
ICAUbrary 
334:657 CHO-L 

ICA00822 



PROF. B. ~. CHOUBEY 
(Retd) Secretary 

National Council for Co-operative Trainint?- India 

Human Resource Develop~ent Series - 3 • a Regional OffiCe for Asia and the Pacific 

I@ llij Bonow House, 43 Friends Colony (East) 

New Delhi 110 065~ India 

Tel. 
Telefax 

Tel~x 

Cable 

(91)11-6835123 .. 

(91)11-6835568 

(81)31-75025 DlCA IN 

Interallia, New Delhi 

. . 
ICA Libr ary 



First Published· 

. February, 1992 (1000) 

Reproduction, translation or adaptation of this manual is allowed, provided the original source is quoted and also riot 
used on.commercial basis. · . 

Typeset by P.Nair at the ICA Regional Office for Asia and the PacifiC, New Delhi· 

P.rinted at Document Press, H.S:14, Kailash Colony Market, N_ew Delhi 110 048. 



PREFACE 

The number of small prima·ry co-operatives in the .Asia Pacific Region is substantial enough to be 
considered as the foundatipn of co-operative movements in many countries ..• . ~ ,, . . 

Many of these primary co-operatives elect audit co~mittees from the membership to scrutinise the 
. transactions. in terms of bye-laws and ·accounting prindples. It has been found that many of these 

committees areun~ble to perform theirroleeffectively due to the lac~ ofknowledgeih basic accounting 
and the way of checking accounts. · 

The Commit_tee on Human Resource Development for Asia and the Pacific decided to publish a*· 
Manual through the ICA Regional Office for the benefit of these committees. After scrutiny of the by,e:
laws of ·primary co-operatives in few countries in the Region, the manual· was prepared by 
.Prof.B.N.Choubey, a former Professor at the Vaikunth MeMa National Institute of Co-operative 

· . Man~gement, India. He also served as the Secretary to the National Council for Co-operative Trai_!ling 
in India. · 

The model used in the manual is a primary co-operative society with multi-s~ryices. However, it could 
. also be used by a"single-purpose society. The draft manual wa$ sent to co-operatiye org~nisations in 
a fewco~ntries .and validated after receiving feedbacks .• 

The manual1s of a univ~rsal, nature."Therefore, the co-operative trainees could either us~ it as it is or 
• ad~pt it using local· situations. · 

r:hemaima"l is based on self-lear,ning strategy. However,-an instructoro~ an accounting executive could 
. help t.he learner i.n his reinforcement through exercises. 

We hope that this manual will fulfil a long felt need in primary co-operath:es in. the Region. . · - . . . 
· 'We ar~grateful ro Prof.Choubey fQ~his comprehensive,and simple approach tothe leaming·mahual. 

Mr.Hasnain Zaidi has provided humorous cartoons for readers' pleasure. We thank him ·too. rwould 
also like to thank Mr.P.Nair, QTP Officer for his excellent typesetting and Mr.AJUin Zaidi of Docum,ent . 
Press f~r the excellent printing work .even on a recycled paper .• 

New Delhi 
07 January, 1992 

WUHerath 
Adviser 

, Human Resource Development. 
· JCA Regional Offic~ for Asia and the Pacific 
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·INTERNAL AUDITING IN PRIMARY CO-OPERATIVES 

GENERAL INFORMAT'ION 

o~ .. For whom the LearnirJg Package is meant 

. * Elected Audit Committees of Primary Co-operative societies having smalt scale business. 

02. Assi.Jmptions.on the Learning Group 

* They should only have basic arithmetical skills. . ' . . 
* They may not know about accounting and book-keeping in co-operatives before. 

03. Leatnir-~g Period : 

* The learners can take their own pace of learning. 

04,LearninfJFacilitation · 

* The learning package can be used hy the Learner for self-learning facilitated by an instructor or 
a subject specialist. 

* The package can also be used by an instructor for Class room learning in a group. 

05. Instructions for Learners 

How to-learn: 

* Firstly, read the text section by section at your leisure. 

5 

* Secondly, answer the questions given in the exercise (in the box) followed by the t~xt i~ each unit. 
· Do it through your own memory and inspiration. Then check the answer back with the text. Now. 

you will-know whett;ler your answer is correct or not. . 
* If you are not satisfied with your performance, read the text once again. 

* If you have further ·doubts or obscurity, piease check with the instructor or a colleague who is 
· familiar. with the subject. .· 

·. 
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AN OVERVIEW 

· . As members of the Managing Committee (MC) or Board of Directors, you must have n'oted that if there 
.is any thing absolute and permanent about primary agricultural co-operatives, it is·that they are 
essentially a business organJsation with a social purpose. Thus they combine two distinct element$; 
one, they are an enterprize and two, they are an instituion. As enterprize their long-term goal is survival 
and continuous growth so that they can render econOmic services to their members with utmost 
efficiency and economy. The institutional aspect is concerned with social development of members and 
with creating an environment conducive for co-operative development by projecting a bright-image of 
its own. · · 

. . . ~ . 
While managing your society, you must have realized tpat in order to achieve this objectives, primary 
co-:opertives must be run efficiently and effectively. Efficiency refers to the input-output relationship.· 
It output is more and more with .a given input, then the society is efficient. The effectiveness refers to 
achievement of objectives s~t before the society. If. major objectives.are reatised then, the society is 
also effective. · - · 

• As a business organisation .• .,Your co-operative society is required to adopt and use· all:the· tools and 
. techniques of modern management for its success. Thus, it has to perform all the major functions of 
management, viz.planning, o·rgat:Jisation, st~ffjng, controlling and evaluation. 

Your job;of conducting internal audit of yoor society is concerned with control and evaluation. 

· By conducting internal audit of your society's accounts you are providing an aid to your management 
to exercise proper contror over the affairs of the society and evaluate the results of its various activities 
and review and revise the decisions taken in the past. 

Thus you may.appreciate that maintenance of proper and up-to-date accounts and their regular internal 

.. 

' 

audit acts· as one of ~he tools in the hands of the management to ensure efficient functioning and· 
realisation of the various goals and ·objectives set before it. There are a number of methods evolved 

• for exercising management control. But the most commonly adopted method in small primaries .is the 
budgetary control. BuCrgetary ~ontrol involve developjng measures of effectiveness and effici~ncy, 
setting performance standards, undertaking variance analysis, the analysis of financial rati'Os,·and. 
applying profitability tests and _liquidity tests. etc. 

- . . . . . 
In order to provide adequate information for the above measures, all business transactions and results 

. . . . 
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of. all economi9 activities have to be recorded properly and efficently. Hence the need for a proper 
system bf book-keeping and accounting. Double-entry book- keeping system is generally adopted by a business enterprise. Your society might also be following the same system of book- keeping. . 

If yo.u are a member of the Internal Audit Committee (lAC) of your society ,.don't you think that you must 
·have elementary knowledge of book-keeping, besides basic knowledge of audit techniques? 

, Since primaries maintain simple books otaccounts prescribed in their Bye-laws, based qn double-entry 
system, you must acquir~ proper knowledge about this. That will help you in discharging your duties 
efficiently and creditably. This involves the study of the following subjects: 

. . 
Definition of book-keeping, 

- · Do.uble entry systems of book-keeping, 
- . Various books of accoun~s • 

. Principal books, 

. Subsidiary books, 
Sales book, 
Purchase. book, 
Return~s book, 

.Cash book, 
Bank Reconciliations, 
Ledger and its posting, 
Trial balance, 
Rectification of errors, 
Final accounts, 

·-

Trading & profit and Loss Account, · />Du.hl.e e -nJ;.v-y Y"t:L.Drt:ls bo#. perso?Jo.L 
Balance sheet. & i."" ~t'.stmlll. frrn'So:dt"ons 

Your job of internal audit entails checking. of the .above accounts anq maktng a report to the · 
management. Proper knowledge about the tools and techniques of checking the. acqounts will greatly 
facilitate your work.. · 

· Hence. you will appreciate the need for equiping yourself with techniques of checking the following 
. aspec~s ofyour society's accounts: . • . ' ; . . -

Checking of the cash book, 
Vouching of receipts, . 
Vouching of payments,. • 
Checking of postings in to ledger, 
Valuation and verification of assets and liabilities, 
Balance sheet analysis; ·~ 
Assessing pr.ofitability, 
Detection and prevention of erros and ftaud. 

This manual in your hand is the result of, my ~ndeavours to discuss and elucidate th~above topics in 
as simple a manner as possible. I hope and trust that it will facilitate you in acquiring proper knowledge 

· - of accounts and simple practical tips about internal audit, through self and guided study. That in turn 
· may help your society in a~hieving its objectives in a larger measure by improving its operational 

efficiency, 



8 

INTERNAL AUDITING IN PRIMARY CO-OPERATIVES 

PART I 

Accountability in Primary Go-o·peratives 

1. ~ho o~lis primary co-operatives? 

• As.memb~rs, you all own your pr.imary co-operative . .A co-operative belonQS to its members who have 
voluntarily joined tog~therto form the society to fulfill their common econom1c needs. By virtue of equity 
capital subscribed by members all the· assets. and liabilities of a co-operative society belong to them. 
Thus the owners and users of serVices are members themselves. Hence-the ultimate authority and 
control· of the society vests in th.e general body of members. In other,words, they are the 'masters of 
the society's de,stiny and the extent to which they succeed in fulfilling these common economic needs-' 
depends on how they exercise the authority vested·in them. . . 

? Who owns a primary co-operatives? Check the correct answer below: 

(a) Government 

(b) Financi.ng Bank 

(c) Members 

2. What for Members join a co:.operative? 

Yes No. 

\ 

.· 

·Perhaps you will agree that.'Serv.ice' no! 'Profit' is the lljlOtto of youra co-operati've society. All of y9u 
have joined your co-operative·qn the basis of equality, 'mutual help' and '.self-help" for availing certain 
services which you could not individually. In other words, members form and join a co-operative. for 
theirsocio-ecor'lomic developmen1. Thus.mernberdevefopment is the ultimate goal of your society for 
·which members. have joined it. · 1 



? What for members join a primary co-operative? 

(a) For loans 

(b) ·For Fer:tiliser 

(c.) For Seeds 

(d) For so~io-economic development. 

3. How d·o they achieve their objectives? 

Yes No. 

L__ _ _~l I 
• I 

In order to·fulfil your objectives, ·the general body of members lay sown the policy guidelines, cqntribu.te 
share capital, form a managing c<;>mmittee qnd direc~ it to tal<e pra~tical steps to achieve the objectives. 
The managing committee in its turn'form a number of functional sub-committees ,to as~ist it, appoint 
staff for day-to-day work, formulate t.h~ business plan ar:td budget, raise.adequate furids and direct the 
s~aff to manage the operations most efficiently to achieve the aims of the society. • 

? How do_ they achieve objectives? 

(a) By defining the society/s objectives 

(b) B'Y, laying·doyvn policy 

·(c). By using the society/s services 

, (d) By taking active interest ih management 

(e) By checking results· 

Yes 

4. How do they ensure that achievements are satisfactory.? . . ... .. 

No. 

I I 
1 ' J 
I 
. 

I 
J I 
I I 

9 

The business plan of the society lays down targets for achievement in every area of economic activities. 
It also contains the previous year's performance. Be·sides, the physical targets, the financial b'udget 
is also projected for the year. Estimated funds flow statement for th·e budget yea,r is also appended • 
to the annual budget. This show& estimated monthly inflo'w and outflow of funds in the society. 

As the business plan rolls down, the~per:formance has to be monitored by the business committee. For .. 
this a proper reporting system has to be adopted. This may be in the form of monthly progress repor~s. 
monthly receipts and payments accounts, monthly trial balance, trading and profit & ldss account and 
balance sh"eet. These reports will ultimately result in ann_ual report to the general body. I • . . ' 
The' managing committee has to periodically review the performqnce as against the targets for the 
periods. under rev.ie~. If there are wide variations'betwee_n the targets and actual achievements, th~ 
reasons have to be found and mid-course corrections attempted. As regards the funds flow, if there 
are significant differences between the estimated and actual fuod flows, the factors responsible have 
to be found and corrective measures taken by reviewing and revising the iuture estimates. 

Besides the above measures, the managing committee may: devise an internal audit system by .. 
constituting an Audit Committee .in accordance with the Bye-laws which may constantly keep a check 
on achievements of th.e society. ' 
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.. 
? How members ensure that societyls ach~evement~ are satisfactory? . . 

(a) By systematic .business planning 

(b} By budgeting ~nd bu'dgetary control 

... tc) By periodical review ~f targets & achievements 

(d) By .. introd~cing internal audit system 

• 
Yes 

·I 
I 
I 
r 

No 

I 
1 

r 
I 

· 5. Who .is responsible to periodically check the performan~e fn ~-co-operative? 

As you will appreciate, the· general body is too large a body to exercise perfodical check on the 
performance. of-a society. It Ca.n do only once· in a year t.hrough annual general meeting, in which 
members can diseuss. the Annua~ Report and the statutory audit report and give policy direction lfl the 
light of their views about the performance during fh~ ye,ar of report. . .. 
The managing committee too canno~ go into the details of checking the business and financial 
transactions and examine their correctness or ofherwise. ·At the m·m~t. they can have periodical review 
w.ith the help of monthly pro'gres·s reports, statements and returns, etc. 

Hence the n~ed for-constit~t~ng an Audit Co'mrl)ittee of members who can have some grasp of business 
and financial matters and. who can scrutiiJize the same in the light of the provisions of bye-laws, act 
and ruler, instructions of Registrar of Co-operative Societies, etc: · 

Thus, it is your Internal Au~m CoJTlmittee (!AC} which js responsible to exercise periodical~heck on the 
performance of your co-operative society. The main objective of this internal audit will be those set 
by the management but generally will ensure ,that: 

a) Manq.gement policies and programmes are· being carried out; 
b)· Systems laid down are working; and 
c) Assets· and prqperties of the society are prote9ted. 

The main advantages of internal audit will be as unaer: . . 
i. ·. It would ensure up-to.-date mainJenance of acc·ount books and r~cords prescribed; 
ii. Compliance of decisions, systems:and procedures. laid'down can be ensured; 
iii. Adherence to policies laid down can be checked, · . · 

· iv. Matter of principles .can be brought to the _notice of management in time for correction; 
v. Errors and fral)ds can be detected early;. . 
vi. Errors. can be rectified without delay; · . 
vii. Pre-au~m· function by Internal Audit Committee can pr:~ent errors .from croppi!lg up. 

? WIJo is responsible to periodically check the perform,ance ih primary co-operatives? 

(a). General Body 

(b) Individual M_embers 

(c) Managir\'g Com~ittee 

(d) ·Internal Audit Com_mittee 

Yes No 

I· 
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6. What material/il'}formation is required to .a~sess the perlormance? 

Jn addition to annual business plan,.financial budget, monthly progress reports, monthly review reports 
·as me(ltioned .above, your Internal Audit Committee (lAC) will also require to examine the mol')thly 
'rece[pts and payments ac9cunts, monthly trial.balance, trading/manufacturing and profit and loss 
account and balance sheeJs. They may also ha~Je to examine the minute books for importal')t decisior:~s,· • 
as also the Registrar's circular instructions an.d directions from financing banKs, .relevant acts and rules, 
etc. · . . · 

?What information are required to assess the performance of primary co-operatives? 

(a) -Bu.siness Plan. 
(b) Annual Budget 
(c) Trading Account 
(d) Profit & loss account 

(e) Balance ~heet 

• 

Yfis No 

/ 

· 7. l:iow to ·ensure the timely availability of information required? I 

This can be ensured by' maintenance of proper and up-to-date books of accounts an·d other re·cords 
prescribed in the bye-laws of your society or by the Registrar of Co-operative societies and the financing 
agencies or project authorities. 

,It i~· also necessary t~t your' l.nterrial Audit Committee is.'famfliarwith the books of account~ and dther 
relevant records and registers. In particular, they should be coQversant with the bq,sic financial 
statements prepared by the soci'ety such as trial balance, trading and profit and loss ~cco4nts and 
balance sheets. · 

In other words, the members pf your Internal Audit Committees should have some 'basic knowl.edge 
of accounts, like cash and bank account, receipt & payment accounts, accounting errors, bank 
reconciliation~ ledger, trial balance, trading and· profit an9 loss account and balcrnce'sheet. 

How to. ensure availability of adequate information?· . . - . 
I 

(a)' By recruiting trained,ac;countant ·· · · 
(b) By geWng maintained all, books of accounts 

and·records prescribed: . 
(c) By keeping account books and records 

correct and up-to-date. .). 
(d) By appointing an Internal Audit Committee 

a,nd making it responsible for proper accounts. 
(e) By Internal Audit committee requiring 

working knoyvledge of accounts. 

•• 
~ a 

Yes f\Jo • 

'lt.'"'le~ ava .• :b.bt:U.lj 1 
j~y~';.. i.¢ 

i..'"'j>or (A.,.,_.c .. 
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Book Keeping in Co .. opera1:ives 

8. As you have already seen, a co-operative form of enterprise is a people's organisatioA. It Is born. 
when a group of people voluntarily associ~te themselves for collective action to meet their common 
socio-e·conomic development needs. A co-operative .has two distinctiv'e featurEls whjch make it 
different from other forms of business organisation. Firstly, it is' an institution of people who have joined 
on the basis of equality. Hence, i.t has ~n institutional value. Institutional values may be social a~;~d 
economic. The social values are r~flected in member-participation, self-regulation and leadership 
de,velopment. The economic values are concerned with member's material prosperity reflected in their 
incr~mental income. , Thus the institutional aspect aims at member's social and economic develop-

·ment. , 

The seco!Jd aspect' is that it is an enterprise for survival and growth whtle fulfilling the objectives for 
which it has been established.· As· a business enterprise, it requires all the tools and techniqu13s of 
efficient management, s·o as to achieve profitability of its c;>peratir:ms, cons,tant expansion and 
diversification. It's business operations involve meticulous planning, organising, staffing, direction and 
control. ' 

Of air the functions of management, control is essential for nieasuring·the results of all the decisions· 
and actions faken by the authority. And proper and up-to-date accounting is the backbone of control. 
Hence the need for proper accounting system in a co-operative enterprise. · 

Why book-keeping and accounting is essential in primary co-operatives? 

(a) Because Primary Co-operative is ·a 
business ·enterprise. 

(b) Because accounting helps in· measuring 
business results ' 

(c) Because accounting helps in exercising 
control 

Yes No 

-I._ _ __, 

.I 

I 

Accounting Sy~tems in Primary Co-operatives 

9. There are r:nainly tWo systems of accounting: 

i) Single entry system, 
ii) Double entry system. 

$ingle entry syste.m is an !ncomplete system of book-keeping based on incomplete records of the 
business. !t may be suitable for a sole trad~r of a small proprietary business but n<;>t for an enterprise 
owned by tlie public. Hence in most cases, double entry system ofbo"ok-keeping is f.ollowed in primary 
co-operatives. 

Now you y.~ill. appereciate that in order to exercl"se cor:1trol·through internal audit, your .audit committee 
• members should have some knowledge of book-keeping and accounts: · 

1 0. Definition 

Book-keeping may be defined as tpe art of recording.business transactions in monetary terms in a 
manner th'at it would help·in knowing their combined results over a period of time and reveal to the 
<;>wners tbe true financial position ofthe enterprise on a particular date: 
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Accounting work b'egins whe~e book-keeping ends. Accounting, t?esides recording business transac
tions in monetary terms involve the work of summarizing, classifying, analyzing and i{iterpretation of 
transactions and related events offinancial riature. The results <;>f analysis ar~ made available to those 
responsible _fo.r taking decisions a_nd controlling the enterprise's functioning, in order to ensure the 
attainment of its'objectives. · 

?What is book-keeping? 

(a) Is" it keeping of books? 

(b) Is it recording of business transaCtions 
in a systematic manner? 

What is accounting? 

Yes No 

L...:l . _ __,! 

. ... 
Yes No 

(a) Is il sur,nmarizing of business transactions? I._· _ ____,! 

(b) Is it classifying of transactions of t 
financial nature? 1 

(c) Does it· help measuriog the results of bu~iness~ .___ _ _.I · 
• (d) Does it help interpreting the results? 

