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PREFACE

We at Auditguru believe in making consistent efforts in improving our content
quality as well as content delivery. We work on the principles of Kaizen ie.
continuous improvement.

It gives us immense pleasure in presenting our CA Inter FADU Chart Book. This
book will help ease the stress of Auditsubject for students.

Whole CA Inter Audit is covered is just 80 pages. This Chart Bookis an outcome
of more than 1 year of hard work and dedication of the entire Auditguru teamand It
covers 75% of the entire CA Inter audit course. Wherever charts of new topics
were not available, Providing PDF's for the same so that whole course gets properly
covered.

We believe that Studying from charts is highly effective. This chart book is suitable
for all students irrespective of whether they have studied from Ravi sir before or
not. However, If students have also seen our Regular In-depth course or Exam
Oriented course, it would be an added advantage. All concepts of BHASKAR (our
regular notes) are covered in charts in same sequence.

The videos covering FADU Charts are available on our YouTube channel - "Ravi
Taori" and our Telegram Channel-Auditguru (CA Ravi Taori) (AIR).

Students are advised to also cover PARAM Question Bank for best preparation.

I would like to mention my Sincere thanks to VSMART management. Vishal
Bhattad Sir has always inspired me to become better professor. Ujwal Bhattad Sir
has been my Mentor on every aspect of teaching & encouraged me to make FADU
Chart Book.

[ am blessed with best people in my team. They have worked passionately with all
enthusiasm. CA Vaishnavi, CS Rajni, Vaibhav, Kunal, Shivani, Gayatri, Tejashree &
Shubhangi.

Lastly but most importantly, we all are thankful to Snehal Madam. She is our Fire
Fighter, Trouble shooter & my Life Line.

Happy Studying!!!
CA Ravi Taori
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CHAPTER 0]

Part | —-Introduction to Audit

BACKGROUND OF AUDIT
L W

ENO--INTRO.020

ARE THEY

EELIABLE
222

I

| MANAGEMENT

FINANCIAL PERFORMANCE |
REPORT |

RELIABLE

NOT
RELIABLE

15 2 }
4 Sl

| " FINANCIAL PERFORMANCE | '
. REPORT

AUDITOR

AUDIT REPORT

| AUDIT = CHECK+REPORT |

ENO--INTRO.0%0 (@NO--INTRO.0%0)

]
+ ] L]

G (e e |
: +
Audit is | misleading? (in General) “—Repair &
. i Maintenance Exp
-Systematic - : .
| Support e T in input |
5 ﬁf:l ”’t"lﬁ Bl I Data in input | +
Tt G | (e || e |
with output xp
b, inati e — = I Al - .
Examination |~ = . ’gﬂ Hkiccw”t = = 4 f
-of Financial rimary books y ata in ppearing in
,’f’,ﬂﬁ;’g;gﬁ gemas of hccount )| | output should || psT (par)
3 Ledger Account Trial Balance be supported |- [
-Whether or pot || ~— & Financial with input ¢ ™
Profit Oriented || Books of Account | | otoreyments | Not supported by
e entries in Books
~Irrespective of 4 Classified{Described/Disclosed of Accounts
size or legal form as per Accounting Standard iz N :
~with ultimate _FsTpata |1.(s clear & unambigous | [ FST not giving
objective | TEF view

[Emﬁesem TEF view of PEL and BfS ]

[ -to give opinion

~Whether FST give
True & Fair view

ENO-INTRO. 060

LATIN WORDS

|AUDIRE - HEAR |
| AUDITUS - HEARING |

ORIGIN OF WORD AUDIT
k

[ AUDITUS COMPOTI - AUDIT ]

AUDITOR | | ACCOUNTANT

0l

NATURE, OBJECTIVE AND SCOPE OF AUDIT

ENO--INTROD.080 (@NO--INTRO.080)

TYPES OF AUDIT

* +
Mandatory Audit . Voluntary Audit |
} ' )
Mandatory Audit to various Entities are not reguired to
entities as per different laws get audit done, but they
| still get books audited
| (n Sequence of Size) ] )
, - [ -~ Proprietar
 Corporations [ specific Act ]
~ | - HUF
[ Banking Co. !--[ Banking Regulation Act i -
= ) [ -~ Partnership
' Electricity Co. |=| electricity supply Act |
" companies ]-[ Companies Act i
; ; 3
Specied Entities l"’ Tax Audit as per Income
; | Tax Act J
| Public & Charitable | _[ Trust Act, Religious Trust |
| Trust | Act ete. )
 Co-op. Society ]... Co-operative Society Act

CNO-INTRO.100 (@NO-INTRO.100)

ADVANTAGES OF AUDIT

.| As auditor regularly visits clients |

" Moral check on employees against defalcation
| or embezzlements

—.Lirppmfsal of existence & operation of controls ]
[ can also help detection of wastages & losses ]

B auditor finishes audit |

L[ Safequards financial interest of person not associated with management ]
; )

[E.g., Dormant Partwer, Shareholders, Bankers & Financial Institutions

s

~  Post Audit Benefits |

.[ Get govermment assistance or license J
LSO L[ Settling Tax Liability ]

| Banl = Negotiating Loan ]

= | Insurance | = Insurance claim Settlement [ Dispute

 Settlement of accounts specially

& M, =\ at the time of admission/death

~| Owner | =| Purchase consideration of business
g | Settlement of trade dispute of
ot il | higher wages or bonus

Part 2 -- CORE AUDIT PROCESS

| s Gl As per Professional Ethics covered under CA Act -
fE- BRI CA's should not solicit work through advertisements
| Pre- Conditions |_ | |. Client should take responsibility to prepare financial statements
(sA 210) 2. Client should use acceptable Financial Reporting Framework
’ Umft;ta'nn of "
Scope Prior het : i
to Acceptance Whether to Accept [ Continue Engagement (5A 220) ]
. (sA 210) “In case of intial audit communicate with previous auditor also |
o i || Evaluate compliance with ethical requirements & independence ﬂl
Preliminary | (sA 220) .
Engagement L .
,{"'ﬂ"—""l"ty (sa _gm:;i [ Engagement Letter (sa 210) J =
1 - ' 5
.| Audit Strat
Planning ke |
(sa 300) |l initial Audit Plan for RAP ]
| | Update & Change during the audit as suitable |
'E'Fsi '*Emd‘ffsmem it simply means collecting information & Obtaining
Ergf 3 ‘55 understanding which is relevant to audit, to find out risk

) _ . -
 Identifying & | | Identifying Risk = What can go Wrong ? ‘

1. Planwing /

Assessing = pssessing Risk = Level (W / M [/ L) & Nature of Risk Risk
. Risk (SA 215) | (FsT [ Assertion) Assessment
Risk at " Risk at
Financial Assertion
Statement Level || Level

¥
Response Lo
[R.-‘sk (sa 330)

| Subseguent Audit Plan for FAP |

Overall Further
Response || Audit Procedures || 1. Test of Controls |

i

[ 2. Substantive
Procedures

| Substantive Analytical Procedures | T
| Test of Details |

+
| Sampling (sA 530) |

. " * *
| Income [/ Expenditure [ Assets [ Liabilities ]

Experts (54 620)

; . . Risk
Viouching | Verification | - ’EE‘:P‘”;.SE’#
. xecution
Sufficient & 1’ We alse rely Another Auditor | Phase
Appropriate -~ onwork done (€9 Br Auditor 54 600)
Evidence *fﬂr soo) | | by Others [Ir: teral Aaditor (SA 10) ]

| Written Representation (SA 520) |
]

| What if there is Misstatement? Follow 54 450 |
4

|Frame Opinion & Draft Audit Report (SA 700) |
}

| IV. Reporting Phase

i
| Sign Audit Report |

L3
| Complete Documentation (54 230)

|
]’[ Other Points |
| Inspection & Monitoring (sA 220) |

Vsiiia CA Ravi Taori

SMART - —

AcADEMY | i ?ﬁ_ ‘l'!J
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Auditguru i | &
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Part 3 -- SA Intorduction

(QNO--SAINTRO.07, SAINTRO.08)

TYPES OF STANDARDS

CNO-SAINTRO.060

| Engagement Standards | ~ Standards on Quality |
I : . | Eo_:r_;tml' &4
Assurance service | Related Services ] si:-;rc
E.;Jh;hﬂere wie assunef 1 _ ‘ (1-99)
about reliability o i
information, it generall f:iﬁrﬂ‘;a ﬁ;rg::; | std

covers audit & review }

service need similar | - : T ™
- 1 " <ot of ckils] , Provides principles,
” 7L Gy policies, systems to be
SAs s 3 followed to maintain
[ E rna;qz 9) ] {fﬂﬂﬂﬂ'i‘ﬁ?‘?}} CBME'*FTW) 5RS’s guality of services covered
3F itas 2 Stds 3 Stds fq,ﬂﬂﬂ,_,@&qq}i ] Engagemem Standards )
T o B ‘d : 2 Stds
For audit | For Review e auar or m—
nfrHF:t {:”,C Al || of Historical || TEVIER of other " For assignments like
than Historical Compilation of Financial

kmfannatmnj L Information \ information g o R Ga )

| £rncemre {_’AUP

>

Historical | essedin | [ Derived from | | Fest ;:“:tm””’ £ E"'?””
Information | |financial tenms| | accounting systems ok SLOHEHT .
condition or circumstances

ENO--SAINTRO.08!

MEANING OF ASSURANCE ENGAGEMENT

i
“"“For this Concept refer Pdf™""

ENO--SAINTRO.061.50

Type of Assurance Engagement - Reasonable

assurance VS Limited Assurance Engagement

!
“"““For this Concept refer PdF™"

CENO--SAINTROD.62

STANDARDS ON AUDITING
¥ ' 1

Matters Covered | Examples .

- overall Objectives of Audit | - sa200 |
-[ Planning of Audit ] ..[ 5A 230 ]
[ Identifying & Assessing Risk | - sazs |
--[ Audit Evidence ] "'[ A ]
-Uudr‘t Sampling ] '*[ 5A 700 ]
-[ Going Concern ]
_..[ Forming Opinion & Reporting ]

|

-'*[ Audit Documentation

02

CNO--SAINTRO.64

AUDIT VS REVIEW

m . - 1 _
More Time Available _  Less Time Available |
} 1
All types of examination Generally, 2 types of examination
| procedures are applied procedures are applied
+
" Risk is reduced to [ (1) Inguiry J
acceptably low level :
j g [ (2) #nalytical Procedure ]
r ]
Reasonable level of ] Risk is reduced to acceptable level ]
assurance provided T
1 Limited | Moderated level of assurance provided |

E.g., Annual Company Audit ] 1
Review of Quarterly financial statements |

_ p|  sRE2400 |~ Review of Historical info |
| Review Standards !‘I: [ specifically for Review of
[ SRE 2¢4l0 |-~ Interim financial info by

. reqular auditor
CENO--S3AINTROD.&66

STANDARDS ON ASSURANCE ENGAGEMENT

ks E.g., Prospective
Financial Information

For assurance on information

s | A -Fcabi'ﬁt ]
| pp! v -_P[ other than Historical

_-| Prospective Financial Information |

| Forecast |_.. 2 repared on the basis of best estimate assumption about future
events and management actions

Yy

e " Prepared on the basis of hypothetical assumptions of future
M] T | events and management actions

Historical Finaneial
Information

:
Based on past events,
conditions, circumstances.

&,

=

L~ Difference ‘

p-
| PERRESD i Prospective Financial W_h Based on future events
information Cﬁ management actions )
| sAE 3400 [ Examination of Prospective Financial Information
i Ty
Example Examination of Proforma Financial Information

included in prospectus (Hypothetical Financial
Statement prepared assuming acquisitions after
_ year end happened from start of financial year)

| SAE 3420 |-

CNO--SAINTRO.68

-
o
>

h
=

©
=

3

STANDARDS ON RELATED SERVICES

|' Not a assurance service, but such services need similar sets of skills

+

Agreed Upon Procedure (AUP)

" Perform certain pmcedﬁms as |
agreed betieen client &
chartered accountant )

Compilation of Financial Statement or
[} ‘ other Financial Information
(E.g., Fixed Asset Register)

4

Covered by SRS 4410 ]

+

Report FACTS Obtained

+

LS

' Related to individual item of FST
or FST or Complete set of FST

-~

L4

[ E.g., Accounts Receivable List

[ (1) Match with Debtor ledger

]
]
[f:!) Call for confirmation & match ﬂrem]
]

[ (3) Reconcile Difference

] Covered by SRS 4400 |

ENO--SAINTRO.080

EREAK-UP OF 5As

ntroductory Matters | 100-199 |

i
General Principles &
Responsibilities

]
" Risk Assessment &
Response to Risk
|
Audit Evidence

——

[
|-r| Lo00-5499 1

Using waork of others

[ eoos90

}

Audit Report = 700-799
Specialised Areas  =| 200-899

ENO--SAINTRO.085

Why are Standards Needed?
1

""*For this Concept refer Pdf™™

(= TR T o

VSMART
CADEMY

Auditguruin

CA Ravi Taori

+
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ENO--SAINTRO.090

DUTIES IN RELATION TO ENGAGEMENT
& QUALITY CONTROL STANDARDS

ENO--SAINTRO.IZ0

i
“*"*For this Concept refer PAf™™"

COMPLIANCE WITH DOCUMENTS ISSUED BY ICAI

—|  STATEMENTS [ STANDARDS —-[ Critical for proper accounting ]

& auditing by members
|

[ Mandatory in nature unless specifically exempted ]

+

*

(@NO--SAINTRO.05)

™

Duty w.r.t. Statement on Duty w.r.t. Statement on
Accounting ) Auditing
4 !
B i

Examine Compliance in

Ensure ﬂh-?t audit is

preparation & presentation of FST performed as per them
! 1
If there is deviation disclose If there is deviation disclose |
in audit report it in Audit Report

-

| GUIDANCE NOTE |

L.[ Provides guidance on matters which may arise during accounting or auditing |

!

Recommendatary in nature, if there are justified reasons,members may not follow them |

*

*

Duty w.r.t. guidance note on Accounting

Duty w.r.t. guidance note on Auditing

L

} }
Examine compliance in preparation Ensure audit is performed as
& presentation of FST per them

-

!

I

If there is deviation auditor should
consider whether disclosure is
reguired in audit report

ENO--SAINTRO.200

e . . L. .
If there is deviation auditor should 0
consider whether disclosure is

reguired in audit report

DUTY OF MEMEER OF ICAl

q- ‘

| While discharging attest function (Certification, Audit, Review, AUP) ]

i
Mandatory to follow relevant standards [ Statements
i

[ If there is deviation (material departure) draw ottention in its report ]

03

ENO--SAINTRO.250 (@NO--SAINTRO.01)

OBJECTIVES / ROLE | FUNCTIONS OF |AASE

-'-[ Formed in 1977

L

| IFAC Formation | |/ Objective to harmonise Accounting & Auditing ]
& Objective

3 -r[_peveiaped' IFRS for accounting & I1SA for aad.r"ﬁﬂg ]

L[ ICAT is member of IFAC, duty to implement in India |

~ | Established by IFAC |

Il ' 1AASB Formation '__r Objective to develop & issue high quality
& Objective Auditing Standards in Public Interest

; L, [ Independent standard setting body J

o T

— _-mﬁ‘“erent standards & pronouncements issued to achieve objective
1
[ High guality standards & guidance ]

T = T 1
For audit of " For other For other
For other :
FST (5As) related Quality pronoun-
assurance :
3 . services Control cements
Generally accepted AEfRiEES (srss) (s9cs)
& recognised by < } 1
Z
= o s & I-" N
-'[G P, ] on F;lancm} P
f . advancing
--LBankm? Rt?gul'atnr ] Mo Tissnctal sablle
| Securities Regulator ] matters (SREs understanding
__[ o ] | & SAES) (1mplementation
s Guide, Hand
-r-l‘ ,q,;ﬁﬁitgrs ] Book I‘-“HJ
=y

-[ Other key stakeholders ]

CNO--SAINTRD.260 (MCQ--INCS.02.5, INCS.09.5)

+* +
History | |_ Objective of AASE
: ! - 2 o ;
In 1982 ICAI constituted Auditing T revien To identify | =
Practice Committee (APC) they existing & el
use to issue Statement on Auditing W emerging FEVTETan OF To Formulate
Pm:t:‘.-:ei (5APs) | practices Ben i / Develop
In 2002 APC was converted to AASB W |hm'rj"'."&':"”'."rE e EgirEdll f
and name of SAP was changed to
Auditing & Assurance Standards (AASs) 3
l
In 2007 under clarity project existing - Engagement Standards
standards were revised, new standards _
were issued under nomenclature - Standards on Quality Control
Engagement & Quality standards - Guidance Notes
- General Clarifications
- Technical Guides, Practice Manuals,
Studies & Other Papers (TPSO)

CNO-SA200.020 (QNO-200.01,200.03)(MCQ-200.2, 200.4, 200.6, 200.12,

Point | |= | financial reporting framework, If it is fair presentation framework, we have

Part 4-- SA 200

200.14, 200.16, 200.17, Incs.07.1, Ines.18.2)

OVERALL AUDIT OBJECTIVES

Authorities has established Accounting ‘

/xudit§uruin

— Standards & F5T Formats for entities (Applicable FRF)
- Auditor’s overall objective is to check fallowing points -

]
Express opinion whether FST in all material respect are as per applicable

to additionally specify whether FST give TE&F view.
l

Point 2 |=

For this obtain reasonable assurance (High Confidence Conclusions)
whether all material items in F5T are free from misstatements.

