
Unit - 5 

VERIFICATION AND VALUATION OF ASSETS 

5.1 VERIFICATION 

Verification means proving the correctness. One of the main works of auditor is verification 
of assets and liabilities. Verification is the act of assuring the correctness of value of assets and 
liabilities, title and their existence in the organization. An auditor should be satisfied himself about 
the actual existence of assets and liabilities appearing in the balance sheet is coITect. Jf balance 
sheet incorporates the incorrect assets, both profit and loss account and balance sheet do not 
present true and fair views. 

Thus, verification means to confinn the truth or accuracy and to substantiate. Jt is J process 
by which the auditor satisfies himself not only about the actual existence, possession, ownership 
and the basis of valuation but also ensures that the assets are free from any charge. While verifying 
the assets, an auditor should consider the following points: 

• Ensuring the existence of assets. 

• Acquiring the assets for business. 

• Ensuring the proper valuation of assets. 

• Ensuring that the assets are free from any charge. 

Definitions 

1. "Verification is the proof of accuracy of extension, footings, posting, existence and ownership 
of assets." 

- Arthur Holmes 
2. "Verification of assets implies an inquiry into the value, ownership and title, existence and 

possession and presence of any charge on the assets." 

- Spicer and Pegler 
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,,f}le verifi~atio~ ~f a~s~ts is a ~rocess by with the auditor substantiates the accuracy of the 

right band side~ t 1ef ha anc~ s eet and must be considered as having three distinct objects· 3-

1, 

3. 

4. 

5. 

6. 

7. 

(a) 
Verificat10n o t e existence of assets · 

The valuation of assets 
(b) 

Authority of their acquisition 
(c) 

-Lancaster 
BJECTS OF VERIFl~llON 

correct Valuation of Assets and Liabilities : To ascertain whether the assets and liabilities 

have been shown in the Balance Sheet at their correct value, the valuation should have been 

made on the principles of accounting. 

True and Fair View : The purpose of verification is to detennine the health of financial 

statements. After verification, the auditor can say that financial statement shows a true and 

fair view of the state of business affairs. 

Existence of Assets : The purpose of verification is to ascertain the existence of assets. 

The books and papers may show the existence of assets, But it may have been destroyed, 

sold, discarded or stolen, The verification is used to see the actual position of assets. The 

existence of assets is essential. 

Ownership and Title of the Assets :The purpose of verification is to certify ownership. 

The vouchers, documents, deeds, agreements and other papers can be used to note the Teal 

ownership. The auditor can satisfy himself that assets are really owned by the business. 

Free of Charge : The purpose of verification is to check that asset is free of any charge. 

The assets may be pledged or mortgaged for borrowing money; In this case, lenders have 

charge over the assets, The freeholds leasehold and mortgage property can be stated in the 

Balance Sheet. 

Arithmetical Accuracy : The purpose of verification is to note the arithmetical accuracy 

of the assets stated in the accounting books. The recording, posting totals, sub-totals, addition, 

disposal and deprecation of some sort of calculations. The auditor should examine the 

accuracy of whole work. . , r .;ff"<' tl'' r,.i 
. ~ t:)"',1,ll··"- I ~ ,' ~~r, t r _ _,/ . . 

Verify Possession : The purpose of verification 1s to see the possess10n of assets. The 

assets must be safeguarded. The responsible officers may be given a position of assets. The 

assets should be used only for the business. The verification can determine the actual location 

of assets. 
8
' Depreciation Plans : The purpose of verification is to examine the deprecation plans Of 

~llanagement. The assets are not the same in nature. The life of an asset is different. There 

is a need to charge deprecation according to accounting principles. The auditor can note the 

reasonable deprecation has been charged on all assets. 

Ill, 

·.-'..·,,._r'(·~ 
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IPi;usiness Position : Verification f ·,, · ·,, ··- ·-• , . , . ,- . 

t3· business. If assets value is greater ~I assets and liabilities ct· I ' ., .. -;_;t -.. '· •·>e':_•,i· . - ; 
1a11 the Ii b't• . 1sc ose th 1 

t a 1 I bes then b . e rea position of th 
no . usmess will be st bl . e 

rrue Picture : After verification a ct· . a e otherwise 
14 fi . I u itor gives th 

· through mancia statement. It is not . e true picture of h . 

ass,;i:; without verification. possible for the auditor to giv: t business condition 

,_,;:"' . . us op1111on about the 

yt' _PROCEDURE OF VERIFICAnoN 
v F 0110,ving points are impo11ant in the · d 

. . proce ure of verification: 
Verify Assets Register : The assets . 

1. register should be 11 
company. It can be used to verify the s l d co ected by the auditor fi h 

a e an purchase rom t e 
should be approved by officer of the company. assets. The entries in the register 

Schedule of Assets : The auditor can ll 1 2. . . . . co ect t 1e schedule · f 
various thmgs like openmg balance add 't• d . 1 assets and can verify the 

5. 

6. 

' 1 ion an other mforn1at. ' 1 . 
schedule must be signed by the offi cer. 10n s re atmg to assets. The 

Physical Verification : The auditor can go to th t 1 . 
a P ace and venfy the asset h tl · 

lying. Management helps the auditor for verification. w ere mt is 

Verify the Custody : The custody of the assets can be ·fi d b h • 
. . . ven 1e y t e auditor that these 

are the hands of relatmg 111 charge or not. 

Addition of Asset : The new assets purchase by the company must be recorded in the 

books of accounts. This addition must be verified by the auditor. 

Disposal of Assets : The auditor can verify the entry of asset which is sold durino the 
b 

year. It may be sold on profi t or loss. 

7. Transaction Approval : The auditor must verify that every transaction is made by the 

order of the competent authority or not. He should verify the signatures on every document. 

8. Verify the Cost : The cost of asset should be verified by the auditor by checking the 

documents like vouchers and journal entries. 

9. Verify the Internal Control : The auditor should verify that internal control system is 

applied or not. If it is applied then auditor should verify the effectiveness of this system. 

10. Loan on Asset : The amount of loan taken against any asset as security must be verified 

by the auditor. It can be also verified from the lender. 

11. Verify Disclosure : In case of disclosure auditor should verify that all disclosure requirements 

have been followed by the govt. laws or not. . 
12 · 1 d d t d t rmine the real ownership of a 

· Verify Title Deed · Auditor can verify the tit e ee O e e b I ked 
. 1·k ntsandvouchersmay ec1ec . 

business. In this regard various other papers 1 e agreeme ' 
13. . . . 'f the depreciation amount of each asset re 

Verify Depreciation : The auditor can ven_ Y . • workin file. 
Partly. The fixed asset depreciation is determmed accordmg to its g . 

1191, •... . . \',·---~< ,.. .. ;~,._,;:·.· ... ·•., . '. 
., ,. .,,. 

' :\· ~ .. · 
. ··-: .. , . 

·' 
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14. 

· · · · - · · · · . . .verify the assets from lenders ho 11111 
External Verification : The auditor can rrowers b 

• 1 d t tlie business. ' anks and from the other parties re ate 0 

15. C •t 
I 

d R Tl e auditor can distinguish the capital and revenue exp ap1 a an evenue : 1 , . . . euditti 
1
~
1 

. 
1 

d. b es the parts of asset with the revenue expenditure is t re. 1e capita expen iture ecom · ransfe rred 
to profit and loss account. 