1 f. Double· Ent~y System of Book-l<eepin.g 

.. 

As stated above, there are t\vo systems of book-keeping, viz .. single entry and double entry. Since 
double entry system is more scientific and advantageous, most of the co-operative organisations follow 
the system. 

Every transaction has two-fold effect which give rise to debit of one acc9unt and corresponding credit 
to another. · · 

Advantages 

i. It provides a complete record of bdth_personal and impersonal aspects cit every transaction. 
ii. Provides arithmetical check on. records since·totai'of del:>it entries will equal the total of credit 

entries and consequently the to-tal of. debit balances will equal the total of credit balances. 
iii. Personal accounts will reveal how much a person owes to the enterprise and how much the 

en1erprise _owe to him ·'~ . 
iv. Balance of nominal accoun'ts, when summarized under Profit and Loss Account tell the results 

of business ope-rations in· terms of· profit or ·loss for a'certain period. 
v. Recor~ng of two-fold effects of every transaction enables to extract debit and credit balances 

which in"turn helps in preparing a balance-sheet which reveals the financial position of the 
enterprise. at any given moll}ent. . 

vi. Given a proper org'anization of interoal auditing, it may .help· in detecting errors and frauds. 

Double entry system of book~keeping 

Yes No 

(a) Double entry system mean recording I • 
business transactions twice. · 

(b) Double entry system means repording_ 
double-fold effects of eyery transaction. 
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12. Rules of Do!Jble Entry System . . 
Accot,mts are~ three-types. viz. personal; real and nominal. Personal accounts relate to parties. Real 
accounts relate .to assets and properties. Nominal accounts relate to expens~s and. inqome. 

Debit and Qredit 

E'very transaction give$ rise to a debit and a corresponding credit. in other words, if oQe account gets 
a debit, a:nother account will get the corresponding credit. · · 

. How to·dedide as to which accountshould be debited-and which account shotJid be credited. For this, 
the follpwing simple rules ·of d~b.it and credit can be followed: 

(a) Under the Personal Account, <:lebit th·e receiver of benefit and credit the giver. 

(b) Unf1et the Real Account, debit what assets•come in and credit what goes out. 

(c) Under Nominal Account, debit expenses and rosses al)a credit incomes and gains. 

Rules of double entry system . 

Yes No 

(a) Personal accounts relate to 
(p~?rsons) (Parties) 

(b) Real accounts· relate to 

(c) Nominal accounts rel~te ·to 
(liabilities) Assets & Properties) 

(Individuals) (Expenses ~.income) 

Fill in by using the correct word given in bracckets: . ' 

• 

(d) Under the perl?onal account, debit the ____ (Giver) and·crediUhe ___ ·_\ _·_ ' 

R~ceiver) 

(e) Unde·r the real account, debit _ __..:,..:'---"- and (What goes out) and-credit _____ _ 
(What comes in.) • • . . 

(f) Under the nominal accounts, debit-:-:-----=-- (Income & Qains) and credit 
____ ..:..___ __ (Expenses ~nd losses) 
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1:3. Books of_Accounts • .. 

. As you may be knowing, the business.tran:sactions of your prim~ry co-operative are recorded in books 
of~ accounts prescribed in the bye-laws, so also in the Co-operative $ocieties ~ct and Rufes or as per. 
the circular instructions of the Registr~r of Co1operative Socie~ies. 

Mainly these books may fall under the following categories: 

i. Books of original entry; and 
ii. Principal Books. 

Books· of original or prime entry are also known a~ journals. ln.a small organisation with a limited variety 
and volume of transactions, one main journal may be enough. Sut in an expanding enterprise, where 
the volume and variety of transactions i:; large, 'the journal is sub-divided into subsidiary journals as· 
under: . · · ·. , : · 

i. Journal Proper, 
ii. Sales Journal/Sales Book, 
iii.. Purchase dournai/Purchase Book, 
iv. Sales Returns Journal or Returns ·Inward Book, 
v. Purchases Return .Journal or Returns Outward Book, 
vi. .Cash Book, · 
vii.· Bilis Receivable Book, 
viii.. Bills Payable Book. 

? What books of accounts primary co-operative maintain? 

.. Yes 

(a) As per the Act and Rules 

(b) As prescribed in the Bye-laws. 

14. Principal· Book~· 

No 

.. 
P.rincipal books are books of accounts in .which various accounts are opened with the help of which 
profits earned or losses incurred by a business can be determined. Also the amount of'assets and 
properties at !he disposal of the enterprise, as also the amounts owed by it (liabilities) to others can 

. be determined wi~h their help .• 

Ledger is t~eprinqip~Jbookof_accounts of a co-operative.enterprise. Cas~ book is another. Gash book 
is a jou·rnal and also a principal book in so far as it relates-to cash balance. · 

.While subsidiary books are books of records, the principal books are books of accounts. Determination 
of profit OJ loss is facilitated by·the principal bo9ks. They also enable to determine the positi'on of;.J.ssets 
and liabilities which is not possible oi'Jiy with the help of subsiqiaries. · 

Illustration 

Journali?e the. following transactions.: 
• March, 199{ . 

i. Received Rs.20,000 as members' share capital. 
ii. Deposit~d Rs.15,000 with the Ban~. 

• iii. Sold fertilizer; for.Rs,2,000 (oash) 
iv: Purchased a .typewriter. for Rs.5,000/-. 
v. Bought consumer goods for Rs.1 o:ooo/-: 
vi. Bo.ught stationery for ~s.1 000/-. 
vii. Advanced loans't6 members Rs.4o;oooP. 
viii. Paid salaries to 'staff Rs.3000/-. · . 
lx. Bought pesticides from Marketing: Go-operative for Rs.1 O;uuuJ-. 
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Date. S.No. Parti9utars LF Debit . I Credit .. (Rs.) (Rs.) 
"' + - - -----

1991 1. Cash A'ccounts Qr. ' 20,000 I 
I I Marcil To Share ·Qapitat AccQu(lt' Cr. 

I I ' 
2b,opo 

(being the amo'i.Jnt of cash rece,ived I· . . t. . from memb~r shatehofders) .. 
2' Ban~ Account Dr. 15,000 

To Cash Account . . 15,poo 
(Being the amount o.r cash deposited in Bank) ~ 

Cash Account Dr .• 
. 

3. ' 2,000 
• To Fer:tilizer Account - 2;ooo 

(Being the.amount of cash sale of fertilizers)· 
.4. Typewriter Acco!Jnt Dr. 5.000 . To Cash Account - 5,,o·oo ' 

(Being cash paid for purcha~e of Typewriter) ' •. 
5. Goods Account Dr. • I 10,000 I 

To Consumer Coop Accounts I· 10,000 
(Being the amount of credit purchase 
of consumer go,o~s from c.onsumer coop) 

6. Staiion'ery Account Dr. 1 ,0.00 
To Cash, Account ~ 1,000 
{Being the amount of cash paid for 

• 

I 
cash purchase of stationery) 

7. Members' Loa\} Account Dr .. 40,000 
To Cash Account 

' ~ .. 40,000 
(Being the ampunt of cash loan advanced . to members) 

I 

8. Salaries Account Dr. . 3,000 I 

To.Cash Account I .3,000 
(Befng the amount of cash.disbursed . 
as salaries to e~ployees) ... 

9. 'Pesticides Accou.nt Dr .. .1 0,000 
· T'O Marketing Coop Ale · 10,000 . 

(Being the amount of pesticides· I . . 
supplied by the Marketing Coop on credit) 

-- I --. 
I 

I I 1,06,000 1,06,000 . 

i I 

? Whether the following books are. principal or subsidiary ba_oks of ~CC<JUQts ? 

. (a) Cash book 
I 

_(b} Oeneral Ledger 
(c) Purchase book 

(d) Sales Book 
(e) ·Inventory Register 
'(f) Dead stock' Register 
(g) Loan ladger 

Prin~ipal Subsidiary 
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15. Limited Use of Journal proper 

sinc-e special subsidiary books on journals such as cash book, p~rcha'~e book, etc, are maintained by 
business enterprises these days, the main journal or journal proper is used to record only the following: 

i. Opening entries 
ii. Closing entries 
iii. Rectification entries 
iv. Adjustment entries 
v. Compound entries . 
vi. Transfer entries or any other casual entries • 

. 
? Journalise the foHowing transactions: 

(a) Received Rs.20,000 as members' share capital. 

(b) R.urchased typewriter for Rs.8,000. 

(c) Paid salaries to .staff Rs.2,000 . 

16. lmportant.Subsic;li~ry Books 

Purchase Book 

Cash pufchases are. recorded in· the Cash !3ook. Purchase book is meant for recording credit 
purchases from suppliers .• Some of the co-operatives record even credittransactibns in the Cash B.ook. 
But this is not scientitrc. Here purchases of goods means only those goods which are bought for sales. 
The following is the proforma of purchase book: · . . . 

.. 
PURCHASE BOOK • 

Date S.No. ·· Particulars L.F. 
1 

Details Amounts 
I ' · Rs .. P. 

' 
1----

. 

. 

. • . 
. 

' . 
.~ 

Enter the following transactions in the Purchase Book of People's Co-operative: 

1991, Marc~ 

i. Ho~ght from National Fertilizers 20 tonn.e$ of Urea@ Rs.1 000 per tonne. 

. 

iv: Bought 5 quintals·of pesticides from Bengal Chemicals@ Rs.2,00Qf:- per qtl. 
vi. Bought 10 tonries of Phosphate fertilizer from NPL Ltd. @ Rs.1 .~00/- per tonne. 

I 

viii. Bought 20 tonnes of high yielding variety wheat for seed purpose 'from the National Seed 
Corporation@ Rs.'2000 per tonne. · · 

x. Bought 10 tonnes of sugar ~rom People's Co-operative Sugar Mills@. Rs.8,00Q per tonne. 
. . 

... 
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PURCHASE BOQK OF: PEOPLE'S CO:-OPERATIVE 

~ 

Oate S.No., 
. .. 

Particulars . . L:F. Details Amounts 
Rs. Rs. 

· March 1. Natipnal Fertilizers (Invoice No & date) • 
1991 20 tonnes of Urea: @ Rs.1 000 per ton.ne. 20',000 2p.ooo . 

4. Bengal Chemicals (Invoice No.& date) 10,000 10,000 
5 qntls. pesticides·@ Rs.2000/- per quin~al ' 

6. N.F.L.Ltd {Invoice No & date). 15,000 t5,00Q 
10 to.nnes ol Phosphate @ R!:!.1 ,500 per tb'1lne .. 

8. National Seeds Corpn (Invoice N6' & date) 20 
torines of HVV Wheat seeds @ Rs.2000/tonne 

' 
40,000 40,000 

~ 10. People's Coop Sugar Mills (lnvojce No & date)" . 80,000 80,00 
10 tonnes of sugar@ Rs.~.OOO/- per tonne. 

. 

I 
I To tar 1,65,000 

> . . 

11. ·Sales ~Qok· . 
As purcha::;~ book is u~~d for recording credit purchases, Sales bo.okis m~ant for recording credit sale? 
by.a business enterprise. The following proforma may be used: ~ 

Date S.No. Particulars LF Oe'tails· i Amount 
. Rs p 

- -· . . 
. ' .. . 

. 
• ' . . . . .. . . 

- • . 
' I . 

. • 

Enter the to/rowing. credit sales in the Sales Book o( the people's co-operative: 

/ 

March .2 Sold 2 tonnes of Urea@ Rs.1 ,200/- per metrictonnes of Phosphate@ R£.1 ,000/- p~r metric 
tonn·e to people's. farming so"ciety. .. . 

· 4 Sold tonnes of H.Y.V.wheat seeds@ Rs.2,20Eli- per MT to people's Farming Society. 



19 

.. 
SALES BOOK OF PEOPLE'S CO-OPERATIVE 

. . 
·Date ·s.No. Particulars .LF Details.· Amount . /Rs.) Rs . . .. 

March 2 People's Farming Society (Invoice No & date) 2;400 
1991 2 tonnes ur:a @ Rs.1200/- PMf.t . 

1 tonne Phosphate @ Rs.1 ;600 • 
\ 

. 
' per metric tonnes . . f,600 4,€l00 

' . . 
4 People's Farming Society (Invoice No.& date) 

5 tonnes of wheat seeds @ Rs.2,200 · 
P,er m~tric tonne . 11,000 11,000 . 

-
Total 

~ 

16,000 
' 

18. Returns Book 

These boo~s are us~d to reco.;-d good; ·returned' to suppliers and goods returned by C!Jstomers. 
, Returils Outward Book records the return of goods to suppliers and Returns Inward Books ~ecord the 
return .of .goods by -the customers. Th~ perform as and rulings Qf these books is similar to that of 
Purchase and Sales B'ook. · • 

However, it has been observed that primary co-operatives record·even credit tran~actions in their.cash . ' 
book by means of contra entries so that cash- is not affected. . · # 

7 (15-18) . . 
A Enter th~ following purchases in the purchase boqk of People's Co-operative: 

(a) 
(b) 

B. 

(a) 
(b) 

Bought from National Fertiliser Corporation, 10 tones of Ure~ @ Rs.5000/- p~r tonne. 

Bouglif20 to.rmes.of H~Y.V. seeds.from National Seeds co-operative at Rs.10,0b0/-··per 
tonf1e. · · 

Enter the following sales in the sales book' of people's Co-operative: 

Sold 2 tonnes .of urea @ Rs.~.500/- per tonne to peopl:e's farm.ing co-operative 
Sold 5 tonnes of ~.Y.V.Seeds to people's farming co-operative@ Rs.1 0,500/- per tonne. 

19. Cash .Book 
. .. . . 

, ReceiP,t.and payment of cash 'form~ major part of business transactions in almost all co-op_eratives. 
The~e'must be'recorded from day-to-qay, so as to know the closing balance at the end of the day. At 
the end of the day's business, tl>le exact amount of cash must be accounted for and kept in safe custody 
and excess amount remitt.ed to Bank the subsequent day. .-

The Book.in which cash transactions are recorded is known as •Cash Book'. This is known as Book 
of original entry since.-all cas~ transactions relating to purchases:sales, advances, expenses,elc. are 
first recorded in this book. But as far as Cash Account is concerned, it is a Book of Final Entry, since 
no Cash Account i.s opened separately in the Ledger. In fact, it may be considered as a part of the 
ledger. · 

Primary co-operatives may either keep single Golumn Ca~h Book or Double colqmun Gash Book, 
having_ both 'Cash' and 'Ban~·· columns. Double.colu11Jn Cash Book is preferable.· · 

-. 
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Rules for Re~ording Cash Transactions 

Cash is an asset and.comes under Real Account. 'Debit what comes in and credit what goes out' is 
the rule relatinglo Real Accou,nt. Accordingly, the rule for recording casn transactions will be as unde(: 

'Debit all cash receipts; 
Credit all eash pa,ym~nts.' 

Illustration 

Enter'the following transactions in the Cash/Day Book of Rampur Multip,urpose Co~operative 
Society as on 5.3.1991: 

i. Received Rs.SOOO/- a~ share capital from members, 
ii.. Deposited into Co--operative Bank Rs.2,000/-... 
iii. Paid Rs.2000/- salaries to "staff for February, 1991. 
iv. Received short-term loan from Central Co-operative Bank of Rs.50,000/-. 
v. Disbursed cash·as short-term loan to members Rs.20,000/-. 

I vi. Paid 'Electricity bills Rs.200/-. · 
I • 

vii. Paid Insurance Premium Rs:500/-. 
viii. Purchased 'fertiliser Rs.1 0,000/-. 
ix. Sold seeds Rs,2,000/-, •. 
x. Purchased pesticides Rs.5,000/-.-

L-~~----------------------~----~--------------~----~------
, 

CASH BOOK OF RAMPUR MULTIPURPOSE CO-OPERAliVE SGCIET'l1l:.TD .• 
• 

RECEIPT ' PAYMENYS. 

J 

~ -- r- -- - ~ ..,... 

8~ [ Date 
T I 

I Particulars LF Cash Bank Date Particulars LF Cash 

-+- ---- -· -t-
8.3-:91' to Share Capital Ale 5000 5.3.911 By eank Ale c 2000 

I 

To Cash c 2000 1 By Salaries Ale 2000 

To CC Bank Loan Ale. 50000 By Members loan Ale 20000 

I To Sales of Seeds Ale 
I 

200Q By Elect. Ale I 200 

l 'I f By lns.Premium Ale I 
500 I I 

By Fert.Purchases Aiel ·I 'I 10000-.• I 

l I ' By Pest.. Purchase Nf 5000· 
I t By Balance Cld ~ " 117300 2000 

-l T 
. 157000 

I 
-I 

57000 200Q 2000 

6.3.91 To Balance b/d 
1
1?000 2000 I t 

_(L._F! stands for Ledger Folio) I· I . . ,\ 
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?(a) Is there any difterence between cash book ba[lk· balance and 
the. Passbook bank balance? 

(b) . Identify L/) the reasons creating the difference: . 
i. Cheques paid into Bank effects not cleared 

ii. Cheques issued but not presented. to Bank 
' -iii. Bank charges levi"ed 

iv. Income directly collected & credited by Bank 

v. Error committed by Bank 

(c) How·to reconcile the difference? 

[Yes; .No 

[!~s] No 
[Yesli.No I 
[YeS J [No l 
[~[~ 
I Yes ' I No J 

Can it be done'1hrough .Bank Reconciliation Statement?-[Yes J [ ti[J 
(d) On 28.2.91., tl:le cash book of People's Co-operative show~d a bank balance of Rs.1805/-. 

From the following information, prepare a bank reconciliation statement showing the bar.tk 
balance as per bank pass bpok. 

i) Ch-eques issued for Rs.590 not presented to bank fqr payment, 
ii) Cheques for Rs.820;- deposited with the bank not collected and credited till 28.2 1991, 
iii) Cheque for Rs.250/- paid by a member was dishonoured, 
iv) Bank depited Rs.20/- as bank charges without intimation. 

----------

20. Bank ·Reconciliation Statement 

21 

I 

J 

Your co-operative society might have opened a savings or current a.ccount on both in the fjnancing C0" 
operative or commercial bank, because very often, it may have to make payments through cheques 
and receive payments .through cheques. On opening the account, the soci.ety would have received 
a _Pass Book. This fs s1,1pposed to ,be a copy of the society's account in. tl 1e Bank's ledger. 

Every monthc the sqciety will. ge·t a statement from the Bank. indicating its bank balance in the Bank 
Account. The statement is known as Bank statement. The bank balance revealed by the cas'h book 
should be equal to the credit balance shown in the passbook. 

However, the dealings of the society with its barik may 
not be confined 0nly to issue of cheque$ on the-bank 
or deposit of. cheques received from other patti~s. The 
Bank mjght perform .certain functions or render other 
banking services which may give rise to many a 
transaction in the Bank statemertt. But the same might 
notfind place in the cash book, sin.ce the society might 
not be aware about those transactions. These·trans
actions will. come to society's notice on receipt of the 
bank statement. The follow-ing are some of the samples 
of such tr'ansactions on the debit side: 
a) Incidental charges levied by" the Bank, 

b) Interest charges-on overdraft or cash credit, if any, 
c) Payment made by the Bank on behalf of the 

society, 

d) Bills discounted but dishonoured later, .... . 
e) Payments to suppliers whose do.cuments received 

through the Ban~. 
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Similarly; on credit side of the statement; the following items may appear: 

a) • Bills or· cheques directly_ collected by the Bank and credited to ·society',s account, 
b) Interest collected on behalf. ofthe sociefy, . 
c) Dividend on shares o~ debentures collected by the Bank directly, 
d) Amounts directly paid by members or customers in .society's bank accouFlt. 

On account ot factors mentioned above, the balance as per the cash book and the bank statement or · 
bank pass book may not tally. To su~ up, the following may be the rea~ons.for the difference:. 

i) Cheque pai.d into the bank1 but effects not cleared, 
ii) Cheques issued but n_ot presented to bank, 
iii) Bank charges debited by.the bank but not known to·society, 
iv) Payments receiyed, collected by bank for .the society, without their Knowledge, 
v) Payments made on behalf of the ·society without intimation to·it, 
vi) Errors committed by bank .. 