L

| Point 3 |--| Misstatements can occur due to fraud or error ]

[H”-H;.l-!"il F}nﬂfy_ draft 're::ra&' m {‘i-mi‘-‘r-rgs & SAs & communicate client ]
l -[ Decision ]
L | Efficiency ]
 Not an objective to comment on ]--r | Effectiveness ]
- [T’mﬁtyﬁmdaﬂc& ]
- l Future Viability ]

CNO-SA200.040 (QNO-200.09, 200.1S) (MCQ-200.20, 200.), Incs.07.9)

INHERENT LIMITATIONS OF AUDIT

- — -
- Auditor is not expected & he cannot
- Reduce audit risk to zero
- Hence no absolute assurance
- Because of Inherent Limitations
- Which leads to persuasive evidence rather than conclusive evidence
b
~ _,,-
I T 1
| Nature of Financial Repﬂrﬁﬂgj Nature of Audit Procedures | ‘ Ti"?: rtit Cost J
- . :
Judgement by management 1 | Practical & Legal Limitation _ '
in applying FRF _ | Expectation of users
' (Mot Related | for reasonable time &
: g reasonable cost
( Farthar it oot 7y | @ Intentionally or un-intentionally
» Degree of uncertainty information not provided or }
(Provisions,) misinformation is provided by mgt | Delay reduces value
o Bors ot ik abici Sophisticated designed & |
i pres concealed frauds eg. Collusion,
(Dep./ Inventory) Falsify documents. Auditor has to
* Subjectivity : S . '; balance time & cost
(Goodwill, Brand, Art) Auaitor Relat

-

/| ® Not expected & Not Trained to be

expert in authenticating documents
* No power of investigation/search
_® Use of sampling

Continue on next columm,..

CA Ravi Taori

) VSWART
/ ACADEMY
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+
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!
[ Hence has to do

Appropriate plaming
l
Difficulty, Time &
cost (bTC)

!

[ There is whether, altermative audit ]

procedure providing persuasive evidence

+ L
(%]
i 4

Avoid audit We cannot avoid
procedure audit procedure
involving DTC fnvealving DTC

ENO-5A200.060

(QNO-200.18)

POTENTIAL EFFECT OF THE INHERENT
LIMITATIONS OF AN AUDITOR'S ABILITY TO DETECT

MMST IN CERTAIN AREASJIOTHER MATTERS THAT
AFFECT THE LIMITATION OF AN AUDIT

L
Because of inherent limitations auditor's ability to detect material
misstatement gets affected in certain assertions or subject matter as ‘
given below, these matters make auditing procedure further difficult

[ shortcut — FiRaNGi ]
1

+ + *
Fraud where senfnrﬂ' ( To ‘he‘:? Eﬂﬂm‘:i & Non-compliance (To identify events &
: completeness o of law & conditions that ma
(ST s e Related party relationship lation Foct Goi 4
invalved or collusion | | g transactions - idiaidoni fadia i
|

| Relevant SA give specific audit procedures to mitigate this effect of inherent limitations |

ENO-5A200.080

SUBSEQUENT DISCOVERY OF

MATERIAL MISSTATEMENT

Subsequent discovery of material misstatement whether due to fraud or error does
not mean that auditor has failed to comply with standards on auditing

1
[ To evaluate whether auditor has performed audit as per Standards ]

on Auditing we have to evaluate following things then conclude

+ + + +
8 D h 4 /" Further auditor cannot say that
Audit Sl Eoeluation:of s belcause of mhere:nt J‘.rmrt.:?mﬂ ##.j
: 2 : relied on (got satisfied) with audit
procedure evidence evidence Caudit : e i
e i bt rae P evidence which is less than persuasive.
i #e (Not a protection against
\ y € poor guality audit)
09

ENO-5A200.000 (QNO-200.19, 200.2] 200.2%)

" _ Ethics provide principles of conduct
- What is morally correct or incorrect

(& Principles to be followed to have ethical conduct

| Mandatory for Auditor to Comply with |
|

(Mcq- 200.7, 200.8, 2009,
200.19, 200.)1, Ines.32.2)

ETHICAL REQUIREMENTS & INDEPENDENCE

- Code of Ethics of respective profession provide ethical reguirements

i

I 1
[ Ethical Reguirement (To be ethical) | | & || Independence |
! l
| Is expressed as fundamental Principle of Professional | | Independence of |
1 1
— I 1
| Ethies given in Code of Ethies issued by ICAI | | Mind || Appearance |

i

~ Enhances ability to Act with |

|- mtégﬁtg ]

| ﬂq,fectfvity

J

[ Short cut — C'Bl Office explains Ethical Requirements ]

@

( Professional |
Confidentiality || Competence

‘ Prof. \ ‘ Integrit \
Behoviour S

e e o e

‘ Objectivity \

+ Independence

[ for other Assignments = Only Ethical Reguirement
(A ccounting, Taxation ete.)

—

ENO-5A200.120 (@N0-200.25) (MC®-200.9, 200.7, 200.8, 20012, 200.20, 200.3, 200.5)

PROFESSIONAL SKEPTICISM

Attitude to remain Alert for condition indicating possible misstatement
(Don't just blindly rely on past)
+

Including
I I 1 .
[ Questioning Mind ] | [ Critical Assesment |

|
|__Examples : Shortcut -C-FAR |

[©) (4] (&)

4 4 ' 4
1 i

Contradictory Conditions including || Audit Procedure 1 {-‘Hi"ﬂ which guestions Eeh'a&:r'h'tyJ

.Jj‘f Due Care
4 ' P
- - | Attain & | Honest | :
i Keep info maintain prof. | m.l'th fm-f & |: Siraiaht F . Mk ::ﬂ:;tphrmw:rrse
amm?d ﬂ:f " kmmﬂe:;; . regulation - (straight Fonsard ) prof judgement
a result o L Bl | - ' —
professional = ( Avoid conduct "\ |_Da not ﬂﬂ”ﬂfﬂtﬁ' with | l.
or business LI : I'"f"-':t which brings -!_ Communication ] Avoid |
relationship _ Diligently | discredit to . (et ] —
. confidential : l profession Bias (strong
1  As per - Reports | || faveur or o
7 Exceptions technical , against people
[ Bnceptions | i . | Other infa | i )
Required | | tandards ! = 1 p——
by law Sec _ e s Conflict of
143(12) f diligent means materially lnfo P lnterest
Permitted | 1 | falseor || Provided || could lead to (Personal
1 f Undue \
; * . .S influence of
Carefully = Throughly | Timely = others
. ' ' ' (:E:-:teme;!
Pr
For audit Assignment = Ethical Reguirement | {Jiifr;: 1

Evidence possiple Fraud |fin addition to SAs of Documents & Responses
t t
T
[ Reduces risk of |
+ :- +
[ overlooking | | Overgeneralisation | [ Inappropriate assumptions |
[ _D_qr;r'_t misinterpret Prof Skepticism _.E
|
Questioning Mind |
PS = Be Alert & A
1 | PPy | | critical Assessment |
) 1
__If after applying PS | Don't disregard past
I L 1 experience of honesty & integrity
{ 3 .
I s Doubt over }
L | | reliability | But don't show blind faith on it
4 T : ;
© Accept | Lmv&sﬁgate J Solution is always
Document _ﬁ"_”hfr— l :
| as genuine ( Mo dfﬁfﬁdﬁf  first apply PS
audit procedure " see if there are an

_ reliability isswe
_ i
|' And then decide further course of action,
also considering past experience

CA Rﬂ\fl Taori
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Part § --OTHER CONCEPTS

ENO-CIOC.020 (QNO-COA.07, COA.08, COA.0%, COAll, COA.I3, COAIS) (MCQ-CIAL)

ENO-L10C.050 ENO-CIOC.060

RELATIONSHIP BETWEEN AUDITING & OTHER DISCIPLINES REFERENCE OF SCOPE IN EL & AR

(Recollect subjects from Foundation & Inter)

SCOPE OF AUDIT

£
o
>
h
=
©Q
=
3

I 1
| Range of Activities ] [ Engagement Letter | [ Audit Report reference of scope in ]

-[:| Sound GAAP Knowledge is required for audit |-[ Imp of Afc | 1 ~ | ] | ]
--ﬁccaunts - ; i it ' - 1 ] hy i
EEGey  Auditing review FST, result of Afc process ]"‘[ lmp of Audit ] _ What we do in Audit | ‘ Explain scope in EL and ‘ [ Explain it in report so that users 1

‘- ‘

} get it ﬂjﬂﬁ"d b&‘ client get better uﬂﬁfﬁtﬂﬂtﬁﬁg & there

I

- | Business Laws - & | Ultimate objective is to give opinion. For this we do following | is no miss communication
L | _ﬁﬂﬂj SE t}]‘.ef.f 'ﬁ*’iﬂﬂf;ﬂ; —- HeatE Lt | = = - Lhzl= *
R— I Ll
a3 i | ™ s Y 2 : |
- Law | = - Laws of contracts | |, , &_ [ Basic Accounting Dota ] I Presentation in FST ENO-C10C.080
<\ _kwowledge of || | Negotiable instruments accounting impact on n — —
- : |\ Financial items CommpaRs SaL & Nrosinimg COVERAGE OF ENTITIES
ad Taxation Laws = { Whether accounting data ] = Data whether FST properly -
, = is complete & reliable summarizes accounting data
| Demand | ) J [ 7 ; ] [ . 1 ]
I : EY Business Oriented Entities Non- Profit Organizations & Trusts
. - | Supply | [ For this e | f;?hm::;"g Hﬁ*f}?ﬂ""‘:ﬁ”ts " g
'*' i : s T 1 ;i ’ FO1CYs - : [ Sometimes audit is mandatory to get
L Production ] Helps to confirm economic | ¥ T Estimates, Presentation, [ Generally covered in Audit ] | 3 Gove. Gronts ToK E i
o e ] il changes in entity | understand &Test | | Themwe check | . Disclosure ' Bt ﬂ_h' T e
: } l [ Governing Bodies, Members, Beneficiaries |
-[ Economic Emviromment J Helps to evaluate future 1 [ Internal Control Systems | Einancial Transaction - n:rémt a;drt tﬂl i;e J:q‘.-‘rmjuqeﬁ to prevent &
- — — : . 2 Balances L tect financial irreguiarities
-.i Role of Govt. ] assumptions & estimates J 1 o
- e 1
L Macro | 6 — ] | Then Afe systems |
L PR [ T 3 ENO-CI0C 100 (GNO-COA.I7)
™ | Audit sampling needs statistics knowledge [ What we should not do ] [ PN O S OPE: ]
' A 1l & 4 }
~  Statistics & Maths - : : - ASPECTS TO BE COVERED IN AUDIT
|| To check complex computations mathematical Activities which are beyond [ Mgt. stops audit activities ]
| _knai-aiedge is required (E.g., Cost of lnventory) our competence (Knowledge, NI T i
. [ Behavioural Science (Helps understanding & predict human beh aw‘mr}] Training, Qualification) If not able to collect SAAE [ Examine Internal Control System ]
set it out in Audit Report

" Involves lot of interaction with client ~| Test of Control related points | | Examine Accounting system )

| employees £ own team ) CNO-C10C.065 [ Whether material inadeguacies & weakness l

* exists to prevent & detect frauds & ervors
Involves evaluating 1C5, which depends

R pEL o Wy _on human behaviour } SCOPE OF AUDIT - WHAT IT DOES NOT INCLUDE . Substantive Procedure related points |
Helpful in | | _
)

" Involves understanding decisions, i
~ | Management Audit |—| behaviour of top management & eval-
 uating how it can be taken to next level,

~ | Financial Audit  |—

e ; - " check validity of transactions as per Law,
FOr S Concept [etenay " Regulations, MOA, AOA, Contracts etc.

LS

; . CNO-C10C.050 N -_*;'--&Eeck authenticity of transaction entered
tnternal Control J Performance depends whether employees : | (TARSAEHons T n Books with supporting documents

| cNo-clocoso Lo
System (ICS = | understand, accept & implement systems =
4 (les) = ’ = P = |, Ascertain proper distinction between Capital

Important to understand | | E.g., By Product, Joint Product, Process : i .
--l Production J"’ production process & = Costing ete.it affects accounting & cost "***Ear this Concept refer Pdf™ .| Ensure all transactions are posted in Books of Accounts |
costing system of inventory . ;
R . ENO-CIOC.055 . Check arithmetical accuracy of balances of Books of ]
o Financial Management ] Accounts _

. | Balances

- ; . T L i i.r’eﬁf'y assertions related to balances (Assets & Liab)
-*[ Audit of Financial Institutions | WHO APPOINTS AN AUDITOR | Existence, Completeness, Valuation, Rights & Obligation

= Trends in Financial Market

q- ‘

L Govt, Actions

Evaluating Financial positions

, — o """Far this Concept refer Pdf™" If its audit of corporate body ensure compliance
. Financial Institutions & performance . of statutory requirement

]
)

" Financial Technigues 1 " Reasonableness of Finance | ENO-CI0C.058 -[ EST Related Points | [ Whether B/S, PEL gives True & Fair view ]
J

| (Ratios, Capital Budgeting related Inc/Exp/Asset/Liab

L J [ Report opinion on FST to appropriate authority J
= ? i
Revolution happened in 11 . : TO WHOM REPORT IS SUBMITTED BY AN AUDITOR ! | in proper format
i

processing accounting data | Check isnstner compyter
[ Data ] % s

| Kknowledge of |

systems are working properly "***For this Concept refer Pdf™*"

Processing How info is documented,

records are created in system, e
Information collated in reports ) \

Use them to extract more
information relevant for auditing

05

+
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ENO-CIOC.120 (@No-c0oA.27)

QUALITIES OF AUDITOR
+ : L)

[ Professional/Technical Qualities ]
L

[ Personal Qualities ]

+  Ethical Reguirement Related

Knowledge of |
_[ s : | Integrity ]
-[ Business Practices & Transactions W ]
..[ Accounting J = Prof Competence & Due Care ]
I:[ Various Afc Systems J | Prof Behaviour ]
Alc Treatment of J ~| Confidentiality ]
Transactions & Events L TR e |

-[ Auditing ]
| Latest Developments
[ pm

= Application of practical approach ]

= Analytical in approach

L

[
[ )
-r[ Firmpess & Patience ]
[ Commaon Sense ]

CNO-CI0C.150

(qNO-c0A32) (MCQ-CIA.I3)

INDEPENDENCE OF AUDITOR

q- ‘

[ Concept of Independence covers 2 aspects as per code of ethics issued by IFAC ]
|

+ L)
l Independence of mind [ Independence in appearance J

- Not being dependent

L[ Should not get into circumstances

..i Should not ignore facts
}
" That are so significant that they create }

- Not be under influence [ condition

" Such as financial, personal
~ relationships, business relationships

L or any other condition/ circumstances !
SR £ 2
[Iﬂhf‘:h affect auditor’s ability to act with (10P) ]

[ mte;rity ][ﬂigfechfty ][ Prm’-'essmna; Skepticism ]
1

doubt about auditor's ability to act
with Cloe)

| Essential characteristic for accountancy profession

..[ Critical for framing proper opinion on FST

N— S—  S—

_.[ Independence is influence free state of mind & also
appear to exist to all reasonable persons

!
i Circumstances may create threats to Independence ]

L

[ Identify Threats

l Apply Safeguards ]
] Eliminate threat or reduce to acceptable level ]

CENO-CI0C. 160 (ONO-COA.33) (MCR- CIA2, CIAS, CIAS, CIAT, CIAN, CIAI2)

THREATS TO INDEPENDENCE

| Shortcut —Iam FAIR |

m B B D

|

Familiarity
Threat

Advocacy

Threat Threat

Self-Interest |
Threat

Self-Review J

Intimidation
Threat

S

Circumstance where Firm/Partner/
- ] Self-interest Threat ]-[ Definition ]- Associate is in position to benefit
from financial interest from client

L[ Examples (Business FFLE}]

|  Business Related | —| Close business relationship |

| Undue dependence on client fees
~ Fees Related |- - '
: - L| contingent fees

-*[ Direct financial interest _]

-*[ lnvestment Related ]-

..| Indirect significant financial interest ]

~|  Loan Related |~ Loan or Guarantee |~|To or from concemed client |

-[ Employment Related ]-[ Potential emplogment with client |

. ' Circumstances where auditor develops close R
~| Familiarity Threat |= Definition |~ relationship & becomes sympathetic towards

client
le Example ! a—

+ Member of engagement team having close or immediate family relationship with

| Director ]

[ Officer of the client ]

‘ With an employee who is in position to exert direct ‘
and significant influence over subject matter

=~ Former partner of the firm |

| Is a director |

[ Is & Officer ]

Is an employee who is in position to exert direct
[ and significant influence over subject matter ]

--_FHauing long association with the client

--{ Acceptance of Significant gifts or hospitality ]

" Situation where auditor promotes or is

perceived to promote clients apinion so
much that people may believe auditors
objectivity is getting compromised

-[ Advocacy Threat :i- 'L Definition ]-'-

Auditor is helping company in listing shares
or getting better issue price of shares

i Example ]

Auditor is representing client in litigation
or 3rd party disputes
Circumstances where auditor is deterred
(discouraged/threatened) to act objectively

-r[ Intimidation Threat ]-h

Threat of Egpﬁacement

L Example |

Pressure to reduce work
| Threatened with litigation

=
Review of any judgement or
conclusion reacted in previous

\_audit or non-audit engagement )

" Member of audit team was i
previously director or senior
kempiﬂyee of client

[ Self-Review

Threat ]-'-.[
LE Example i

& Auditor is evaluating subject matter previously prepared by them ‘
(1C5/Fixed Asset Register/FST etc.)

