
Periodic Audits
Safeguard
Your Finances

A Regular or Periodic Audit is Vital For Safeguarding Finances
and Giving You a Good, Hard Look at Your Company

Your accountant’s regular or peri-
odic audit is designed to keep your

books and records in accordance with
generally accepted accounting principles
so that audited or unaudited statements
are meaningful to both management
and creditors-lending institutions.

But auditing, while usually geared to
a company’s finances, should be
broader in perspective.

The financial phase of an audit is
vital to safeguard a company’s assets
and to some extent, to control costs.

About the author: Joseph Arkin
holds a BBA degree from St. John’s
University in accounting, an MBA
degree from Pace University in taxation
and has written extensively for trade
and professional journals.
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Not to be overlooked are some basic
techniques of internal control:

(1) Incoming cash should be
organized and recorded so that
you know how much must be
deposited in each deposit, best
made daily. This will avoid
“pocketing” of currency by
employees, or diversion of
checks by covering such defalca-
tions by crediting a customer’s
account for “returns” or “price
adjustments.”

(2) If you’re conducting a business
with more than a one-girl office,
break up duties so that no one
person has complete control over
incoming currency and checks.

(3) Set up a chain or flow of
authority-who is supposed to

prepare shipments and prepare
the necessary documents for bill-
ing purposes?

(4) Establish a system of control
over incoming goods. A system
should require checking quan-
tities of goods received, making
sure that the goods were in fact
ordered, and at what price and
terms. There should be a follow-
up to see that proper notations
are made onto whatever inven-
tory records are being kept.

(5) Control outgoing cash flow to
provide a petty cash fund with
setting of guidelines as to what
is to be paid by cash, limits of
cash disbursements, whose
signature is authorized and what
documentation is required for



“. . . profit planning requires the establishment of an approximate profit
goal based on factors which contribute to it . . . a construction business

cannot be operated on the basis of ‘hope’.”

attachment to the petty cash
voucher.

(6) Bank statements should be
reconciled within the time limits
set by the Uniform Commercial
Code and the agreement signed
with the bank at the time of
opening the account. Only the
owner-manager, or in larger
businesses, a key employee,
should open the statement
envelope. This will prevent
tampering or altering the state-
ment sheet(s) or destroying cer-
tain checks issued by dishonest
employees.

(7) Check book should be kept in a
safe place and not available to all
employees and even visitors to
your office. Use of check writer
will prevent altering name of
payee or amount of check.

(8) All checks prepared for payment
of bills should have the actual
bills attached so that the owner-
manager or corporate officer can
examine the bills before signing
checks. Know what you are pay-
ing for! Lock the door against
paying the same bill twice, pay-
ing companies from whom mer-
chandise was not received, or
paying employee personal bills,

unauthorized purchases, or bills
at rigged prices.

The above represents but a few
things that can be done to prevent
defalcations. Ask your accountant—
he can furnish lists more complete or
offer suggestions for your particular
business. Many of the forms mentioned
are readily available in preprinted form.
An addi t iona l  safeguard is  to
prenumber checks and many forms used
in receiving, shipping and in the office.

Auditing standards for the account-
ing profession require the examination
of a mid-month or cut-off bank state-
ment. You too can do this once or
twice a year. Ask your bank to hand-
deliver to you, or mail to your home
address, a mid-period bank statement.
Open it and examine checks to ascer-
tain if your signature has been forged,
if checks seem to be raised as to
amount, and very important—is the
payee and endorsement one and the
same.

Up to now we’ve rehashed some of
the key points of cash control but the
success of your business depends on
more than that.

Here are some items of concern in
the over-view audit :

(1) Are you carrying fixed assets on
your books which have been aban-

doned, destroyed, relegated to non-
use? If so you may want to call this
to the attention of your accountant
so that he might explore the
possibility of a tax-write off in lieu
of annual depreciation. You con-
ceivably could pick-up a big dollar
in tax savings!
(2) Do you take advantage of trade
discounts offered to you? A 2/10,
n/30 day discount can save you 24%
per year as opposed to keeping ex-
cess funds in 7-9% interest-bearing
paper. Or borrowing for the short-
term when cash is tight and paying
prevailing interest rate might still be
a bargain.
(3) Taxes should be paid on time.
When timely payments are over-
looked you are subject most times
to 5% per month penalty charges
(not tax deductible) plus interest for
late payment. Keep a tax calendar
and make sure that local and state
taxes are paid on time. Federal tax
deposits for FICA, Withholding and
Federal Unemployment Insurance
shou ld  be  made  when  due .
(4) In the area of labor you have to
make decisions during peak peri-
ods—Hire more help or pay over-
time to present work staff?

Sometimes the decision is not an
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easy one to make. The hiring of
temporary workers for short term*
(with all taxes and fringe benefits
paid) may be less costly than pay-
ing time-and-one-half, but the tem-
porary workers may not have the
know-how of your operations and
could be less productive. (*from an
agency)

(5) Are you watching your working
ratios? For instance check these:

Current Assets = Current Ratio
Current Liabilities

Comment: Banks and other lending
institutions look for 1½ to 1 or 2
to 1.