·In view of the above, the society on receipt-of the Bank statemEmt,_,should locate the reasons of 
differences between tl)e balance as pe(the cash book and the balance as per tlie pas$ book or bank 
statement. · 

, T.his can be done by cbmparing the items of tl)e cash book with the items <Jf the pass· book or bank 
• statement. T-ick the items which tally'. Note·the·items which do not tally. It is these items which make 
_the differenc~. Taking into .account the arjlounts of these items, a statement has to be prepared to 
·reconcile the difference and' tally tl:le balances. This statement is c~lled Bank Reconciliation 
Statement. ... 

.. '• 

Illustration 

On 28th February, 1991~ the Cash book of the Rampur Multipurpose Co~operative Society 
showed p. bank balance of Rs.1805/-. From the following information~ prepare. a Baok 
Reconciliation stateme~t showing t_he bank balance as per t~e Bank pas~ book: 

a) Cheque is_su~d for Rs.590/- not pre?ented to bank for payment. 
b) Cl).eques deposited with the bank .for Rs.820/- were not collected and credited .till 28th 

February. One cheque for Rs.320/- was entered in the cash book on 28th February, 1991 
but was banked on 03 March, 1991. . , 

c) A cheque for Rs.250/- paid by a member on 25th February, 1991 was dishonoured, but the. 
--• bank'infor.med this only on 0~ March, 199.1. · • • 

d) 'Bank .had debited· Rs.20/- as bank charges. 
e)' Bank had collected Rs.400/- as dividend on behalf of the soci~ty . 

.: . "" ' 
BANK· RECONCILIATION STATEMENT AS ON 28.2.,1991 

Rs . ·Rs. 
. 

.Balance as per cash book ·' ~ - 1,805 . 
Add: Cheques-issued butnot presented for payment 590.00 
Dividend received byt' not record~d 'in cash book -400.00 

990 
' 

'2,795 
' 

Less: i) Cheques deposited with the bank not yet collected (820+320) ,1,140 -
ii) Cheques dishonoured not"recorded in the cq.sh book . 250· 
iii) ._Bank char~es not.recorded in the cash'book 20 . 

. 1,410 . 
Balance as per Pass Book . 1,385 . 

: 

• . 



? (19-20) Check (_!) correct answer: 

. (a} Cash Book is (Subsi_diary Book/Prinpipal ~ook) 

(b) Is it-(C.B.) meant for recording only cash trp~sactio~&? Yes/No • 

(c) Cash receipts ·are Debited/Credited 

(d) Enter th~ follo~ing transactions into the .cash book of .'A' Coop.· 

i) Rec;eived Rs.5000/- from memqers towards share capital 
ii) Deposited into Central Coop Bank R"s.2000/-
iii) Paid salaries to .employees Rs.1 000/-- _ . 
iv) Received Rs_.to·,ooO/.- as short term loan from Central Coop Bank 
v) Disbursed loans to members Rs.5000/-. 
vi) Purchased fertilizers for cash Rs.2000/-. 

21. Ledger and Posting of subsidiary books into ledger 

•·. 23 

.. , 

,· 

.. 

The traosactiom~.of ari.enterprise are finally recorded in a classified form so that the status of.varlous ' -
,acco!Jnts can be-periodical!~ determined by totalling ar:td balancing at pe.riodic intervals, say, monthly, 
quarterly, six m9nthly or annually. The book in'which .this is done is called Ledger or Gen~ral Ledger. 

Ledger accounts can p~ broadly placed under the following heads: . . ., 

I . 
Personal 
Accounts ... 

I ·Ledger Accounts 

I. -

. 

I 

I 
. I 

Impersonal . 
·Accounts 

.. 

I 
l . 

~ 

Real 
Account 

. 

. 

I 
Nom.ihal 
Account 

Personal accounts relate to persons d.ealing with the enterprr2e. Those who owe to the enterprize are ~ 
its·Oebtors and th~se to whom the enterprize o~es are its cre~itors. 

The impersonal. accounts reiate to a~sets, exp~nses and fncomes, etc. Asse.ts come .under real 
accounts. Purchases, sales, expenc;frlures and incom,es come under nominal accounts. Nominal 

' accounts help in determining the profjts and-losses of the enterprise. Per~orial and real account help 
in determining its financial.positiorr in terms· of assets and liabilities. 

The number_and,kinds of-ledger heads will depend on the nature and volume of busines~ transactions. 
Generally, it should be in confermity with th~ budge! hE!ads adopted by an enterprize for preparation . 

· of annl!.al bu~gets .. They are generally opened in a chronological order and are debited or credited. 
. . ... 

. ( 



24 

DEBIT 

. - Date r -Pa-r-tic-· ul;,s 
T-

+ JF Amount r-
.I . 

(JF Sfahds for Journal Folio) 
-

-· T 

Date Particulars 

---, 
CRE'DIT 

JF Amount 

Prepare Ledge.r AcQounts in the books of Rampur M.P .C.S. froi}l the fo!lowir:Jg particulars extracted 
from Subsidiary books: · 

f:ebruary 1991 

1. Rece!ved ~rom membe_!'s as share capital . 
2. Bought fertilizer from Marketing Coop on Credit 
3. · Bought· for cash pesticides from Bengal Chemicals' 
4. Paid for stationery 
5. ·Paid salaries of staff 
6. Paid for furniture 
7. Disbursed loans to members 
8. Sold fertilizeF for cash 

SHARE CAPITAL ACCOUNT . 
• 

DEBIT 
-· -;----;- -· ~- T I T--'- 7""' 

JF I· Amount Date I Particulars Date Particvlars 

.-L·I. 
' . j_ -------''----

·~' ·. D581T . 

Date ~Particulars 
+-

·. 

T 
JF 

·1.2.911 To Share Capitar · 1 . 

1 To Fertilizer Ale 

----'--

1.2.91 By Cash· 

CASH ACCOUNT 

Amount. Date Particulars 

10,000 
1 

3.2A1 I By Pesticides 
By Stq.tionery 
By Salaries 

5,QOO 
1 

By Furniture· 
By Loans 

i 
I 

T 

-'- T 

.I 
:· 

•, 

Rs.1o-,doo 
Rs. 5,000 
Rs. 2,000 
Rs. 500 
Rs. 4,000 
Rs .. 400 
Rs. 2,000 
Rs. 5,0QO 