Circumstances ]
which involve

-[bes:‘gm‘ng & Implementing IT System

l
)
J
-[mvestment Advisory ]

CNO-CIOC.IE0 (@NO-c0A.35)

SAFEGUARDS TO INDEPENDENCE

i

|| Non-hudit Engagement includes _*[{ﬂtE;mﬂf_ Audt
@m-1) L Management Services

[ Confidence of public on audit should be maintained ]
There should belquaf.r'ty audit
l Key fundamental principles like Integrity, E:.!afectmfty, & Prof Skepticism are reguired
[ Independence is mu.s: for these principles ]
I Independence should exist as ::ne# as appear to 3rd parties ]
[ Hence identify threats & impler:ent safeguards against them ]
. Before taking any work carefully th:nk about threats to independence
[ When threats exist apply m:'egnards & eliminate them
4

[ If auditor is unable to implement appropriate safequards, he must not accept the work ]

ENO-C10C.200 (QNO-COA.07)

AUDIT VS INVESTIGATION

| Investigation | | Audit ]
EEEERET Specidl Pupese | [ Reasonable Assurance

|:[ Validate Fact J Whether FST give T&F

[ Evaluate situation ]
__ Pre Conceived Notion | | ves J No J
™

. o
[ Periodical |

M
(Findings in Audit may
lead to investigation)

CA Ravi Taori
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CHAPTER 02 AUDIT STRATEGY, AUDIT PLANNING AND AUDIT PROGRAMME

-
o
>

h
=

©
=

<

| Ist RAP then FAP |
-"l Results of RAP influences FAP ]
I

"l Reporting & Communication ]

Part |--Sh 300
 Decide & organize me&kﬁﬁs with management & TCWG to discuss
ENO--SA300.005 ™ nature, timing & extent of audit work to be performed 1™ "l RAP happens at early stage

o — -[inmmum‘mt:‘anl
Discuss with management expected status of communication of audit
PLANNING PROCESS - ELEMENTS OF PLANNING ‘5 work throughout the engagement il

|| Planning & Execution of FAP's of some area ]
s cn -:lept refer Pof  Discuss with management & TCWG regard:’n%expeﬂeﬁ ipe of reports i

TBD's before planning remaining FAP
~ & other communication both oral & written for Ex. - Audit report, | Reporting CNO--SA300.100 0-360157 (NCA-3001%, Incr 0.2 lnes 62,0
management letter & other communication to TCWG - QN cq : :

CNO--5A300.010 b L g

Finalize timetable of reporting such as interim & final | RELATIONSHIP BETWEEN OVERALL AUDIT STRATEGY & OVERALL AUDIT PLAN

AUDIT PLANNING L[ Preliminary engagement activities & factors significant in directing ] S T - -
1 o = . . Generally first we make overall audit strategy & on that basis we develo
I _ 1 -[ Identifying areas of risk of material misstatement (F5T Level) ] [ i : i) : : F
l First prepare Audit Strategy | | Then prepare Audit Plan | e S s = = audit plan so as to achieve audit objective effectively & efficiently
" | Consider results of previous audit regarding operating effectiveness of internal i }
CNO——SA300.020 (QNO-30003) (MCQ- 3003, 300.5, 3007, 300.9) control & deficiency identified & action taken to address them. Framing audit strategy & audit _i:fimr is not necessarily a discrete
a 4 L {:une time a:trwt_gr}, It 15 a continuous process
| Volume of transaction during the year which may determine whether to rely : ___ - N
ESTABLISHING OVERALL AUDIT STRATEGY ik It is not sequential also that every time strategy will change & then audit plan
(OVERALL AUDIT PLAN) - -- e X ..
_ CNO--SA300.060 (QNO-300.07)  (MCQ-300.12, 30015, 30016, Incs.02.1, Ines.02.2, Incs.09.1) 3. Sometimes first audit plan may change & then after oudit strategy
| shortcut - Rajasthan SRPF | 1

Characteristics Reporting Pisdnkadlis _." ﬂ;tws
NTE of of engagement objectives 4 L Fr.-_:lmgc-r.!-?er significant | Following matters should be decided while establishing strategy ]

Respurces defining £ Nature of AR s aap in directing
SCOPE P Eormmunication Fhﬁ p 3 kep?gagemenf TE'-:J'mJ : -..[ T ] PLANNING, DIRECTION, SUPERVISION & REVIEW

@ @ [3 OVERALL AUDIT STRATEGY FOR i They are closely interrelated to each other I
! : " ! . i &3 L RESOURCE MANAGEMENT
- e

Amount of Resources RUtREeE o el l Reviewing work of [ Following factors should be considered while planning DSR
ENO--SA300.040 CULR L L2 || to allocate to specific  Experience of members | || For || other auditors in ; — :
N | group audit [ Shorteut — CA'TS are good al planning ]
ik | Audit Budget in Numbers | : :
FACTORS CONSIDERED FOR DETERMINING OVERALL AUDIT STRATEGY l | L[ High Risk Areas_ | | [L¢] - (complexity of the entity |
(FURTHER DETAILED EXPLANATION OF EACH FACTOR) allocation/Deploging _ ?Hﬂmji " To high risk areas @ - Area of audit _ ) Yy - -
resources within £ f:”e*::s 5!-::;3,: _I: NS [ I.s,] = Fﬂﬁ ced risk of material misstatement 7-*[ Eg. Increased RMM will increase DSR ]
_ . specific audit areas b:P;Jnmte y s Complex areas [ T ] 5 ﬁéﬁ"” membet aplabilities £ Competence "']_, Eg. -Prod Process Issues 1
~ Resources | gy &a 0 09 . o rm - Y - _ _ ~Inventory will become obselete
Select engagement team & assigning audit areas to team members " Timing of o Ahd e mf‘ren HNESE e HiIENa e Eekuyes £ JJitior el the ey ] =GN SEMAE Y Dk ;
Chigh RMM areas to experienced team members) ~  deploying |= | in an audit whether at an interim stage audit or at key cut-off dates | -Extent depends on Team Experience |
— — buui'é ’ o ’ | resources | (B/s date - 31" of March) ]
- Prepare engagement et specitying appropriate time for all areas ' =
_ (more time should be allocated to areas having higher RMM) Auditor should Further it should be decided how will direct, SNSRI E (g0 )72 \Meq-amn)
.(Characteristics befning SCOPE_) — [ Scape of hudit ) resources | | mamer e O SR T
— - igeiia. e - engagement partner review,) of team
} Mawnagement whole team & what j i CHANGES TO PLANNING DECISIONS
P IO T should be the members & whether this assignment needs "
: ' € Y, reporting hierarchy engagement guality control review, (" Shall update & change OAS & 4P as necessary |
 What aspects/parts of entity will be covered? || How we are going to check? | !
' : ]‘ : S| CNO--sA300.080 (QNO-30023) (MCQ-3001, 300.2, 3009, 300.6, 300.8) e g il Kt d |
[ Every assignment has unigue factors (characteristics) which affects SCOPE i : - : p : \
/ DEVELOPING AUDIT PLAN | Changes in Result of | Result of Audit
| Example | Condition unexpected events | | Procedures
: 3 z - i
| Decide audit coverage including number & location of components " | Determ;lne i ) ' Further if there is revision in assessed risk modify NTE of FAP |
(Cbranches/ subsidiary) E I T 1
.| Decide number of business segments to be audited |+ Planned Risk Fianned Further Planned other Audit Procedures (OAP)
: N Assessment Audit Procedures e CA Ravi Taori
L, Decide whether to use audit evidence obtained in previous audits for | How | Procedure (RAF) (FAP) i : VsMART e
Risk assessment & test of control _ 1 How | 1 y 1 % E
4 J ACADEMY |5384% ﬁf}m X
Continue on next column... AUd“’gU" U.in E.ﬂ_ éﬁm
07 Toubts Talegram
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ENO--SA300.160

ADDITIONAL CONSIDERATION IN INITIAL AUDIT ENGAGEMENT (IAE)

[ Additional Activities Prior to starting initial audit ]

1
+ *

[ Acceptance procedures J [ Communication mfth]

as per SA220 predecessor auditor

ENO--SA300.180

(QNO-300.27) (MCQ-30010)

DOCUMENTATION OF AUDIT PLAN

+ + +
0AS [ar ]  Significant changes in OAS & AP
7 ! !
Eﬁ;z;,‘gﬂ” fﬂ":_ﬂ' Record of planned NTE of | | Record of significant changes in
proper planning | RAP | . q&;l@p
& communication
of sighificant matters -‘_’ | m_h ﬁﬁ.ﬁﬁi_&_s J
L
Summmary of 0OAS ‘P Final EJ-:S £AP
can be prepared in the .
form af mﬁmam:?dum " Standard Audit Programs/  Response to changes
(document containing Checklist Tailored as per
key points) Particular engagement

ENO--SA300.190

EXAMPLE OF MATTERS WHICH SHOULD FORM PART OF AUDIT
DOCUMENTATION WHICH ARE RELATED TO PLANNING STAGES

In Logical Sequence

Past Audf:ar's report |
Past Other reports as speciﬁed‘:'n the engagement agreement
(e.q., debt covenant compliance letter)
[ Other communications or a;reemems with TCWG/MGT ]
[ Summary of discussion I:J'ﬂ':l key decision makers. I
# E':f?f..".‘?F‘F??’f.;'?’.!?ﬁﬂ?ﬂfﬂﬁ?ﬂ_
Documentation of audit e:::mn: ittee pre-approval of services ]

Part 2--OTHER CONCEPTS

(ENO--£20¢.020) (QNO-€20€.020) (MCR- Incs.34.2, ncs.53.2)

AUDIT PLAN TO CONDUCT EFFECTIVE AUDIT

~ Well drafted audit plan ensures

| Efficient use of resources ]
['T;'me.'gr completion of Audit ]
| Effective high quality audit report |

-f_ It should have plan to cover following |
| Understanding clients business

| Knowledge of Intemal Control System
| Knowledge of Afc system

| Determining Degree of reliance on intemal control
—~| Nature, timing & extent of audit procedure

TN S S WSS e S—

-[ Co-ordination, Meeting, Communications
1
[ Plan should be revised as necessary ]

(ENO--£20¢.040) (ONO- C20¢.040)

PLANNING CONTINOUS PROCESS
L

~ Not a discrete phase (One Time)

+ Rather continual & iterative process (Repetative)

-rl Begins after completion of previous year audit

b Continues till completion of current engagement

L Auditor decides activities & its timings

T T Ty ey e e

L Made in form of audit programme
I
[ Consider (thinks carefully) following matters J

i
..|' Obtain general understanding of legal & regulatory framework |

-|. Determination of Maten'aﬁ'ty

: = [ Analytical Procedures ]
| Risk Assessment Procedures -[

[ Other audit procedures ]

L | Involvement of Expert

(ENO--C20C.060)

OVERALL AUDIT STRATEGY - RESPONSIBILITY OF AUDITOR

=3

( | ' h @ Efficiency &
:;"-':P‘:’;E; I__ Engagement partner & other | . Their experience Eﬁpﬂt:w,,f ss of
. | % key members shall be involved | enhances . planning process

i

' Discussion pl'aﬂ o

May discuss elements J

- E.g., Where client help is reguired auditor has to 1

-

with Mgt. ﬂ':F planning with Mgt. | pre-discuss with client for better co-ordination
- 7
U."Hmnt: PR . Even if OAS & AP is discussed it remains auditor's responsibility |
Responsibility

| Further care should be taken while discussing OAS & AP, it
l should not compromise effectiveness of Audit

(CNO--£20C.080)

(GNO-C20C.085, €20€.090, C20C.087, C20€.080)
(MCQ-C20C.), €20€.2, Incs.32.5, Incs.4L.l, Ines.47.), 30017 )

AUDIT PROGRAMME (AP)

[ Consists of series of verification procedures ]

| Meaning |4+ [ To obtain SAAE ]
I [ To express oppropriate opinion ]
: shortcut - ! Audit programee for Overall PACE |
f I N - 1t should rprawde minimum essential
AP should be Assistants should work called Standard Programme
‘ prepared |-  be encouraged to | ——
considering ' keep open mind - Programme can be altered as per
\ o : . kmowledge from carrying out work
* * + : *
Nature size .Eeﬁahh Seco ’ A i
Composition I1C5 & H"ﬂ of t e es i ﬂn;ee}fpy:;d
of Business System work : J::uf beyond the
m::: ;T:i:e programme &
4 # increase oudit
Toppe: procedures
. -~ A
L l 1
Note & Report significant matters to
Engagement Partner/ Proprietor/ Senior
; [L Nature, Size & Composition of Business J
One AP not T
[ practic o | Reliability of ICS & Afc system Eud Vary
| Scope of work ] |

[ S0 one AP to all business in all circumstances not practicoble

|

of work, so that no time wasted in unimportant matters &
special matters are properly covered

[ Make suitable AP for each audit s_p&c::‘:grmg in detail nature

Periodic Review of Audit Programme ]

"1, There shau.fddbe periodic review to mf;,ﬁgt :Lf :ni:gf E:,y
ensure AP is adeguate & appropriate iy ;
_ to obtain SAAE through periodic Review )
i
(2. If AP is obsolete due to n ﬂrghgence Till the AP is not officially
+ in periodic review, whole audit will changed, assistants
L be considered as negligent gjm.-jﬂf Followa it.
"'?E. Example |-1 e : : =

Above point may bring

" Branch changed its business policy rigidity, but periodic
from vehicle finance to real estate review will ensure proper
finance. If AP is not changed, audit changes os per input

will get mis-directed & fail,

from assistants

Continge ol next Page--.
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Audit Evidence is considered & weighted

" | to prove or disprove assertion
' Each piece of evidence should be wei
Asserr.fms;:re % a.-:cﬂdrhg.-'y decide priority of verlﬂgt?::

disproved using |7

A o = " One evidence may not bring highest satisfaction
qudt evidence _ 50 consider all ev?dema avm‘.'aﬂe

|| Auditor should know what evidence are generally
available and ask for it

! }
| Variety of fields for evidence | | Example of Best Evidence ]
i

For investment pledged with a

|_ Imagine Hospital visit " bank, the banker's certificate

| Physical examination (inspection)

l “For verifying assertions about
|| | book debts, the client's ledger
] invoices, debit notes, credit
|

+ | State of internal controls and intermal checks

- | Documentary examination (Inspection)

notes, monthly accounts

| Minutes statement sent to the
Statements and explanation of management, | | [EEinment are ot suidgsce;
" | officials and employees (Inguiry) J i ¢ of these are
5 sl e i corroborative, other being

. [sﬂn'thmetr‘m’ calculations by the auditor (Recomputation) ] complementary. In addition,

. : - - | | balance confirmation
L, | Inter-relationship of the various accounting data | procedure is often resorted to

| (Analytical Procedure) | | to obtain greater satisfaction
J about the reliability of the
'|

- [.Subsidfary and memorandum records

assertion
s

(External Confirmation )

- | Subseguent action by the client and by others

evidence is 'count'

" Construction of  |——|  Following points should be considered |
5 Audit Programme

| shorteut - specs |

Stay within the Scope and limitation of the assighment

5
P ]- Consider all Possibilities of error

Determine the Evidence reasonably available and identify
the best evidence for derf'w'ng the necessary satisfaction,

™
|
p— g g

|
|
|
[

{ s 1 _[ Apply only those Steps and procedures which are useful in

Co-ordinate the procedures to be applied to related items.

accomplishing the verification purpose in the specific situation,

| — L, W WS— N NS i W

| Evidence |y Evidence is used to prove or disprove assertion

[t helps in drawing conclusions & ultimately express opinion |
lH}e use accounting as well as other records |
\What is best evidence is matter of expert knowledge & experience ]

+ [ Customer order
| Price List
| Sales managers' advice to the inventory section

[ Inventory-issue records

[ Forwarding notes to client (Delivery Memo,)

L | Acknowledgements of the receipt of goods by the customers
L | Invoices raised by the client

L | collection of money against sales by the client

_..[ Example ]—

i Mt Bl NP el e N e

(CNO--C20C.100) (GNO-C20¢.100)

ADVANTAGES OF PLANNING

[ In logical chmtwiugr'cﬂ.' Ao ]
1

[_ Selection of Assistants |

[ Helps assistants with c:ear set of instructions |

| Significantly less -:l:aﬂce of overlooking

| Appropriate attentiﬂ:! to important areas

| Identify & resolve pm.!;mws on timely basis

| Assists in co-ordination wl;*r other auditors & express

[ Can Cantr:ﬂ progress

| Guide for mc::eedﬂ.rg Year

|
[ Evidence against charge of negligence

et M S

.

