax Return in connection with sales, purchase, payment of VAT etc.  This submission has to take place within due date which is 15th of the following month.
· TDS Return which is in connection with Deposit challan via Challan no. 281 on or before 7th of the next following month. For Quarterly Return, it has to be deposited on or before 15th of the month after the end of the relevant quarter. For the last quarter ending on March, the due date of filling the return is 15th may. 
· Check for Service Tax Return in relation with return and GAR -7 challan. Check whether it has been deposited within due dates.

Payment of Service Tax = 5th of Next Month

For Mar Month = 31st of March

Due Date of half yearly Return = 25th of the month following the month of end of the relevant half year= 25th Oct and 25th April.
LEDGER SCRUTINY
This is the final step in the process which takes into account the following steps.
· Undertake Ledger Scrutiny

· Check for the entries related with VAT, Excise etc. have been computed.

· Check for the payable entries for the year have been made. These include telephone bills, water bills, electricity bills, house tax, salary, welfare expenses etc.

· Check that all the closing entries which include unpresented cheques  have also been made.
This is the complete and concise check list of the general audit. Keep these points in mind and your audit process will be smooth and complete without any problem.
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