Net Profit = Operating Ratio
Total Net Sales

Comment: A measure of varying
degrees of efficiency.
Cost of Goods Sold   =   Inventory turnover
Average Inventory

Comment: This tells you how many
times your inventory has turned over
during the year. Sluggish turnover is
a danger signal and means you are
overstocked and paying to keep a
higher inventory than required, thus
reducing profit margins.

Other ratios will tell your rate of ac-
counts receivable turnover, business
capital turnover, fixed asset turnover,
etc. It is useful to know these as they
lead to the need for corrective action.

(6) A change of record keeping can

be recommended by your CPA or a
professional management consultant
after a survey. Sure it costs money, but

a few hints or the partial or complete
overhaul of outmoded systems can
more than pay for themselves.

Continued on page 26
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PERIODIC AUDITS
From page 23

To illustrate. A business we’ll call
The Construction Company has been
having trouble in progressing at a
satisfactory rate of growth. When the
company was 10-months old, they de-
cided they were not making the progress
hoped for.

Upon the advice of their CPA, who
was experienced in construction, they
learned that they could not operate a
business on “hope.” Rather, profit
planning requires the establishment of
an approximate profit goal based on
factors which contribute to it.

The accountant urged the partners to
use an approach—a profit-planning
tool cal led Cost-Volume-Profi t
Analysis. It would help them to work
with the four variable factors which
contribute to profit-making. (1) sales
volume, (2) job price, (3) sales mix, and
(4) cost. The program worked out is
shown as Figure 1.

Figure 1 COST-VOLUME PROFIT ANALYSIS
for

The Construction Company
Situation A = actual (normal) volume Situation D = 10 percent decrease in
Situation B = 10 percent price increase; volume; no change in Price
no change in volume Situation E = 10 percent decrease in
Situation C = 10 percent increase in price; no change in volume
volume; no change in price

Sales
10 jobs @ $40.00
10 jobs @ $40.40
11 jobs @ $40.00
9 jobs @ $40.00

10 jobs @ $30.60
Variable Costs
10 jobs @ $20.00
10 jobs @ $20.00
11 jobs @ $20.00
9 jobs @ $20.00

A B C D E

$40,000
$40,400

$44,000
$36,000

$30,600

$20,000
$20,060

$22,000
$18.000

10 jobs @ $20.00 $20,060
Marginal Income $20,000 $20,400 $22,000 $18,000 $10,600
Fixed Costs 10,000 10,000 10,000 10,000 10,000
Net Income $10,000 $10,400 $12,000 $8,000 $ 600
Net Profit Rate 25% 25.7% 27.3% 22.2% 0.2%
Break-Even Sales $20,000 $19,800 $19,990 $19,990 $28,860

[(Fixed costs divided by
marginal income) x sales]

Profit on Investment of $100,000
In Company 10% 14% 12% 8% .006%
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In all five situations, variable costs
are kept the same to make the exam-
ple easier to follow. Notice that the best
profit-making situation is “B” in which
the number of jobs sold remains the
same but the bidding price is increased
by 10 percent. The worst profit-making
situation is “E” in which the jobs sold
remains the same but the bidding price
is decreased by 10 percent.

Such a Cost-Volume-Profit Analysis
chart, allows the contractor to see what
will happen to profits under certain
conditions. Thus realistic profit goals
can be set with plans made to achieve
them.

The principals of The Construction
Company also adopted a budgetary
system which helped tighten control
over revenue and expenses. Each
month, their accountant prepared a
budget report which the partners use to
isolate and correct trouble spots.

If you constantly face a cash crisis
at regular intervals you can use the ad-
vice given to the aforementioned com-
pany by their accountant. He showed
them how to use the budget to spell out
cash requirements.

Their cash budget, which was pre-
pared by their own accountant for
November and December is shown
below.

This helps them to determine the
amount of cash they expect to flow in-
to and out of the business each month.
When the budget forecast indicates a
cash deficiency, arrangements are made
with the bank for a short-term loan.

After getting the cash problem under
control the next step was to begin
thinking about long-range possibilities.
In conjunction with their accountant
they came up with a plan to define the
basic philosophy of the business, deter-

mine and rank objectives for profit
goals, set up programs to accomplish
these goals, reorganize administrative
functions to better carry out the aims,
put into effect a computer training pro-
gram for present employees and
develop gu ide l ines for  fu ture
employees, furnish employees with bet-
ter equipment and facilities to do their
work, and find the means to obtain

THE CONSTRUCTION COMPANY
[For November and December)

November December

Collections on accounts receivable .................................. $30,000 $37,000
Other Cash receipts 2,000 2,000.......................................................

Total $32,000 $39,003.........................................................................

Payments for materials ................................................................ $10,000 $12,000
Payments for payroll ............................................................... 15,000 16,000
Other cash payments 1,000 1,000.........................................................

Total $26,000 $29,000..............................................................................

Cash increase (decrease) for month $6,000 $10,000..................................
Cash balance at start of month 4,000 10000.........................................

Cash forwarded to succeeding month ................................... $10,000 $20,000

operating and capital funds required to
achieve these objectives.

In thinking about how you might use
the experiences you’ve just read about,
keep in mind that an over-view audit
can be your starting point for improve-
ment of the operations of your busi-
ness. Trouble spots can be pin-pointed
and management weaknesses revealed.

You will want to look behind the
figures to see what is involved in the
every day problems of your business.
When to start? Now!
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