16. Stock Valuation Certificate : It is duty of the management to provide this certificat 
· · 1 · ·t · fi t f tl e. For the preparation of report the auditor may obtam t 1is cet 1 tea e rom 1e officer incharge_ 

17. Verify Correspondence : The auditor can verify the correspondence made betwe 
f 1 f. d d . en the 

lawyers borrowers and lenders It is very use u or un erStan mg the facts rel " , · ated 10 
business activities. 

18. Reply of Manaoement Raises : Auditor sometimes raises objection and asks to 
1 • e . . . repy 

some questions in this regard. For the removal ot these obJe~tlons management submits its 
reply. This reply letter is very useful and becomes the pa~f the working paper. 

5.5 DIFFERENCES BETWEEN VERIFICATION AND VOUCHING 

----
Vouching Verification 

Meaning Vouching means checking Verification means a process to 

the accuracy of the substantiate the validity of assets 

I transactions recorded in the and liabilities 
I 

appea1ing m the 

~ 
books of accounts. Balance Shee t. 

Documentary Evidence 
·-

Observation and Documentary 

Evidence 

Examination Items of Profit & Loss Items of Balance Sheet 

account 

Carried out by Audit clerks Auditor 

Time Horizon Year-round At the end of the financial year. 

Objective To examine the correctness 
' To confirm the ownership, 

validity and completeness possession, existence, valuation 

of the transactions. and disclosure of the items 

-- . -- ----·---
appearing on the Balance Sheet. 

- ·---- -- --- - ---- -·----
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5,6 ": ~-ltion of liabilities is equally important as that of vcri fic a ti on of asse1s. The Balance 
\

7
en ·c\:ea l the true and fair v iew of the state of affairs of the busmess concerns o nly w hen 

Sh~ct '':111 .
1
'" as well as assets are properly valued and verified. 

, Ji3bil1nes . . . . . ... . . . . . . tht . . 1- ation of liab1ltt1es aims at ascertammg whethe r a ll tbe lrnb1lit1es o f the bus mes:'.> are \ e!1 tC . . 

d
·~ losed valued, classified, and shown m the Balance Sheet. The auditor should see that lY 1::,C ' . . . pro!-,er · rrectly stated m the Balance Sheet . He should obtam a certificate fro m the responsible are co f 1 · b · 1 · . th~Y the correctness o ta 1 1t1es. ff i;i;1 l as to 

(~ 
1 

• . of Verification of Liabilities 
Objectl' es . ' . . . . . . . . 

I 
Balances in the creditor s accounts reflect a trne pos1t1on as to the lrnbtl1t1es ot th e busmess . 

L\Jl liabilities of the client's business, including those not recorded in the books of account 
~\'hether intentionally or otherwise, are disclosed in the financial statements. 

They are properly valued in accordance with generally accepted accounting principles . 

They are properly classified and disclosed. 

5,7 VALUATION 
Valuation is the act of determining the value of assets ~md critical examination of these 

ralues on the basis of normally accepted accounting standard. Valuation of assets is to be made by 
the authorized officer and the duty of auditor is to see whether they have been properly valued o r 
not. For ensuring the proper valuation. auditor should obtain the certificates of professionals, 
approved values and other competent persons. Auditor can rely upon the valuation of concerned 
officer but it must be clearly stated in the report because an auditor is not a technical person. 

An auditor should consider the following points regarding the assets while making valuation 
off assets: 

Original cost 

Expected working life 

Wear and tear 

Scrap value 

~;~... OBJECTIVES OF VERIFICATION· AND VALUADONS OF ASSETS AHD "-U\DllITIES -

the ba~i~sets and liabilities a~e very important aspects of busi~ess . Bal~nce she~t is prep~re-d on 
bal .~ of them and an auditor should prove the true and fairness of rnfo1mat1on proV1ded by 

1 
ance sheet. So it is very important for an auditor. Its importance can b e hi ghlighted ns to U0ws: 

· ~o Show the Actual Financial Position : Balance sheet is pre pa red to show the a~tucal 1
;ancial position of a business. If proper valuation is not made, such balance shee1 does not 

~ ovide true and fair information . So, to provide in.fonn ation about the real financial p,.)s1Lion., enficat · · bl 1011 and va luation of assets nre cssenttal. 



2. 

4. 

,, . 

7. 

5.9 

To Know f'hc Henl Position Of Profit A11d I O'"' • D . . . -· · · ., ""' • cprcc1at1on and th 
H~scts will be incorrect if proper vuluation of ansctfi is not made So to /1 c~cx.pen~s cm 
:111wu11t ol'r,rolh und loss, proper valuation of c1 sscts ;nd 1·~ b·1·t: .' - a cu r.tc the actual 
, • . · · · '" 1 1 1cH 1s necessary. 

!<>. ln.~rcasc_ ~;ood~ill : Proper valuat ion gives fair information about - . . 
I 11Mncml posit ton ol i1 husincs~. So, people can get infomiation which ere' tcproh_t~b1lity_ i;tOd 

towards company. Posit ivc nu itudc of pub I ic increases goodwill. a H positi ve att1tu<l(; 

'le, Assurc Shnrcholdcr11 : Valtwti(Jn and verification provide actual inform- t' 
ussct~ and li nhililics to the shareholders which m,surc the safety of their invest:~:~. ahout 

En~y Fo~ Snlc : At the time of sale "f the company, it can be sold at the price which 111 

,:nl_rn tcu in _ the b:tlancc shed, hut. the Lt sscts whose valuLttion is not made n(;Cd val , · 
hclore sd ling tht: coinptiliy. uation 

E11sy To Cl't I ,onn : < 'ompany di scloses the hali:tncc she<.;t proved hy auditor fc r 1,1 · 
k l )\\ I I I · I · I · ' pu 

1

'= 1 < 1 C( gi..: w 11e_ 1 rncrcascs l 1e I rust of the c(Jmr1.1ny. 1"im1ncial institutes provide loan cwiil 

111 such compamcs. Y 

Ens~ To Ccf Compensation : Whenever the loss occurs due to c1ny incident, insurance 

cp11:1p:iny provides compensation (111 the hw-iis of v,du ati<,n of c1 sscts. So, thc cc,rnpany can 

easily i,td <.:ornpt;nsu t ion . 

VALUAffON OF ASSETS 
Vi1lw1tion of' assets rncnn s dclcrrnining th<.: foir va lue of' the w,scts shown in the Balance 

Slwet on the basis of gcnc;nilly aecepled lJCe(Junt ing principl es. ·1 he va luc1tion of assets is very 

i1npott:1111 h~cau i;c over-stnt i.;1m:nt or L1ll(k:r-st;1lernent <,f' the v;due of' iJ S8ctS in the Balance sheet 

rnH only distorts the truc ,111d lllir vi<.;w of' Ilic fin;mcicll position hut tdso giv<.: !t. wrong position of 

proJit~1bility. 
The valuation of' the m:sets is the primary duty (Jf the offida ls of' thc c.:om pany. The auditor 

is n:quircd to verify whether the value wH.:t:rtaincd is li:lir c,ne c,r nol. For thi s, he may rely on the 

rcclwica l cc11ific;atc issut:d by the expert~: in the field. Valuation of assets mct1ns not on ly checking 

value oft he assets owned hy Hn orgnniz,,t ion as on Balance Sheet date, but c1l so critic'11 examination 

of tht; v:1luc of these assets (comrarntivc rn1alysis of diff'crcnt af.lscl sJ. 