DISADVANTAGES OF PLANNING

[ Shorteut - MRI” Disadvantages ]

P

M ]— Work may become mechanical, performed without understanding

[f__]— Programime may become rigid & inflexible

P, SR, SR S

u]—[ Inefficient assistants may take shelter of plan, that no instructions was given in plan

I |=| mitiative of efficient & enterprising assistants may get killed

(ENO--£20¢€.120)

QUALITY CONTROL FOR AUDIT WORK

[ Audit involves number of people at different level ]

+ L] ]

Wark is delegated | Uses work of other auditors 1 Using work of

to assistants (Branch Auditor, Internal Auditor) | | technical expert
l_ 1 1
* " T
Carefully Direct

SHPENF.SE%E Review [ Check whether work performed is adeguate for audit ]
) _ [ sa o0 |=[ other uditor |

Covered by SA 220 | sa 10 || mtemal Auditor |

| sae620 |=|  Expert |

STUDENT NOTES

/xudit§uruin

CA Ravi Taori

Auditguru

_E_
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CHAPTER 03 RISK ASSESSMENT AND INTERNAL CONTROL

/xudit§uruin

(CNO--5A315-P1,010) (CNO--SA3I5-P1.020)

WHAT IS MEANT BY MISSTATEMENT? CONTROL RISK (CR)
E s ' pt refer PDF | Controls not able to prevent, detect & correct (PDC) ]
or 5 once Fi F

(CNO--SA3IS-PLO20)

Risk that
" Definition | | Material misstatements individually or in aggregate ] : : - J
| Meaning |1+ Procedures performed by auditor J
[m assertion of TBD ]
(ENO--SA3I5-PLO20)  (QNO-315.01, 315.05, 31S.11,315.13) (Mcq 3151, 315.2, 3153, 315.4, 3I5.5, _ _Won't be able to detect materm_{__r_v_:_assmtementsj
31510, 315.13, 31518, 315.20, 315.26, Incs.08.3 Incs 0., Ines 0.2, Incs.23.2) [ besign ] | P R/CRIDR
AUDIT RISK & ITS COMPONENTS | e [ Maintenance | | IR/ | Functions of ]
e , | €an reduce it but not eliminate | b 2 >
' ' Sampling Risk Non-Sampling Risk —— Business & its || Nature of 4]
mhere:at Risk | | Cﬂ"ﬂf’ Risk I [ P ‘g i | | P; & ] iEhmmath‘I: [ Top Level Mgt Override ] ( environment 1[ TED ]M
R i ¥ h & ™ Bec Mid-Level _Collusi ' | '
Assuming no Intermal Internal Controls C";ﬂ:‘fﬁ;ﬂat Chances that acaes | Miilowl Evliden | I T
Controls chances thad aTE Hok b ¥ s et S conclusion | Lower Level Human Error | [ Not dependentJ [ N‘f ﬂﬂzm&d]
: : 085 re . Audi Auditor
transaction, balance & prevent [ detect R 5.‘““1"“’% o) iemﬂﬁ | Assessment | =|Separate or Combined | [ Quantitative or Non-Quantitative | ﬂ:" d'tl y
disclosure are B orard st matcn wi inappropriate audit = [ bR ]—*L Function of :'rl-!’dii’]
population PWAF Separate I
materially misstated misstatements (etailed in 5A 530) ) \_ procedure et. y |Big Client |~(Good iCS |~ | =~ r . T 1
y ¢ < I Team ][ Pufmm'ng][ Audit Procedures “ DSR ]
L 1 L ] K [ 1
7 ' : Not having prﬂperfy] [ combined ] I
‘ |Small Client |-{ -| -~ | RMM L 1
Risk of Material Misstatement (RMM) Combined Risk | Detection Risk | documented I€S | assessment [DEpeﬂderrt on | [ Controlled by ]
(""’hem’::t X ":“”t":“u Circumstances tf'mt t”""”‘_"f“""ﬁ - Chances that material [Inverse Relationship |- With efficiency of control | hudit huditor
balance & dasr.ﬂ'usF.rrE pnelsant?ed in ﬁr:mﬂcm . e P e l Auditor Assesses IR & CB ]
) statements are materially misstated (Prior to Audit) detected by auditor (CNO--SA31S-P1.020)

! I - Inverse Relation [Jﬂuerse.'gr Adjusts DR ]
T

[.Sa{ch‘that ultimate AR is ]
Audit Risk | RISK OF MATERIAL MISSTATEMENT (RMM) within acceptable limit

Chances that final opinion given by auditor is inappropriate. A | Chances that FST are materially misstated 1 (CNO--SAZIS-P1O20)
i ) 1 '
Unmadified opinion is given when modification was reguired ' 'I

[Fresented to m.rditar prior to audit

CS ;{
Contral Risk -[ Risk that Auditor gives inappropriate opinion ]
INHERENT RISK (IR) P e | Audit Pmm‘ms performed ~ Meaning 1| In circumstances where there exist MMST |
I =
 Dbefinition | ' l \info/Evidence obtained . [Auditor gives unmodified opinion
P ' . . . : . = o % Matter of Prof | [Rather than matterafcapabfe l ¥ | AR =RMM x DR |
Before | Susceptibility | | ' individually or Judgement of precise measurement | Equation 4 [ e J
About T. To be MMST : ~
rel'?tfdh:i::?ak ' Ass:;mﬂ i ’ i aggregate | FST Level |- e 2 desral responss
A gy | ) L - Le;fels_J sokole EST by auditor Risk that auditor reports MMST ] Insignificant Risk J
[_ Analysis of Inherent Risk ] — Assertion |_[ Relatesto |_[ Auditor decides T }m:l'uded = when they don't exist (Rarest Chance)
= } ) Level TBD assertion NTE of FAP Audit Rick | S R O I [ Loss of Reputation I
Snortcut - RD Burnman Factors . 2
- : : business risk because of Adverse Publicit
| Reosons || Always consider reasons for IR while designing TOC & SP | [ Note:- Response of auditor reduces risks to acceptadly fow leve! l ] inappropriate opinion % e / JI
Reported in FST - Other related events
- r_:.l - In some assertions Within high/low .:ategﬂne.s E.g., IR is higher in : o [ epo in ]
f hearees; ,EJ it can be high, while in |~ there can be range of case of complicated " [ Refers to difference ]_
nhirent BskJ"\others it ca below”) |_begrees of nherent isk )\ cleltins R — betneer ki)
-  Misstat £ A a ~FLUEl
Business Risk also ] [ E.g., Technological Development may make ] T:em?;:ﬂ !‘ as per applicable FRF
Influences IR F fixed assets or inventory obsolete
!

S

| In the Entit E.g., Lack of sufficient working capital
Factors H: - 5’]“[ § s

Influencing IR

 [Lcom arise because of ]

1
_ Emor | For this Concept refer PDF

In its o : ;
- g I F
| e ; [ E.g., Declining Industry & Large Business Failures

e

10

+
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(@NO--1£5.43)

(CNO--5A3I5-Pl.022)

CONTROL RISK ASSESSMENT

| Consider following factors
' !
| Shortcut — ACE-Industries |

e [ Control Reliance |

| & || Approach of Testing |-

-[ Substantive only strategy ]

- | Strong CE |~ [ Improves PDC & reliability of I€5

m_[ Control Environment J..l Weak CE E-.L.Eeduces PRC & reliability of 1€5 J
— influence '

| But only strong CE does not guarantee |
"| specific effective control J

& )

Expectation of operating ]_[[ High Expectation ]"’[ Be extra careful ]

effectiveness | Low Expectation |~| No need to worry |

Evaluation of IT processes 1_[:[ Application controls I
related to | IT dependent manual controls |

.

=,

Example of Controls |

L}

|_’. For occurrence of sales ] [ For Completeness ]

1 L4
e [ No s.:;:fhs entry without
snipping report ) L
1 Regular reconciliation of guantities
No shipping report till goods shipped to guantity billed
S 2 L actually dispatched : + Ny

Controls Compensate Risk, that
means they compensate
What Could Go kirong

i
[ Several controls operate collectively, }

to ensure real sales in FST
1

Assess whether all controls
npemﬂnf eFFectﬁre\fg

(QNO--315.02)

(CNO--SA3IS-PLO24)

CONTROL RISK ASSESSMENT WHEN
CONTROL DEFICIENCY IS IDENTIFIED

~ Auditor performs __[

Controls 1_[ Control Bisk “Rel
ToE 1

.~ on
Effective Assessment (CRA) — cControls” (ROC) 1

- [ Communicate to Mgt (letter of weakness) ]

L. [ Report on Internal Controls

_{ Controls J
tmeffective

™| (crA) = “Not Rely on Controls” (NROC)
L | Update Audit Strategy

Effect on Control Risk Assessment ]

| consider all contrals |

" More than one control [ Mitigating Control fd?ﬂff'ﬁﬂf, ]
. for relevant assertion Tested & Effective

| [ Compensating Control Identified, ]

| CRA =ROC |

Tested & Effective

Special Case |~| Control Ineffective, No other control for that assertion ]-[c.E.ﬂr = HE-::I:“.‘]
[ Affects one What e:a:fd Go Wrong (WCGW) ]
[ Protects other t-.}.l::rt Could Go krong ]
[ CRA = “Eeﬂylan Controls” |

4
| Perform additional substantive procedure for such WCGW (Risk) |

"

(ENO--5A315-P1,030)

OBJECTIVES OF AUDITOR

1. Understand entity & its environment including 1€5 (RAP) |

S T - : -
L This provides i _{ 2. ldentify & J__ [ This provides J__ i :: pif;f:tf ;;Hdil ;m;:ﬂ :&t
basis | ""5"‘_55":— kMM basis risk to acceptable level
+ +
[ At 2 Jevels ][ Due to Fraud or Error ]
Jem——————

| FST | | Assertion |

QNO-315.05.50, 315.06, 315.06.50 (MCQ-315.7, Incs.23.9, Ines.10.4)

(CNO--5A3IS-PLO%O)

STEP - )
Definition 1= [ To obtain J-l:( Enti'tg' & Environment E]. To i'dentffg 2 A
[: I understanding [ Including 1C5 } e B J

[ Inguiry ]
" shall nclude )-E[ Observation & Inspection |
| Analytical Procedures |

RISK ASSESSMENT PROCEDURE
(HOW TO COLLECT INFORMATION)

[ Further detailed discussion of risk assessment procedure given above ]

- Inguirg |
-[ Shortcut ]—r[ As per the importance with respect to entity |
-| TCWG | —| Helps auditor to understand the environment in which
FST are prepared

Identify & Inguire With people given responsibility of risk
management within the entity if working fine, it will be helpful to
identify operational & requlatory risk

= Mgt —

f Understand design & effectiveness of internal control system ]

| Internal Audit
personnel Lhether management has responded to findings of internal ]
auditor

~ Inhouse legal counsel | —| Understand the following

1
+ + + *

Law & | Arrangement with business | |'_ Aher | C
regulation partners (such as V) || Contractual terms __"'thgaﬂﬂ”{!

Understand system changes, system 1
controls, failures & its related risk

Marketing strategies, contractual,
arrangement with customer, sales trend

| Information system personnel ]—*[

~  Marketing & sales personnel | —
ng pe

"'i Employees | — Inguire with Elmpfayee.:: inveolve in initiating, processing,
J recording complex & unusual Transaction

~| Analytical procedures '

Collect both financial & non-financial data. For Ex. Sales & square foot of
sales, square footage of selling space, guantity of goods sold ete.

L.

...:. Computing ratios, percentage, graphs & comparing them may help auditor
 unusual & unexpected relationship

{

If analytical procedures are performed on aggregate data at high level then 1
it may provide indication of material misstatement,

*|
|

= It may give auditor new information which he was not aware about.

[ Results of analytical procedures will be useful if it is consistent with
" | evidence from other audit procedure

i
|

Continue on next columi...

(ENO--5A315-P1.050)

L Observation & Inspection

| Visit premises & plant facility |

| Observation ]-l:

| See operations |

-
o
>

h
=

©
=

3

| Inspect docurents, record, internal control manual |
[ Inspection ]-I: '

I_ Read reports prepam::-‘_ by management & TCWG |

RISK ASSESSMENT PROCEDURE USE OF
INFORMATION & RISK DUE TO ERROR & FRAUD

STEP - IA

~ | 1. Info obtained in RAP |
i

Primarily used as basis for |
Identifying & Assessing RMM J

2. It can be used as | [ Bt € conant ]

audit evidence for || | Substantive Audit
Procedure

:_- Use of Information —

Hence auditor may choose | r— ]
to perform Concurrently for
FST item if its efficient

[_RMM includes both ROE & ROF |
-[ ROF is significant ]

}
[ Need to follow requirement of SA 240 |

3, Option {[ RAP + 14 - RMM |

5P ]

|'- Risk due to Error & Froud

}

(@NO-315.07)

(CNO--SA3I5-P1.050)

STEP - IB UNDERSTANDING ENTITY & ITS ENVIRONMENT

I Industry Related | —| Industry |
N | 1
[ Regulatory Requirement }
1
Other External Factors (Including Applicable
Financial Reporting Framework)

(2. Noture of E,,,m;&r. | Ownership & Governance |
Related Points ]
| How entity is structured & financed ]
1
Types of lnvestments (Including investment
in special purpase entities)
4

e

[Its aperations

3. AP Related Points |— | Selection of AP ]
]

[ Application of AP
i

| Reason for change in AP |

1

4. Financial Performance Related —r[ Measurement & Review

)
1 -
5. Objective & Strategy Related —| Objectives |
)
]

]

[ Strategies

'
[ Related Business Risks

G Scanned with OKEN Scanner




(CNO--5A315-P1.060)

o INDUSTRY RELATED POINTS

(@NO--315.08)

-'[ Product ]
-'-i Price ]
mdu_:.r_stry |-[ E.g., Competitive Environment ]-n-' Includes '|--[ Demand ]
\ *[ﬁgfﬁcaiﬁi&dsnmf ]
4 .. - l
Regulatory Requirement -r[ E.g., Effect of Regulations
T (Fechnological Developments |

(including Applicable Financial --[ Eg., ] [Eﬂer:qy Supply & Cost
Reporting Framework) [Suppl'.r'er & Customer Relationship ]

: x — _— —
. Related Parties || Unified Buying Groups |

(ENO--5A315-P1.050)

o NATURE OF ENTITY & RELATED POINTS

| Ownership & Governance

l | Complex structure | | Significant complicated inter
| How entity is L@{k of Holding co's. company transactions
' stmcturedl;.: financed  Components in multiple tax jurisdiction ]
| Types of Investments (Including investment in special purpose entities) |
I— _ —— RMM in earnings of products,
| Its aperations —| Eg, [_Saurces of Earnings - lines, businesses or areas
' ‘ due to mgt. fraud
lr ] i
[ Key Supplier & 1 | Potential Related Parties ]
Customer relationships | Ll Risk of Revenue Recognition ]
2 [ Transaction outside normal course of Business ]
+ + : + +
Rendett Contracts terms
LEM;'E A i st resﬂbg‘M!i gt-t changed before Complex Eguity
Consideration (WC) | | Consideration (we) | | P ﬁm! i ;ﬁ;ﬂmm Fransaaas

(CNO--5A315-P1L.00)

o AP RELATED POINTS

Selection of AP I
)
| Application of AP
i
[ Reason for change in AP J
1
1 ]
I
I T 1
[ Need to involve Change in AP to make Significant new or
L specialist greater comparability revised disclosure
1
- Entity's Environment

- Financial Condition

| - Activities

12

(ENO--5A315-P1,060)

o FINANCIAL PERFORMANCE RELATED

Measurement & Review
4

1
+ +

Analyst |[ credit Rating |
Reports || agency reports [

A4

(ENO--SA3IS-PLOSO)

o OBJECTIVE & STRATEGY RELATED

|.. ﬂ.:L....-.fh"E‘S.

| Marketing Campaigns
L

[_jfeﬁﬂg?guhmﬁﬁ_]-[

i' .Strm‘;egi'es -[ Eg. ]
; | Complex strategy of

E Entering new markets ]
Acguiring competitors I

| Aggressive growth J-*[

| Related Business Risks |"[i] e -[{

E]_ Insufficient or Excessive production
capacity

Loss of Financing

Lack of personnel with expertise

A e e

_- Failure to keep up to date with new
techm.'agy, progucts, services

[B_,  Excessive reliance on key supplier,
individual or product

(ENO--SA3I5-PLOS0)

STEP - I€ NEED OF UNDERSTANDING OF THE ENTITY

}
It is a continuous process as we get exposed to entity, its environment, its document
on continuous basis, So we gather, update & analyze information for the audit
)

|" With the help of this we create a frame of reference (image) which will |
be useful in planning the audit & exercising professional judgement

4
[ Following are the areas where this knowledge will be helpful ]

(QNO-315.0%)

| Shortcut — Main AREAS |

= aterialifif| = erknint malernairty as per
Materiality {net ning materiality as per 54 320

!
[ |
s

5!
-[E:’sﬁc of Material Misstatement ]
]
-

Evidence ] - [ Evaluating whether audit evidence is sufficient & appropriate |

i Analytical procedures developing expectation ]- ' Assessing risk of
 material misstatement |

[ s ]-[ Identifying audit areas where special audit consideration may be necessary |

Ex- Related party, Going Concern ]

(CNO--5A3I5-F1.100)

QNO-315.05, 31515 (MCQ-315.15, 315.29, 315.30, 315.25)

YER - 3 IDENTIFY & ASSESS RISK OF MATERIAL
- MISSTATEMENT (1A-RMM)
! (

FST Level |

-
o
>

h
=

©
=

3

[ Assessed 2 levels | -]:

l
| Audit procedure for (A= BMM |

| Assertion Level |

@) (2 4
i Identify risks 3 [ Azcariion teval ] rukeihaad t
t ::hrggiﬂ;;‘tg: ~ (e ks ]-I:[ FST Level ‘:H Magiitude
g 3, (Pervasive) or MHST )
STEP - 2A FINANCIAL STATEMENT LEVEL RISK
| befinition | T T !
! Affecting maony | | Not Identifiable ﬁﬂh] May increase risk at
| Related to F5T as a whole | assertions specific assertion assertion level
i General cases of such risks J
I T : 1
I.Deficient 2. Concern about y 3. Concerns about conditions &
Control integrity of Mgt. reliability of entity records
Environment 4

/ ! | l

(CNO--SA315-P1I00) (QNO-315.06, 31517, 315.19, 315.23) (MCQ-315.24, 3IS.19, Incs]9.4, Incs.44. 44.2, 44.4)

-

can be such that audit cannot evidence, it may lead to gualification

be conducted or Disclaimer as per SA 705

Risk of Mgt. H.;'srepmsmmﬁm W q Such that it is Hﬁ.‘ikefy to get SEA ]
LS F

)

= Representation fh#ﬂ) by Mgt. in F5T ]

1
i Examined by auditor for potential misstatements
I : |
| Explicit | | implicit |
] }

Directly/clearly J
stated in FST
S|

[ Positive || Negative |

Not Directly written but

generally assumed
or understood.