"CR~ 
JF .Amount 

CREDIT l 
JF Amount 

'I 

2,000 
. 500 

4,000 . 
400 1 

2,000 J 



MARKETING CO-OPERATIVE ACCOUNT 

~~~~~~-
. . Date Partic.ulats 

-'-

1 

-I-
JF Amount 1 Date particutws 

T 

2.2.91 By Fertilizer Nc 
•. 

STATIONERY ACCOU~T 

T --;--,- ~ 

JF I Amount Date Pa(ficulars 
+ - ---

• .- SALARIES ACCOUNT 

---. . 

Amo{.Jnt Date Particulars 

CREDIT 
I • 

JF 1 Amount 

I· 5_,000 

25 

I 
JF 

.CRED~ ~1 
Am_ount 

CREDIT 

t- JF /_Amount 
--~-------~---T~-

4,900 
.1 

r . 
·> 

FU.RNITURE ACCOUNT 
-

DEBIT CRE.DIT 
... 

IJ~ 1 Amount I Date· 1 Particulars -· JF Amount 
-
w 

400 

I 

I 

j 
I ---

-, 
Dat:J!~r:tic_u_la_rs ___ -+ 

~-To Cash 
., .. 

.. 
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MEMBERSLOANACCOUNT 
-

D.EBIT I 

CREDIT .. . 
. " '.' -

! Date 
. 

Date Particulars JF Amount Particulars JF Amount 
-. 

' 

To Cash . 2,000 . 

-. 
SALES.OF FERnLIZER ACCOUNT 

DEBIT 
~ 

CREDIT -
: 

Date Partie{; Iars JE Amount Date Particulars .JF Amount 
- -

. .:' . -· 
To Cash 5,000 -

" . 
I . 

. .I I I -

22. Balancing or Closing ,of Ledger Accounts 
• • • # ' t 

After_ the entries are posted from the primary or subsidiary books und:er the)r respectiv.El heads. of 
accounts iiJ the General Ledger. they have to be totalled. Then t~e. total of debit and c~edit entries under 
each h.ead have to be balanced tb find o.ut the net results of transacti6ns during a particular period. 
The balances will be eitl]er debtor balances or creditor balances. When the. total of or edit side excee.ds 

. that of the d~bit side of an account the difference will.indicate the creditor balan9e. When the totaf 
of the debjt side exceeds that of the credit side, the difference will indicate the debtor balance. 

. ' 

Under the real accounts, the- assets will be indicated by debtor balances and liabiliti~s (persoAal 
accounts) will be indicated by creditor balances. As these 9-ssets and liabilities are of permane[lt nature 
or fix~d nature, their. dosing balance will be tran~ferred to the next year:. . 

Nominal. accounts. generally relate to ex~enses,.losses anc;i income, Ledger accounts relating fo 
expenses will have·debtor. balances wh~n closed, while· those reTating to incomes will have c(editor 
balance. Sjnce t~ey ·relate to a particular year, they are transferred to the Trading and Profit ancJ: Loss 
Account at the close ofJhe year, so p.s to enable the enterprise to ascertain its gai'ns and lossest 

Let us now take ·up balancing of the -ledger acc'o.unts giv~n above. . . 
CAPITA~ ACCOUNT 

. -DE;:BIT CREDIT -
Date Particular$_ Amount Date Particulars Amour:lt 

Feb'91 To balance c/Q 
. ' 

10,000 - By cash 10,000 

1P,OOO . 1.0,000 . 
. By Balance b/d 10,000 . ' I 
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FURNITURE· ACCOUNT ,. 

DEBiT .. CREDIT 
. ' 

Date Particulars Amount Date Particulars Amount 

Feb'91 To Cash A/c 400 By Balance c/d 400 . . 

400 ~00 
' 

To balance b/d 400 

' 

r • SALARIES ACCOUN-T_ . . 
DEBIT . 

·CRED11 . . .-- . . .. 
Date ·Particulars. Amount Date Particulars Ainoimt 

I 

Feb'91 To Cash Ale 4,000 - 'By Balance .c/d· 4,000 
, ~ --- .. .. 

. 4,000 
I 

1-- 4,000 
' 

To balance b/d 4,000 - . . I . 

. · The' capital adount shows a credit balance. The furnitwe a·ccounf reveals a debtor balance. The • 
salaries account-shows a debtor balance. 

? Check.(_!) correc;t answer:. 

The bo6k in which transaction.s are recorded are in a) • 
classified form, so 'that status of various personal, ) 
re?-1 and nominal· account~ can be periodically deter- r . 
mined by totalling. and balancing is called__ ) 

. . . 

23. Po~ting from Sllbsidiary Books to General L_etlger 

Cash_1;3ook 
Day Book 
Ledger 
Gen.Ledger 

. 
l~diyidually I the subsidiary books ·cannot tell the exact position of profits and.lossBs .orlhe assets and 
liabilities position of 9n enter.prise. '_Hence, they have to be transferr~d to the General Ledger· under. 
their respective heads of accounts. This process is known as posting. Th~ process'helps in getting 
the s·ummary of debits and credits .under each ·acco.unt. · · . 
In this proces~. the total of subsidiary books are posted to thB debit or cr~dit side$ of their respective 
ledge~ accounts. As for example, the .total of the purchase book will be posted on the det:>it side of 
Purchase ~ccount in the ,General Ledger. Thus the cash. purchases will be posted from the cash book 
al~o on the debit side of the P'urchase Account. Jhat will give· tot(;ll purchases for the period. Similarly, 

.· ·the total of the Sales Book: will be posted to the credit side pf the Sales Account in the General Ledger. • 
Similarly 9ash sales rf:!corded in the cash book will also be posted to the Sales.Accoun.t. 

But most village-level primar.y co-operatiyes do not maintain a·number of subsidiary books. M<;my ()f 
them record all cash and credit transactions in the Cash Book itself. Hence·postings will have to be 

·. done from the Cash book to the respective heads of account in the General Ledger. . .~ . . . 
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.• 

? Check(_/) correct answer:· 

(a) After totalling and balancing two sides of an account 
ifihe totai of debit side exceeds that of credit" side 
the diffe.rence (Balance) is known as What? 

I 

· • (b) When to.tal of·credit side exceeds the balance is known 
as what? · 

(c)' Liabilities-account will be indicated by what'? 

(d) Assets will be'indi~ated by what? 

(~) Expenses· & losses W.ill. be indicated by what? 

(f) Income gains will be indicated by what? 

24. Trial 'salance 
.· 

) Debit balance 
). Credit Balance 
) 

) Credit balance 
) Qebit balance 

) Debit Balance 
) Credit Balance 

) ·Credit. Balance 
) 'Debit Balance 

) Credit balance 
) Debit Balance 

) Credit balance 
) Debit salance 

r 

, You, h(lve s~en that in Double Entry sy?tem •. every.transaction has double fold effects. A~s su;·h every 
debit must have a corresponding credit. .Consequently, the total of debit side qf a journal is equal to 
the total of its credit sid~. As a result of every transaction, two accounts are affected. The amount of 
every transaction is placed to the debit of one account which receives benefits .from it and the same 
amquilt is placed to the. credit of another·account which gives the benefit. 

When the tran~actions are posted from subsidiary/primary books to General Ledger, their' two siqes . 
ar~ t~talled and balance!=~. · · 

As. a result, the book-keeper will.get either debit or. credit balance or nil balance. When these debit and 
credit balanges are summariz'ed at one place; the total of the two sides .should be equal. If they do not 
tally, it means there .is some thing ~rang in recording the transactions in som~ f.>ook .• In other words, 
there is some error in recording the books. The list o'f the debit ana credit balances ·is known as Trial 
Balance. ·· · · • 

The preparation of Trial Balance is a preliminp.ry step toward preparati.on of final accoun,ts at the end 
of a given period. Primary co-operatives have to prepare the finaraccounts at the.close of co-e.perative 
or financiaJ year adop>ted by them as per.fhe Act, Rules and. Bye-laws. These final accounts reveal 

- the position about profits and assets and liabilities ... 

ln. case the two sides of the Trial Balance agree7 it means that the double folp effects of ·business 
transactions have been recorded. and that the Account Books are arithmetically correct. 

If the total of two ,sides do no~ agree, it means there are so..me errors. They must be corrected at the 
preliminary stage its~lf, otherwise the final accounts prepared from them will I)Ot show the ,correct 
picture. of the enter.prise .· · 

~ . 

? Check (_/) correct answer: 

Can subsidiary books individually, tell exact positions.of 
profits and losses or the assets arid liabilities positions? Yes/No 

. 
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25. Errors and their Rectification 

' 
Errors in .recording the books· of accounts in your society may cause· difference in the total of the two 
sides of a TriaiBalance. Some of these errors can be disclosed by the Trial B·alance. The foll"owing 
errors ar.e examples of this: -

i. Omission to post ,an entry in the ledger from .a 
subsidiary book. 

ii. Posting of a wrong amount to a le<;lger account.. 
iii. Posting on the wrong side of a ledger account. -
iv. Errors c9mmitte9 in C?Sting subsidiary books' or 

ledger a:ccounts. 
v .. Errors committed in balancing a ledger c;ccourit 

omitted from writing. · . . 
The f91lowing errors are not di.sclosed· by the Trial 
.Balance: 

i. ' Errors of omission. 
ii. Wrong entries in Cl subsiqiary book. 
iii:' Errors of pr.inCiple. . . 

iv. Compensatfng errors. 
v. Posting to a wrong head ot account. 

" 

0 

In case a·credit purchase•of Rs.SOO/- has not been entered in the Purchase Book, ·the total .of Trial 
Balance will agree. This is an example of error of omission . · ' 

S,uppose the credit sale of goods. to a membertorRs.S,OOO/- has been enteretl as Rs.SOO/- in the Sal.es 
Book, the Trial Balanc.e will agree: This is an. error of commission on account of· wrong entry in the 
or~ginal book itseft~ · -

Posting of an item to a wrong·accourit but on the correct side will not cause any difference in c;greement 
of the Trial Balance. · · · 

When under debits or over de.bits are balanc~d by under credits or over credits, the Trial Balar:rce totals 
will agree. This. is .compensating. error. 

Those errors which when committed go against tne principles of accgunting are known as -errors of 
principle. . 

The bo'ok keeper or accountant should try to locate these errors.before preparing the tina·! accot:Jnts. 
Thi$ can be done by.checking t~e'jotal~ of all subsidiarY' and ledger .accou~ts, checking of posting·s 
from. subsidiary to ledger accounts, casting and balancing of totals. 

Also check the two sides of the TriaJ Balanc~·so that balances ar~ correctiy. take·n and kept in proper 
, place. See whethe(cash and bank balances from the Cash Book have been entered correctly in the 
Trial Balance . 

• Even after taking all possible steps·, errors have not b-een loc;;ated, open a Suspens.e Account in th·e 
Generai.Ledger and keep the ditference ameunt on the debit side of this account if the debtor balance 
total isles~ af)Q on the cr.edit side if the to1a1 of creditor' balance is less. · 

~If mistakes we located, necessary rectifying entries should be appropriately-passed by the book-
keeper to set right the position. · · ... 

• 
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? Check (_/) the correct answer:. 

a) When the debit and credit balances are summarized 
at one place, will th(;! totals of two sides. be equaJ? Yes/No 

b) The list of. debit ahd cre~if balances known as what? .) iria1 Bt;ilance 
) Trading balance 

·· ) True Balance 

•. 

26. Final Accounts 

l,.ike any oth.er business enterprise, your.·society also wa~ts to know two important things with the help ' 
of th~ records of_tinancial transactions discussep in the preceding paragraphs; • 

i. Tracing results or results of its business o'perations over a given period. and; 
ii. rrs financial position in terms of assets and li'abilities at a 8artic.ular date. 

In-order to achieve these objectives, the society has to. first prepqre a Trial Balance ·which may e·nable 
it to test the correctness of recording of ti,nancial transactions. From the. Trial Balance; it can prepare 
a TPB.ding'and Profit and Loss Account of the busin~ss·for a-particular period. 

This will reveal the net profits.or loss froni its business operations. In order to know the finandal position 
on a particular date, a balance sheet·is prepared. 9omparison of Profit & Loss Account an9 the Bal_anc~ 
SHeet of .a few consecutive years ~ill reveal the rising or decJin.i_ng tr~hds of profits and the financial 
statements. An analysis of these financial statements will help in discovering the factors responsible 
for higher ·or. lower growth or negative growth of your society._ . . 

~ . . ... ~ . 
The income statement compr'isihg ot'Trading account' and Profit & Loss account as also the Balance • 
Sheet, also known as position statement, are prepare~ with the help of the d~bit and cre,ditbalanc..es 
appearing in the T~ial B~.lance. • · t . . 

- ~he debit balances ol the pers~nal and real accounts are kept o'h the assets side of the Baf~nce_She~t. 
Those having credit balances are kept on the_liabiliti_es s'ide. the balances of nominal a~counts.are 
taken to construct the Trading and Profit and Loss Account. Expenses are Jndi~ated by debit balances 
and income by credit bal~nces. these are to p~ t-aken to Income Statement. .-

.• 

? a) When the twosides ·of the Trial Balance do not 
ta1/y, what does it mean? · · 

• 

) There are no errors 
) Thwe are $orne errors 

_b) How to locate the -errors? . ) 1. 
.. . ;'2 . 

) 3. 
) . 4. 

27. Trading Accot:int 

The fir$t part of ln_come Statement is ca:ll~d Trading Account. It is prepqrep to ascertaJn .the gross profit 
or gross loss fmm -the main business activities. The difference between the costs of goods sold and 

· ·sale proceeds of the gooels sold may b~ ·either ·gross profit or gross loss of 'the business. .. 

Gross profit . =(Sales+ Closing stock) · (Opening stock+ pur~hases) 
. Gross Loss =(Opening stock+ purchase) (Sales.+ Closing stock) 

.. 
, .. 
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rRADING ACCOUNT 

.· 
• Rs. Rs . . . 

~-·. 

To Opening stock 500 
To F'u~chases 2000 By Sales . 1500 
To Gross Profit 1000 By Closing stock 2000 

350() .35QO 
.. . 

Some time the enterprise rncu_rs certain expenses before the goods can ·be offered for saie. These 
may be irt the ~hape of custom' duties, freight, carriage, insurance,etc. P~ocuring cost or manufacturing 
wages may have to be paid.in some cases. These are known as direct expenses and should be d~bited 
toT rading Account. Suppose in i.he above .case. the enterprise has lnct:.frred Rs.300 (by way of cartage 
Rs.50, freight Rs_. 100 and wages Rs.J 50/). Then the above Trading Account would appear as under: 

TRADING ACCOUNT" 

' 'Rs. - . Rs . 
r---

• I 
-

To.Openi~g stock .; 500 By Sales returns 1500 
To Purchases less returns · 3000 · By Closing sto'Ck 2000:. 

To direct expenses: . 
Cartage 50} 
Freight 1·00) . .. . 
Wages 150) 30.0 

To Gross Profit 700' . • . 
'• . 

Rs. 3500 ' . .. Rs.3500 . 

Generally, the following· iteros may' find pl~ce in Trading Accounts: 

. 
' 

Item on debit side Items on credit side 
. . 

·QP..ening stock/inventory Net Sales· 
. 

1. 1. 
2. Net purchases (Trading_ goods) 2. Goods· sent on consignment 
3. Carriage/Cartage inward . 3 . Goods sent on jt. venture 
4. Government dutfes 4. Goods sent to ·branches . 
5. Royalties, if any. 5. Closing stock. 
s·. Direct wages '~ 6. Stock completeJy spoilt 
7. Other direct e.'<penses 7. Gross loss carried down .( G/d) . 

to Pro1it & Loss A~c.ount. • a. .Gross profit carried down . 
(C/d) to Profit_& Loss Account 

Advantages of Trai:Jing Account 

i. Helps in ascertaining wheth~r the gross profits are as 'desW"ed. 
ii. Help~ in tes'ting tl=le effiqacy of management's judgement about purchase policy. 
iii. Judg~ment can be had about the progress of oecline of business-by-comparing sales over different 

periods. . 
· iv. Provioes·.opportunity to adjust selling· prices. . . 
v. In case of procwir:tg and _manufacturing activities; it. enables to know the cost structure of goods 

manufactured and sold, as also heLps in comparison of ·costs during previous years. 

•• 
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?. a)· What.does an enterprise want to know ) i. 
with th~ help of recording financial ) ii. 
tran$aciions? • ) iii. 

) iv. 

b) How can an enterprize fincj out trading ) 1: 
results? · ) ii. · 

) iii. 
) iv. 

c) · How can it find out·net result . ) i .. 
of business 1 · ). ii. 

) iii. 
) iv. 

d) How can it ascertain its financial ) i. 
position? ) ii. 

) iii. 
) iv. 

-28. Profit and Loss· Account 

Profit and loss account is prepared to deter,rnine the net profit or net loss of the business during a given 
period. Firstly', the gross profit is transferred to the credit of p & L a/c. Then all the gains and incomes 
appearing as credit balances in the _trial balance are c,redited f6 this account. 

Coming to the debit side of the P & L 'ale, all administrative, selling, distributive and financial expenses 
are debited'. Gross loss, if any, is also transferred to the debit side. · 

From tlie above, the following picture of P & L Ale will emerge: 

Items on Debit side " Items o·n Credit side\ 
r------------------------------------~------------~--------~-------~ 

1 • .-Gross loss (if any) . . 1,. Gross profits 
2~Adm)nistrp.tive expenses, salari~s. r~nt ~- Non-tr~ding incomes,_ Interest received/ 

rates & taJc;es insurance, office expenses receivable, dis-count recived/receivable 
printin§J & stationery, postage & t~legrams income from investments, 'reserve for 
audit f~e. general expenses bad &doubtful.debts,reserve for discount 

3. Selling Exper:~ses: 
Advertisement, Commission, 
Brokerage, agency expenses. 

4. Distributive Expenses: ~ 
Carriage outward, travelling_ agents! 
remunerati.on, van .expenses, etc. 

5.Financial Expenses:. 
Interest paid/payable;Discount al[owed; 
B~u1k charges; Bad debts; Res-erve for Bad 
& doubtful debts; Reser.ve for discount on 
debentures; Repairs and renewals; Depre
ciation on assets;Loss by fire; Specific 

, reserves; $inking funds,etc. 

6.Net Profit, if any 
. 

Total Rs. 

on debtors written back. -
~· Net Loss, if any. 

• 

_. ~ 

.• 

j Total Rs. 
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From the following Trial Balance of People's Marketing Co-operative:· prepare Trading and Profit and 
Loss 'A.c as. on 28.2, 199t: • · •. 

Debit Bafanc~ Rs. Credit Balance Rs . 

Furniture & fittings· 
• 

640 Motor vehicles 6250 
Buildings . 7590 Capital 12890 
Bad debts 125 Bills Payable ,. ·200 

· Sundry debtors 3800 Sundry creditors 2500 
Stock on 1st Jan. '91 3460 Sales 15450 
Purchases 5575· Bank overdraft 2850 . 
Sales Returns 200 Purchases return 125 
Advertising 450 

. 
Commission ' 175 , 

Interest - 118 Cash in Hand ' 650 
Taxes & Insurance 1250 Gen~ral charges 782 
Salaries 3300 

Total . -
,. 

34'190 ·Total 34190 

, 
-

TRADING AN·o PROFIT & LOSS ACCOUNT OF PEOPLE'S MARKETING COOP 

Debit Credit -
-

Particulars 
. 

Amount Particulars Amount 
Rs. Rs. 

To Opening Stock 3460" By Sales 15450 . 
To Pur"chases 5575 • • Less Returns 20.0 15250 
Less Returns . 125 5450 By Closing stock 3250 
Gross Profit transferred to P & L ale 9590 ~ 

18560 18500 
• . 

' • 
PRQFIT ANCYLOSS ACCOUNT 

To Salaries 
. 

3300 By Gross Profit · 9590 
.To General charges ·~ 782 
To Tax & ~~nsuran·ce 1250 By Commission . 175 
To· Interest . 118 . 
To Advertising 450 
To Bad debts 125 
To Net Profit transferred to B/sheet 3740 • . • 

r---- . 
Rs. 9765 Rs.9('65 

" - . . 
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? Check (_!) correct answer: 

a) (Sales + Closing Stock) -
(opening sto9k + purchas~s) 

) Gross Loss,_ __ ·._ 
) ,Gross Profit'----

b) (Qpening stock +purchases) - ) Gross Profit · 
(Sales, + Closing stock) \ • ) Gross Loss. __ _ 

c) Indicate as to which side ol Trading Account, the following items will go?: 

i. Opening stock/inventory . . 
ii. Net purchases 
iii. Direct wages 
-iv. Net sales 
v. Closing stock/inventory 

Debit side/Credit side 
Debit sidtJ/Credi~ s_ide 
Debit side/Credit side 
Deoit side/credit side 
Debit side/credit side 

29. Balance Sheet · 

• 

.· 
The literal meaning of Balance Sheet is simple. lt.means certain balances shown on a single sheet. 
These balances mean debit and credit balances extracted from various ledger accounls. But not all 
bal~nces are shown on the sheet. .It is only the debit and credit balances qf pe·rsonal and real accounts 
that are incorporated in this. The.se .are liabilities and -assets. Thus b.alance shee.t is a st~tement of 
assets and liabilities of an enterprise which.shows.its financi.al status Ot:J a particular date. 

The balance shee~is prepared with th'e help of barances appearing in the tria~ balance. The debit and 
credit q~lar;ces relating·to nominal accounts, such as purchases and sales, e~penses and incomes· 
are incorporated in the Trading and Profit and loss Account which re've~ls the net profit or loss of the · 
year~ Whatev~-r .debit and credit balances remain in t.he Trial Balance are incorporated in the t;>alance 
sheet. . . . · . 

The Debit balances' relating to real and personalaccounts indicate assets·. The credit qal~nces.relating 
to personal and real accounts indicat~ liabilities. 

The follo,wing are the t.J?Ual items appearing in .a 'Balanc.e Sheet. 

-· . BALANCE SHEEt OF,_;__.,_ ___ AS ON----~-

Liabilities Amount Assets Amount . . . . 
Share. Capital Casr in hand -
Reserve Fund - Cash at Bank 
Sundry Creditors - Receivables I 

Bank o~erdraft * - Securities "' 
Loans advanced 

. 
Cash Credit 
Loans & advances 

. 
~·undry Debtors . . 

·outstanding Liabilities 
., 

-Glosi.ng Sto-ck 
.Dep.osits . Lands & Buildings . 

\ 
Employees P.F. Planf and Machi~ery . 
Net profits Tools and Implements -. 

Transportation & vehicles .. . ; 

Net LQSS . . 



From the following Trial Bala11.ce, prepare the Balance Sheet of People'.s MPCC on 28:2.1991. 

De'!Jit Balance Amount Credit Balance AmouRt . 
' 

. 
Rs. ..As. -

Sundry debtors 1500 Capital - 25000 ' 
Stock (Op_ening) 5000 
Land & Buildings 10000 Interest 600 
Cash in hand 1600 . 

. Casti at Bank 
' 

4000 . . 
Wages 3000 Sundry Cred~tors 7000 
Bills receiv;able 2000 - . 
l.nterest 200 
Bad debts 500 Sales.. 17000 
Repairs 300 Bills payable 4000 
Furniture & fixtures . 1500 
Depreciation 10QO 
Rent,Rates & Taxes 800 .. \ 

Salaries 2000 
•. 

Drawings I 2000 I 

' 
Purchases 

. 10000 . 
Office Expenses 2500 
Plant & Ma~hinery 5700 

• 
• j Total Total 53600 ·53600 

BALANCE SHEET OF PEOPlE'S MPCS ON 28.2.1 991 ' - - -~ ~ . 
Liabilities Amount Assets Amount'· 

Rs. 
. 

f{s._-. . 
• . 

Share CaP,ital 
. 

25000 Cash in Hand • 1600 
Less:Drclwings 2008 _;:9ash at Bank 4000 

, 
.. 23000 Bills Receivable 2000 . Sunary D·ebtors 1500 . 

Net Proliit {+) 2300 25300 ·j .Ciosin§J Stock 10000 
Sundry Creditors 7000 Furniture·& Fixtures · 1500 
Bills payable . 4000 Plant & Machinery 570.0 ·~ ~ . • I !:.and & Buildings 10000 I • -· L- --- -. - - t --

I 36300 I 36300 .. 



?a) Check (_/) the side where the following items will go in the Profit & LQss Acco~nt: 

/te1J7s Debit side Credit side 

i)' Gross Profit . I 1 I J 
ii) Non-trading income I 

. 
\ I r l. . 

iii) Gross Loss [ : . I r 'l 
iv) Administrative Expenses r l r l 

v) Net Joss I l I ., I . . 
vi) SEi/ling expenses I l r l 

' 
vii) Distributive f!JXpenses I I j I 
viii) Financial expenses· I- I .I I 

-
' . 

b) From the fqllowing tri{ll balance of People's Marketing Co-operative, prepare the Trading Jln~ 
Profit & Loss ·account as on 28.2. 1991: 

· Debit Balance Amount Credit Balance Amount 
-- ~ __:·:.....___ ________ +------+--------- ---------+-------1 

"' Furnityre · ·640 
Motor vehicles 6250 
Buildings 7590 w 

·Bad debts • 125 
Sundry Debtors 3800 
Stock on 1. 1.91 2460 
Purchases 5575 
Sales ·Returns • 200 ~~ 
Advertising • 450 
Interest 11.8 
Cash in hand · 650 

· Taxes & Insurance . 1250 
General charges .,...,~~~- I 

Capital • 
_Bills payable· 
Sundry creditors· 
Sales 
Bank overdraft 
Purchase return 
Communication 

• 12890 
200 

2500 
15450 
2850 . . 

125 
175 

\ 

. . 
" 

Salaries . • __J_~ 

~__,_T,_o_fc.-..... 1-__ -. =========~----~-----'-[ 34190 i · r;;t;,---~.--,.--.----+----3-4.-19-0-. -I 

c) Check (_/~ correct answer below: . 
i) The debit balances relatiQg to real and personal t Assets 

accounts indicate (what) ) Liabilities 
ii) The credit balances relating to personal and real ) Liabilities 

accounts jndicate (wh.at) ) Assllts 
d) Check (_1) the following items and indicate whether .they are assets or liabilities: 

. Assets. Liabilities • 
i) Share Capital c::=J . c::=:J 
ii) Loan from CC Bank c=J I I 
iii) Sundry Debtors I' c=J L=:J 
iv) Loans to members . c=J c=:J .. 
v) Plant & machinery . c=J L=:J 

, vi) Land & Buildings c==J' L=:J 
vii) Sundry creditors C:::J I I 
viii) Cash in hand c:::J. c=:J 
ix) Cash at B{ink \ c:=J I :I 
x) N(?t profits. C:::J rz==J 

.. 

- • 



37 

e) From the following Trial Balance, prepare the balance sheet of People's MPCS as or, 
28.2 .. 1991: . 

Debit Balances 

Sundry debtors 
Stock (Opening) · 
Interest 
Cash at Bank 
Wages 
Bills receivaqles 
Interest 
Bad Debts 
Repairs 
Furniture ~ Fixtures 
Depreciation 
Rerit, Rates & Taxes 
Salaries 
Drawings 
PurchaSes 
Office Expenses 
Plant and machinery 

Total 

) Amount 

1500 
5000 

(300 

Credit Balance 

Share Capital 
· Land & .Building 

Cash in hand 
"" 4000 Sundry Creditors 

3000 .. 
2000 

200 
500 
300 

1500 
1000 

BOO 
2000 
2000 

10000 
2500 
5700 

Sales 

Bills Payable 

53600 ·1-Total 

Amount 

25000 
10000 

1000 
7000 

17000 

4000 

53600 

. , 
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PART II 
' 

Tools an~ Techniques of ~nsuring Accountability 
in Primary C9-oper'!ltives .. 

. . 
30·. To whom primary co-operatives are responsible for the fun~s invested in them? . . 
People joining co-operative bu¥ shares Issued by it and thus contribute share. capital whlch becomes 
·the s~>Urce of. foundation money. The share capit.al contributed by members is a measure of.their stake 
in the business of their society .. As such they are deeply concemefl about the purpose and safety of 
their mohey.ln ca~e the society succeeds in' achieving its objectives in adequate measure and regularly 
declares dividends to its·shareholders, it can mobilise more and more share capital Which will become 
the ·chj:lapest source of raising funds to meet. its requirements. In fact, members' share capital is also 
a r:neasure of self-~eliance·of the society, which i~ the fulcrum of co-operation. 

Thus, the management-of~ society is, ·in the first plac;e, respcmsible to its members for the safety of 
their funds. With the passage ol ~ime and increasing demands for funds for various activities, the funds· 
.contributed by members falls ~hort of requirement. The socieJy, thus borrows the required amount of 
funds fr.om the financing co-operative or mercantile bank or an ur:ban co-operative bank, as the case 
may be; The borrowed funds must be utilis'ed properly and efficiently, so that the resulting incremental 
income of the society is enough to pay the instalment and the .. interest on loans from the financing bank. 

, Therefore,·the financing bank is also deeply concerned about the prqfitability and safety of·its funds 
lent to t~e society. The management ·is lhas responsible for the financing bank as well. 

Sometime the Government of the country may also provide share capital, grants-in-aid and subsidies,. 
besides allowing certain concessions and facilities to co-operative societies. Thus the Government 
too has a financial stake in the solvency ana prosperity of the society. Apart from its own firancial stake, 
the government is also ·responsible through the Ministry/Department of Co-operation, to. safeguard the ,. 
interest of ,public funds Invested in ttie ~ociet~ .. Hence, the martagemE(nt of a society is very much 
resp0nsible to the govern~ent'of the country. . · 

A co-operafiv~ society might also rai&e funds through thrift deposits from members and others: To that 
extent, the society is also responsible to the depositors for. _the safety .of their money. The suppliers of 
goods and commodities to a co-operative who may be its cre_ditors have also.a stake in the· society's' · 
liquidity and solvency. Since co-operative enterprise is a business institution with social purpose, it has 
social responsibility towards the soqiety at large in which it is functioning. A co-operative is not a single 
entity, but a part of the total co-operative' movement. He_nce it owes fraternal r~sponsibility to other 
co-operatives. ' - · 

31. Who is respo11si.ble to Check P.roper use of money? 

Then the· next question co·mes, who is responsible to· 
check proper use of money made available·· to a co
operative by its members, bankersf government and 
other creditprs? ,. . 
As you know the owners, a large body' of memb~r~. 
mostly laymen and scattered here and there, obviously 
cannot do thi~ job: They ~an not even take part in day-to
day management, what to speak of checking the ·use of 
money·in the day-to-day busines$ affairs of their society. 

Of 'cou~se, over all authority and control vests in the. 
General Body of members/· But th'ey cannot meet at 
frequent intervals nor can they go into details of t~e 
management process. Hence they set the objectives. I/:!.}{· 
down the policy, approve the programmes and main 
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acti~~ties and budget of the s·oc1ety on annual basis Thisic; done in their A~·nual General Body (AGM) 
· meeting. It is through such AGM, that they adopt the Annual Report on the progress of the society 

during the year as prepared and preseoted by the managing committee. They also scrutrnize the 
annual financial statements an.d adopt the Audit reports of externa.l/statutory auditors. 

You wil.l appreciate that this becomes more or less a post-mortem when every thing has taken place. 
lt.is hardly possible to prevent wrong decisions, faufty implementation of the policy and programmes, 
avoidable losses, etc. through the above said mechanism. Therefore, efficacious preventive measures 

·are essential to ensure mid=cou.rse correction. of .. t:trrors of judgement, mismanagement of funds and 
deviation fro'm the polic;;y laid down by th~ G.~nerafv.Body. · 

In order to carry out the policies· and pwgrammes and ensure proper management, the General Body 
constitutes a smaller and compact body of elected members in accordance with the Aot, Rules and Bye
laws which is .cq.lled the Managing Committee or Bo~rd of Directors. The tenures and _terms and 
conditions of their. appoiQtment, duties and responsibilities ar~ laid down in the conce·rned·bye-laws.• 

Although this Soard/Committee is suppos~.d to exercise control over the expenditure and other 
financial affairs, they cannot' do justice with the work of detailed checking. Firstl'y, th.ey are responsible 
for r:nost of the management decisions and as such may not be in a position to scrutinize their own 
decisions with impartial objectivity., Secondly, their number is large and it may nofbe possible for them 
to pay concentrated attention to detailed checking of accounts. Thirc:11y, ·checking of accounts to .ensure 
efficient financial ma(lagement in a co-operative organisation, is a complex j'ob and requires proper 
aptitude and some amotJnt of knowledge and skills. Hence, the need to have -an internal audit 
organisation. 

The Internal Audit Organisation : Duties and Responsibilities . . 
. . 

Internal audit is'a distinctfunction from general management a:nd falls _.in the domain of a sepC\rate ·~ 
machi'nery. It is in view of this that bigger co-operatives ·appqin~ qualified professional Internal Auditors. . 
But small villag_e level co-operatives cannot afford to appoir}t highly paid professional staff. Renee, the · 
General Body of a primary co~operative constitutes a sma.ll and compact committee known as lnternq) 
Audit Committee·(IAC) in accordanc~ with its Bye-laws. Members appointed on this committee should 
ha,ve aptitude for accounts and internal audit and some elementary knowledge of accounts and book
keeping. Their tenures and terms should be'in accordance with the bye-laws. They will be responsible 
for carrying out regular intE;lrnal checks and exall)inations of. the accounts, maintain proper .records of 
the1r examination and submit a monthly/quarterly internal audit report to the Boar.ds of Directors/ 

· Managing Committee. They will ensure that books arid registers prescribed are maintained properly 
and kept up-to-date. A.s a to'ken of correctness, they s~o.uld sign them. Periodical returns. progress· 
reports tq Registrqr, financing bank and other concerned authorities should also be t~eir respo_nsibility. 
After getting, these prepared, they should be checked by them before submission. At· perrodical 

. intervals, say monthly, the lAC should undertake physical_verification of stock/inventory. They should 
take all possible steps to prevent or detect errors, fraud and tllisappropriation by s_taff me'mbers 
responsible for·handling goods, and cash. At the end of the financia) year, they will get.the financial 
statements P.r'epared·and sign them. 

Since the village level spcieties are~ocated ih rural areas, there may. not be adequate qualified persons 
available to work in such audit committees. Therefore, It is necessary that persons having some. 
aptitude for this type o'f work are taken in suah committees and .give'n some knowledge and skills 
required to carry ~ut'their functions effici~ntly. • 

To sum up; the Intern~! Audit Committee should have the following ?uties_and re$ponsibilities: 

a. Proper and up-to-date maintenance of books of ac.counts and records as prescribed in the Act, 
'Rules and B.ye,laws with the help of the Book Keep~r and Accountant. · 

b. Regularly check these books and sign at appropriate places as token of the.ir correctness. 
c. Ensure the Vmely comp!lation· of various returns and statem~nts to be s~bmitte~ to concerned 

authorities on time. · · 
d. Physical verification of cash in hand on aregwlarbasis and ensure that cash in excess of the ceil)ng 

prescribed are remitted to bank and credited in society's aqcounts. Cash book to be signed as a 
token. 

\ 
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e. 

f. 

g. 

h. 

i. 

j. 

k. 

I. 

m. 

Actual disbursement of cash. and loans to be supervised strictly so as to avoid irregularities and 
indiscriminate advar:lCement. Ensure that they ~re correctly emtere~ into loan ledger. 
Supervise recovery of.loahs from members and ensure that these are properly receipted, entered 
into H\e books and amounts remittee! to the financing bank in time. .. 
Ensure proper and up-to-date maintenance of Stock Regisi.er and Dead Stock Register/Assets 
Register. · ·. , 
Physical verif}C?ation b.f inventory of gooc:fs for 'sale. and for giving kind _loans:to members at monthly, 
qr quarterly intervals and submission of verification report to the mana~ement in time. 
Ensure that th~ personal liability accounts of staftdealing with inventories are kept up-to-date and 

shortages, if any, are accounted for·in time. · 
E~sure safe. and proper storage of in_ventories to avoi_~ los~es through wastage, pilferage, 
obsolescence: etc. • · ' . Proper'l'ecords of emptie~ to be checked regularly and their disposal arranged for .the benefit of 
the soci.ety: · 
Physical verification of Dead Stock and other physical assets like furniture and fixtures, etc. to be 
carried out periodically, at least once in a year. . . . . . 

' I 

Get prepared Trial Balance. Receipt qnd Payments, Accounts, Trading and Profit & Loss Accqunt 
and Balance Sheet .at the dose .Qf the year to .be tnade available to external· auditors for final audit 
and· for subsequent placeme!ll before. the AGM. "These should be signed by them a$ to their 
correctness. 

n. Help the Board/Managing Committe.e in preparing the Annual Report torthe AGM, 
o. Study th~statutory Audit Repor~ given by external or Registrar's Al.lditors'and get the complianc~ 

done of. a1,1dit defects and compliance rep.ort submitted to the C:ot:Jcerned autHority before, the next . 
statutory or ~xt~rnal audH. " .. . 

p. Generally-, f4nction as watch dqg to safeguard the interests of members and others Goncemed. 
' I 

? a) Check (_!) to whom primary co-operatives are responsible' for funds (nv~sted in them: 

Yes No 

i) To Members . I 
ii) To Government I I ' . 
iii) To Financing Bank I . I 

. ·, I ~I i,v) To Public 

v) To Suppliers 
. ·] . I 

vi) T a Depositors I 

.. 
32. What Information Is required for checking? 

Internal auditing ~f your society pre-supppses proper and up-to-date maintenance of all ~ecords and 
,books of accounts required to be k.eptby it underthe.concerned Act, Rules and Bye~laws. Your Internal 
Audit Committee (lAC) shall direct the Book-keeper/Accountant at the SoCiety to write ·all the subsidiary 
and principal books of accounts from,~ay to day, so that there are no arrears. Vouchers supporting 
all the items of expenditl)re should be maintained in guard-file in a chronological order and while 
recording these in the book~. P!OPW referencing shoulc;i be done. 

. . . ~ .. . . 
Thus the Journal, Cash Book, General Ledger and other subsidiaries up-to-date in all respects, should 
be readily available to the ln.ternal Audit Committee which can be ·periodically examined by them and 
monthly Trial Balance· prepared. Phy!:?ical verification of inventory and cash should b~ carried out 
through surprise checks at periodical intervals. B~sides, the Minute Book of the Board of DirectQrs/ 
Man~ging Committee and other functional committees $hduld be kept up-to-date and-made available 

, 
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to the Internal Audit Committee. Copies of Ac:t.'Rules and Bye-laws should be thoroughly read !lnd 
understood by the Committee, so th2.t their complial)ce can be checketl. ·Then there are a number.of 
circulars issue'Q by the Registrar of .Co-operatives, financing agencies and other concerned bodies. 
These also shoufd be made ;:wailable to the committee. . 

d • 

• The books mentioned above have already been disc;;ussed in .. Part-1. 

The Internal Audit Committe~ should be conversant with these.books,and·various registers required 
to _be maintained under the acl, rules and bye-laws. 

? a) Who is responsible to c~eck proper use Qf money in .primary co-operatives? 

Yes No 
• 1 

i) . General Body· I I 
ii) Managing Committee .. J I" 

'-

iii) Treasurer 

iv) Statutory ~Liditor 

v) fnterna/ Audit· Committee 

b) Wharare .the duties an,d responsibilities of the Internal. Audit Committee'? 

0 
ij) 
iii) 
iv), 
v) 
vi) 
vii) 
viii) 
ix) 

• x) 
.xi) 
xii) 
xiii) 
xiv) 
Others __ 

33. _Internal Audit_ of Primary Co-operatives (Agricultural) Tools & !echni_ques 

/ 

_ Internal Audit is 'iirtually an audit through an internal arrangement. Thus the job of.the Internal Audit 
Committee (lAC} is th~ same as that of any other Auditor. But the lAC is responsible to SI,Jbmit its report 
to. the Boa~d of Directors/Managing Committ~e. The ~xternal9r statutory auditor is appoin.ted with. the 
approval of t~e Registrar or the "concerned governmental authority and his report is meant for the 
General Body'and the. Government. The. role of internal audit is co.mplementary to external audit. In· 
case the internal audit is efficient and reliable, the job of external auditor b"ecomes easy. · ~·. 

Nature of transactions in primary co-operatives 
' - ..... 

Most of the v!llage level primary co-operatives are small sized or large sized agricultural G.l'edit societies. ...:: 
They are either multi-purpose or seivice co-operatives. Their main transactions co~sist of cdtlection 
and refund.of share capit~l and deposits~. receipt Qf loans from the co:..op~rative bank or any app~oved 
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financing agency and t.he.rr repayment with 1 La 
repayment by them. Supply of agricultural,nputs -.r
machmery and implerT)ents, storage process1ry 
11embers. 

vestments, issue of loans to members and 
1tial cons·uf'ller goods, t,iring out agric~:~ltural 

.rketing of agricultural produ.te on behalf of 

r 

? Whqt information is required by thE. lnternd,,.. 1c. 't tJurnmittee for checking? 

i) 
Ji) 
-iii) 
iv) 
v) 

vi) 

34. System of Account ·Keeping 

• 

-1 
I 

_j 

The .rules framed und~r the Co'-operative Societies ,cl s also the bye-laws prescribe the books and 
registers to· be maintained by societies. Tt,ese bO:)kS -: re known as statutory book1?. Wherever the 
rules do not pr~scribe, the Registrar of co-operat.ve SO(...Ie!rFS prescribes the bools.s.and records to be 
maihtaineq. Double entry systerl'l of book-keeprng v•rh required modifications is gE;~rwrally followed by 
roost societies. • • • 
Most village level.primary co-operatives are reqLrr3a to. dirrtain· the followi11g books and registers. 

i) Minute Book . 
ii) R€gister of application for membership, 
iii) Admission qook, 
iv) Nomi[lation reg[ster, 
v) Cash book or day book, 
vi) Receipt book, 
vii) Loan ledger, 
viii) L-edger of borrowings, 
ix) Liability regis.ter, • 
x) Mor:~thly register of receipts and disbursements, 
xi) Register of immovable property, · 
xii) Register of closed loans, . , 
xiii) Register of app'lication for arbitration and execution, 
xiv) Voucher file, ·· 
xv) Register _of dividends, 
xvi) P.rop~rty statement of members, 
xvii) Regist~r of fluid resources, 
xviii) 'Dead stock register, 
xix) Purcrase, issue and stock register (Trading Stock), 
.xx) . Sales Register, · 
x:xi)' Liability -of Salesman Register, 
xxii) Salary Register 
xxiii) Stock pook of statipnery, forms,etc. 
xxiv) Inward and outward register, 
xxv) General Ledger. 

In addition, a co~operative may kee·p other subsidiary books as per req~irement of its business. The 
Internal Audit Committee should ensure that the prescribed account books and registers are properly · 
maintained and .kept up-to-date by the staff concerne(jj. This is the first and foremost duty. Accounts 
is the backbone of control. Unless, business transactio.ns are r!3cord~d from day. to day, the Committee 
cannot begin its checking and examination work. Arrears shoul9 never be allowed to occur and 
accumulate; othe!WisA this gives chance for manipulation and creates· complications. 
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'he pFogramme of intPrnal audit should be ~hal ked out Nell in advance and the accounts staff shquld 
be i.nstructeo properly to keep the con~erned book$ and records ready for examination ·by the 
Committee as per their schedule. Trare are csrtam books and transactions which· will have to be 
cneckA~:f' on a daily basis, while o_tners at given periodical ir~tervals. As such the work of reconciling 
lile books and Interne:! audit ml!st go ha~;~d in hand;.otherwise it will have no meaning and m_ay_becorile 
a postmOilAm ::.XB1Tiir at1un like the annual audit. ~ · 

r··--

tTo whom ''1ternAt J.ur·~ ~.--:ommittee is resoonsible? Check(_/) correct a_hswer.' 

a) Tn Ge 1e ::;.! Body 

,"l). y ., M<;maging Commlttt;e 

;) To Go· ~nment 

d) Tc cxtr- ·l'), Auditors 
l e) To. Finaflcing Bank I 

I 

35. Checking of the Cash Book 

Yes 

L_=:J 
L..=J 
L _] 
,- I 

L----=:J 

No. 

r ., 
- .J 

.-·---, 

.J 

Please note that checki'ng of the Cash B-:>ok 1s th.e first task. before your~n~ern.al Audit CommHtee. Y.ou 
hav~ to ascertain whether the systems of handling cash ·and recording cash transactio~s in the Cash 
Book· are in .accordancA with the systerl$ nid down in the bye-laws of the society. Generally, the 

. AcCOl 1ntant or Book-keeper is re$ponsible to'enter cash transactions in the cash book, while physical 
custody of oash remains witf-J thA cas:tiAr of the Treasurer of the society. It should be seen that these 

·two function: are rev"lr e-ntr l?ted to or"=! person. 

You have td.make sure that or safe custody of cp.sh balance, ei.ther cash box or cash ~hest is k~pt. 
In case of societies having larger. volume of cash transactions every. day, cash chest is desirable. 
Wherever cash che$t is ·kept, the- same should be ope.rp.ted under double lock systerl}. Under this 
system, the two keys of ths chest will be o'fficially entrusted.to two officials wlio must come together 
to open the chest for drawing cash at the opening of the day'sbusines~ or for depositing cash balance 
at the close of the day's business. A small registw known as ·oouble Lock Register is k~pt for recording 
day-to-day .operation of the cash chest. · 

' . 
In order to avoid accumulation of cash balance in excess ef society's day's requirements, maximum 
cash balance is prescribed by the board/managing committee. Cash balance in excess of tha:t has to 
be remitted itnmediate~y or on ~he subse~uent day in society's account yv'ith the Bank . 

In ca~e youF sqciety is big, having regular remittances, challan system may be introduced wher~ in the 
cashier will sign the challan as a taken of having received the cash and send the same to the Sepretary/ 
Manager, who will sign it and give the counter toll to th:e-remitfer and return the foil to the Accountant 
for recording. 

· In SUflil, yoUr Co.mmittee should check that handling cash and recording cash trans9ctions are done 
by two separate persons, that cash balance is kept in safe custody, that the actual cash balance .does 
11ot exceed, the maximum cash bali3.nce prescribed. 

Having satisfied that, the Committee should record fhe physical. cash -balance verified along with 
denominations of money and sign ·the cash book as a token of having verified the same. This 
verification .can be done et the close of business every day or at the beginning of the business hours 
on the subsequent day. Occasionally, surprise checks should be carried out. This will have salutary 
effect on the concerned staff 
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·? What books and registers are pre·scribed in the b.ye-laws to be maintained.by your co:operative .. 
~~~ . . 