The auditor has alHO to sec tho! the principle of valuation of asscls is consistently adopted 
and is based on established principles of accountancy. For the purpose of convenience, those 

assets arc cl;1ssi ficd as undc;r to determine their v:duc. 

I . Fix~d Assets 

2. Current Asset:-: or J-'loating A imcts 

J. Wast i ri g Assl.:I ~ 

4. J11t1111giblc ;\ssel8 

5. Fictiliou~ Assi.:ts. • 
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. ed Assets: Fixed Assets are usually v 
1 

-d ·· ... ·~· .. ....... , .. · - -.. .. ' "·: :. ._: .. · ·. 1. 

2. 

3. 

4. 

fit a ue at ' 0 · · · - • .,. s depreciation. Cost here means purch g_ mg concern value' which 1es . b . . ase pnce of th means cost anufactunng, uymg and mstallation exp . e assets plus all inc·d I J1l . . h . . enses mcurred t b . 1 enta Depreciation ts t e proVIs10n made for the redu t· . o nng the assets i·n 1 c ton m the 1 use. their usage, na~ura wear and tear and obsolescence etc r:: ue of t~e ~ssets on account of be fair otherwise the value of fixed assets ma b ·. depreciation provided sho Id ' 1 b · Y not e fair What · c: u the nature oft 1e usmess organization. · is a 11xed asset depends on 
current Assets or Floating Assets : Curre t A . h h . n ssets or Floatin A 011verted mto cas at t e earliest opportunity in th g ssets are usually c 

e process of bus· · · bills receivables, sundry debtors, etc. Based on cons t· . ~ness activity, e.g. stocks, . . erva ism pnnc1ple u II are valued at ongmal value ( cost price) or mark t 
1 . , sua Y current asset • e va ue (realizable val ) h · h . lower. Because they are mtended to be converted . h . ue w 1c ever 1s 1 mto cas at the earliest p 'bl . hence what va ue we may realize is impoi1ant. 0 ss1 e time, 

This method is adopted to strengthen the financial position of b . . . . d 1 b f f: . a concern Y mdrrectly prov1dmg for expecte oss Y way o all m the market value of the assets Th' · · 1 - h . . · is pnnc1p e 1s eld by the conservatism convention of accounting i.e do not expect profit b t ·d c .. , · s u prov1 e 1or anticipated losses. 

Wasting A~sets : Wasting Assets means those which lose their value gradually upon their use, e.g. a mme, a quan-y etc. To value these assets firstly we should detennine the usefulness of the assets in tenns of units of production etc. and as per their actual use the value is to be reduced on proportionate basis. If in a particular period this type of asset is not used then the value may not diminish also. Thus, these assets are to be reduced on the basis of consumption. But sometimes it may be difficult to adopt this method, then the 'cost less depreciation' principle may have to be applied. 
Intangible Assets : Usually intangible assets like goodwill, patent rights, know how, etc. are valued on cost basis. But if the same are acquired by a non-cash transaction, then the fair market value is to be taken as the value of intangible assets. Auditor should also see the period of time and till it is fully written off, they are shown as assets because t~ey do not have any realizable value. They are to be valued at actual cost less amount written off as depreciation up to Balance Sheet date. 

5· Fictitious Assets : Certain lump-sum expenses giving benefit for more tha~ ~ne year when incurred are written off over a period ohime, and till it is fully written off, 1t 1s shown as an asset in the Balance Sheet e.g. preliminary expenses, discount on issue of shares etc. These are all fictitious assets because they do not have any realizable value. They are to be valued at actual cost less amount written off up-to the Balance Sheet date. 5
•10 :. f-'IE'Aloos OF VALUAT1ON OF ASSETS -. .. .. . . h d V luation of fixed as Valuation of various assets can be made by using different met o s. a . sets can be made in different ways. Some of the major methods are as follows. 

~ ~ .. 
l- ... ,~ .. . 
t • ....._ 
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l. Cost Method : In this method, valuation of assets is made on the basis of purchase Price 

of the assets. It is very simple method of valuation of assets. Sometimes, existence of one 
asset depends nn the existence ot' nnother. Then it is difficult to use this method. 

2. .Market Value Method : Valuation of assets can be made on the basis of market price of 
such assets. But if same nature of assets is not available in the market, it is very difficult to 
determine the va .l ue of such assets. So, there are two methods related to it. They are: 

i. Replacement Value Method: If same asset is to be purchased then on the basis of 
same value, valuation of assets can be done. 

ii. Net Realizable Value : It refers to the price in which such asset can be sold in the 
market. But expenditure incuned at the sale of such asset should be deducted. 

3. Base Stock Method : Under this method of valuation, company should maintain certain 
level of stock and va luation of stock is made on the basis of valuation of base stock. 

-L Standard Cost Method : Some of the business organizations fix the standard cost on the 
basis of their past experience. On the basis of standard cost, they make valuation of assets 
and present in the balance sheet. 

Me thods of 
Valu ation 
of Assets 

I 
I I I I l 

Cost 
Market Base Standard Average r, 

!v1e thod 
Va lue Stock Cost Cos t :xrap 

Ivlethod Method Method M:e tbod 
Value 

.__ Replacernen t 
Value Method 

Net 
- Realizable 

Va lue 

5. Average Cost Method : It is a simple method for the valuation of such assets which 
cannot be di stingui shed. Like petrol , petrol is kept in the tank but e cannot separate its stock 
on the basis of lot. So, valuation of stock is made adding to all the cost and dividing by the 
quantity. 

6. Scrap Value : A value which may be obtained Crom the assets if it is sold as scrap. 

II 



Verification and Valuation of Assets 

s.11 AUDITOR'S POsmoN AS REGARDS To VALUAtioN ot= ASsffl, ·.<··· -· 
It is not an auditor'~ duty to determin~ the-valu'es ~f vario~~ a~sets. Ith~-; b~e~°j~cii~i~ily held that he is not a valuer or a technical man to estimate the value of an asset. But he is definitely concerned with values set against the assets. He has to certify that the profit and loss account shows true profit or loss for the year and balance sheet shows a true and fair view of the state of affairs of the company at the close of the year. 
1l1erefore he should exercise reasonable care and skill, analyses all the figures critically, inquire into the basis of valuation from the technical experts and satisfy himself that the different classes of assets have been valued in accordance with the generally accepted assumptions and accounting principles. If the market value of the assets are available i.e., in the case of share investment then he should verify the market value with the stock exchange quotations. If there is any change in the mode of the valuation of an asset, he should seek proper explanation for it. lfhe is satisfied with the method of valuation of the assets he is free from his liability. 

5.12 VERIFICATION AND VALUATION OF DIFFERENT TYPES OF ASSETS INTANGIBLE ASSETS 
An intangible asset is an asset that is not physical in nature. Goodwill, brand recognition and h intellectual property, such as patents, trademarks, and copyrights, are all intangible assets. 

