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Introduction 

An audit is an annual examination of financial records to ensure their accuracy. All companies 

and organization, including farmers’ organization such as a CB, need to audit its financial 

records by a certified firm or accountant. One of the auditor’s procedures is to verify that all 

recorded data agree with supporting documents and have accurate justification. 

To prepare for an audit, the CB EC (treasurer) should gather the year’s financial records, 

including books, receipts vouchers, bills, payment vouchers, store books and the three 

financial statements. They are: (1) Income and Expense Statement; (2) Balance Sheet; and (3) 

Changes in Financial Position Statement. 

Following an audit, the auditor will prepare a signed statement giving his opinion regarding 

the accuracy and honesty of the financial records. 

Provisional and Permanent Executive Committees of new and developing CBs need to be well 

informed about the importance of an annual audit. This guideline summarizes information 

concerning audits and reviews of CBs’ accounting system in four areas: 

(1) Reasons for an audit; (2) Who should do the audit; (3) Audit procedures and audit report; 

and, (4) Other accounting services. 

I. Reason for an audit 

1.1. Principles 

The term audit refers to actions that can be either internal or external in nature. The internal 

auditing function of a business is performed by an internal auditor, named specifically for this 

purpose by the company, to determine conformity in record keeping and operations with 

predetermined standards such as inventory valuation, appropriate issuance of any payment, 

etc. While this is an important function for business companies, in this guideline we are 

concerned only with the external audit function of a CB.  

An external audit is an examination of accounting records and procedures of a CB by the 

CBPP auditor for the purpose of expressing an opinion on the fairness of recorded data and on 

the level of skills and capacity of the EC. The CB’s accounting procedures are prepared by 

CBPP in accordance with the cooperative proclamation requirements.  

An external audit of a company is performed by an independent Certified Public Accountant 

(CPA) for the purpose of expressing an opinion on the fairness of presentation of a company’s 

financial statements in conformity with GAAI. 

The external audit consists of: 

1. a review of the balance sheet, income statement, and statement of cash flows; 

2. a review of the underlying documents supporting the information and data given in 

these financial statements; 

3. verification of accounts receivable and payable balances; 
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4. a review of inventory quality, quantity, valuation, records, and procedures; 

5. verifying the existence of recorded assets; 

6. reviewing justification for decisions and estimates (i.e., depreciation, inventory or 

carry forward of stock from one year to another); 

7. reviewing minutes of the CB EC’s and GA meetings for decisions. In addition, 

auditors may prepare an end of year statement of operations, balance sheet, and cash 

flow statement after making needed adjustments and closing entries. 

1.2. Responsibility 

Securing an annual audit of the CBs financial records is not only the responsibility of the 

management committees but also the implementing NGO (during the project life). Because 

the committee and the implementing NGO act as trustees of the CBs assets, therefore they are 

responsible for safeguarding, auditing, and appraising of the CB’s financial resources. The 

executive committees perform these duties on behalf of members, while the NGO is 

responsible for the appropriate use of project resources on behalf of donors. The audit is a 

fundamental part of these trustees responsibility and the cost of the audit should be considered 

a normal business expense of the CBs. Therefore, adequate funds should be budgeted annually 

for auditing. 

The financial management responsibilities of the EC should not be taken lightly. If a 

committee is negligent in establishing and monitoring the operations of their CB, they could 

be held liable, according to the government cooperative proclamation. Thus, it is extremely 

important that EC and implementing NGO make every effort to ensure fair and accurate 

records. The first step in fulfilling this obligation is a complete, bookkeeping and accounting 

system (standards proposed by CBPP), the second is regularly financial statements, and the 

third is an annual audit of the accounting records and supporting documents (evidences). The 

responsibility of the EC can be translated into five specific reasons why it must provide an 

annual audit of the CB’s accounting records to the GA. These five reasons are the following: 

1. To prevent deliberate misstatement of fact. Misstatement of fact may occur for many 

reasons, such as to hide poor decisions or to cover fraud. While it is not the role of the 

auditor to identify fraud, but in the course of the audit fraud may be identified, and the 

auditor is responsible for reporting such findings to the project or to the CBs members. 