ij ~ 
~ I~ 

iii) .. xii) 
(v) • xiii) 

0 ~ 
vij 'x0 
vii) xvi) 
.viii).; xvii) 

ix) Others 

' 
36. Vouching qf Receipts 

The daily _Gash receipts in your society come from various source~. Similarly, payments of cash might 
.be made' to various par:ties. Unless t_he original pr:oofs of these receipts and payments are verified by 
·your Internal Audi! Committ~e. physical verification of cash would _not reveal the true amount of cash 
which should_ be available with the C~hier<Treasurer. While physical verification by you will reveal 
whatever cash is actually present jn the cash chest, the checking of·proofs of casli receipts and cash 
payments will rev~ a!' the amount of cash which should be available as per the entries in the cash book. 
However, the next step is to check the receipts, cash memos and vouchers and compare them with 
.the· corresponding entries in the cash book. · 

Your-.Committee should be aware as tp the items or sources of '?ash 'receipts, the person authorized 
to receive the cas~ and the person author~e_d to sign receipts to. be issued to the remiUer. 

The main eviden-ce of cash receipt in your society is the duplicate or counter toll of receipt$ issue~:t 1he 
Gommitte'e -should ensure. that receipt books are. printed ·under' appropriate authorilY, serially 
,numbered and kept in safe custody. The account of recejpt books printed, issued and balance should 
oe maintained prop~rly lest there may be a chance of their niisvse. ~ ,_ 

' . 
Counter-foil of receipts and Gash memos is an internal e,vidence of cash having been received_. Hence, 
there is mu'q_h_need 'tor precaution while examining-their-genuineness. . · •. . 
As s·uch whenever receipts are issue·d, it should be made compulsory that the signature of the remitter 
or payer fs taken dn the back of the duplicate or the ca,unter foil. Jhis may help in preventing 
manipulation ..of amount of cash in the counter foil. Then the Committee shquld.compare the entries· 
o.n the receipt side of the cash book With the duplicates or counter foils of receipts issued. While poing 
so you should see: .. '· 

i. tnat the date, month, year and amou·nts tally· ip both; 
_11. that the name. ot the' party making the payment and the concer~ed account. ar.e properly 
. · recorded; · 
iii. that amounts· written 1n figures. and words tally; 
iv, that the receipts are si,gned by authorized persons; 
v. that receipts are fn prescribed forms and serially numbered; 
vi. that the signature of the remitter is obtained on counter foil; 
vii. that all items of receipt have been b'rought into account; -
viii. that entries in.the Bank or Post Office'pass book are checked and compared with those in cash 

book; 
ix. that wit~drawals from Curren~ Account are chetke'd from counter foils of. cheques issued; and 
~- that a list of items not supporte.d by countet foil is prepared for further jnvestigation and 

riecessani action to rectifv the situation. 



? Check (_!) correc't ans~,_~Veis: 

a) Should Cash book be written by the same person 
who handles cash in,your society1 -

b) Is it necessary that your society should have cash 
chest for safe custody of cash? 

\.. 

c). Should the cash chest be _operated by two officials? 

d) Should your society prescribe. ceiling for keeping cash? 

. e) Should the lnterrial Audit Committee undertake surprise 
verification of cash balanc_e in_ your society? t 

.. 
. ' ' 

Yes 'No 

.·L_I __ ......J 

·L,_I __ 

I. I 
L..,_l __ l. 

I -~ 

I . 

37. Checking _Receip~s on account ot Share Capital and Entrance Fees 

45 

Your Internal Audit Cofllmi~tee ·Shou19. ~e well cqiiversant with the rules regarding eligibility for 
membership in their society an<;i.the minimum andmaximum shar~ holding limitt laid down in the bye
laws. The receipts: on this ac;:count should be f?Xamined with reference to these provisions. While 
vouching the·recsipts of the share capital and .en.trance fees, the Commlttee should .take Into account 
t~e-following important points: 

1 

. . 
i. That duplicates of r~ceipts issued to'mefnbers for payment of share ctl.pital and entrance fees 

are compared with corresponding entries."in the cash book; 
,ii. That there has be.en.no book adjustments, showing share capital receipts on the one-~and and 

·payment of· loans of similar amount .on the same date, or:~ the other; 
iii. That receipts are. properly prepared with all the necessa'ry details f!.nd signed·by authoriz~d 

person; 
iv. Th_at the nf?cessary .details about members are also.entered in the'cash book; 
v.. That appl_ications~for'admission are in order, duly approved' by the.board/mana,ging com(llittee 

under appropriate re$olution recorded in the, Minute Book; 
vi. That collection of share capital anp entrance fee i~ in accordance with the bye-laws; 
vii. That signatures of members are obtained in Admission/rv)ember's registers; 
viii. That share certificates are issued under the signatwe of appropriate authqrity and under the 

· seal of the society, duly acknowledged by n'\embers; and ' · -· 
lx. That necessary entries are made in the· Liability Register of merl!bers and the General Ledger" ... 

Deposits. 

Your Internal Audit Corn m iUee s~ould check to e~su re that all depo~its received are in accotdan ce'with 
the bye-laws and the resolutions of the b9ard/managing committee. 

In case of thrift and savings deposits, the internal audit par~y should check the' application fonT), the 
pay-in-slip used for depos'iting the money, the deposit l_e<;lger and the general. ledger·. In case pass 
books' are issued to-members, that can also be checked. The entries in the cash book should be 
comp<;tred with the corresponding entries ._in the above books. In case of dis·crepan_cies, immediate 
aqtion should be taken to reconcile. ~ ' 

While scrutinizing Fixed Deposit receipts, the committee shoulq check the applications for fixed 
deposits filed in the Register in chronological order. Then the COl,mterfoil of the Fixed Deposit Receipts 
(FQRs) issued and the Fixed Deposits ·Due Date Register should be checked to-find out tile a111ount 
received in f!D, the terms and conditions on which received, as also 'tne·due date for refunds. 'It should 
~lso be seen, in ~13-se of. FD, that the unused receipt forms are. duly accounted for and kept in safe 
custodY, 
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Loans from Go-operative/Financing Bank .. 
As you may b~ awwe I generally th.e village level primary co-operatives borrow froM the higherfinan~ing 
age~cy/central co-operative bank or an approved commerc!al bank. Their maximum borrowing power 
is limited by provision in bye-laws! resolution of General Body or the instructions of the Registrar of Co
operativ~s. Th'3 power to borrow within this limit vests with the Board of Directors/Mariaging 

• Committee. Whenever money is required to be borrowec:i, the Board/Managing Committee ro ... orrl5 a 
resolution with-a11 l)ecessary details such as the amount, the term$ and conditions, security,etc. So[li& 
otfice"be~rer is authorizec;:l to draw the money. 