, (a) Goodwill : Goodwill is an intangible asset. It is the value of the reputation of the firm It enables the finn to earn more than the normal rate of profit. It has no physical existence as such. It does not dimjnish in value with use. It has the potentiality of self-growth. It can be raised merely by book entries. 
Verification : To verify the value of goodwill auditor has to examine the purchase agreement. Auditor should find out from the purchase agreement that the amount of this asset is con-ect. Good will usually appears in the balance sheet at cost. There is no legal compulsion to write it. If company likes to write off then auditor should see that the amount written off is according the resolution of the board. Important point about goodwill is that it does not depreciate by use. 

(b) Copyrights: A copy right is the exclusive legal right to produce or reproduce some kind of literary work. It is the legal protection provided to an author by which the publication of his work by other is prohibited. The period of copyright is for the life of the author and fifty years after his death. 

Verification : 

1. The auditor has to examine the written agreement of assignment along with the royalty paid to the authors etc., for such copyrights. 
2. He has to see that such assignments are properly registered. 
3. If the client is the owner of many copyrights, the auditor should ask the client to prepare a schedule of copyrights and get the detailed information to confirm that the 

same is shown in the Balance Sheet. . ,.· 



(c) 

4. 

' ·. ' .. ~ ~ 
,"• ~ -

. · . Id be remembered that this asset h · . hts it shou . . as llo 
d. the value of copyrig '. d t nnined on revaluation basis and period Regar mg H e value is e e of value in the long run. enc ' 

5. 

copyrights. 
1 of any books, then the same should b ommand the sa e . . e If any copyright does not c . 

1 to verify the same m detail. . . The auditor rns written oft m SUCh year. d b . b 1 or word( s) use to represent a usiness k · umque sym O 
or Trade Marks : A trademar is a b 1 or series of words cannot be used by an · d that same sym O 
Y its products. Once reg1stere ' . . s in use and proper paperwork and fees ar other organization, forever, as long as 1t remam e 

paid. . h tents trademark with the help of relevant . d · h ld venfy t e pa ' Verificat10n : Au itor s ou d 1 d check that all these are certified by the H h Id xamine the sche u es an documents. e s ou e ts made it should also be checked by the auditor. responsible officer or not. If any agreemen h d ot 
Auditor should also check that renewal fees have been c arge or n . 

h · stered in the name of the client and this can be done The auditor should see that t ey are reg1 
• • ·fi · db the Registrar. In case a trade mark has been purchased by exammmg the cert1 1cate issue Y 

he should also vouch the payment. 

Valuation. he valuation method of the most suitable method of valuation of trade marks. 
It s be seen that trademarks are properly valued and shown in the Balance Sheet. 

Fixed assets indicate a finn 's non-current assets that can generate long-term financial gain 
and provide an idea of the finn 's operating performance. 

(a) Land and Buildings : 

Verification: Jn case ofland and building auditor should verify the title deeds. If the auditor 
is doubtful about it then may refer the matter to the solicitors of the company. If the property is 
mortgaged then he should take the certificate from the mortgagee to that effect. 

To verify the value of land cost price should be considered by the auditor. To know the 
original cost of the property auditor should verify the deed of transfer. In case of building valuation 
builder 's receipts and depreciation should be considered. 

Verification of Freehold Land and Building : Auditor should verify the title deeds fir5t of 
all. He should check that building is in the name of the client. He should vouch the addition made 
during the year in the building or land. If any land or building is sold during the year auditor should 
vouch such sales. He should also verify that profit or loss on such sale is recorded correctly. fie should also check the depreciation of the property. 
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• tiOD of Leasehold and Land Building. Aud't L ; r . 

·(lea A d. · 1 or snouJd vcri l'y th 
1 1 1 

wro . the lease tenns. u iror should note down tJ , . . c ease 10 d property by 
-1)'1ng . tc conditions of I ·a. d 

1 
rc

11 

· ~ !Iv if possible. He should also verify the ar ·t· • · c_ se an c1eckthe prope
11

y 
·s1v" , . . nount o debt received . ' . h 

pll' ,
111

d the durat1011 penod. Lease rental should 
6

, d . b. . . t1ga 1nst t e mortgage P
~rtY • • , • e e lied to U1e r · , 

prl

1 

-
1
·)' the last recetpt ot the rent paymc111 111 c r· i · . evcnue accuunt. Auditor 

. vcn . · · ase o ease h I r , . . . . ,,,u,
t 

be ds).i ited to revenue account. u, l ing 1epa1r deprcc1at1on etc. ~\JllU ld ,,. 

· • Vrrification of Plant and Machinery : 

/ \uditor will verify the plant and niachinery in the foll • 
[ ' OW111g way : 

~uditor should vouch the purchase of a plant with tile re · t.. d . . 
2. • ce,p s an invoices. 11 should also be checked that all the expenditure on ti · , . . . 

1 
11s accou,u IS a capital charge 1 

f the plant is erected by the client own nien then auditor sllould 
1 

_ k th 

11 

. . 
plant have been made correctly. 

c iec at a occ1t1ons of 

4. Audi tor should check the schedule of the p I ant and machinery which shou Id be cert, tied by the engmeer. 

Auditor should also do the physical checking of the machinery if possible. 
6. 

( c) 

I. 

Auditor should also verify that sufficient amount of depreciation is provided forthis asset or not. 

Verification of Furniture and Fixtures : 

The auditor has to see that a proper record showing quantitative details of furniture and 
fixtures owned by the client is maintained. 

The auditor has to see that a II expenses incidental to the pure base of fu mi tu re and fat ures 
is capitalised along with the purchase price paid for it. 

l. The auditor has to enquire whether the furniture and fixtures have been P!operl~ insured or not. 

1. The auditor has to see that adequate provision for depreciation on furniture and fixtures is made. 

i . The auditor if possible can go for physical verification of furniture on test check bas is or he 
can rely on the management certificate to that effect. 

6 H bl 1· · · f · ·tin cr 1s fu llv w1i ttGn off · e has to further see that any damaged orun usa e um I I ure, 1 exis g, -
in the books. 

VERIFICATION OF INVESTMENT 

I b I " 1 T .. te ovvcrnment 1,"m nvestnient may be ·1 share cert i lica te 0 overn men l one cc r t " " ' " . 
Cert1fic ( . ( ~ . ', c_ [' h . curities.1 hc rl,]k)\\'lllg procedure IS . ate, debenture ce1t1ficate etc . Por ven ftcat1on ° SUC sc adopted . ' 



I. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

· .. •· .·.• .• ,. : .. _::: >: '/; ,,\ .. 
. ·. . · ·. · ·· . ing of the audit period. Obtain th .. . - . - . . . . • . . . d at the beg1nn . e 

. I d I of investments 111 han ·th distinctive number of face value, date or Obtam a sc 1e u e ether w1 t f · t . . . f investments tog . t date of paymen o merest or <lat details of descnpt1on ° ate of interes , . d' . ' e 
I b k , lue market value, r, 1 details of interest or 1v1dend received pure 1ase. oo Vd , d t with also t 1e 

around which dividend is declare ' e c., 

along with tax deducted at source. nd delete the investments sold durin 
de during the year a g Add to the above list, purchase ma 

1 b det·1ils the year ,vith all t 1e a ove ' · . h ral ledger and Balance sheet 
re the balance wit gene . Balance this schedule and compa . 