2. To assure that judgment decisions are not unduly biased in favor of EC members. It is 

the local team’s duty to implement the accounting system developed by CBPP, and 

EC’s duty to maintain the books. In any business, judgment decisions and estimates, 

such as inventory valuation, will be necessary in bookkeeping actions. These decisions 

and estimates should reflect the CB’s best interests, not those of EC. A review of these 

decisions in the audit process will help ensure that committee is making appropriate 

judgment decisions. 

3. To assure records are dependable. Accounting methods should be accurate as well as 

consistent. An audit will identify shortcomings in accuracy and/or consistency. 

Procedures lacking consistency fail to be dependable for purposes of analysis, 

decision-making and sustainability of the CB. This lack of dependability is a serious 

handicap for CB’s EC because many decisions are based on information reported in 

financial statements over a period of several years. 

4. To assure Generally Accepted Accounting Practices (GAAP) according to the 

proclamation have been consistently followed. The Cereal Bank Promotion Platform 

(CBPP) has set guidelines, or rules used in accounting practices to prepare financial 
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statements. During the audit, the auditor will determine if the CB’s procedures are 

consistent and adequately conform to the rules? This will allow comparisons with CBs 

and different networks. 

5. To assure that the disclosure is complete. In many cases, what is not reported is often 

more important than what is reported. An audit will help the project local team and 

CBs ECs ensure that full disclosure of the financial well-being of the CBs business has 

been made. This is a fundamental responsibility of the ECs to the members they 

represent. In addition, there are other reasons why an audit may be required. Creditors 

and suppliers may require an audit before credit is granted and have ongoing audit 

requirements as part of the loan agreements. Furthermore, the government Service 

Cooperative Bureau requires farmers’ organization to have an annual audit. 

To ensure a successful audit, the CBs ECs and the project local team accountant if necessary 

should make special effort to have a complete set of accounting records and supporting 

information available to the auditor. It is important for the CBs ECs to recognize that retention 

of information from an outside auditor does not shift responsibility of the financial statements 

onto the auditor. The EC retains the responsibility for the accounting system regardless of the 

audit. Therefore, it is important for the members to see that the CB’s records are an accurate 

and consistent representation of the business operations. 

II. Who should do the audit? 

Given the responsibility and potential liability of CBs ECs, an annual audit conducted by an 

independent competent, qualified auditor is the best insurance to guarantee their transparency 

to the members. In general, an auditor with experience on CBs accounting and familiarity 

with cooperative law is preferable. Therefore, it’s a best solution for CBs if their annual audit 

is carried out by the auditor of CBPP on agreement basis.  

Some characteristics, skills and ability of the auditor: 

1. Professional competence; 

2. Ability to maintain independence and a high degree of integrity; 

3. Understanding of farmers organization law, philosophy, and methods such as CB; 

4. Familiarity with CB accounting practices; 

5. Ability to develop and conduct an efficient audit program; 

6. Ability to communicate with the CBs committees and project team; 

7. Ability to provide competent suggestions for improving financial accounting practices. 

(However, accounting system design must meet the needs of the CBs’ business rather 

than simply being designed for audit or project ease); 

III. Audit procedure and report 

3.1. Audit Procedures 

An auditor takes certain steps or procedures when completing an audit. These procedures 

depend upon the audit engagement and the understanding between the auditor and the CBs or 

project team. In general, the auditor attempts to obtain evidence to support recorded figures in 

the financial statements.  
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The auditor may post the closing and necessary adjusting entries for the CBs. This service is 

not an assumed portion of the audit, although it is quite common. Auditors will also enter the 

opening entries for the coming fiscal year if requested.  

During an audit of a CB, the auditor will review every transaction entered in the audit year
1
. 

The auditor verifies if the accounting entries have been accurately made and that supporting 

documentation exists for each transaction. But it is worth mentioning that there are some 

risks. Audit risk refers to the possibility that the auditor may unintentionally fail to identify 

and/or notify seriously misstated financial statements.  