While checking the amount of cash received as loan, fhe Internal Audit committee should exami.1e !he 
following importaot points: · · 

i. Resotutions.of th~ board/managing cqmmittee~ 
ii. Wheth~r bor'rowing is in accordance with the bye-laws; 

iii. .Whether loan obtained _was ·disbursed ·immediately without any delay; 

iv. Whether amotJnt disbursed to 'member borrowers is the sarpe as borrowed; 
v, Whether undisbursed loan remitted back to bank to tlie credit of the loan account 0f the society, 

and · 

,. vL The duplicate receipt issued by the society for the)oan amount sh9uld be checked with Loan 
Sanctions Order received tram the financing bank. 

flepayment of Loans by Members . . .. . 
Whe(l 'members remit ·cash to the society by way ·of repayment of loans, the. amount has to be 
appropriated to various accounts in accordance with the roles and bye-laws. the committee should 
see that appropriation of the amount is done, 'roperly. Th~y should verify the counter foil/duplicate·ot 

· t~ receipt issued to members: While doing so, it should be ensure_d that the member concerned has 
signed on the back of the counter foi1 as a token of having obtained the original. A system of random ' 
\)hecking of·a certain percentage of the original re_ceipts with ·the members as also pers·on;:ll verification 
may exert a salutary in-fluence and keep the concerned staff alert. In case pass books\are issued to 
members io record transactiolls, between them and the society, the,committee should verify the 
repayment on the pass book and qohipare with corresponding entrieq in the caqh book. 

Sale of Essential Consumer Goods 
r 

Your society like other multi-purpose co-operatives might be under.taking supply of essential consumer 
goods to memb~rs and others. · 

Your Internal Audit ·committee should ensure that sale proceeds received in cash every day ;:1re 
correctly entered into t~e cash boo~. As a m~asure of preventive check, the Liability Register meant 
for recording salesmen's liabilities -on account of st~cl<.s issued from the ·god own for sale from time to 
time, should be kept up-to-date. 

then the cash memo's counter' foil and Sales Register should be verified. It should be-ensured that 
the total receipt on account of sales every day are entered appropriately in the Cash book tne same 
Clay. Stock of Goods Register should-als·o be verified from time to time. Physical verification of stock ' 
shquld be carried out monthly. · · 

Sale ·of Fertiliser and Agricultural Implements . . 
These sales should also be verifie'd from the respective regis'ters and cash memo's counter foils. Then · 
it should be checked that the same are en~ered·into the cash book appropriately .. At periodical intervals 
stock taking sho~ld be done, so as to ensur~ correctn.es$· of accounts and availability of stock. 

Sale of Investment and Securities 

Some times bigger and older societjes might dispose off their investments in Govertlnient Securities 
and National Savings Certificates or papers: Generally, these sales are effected through the financing 
13ank or the concerned agents. In such cas"e .. s,_the corresponde.nce with the bani< and society's pass 
book should be verified to find out the correct sales and their entry into reLevant records including cash 
book. In case of sale.s through agent/broker 'Sold N<5te' issued by them· sho~ld be verified. 



47 
Miscellanr;Jous Receipts 

Then there may be receipts on account of dividend on· shares in other .co-operative institutions, 
financing bank and interest on deposits and investments in securities, godown rents,etc: . 
Receipts on_ account of dividend and interest should be v~rified with referenQe to dividend and interest 
warrants. . · 

If received through Bank, the pass book should be checked for entry. If directly received in cash, the 
counter foiJ of receiptgiv·en should be verified and compared with cor.cesponding entries into cash book. 

' . 
? a) From what sources cash js received in your society? 

i) 
ii) 
iii) 
iv) 
v) 
vi) 

; 

vii) 
viii) 
Otners. 

b) Check (__!) CGrrect answer: 

, 

}) Has your society authorized some one to 
receive cash and to sign ca.sh receij:Jts? 

ii) Have the receipt Books and cash memos been 
properly numbered.and accounted for? 

38. Vouching of Paym.ents 

General . 

Yes No 

·Like any other primary co-operative. your society makes a·large 'numper of payments to. various parties 
in the course of the days' business. Some of them are frequent in nature and may relate to revenue 
expenditures. or contingent ·expenses, while others may be seasonal oF per1odical in nature. 

Whatever th.~ nature. or periodicity or seasonality of the payment, inv.ariably every payment has to Qe 
supported by a valid vou-cher. A voucher is a valid documentary evidence for a .financial transaction, 
Every voucher should re~ate to tQ~ society concerned and the period under examination. It m·ust 
indicate the nature of the trar:tsaction or the account. The date and amount in ftgures and words must 
be mentioned on it. It must bear the signature of competent authority. It should b·ear the required 
revenue stamp unless issued by a co-operative institution, ex~mpt from stamp duty under the relevant 
Act.. However, in case of certain payments the eviden-ce of payment can be in the form of acquittance 
obtained on the bills·themselves. such as Salary Register, T.A. Bills, eJc. 

For remittances made tllro~gh money order, postal order and bank drafts·, the evidence may be the 
M.O. receipt, the counter foil of postal order and the counter foil of the application far,m for purchase 
of bank draft. In case of payments to members, their signatures should be verified from the specimen 
avq,ilable with the society in the· A~mission Register, so as t9 avoid. ben ami transactions o'r .bogus 
payments. . . 
While checking the entries in the Cash book, they .should be compared with the corresponding 
vouchers, which ought to be kept in a guard file in chronological order from day-to-day. After a voucher 
ha~ been found CE>rrecf, it should be stamped· -"Paid & Cancelled". This. is just to avoid that the same 
cannot be produced as evi9ence.for another'transaction.-lt may help in preventing do ubi~ payme,nt. 
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Now something about important items of payment: 

Salar_y, Allowances & Honorarium 
' . 

Salary is.to be paid _to properly appointed staff members of a society and as per the scale and terms 
and conditions ~aid down in the rules a.rd bye-laws and the appointment letter issued unde~ th_e order 
of a compe1ent authority. While cheCking .the payment of salary and allowances, the Internal Audit 
Committee should. examine the Salary Bill Register at the Acqu~ttance R_oll. Besides ·verifying_ the 
amount disbursed, they should investigate· in to the points mentioned above, so .as to ensure·that the 
payments are in order in every respect.' 

t-lonorarium and sitting fees are sometimes paid to office bearers who attend meetings or perform some 
special duties·: They rnay also be paid Travelling Allowance to defray expenses inQurred by them for 
performing duties on behalf of the society. These should be in conformity with the provisions of the 
bye-laws. ' 

These payments should have the prior approval/sanctiqn of the competent authority and within the. 
budgetary provisions approved b~t the Board/Managing Committee. · 

Contingent Charge's 

These consist of sundry expenses, such as postage, rent, rates, cost of stationery, electricity charges, 
cartage, freight, insurance and so on. While checking the payments on these and similar accounts, 
the Committee should check not only the relevant vouchers but also satisfy that the expenditure was 
necessary and reasonable, besides having beeD sanctioned by. the competent autl'lority irraccordance 
with the bye-laws and within the apprqved budget. 

Disbursement of Loans io Members 

• As you are already aware, giving oi productive loans to members is t~e most important function of..co
operative society. Whjle examining the loans disbuFsed, the v;c should first see the acknowledgements 
given by the members .. Their signatures or, thumb-impression on ackrrowledgements should be 
compared to that in the Admission/Members Register. 

Besides, the audit party should examine the eligibiiity of the borrowers, credit.liniits fixed, purpos~ and 
• ki,nas of loans, security taken, sanctions accorded by the .central-eo-operative/financing bank, and the 

actua1 disbursement statement and certificate about its correctness. It should als.o be ·seen that these 
are in accorc;:lance with-the bye-laws and resolutions of the 9oard of· directors/managing committee. . . 
Payment for Shares in C.~C.Bahk or other Co-operatfves . 

Besides checking the voucher, the Committee should· see the receipts issLJed by ·the Bank for the 
amount paid for the shares. It should also be examined that these investments are in accordance with 
the rules/bye-laws and haye been duly appr:oved by the competent. authority of the society. In case 
of fully paid shares, sh~r~ certifiGates should be verified. ~ • 

RepQ.yment of Loans to Financing Bank 

As regards repayment of loans by prim~ry co-bperatives to their financing bank/agency,- there are three 
modes; viz. (i) in person, (ii) by money order, and (iii) by bank draft . . 
In the first case, provisional receipt might be issued.by the bank. In case of M.O., the postal receipt 

. will be there. If paid by Bank draft, the financing bank will issue a receipt.. There may be tentative 
evidence. for the payment. Tl)e final receipj will be issued after the financing bank hers actually 
appropriated the amount tow~'ds the principal, interest and other charges. ' 

The audit party should also see the finaj receipt a~d ensure th.at details of appropriations are also 
correctly entered into, tne cash book of toe society along with the total amount. 

In case of repayment of gDvernment ·loa11s or dues, the internal auait committee should verify the 
amount in the copy of the TreasuryChallanwhich should bear the number and signature of the Treasury 
Officer and his .seal. 

Refund of Shfjlre Capital 

The share capital subscribed by members cari·be nHunded in accordance with the act, rules and bye
laws and with the, prior sanction bf the competent authority, may ~e· the· board/managing committee 
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or the general body. Besides verifying the voucher tor payment, the audit committee has to ensure 
the compliance of the above conditions. It should afso be checked-that before the payment afl dues 
from the ~embers have been r~covered. 

In ·case 'of refunds arising ut of death of a member, the share can be transferred to _a legal nominee 
as named in the records of the soci"ety, provided the n.o.rhinee is prepared to become a member and 
the society agrees to enrol him_;as such. If not, the amount should be refunded to the nominee after 
obtaining valid discharge: 

Refund of Deposits 

Deposi~s can be withdrawr:~ either by means of cheques or withdr~wal forms/slips tendered at the 
counter by the depositor. It should be seen that they are properly drawn and endors;ement on them 

,are genuine. The signature of the drawer should be verified with the specimen. The numbers of 
cheque? issued can be checked·from the Cheque 'Issue Register to ensu~e their genuineness. 

• • I" 

In case of Term/Fixed Deposits, the· refund is regulated by provisions ofbye-laws and ter.ms and 
conditions stipulated fo_r s·uch deposits. The au'dit committee sl:lould see that the refund is in order and 
proper discharge is obtained on the back of the' Fixed Deposit Receipt (FDR). 

\' " 
· . Payments for f!_urchase$ 4 

Purchases may be of saleable goods as also of fixed or immoveable assets for which the society makes 
payments. · · . . 
In case of purchases of goods for sale, important poi.nts to be checked are: 

i. Bye-laws provision about purchase$; 
ii. Purchase _policy; . 
iii. Sanction of competent auth_ority (Purchase committee); 
iv. Procedures followed for purcha~es; 
v. Decision about the suppliers; 
vi. Terms and conditions of purchas.es; 
vii. Invoice received from the supplier; 
viii. Final Receipt issued by the supplier. 

lo case of purchases of immoveable property; the lAC should check whether it was necessary to buy 
the particular as~et in view 9f the utility to the society. It shquld be in accordance with the bye-laws. 
It might be a purchase of the prop.erty of a defaulter of loans in the public auction or: it might have been 
effected through negotiations. -It should be ensured that purchases have been effected with prior 
sanction of competent authority. While vouching, ·the agreement of sale, registered Title Deed, and 
relevaht records of the society should be ex-amined, be's ides the· receipt for the amount issued by the 
seller. 

Verification of Daily Balancing & Closing of Cash book . 
To recapitulate, tlie daily balancing of the cash-book should be thoroughly checked sin9e errors in 

• _casting and carry forward of balances would affect the agreement of the Statement of Receipts and 
Disburse·ments. The ln.ternal Audit :committee should th9roughly check the totalling, casting of 
balances and carry forwardsbn daily basis. This may help in arriving at correct arithmetical accuracy 
of accounts and in.discovering frauds by manipulation of totals, balances and carry forwards. 

?a) What points the Internal Audit Committee should take into account, while vouching the receipts 
of share capital and en'trance fees from members? 

i) 
. ii) 
iii) 
iv) 
v) 
vi) 
vii) 
viii) 
ix) 
x) 
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. 

' . . 
b) While checking the amount of cash received as loan from the· co:.operatives/Commercial Bank, 
what points should be examined by the Audit Committee 7 

ij 0 
iii) iv) 
0 ~ 
vii) viii) 
ix) x) · 
Others 

c) Check Ll) the correct answer against each of th~Uer:ns below: 

i) Repayment of loans from 
members can be .checked 
with the help of what? 

ii ) ·Cash received fror.n sales 
of consumer goods and 
fertilizer can be chet;~ed with? 

) Counter foil Receipt 
) Me.mber's Passbook 
) Personal confirmation 
) Cash ·memo's counter foils 
) Sales Register 
J. . . 

d) Ch,eck UJ the correct answer against each of the items below: 

i. Disbursement of salaries and ) Terms and c6nditions 
honoraria can be checked with? ) of appointment 

) Salaries/Bill Register 
) Relevant Resolution 

ii) Contingent expf]nses Cfln be ) SanCtions qf competent 
checked with the help of what? ) authority. 

·iii) Disbursement of loans to 
members can be checked with 
.the help of (what?) 

'• 

iv)Paym(?nt for Shares in other 
co-ops ~qn be che9ked.with 
the help of what~ 

v)Repayment of loans to 
financing bank can be checked 
with ,the help of (what?) 

vi) Payments to §JO.vernment can 
be checked with (what?) 

vii) Refund df deposit can be 
checked with the help of? 

viii) Payments for purchases can 
be checkeq With the help of? 

) Relevant voucher 
) Budgetary Provision·-

) Sanction order of financing baf]k 
J Resolution of MC 
) Acknowledgement by Loanees 
) Loan Register!UJdger 
) Personal confirmation l?f member. 

) Allotment letter 
) Receipt 'given· by concerned 
~ Share certificates 
) Resolutipn of M. C. 

) Provisional Receipt 
) Finaf Receipt 
) M.O. Receipt 
.) Bank Draft voucher 

) Duplicate Treasury 
) ohallan 

) Cheques presented · 
/ ) Withdrawal slips _ 

) Receipts 
) FDRs (discharged) 

) Purchase Committe~ 's aecision 
) Quotations :received • 
J. Supply order 
) Invoice 
) Final Re~eipt 

Yes No 

c=J c:::::J 
c=J c::::J 
c=J c:::::J 
c=J c:::::J 
c=J c:::::J 

c=J c:=J 
c=J c:::J 
c=J C=:J 
0 'c::=J 
c=J C=:J 
c=J c=J 
c:::::J c::=J 
c:::J c=r 
Yes N9 

c=l· c:::::J • 
~ c::=J 
c=J' •r=J 
c=J .cj 

CJ c:::::J 
c::::J c=J 
c=J c=J 
c=J• c::;;=J 

c=J c=J 
C=:J C=:J 
c=J c:=J 
C=:J c=J 
c=J c=J 

c=J c=J 
c:::::J C=:J 
C=:J [=::J 
c=J c=J 
c=J c=:J 

I 
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39. Checking of.Postings intd .Ledger . . 
Having ch~cked ~he entries into the' cash bqok, the Cor:nmittee should proceed ·to check the .po::;ting 
of these ·entri~s .into General 9-nd Special Ledger, if any. Ledger is the final place of entries from the 
book of original entry. The main object of checking is to find out omissions and commi:::;sions in postings .• 
While checking the postings, the· heads of accoun~. the amounj and the date of transpctions a~ per Cash 
'boo~ should be compared with correspondiflg entries in the Ledger . . 
40. Verification of Property Statement 

· •. Certain type of primary co-operatives might be 
required to maintain Property Register of mempers. 
Your society might also b~ maintaining one. Thi~. 
statement contains particulars of Immovable pro.-

, perty of members comprising· of land and house 
property. Jhis register has to be revised at required 
intervals so as to always reveal the. real position 
about members' assets. This is particljlarly impor--

"tant where .mortgage loans are given to memger$ 
,,..-._,..,.__1, 1 on the security of land and ·other immovable pro-

. perties. The Committee shpuld ensure that this 
· statement contains correct and up-to-date .entries 

p of such assets and their latest valuation. · 

.. 
L"t4D, & ~0\\t~IH 4ril ! " 

Qemand, Collection ~ Balance Statement 

Members pay tovvards shp.re capital and may take refund. They make deposits and withdraw. They· • 
take loans and repay-. Thus they may owe ce·rtain amounts to the society under certain heads.and under 
certa!n heads the soc~e!y may owe to them. " 

After checking all tha Ledger Accounts with the Cash Book, a list _of outstanding under share capital 
account, lo·ans and other borrowings should be prepared from the Ledger. This will reveal the po~ition 
of DEUTiand, Coll~ction and Balance. It should thus be checked that totals arrived at tally with those in 
Ge_neral Ledger. ' 

In case of share capit~l. the total of share capital collected-and refunded should tallywi~l:l total of share 
• capital account in the General Leqger. In case of loaps to member~. the totals under disbursements 
and repayments should tally with totals unc;!er.members' loan accounts in the General Ledger. Similar 

- will b~ the case with deposits. · 

? Check (_!) correct (;Jnswers: 

a) Will the share capital collected 
frQm & refunded to members 
tally with the total of share capital 
account in t/;le General Ledger? 

b) Will the total of all loans disbursed 
to members and repayments made 
by them tally with total under 
members' loan account in the 
General Ledger.? ·• 

Yes No 

...... I. _ ____,I • l:-1. -----1 
.. 
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41. Outstanding Assets & Liabilities 

The Ge.neral Ledger will reveal the positi.on of assets and liabilities which have come in the record and 
got posted under their respective heads. But there are certain items pertaining to this cat~gory but not 
recorded in the books. · 

Hence their lists have-got to be prepared and.their amount calculated so that they are taken to the final 
Bal;:tnce Sheet at the end. 

Outstanding Asse,ts 

The foltowing are some· of these assets: 

i. Interest accrued on members' loans, 
ii. .'Interest accrued on investments, 
iii. Dividends accrued on shares in. other institutions, 
iv: Rents receivable, 
v. Expenditures paid in advance ~r prepaid. expenses. 

OutstandirJg Liabilities 

L Interest payable, 
ii. Salaries and wages outstanding, 
iii. Interest collected in advance, 
iv. Others.· 

? a) Indicate the category of the following assets: • 
i) Interest accrued on members loans 

ii) Interest accrued on investments 

iii) Dividends accrued 

jv) Rents receivable 

v) Prepaid expenses 

vi) Cash 

vii) Land and Buildiogs 

b) Indicate the correCt category of the following liabilities: 

i) Interest payable 
ii) Salaries & wages payable 
iii) Interest received in advance 

42. Valuation and ~erification of Assets and Liabilities 

Current Fixed (Jutstaf]ding 

J 

Current Fixed · Outstanding 

The closing of Ledger Accounts and their balancing as discussed in Part I, results in Debit artd Credit . 
Balances. By using these balances, the co-operative can prepare its final accounts, comprising of 
Trading, Profit & Loss.Account and Balance Sheet. · 
Balance Sheet is a statement of assets and liabilities. at a given date which shoula r~vea~ the true 
financial position ·ofthe society. Hence the valu'atiol"\ and verification of assets.and liabilities assumes 
special significance for the rnternal Audit Committee. If the assets do not actually exist qr if they are 
over valued, the Balance Sheet would not reveal the true position of the society. Similar is tt}e <;ase 
with'liabilities. They have also to 1:1e verified and eval.~ated. 
Hence, a thorough analysis of Bajance Sheet by the Committee is necessary. 
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43. Balance Sheet Analysis 

Balance Sheet comprise~ of two words~ 'balance-' and 'sheet'. Th~refore, its literal meaning may be 
that it is a statement, t~e two sides of which balance each other. The balances on the two sides of the 
statement comprise of what sm enterprise owns and of what it owes to others. Whatever it owns are 
its property and assets and what ever it owes to others are. its liabilities. A Balance Sheet is a statement 
of what enter~rise owns· and what it owes to others at a particular date and reveals its true financial 
positio~. ... . • · 

Thus the Balance Sheet of your co-operative also. is a statement of its assets and liabilities, revealing 
its financial position at a particular point of time. Whatever a co-operative owns and whatever its 
members and others owe to it are its assets and properties. Whatever a co-operative owes to members 
and others are its liabilities. Thus assets of a co-operative may include cash in hand and at bank,. 
securities, loans outstanding against members· deposits, closing stock, land and buildings, plant and 
machinery, etc. Share capital subscribed by its members (owed to them), borrowihgs from financiog 
bank, thrift deposits of members, outstanding-expenses and sundry creditors are its. liabilities, . . 
Assets of a Co-operative · . . 
The liabilities in the Balance Sneet of a co-ope~ative show what money and.h.md~ have bee·n made 
available to the society by its members in ·the shape ·of share capital qnd· by co-operative banks/ 
financing institutions by way of loans and advances, and its assets show how funds have been used 
for giving !pans and advances to members and otl:lers, as a:so for acquiriQg useful properties like I and 
and building,· shares in other co-operatives, ·governmen.t securities, ban~ deposits and trading/ 
manufacturing stock. 