. h ference to stock exchange quotations or 
I f ·nvestments wit re . Check the market va ue O 1 d ee that the values are disclosed in the 

other suitable method, on Balance Sheet date an s 

Balance sheet. 
. . - 11 n the Balance Sheet date. Inspect the ce11ificates or secunt1es phys1ca Y 0 

. . d d adjust the accrued income. Compare the income received with amount ue an 

fi I 11 d 1. h·1 ·t artly paid shares held as investment shown as contingent Con 1m1 t 1e unca e ta 1 1 y on p 
liability by way of a note to the Balance Sheet. 

See that adequate provision is made for any shortfall in the book value of investment shown 

in the Balance Sheet. 

See that, regarding the investment in subsidiaries, disclosure requirement of section 212 of 
Schedule VI of the Companies Act, 1956 are complied with. 

For investment in the capital of partnership, the partnership deed and copy of accounts of 
partnership firms, is to be verified. Also adjust the share of profit and loss for the partnership 
period. 

Investments which stand in the name of persons other than that of the company are to be 
confirmed with appropriate sanction. 

For investment lodged with others as security or lying with banks or share brokers obtain a 
certificate from the parties concerned. ' 

In ca_se of ~pp]icati~n money paid for shares which are still to be allotted, that fact is to be 
specially disclosed m the Balance Sheet. 

VERIFICATION OF CURRENT ASSETS 

(a) Cash in Hand 

1. Special care is necessary with regard to ·t~ · 
ven 1cat10n of cash b 1 Th n be no certainty that the cash produced f . . a ances . ere ca 

or inspection was in fact held by the custodian. 
~ ,I ' • • • .... 
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his reason, the ~ash should be checked not only on the last day of the year, but also fort d again sometune after the close of the year without giving notice of the auditor's ch~ck~ther to the client or to his staff. 
z. 

J. 

5. 

6. 

7. 

,,jsit e1 
e is more than one figure for cash balance e.g. when there is a cashier, a petty If th~rr a branch cashier and in addition, there are imprest balance with employees all of ash1e ' . I . ' c ern should be checked sunu taneously, as far as practicable, so that the shortage in one th e is not made good by transfer of amount from the other. balanc 

. desirable for the cashier to be present while cash is being counted and he should be It 15 
t d . . d ·1 de to sign the statemen prepare , contammg eta1 sand the cash balance counted. Ifhe ~na bsent at the time the cash is being verified, he may subsequently refute the amount of :::ual cash on hand which may put the auditor in an embarrassing position. 

Jfthe auditor is unable to check balance on the date of the Balance Sheet, he should arrange with his client for all the balance to be banked and where this cannot conveniently be done 
00 

the eve of the close of the financial year, it should be deposited the following morning. The practice should also be adopted in the case of balance at the factory, depot or branch where cash cannot be checked at close of the year. 
Should this not be possible, the auditor should verify the receipts and payments of cash upto the date he counts the cash. This should be done soon after the cash balances have been counted. The cash book of the day on which the balance is verified should be signed by the auditor to indicate the stage at which the cash balance was checked. 
If any cheques or drafts are included in cash balance the total thereof should be disclosed. 8. Ifthere is any rough Cash Book or detail of daily balance are separately kept, the auditor should test entries from the rough Cash Book with those in the Cash Book, to prove that, entries in the Cash Book are correct. 

9. If the auditor finds any slip , chit or I.O.U ' s in respect of temporary advances paid to the employees, included as part of the cash balance, he should have them initialled by a responsible official and debited to appropriate accounts. 
~ash in Transit (Remittance in Transit) 

I. Tnis refers to amount sent by Branch/Depots/ Agents etc. to Head Office but physical cash/ cheques not yet received by H.O. or vice versa. 
2- Such remittance in transit should be verified from subsequent period cash book/pass book as to whether actually it is received or not. 
3
· Reconciliation of H.0./Branch Accounts should also be checked. 

4. 

5. 
If amount is deposited into bank, pay-in-slip can also be verified. 
See that entry for remittance in transit is passed by only one party and is reversed in the next Year. 

. . . . 

... ., .· ...... . 



,.,,,. 
(s)., Peth, Cash ../ . 
1 · Petty Cash in hand shouJd be verified with Petty Cash Book 

2 A 1 _ . C h A count in General Ledger. · .---uso check up the balance of Petty as c 

3- Vouch the transaction of last month property to ascertain that fictitious payments are not 
entered into 

4. 

(d) 

1. 

4. 

5. 

6. 

Some of the points given for verification of cash in band will be applicable for Petty Cash 
also. 

Bank Balance 

To verify cash at bank, the auditor should examine the bank pass book and compare it with 
the balance as shown by the bank column of the cash book. 

Check bank reconciliation statement with bank statement I pass book of subsequent period. 

The auditor should get a certificate regarding the balance at the bank directly from the bank. 

Ensure that the balance as shown by the cash book is brought into the balance sheet as 
'Cash and Bank 'and not 'Balance as shown by the pass book'. 

The auditor should also see that the 'cheque outstanding ' and 'cheques not yet collected 
' are genuine and not made up in order to conceal the deficiency. If some of these cheques 
are more than six months old, he should make inquiries, and have them reversed in the books 
of accounts. 

Cash in Fixed deposits with the bank can be verified by examining the deposit receipt, or 
getting a certificate from the banker. 

7. If there are more than one bank account such as 'Dividend Account' , Interest Account, etc. 
all such accounts should be checked and the balances should be verified upon the same 
date. Information regarding their balance should also be obtained from the bank directly. 

8. If the bank account shows an adverse balance and the client has deposited any security for 
the overdraft, the auditor should enquire from the bank the particulars of the security and 
the amount of the interest charged 

( e) Bills Receivable 

I . The auditor should examine the Bills Receivable Book with the Bilis Receivable not matured 
but in hand on the date of the Balance Sheet. 

2. When any bills are in the process of collection the details of the same have to be verified 
with bank certificates. 

3. If the Bills Receivables in hand are many, auditor should make a list of bills for his 
convenience. 

1"'),, 

-'1 . 
_ ,,,ri,I' ~ ....... ·,.,. 
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yer• e are any bills that have been discounted d .· · · ·. : · ; ; · ··. <:: .;, (. · / 
4. Jfth~;s of the same very carefully and should ~oa~~ still ~ot matured, he has to examine th . detai . 1· b·1· . n inn with the b kb e 

5. 

n as contmgent 1a i 1hes by way of a not . h an ecause they are to b show e in t e Balance Sh t e 
h

·ie examining the Bills, the auditor has to . ee · W 1 d pay special attenf erly drawn, stampe and duly accepted ion to see that they are proP · 
r1 }las to check whether any bills is overdue If so d" 
ne If l . , au itor should ask f, th d . (on initiated, etc. t 1ere are any bills which d b or e etails of the ac 1 

. . are ou tful of recovery h h 
1 ther any adequate prov1s1on has been made fo th . . , e s ould see w ie r e anticipated loss on account of bad debts. 

He bas to see that in case of dishonoured bills the same • h . 
. 1 h ' is nots own as Bills Receivabl The auditor has a so to c eek up whether noting formal"f h b e. 

1 ies ave een properly complied with or not. 

s. In case the auditor has visited his client after the Balance s11eet d t f h . . a e, many o t e bills due 
on the Balan_ce sheet date might have matured or honoured. Hence the auditor has to vouch 

9. 

such bills with Cash Book or Pass Book and reconcile the balance. 