It should also be emphasized that in conducting the audit, the auditor will be concerned with 

the audit trail. The audit trail is the complete recording and documentation associated with a 

single transaction (journal entry or posting) to source backup (i.e., document). A sound audit 

trail makes it easy and time efficient to trace a transaction to a source. In conducting the audit, 

the auditor will examine several audit trails. Faulty audit trails alert the auditor to potential 

problems. 

3.2. Standards Set for Auditors 

There are generally 10 standards for conducting an audit which are organized in three groups - 

general, field-work, and reporting – as follows: 

3.2.1. General Standards 

1. The examination must be conducted by individuals with sufficient audit training and 

expertise. 

2. The auditor must be independent in performing his/her activities. 

3. Due professional care must be exercised in conducting the audit and in preparing the 

audit report. 

3.2.2. Standards of Fieldwork 

1. The engagement must be properly planned and assistants adequately supervised (if 

any). 

2. Understanding of the internal control structure must be adequate so the audit can be 

properly planned and a determination made of the nature, timing, and degree of 

checking. 

3. Sufficient competent evidential matter must be obtained through observation, 

inspection, inquiries, and confirmations so a proper basis exists for an audit opinion. 

3.2.3. Standards of Reporting 

1. The report should state if the financial statements are prepared in accordance with 

GAAP (Generally Accepted Accounting Practices). 

2. The report should identify those circumstances in which accounting principles have 

not been consistently observed in the current year relative to the preceding period. 

                                                      
1
 But in a normal case, the auditor will test a sample of the various transactions. Audit sampling is the use of an 

audit test on part of the records being examined (i.e., accounts receivable ledger, inventory records, etc.) to 

derive a conclusion regarding the characteristics of the records as a whole 
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3. Footnote disclosures should be deemed sufficient unless indicated otherwise in the 

audit report. 

4. The report should contain an audit opinion or an assertion that no opinion can be 

expressed. If not, the reasons should be given. The nature of the audit examination and 

the degree of responsibility assumed should be contained in the audit report. 

3.3. Audit Report 

3.3.1. General 

After the audit is completed, the auditor issues a written report containing his/her opinion to 

the CB’s committee or project team, preferably in the local languages. This report takes a 

standard form and various expressions confer the seriousness of any problems identified by 

the auditor.  

In the auditor’s report, an introductory paragraph should be included to mention the EC’s 

responsibility for the financial statements. In the second paragraph or scope paragraph, it is 

stated that an audit provides reasonable assurance that the financial statements are free of 

material misstatement. An explanation of what an audit involves is also given. The third 

paragraph or opinion paragraph pro-vides the audit opinion. If a general lack of consistency 

exists, an additional explanatory paragraph should be given of that fact. In addition, the report 

may include supplementary information, such as: 

1. Accounts Receivable Aging; 

2. More detailed information of asset and liability items on the balance sheet; 

3. Fixed Asset Schedule 

3.3.2. Auditor Opinions 

Auditors have the option of issuing four types of opinions. These opinions are: 1) an 

unqualified opinion; 2) a qualified opinion; 3) a disclaimer of opinion; or 4) an adverse 

opinion. A CB will receive an unqualified opinion if the auditor believes the statements fairly 

reflect the association’s financial condition and performance. An unqualified opinion means 

the financial statements present fairly the financial position and operating results of the CB in 

conformity with the CBPP accounting procedures. This is the best report that a CB can 

receive from the auditor and is typically issued in a short opinion report.  

A qualified opinion is issued when the auditor cannot give a complete approval of the records. 

Qualified opinions vary in seriousness, but do raise red flags and should be taken seriously. A 

qualified opinion is given for one of two reasons. First, if the auditor is unable to obtain 

sufficient evidential matter for an unqualified opinion and/or unable to apply a necessary 

auditing procedure, this is referred to as a scope limitation. Second, if the financial statements 

depart from CBPP format and the CB chooses not to make the needed modifications, this is 

referred to as an “except for” qualified opinion. The “except for” qualified opinion is offered 

if the effects are not so severe as to require an adverse opinion. This qualification states that 

the financial statements are fairly presented except for the item in question, which is not fairly 

presented in the auditor’s opinion. This seriously reduces the credibility of the financial 

statements.  
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A “subject to” qualified opinion states the financial statements are fairly presented subject to a 

particular modification. The effects of a “subject to” qualified opinion are not severe enough 

to warrant an adverse opinion. When the auditor issues a disclaimer of opinion, the auditor is 

unable to form an opinion on the fairness of the financial statements. Possible reasons for 

disclaimers are that the underlying accounting records are so inadequate the auditor cannot 

verify accuracy of financial statement or the existence of uncertainty concerning a major item.  