Example 

Assets .of a co-operative may be bro·adly classified ihto two categories, viz. fixe.d and current assets. , 
Like any other co-operative, your society might have acquired iands and. buildings, fixtures and fittings, 
furniture, office eql.iiprilents to run -its office. For procuring. and processing activities, it may-oi,A{n plo.nt 
and machinery, tools, transport, warehouses and godown for storage and markeling activities. 

The above mentioned assets are meant for use over a relatively longer period in the business ac.tivities 
of a co-operative enterprise: Thes~ are long-term assets and do not vary from day-to-day. In view of 
their long,term nature, they are called fixed assets. · 

The ncimE:l current assetS indicate that they are fluctuating in nature and might vary from day-to-day. 
Generally, current ass~ts are acquired for running day-to-day t;>usiness or arise out ·of day-to-day 
business transactions. It may comprise of cash and such other things that may be normally-converted 
into cash. A co-operative organisation may keep necessary cash for curre.nt expenses, some cash may 
be kept in bank to facilitate bfggerpaymentsbycheques. Surplus funds from business maype_invested 
in government and other securities, short-term loar:~s and bills might be rec:;overable from members and 
'others. There may be stock of raw materials, work-in-progress and finished goods in the business. . . . 
While preparing a Balance She!it, the assets may be. marshalled in order of liquidity, so as to enable 
to understand t.he liqui9ity posit1on qf an enterprise. 

This may be done ·in the followirrg o.rder: 

Current Assets 
Cash in hand, 
Cash at Bq.nk, 
Deposits (short-term) with banks, · 
·Empjoyees Accounts (Recoverable advances), 
Other accounts outstanding, 
L.oan~ and advances outstanding against members, 
Prepaid expenses, · 
Finished goods, 
Work-in-progress, 
Raw materials 
~ther Supplies. 
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Fixed Assets 

Land, 
Buildings 
Plant and machinery, 
Transport vehides, etc. 
Furniture and fixtures, 
Office .e.q'uipments and appliances. 

Liquidity of Assets 

In principle all assets of a co-operative socl~ty should help in earning income a11d be convertible into 
cash. BuJ normally, fixed assets woul9 not be sold to raise cash for running the day-to-day business. 
These are meant for lo.ngrterm use by the society. . 

Quick Assets 
' Quick assets are those which can be qulckly converted into cash fo meet the co-operative's obligations. 

Fixed assets, on the oth~r hand, are the least convertible assets. 

·Among the quick assets,·cash is a perfectly liquid asset, since 1t consists of legal tender money and 
does not require conversion. Then there are accounts receivable and marketable secudties which can 
be converted into cash at short notice. But among the quick assets, they can be called as less perfectly 
liquid assets. Though inventories are saleable, they are n·ot q1:1ick assets, since it may not be always 
possible to sell them atshort notice·. To sum up, qulck assets are part of current assets and serve as 
a measure of the capacity of a ~ociety to immediately meet its financial obligation when called up·on 
to·,do so: 

44. Valuation of·Assets 

Please note that the values assigned to assets in the Balance Sheet of -a yo-operative w,ill be 
meaningless tq its shareholders/members a nd creditors unless they are realistic. The interests· of 
sl:lareholders and creditors will be con~idered safe,.if the value shown ·against each of..the assets is 
equal to its real worth it can fetch if con'!erted.into cash. In that case, it can be.said that' the Balance 
Sheet reveals the true financial position of the society. . • 

Ecrch asset when acquired by a co-operative society costs a certain sum of money. But when offered 
for sale, its market value maybe either higherorlowerthan t~e costP,rice. Thus there could be a choice· 
between showing it in the Balance Sheet at cost price, or showing them at its market. value. 

But.the cost price of an asset and its ma,rket value at the time of showing in Balance Sheet may not 
be tne same. Then the question arises whether they should be shown at cost.pric~ or market value. 
fl) order to lend cre(:libility to the Balance S.heet for the sake of its shareholders and creditors, a prudent 
and cautit>us management would adopt the principle- 'Value them at cost or market price, whichever 
is less'. Your lAC h.as'fo bear this. in mind, while conducti.ng i(lternal auc;!it of your society. 

There is no problem about.the v.aluation of cash in hand and ca.sh at bank. Tbey have to be shown 
.as per the balance struck in the cash book as on the date of the Balance Sheet. 

While·yo"tt are checkin·g accounts receivables and loans and advances out~tanding against h!embers, 
c::are should be taken 'to.ensure that reason~ble provision is made for the doubtful r~coveries which 
may result in def~ult.and bad debts. Then there are the marketable securities. These could be shown ·· 
either at cost or at current market value. But. since their mar-ket vqlue fl~tuates widely, it is shown at 
cost price. But their market values. should also be ~ppropriately indicated at the bottom of t~e Balance 
Sheet. 

In case of credit institutions, t~e loans outstindmg against borrowing members are shown as pe( the 
loan l~dger .. But it should be seen that apprepriat~ provisions are made for bad and doubtful_debts 
as per .t~e bye-laws and .rul~s of the society . 

. Inventories (finished, semi-finished and raw materials) form part of current assets. But these are not 
part·of the quick assets. A prudent management should sh.ow them in the Balance sheet at cost or 

·market value, whichever is less. Some times, it may be still necessary to make reasonable provision. 
for driage, wastage, obsolescence,etc. ' · .., 

.. 
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Valuation of Fixed Assets 

Fixed assets as indicated above are meant for long-term use in the business. With their constant use, 
they are worn out. wasted or become obsolete over a period of tim·e and are reduced in value~- -In other 
words, they will' depreciate in value. 

Hence the fixed asset~ are shown -in the Balance Sheet at original cast minu? estimated amount of 
depreciation. The amoiJnt of 9epreciation is determined on the b<;I~is of cost of the partlc!Jiar asset and 
its esti.mSited useful life. I~ case of heavy duty assets such as heavy transport. the intensity of 'use i~ 
kept.in view. In-case of co-operatives, the. percentage of depreciation may be fixed by the Registrar 
of Co-operative Societies or the government auditors as per the Act~and Rules. In case of. land •. 
however, generally, the value is shown at cost unless the land is going to be sold.· 

? Cancel the word not applicable: 

a) Balance sheet is a statement o"f what-an enterprize owns/owes and what it owes/owns. 

b) Fill up the gaps: 

i) Whatever a 'co:operative · and whatever its members and other 
________ tQ it, are its assets and properties. 

ii) Whatever a co-operative to. members and others are tts liabilitirs. 
. ... 

c) lndjcate agqinst each of the following-items, vyhether It is an asset or· liability: 

Item 

Cash in Hand 

Cash at Bank 
Members' Share capHal 

, 

Thrift deposits of members 
Loans from Co-operattve Bank • 
Suppliers' Dues ., 

Plant & Machinery 
Fix_tures & fittings 
Loans to members 
Investments 
Outstanding Expenses 
Accrued income 
Land,~ Buildings 

d) Fill up the gaps: 

. 
Asset/Liability Type 

Liquidity is the ..,..----- of an asset to be _____ into cash -to meet financial 
obligations. 

e) Quick assets are those "Vhich can be ____ into cash ·to meet ·the co-operative's 
obUgations. · • 

45. Liabilities 

.As we have seen earlier liabilities of a co-operatiy.e $OCiety are what it owes. A co:operative acquires 
certain assets to run i,s.business. Fordoing so, it must raise tl'le oecessary finance. From what sources 
funds have been raised can be known by looking at the liabilities in the society's Balance Sheet. A 
glance at its assets in the Balance Sheet will show how·it has used the funds raised by creating liabilities. 
Generally speaking, current assets giv~ rise to current liabilities. Fixed assets mig~t. have been 
acquired by creating fixed or long-term liabilities and by raising shareholders' fu.nd. The picture may 
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be as under: 

Assets 

Curren.ts Assets 
Fixed Assets 

Total 

Liabilities 

Current Liabilities 
Fixed Liabiliti.es 
.Shareholder's fund 

Current liabilities are those which must be met at short notice. Hence they have to b.e met put of the 
current ass~ts. It must be seen that current assets are enough to meet the current liabilities. In a co
operative organisation, current· liahilities may be in the form of bank overdraft, cash credit,· trade • 
creditors, accounts payable, outstanding_expen.ses, provision.for taxes, etc. Those have to be met 
within a relatively short period. -It should be ensured that th~ society's current assets ar¢ enough t.o 
discharge short-term liabilities. The ratio of 2:1 is consider~d safe. Please apply this. norm while 
cond~cting internal audit of your society.. • 

Fixed liabilitie-s of a co-operath{e ~epresent m·_edium and long term ry10rtgage loans from the. financing 
banks: These are covered by long-term or fixed assets. C5enerally, land and building belonging to the 
9ociety and its members may form the. secwity for such loans. 

Paid up share capital and owned funds of a society a~e_ti:Je long term finance made available by its . 
member$ .and n~present their stake in the society's busin.ess. 

Members'·share capital in a society is the cheapest source of fund and provides a measure of its self
reliance which is one of the cardinal" principles of co-operation. Although snare capitql is shown in the 
Salance Sheet as a fixed liability ,'it will never be complete1y paid to shareholders until the sodety goes 
into liquidation. As. such it is considered as permanent finance. · 

? Fili up .the gaps: 

a) A prudent management would adopt the principle- Value at __ or __ price, whichever 
~ is /es.s. 

b) Since market value of securities fluctua·te widely, it is shown at_____.~ price in th~ Balance 
' .Sheet. ' , 

c) In Co-operative credit societies, loan outstanding against mf3mbers· are shown as per the 
___ lf:;dger. But· it sho.uld be seen that adequate is made for debts. 

d) .The value ot inventories should be shown in the Balance Sheet qt price or __ _ 
price, whichever is · 

e) The fixed assets should be shown in the Balance Sheet at ___ cost minus esymated 
amount of ___ _ 

46. ,Complete Balance·Sheet . . . 
A look- by the me~ers at the complete Balance Sheet of their'co~operative society will thr.ow light on 
three main .. aspects- its solvency, its liquidity and its profitability. Liquidity is the capacity-of the ~ociety 
to.meet its current liabilities. If its current assets are more than·current liabilities, they should think that 
society's liquidity is satisfactory, otherwise not., Its solvency can be measured by comparing its total 
assets with total outside liabilities. The total outside liabilities are· equal to current li.abilities and fi~ed .. 

• liabilities. 

Their society.sh'ould be considered as solvent if it can meet its .outside liabilitij3s out of its total assets. 
In other. words, the society's total assets should always be p~ore than its outside liabilities. • 

However, a single figure of either assets or ~iability does not tell much. The members can lear,n niore 
by comparing two-or more figures of the Balance Sheet and by comparing the figures of Balance Sheet 
arone particwlar date with figures of the immediately·preceding balance sheet. For example, if they 
compare current·c.ss~ts with ~urrent liabilities, 'it would reveal the liquidity position of the society. By 
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comparing· these figures in the. Balance sheet on two different· dates, t~e members will know the 
comparative position. Simil,arly, the society's comparcitive solvency position can be known by ... 
comparing its total assets with total qutsid~ liabilities at. two different po;nts of time. 

?a) Current liabi!ipes are those which must be met at notice. 
I 

b) Fixed liabilities of a Cf?-Operative society represent __ loans from the financing banks. 

c) Current assets shouid be enough to . current liabilities. 

47. Limitations of Balance Sheet 

Please note that the balance sheet of a society gives orily incomplete picture of its affairs. sirtce it is. 
concern$d mainliwith factors which can be expressed in monetary terms. Even nionetaey values given 
in the Balance Sh~et cannot be completely accurate. This.rpay be particularly true of assets like unsc;>ld 
stocks. Varue assi~hed to·fixed ass_ets may also be incorrect because allowance tor depreciation might 
not hav~ been calculated properly.. · · 

• • • 
Moreover, the monetary v.alue assigned to assets do not take into account the fluctuating real 
purchasing power of money on account of. inflation or depression. 

In case of loans outstanding, the real value of money in terms of purchasing power may vary at the. 
time of repayment' by borrowers as compared to its value when loans were advanced. 

In view of the above I the Balance Sheet can not give correct picture about the profitability of the society· 
nor about the trae financial position. Hence it should not be aqcepted witho.ut question. It is, therefore, 
necessary that the basis·of valuation of assets shown in the Balance Sheet are properly in_dicated. In 
case of preceding Balance Sheet, it should be ~een by your Internal Audit Committee tha,t the external 
auditors have certifiecfthat t~e Balance Sheet reveals true c;md fair pic:;ture of the society_'s position .. 

?a) The total outside liabilities are equal to liabilities and _ __.._- liabilities. 

b) A society shoulcf.'be considered solvent if it ca(l meet total liabi!iti~s out of ifs 
~~ . 

. 48. Asses~i ng ·Profitabi I ity .. 
In simple terms, profitability i_s the relationship between the profits made and the funds employed in 
business activities. Net profit or.earr:Jed surplus is generally shown in the balqnce sheet. But it' does 
not reveal ~ow it has been ~arn.l_? and .. whethet it is adequate,an? reasonable. 

Your society's net profit is arrived at by deducting .all e~penses from the incomes from various sources. 
Incomes may comprise of interest earned on loans-and advances and·income from trading"activities. 
The expenses may include interest ~n borrowings by your society, wages and, salaries, and other · 
.ove·rheads. · 

' . 
An imporiant ineasu're of profitability· is the ratio of return on total investment. Return on total 
investments indicates the relation between ptofit.and tQtal fund employed. The formula is. as under: 

R-ETURN X 100 

'TOTAL INVESTMENT 

Your lnter.nal Audit Committee would do well, if they analyse the Jrading·and Profit & Loss Account 
o'f your co-operative society every year. The results .of such· an analysis is ·of great importanceJo 
members, financing bank a'nd the government concerned. Members are interested in g·ettrng 
economical and efficient service from their society and also some return on the share capital subscribed . . 

• 
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by them by way of dividend or interest. The creditors and the financing bank are,als6 ihterested in the 
profitability of the enterprise besides·its solvency. 1f the society's earnings are rising, they can· be sure 
of repaymeht$ of their dues. A declining trend in profitability may cause alarm among them and further 
finances may be choked. 

You should be bear in mind that a simple al')alysis of. the year's Profit & Loss Accounfwill not be of much 
help. 'It is necessary that P & L accounts f01' a few successive years are analyzed to determine and 
study the trenc;is ih gross and n~t sales, cost of goods sold, gross margin, operating and non-operating 
income and the final net profit. This is in relation to trading actiiJities of tile society. Similar exercise 
should be un·dertaken to compute the cost and return in respect of every important business activity. 
The other important activity of your co-operativ~ is borrowing from Cooperative/ Commercial banks and 
lending to members. Here again, your lAC should calculate the average cost of borrowin!Js by the 
society from various .sources and the average return on lending to members. This will help in 
ascertaining the margin in the lo~n operations which must be. maintained at a profitable level so that 
the society is lett with adequate surplus to meet its running expenses and also l.eave a balance for giving 
dividends to me~bers and creating various reserves· as per the Rules and bye-laws. 

Thus you will see that Trend analysis of costs and returns in respect of various services· rendered by 
your Society will help in locating the factors which may be responsible for rising costs and declining 
incomes. If these are known in' time, t.h~ management can be advised to keep a check on costs and 
i_ncrease the variety and volume of profitable aCtivities to maximize its e~rning~. 

It may b~ helpful if certa·io norr]1s or standards are. fixed for various expenses ~nd through variance , 
analysis, causes qfvariations are studied oo a continuous.basis ana remedial measures are take·n to 
keep the~. under check. · 

? Check (_/) your answer in yes or no. 
Yes No. 

i) Does the Balance Sheet give complete picture. 
of a society's affai(s.? I - 1'-----' 

ii) Can BaJance Sheet give correct picture about the 
profit~bility of a co-operatiye society? 

49. Verification of Assets and Liabilities 

· Assets 

• Balance Sheet of a co-operative society, like any other 
enterprise, should revepl true and. fair pi~ture of its 
financial position at a particular pointof time .. But how 
to vouch safe for this statement. To ensure that it does 
reveal true picture, the foll9wing facts must be found 
out~ 

I 

r. That the assets listed in the Balance Sheet do exist; 
ii. That the Society has physical and legal possession; 
iii. That the net value shown against the asse.ts is 

correct; and / . 
iv. That the presentation ofthe assets in the Balance 

Sheet is correctly done. 

Fixed Assets 

While verifying the fixed assets, the .Internal Audit 
Committee 'must confirm th~ following aspects with 
regard to every asset: 

CURReNT 



i. Actual/physical existence, 
·ii. Actual cost, 
iii. Legal and physical ownership, 
iv. Completeness of assets shown. 
v. Correctness of value shown, 
"!i. P-roper presentation in the Balance Sheet, 
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The physical existence of land and buildings, plant and machinery, transport vehicles, etc. can :ba 
verified by actual inspection with reference to concerne~ re~ords/ documents. 

The cost could be verified-by referring to previous .audit reports,. the acco.unt records, the quotations, 
tenders and invoice/bills and other related documents received from suppHers and insurance company 

• and the resolution of the board/managing committee approving the purchases of the respective assets. 
Ownership can be verified and confirmed by referring to Title Deep and documents and insurance 
policy relating to purchase and insurance, etc. · .... 

Value can be checked by referring to cost and the estimated usefullife.of the assets. Some times, the 
Registrar or Chief Auditor of Co-.operatives might prescribe the percentage for calculating depreciation. 
Accordingly, value shbuld be' arrived· at by deducting appropriate depreciation from the cost. 

• Completeness can be checked by referring to previous Balance Sheets appearing in Audit Reports, 
Assets Register and Minute Book resolutions regarding write off of old assets. Nature of activities of • 
the society and assets required -for operating them is also relevant-for giving clues 'in this regard. 

Curre[lt Assets 
.. . 

Stock-in-trade, comprising of saleable goops should be physically verified with reference to up-to-date 
stock..register. It should"be done .with the help Qf staff to the extent of 100% by Gounting, weighing and 
measurement. Its valuation has to be done by following· the principle 'cost or market ~rice, whichever 
is less': COndition of sto9k has also to be taken into account and m~ntioned in the report, so that correct , 
picture can be known. The quality of stocage, safety anc;i insurance are other relevant factors for the 
·Committee to note in this r~ga·rd. 

Cash 

Verification of cash balance with reference to Cash Book has to be done on daily basis. This must be 
done by actual counting. After verification, the cash balance found snould bewritten on the Cash Book 
alo11g with details of ·denomination. The .audit party should sign the same as having verified. . . 

Bank Balance 

The balanc13 as per the .Cash Book should be verified with the reconciliation statement furnished by 
the society's banker. It should als6 be checked with the Bank Pass book or tlie Pbst office Savings 
Pass book. If necessary; conf~rmation of the balance. can be obtained direc~ from the bank or the Post 
office. . · 

Investments · 

The following action should be'taken to verify investments: 

i. See constitutional sanction, 
ri: Vouchers obtained and:other documents of titles, 
i,ii. Fixed Deposit receipts, · 
iv. Share Certificates, -
v. Government securities. 

Apart from examination and phy'sical.checking of-vouchers and documents, the Com.mittee can obtain 
confirmation from the institutions with whom funds of the society have been invested . ... 
Loans to Members 

You· will agree !hat verification of loans to members of a society is of utmost importance. In case.of 
• credit societies, this. is by far the largest investment and major source of income. Hence. this requires 

utmost attention of the Committee. 
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As there is season~lity in loan. operations, the ·Commi-ttee should uhdertake .verification of loan 
outstanding against membe_rs at appropriate .intervals. 