If the bill has been renewed after the Balance Sheet date, then also the value of the original 
bill due on Balance sheet date should be shown as Bills Receivable and interest on renewed 
bills properly accounted. 

10. If the bills endorsed have been dishonoured, the original drawee is to be debited and endorsee 
is to be credited. 

(f0 undry Debtors 

f @_undry Debtors represents the amount recoverable from the customers for sale of goods or 
rendering of services. ' ) 

__ .. ~ .... -

!. The under mentioned procedure should be applied for verification of' Book Debts' or' Sundry 
Debtors' after receiving a schedule or list of debtors from the client. 

(a) Direct confirmation of balances from debtors by sending confirmatory letters. 

(b) Year-end Scrutiny of ledgers. 

(c) Verification of the position of debts considered bad or doubtful. 

(d) Compliance with legal requirement or presentation. 
2
· The auditor should arrange to send the letter of confirmation of balances by the clien~ as per 

client's records and see that the reply of confirmation is forwarded to his office d~r~ctly. 
Usually this should be sent within 15 or 20 days of close of the year under the supervision of 
th h ld b t 11 · ed with the balances e audit staff. After the reply is received, the same s ou . e a 1 

shown in the Debtors Ledger and difference properly reconciled. 

Ila h . : . ... ·. . .. .. ·- . . . . . . ... . -· . 



r 
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. · .·· ·· , ··- ·_ • · · ,· . _· · ,, · __ ·._ .. ~--- · · · '" '' · _,,,.',· .:-,·' · '·· h .·., .... •,•-l. ·d· carry out a thorough scrutiny of th 
' : . • . • - ¥ • _,. • I s ou e 
3 After the said procedure is carried ou~, ·lie mber of debtors is very large, Test Checks 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

. Whereve1 t ie nu debtor's individual accounts. 

can be applied. . ld focus the light on discounts, returns, cash 
d . ti e auditor shou While scrutinizing the le gei, 1 ' 

. ll . ed roods returned etc. 
received, rebates a ow 'g . d rrect the auditor has to v ·r 

. l debtors as genuine an co ' en y 
On ascertaining the balances oft 1e ke a provision for the same. If the debts 

b d d ubtful debts to ma 
the debtors to find out a or 

O 
d 1 re not provided for properly, the financial 

d d . ble or doubtful an t 1ey a . . . . are ba an 1n-ecovera . , . w Hence appropriate prov1s1on 1s to be . 'True and Fair vie . ' 
statements will not portray a t'ny of payments received, management • · I of the debtor, scru 1 
made by cons1denng t 1e age . 1 •tion of debtors etc. If the auditor fails in I . fi tion like financia post ' 
opinion and any ot 1er_m onna . . ade he shall be held liable for negligence. verifying the appropriateness of the prov1s10n m , 

. • d ubtful debts he should see that the legal After ascertaining the pos1t1011 of bad or o , 1· d 'th F th· 
C · Act 1956 are comp 1e w1 . or 1s purpose requirements of Schedule VI to the ompames , , 

the debtors are to be classified as : 

(a) Outstanding for a period of more than six months 

(b) Other debts. 

Over and above this, other requirements like debts considered as good and which are fully 
secured, debts due from the officers, directors, managers of the company, etc., are to be 
ascertained for disclosure. 

If the customers have purchased the goods on hire purchase system and some of the 
instalments are not due, the same is not to be shown as 'stock out on hire purchase.' 

Likewise, if the goods are sold on 'return or approval 'basis, such customer cannot be 
shown as a debtor at the close of the year. 

Further, whenever there are credit balances in some debtors account~ the same are not to be 
deducted from other debtors debit balances and net balance is not to be shown in the assets 
side, but former is to be shown as Sundry Creditors. 

~ k in Trade (Inventories) 

The verification and valuation of the stock-in-trade is one of the most important duties of an 
auditor in order to arrive at the correct profit and loss of the concern under audit. In various cases, 
it has been decided that the auditor cannot be asked to take the stock or value it. Practically also, 
it is impossible for the auditor to physically verify every item of the stock-in-hand because of 
various reasons i.e. limited time and the lack of teclmical knowledge etc., still he has to exercise 
reasonable care in regard to stock verification and valuation. He should make enquiry into the 
system of internal check, the method of stock taking and the basis of valuation. 
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- '[be auditor should conduct some tests in order _.,,,, ' · '.' •::.~.- ·,;' ·' ··~'' .";~ -~· .•:,•;:;.;, 

f{e should compare the rough stock sl to ascertain the effective 

terJJS· . 1eets with fa· k ness of these 

5ys k books to ascertain the correct posit' ir stoc sheets. He sho Id 
1 

stoC 'bl , Ion of the stock · h u a so check 

tJte ·t: ate from a respons1 e officer stating that tl -tn- and. He should als b . 

..r11JC d 11 h · 1e quantitie d h O o tam a 

ce1
• re correct an a t e items are the pro s an t e valuation of th . 

oeks a 1 b 1 
perty of the con H e vanous 

st rtified about t 1e o so ete goods which h b . cern. e should also obt . . 

dt1lY ce 
ave een discarded am a list 

_ 13 -_, r-tETHOD .OF ST~CK TAKING ·. . . ; . _ ,.: .,. .. · 

$• r1iestockverifiergoestothegodown~nd 
11 

-:. , · ·: :·: · -:··-;'.:•;_·._::.::,,~: ·, 

ca s out the numb d · · ·- -., 

t1 items of each class of goods and another cle k er an other relevant particulars 

of ietwo clerks of another batch will check the st r kenhters these particulars in the stock sheet 

Thell 
oc -s eet. 

• 

The Stock-sheet will then be sent to a respon -61 ffi 

. 
SI e o icer who fill · th 

()()ds at which they are to be valued. The work f 1 1 
. . s m e rate of each item 

of a 

O ca cu atwn 1s entrusted t 1 k 

t ulate the value of each class of goods and his wo k . th h o a c er who will 

ca c ected with the stock-taking put their initials on ~his ekndc ecked by a senior clerk. All those 

conn 
e wor one by them so that if 1 t 

·stake is found the concerned official may be held respo 'bl .c: h . · a er on any 

IJ1l 1 
ns1 e 1or t e mistake. All stock-sheet 

are stand-by the genera manager or partner as the case may be. 

Care should be taken that goods-in-transit are included s · ·1 1 b 1 
. 

• 1m1 ar Y a ances of the unsold 

stocks at the branches or w1~h the approved agents or , sent on approval , should be included in the 

stock-sheet. But go~ds rece1ved by the cli_ent o~ sale or return basis or as a consignee and goods 

sold but not yet delivered should not be rncluded. The auditor should obtain a certificate with 

regard to the accuracy of the stock-sheet and its valuation from the senior officer of the concern. 

5.-14 VALUATION OF STOCK-IN-TRADE 

The auditor should consider three principles while valuing the closing stock. One is that 

stock should be value at cost or market price, whichever is lower at the date of balance sheet. 

Another principle is that all anticipated losses should be taken into account but anticipated profits 

should be ignored. Third principle is that the method once adopted should be consistently followed. 