The auditor is allowed to disclaim an opinion on some of the financial statements while at the 

same time expressing an opinion on the other statements. This means that the disclaimer of 

opinion may be given along with a qualified or unqualified opinion.  

An adverse opinion is the most serious of all opinions offered by auditors. In addition, they 

are very rare. Typically, situations in which the auditor believes the statements are unfair get 

resolved in some way. Without resolution, when the auditor determines that the financial 

statements do not fairly present a CB’s financial position and operating results, an adverse 

opinion will be issued. In other words, the financial statements are considered misleading in 

the professional opinion of the auditor. 

3.4. Post Audit ECs or Local Team Responsibilities 

A copy of the auditor’s opinion is usually included in the annual report of the CB. This report 

should be presented to members at the annual GA meeting. Inasmuch as the CB is a member-

owned business, the members have a right to this type of information. If the auditor’s opinion 

is less than unqualified, the CB’s GA may need to take some action. In the case of a qualified 

opinion, the action may be limited to a minor adjustment or to better documentation. For a 

disclaimer of opinion or an adverse opinion, some considerable adjustments to the record-

keeping system of the CB are likely necessary. It is the responsibility of the LT (Field Agents) 

to see that these adjustments are made and that the books will yield financial statements that 

accurately and fairly represent the financial condition of the business. The FA should also 

explain the problems found in the record keeping system and the changes implemented to 

correct the problems to the membership, at the annual meeting. The auditor may be able to 

help with needed changes or recommend the project local team accountant to do so. 

IV. SUMMARY 

Annual audits of CBs financial records are the responsibility of the EC and the project LT. 

Inasmuch as the ECs acts as trustees of the CBs assets, therefore, they are responsible for 

safeguarding, auditing, and appraising the CBs financial resources. The ECs perform these 

duties on behalf of members, shareholders, and creditors. 

An audit is an examination of accounting records by an independent accountant, CBPP 

auditor, for the purpose of expressing an opinion on the fairness of presentation of a CB’s 

financial statements in conformity with CBPP accounting procedures. 

There are four types of audit opinions: 

1. Unqualified opinion --- financial statements present fairly the financial position and 

operating results of a CB in conformity with CBPP accounting system. 
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2. Qualified opinion --- statements are fair, “subject to” or “except for,” because some 

area was not able to be verified or there was a situation that required deviation from 

the normal procedures. 

3. Disclaimer of opinion --- the auditor was unable to render an opinion on the fairness of 

the financial statements. 

4. Adverse opinion --- the auditor feels the statements are not presented fairly and the 

situation remains unresolved. 
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V. Example of an audit report 

 

 

Standard Audit Report Form 

CBPP Auditing Department 

 

We have audited the accompanying balance sheet of X CB as of DD,MM,YY (Day, month, 

year), and the related statements of income, retained earnings, and cash flows for the year then 

ended. These financial statements are the responsibility of the CB’s EC committee or project 

local team. Our responsibility is to express an opinion on these financial statements based on 

our audit. We conducted your audit in accordance with generally accepted auditing standards. 

Those standards require that we plan and perform the audit to obtain reasonable assurance 

about whether the financial statements are free of material misstatement. An audit includes 

examining, evidence supporting the amounts and disclosures in the financial statements. An 

audit also includes assessing the accounting principles used and significant estimates made by 

EC, as well as evaluating the overall financial statement presentation. We believe that our 

audit provides a reasonable basis for our opinion. In our opinion, the financial statements 

referred to above present fairly, in all material respects, the financial position of X CB as of 

DD,MM,YY and the results of its operations and its cash flows for the year then ended in 

conformity with generally accepted accounting principles. 

 

_________________________ 

(Signature of the auditor and stamp of the department) 

 

 


