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Auditing

Policy	The organisation’s financial accounts are audited on an annual basis in line with legislative requirements.
 
Definitions	An audit is an inspection of the organisation’s financial records by a qualified person from outside the organisation to confirm the accuracy, truth and fairness of the organisation’s financial position as shown in the financial accounts. An annual external audit is usually a condition of funding from most funding bodies. Auditors are the people who do the audit.
 
	The financial year is the yearly operating cycle of the organisation. At the end of the year, financial statements are prepared for audit. For most organisations, the financial year is from July 1 to June 30, but for some, it is 1 January to 31 December.
	
	Financial statements are the financial records of your organisation. It is a summary of all transactions. Financial statements usually consist of a Statement of Financial Performance (which shows all the revenue and expenses) and Statement of Financial Position (or Balance Sheet which shows what the organisation owns (assets) and what it owes (liabilities)

An audit trail contains clearly defined document and ledger account references to enable a transaction to be traced through the accounting records.

	Internal controls are policies and procedures established to ensure the quality and reliability of accounting information.

Procedure

Accounting policies and procedures
Internal controls are designed to ensure the following:
	completeness, validity and accuracy of records

accountability and separation of duties
proper authorisation of transactions and activities
adequate safeguards over access to, and use of assets and records
manual certification or computer-generated verification of recorded amounts
	independent auditing.




External Auditor
Appointing an Auditor
Appointment of an Auditor is usually done by the Management Committee. The External Auditor must be independent so they cannot be an office holder or employee of the organisation, nor a partner of an office holder or employee.

	In most cases, funding agencies require that the auditor has special qualifications and be a registered auditor, a Certified Practising Accountant (CPA) or a Chartered Accountant.  (CA).


Focus of audits
The audit will report on the following:
	preparation of the financial statements in accordance with relevant accounting standards, regulations and statutory requirements

consistency of the view presented by the financial statements with the business of the organisation
adequate disclosure of all material information so as to give a true and fair view of the organisation’s operating results and financial position.

Preparing for the Auditor
The Auditor will want to examine a wide range of documentation relating to the financial transactions of the organisation. 

	These may include checking:

	cash, e.g. petty cash and cash register float
	inventory (stock)
	original documentation for transactions to prove they are correct
	balances of amounts we owe to other people (creditors)
	assets

payroll details.

	To help the auditor with their job, ensure all financial records can be easily located when the auditor requests them. It is also a good idea to assign one person from the organisation to assist the auditor with their requests.


Audit Report 
The Audit Report will be attached to the final copy of the year’s financial statements and will come to one of three conclusions:
	Unqualified.  The financial statements are a true and fair record of the business of the organisation and this can be verified by the organisation’s documentation.
	Qualified.  The financial statements are a true and fair record of the business of the organisation, except there are one or more issues (qualifications) that make it difficult for the auditor to verify the documentation.  These qualifications will be listed.
	Unable to form an opinion.  This is where the auditor is unable to establish that the financial statements are a true and fair record.  The financial record keeping is a mess. This is very serious and funding bodies may decide not to fund the organisation.

	Finally, the auditor often also provides a report called, Matters arising from the audit.  This lists issues the auditor has found during the audit which are of concern but are not serious enough to be included as a qualification in the audit report. This can be a useful report in helping your organisation improve its financial procedures and/or record keeping.


Where the audit fits in

Annual Financial Statements are prepared. 





The auditors audit the Annual Financial Statements.



Related documents
Audit Checklist
Organisational Audit Schedule