The following are the different methods of finding out the cost price of the stock-in-hand: 

1. Unit cost or Actual cost : Under this method each article, batch and parcel of consignment 

is valued at its individual cost, but it is not usually capable of application. 

l. Average Cost : Under this method, the average cost per unit is ca~culated. !he average 

should be weighted average. The total value of goods ( quantity x pnc~) held_ m st0ck a~d 

those purchased and sold should be divided by the total number of umts. This m~t~od JS 

. · h b n mixed up and 1t is not 

adopted when the goods purchased at different times ave ee 

possible to identify the goods. 
f 

3 
h h 1 f the stock is valued at the rate o 

· First-in First-out (FIFO) : In this method t e w O e O d · d out of the 

th 1 · Th· th d assumes that the goo s 1ssue 

e a test consignment purchased. is me O . te if the prices do 

st0res are those which were received first. This meth0d is easy to opera 

not fluctuate very frequently. 

lll;:;;1:"tt:t: · · ,. . . · -· · •·.·· 



4. 

5. 

6. 

7. 

Last-in-l<'lr~t-out (LIFO) : This mcthoc.J is the rcvorno ol' FJIIO, Jn lhi . , 
1 

-

~)~-- the stot:k JS valued ul the rut.cal. which flu.; l:arli1,;sl pun.: hai;cs were 1~£:~~I ~t~d. Ut<; Wlu)Jr.; 

dS:sUnH..~~ lh:11 the latest receipts ofllw nwtcrinl i:; arc issued /jrst. w1d the un 11 ' . ~ h1 1; mcu,(,d 

the cnrltcst purchuscs nnd is priced necording ly. m, < Ktoek tcprc~c111:j 

Hase Stock: I lcrc it is assumed 11ml ccrtnin minimu,11 or bw, iN <fll'iiit,·,y . 1· . 

··•h · · · I 
' 0 rrn,tcn· J I 

• .,,ays rcmnm in l ic store. Therefore tlw stock should In; v· J •• , , t " N iouJ<J 

.· d . . . . · ,, ucu d 11onm1J Joi) . . . 

pr tee. nn not on the basis oJ dost pncc or the market price which . . . I g f)1.:r10<1 

·t 1-- k I I I . 
ever JS owcr l'x 

" <. <- may 1e vn ucc at cost price ur market price whichever is lower. · · ' c;c~;i 

Standn1·d Cost: In this method the stock is valued at a prcclctcrmincd enst . · 

a~ sta•~:lnrd cosL This method is convenient where goods rass through a nu~~~:>~-~1
: ~,:~ '.;.~ 11 

nnd arc manufactured on large scale bnsis. P 1.;ssc;., 

Adjusted Setting Price: fn this method the unsold s tock is vc:1 l uccJ .it the J)reva ·1· . 

t f l · l I · -
1 ing Pnc · 

ou o wuc 1 t 1e norm,il profit plus the es timated cost of'disrosc.il i.e ., se lling expen s1.; s -, - 1.; 

overhead expenses, arc deducted. 
· · ' 11 <1 

5.1.5 MARKETVALUE 

]. 

2. 

For the calculation of market pri ce there .. ,re two mctl10d s in use: 

Replacement Cost Method : ft is the cost o f replacing c1n asset at the elate of the bahmc1: 

sheet. It means the price nt which s imilar types of goods can be presently purchased from 

the market. 

Net Realisable Value Method : ls mean s the price at wh ich the goods can be sold in the 

market after deducting the necessary se lling expenses . 

Whether net realizable value is used or rcpl<1cement cost method be used, it will depend 

upon the purpose for which the stock is held. Jf the purpose is to resa le the stock, it may be valued 

at net re ~ able value and if it is retained for use then replacemen t cos t method be applied . 

2. 

VALUATION OF DIFFERENT ITEMS OF STOCK 

Raw Materials : NonnalJy the raw material is purchased for manufacturing goods, hence 

it should be valued at cost price plus a reasonable proportion of incidental expenses like 

carriage and freight and excise duty etc. If the raw material s were purchased at different 

times and the lots could not be identified then average price may be taken . It should be noted 

that such raw materials should never be used at a higher price than the market price. But a 

provision for the write off must be made in respect of damaged and obsolete raw materials. 

Some materials like wine, timber etc., appreciate in value and hence may be valued at 

higher price than the cost price. But such value should not be in excess of the market value. 

Semi-J•inished Goods : In case of semi-finished goods which are in the process of 

manufacture at the date of balance sheet, they wi JJ be valued at the cost price of the rdaw 

• . · d l cl· enses an a 

materials used plus the proportionate amount of wages an ot 1er rrect exp t· 

' . 
. . · ect o 

percentage of overhead expenses. The auditor should see that the amount m resp 

selling and office expenses is not indudcd. 
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finished Goods : These goods may~ ,;.,,~ :. ~ .. ' --- ~ .. ·. · . ·· _ · . _· , . ..;-__ ,_ _ , , .. . . . 

anufactured and are in a deliverable st e of two tyPes. Firstly the d ·-· . . .. ·.;., ·-.. -:: .. ·. 
01 . d ate will be I ' goo s which h 

aterial, labour ~n a proportion of fa t ' va ued at the manuf. . ave been 
til . h c ory expen If actunng cost th . 
oods is higher t an the market price and ses. the cost price of h ' at is, 

g . . they must be valued a t e manufactured 
secondly, 111 some tradmg concerns go d t market price. 

d Id b 
o s are purchas d c-

o[ such goo s wou e the aggregate of th . e ior the purpose of I 
· e lll voic · • resa e The 

,tc.) and other d1Tect expenses like ca . e pnce (mcluding sales t . . cost 
e rnage etc. ax, excise duty 

j. 

Stores : These are goods which may b . 1 e lll 1and at the d 
held for use and not for sale in the original ti ate of the balance sheet t 

orm Exampl C s ores are 
should be valued at cost price. If the market . . es are oal, Oil, and Fuel etc Th 
-

1 1 
pnce of such st h • ey 

suggested t mt t 1ey must be written down. ores as gone down, it has been 

J. 

spare Paris : Spare parts are used in . . 
. . .- co1mection with tl . 

[aciht1es. The auditor should oet a list of s 1 le mamtenance of production 
. o uc 1 parts from the wo k 

be valued at cost pnce and are not required t b . r s manager. They should 
0 e written down to th k . 

value is lower at the date of the balance sheet. e mar et value 1f that 

5. 

Goods on Consignment : It may happen that at the d t t· h b 
· . a e O t e alance sheet the whole 

of the cons1gmnent or part of 1t may not have been sold s h Id . ' 

d b I d 
. . uc unso consignment of goods 

shoul e va ue at cost pnce, plus proportionate expenses etc b t -1 h Id b 
· · h • ' ·, u 1 s ou not e valued 

at 1~1gher p~ce t an market pnce of similar goods. The anticipated losses should be considered 
while va1umg such stock of goods. 

6. 

5.17 VERIFICATION OF LIABILITIES 

I. Verification and Valuation of Trade Creditors 

I. The correctness of liabilities depends upon the correctness of purchases. Hence, the auditor 

should compare the percentage of gross profits to purchase with that of the previous years 

to verify the correctness of purchases. 

2. The auditor should obtain a Schedule of creditors and verify them with the balances of 

ledger accounts and statements of account received from creditors. 

3. He should check the Purchases Book and Purchases Returns Book with the help of invoices, 

credit notes, etc. He should also check the postings into the Ledger. 