Account Balance (Assets & Liakilities) |

|_Balance sheet | | Existence

| Completeness

Land &
Buﬂﬂ'.l'r:lg [ag Cr,

|
|
| Valuation ]
| Rights & obligation |

i Transactions (Income/Expenses{inflow/Outfiorns) ]

| Profit & Loss Ale | | Dccurrence

| Completeness

| sales lovo cr. | -

]
J
- [ Accurate ]
1
]

Cantinue
+| classification on mnext
> cut-off column...

Tl iy By

VsSMART ~
ACADEMY El kol

Auditguru i | &

Doubils Tl gram

CA Ravi Taori
OV 0]

.
i‘.:“*.h" 3
:_-ﬂ.-lp.. L
&) 5w

+
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| Presentation & Disclosure (Notes to Accounts) ]

[ ﬂ:cuw&ncefﬂa’ghtz & ﬂ.bfr"r;atians ]

Lease Rent | Completeness |
-Eﬂ Cr

[aH” Nesta yearsl [ Aceuracy & Valuation |

| Classification/Understonding |

OTHER POINTS RELATED TO ASSERTION

| Shorteut- DON points |

[ b ]- [ Assertions may be expressed Differently by some auditors ]
- L -
| For example
L] : L)

=

(ENO--5A315-P1.140) (@NO-315.26)

IDENTIFYING SIGNIFICANT RISK
= Definition

Significant risk are risk where there is higher likelihood of occurrence .
& higher magnitude of potential misstatement

( In significant risk we assume that there are no controls when we have to
identify & assess risk, same is the case with inherent risk. S0 we can say
; that higher inherent risk is equal to significant risk,

| Source of Significant risk |

L (4) Significant non routine tmﬂsa::tfﬁ::

- Manual intervention for data

(CNO--5A315-FP2.030)

(QNO-1C5.02.50)

UNDERSTANDING ENTITIES INTERNAL CONTROL

| Which contrels to understand? -r[ Only those controls which are relevant to audit ]
L.
[_ Which controls are relevant?

| out of all controls in entity |
!
[ Controls related to financial reporting are more likely to be relevant ]
)
But it is not necessary that all financial reporting
controls will be relevant far current year auvdit

Helpful in assessing controls risk which
will helpful to assets RMM J

$ They may change ways,
assertions are presented

s -

In case of audit of govt. related
entities they may add new assertions

i

]

They may combine
assertions of T/B/D

= i

Ensure it cover all assertions
"

Far example they may add assertion B
that transactions are as per
legislation & proper authority

k.

| 0 |- | overall Assertion |

E— T

_ collection & processing

" Benefits of anderstandmg s |

| Interventions |4 | Management intervention to
| Examples - specified accounting treatment
| Complexity = Complex calculations & accounting policies
| Nature of non-routine transactions making it
- Effect  |— L

difficult to a'mp#ement effective controls

L -

- (B) significant judgmental matters |

Ability to identify TBD & there assertions
where MMST cam oceur

[ Designing NTE of further Audit procedures _]

(ENO--5A315-P2.040)

STUDY OF VARIOUS ASPECTS OF

INTERNAL CONTROL SYSTEM

Lr

Each FST gives some overall information about the entity.
For e.q. PEL gives info. about overall financial performance

& B/S about overall financial position
1

Auditor has to I examine specific assertions which are related to |
financial items such as TBD

L A

1
[_After this he can formulate opinion about overall assertions of FST ]

| N |- [ Megative Assertion |

[ It means entity wants to say some financial items doesn't exist |
1
They may be dfre:ﬂg expressed or indfi’ecﬂy i'mpﬁed
1

Different interpretations possible of accounting principles
applicable for accounting estimates & revenue recognition

p

[ Subjective & complex judgements or assuming future events

- (c)Following are always significant risk |

I:[ Risk of material misstatement due to fraud ]

Significant transactions with related party that are outside normal
course of business.

(ENO--5A315-PI.160)

expressed negative assertion, on the other hand if there is

{ For e.g. when entity writes, No contingent liability, it is directly

no line item of “Building™, it is indirectly implied

(ENO--5A3I5-P1.120)

STEP - 3 RISK THAT REQUIRES SPECIAL
AUDIT CONSIDERATION

(QNO-315.25) (MCB-Inecs.59.9)

Determine whether risk is significant n‘sk exclude effect of controls

i

[ Consider following factors, ShortCut

“cFO-CSR” ]

L¢]

+ +

(0] (R]

+ + 4 +

Sianificant

Significant - | Outside the _ e am Related Parties
::9;“; ﬂ;:::: E;fkuzf W ey Course Complexity Subjectivity | gnifica
a JL of Buzinezs L Transactions

*

DOCUMENTATION
RAP performed Identified and Discussion
understanding Assumed RMM concerning
obtained & at FST Level & Eelitent intopls Engagement
sources Assertion Level Team.

[ After determining Significant Risk obtain understanding of relevant controls ]

(CNO--5A315-P2,020)

Part 2 = 5A 315

GNO-IC5.011€5.02 (MCQ-Incs.53.4)

DEFINITION OF INTERNAL CONTROL SYSTEM(ICS)

‘ Designed, \ ‘ By TCWG, \ to practice B aia bl
!mP’E"ﬂEﬂt’E‘d — t, other = : —
EMaintained ?;téunnel [ following ] { assurance

(Laws & Reguiatmn] [

Compliance Assets

.

+
Safeguarding ] {

Effectiveness & EFﬁcfem:y] "

of Operations

+

Reliability of

Financial Reporting

‘@ ! ¥ i
. of intemal Controls. | -fﬂ the Audit. ) \of Relevant Controls. Internal Controls.

(CNO--SA3IS-P2.060)

GENERAL NATURE AND CHARACTERISTICS
OF INTERNAL CONTROLS

Same as Definition of Inter Control System

(CNO--5A3IS-P2.055)

(QNO-IC5.14) (MEQ-Inecs.59.2)

CONTROLS RELEVANT TO THE AUDIT

[ Shorteut- M5'N Developed Light Compact Nice Watch relevant for kids ]

[ M ]-[ Materiality.
[5 )~ The significance of the related risk.
Ls J-I

| b |=| The diversity and complexity of the entity's operations.

The size of the entity.

|r The nature of the entity s business, including its organisation and
L owmership characteristics,

L — . WS B TENEEY N

[ )-[ Applicable legal and requlatory requirements.

W W N

| € |=| The circumstonces and the applicable component of internal control.

[ whether, and how, a specific control, in dividually or in combination with

@_.

lk others, prevents, or detects and corrects, material misstatement,

I’ The nature and complexity of the systems that are part of the entity's
L internal control, including the use of service organisations,

-
o
S

h
=

©
=

3

[ Points covered for definition, objectives, general purpose all are same J

13
+
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(CNO--5A315-P2.075)

(CNO--5A315-P2.100) (@No-1¢5.03, 1CSN)(MCQ-Ines.63.3) (ENO--5A3IS-P2.140) (@NO-1£5.06) (MCQ-1CS5.3)

UNDERSTANDING RELEVANT CONTROL l. CONTROL ENVIRONMENT 3.CONTROL ACTIVITIES

-
o
>

h
=

©
=

3

o Attitude (Importance) P
— . . - » Alareness y Control Activities are policies & procedures which are written
Design of 1* Ability to |l “”dfsgjj;‘i:ﬁ,:ﬁe” = [M = |e Ability "[ of TCRGEmgt ] o [ FRceg S ) | Meaning of | by TCWG & management to ensure that transaction within
1R control PhE . - J * Action J Control Activities the;rgan.r'zalﬁaﬁ are happening as per preference to_ :;cmleue objectives
Wi | : . ; ¥ daxigi < mot <atifackory o need T R | L ° the entity & prevent, detect and correct material misstatement
. . ( ’”;.?f'?’”‘-’”fﬂ:f”” ) to test implementation - l T— - Experience & Stature i
| Loperating effectiveness) | } _ - . . L Eren e oni mieE. | Entity may have many intemal controls
[ Improperly designed control may | (A) Tawg | | AEtn ibutes &Participation 4 — e l = . but all of them are not relevant for audit
| herome gfgﬂ,l'ﬁcﬂ”r ﬂEﬁf.IIEH,Ey ) I Related | B of TG . > Extent ﬂf fﬂwj'fﬂﬂﬂ"t & FH'FI'J they receive - _ _ _ = - o
o S : Asking Dithicult Questions | : | During risk assessment process we identified | |
[ tnquiry | ,| Appropriate | | - S PR N e # ngeﬂpﬁm;ﬂg il _| controls which appear capable of preventing, su:hj.:unm:;
. . [ Bhcerioti ] Action | | | Interaction with intemal e detecting & correcting material misstatement S TEIEN I FOF
How e understand RAP ot - | Inguiry alone not Sufficient | . & external auditors Controls | for significant class of transaction \ audit
control [ Inspection | ' : - : 1
[ — ] | Approach towards Business Risk T —— P
racing B) Mot Mat phil = - _ - - = ALY pas oL o Syslevns S0 controls Ic
- (&) Mg od _f f at.f::miﬁe [ Attitude towards info processing & accounting function in their information _.! compencate IT rick are
| Not enough to be used as evidence of Test of control ] Related il ‘ | Eirthe wah
Use of understanding _]: | | Attitude & Action towards financial reporting Processiig. P SRR
If control is highly automated, " p . . o
[ = . i [ CeIHuman || 1. Policies & ] ' Recruitment , Orientation training, evaluation, "[ Examples of specific control activities _]
E — I.. ' ' 1 ‘. =
]r Understanding implementation of control may act as J iﬁﬁ:ﬁ . Prfcﬁces il i i sl [ Following are the control activities which are generally used by the entity to prevent, J
L evidence of Tfﬂ of control 2. Competence J [ Mgt consideration J"[ Their translation J getect & comect material misstatement
lated allocati T\ of competence level to skill & Knowledge : -
[ Because of Inerent consistency of Automated control | = e - TR ) - | ki b M mntaras ragelr phgtioa] seriasin &
: 3. Organisation Structure to To achieve objectives of planning otb IR mﬂrﬂimg them with ,-r:fwds ¥
| Useful for CR & RMM connect employees & teams > execution, Control & reviews e 4
' , - It is must to divide work over different individuals to |
l - Assignment of authority & responsibility, = (2) segregation of duty - el ot ootk o i persj;niis aufnr:lat;:faiiy
(CNO--5A315-P2.080) (ENO-1C5.03, 1€5.04) | 4. Authority & Responsibility |~ autherisation hierarchies and reporting | checked by other
| . R Al t ion should be initiated onl 2
COMPONENTS OF INTERNAL CONTROL : ; B " st =+ R AISOnE RIS b L
— | 5. Communication | = | Communication & enforcement of integrity & ethical values| [ L3} Authorization ] after getting authorization from senior authority
y 9 : " When transactions are processed corresponding b
y N (CNO--5A315-P2.110) (@NO-1€5.05) _F[G} Information ]__ infarmation should be tareflly captured processed
r e memﬂ'ﬂg § £ fEPﬂﬂ'Ed )
§. Monitoring SATISFACTORY CONTROL ENVIRONMENT - NOT /. : ™
| On periodical basis reports such as sales report
Contrls AN ABSOLUTE DETERRENT TO FRAUD | ((s) Performance | e ikt b e s sl b
it 3 Beview created so that unusual activities are identified &
- 3. Control Activities — X :
T - | Positive Factor &  rectified
y 2. Risk Assessment Process b i 9 [ Affects evaluation of | |+ | Not absolute deterrent to fraud |
L Satisfactory Control [ T
\. Control Environment D e || e G ) R e FURTHER EXPLANATION OF CONTROL
] misstatement
- [ ﬁﬁﬁf;‘i cf:#ﬁ:;ther J- . I It includes following controls ]
s (1) controls which were identified during risk assessment process as EEFHHE of . ]
(CNO--5A315-P2.120) (QNO-1€5.05.50) (MCQ-Incs.59.3) | preventing, detecting & correcting misstatement

(2) controls which are related to significance risk

ENTITY RISK ASSESSMENT PROCESS

Auditor should obtain understanding of Entity's Risk assessment Process |
!
L Identifying Risk ]--[ How entity identify business risk which affect FST items ]
4 : 2 .
[ Recaze fikalhood ].F[H-:m entity assess probability that misstatement would occur ]

procedures alone do not provide sufficient appropriate audit evidence

(4) Apart from this auditor can consider any control as relevant for audit as per his

_.[ (3) tontrols in areas where there is high level of automation & substantive
-[ professional judgement

(E}QHF ficance of Risk J- [.-Hﬂh} Ent}ty estimate magnitude of misstatement that could ﬂffﬂfl

|
I Action |=| How entity Adresses these Risk
! | Understanding above process & its results will help R T CA Ravi Taori
Benefits i | auditor in identifying & assessing RMM . Aﬂsﬁn:}héﬁ;’ == O ﬂ-m
. ke

L
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(ENO--5A3IS-P2.)50) (QNO-1C5.07) (MCQ-Incs595) (cNO-5A315-P2.195) (QNO-1C5.08) e. Whether entity has company policy meanual & financial reporting
manuals explaining how to deal with transaction & events

4. MONITORING CONTROLS S.UNDERSTANDING INFORMATION ) 1 '
SYSTEM & COMMUNICATION - d. Whether entity promote open communication so that exceptions |

are reported & rectifications are done as soon as possible,

-
o
S

h
=

©
=

3

[m [ Process to assess effectiveness of Intermal Control ] TR e l S I
efinition |— ; ; . is auditors responsibility to understand im nt transactions, how it is processed - = T vy —y :
—— performance & taking remedial action. [ Bl ﬂf: its p mfe ssing takes plac eﬁ Accounting P " e. In small entities, communication is less structured so it is fast clear & action is taken
| Auditor Responsibility |—| Shall obtain understanding of how entity maintains controls. | } RS dackl But int{;rge;e’:?:s, ET::; ';;C?tf;::::ﬁfﬁi:? nf:}m 9 & g cobs
F | I 1Ky ) !
For this following matters should be understood . e
«| Through ongoing activitie | |
" ~| Tramsaction related points
(Voays of Monitoring |- | Separate Evaluation ] [ points | S —— - :
..[ bination of abo ] (CNO—5AZIS-P2.200) {QNO-1C5.3), 1€5.02.50)
Combination oi above | Identify class of transaction that are significant
_,,[ ’(",""—":’!‘ use info from exte}r:aﬁ part;es ) ] fhndemtand business process of these transactions how they are initiated, ) EVALUATION OF INTERNAL CONTROL BY AUDITOR
£.g. customer complaints, regulator comments etc. ~ recorded, processed, checked & corrected & transferred to general ledger & !
’ o - W E_EP”E# in financial statements J It is auditor's duty to evaluate & understand test internal control system as a part
| Small | | ”ﬂﬂfff-‘r’”ﬂ ':g—J : ?ME { For each class of transaction identify important accounting records, specific A of financial audit. It helps auditor to understand which areas are less risky which
Entities | Accomplished by | i E;‘-":;: :T:;’:ﬁ:; | ~| accounts which are used to initiate record, process Z report transaction | are more risky so he can further plan substantive procedures.
Manager || i | Significant - 4
variations || Events & | | Understond how information system captures events & conditions other } B
rom - . Condition an transactions e understand intemnal control with res ransaction
: f : diti th ] | We understand intermal contral with respect to t ti
bt | expectations | Performing 2 i as well as accounting controls also for the same
\identify| | ——————— ,} remedia Ex- Goodwill w/off, impairment, investment valuation, provision for } 1 -
___________ I = . s .
H-;;iﬁ:; I.‘r:ta act_mns s L Benefits [ knowledge obtained from evaluation of internal control ]
L . o i
F,Fmamm,rﬁ g Understand financial reporting process used to prepare financial g f ; e ]
(CNO--SA3IS-P2.190) ~ reporting |=| statements (this will include all the steps required to prepare financial |_Shortcut — A'RISE for benefits
9 P J kstatemwtﬁ after generating trial balance) J @ - [ Adeguacy of internal control system to cover all the areas and circumstances ]
MONITORING OF CONTROLS - IN THE ——— [ Understand what are the controls related to Journal entries, including & @ ( Administrative control ( system related to managing staff) like if there is 3
TJournal non-standard journal entries which are for non-recurring or unusual - | weakness in recruitment of employees then it will increase risk of dummy
ENTITY HAS AN INTERNAL AUDIT FUNCTION “| ‘entries |”| transaction of adjustments (setoff of debtors & creditors, bad debts | employees which auditor needs to be careful J
| wfoff, closing stock) : 1
| Monitoring of Control ' _'[ With the help of Internal Audit ] - ~ @ _ | Audit technigues & Audit procedures that will be required to test assertions
- ; where controls are not performing properly