Before proceeding with the 'work of verification, a list of loan outstanding agarnst members should be 
gpt preparE!d on the basis of the loan ledger.pr loans register. In case General Body can be held, the 
'list should b·e read out and got confirmed by means of a resolution. If not' possible, th~ Committee 
should meet every borrower appearing in the list and get his or her confirmation of the .amount by means 
of signature or th.!..lml;> impression against his name: The verifi~p list _should pe· ,enclosed wifh the. 
Committee's report. · ~ · . • 

·In case Pass book~ are issued to members for recording all traFtsaotiqns with the society, the entries 
th_erein should be checked and dues against the members should b~ compared with the list of 
outstanding. • . 
The second aspect of loan verification is the security._ The Committee should also el')sure that the 
securities obtained from members are adequate to safeguard the interests of the society. . , . 
Furniture & Fixtures 

~ t 

The list of furniture and fixtures obtained should be compared with the relevant Register. Thereafter 
these should be physically verified as to its correctness and conditions of their existence. A comparison 
.with tne earlier list may ~lso be helpfuL 

?Fill up the gaps: ,. 

a) P.rofitabilify.is the relationship between the __ ,.....made and th~ ___ ·employed in 
qusiness activities. 

b) An important measure ot profitability is the ____ of return on total investment. 

c). Trend ·analysis of and a in respect of various services 
rendered by the society will h.elp in)ocat...,.in_g ____ w_. h-:--1-:-.ch may be responsible for rising 
costs and declinin{/ incomes. 

d) What aspects the Internal Audit Committee s~ould confirm, while verifying fixed assets of 
a co-operative society? · 

i) 
ii) 
iii) 
iv) 
v) 

-vi) 

·e) Fill up the gaps: 
.1' 

.. 

i) Physical existence of fixed assets can be verified by actual __ -----, 

ii) Ownefship of land and buildings can be•verified and confirmed by referring to~---. 
and _ __,__ 

iii) The bank balance. as per the cash book-should be verified with the ____ stateme.nt 
furnished by the society's bankers. 

f) What steps the Committee should take to verify the loan outstanding against members? 

i) 
ii) 
iii) 

· -ivJ 
v) 

·. 
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The follo~ing ar.e the important liabilities ot primacy co-operatives: 

i. Share capital, 
ii. Trad~ Creditors, 
.iii. Loc;ins from the bank, 
iv. Deposits from members, 
v. Outstanding Liabilities. 

Share Capital 

• 6l 

Share capital subscribed by members should be verified from Application for A9mission, Resolutions 
ofthe Board/Managing Committee,.Members' Register, Share Register, Share Certificate counter foil~. 
Gash boo~ entries and Share .capital acoount in the.Generalledger. In case pass books.are issued 
to members, the same -cc;1n be ~erified ·from there·. It woulp be desirable to obtain confirmation 
personally from. members on r~mdom sample basis. 

Trade Creditors 

As you know trade creditors represent the amounts due to.suppliers from whom the society receives 
supplies of consumer goods, imple·rnents.- seeds, pesticides, fertilizers,. etc. on- credit for _resale .to · 
members and others. • 

In order to verify this, the· Committee would recjl:!lire a list of creditor~. individual creditors' ledger 
account, and the suppliers' statem!3nts. · 

The Committee should also check the original invoices received from suppliers and the proof of 
payments made to them, s.o as to ascertain the ou.tstar.~ding. This can be compared with the indiyidual 
suppliers' account in the Ledger. The aiffer.ences revealed between· the s .. uppliers' statemen~s ?nd the 
record of· the .society should be reconciled.. · 

It is also necessary to obtain confirmation of dues from individual suppliers of crepitors. 

Sund_ry Creditors • 
~ 

Sundry creditors might arise outof.outstanding dtJes, such as salaries, wages and other !3xpen!?es 
which have fallen-due but notGleared by the soCiety. thes'e can be verified from the relevant documertts, 
such as outstanding bills and claims, salary and wages register, etc. ~ormally, they s_hould find place . 
in the jourf'!al. Bwt in case the seciety does not keep a journal, theri the list of all such outstanding clq.ims' 

·should be called for from the staff qoncerned and these could beVeri_fied from the" claimants. This could 
help in determining whether the claims actually exist, that the amounts shown in the list are correct and 
that they had not been paid earlier. · ' · 

It should be ensured that no liability is 'kept out ofthe· Balanc~ Sheet and that they a;e presented 
properly and amounts shown are.~orrect 

Loans from Central Co-operativ~ Bank (Financing bank). 

The amount of borrowings, drawals, and outstanding can be verified frc1m. the Loan sanction order 
received from the Bank, entry in the Cash book about drawals and repayments, their postings jn the 
ledger and ire bank pass book. Th~se should be cross checked with the figures furnished by the Ban~ 
in the Statement furnished to the society. If necessary, the amo·unt of loan.butstanding can·be.got 
confirmed by the bank in writing_. · · · 

Dsposits from members 

The amqunt of deposits received from members can be verified by referring to cash book, individual 
member account in the Ledger and pass book issued-to members. In case of fixed deposit~. the same 
can be verified with the counter foil of Fjxed-Deposit Recei1!JtS (!=DR) issued to members. Reference 
to cash book, F.D.Register and General Ledger may-also help. lf necessary, the original FOR issued 
to members can also -be ·called fdr. · .· 
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? Fill up the caps: 

. a)- ·Members' share capital should be verified from-,-----· for admission of the 
Board/Managing Committee Register, A~ccount in the ledger. 

' 
b) In Qrder to verify trade creditors, the. Committee would require ___ of creditors, 

individual ledf!er account and the suppliers ____ _ 

c) The amount o; borrowings from CC Bank drawals, and outstanding can b(] verified trom 
-----,----'-------:,--. received from the Banf:< entry into book, and postings in the 
___ and the bank book . 

. 
51. Detection an.d Prevention of Errors a!1d Fraud 

An. error is a mist~ke in the accountscausedwithoutany intention. Adeliberat~ manipulation of records 
and gccounts with an intention to·have some financial gair:r amounts to fraud. 

Errors in acc!)unts of a Society might crop up in various ways. They may ari$'e due to 6mission.s of 
certain transactions while writing the books of accounts. If an item of credit purchase of fertilizer is not 
entered in the s·ubsidiary book concerned, the Tria~ Balance will not be affected. Hence such errors 
might be difficult"of detection. . . 

However, such e(rors can be detected by comparing the or\ginal'docur:nents, such as receipts, invoices, 
cash memos, voucher ancj bills,etc. by examining the statem~nts of accounts and confirmation 
received from the parties concerned. Errors qf commis~ion might arise due to wrong entry of 
transactions in ·the books original entry, wrong pqsting, wrong casting,· and wrong carry forwar~ . .. 
These erro~s can be detected by routine che~king of postings, calculations and castings. 

Errors of.principle arise du~ to violation of accepted prit:lcip!es of accounting while r(lcording financial 
tr.a_nsactions in the books of accounts. Following are few examples of such error~: 

i. A revenue 'item treated as a capital item, 
ii. Wages paid to labourers debited to Trading.Expel')ses; 
iii. Incorrect allocation of expenditure between revenue and-capital, 
iv. lnad13quate provisions fo·r deprecia:tioil and bad de~ts, etc. . 

• ··It is not easy to detect such errors. A thorough search and investigation is cqlled for. Compensatory 
. errors may arise when olie error or a series of errors get counterbalanced by another error or a series 

of errors. Such errors do not affecnhe agreement of Trial Balance. 

Compensating errors can be detected by careful verification of postings, castings and cp.rry·forwards 
and by intelligen.t investigation of ledger accounts. · : 

. ' 

52.' Detection of Frauds 

Frauds are results of deliberate manipulation of acco
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unts and record with .an intent to mis'appropriation or , ~ 
€1efalcation of cash or goods. Such fraud may take . 
place even in co-operatives. Hence.lhe Internal Audit -
Committee should be well conversant with the nature 
and cause of .frauds. · 

Mfsappropria(ion of Cash or .Goods ~· / 

Such frauds are committed by contriving to conc"eal the 
misappropriation by .. includi'ng fictitious payr:nen1s and 
by omitting receipts. In oTder to dete.ct fic1itious pay
ments, the Audit Committee should undertake 9a_reful 
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examination of voucher~. sala!)' bills, bills for other (! \ · 
paY.ments and other original docunieotary evidences in 
support of payments. For deteding frauds· through 
omission of receipts, the committee should check the 
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debit sid_e of Cash Book with original documentary-evidence, such'as cash scrolls ·or diaries and counter 
foils ot receipts is?ued,etc. If cash received from borrowqr~ is misappropriated, it can be detect~d by 
checking the cou.nter foils of receipt book, lqan ledger and personal veriticatio.n from borrowers.and 
statements of col"'firmation from debtors. 

I tis very difficult to· detect misappropriation of goods. Ho~ever, it movement of goods both ·inward and 
outward are systematically regulated and stock and issue registers are kept up-to-date, it may be 
possible to detect fraud in respect of goods through periodrcal and surprise physical .verification of 
stoc,.k.~Proper storag~. adequate security and· insurance covers may'iilso h'elp in this regard. 

? Fill up the_gap$: .• 

a) An error is a mistake in· the accot.mts. without any .. while a fraud is a 
of records and accounts with an intention to secure-some financial 

--~-------------gains. 

p) How .errors can. bfl checked? 

i) 
ii) 
iii) 

53. Pre..vention of Fraud 
• • 

·"Prevention is better than cure' is an old adage. It is equally applicable to fraud and errors. A regular 
sy_stem of ir~t~rnal·audit and internal.check-do exert moral influence and create fear in the minds of those 
susceptible to committing errors and frauds. The' accounts st.aft also becomes 1T\Qre vigilant and 
cal!tious and"try to keep the "records up-t<;>-date and free from ~rrors. 

? Fill up the gaps: 

•a) If cash received from borrowers is misappropriated, it can be detected by checking 
_______ of receipt books ledger, and personal from members. 

b) It may be possible to detect fraJJd in -respect of goqds through periodical and SL!_rprise 
_,__ ____ of stocks. 

54. Internal C~ecks . . 
The following are some importal}t tips in t_his regard; 

Receipts • _ 

,i. l:'he person hanqli,ng cash should have no access to books of original,entry and ledger accounts. 
ii. Cash·s.hould be kept in safe custody, preferably under double lock system. 
iii. Cash-snould nqt be kept in excess.of ttie maximum prescribed. 
iv. "proper custody and accou_nts in !espect,of receipt" books and cash memos should ·be kept. 
v_. Daily DakrRegistered letters •. insured covers, money orders, V.'P.P., cheques, postal orders, etc. 

should be received and opened _in the presence of a responsible person arrd these should be noted 
in a speciaf register, cefore being passed on to staff concerned. • 

vi. ·Entries otre'mittances of cheqt~es and cash should be made by one person and they should be paid 
into the bank by anothe_r persotl.. -

vii. All receipts should be banked-daily. 
viii. Receipts prepared by .the Ca$hier should be countersigned by al'}other. . ' . 

•. 
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ix. Cash book balance- should be r~concifed with Bank Pass book at frequent interVals.· 
x. Proper and efficient check sh.ould be exercised on daily cash sales. 
xi. Sales of empties and sal~s pro~eeds shouJd be effectively. controlled . 

.... -
·Payments 

I 

·~ 

j_ Inward invoices and bills'shoJ,Jid be checked with reference to tenders/quotations approved and 
orders placed. · · . · · . . 

ii. · All payme.nts except petty ones should be made by crossed cheques. 
iii. pespatch of cheques should be under the control of 'a responsible pe(son. 
'iv. Cheques for payments should be signed at least by two persons authorized by the board/managing 

committee. .. · , 
\t. Receipts reqeived from payee shourd be checked for their genuineness by a responsible person 

arid filed P,[aperly.· . · • . · , 
vi. Statement received from suppliers/creditors should be reconciled with concerned ledger a~counts. 
vii. An effective contrOl should be exercised on P,ayment of daily wages and contingent expenses. 

? How internal audit and internal check can preve/Jt fraud? 

What steps should be taken to exercise internal checks in a primary co-operative.? 

i) 
ii) 
iii) 
iv) 
v) 
vi) 
vii) 
viii) 

., 

. 55. Internal Audit Report to Management 

·' 
• 

As members of Internal Audit Cemmittee you liave finished the job of checking the various books of 
accounts, records· and financial statements. Do you think your job is oyer.? No, the exercise undertaken 
in the-course of your internal audit is not an end in itself. Your tindings are of great imp'ortance to the 
management of the society' its m'em.bers,·its creditors, the financing bank, the government and others 
concerned. Hence the necessity for preparing a cl!3ar, comprehensive and concise internal audit report 
for submissioh to the Managing Committee or Board of .Directors .. 

But then wh·at your internal audit report should contain? Should it contain only the defects/mistakes 
you have fouDd· 6ut in the books of accounts, r:nerely the' arithmetical accuracy of the financial. 
statements and failures to observe certain rules and regulations. and such other matters of routine 
nature? But.such n~rration may· not be of much use to the ll)anagement in rectifyi~g the mistakes rnade 
in ·decision making. It may not also help in improving its operational efficiency nor in- measuring the 
SIJccess of the society in ac;hieving its main obJectives. Then what should be the .approach in drafting 
your report? . 

A? you know, the ·members/shareholders who are also the main users .of the society's services, are 
interest.ed in knowing about the -safety of their funds invested in the society. They would also like to 
know if their society fs solvent and'that it earns sufficient profits •. so as to declar~ some dividend sto 
them· besides r:neeting ~II its financial. obligations. · 
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The creditors of the society would like to know if their money is safe ana that the society. earns enough 
-profits to boo~t up its repaying capacity.· 

The government may like to know that the affairs of the society are b~illg manage•d in accordance with 
the Act, Rules anti Bye-laws and in the interest ofits shareholders and the publfc at large. . , . . 

Thus thE!- audit report shotJid reyeal not only the defects in accounting and arithmetical accuracy, ·but 
it should also throw sufficient"light on the managerial efficiency of the society, reflected in business 
results. ·· 

in some places it has been fouhd that elaborate questionn.aires or profo·rmae are prescrtb~d in which 
audit reports are presented to-the management. But it has its own disadvantage&, since you cannot 
go beyond fhe prof.ormae and certain important facts noticed during the internal audi~may not find place 
in the rep<;>rt. Hence ·a rigi·d format is out of question. Still, however, ~bme guidelines can be followed 

· while drafting the internal audit repo'rt. -

The·audi.t report as indicated above must be clear, comprehensive and concise. It sHould be clear in 
·the sense that the points made in it are easily grasped and understGod without any ambiguity. It should 
be comprehensive in the sense that all impprtant aspects are covered.' · · 

.1'<- • • • 

It should be concise in the sense that·it does not become boring to go through it. 

As members of Internal· Audit Committee, you r:nay consider to present yo·ur report in four parts as 
t,~nder: · · · ' 

i. Statutory .information; 
ii. Narrative portions; 
iii. Defect sheets; and . _ 
iv.: F.inancial statements-with scheduies. 

All along, it should·b~ borne in mir;~d that the report gives a true picture of the affairs of your society: 
rn fact, it should be a frank statement. of the working of the society over .the period covered, whether 
p(o;visions of the law, rules, bye-laws. have been violated by the society, whether. accounts have been 
up-to-date and maintained satisfactorily. ~hile doing so, ·the following guide lines ·may be kept in view: 

i) Management·: . 
Constitution of Managing .GommitteeiBoard of Directors and other functional commrttees or sub-· 
committees in -accordance with Act, Rules and Bye-law$, meetings of the gen·eral body, rna~aging 
committee and important sub-committees, relationship between· the Board and Chief Executive, 
delegation of authority, management information s'ys-tem, expendit~.re on meetings, etc .. 

. - . 
ii) Membership and Share capital · • 

Maintenance 9f me.mbers/shareholders register, trend of ewolment of new memb~rs, c.ompletion of 
related.Jormalities, share capital contributions in accordance with ·bye-laws, dues from ·members, 
defaulters, trend anal}'sis of paid-up share capitpl over a few years, maintenance of share allotment 
register, issuaoce of share certificates, transfer of .shares, custody of share certificates, etc.· 

iii.· System of Book-keepin[J and accounts 
~ ' 

Single or double-eQtry system, peculiarities if any, system of reconciliation of books of (!.ccounts, 
maintenance of principal a,nd subsidiary books, maintenance of assets ang liability registers and 
aefects f_ol!nd. . . 

iv. Budget and Budgetary control . 
Comparison of budgeted proquction and sales target$ with actual results, analysis of efficiency· in. 
output and input cost, comparison ol actual cost with pre-determined standard cost,. factors Fesponsible 
·for variation (variance analysis); comparison of actl;Jal expenditw~with budgeted expenditure, reasons· 
lor variation. 

' . 

• 
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v. Manufacturing & processing 

In case of manufacturirm and processing activities, comparison of capacity utilisation against i.nstalled • 
capacity, procurement, consump~ion· and utili$ation ."of raw materials, study 9f parity between 
consumption of raw materials and fjnished products, accounts· in rel;:Ition lo rejections· of products, 
costing and eost CQ!ltrol, ·cost.audiL · · 

• I 

vi. Analysis of Financial Statements 

a) trading, Profit & Loss Account . 
Determination of selling p'rices, break-up of turnover, valuatio'n of closing·sto'ck and work-in
progre~s •. compa,rison of gross profits over a few years, methods of charging depreciation, 
creation of bad debt reserves, etc. 

·v{i. Balance Sheet Analysis. 

Verification and valuation of assets and liabilities- current assets; fixed assets- current ·liabilities, fixed 
iqbilities, inventory control,_ procurement and disposal' of stores-, shortages and feakages, fixation of 
responsibility. · · · 

Analysi~ of important f[riancial and a~counting ratios, liquidity test (current ratio), profit?bility te$t ratio, 
solvency·test ratio, etc. . · · . · · . ·. 

viii. Management. of Funds 

Working capital management- sources and uses of funds, Funds flow analysis- ratio of working capital 
to productiqn/sales turnover, cash controi; control of bahk accounts, reconciliation' frauds, embezzle- . 
ment,,analysis of loans and advarices,.recovery and adjustments. . . . 

jx . . Approprif!.(;on 'Of profits 

Provisions in the Act, rules and bye-laws, determination of dh(idend, Cfeation o.f statutory and other 
funds out of net profits. · · 

x. Casting, ·posting and balancing 
" ' I • •., 

Verification of correctness of transactions· in the books of original·entry, verification of cash in hand, 
balancin.g of ledger ancj sub-ledger accounts. ~· .. 

xi. ·Purchase Management' . 

Purchase policy and procedures- purchase authority and proper control, storage> a!ld stores control, 
wastage/leakages· control, inventory turnover. · · · 

I • 

xii. Imports & Exports . . . 
Mechar)ism and control, criteria for pricing. .-
-xiii. ·Follow-up action on previous audit reports, rectification of defects pointed out, tax matters, sales-
tax, income-tax, etc. · · 

xiv. Staff mattefs. 

xv. Enclosure of financial statements with.the reports, 

56. Maintenanc~ of Working papers/work-sheets 
' 

You cannot prepare the int~rnal audit report in a dear, comprehensive and systematicma.nner, unless' 
you have kept proper notes of your findings and eviden~·collected in the co.~rse of your work. 

In fact, before starting your work, you have-to_plan it meticulously and proceed along·the chartediif)eS 
and use work-sheets tq record ~udit e\7idences, which are relevant; reliable and sufficient. Some of the 
important points on which notes.can be made are as untier: · 

.· 

' 



1. The technical- terms used in the business .. 
2. Accounting methods followed, 
3. .lfDportant errors thp.t are discovered, 
4. Questions raised during the work, 

• 5. · E);(planations and information received'from staff,· 
6. The particulars· of missing vouchers, invoices, etc:, 
7. Matters that need reference from. day-to-day, 
8. Points which need discussion with authorities, 
9. Points to be incorporated in audit report, 
1 o. Important calculations arid schedules, 
11. Financi_al statements fi"nalised, ..:.' 
12. Rough financial analysis. 
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The \~Ork~~h'eets from one internal auditto ano~her should be properly maintained for future-reference. 

•. 

•. 

~· 