4· He should examine the Goods Inward Book to ensure that the goods purchased have been 

actually received. 

5. He should see that all the purchases made during the year have been accounted for especially 

at the end of the year. 
6. H . d . the period and see that these 

e should examine the discount allowed to creditors unng 

substantiate the credit balances. 

1111, ., _ · · · '.., cf:_;;_,_,.• 
' ·- '. ,.· . 

'l 



-7. In case of hire purchases, tJ,e auditor should see that the conditions of Hir~ Purchus~ 
Agreement are properly complied with. 

8. He should examine the entries made nt the beginning as well ns at the end of yenr to check 
the employees have passed any fictitious entries in this regard. 

9. If any debt is found unpaid for a long time, an enquiry should be made since it is possible that 
instead of paying to the creditor. the amount might have been misappropriuted. 

II. Yerification and Valuation of Bills Payable 

In case of bills payable, the auditor should follow the following verification procedur~: 

1. The auditor should obtain a Schedule of bills payable and its totals should be compared with 
the Bills Payable Book and Bills Payable Account. 

2. The bills paid after the Balance Sheet date should be ex<1 mined with the entries passed in 
the Cashbook. 

3. The auditor should obtain confirmatory st.1tements from the drawers directly with the 
pennission of his client. 

4. He should pay special attention to the bills that have been paid bd ween the dntL~ of tlh.~ 
Balance Sheet and the date of his audit has been duly written in the books. 

III. Verification and Valuation of Loans 

1. The auditor should verify the existence of loans, if any. In case of ::1 comp~my he should 
examine the correspondence, contracts, and Directors· Nlinute Book. 

2. The auditor should ascertain the tenns of loan, amount of loan1 period and nature of loan, 
etc. by referring to the loan agreement. 

3. He should confinn the balances of the unpaid loans directly from the:: creditors of the cornpnny 
with the permission of his client. 

4. In case ofloaiis or overdrafts taken from a bank, an agreement with the b,1nk nnd a certi ficatc 
to that effect should be obtained and examined. 

5. The auditor should see whether the interest due has been paid or not. lf the interest is due 
but not paid till the date of the Balance Sheet, he should see whether the same has been 
clearly shown as liability therein. 

6. In case of a Joint Stock Company, the auditor should examine the borrowing powers nfth~ 
company. He should also examine the Register of Charges, and should sec thnt a charge 
created has been registered with the Registrar. 

7. It should be seen that the interest on loans has been paid up to date. lf not he should sec 
whether the amount due is recorded as unpaid in the books of accounts. 



t1on and valuatlon of Assets 

yertfl'' · 
•ficntion and Valuation of Outstanding Lial il'ti .· ., · "'· 

Vctl ' 1 cs for Expemics 
rV. e of outstanding I iabilities, the auditor should b . . 

111 cas O tain a cert1ficat • f 
·fi er of the company stating that all expenses b . c rom a responsible J, 

of ic ecomc payable have been brought into 
account. 

hould see whether necessary provision for r II th . 
He s. . . c1 e outstanding cxpcns ". h' b 
made by checkmg receipts and other vouchers. · es ave een 

). 
,.1e should compare the expenses shown as unpaid during th . . 
ri . . e current year with those of the 

I St year and if he finds any difference the same should b . d. 
a ' e enquire mto. 

v. 
Verification and Valuation of Capital 

Capital is not the liability of an entity but still the auditor is required to verify it in order to 

report the genui~1eness and correctness ~f the Balance Sheet. In case of a firm, the auditor should 

verify capital with the help of Partnership Deed, Cashbook and the Passbook. He should see that 

it has been properly recorded in the books of account. In the case of a company, verification of 

capital can be discussed under the two heads: 

(a) First Audit : In case of first audit, the auditor should examine the Memorandum of 

Association to see what is the maximum capital, which the company is authorized to 

raise. He should also check the Articles of Association. 

The Cashbook, Passbook, and Minute book of the Board of directors should be 

examined by the auditor in order to find the amount of shares and different classes 

issued, the amount collected on each shares, and the balance due from the shareholders 

in respect of calls , etc. 

The shares allotted to vendors, should be examined with the contract between the 

vendors and the company. 

(b) Subsequent Audit : Normally, in case of subsequent years, the share capital would 

be the same as in the previous year unless the company has made any alteration or 

addition by fresh issue or otherwise. If he come across any change, he should see 

that the relevant provisions of Secs. 94, 95 and 100 to 105 of the Companies Act have 

been duly complied with. 

VI. ~ erification and Valuation of Reserves and Fund 

R f fit Th directors of a company detennine 
eserves and funds are appropriations out O pro 1 s. e . f h 

th ki · t ccount the circumstances o t e 
e amount of reserves and funds to be created ta ng 111 0 a Sh t 

business. The reserve and funds are to be shown on the liability side of the Balance ee 

With footnotes. -~~- .:..c.:-....,--~ --~. _.,:: :~~:;_·r~:, ~?·~·-: '. 
• -, ; _~:!- ,. ,1,.,; •• 



Unit. 6 VII. Verification and Valuation of Debentures 

1. 

2. 

3. 

4. 

5. 

In case of debentuTes the auditor should verify the Memorau<lum of Associ•,t1• - "" , . . " on and Articles of Association of the company and ascertam the power of the co111pan . . tht · · · . 1 · · t d Y to iss , debentures He should find out what ts the bor rowmg uni an ensure that the c llc . 
oinpany ha . not exceeded the same. 

s 
He should verify the Debenture T~st Deed to verify the amount of debentures · . . . . - issued and securities offered. If necessary. he can obtain a certificate from the debenture 11 Id . 

0 ~t verify the amount of debentures issued. 0 

He should enquire as to what arrangement has been made for the redemption of debei t 1 ures In case debenture redemption fund has been created, he should verify the Articles 
0

;. 
Association. 

If the debentures are issued at premium or at discount, the auditor should see that the 
debenture premium and discount on issue of debenture are properly dealt with in the books 
of account. 

He should verify Register of Charges and Register of Debenture Holders to see that the 
debentures shown in the Balance Sheet agree w ith the debentures recorded in the books of 
account. 

VIII. Verification and Valuation of Income Received in Advance 
Sometimes the firm receives some amount in advance, which is to be actually received in the next year. It is treated as a liability and should be shown in the liability side of the Balance Sheet. The auditor should verify whether the items of incomes received in advance are recorded in books. The auditor should obtain a Certified Schedule of income received in advance and verify 

the same. He should ensure that income received in advance is fully shown in the liability side of 
the Balance Sheet. 

IX. Verification and Valuation of Employees Deposits 
In commercial and industrial establishments, it is usual to require the employees. Who deal 

h · · d · I · possible 
with cas or stores to give secunty epos1t. t acts as a safeguard agamst some 
misappropriation or pilferage on the part of such employees. Sometimes, the employees instead of · h · d · d · · · J uch caseS, paymg cas as secunty epos1t en orse trustee secunt1es m favor of the employers. n s 
the auditor should see whether such a security in cash or in securities deposited separately in 

th
e bank. He should see whether they are shown distinctly in the liabilities side of the Balance Sheeht. . . . dfiomte He should venfy the amount of deposits by reference to the Certified Schedule receive r 

client. 
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