' 14 Function | Resposibilit ] {cNG-5A315-P2.198)
|. . l[ = i Y ! @ - [ Areas of controls which are weak & where there are excessive controls ]
Understand IA Status with in organization structure | COMMUNICATING FINANCIAL
rﬁﬂﬁwﬂﬂ performed or to be performed ] ROLES & RESPONSIBILITY I A | '[ Areas of controls which are weak & where there are excessive controls l
[ Related to Governance ] b | Bt comied o Sl a2 e, 5 2. Communication beltmeen -nl:mﬁ 2 T, I Rl -[ .Hﬁl_ether management successful in .c‘.:trect Recording of tmr:s.::-.:tmn- | I
...l It may include ] [ Related to Risk management ] those with regulatory authority mf”“.ﬁ'*“"*”* where audit f‘“‘"l“”"ﬁ"#'“-‘ may @ _| Whether management is getting Reliable records, reports, certificate from
Sl TR sohere thee mag infams ndistiias inform management about important its infarmation system & professional which are hired
( it ek ] i v yl ) accounting policies that should be followed _ _ —
Matter while different controls or particular entity what kind of £ what should be frequency & timing of @ ~ | Whether Internal audit department is operating effectively ]
understanding 1A - : = Cpe— : : !
Function [ Eespﬂ"gﬁbﬂity *[ ichupges s per et Bl il ] b o ool e _ B R - E] -[ Whether system is Safeguarding assets properly ]
/ Activities 1| | 1t may cover internal controls relevant to Audit. — : = : m - [ Auditor may come across Suggestions for management in improving intermal
| If yes external auditor may take help of 14, 3. How entity communicates financial roles & responsibility to its employees | - control system
He will have to follow SA 610 _ . . : - -
For Ex- Who is responsible for fixed assets, investments, debtor, trade @ = ) Types of Error & frauds which are likely to be located in ordinary course of
payable, provisions ete. | business
]
l Further explanation ] @ - [ Extend the depth of examination that will be reguired in certain accounting
: 1 — X areas o
‘ a. Understand how entity communicates roles & responsibility in detail to the individuals |
in accounting department with respect to internal control over financial reporting
i
b. How entity explains employees in accounts department how their work is used in 3
overall process & where they can report exception (mistake) so that rectification can
L be done as early as possible
{: Ex- Amt. & interest payable to micro, small & medium enterprises is relevant for ]
Schedule Il notes to accounts reporting, disallowance of interest in tax computation &
L also reporting in form 2 €D of tax audit J
i CA Ravi Taori
[ Employee will be told whem to report if he has to rectify things J f IoORAO)] %ﬂ
) = p : ?’}L‘..‘:.
oo 528 [Bri
AUdltgurU.m [=]4 =5 .
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(QNO-IC5.15) (MC8-Ines.§).4)

FORMULATE AUDIT PROGRAMME FLOW CHART MANUVAL 2 AUTOMATED INTERNAL CONTROL
AFTER UNDERSTANDING IC Cheies

|+| Graphic presentation of IC5 |

A

(cNO—SA315-P2.210) (ONO-1C5.41)

| Types of controls | = | There are two types of controls |

-
o
S

h
=

©
=

3

— _ ; [ Understand 1€ ] [ Advantage J-r | Birds Eye View of system, flow of transaction & Integration ] [ i o e e PP I PP P [
Responsibility of Auditor [ Most concise way of review | X Y
I [ Test actual operations ] (i 5: e o | | 2. Automated controls are machine [ software based
inimise amount of narrative explanation
; y -  — - 3. Use of IT based Automated controls depends on
| Why? (Benefits) | [ Shorteut - WRAT ] | Easy to spot deficiencies & suggest improvement | nature & complexities of business
i_meah:ress & Suggestions ]

(@ND-1€5.21, 1€5.25) (MCO-Incs.41.2)

[ 7P P g e adeﬁmﬂ-- of manual & Automated controls will be useful in Risk |
- [ Objective Audit programmes & evaluation ] ) Assessment & Designing further Audit Procedures

-n-[ Bring to notice weakress ] CHECK LIST [ Transac!iun TR ]_h Way transaction initiated, processed, recorded
iz & reported is different
1

[ In manual system individuals approve, Review, Reconcile & do follow up J

"’[ Suggest measures to improve ] {Eeﬁes of instructions or guestions

-*I On interim date check whether weakness removed ]

| Real state of affairs ]

| Which member of staff must follow & answer
[ He completes instruction, put his initials after performing instruction

[ Answered in Yes/No [ NA

for difference. In Automated system machine [ softiare do these things.

(NS S S

-[ Sometimes, after installation mgt doesn't pay attention to compliance ]
-[ He may believe ICS are operational, which are not ]
-[ State of affairs may be worst ]

" n manual system we see physical Documents while ]

[-Fﬂﬂ“at of Pacuments J 3 | in Automated we see electronic documents
| Example |- check list for purchases | l

| Tender |=| Written order |~ | PO Standardised |~ PO Pre-Numbered |
)

'Entity may have combination of Automated & manual controls

_-[ e T ‘ Combination - L Further manual controls may be independent of IT system or they
e e [ Stock Control Accounts Person Independent of | of controls | may be dependent by using IT produced reports or they may
[ Apropriate Audit procedure ] : : T— ; compliment IT system by monitoring its function & handling exception |

—~ | Helps deciding appropriate audit procedure ] | Purchase | [Receipt |[Inspection | [Custody |

: (oNO-I1C5.33)
Where controls are weak, some Audit selected which are - ] Principal /M ' -
P [genem? not ap_:;f ed or extent ufy Audit raceire can be increased ] Evaluation | = | SURVE B 0 Mahygetisenlne ) e e e
| IT |
m wages Observe distribution, to (QNO-1C5.17) (MCR-ICS.1, Ines. 4.5, Incs.63.1)
"3’5' check dummy e . i ) J 4 INTERNAL CONTROLS

_,, Cﬂntmﬂs are A

in Trade
Eeceivable

H: | Increase number of EC Request | INTERNAL CONTROL QUESTIONNAIRE [ Shortcut - SMART & C Lever |

[Dal‘e ould be gear end &mm ] | § |- Segregation of duties

| NA - Not relevant | [ € |- Consistently apply rules

DL Dr et REWED -|_Framed in one complete set or in sections | (< ) - (Perform Complex calculation
| Done Annually ]

| L |- | Process Large volumes of transaction

——a any date close to year end - Comprehensive series of Questions | _ ]
, e T L83 | Mwchor ibe pariimomenin )
[ Test checking plan | — [ Influences sample planning ] > Questionnaire is usually issued to Client | - | & |- Additional analysis of information |
e Client i ted to 6l it Yes - Satisfactory 1S .
[ i L ] [ i ] | R |- Reduce the risk |
d Questions framed where answer is | No - Suggest B30 T v ——— . :
] . L | T ] [T.Im.-frm?.-;:;, a.rr:m'a}:uhtg & accuracy of infermation ]
| Most widely used | ]

1
+ * ¥ L

(R TaraaeT| [ ST han ] T Chack Lict ] [ Questionnaire PF inconsistencies or incongruities noticed, the matter is I
: ' : further discussed

(ONO-IC5.13)

(¢ 220, (QNO-1C5.27)
rﬂ”ﬂ:’ I[E5. 231652 "_} r”fﬂ Ines.41.3) Eirst cormmes B

RISK BECAUSE OF IT SYSTEMS

| 1T Personmel |~ |___Then Comes bata ]-r[ Then Processing ]-n- Then Changes
' } ‘ } }
NARRATIVE RECORDS — e— — .
| NARRATIVE RECORDS 1 E— 3 | [P i (o
; Audit | Controts in A Ao Extensive use aining access I inaceurate data changes
_ | Recommended where there is no formal control obiectives |~ | . Small & of duty is compensated by O b i g : Hg . T ] | ]
system 3 m:.;:sﬂine ' Large is not missing. owner supervisory - ipn‘w}eges beyond | €. r::'c on Ty e ; Un auti‘-' P ﬂ:
4 - ! an a ¥
| Defnition |1 [ Prepared after observation & Actual Testing \ sy UGskeaky control J J | Heeemly | Potential loss of data | [ ot e , -l
; — B — | Manual Intervention | _
L | Complete & Exhaustive description of 1C5 [.-.ﬂ?ﬂffﬁff?f‘??..f@ﬂ:@q{?’! ] [ Unaithoriced
' = h ta Master Fil
- [ To Comprehend System | | Unauthorised Transactions | shitis Moo bidoiladiiin
| Disadvantage |4+ | To ldentify weakness |

s [ To Incorporate Changes |

CA Raw Taori

Ofee 3 0]
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(CNO--5A315-P2.360) (QNO-1€5.29) (MCQ-Ines.59.1) Part 3 - SA 320 L[ Assumption about users |

£
-
=
&
LIMITATION OF ICS (oonsedgeatte | o[ 0% those usrs aho have reazonable ncwledge of >
7 e there eanl ble ) howleageavle business, economic activity & their accounting =)
[ Even if 1CS are effective, there is only reasonable assurance ] | = ]—» P -]: Einancial Berformance |-. | PEL ] 1 =)
I ;= 1 IS & Fairview |LI state of affairs || B/S | Understands accounting & financial statements, reasonable understanding of <‘E
Related to TOP Level | |  Related to MID Level | Related to LOWER ] accounting process & he knows that financial statements are prepared keeping
- 4 : L Level Emplogees | 3 selection of |_[ Eg., RBI clarification in mind materiality
® Judgement by Mqt. | Collusion among people | - Role of _| Plays important role Afe policy on Accrual of Income " He understands that many items in financial statement are in
® Mgt Override : - e (Eraamn e ] o= | in F5T | | Recognizes || g of etimates which are determined by making judgements
. ®Cost benefit analysis. Human Judgement Lack of Understanding ] : URiSCsIES S'F__ uncertainties P s e e
in Decision making Purpose " Roleof I | Size of item is important to determine materiality ] . g ] ng - — - J
; T 3 : ' - Only those users take economic decisions on the basis )
(CNO--S5A315-P2.380) (QNO-1C5.33.400, 1€5.33.500, QNO-ICS.34) (MCR-Incs.55.9) _ Quantity & [ ut nature of item & needs of users should be considered | *[ i ]- Seianesmilinng oy thew ive cuieini
: : Income or Expenditure
IFC vis IFCR I exceeding 1% of revenue ( = : 1
| Internal financial control v/s Intemal financial control over reporting | Prescribed 1,00,000 whichever is higher = '
Quantitative o ; o <08 &
(" Defnition ] T Limits CNO--5A320.040 (MEQ-incs.02.4, Incs.09.4)

i'_sharehnlder holding more than 5% shares-i...f.pﬁmjs in Notes to Ale's |

Defined in ufs 12605} e) which is similar to
definition of intermal control as per SA 31§ BENCHMARKING

e |
| System designed by TCWG or management | ENO--5A320.020 (QNO-320.01) (MCQ-320.5, Ines.09.3) | = e P |
s a method of computing ma evel.
..E Law ]-u[ To ensure that operations are in compliance with the law ] L T T
eriality Level= Benchmark (Base) x Percentage
- Safeguarding assets | SHORT NOTE ON MATERIALITY
~| Operations |~ Orderly & efficient! conduct of business as per company policies | <[ Concept of materiality in FRF |

| Accuracy & completeness of financial records |
1 Timely preparation of reliable financial information J
- IFCR 1 -*E Frawuds & Errors ]-*[ Prevention & detection of fraud & error ]

4 (54 200 explains that fnancial mpn.rt:‘rﬁr framework generally explains the i) STEP | DECIDE BENCHMARK

concept of materiality & also explain that accounting should be done keeping
. i1 mind the concept of materiality ] " Decide Benchmark |

CIF applicable financial reporting framework is having such discussion auditor

~| Einancial information ]-[

¥
[ Factors affecting identification of benchmark ]

[ Not defined in companies act but defined in quidance note ] *kg.lmuid' use this knowledge to determine materiality for the assignment | .
System designed [ Reliability of financial reporting (Accounting records) ] ~| But if FRF is not having such discussion then he should use definition given as | Items in OVEN ]
{ to ensure Preparation of financial statements for external Wi 34 200 ) @ E
purpose as per Generally accepted principles N ' ' '

SA 200 says that generall O Misstatement including omissions

P S S ——————  financial reporting framework will be considered as material if they Attention of | | = Ownership Relative Elements of N:? é{;raig;f;zw
" From above it is clear that IFCR is a subset of IFC. IFC is much broader } ~ Definition |+ explains materiality in Inalvidually or in aggreqate could Ustr of FST i Volatility of Financial Environment
N Flloiihes Hacisen influence the economic decision of on Items * Financial e i flata . « Industry
| a3 compared to IFCR ) % g : the user of financial statements of F5T Structure - o tife Cield
- - . 5 > - \ b
IFCR covers only those controls which are related to financial reporting & e : : - - -
~| financial statements but IFC covers all the controls in the organization which “Materiality is used | | "' dsed in planning, performing audit, evaluating ~ | Normalised Eaming (Average Fmﬁt}]
are related to financial matters Uses of | | misstatements, understanding impact of uncorrected
: : : : - " materiality| | thrmfghaut e misstatement on financial statements & then forming ~ | EBIT { PBT from continuing op ]
L | Legal requirement with both IFC & IFCR are different . audit process Sl Gt e ta) sttt _,_[ Eaming Based |1
. : - - A L.
- Llegal reguirement | ERlieh ]
' IFC (in the sequence of imp) | [ Materiality is user oriented | [yl ey ] + | Gross margin/Profit J
BOD of listed co. are supposed to take responsibility of IFC & specify in DRS : r : > = ) Combination Example |- ~ | Total Revenue
| Audit committee responsibility to evaluate IFC of company ] matters Natite o i i e ] & Total Expense
- - - - = L c B T P e TR T T 4
UEARPER e GRCCrS COINpARIGE 1T Mgt I 15 ave & go & chck Khedber | | Common needs of users as a group is important & not individual requirements | - Equity
financial controls are robust & defensible & information generated is reliable ] __[ Capital Based i | N
L 'L Total Assets

[ Auditor has to determine what are the need of the users of the ]
Lﬁnahciai stotements

-

| BOD of the companies are responsible to maintain proper IFCR |

" While making such determination he has to consider need of the
| users as a group & not need of individual users

[ Auditor of all the companies except as exempted in companies
act have to report on adeguacy of IFCR

.- - ing on IFCR is required only i i ;
L Non-Applicability |~ [ Reporting on IFCR is reguired only in case of companies but even ] T ey

there we have some exceptions as explained in section 143
L
 Further it will not be applicable to non-corporate like individuals,
[_ fg{tﬂg{_ﬁhi’p, trust, co-operative society etc.
| it will not be applicable to interim financial reporting also like quarterly or half yeorly report |
}

17 [ It will be only applicable to annual financial statements which are presented in AGM. ]
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(ch0--54320.080) Gice- ncs02:) [N cho--s4320100 (@N032005) (MC8- 3202)

PERFORMANCE MATERIALITY RELATIONSHIP BETWEEN MATERIALITY
STEP 2 NORMALIZATION N £ AUDIT RISK

[ Auditor has to conclude whether FST are free from material misstatements ]

-
o
=
=
N

=

ﬁ
=

3

- rior period ﬁ'_m,'"":mj (Tha i : _ } .| Materiality and Audit risk are tio very important governing factors in the audit process
result & positions | S i i “ | Audit team compares misstatement & materiality level if auditor is setting low level of audit risk & low materiality level then following things
Financial Data i Budget, forecast j Cadueted For) \CHVIIRCHe } need to be done carefully
for Benchmarking | " of current period Agjusted for |3 chg. In Industry i Audit is not full proof. So misstatements are of 2 types Detected | R Fugi ) ' al mi
e g pe ! .- .' ool ] 'F-;Ju't if detacted: anly wnctrectod glf:' o [.ldentafymg & assessing the risk of material misstatement ]
" Profits & Position till Date |  Chg. In Circumstances | . ¥ =| Determining NTE of further audit procedures |
* (ot. et which L [ So audit team focuses on 2 types of misstatement uncorrected & undetected ] -[ Evaluating effect of uncorrected misstatement ]
Sl makaraity) - : _ ' _ _ -[ Farming opinion on financial statements ]
Exceptional Items [ i ot mcitermhty el J -[ (These are the matters affected by the materiality & audit risk) ]
Further Changes for ] | Time period can be less or more than 12 months | [ Depending on nature & extent of prior period misstatements & understanding of entity J] ..[ Typically relationships which are not given in SA 320 but are useful J
[ If there is exceptional increase or decease of PET from continuing | 3 : } T 3 1
| operation auditor can use Avg. normalised profit of past years ’ | Md;ﬁﬁifumﬁﬁ;tﬁg&f:geﬂlﬁﬁr;aig Ejuﬂﬁtﬂacﬁe Relationship betioeen If particular item is material then auditor should perform
I materiality of item & |~| more audit procedures on that item & determine whether
ENO--5A320.040 (MC&-320.1) ( Remaining materiality level after deduction is of lower audt risk it i having material misstatement
L amount and this is called Performance Materiality }
} [ Doing this will keep audit risk low |
This performance materiality is used for risk assessment, deciding }
STEP 3 DETERMINE PERCENTAGE NTE of audit procedure, evaluating uncorrected misstatements [ Hence there is inverse relationship J
i

Eelationship betiween - : :
: s hetiose Audit team will check whether uncorrected misstatement are within performance materialit . . : _,[ If in a particular area there is on 1
Relationship 1 [ 2 g J matenqhty J'f,-ve! & risk increase in risk of material misstatement
} of material misstatement

i Exercise Prof. Judgement J-r {
| i

Benchmark & Percentage

¥ [ This will ensure total misstatement = uncorrected + undetected are within total materiality ] """""""""""""""" i
" Generally Inverse | 1 [ Auditor can reduce materiality level & perform examinations ]
| : g s
+ | Audit team will be able to conclude whether FST are free from material misstatements | carefully on such items which :"E near materiality level
Eg. PET from ( | Low base high : : —
continuing Operation J"i‘fs %) H percentagéq [ EXAMPLE ] [ Again there is a inverse relationship. ]

[
I i -‘I [ Hj,gh bﬂj‘ﬂ'mJ - — PE— e e e ey

Total Rew : 10 Crores | = | Total Materiality Level
koot e PE{%'?J* [ perEehicgs i [ J (eNo--sA320020] o (GNO-32007) |

1| 3 crores (30%) |-* [Ha.r'n:ut for undetected misstatement ]

REVISION OF MATERIALITY
(7 Crores Gow) )~ [ Performance materialty For uncorrected misstatement |

B " During audit if audftnr] " That would cause him to ] " [ Auditor shall

MATERIALITY FST LEVEL VS TBD LEVEL (10 x 20% = 7 Crores
| FST Level Materiality | 10 Crores - [ e

by gt Lower amount of
e ~ | materiality for TBD
]
|

' Suppose ] gets new information |~ | determive different materiality | ~ | revise materiality
If auditor concludes | _ [ Auditor chall [ Performance Materiality ]
Materiality | lower materiality level | |  determine need to revise | NTE of FAP |

[ Mew information, decision to dispose major

a whole EEHEMHH same mﬂten'ﬁﬁty is
[ Examples when J | part of business

applied for TBD

Circumstances & x70% = 4.2 Crores

can be set

[ First determine materiality for FST as ] {

| 7BD Level Materiality | | & Crores H

TBD level Performance
Materiality

revision | chg. in auditor’s understanding as result of FAP |

may be reguired
e (" During year actual financial result substantially
| different from anticipated

 S— S — Y .

Law , Regulation, FRF requirement affects user expectation
[ Factors which indicates of measurement or disclosure

separate level of TBD
Materiality

[ Key Disclosures in relation to Industry

[ Attention is focused on particular aspects of business

CNO--5A320.140 (MCQ-Ines.40.9)

[ Views of TCWG/Mgt. will be useful in determining TED level materiality ]

DOCUMENTING THE MATERIALITY

-\- ‘

 Documentation |
. S— — 1
. FST Level Materiality ] [TBD Level Materiality ] [ Perfarmance Materiality ]
t i i §

| Any revision in above during oudit |

G Scanned with OKEN Scanner



Part 4 - SA 330 (ENO--5A330.060) (QNO-330.09) (ENO--5A330.090) (QNO-330.14)
(CNO--5A330.040) @NO-330.0), 330.03, 330.05, 330.07 (MCQ-330.4, 330.5, USING AUDIT EVIDENCE OBTAINED IN PREVIOUS YEAR PROCEDURAL TESTS (TRADITIONAL THEORY)

330.2, 330.6)(MCQ-Incs.23.5, Incs.53.5)

-
o
=
=
N

=

ﬁ
=

3

[ Auditor has to determined whether it is appropriate ] [ Testing of controls should be done in 2 ways ]
TEST OF CONTROLS (TOC) [ ' 1 | Procedural Tests (Tests of Compliance) |
(Definition || _Audit procedure performed to obtain audt evidence of effectiveness of | [ effectiveness of controls from PY ] [ retest of controls should be done il s it el i kil [+ stages )
| l 1 1 e Are ﬂ'ﬂ'&'y Pﬁmﬂ- facie effective? ]' -n[ Initiation ]
Design of 1CS and accounting Bperation of IC5 T _I-.)het_he__ e
= t it - izati
system (Design to prevent, throughout the period, | Following factors should be considered | : sl i il 11 [lavthorization ]
detect & correct MMST) ~| Are employees complying with it ]- -[ Recording ]
) [ shorteuts “ P'M & €M are Chief Guest” ask them ] ]

Which controls ‘ — | Design & perform test of controls for relevant controls when ( Documentation

p |
_ should be tested? | | . : : (7) (M) @ (6] [ Select few transaction J

E— : B - : ] ] I 1 i ; —
Auditors assessment of RMM includes Substantive procedures S . Bl Zisk of material | Changing Examination In-depth | | Check them from beginning till end |
expectation that controls are alone cannot provide Houwhia ° | Mol ai §  cosnomant - 2 || circumstan, General IT ; : —
i e ) Aings s Havin Acthaneie . : misstatement circumstances Sl Emsure each transaction was pmpeﬂy initiated,
1 perating ¥ ; S&A audit evidence Significant ok of Controls || extent of reliance ||  but lack of P o 4 J
| effect ) : effectiveness on controls change in ST authorized, recorded & documente
controls [
[Naturie of test of controls ]—*[ lnguiry in combination of other audit procedures ] P;JE;W'"?{"S year (AR rrakand Task for salas ]
' 3 mf g:t:-: f::ﬁjs = | Customer order received in proper format |
L Inguiry + inspection/ Reperformance _sMore effective | %E#E:ﬂ_t of | Initiation |4+ | Inventory level is ascertained )
2. Inguiry + Observation -Less effective | g ki e e | e : : : .
| il : . , ~ | Credit section evaluates credit worthiness ]
3. Whether Inguiring + Inspection/Reperformance 1 : ¥ P > of
fObservation +Depends on Nature of Control _,J | If after considering above factors auditor decides to use PY audit evidence for TOC ] ...{ = o “Li”;ﬂ‘;i authorizes acceptance ]
I '
A it to cover followi ; i ' e e ral | Authorization 4. Advice (Intimation) sent to customer, with
. Apply ; ng | [ Auditor will have to determine mhefher PY audit evidence is relevant ] [ ] [ ot oozl i
L] ! i i ; . . z - p T
e - o T (€ 3 | For this he will have to check whether significant changes have taken place in controls -[ For special credit period special authorization ]
By whom & Consistency in Application during Effectiveness of 4 '
what application IEIeYaI Hiniks il mdi ) | Use inguiry combined with Observation or inspection ] | Rate J
_ _ | Whether there is change in Control? l ~ Recording |4  Clearly stated |
— 2 ways of [ For particular Time ] | . | Insurance |
[ Timing of TOC ] =| testing can be : ' — — :
T [ Throughout the period ] o | [_ﬂmn’:t terms |
I . I [l ; : + T : Are linked with
Then test control Can rely on PY audit evidence | Al d ts of
[fﬂ Current Fear] ' Tﬂ.{.’ t-I 5.\': e in eve Thd' ” -a"t .'.| _h[ sl et ]-bl rt:‘w?:: ;:::s;cﬁun feterence mumber
I If stock count is performed once at year end then TOC for i ﬂ_"EE "_"' Ever!‘r_ "_ s _ i [ Easy to access ]
count should be done for year end Test some controls each year |
#5063 00Ul ol Aty st 0T TOY Baies il R e Tt e e e T T TG (CNO--5A330.100) (QNO-330.15, 330.03) (MCQ-330.3, 330.20, Incs.23.3,Incs.23.5)
performed for the whole yeor, | S0 as to avoid testing all controls in single year & then no testing for next 2 year --. 100) QND-330.15, 330, Q- , 330.20, Incs.23.3,Incs.23,
e P o
| Higher Degree | | N _ _ (ENO--5A330.080) QNO-330.13  (MCQ-330.), Incs.48.5) DESIGNING & PERFORMING \
Extent of | |Important| | of reliance on Increase | Obtain more persuasive
SUBSTANTIVE PROCEDURES (SP)

[ I. Auditor shall Design & Perform Substantive Procedures for each MATERIAL TBD

W s N : - | pxtent of |= evidence for
Controls | principle | a:;f:t;::: r:; | TOC | effectiveness of controls EVALUATING OPERATING EFFECTIVENESS
\; J J | Y : J OF CONTROLS

| ; \ g }
- S - - iaan : ce— b | - | H
L Extent of TOC depends on following factors _] [ Ll ] 5 liesm'ts l [ Baie ] ] | Irespective of assessed RMM |
o L I | i 5 Jn 1
: — Whether Result are providing reasonable ! Risk assessment is judgement based & may wot identify all risks
| shortcut “ Right- LEFT | | No Deviation | | beviation | basis Eg. Rate of Deviation 8% . -['
_ Tolerable Rate 20% _ [ There are inherent limitations in 1€5 Oncluding Mgt. override) ]
& e A | || e oty wstarens vt e
: : | Additional Audit : y su analytical procedures
Relevance & | Length of time i Freguency of V( Audit evidence L Good l LS_Fec;ﬁE Sy -J- du 2. Check all signatu
i e it , Expected Rate L Froceaures e [ 3 Aaditar maa perforns ang of the folloni ] [ Wiy Last GF detarts ]
EE‘.Ill'ii‘bl'nl.'fg' of during atdit ¥ Saiiaiias Fgrfgfmﬂngg of || from Test of other of Juwnior . i pe oy g o
. . : 0 2
Audit Evidence ) period | the control | controls | [ Areas where only Substantive [ P R ]
Procedures can help
[ Role of misstatement detected by Substantive procedures i Continue on next column..
-[ Misstatement l - [I.-:-dr'mre; that controls are not operating effectively ]
~  Material Misstatement - | Strong .;'nd;'c::;-tur of existence of significant déﬁcfency . |
. No Misstatement | :
-!r | - (ﬂﬂ&ﬁ' not provide audit evidence that controls are effective W
19 L (Absence) g & )
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-| Substantive Analytical Procedures _ 2B |~ Test of Details (TOD) |

« Suitable for large volume transactions | Nature of risk & assertion are
- -3 relevant while designing TOD

(a2 SA 520
- Apply J [. Eg. Direction of testing for ]

[Exr'steme ]'| Financial Records to Actual

)

.

{ Campletaass J[ Actual to J

Finaneial Records

If TOC is unsatisfactory, increase extent ]

| 3. Effect of Test of Controls |~ [ of Substantive Procedure (5P)
)

size & using more effective selection method,
}

Shall consider whether external confirmation
procedures should be performed

}
[ §. Closing Process | - [ Shall included SP for closing process ]

1
* +

Agreeing/Reconciling F5T & Examine material journal entries & other
underlying records adjustments during preparing FST

[ In TOD extent can be increased by increasing sample }

| 4. External Confirmation | =

(ENO--5A330.110)

EXTERNAL CONFIRMATION AS
SUBSTANTIVE PROCEDURE

Mandatory to .'__[mhr'!e designing substantive procedure always consider whether ]

consider EC EC can be used
i
Relevant for | Relevant for afc balances & related info |
bu:‘::nfiiﬁf;ed [ Transaction Details ]
ko it [ It can be useful to confirm [ Terms of agreement [ contract ]
i I | Absence of conditions ]
r - B
Lf::s "E‘r:"‘?”t | Relevant for existence of balance but it may be less relevant
HEBEN for recoverability of balance i.e., for valuation assertion
assertions
- =
- l =
One request Whewn we design EC for one purpose, we can ask for more

can give lot =~ information, E.g., Apart from bank & loan balance we can
. of information get details of terms & conditions

-'{ FA I-r Property titles held by lawyers or financiers

~{ Investment |~| £ ofe keeping

[ Certificates with stockbrokers or custodians

Examples ]—- "'[ Receivable ]" Balance & Terms

| Related
to Assets

| With third party for processing or on
- Inventory | [caﬂs{gnment

OSSN, ST, SN, S—

"[ Bank ]"‘ [ Balance & other information

e

[Ee\fa:ed to Liabilities ]-r[ Loan '|-r[ Balance & other info ]
}

| AlcPayable |~ Balance & other info |

20

(CNO--5A330.115)

FACTORS AFFECTING USE OF EC

| shortcut - “ok-4" |
| Objectivity of TP | = | If it is related to entity, EC will be less reliable |

| Knowledge of subject |_ | If not having requisite knowledge EC will be
matter of TP less reliable

| S———

Ability & o | If there is lack of willingness or ability EC will
willingness be less reliable

1
Situation which indicates lack of willingness & Ability

[ TP may operate in environment where responding to EC
_ reguest is not sighificant (important) .

=

| Willingness ]--{ TP may not accept responsibility to respond for EC reguest |

" TP may be concerned with potential legal liability resulting
me responding

- TP may consider responding too costly or time consuming i

ability |4 - ' - s
~ May account for transaction in different currency !
(CNO--5A330020)

SUBSTANTIVE PROCEDURES RESPONSIVE
TO SIGNIFICANT RISKS

-[ Auditor Identified & Assessed Significant Risk

.-[ Auditor shall design audit procedure specifically for such risk

-[ TOC & Substantive Procedure both should be applied

J\_‘w—!\_ﬂ

( Important Principle 1_ =
& Explanation If onl f Substantive Procedure is possible then ensure it shall
|| include Test of Details, That means only analytical

| procedure is not allowed

| EC gives evidence with high reliability, it should be used when
there is significant risk

-[ Mgt. under pressure to meet earning expectation ]

| Significant risk that mgt. may inflate sales |

| By booking sales before shipment or ignoring
Exa;ﬂple 1 | terms of sales agreement

Lﬁ:ms of sales contract |

-[ Auditor may ask for EC of -|:
Traﬂsm:tmn Details ]

Inguiring of non-finance personnel in the entity
ngardmg sales terms & its changes

STUDENT NOTES

/xuditguruin

Part 5 - AAE
For this part refer PDF
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O kee 0
s

R

Talegram

G Scanned with OKEN Scanner



AUDIT EVIDENCE

Part | -- SA SO0 (ENO--5A500.040) (MCQ- Ines.12.4)

(CNO--SASO0.050)

/xudit§uruin

IYPES OF AUDIT EVDENCE OBIECTIVE OF 54 500
ROLE OF AUDIT EVIDENCE " Visual =~ Attending physical verifications | [ Obtain SAAE, to draw conclusions on FST items & frame opinion on FST ]
. — N ) . _1
[ Audit is logical process | "[ I.bepending on Nature | L oral B Inguiry J [ For this design & perform audit procedures ]
[ : Documentary —| Bank statement
Auditor has to give opinion whether F5T give TEF view . ' g
: 2. Depending on impact/Reliability
| For making this opinion he needs high quality audit evidence | -‘E ]
J | - 7 | _| 1 means convineing evidence we cannot say SOURCE OF AUDIT EVIDENCE
To get such evidence he has to do objective & critical SIS PNGCREE that it is 100% or full proof ROLE OF A/C RECORDS
examination & evaluation of FST o : — —
N lusi dence | _| 1t means where we don't have any doubt, it | _ ; ‘ ‘ . 5
Reckless & negligent examination & evaluation may lead to (Eonclsive erdencs | | cannot be contradicted by any other evidence [ #ccauntmg: Eeclrrrds ]_,, Auditor majorly E‘f”’"am‘s ac:::uuﬂtmg |
legal action, loss p ra:‘"essima! standing & prestige [ “Auditor should try to get more & more persuasive evidence ] WAt iRl | O <8 nbn:mr Qe S ae
Ex- Documentary evidence is more persuasive than oral evidence ( : 1
5S4 500 explains what constitutes SAAE audit evidence & auditor's responsibility ! L FaHam.l‘ng it biﬁrsed 0 Rl Gz avigence J
on performing audit procedures to obtain it, so as to draw conclusion | As in audit we have less time & cost constraint more persuasive ¥ ¥ - 1 ~.
evidence is preferred over conclusive Analysis & Review, Eepeﬂrm:’ng pr.::::edures in Reconciling Related &
financial reporting process similar type of information
(ENO--54500.020) (qNo-500.01) (MCQ-500.1) : 1 \ /
— 3. Depending upon source | — [ 2 tﬁ"F‘E‘f of AE ] Foxe sulos Rarare] [Ex- generating trial balance | [ [Ex- Comparing sales report i
AUDIT EVIDENCE . — L e from accounting software] with monthly transporter
- | mta:'mf | Exte:inaf | ! bill ste.7 |
5 | 1
el Originates within clients [ Originates outside clients organisation ] :
T 2 ! 2 = - ’ organisation 1 L If above evidence are internally consistent & agree with ]
Anything which helps auditor to draw conclusions on financia - financial statements auditor gets assurance
[ statements whether they give true & fair view is audit evidence ] + E.g., Quotations / Purchase Challan & . — — i -
I Eg., Sales challan & Forwarding Forwarding Note / Debit Credit | Independent sources __ | Ex- Third party cm:.lﬁnnaﬂam, Aﬂafgsf reports, comparable
[ Generally includes two types of information ] Note [ Sales Invoice Note received L (External Audit Evidence) | | data from competitor (bench marking data) i
) 3 I - 3 | (GRN / Inspection Report ] [ — .E:h‘ab.!e ] - If auditor -:fbtaiﬂs dfﬁ“erenf nature La:’ audit evidence from different
rﬁccnum:ng records ] [ Other infarmation ] - _ [ Impaortant Principle ] — | sources & if they are consistent with each other he get much
Cash Memo [ Debit Credit ) } ’ : S e el
J I ; more assurance thanconsistency of individual audit evidence
- — : Note Jead Comes from TP, which are normally not
' #ll the documents which are prepared during | | it helps to authenticate accounting records : . EI i interested in manipulation of others
the course of accounting process are & support true & fair view of financial [ P ] b ] J
covered here Ex- Vouchers, Worksheets, statement I f If auditor has reason to doubt (ENO--54500.070) (MCQ-500.14,500.15)
Cost allocation, Depreciation calculation, ? [ Client & staff has control ] independence of TP, be careful
Journal entries, Ledger, Trial Balance J -n[ L?I:L:i’;fﬂﬂfr;;:ﬂﬂ} EOD I AUDIT PROCEDURE TO OBTAIN EVIDENCE
— Not suggested to suspect, but be . : .
-[ Eﬁf EEIFZZ?Z:T:;:Mi:; e alert to possibilities of manipulation | Types of **”d”; Procedure
it i S e el — & creation of false evidence . 7 " r } :
"[ Production records consumption . : Risk Assessment Procedures \ Further Audit Procedures
. . (rRaP) J { (FAP)
-'[ Confirmations from third parties  Always try to match internal & external evidence as far as practical | . n , /
1 I_ * L
: - Collecting infarmation & obtaining ' ~
- ; i ous | i Test of Substantive
[ ,qppmﬂﬂhﬂl by Auditor ] If external evidence pot available corroborate from various intemal evidence | undarstanding of Eﬂt;'ﬁﬂs en;f:‘mﬂment, | e ] [ e
_ X . 5 tity & its internal control system. L
o . : : | 4. Corroborative vfs Contradictory Evidence = ¥ '
He uses combination of accounting records & other information [ 1 ] ) 4 . Sabstantive Anaigtical J [ Test of ]
As Auditor performs various audit procedures he 80 28 €9 [uciiy RHeL a5 Gk L Procegures _Details
s o e Level & Assertion Level
gets initial audit evidence for financial items ”
I
Evidence obtained after this is called additional audit evidence if
additional audit evidence slupparts initial audit evidence T CA Ravi Taori
: K £ VSMART N gt
[~ ] Oacaoemy [TFEE Bt
} ! " o+ e
[ It is called corroborative audit evidence | | It is called contradictory audit evidence ] AUdil‘gUfUm [w]¢ = M
21 ' Toubts Talegram
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(CNO--5A500.080)

(QNO-500.05) (MCQ-500.3,500.7,500.8, 500.13, S00.16,

nes. 510, Incs.51.2, Ines.51.3, Incs.51.4, Incs.51.5)

METHOD OF COLLECTING AUDIT EVIDENCE

ﬁ‘m [ I.Factory Visit : Observation l
l
el
] [
Ak

3. Cross questioning | [ 4. Recaleulate 5T 1
| Emplogee: Inguiry Recomputation

=
I
L]

| 5. Generating TB/sales report: |
Reperformance

/|
=nlui

[ 6. Graph: Analytical J

7. Top customer:
External Confirmation

Procedure

(CNO--5A500.100)

(qNO-500.05, 500,13)

INSPECTION

" Examine Records "'__ ' Intemal or W| " Paper or electronic or other Media
| orbocuments . External fFrmted on mﬂchmes, veﬁ;c!e, stock etc)
:.\" MF - —— S— ...--.a.é---.-. g S PTTITE S . -

\ Physical examination of assets |

=

[- Degree of Eelf‘abiﬁty. ] - [ Depends on Reliability of records or documents ]

Example of Use in
TOC

}-hi Inspection of records to check evidence of authorisation (signature) ]

 Inspect tangible assets: gives evidence about existence but may not
| cover valuation & ownership

[ Example of

[ Inspection of financial instruments: gives evidence of existence ]
Use in TOD

| Inspection of sales contract: gives evidence about implementation of
- accounting policy, which affects many assertions

(CNO--SAS00.100)

INQUIRY

-L_."ieek.-‘ﬂﬁ_ info from knamr’erifﬁahl'e_gersan

[ bef |-

= [ Within or outside entity

J
- Financial or non financial J
)
|

-'[ Written or oral

| Responses |-| responses can | Corroborative audit evidence (cms.l‘stent mfn} |
lead to 3 things |

" Bvaluation of ) ‘Ei_ﬂ};ﬁm infarmation not previously passessed_{'uem h;:'-?'c:_}'_-|

\Info that differ significantly (Contradictory Info) |

-

Past History of carrying
out stated intention ) =

. . . . - =

Evidence 1 . |" May
about _| Use |_| comoborate | | | Current reasons for choosing 4.
| managements | | Inguiry b e course of action
Intent - . L
l.‘\- e
e m— g Future ability to pursue
bl —
22 specific course of action

(CNO--SA500.110) (@NO-500.14)

NATURE % TIMING OF AP CHANGE
IF DATA IS5 IN ELECTRONIC FORM

Certain data may be in electronic form only. fE.g., Sales invoice in Mcbonalds ete)

]
EFﬂJ" certain period (E .§., Monthly salary computation details) !
l
-Eat certain point of time (E.g,, Matching report while accepting customer order) ]
i
iﬂadr'tﬂr can do 2 things in above situation ]
I : 1
Either reguest retention Go & perform audit procedure
of certain information when information is available

{ENO--SAS00.120)

(QNO-500.03) (MCQ-Ines.44.5)

SUFFICIENT & APPROPRIATE EVIDENCE

| Give opinion with reasonable assurance Chigh level of confidence) |

<A 200 | 1| That means audit risk should be low, within acceptable level
: (2%, 5%, 10% etc.)
ItFF-:rrr this we need SAAE ]

! Rﬂfpﬂf 1-[ For this design & perform audit procedures to obtain SAAE ]

— | From audit procedure during the audit ]
l s ’
obtained -[[ar other information such as previous year audit, J

predecessor auditor, internal auditor etc.

It is majorly internal in the form of accounting
records, also include work of management expert

|

| Corrobarative ]
[ Evidence can be | ﬁf.‘anfmd:'cmrg ]
]

{Absence also contributes to AE

LaF: [ Observation to EC as discussed earlier ]
| Methods | [

Inguiry is simple & easy to execute but
only inguiry not enough for SARE

(CNO--SAS00.125)

(QNO-500.07) (MCQ- 500.4, S00.11)

SUFFICIENCY OF AUDIT EVIDENCE

1
+ 4

| sufficient & Appropriate | | Factors affecting sufficiency |

| Shorteut MRP |
-..[ H.:Jt.err'.::n'."ty] = [ Birect Relationship ]
@_..[ B MM ] - [ Direct Relationship ]
[ ;ﬁﬁ;; ?cﬂtg may lead to lower ] @-| P{:puffﬁﬁ] - [Eect Relationship |

he it
igher guantity may Ha:ﬂm {[H&Pﬂﬂgﬁ‘ﬂﬂﬂ'ﬁ ]_.. [ Less ]

ot lead to lower guality
[Hreter:lgem-ﬂus J-.-[ Maore ]

| Quantity | [ Quality |

[ Interrelationship ]

(CNO--SAS00135)

APPROPRIATNESS OF AE

| !-'I';easure ﬂfﬁuaﬁfy of AE |

Re.fmbﬁrty

| sA 33u |~[ Design AP for SAAE ]

__ﬂuﬂfaty means -I:

| 5A 200 |~| Balance Time & Cost obtain SAAE |

Then only we will be able to give opinion with
reasonable assurance

(CNO--SASD0.140) (qano-500.09)

RELIABILITY

[ Factors affecting reliability ]
|

¥

(_shortcut J={_Think about extemal conformation |
| Source | Form | Nature | [-thm’med J::'QJ
: i
Independent Documentary Directly obtained

Original Document
as compared to
phetocopy, face mails,

filmed, digitised ete )

] ] ] ]
L]

[ Is more m.l':'ab.l'e_]

paperf Electronic/
other as compared
to oral

outside source
as compared
to imternal

by auditor as
compared to received
through others

-

| Further in case of Internally Generated evidence |
l
[ Effective related Controls = increased reliability ]

CA Raw Taun
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(ENO--5AS00.140)

€
(eNo—5A510160 (a0 502,501 >
=
RELEVANCE OF AUDIT EVIDENCE USING THE WORK OF MGT EXPERT SELECTING ITEMS FOR AE f.E']
°
i
Measiin _*If When Audit evidence fulfils achieve purpose of the audit : 1 ~| Qualification | For this Concept refer PDF é
g l procedures then it is called as relevant ) | Competence | obtain | [*| Published papers or books |
! 4 Step | |4 | Capabilit ’ tarmation |1
\ohen it is able to prove or disprove particulor L {ﬁ — e e T
assertion where there is doubt it is relevant ] ([ORfectivity of expert | " | Discussion with expert |
= . I We can check existence of inventory by attending "[MSE‘I"?&"“” With others ] AUDIT TRAIL
Examples \—— (1) lnventory |\—| physical verification but it may ot sufficient to check familiar with expert 1

valuation of inventory as per accounting standards | r u spects of mat expert feld ] For this Concept refer PDF
: . Step 2 ]..5 Understanding worlk of expert |-[: -
—~ (2) Checking subseguent recovery of debtors . . ; [ Assumptions/methods |
:
Subseguent recovery of debtors will prove that debtors i :
were real, they existed £ there valuation is appropriate Evalu?sti‘ng : : : : Part 2 —- SA 501
\ 7 / appmpm‘.:teness + [TAzsamption”) + (Tethod) = [ Report/ ]
- — T 2 W 3 ) of expert s work Data 1 I Conclusion
SRR e * —— +
So cut off assertion is not proved | Evaluate | Evaluate (" evlaate | ' '
. .\ A ete
..‘ (3) checking overstatement or understatement of creditor | | - ”’:” ness | [ Relevance) [ Relevance | OBJECTIVE AS PER SA SOI
- (Both these purposes will have different relevant audit evidence) [ ety | | Reasonableness | | Reasonableness | :
I | R - Relevance | ( . : | Objectives |
7 = 1 Consistency with ] 1
[ Overstatement of creditors | | Understatement of creditors ] | other evidence " <hall obtain S&A evidence for
l ‘ L e - ..I.. —— —— e
s ) T T —— ' ¥ 1
creditors that means doubt in

ded affecti | Existence & Condition | | Completeness of 1 Presentation & Disclosure
! i e‘ eEiatat ! unrecorded a ecirﬁg completeness | NTE OF AUDIT PROCEDURES WHEN MANAGEMENT EXPERT IN INVOLVED of mventory (Part 1) h.l‘tf‘gatfﬂn & Claims (Part 24_]_; of segment Information (Part 3}_
r 5

|

Relevant audit procedure will be (" Relevant audit procedure would inelude R
to select creditors from books of

selecting some supporting documents For this Concept refer PDF (ENO--SASO1.040) (QNO-501.05) (MC®-Ines.05.), 05.2, 05,3, 05.4)
accounts & then mateh it with other like unmatched or year end purchase
documents such as purchase order, order, receiving reports & subsequent Part | ;- Existence & Condition of Inventory
receiving report (GRN), purchase payments to the creditors & then
invoi ] tching it with ded creditors, . - e ; -
V6 fellno ol pidoitos bank SRAERERLY ke difelinibasiidilbioba 9. INFORMATION TO BE USED AS AUDIT EVIDENCE ~ If inventory is material : Obtain S&# evidence for existence & condition
.I" hy
. : ; ' ke can obtain evidence from different sources of : : : R !
L, I_ Shﬂu'!d P thﬂt Ft S’hm}ﬂ’ _be e e e e e .-..l_..__...... RN ATPOPR, - S . ....l..-. SFDSRFERSI FR R l l
For Ex- fg—.'x:'stence of def.‘:tur E::E be checked by external ¥ I _ ] I R e : . A
confirmation as well as subseguent recognition, ' ] i : !
.2 - | EEIE:MM Rel'r:able | & procedure + obtain AE m;is::it Perform Test Inspect the
Besianing audit | —+|  Dezianing test of control: | J as to reliability of count Count Inventory
( p:'ic edim!; ‘ g Reae I7 comrds ) [ Further if any information is produced by the entity then before considering J procedures fceaite
+[m]_i I test of controls we check controls are able to E_:-‘j'f_ﬂ{ﬁ!’fEfrﬁg_iﬁﬂﬂlrﬂdﬂ?ﬂ{itﬂa{_{EfEEEEEE”&E, . & - . 4 .
S B prevent, detect or correct material misstatement | APCD ] allls o Performing Over entity's ’ m};iet};er theg; [ M s:ﬂpiyatn;ﬁaﬂs
. . Y o ——— —————pra: (Step:2)~ | udit || fnal imentory |~ "lpieitn® |= | records &
We have to identify part of the control which protects a particular | | Accurate ][ sufficiently Frecise & Detailed for auditor's purpose [ r:umpl'ete] | Procedures ) | records | count results | | actual inventory
assertion & whether it is performing properly. Ex- Signature & : - - il _-—
s el s s
e recndd,  slnature e stampare presnt on cocuments
oves assertion of occurrence, '
W : = J INCONSISTENCY OR DOUBT OVER
“ Substantive Procedures | RELIABILITY OF AUDIT EVIDENCE SPECIAL CASE | : COUNTING IS CONDUCTED
. ——3 T ¥ ) AT DATE OTHER THAN YEAR END
Substantive procedures [ it includes | [ i1t should be | [ F k If auditor come across a situation !
or Ex- External : .
are designed to check analytical designed to e N I 1 , { - Perform above procedure +0btain evidence whether changes
assertion of transaction, procedures check subseguent recovery tnformation with one source is W Auditor has doubt over reliability of in inventory between count date & date of FST are properly recorded
balances & disclosures & tost of particular of debtor proces inconsistent with another sourse | _information to be used as audit evidence | (Adjusted in Reconciliation |
in financial statements details assertion debtors existence ; T : Reconciliation of Accuracy & >
Y 7 9 9 J : : Perpetual [ RE'HﬂhIHfE ]
The auditor shall determine what modification should be done Inventory between -] changes | - Rl
to audit procedures as necessary to resolve the matter count date & B/S date afal i Signi ﬁcﬁfﬁﬁegce i
1 | physical counting
[ It should consider the effect of that matter if any on other aspects of audit. ]
23
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(CNO--5AS01.080) (CNO--SAS01.150)

(QNO-SOL1I, 501.11.50) (MCQ-501.2, Incs.24.2)

(CNO--SAS0S.040) (QNO-505.05/505.07) (MCQ-505.6, Incs.497.3, Incs.47.5)

EXTERNAL CONFIRMATION PROCEDURES

SPECIAL CASE 2 ; COUNTING 15 IMPRACTICABLE LITIGATIONS AND CLAIMS
[ I 1 _ !

] . . }
Reason for Impractical " Perform alternative Alternative procedure For this ﬂgﬂ;elpt refer PDF . | Maintai i 7 R
[ Imventory counti 1 audit procedure  doesn't give & evidence | [ Auditor shall Maintain control over external Confirmation reguest sent to Third Parties |

}
1
: (CNO--SASOL200) (@NO-501.14) '

o=
&1

-
o
>

h
=

©
=

3

3
| ® Nature of lnventory |

Comparison with | (" 1f ot possible to give | Followsing ore important 4 Steps |
e Location of Inventory | previous gear SEA evidence regarding I
' T it uga g F AL PART 3 : SEGMENT INFORMATION l l | |
| Threats to safely |+ [Acceptable reason | " poPict  of inventory | | | Stepl | [Step 2 | “Step § |
General - Not acceptable  documents e . fi, l Mk nience Teoding RSAIACIONE Cler it A5 PO eRpieae A ] { De:e:rﬂine o Se!e:ta'nﬂ Designing @nﬁ‘ rmation | Smdfﬂgiﬁeliuest
Inconvenience L reason J C ET:FEEEM , Modify opinion as [ . 1 information to [ appropriate } Request { i + J
CUFRNENTE O £ . 4
Difficulty Time R e TR subsequent sale | - REFSA20S = Understand methods used in | Perform analytical procedures be mﬁ””:j Confirming Party R W— Follow up Request
ek aunkaed 1]~ procedure available o 4 determining segment information | or other audit procedures. NS RgdEsTEd T | Properly Diamain ) - i .
or audit evidence sinternal Auditors J 1 5 . d | Having knowledge Addracsed retum Additional{Follova-up
will be less than S [ TP A S ] «  Afc Balances & & authority to — AT request is sent when
persuasive i other elements respond on behalf (birectly to| | replies to previous
n \ « Transactions of TP entity auditor) reguest are not
[ Can not avoid physical verification ] | Test application of such methods ] » Terms of e izl
. Agreements - o

(ENO--SAS01.200)

UNDERSTANDING METHODS USED BY MANAGEMENT

| (Further explanation) |

(ENO--SASO.100)

(QNO-501.07) (MCQ-501.), Ines.§0.3,Ines.47.9)

SPECIAL CASE 3 - CUSTODY CONTROL

OF A THIRD PARTY
1

FACTORS TO CONSIDER WHEN DESIGNING
CONFIRMATION REQUESTS INCLUDE:

i =

LLagnut & Presentation
Letter Head Vs Blank

For material Inventory obtain S&A evidence by following ~ Consistency with prior periods & adeguacy of disclosures with respect

I ' to inconsistency
+ 1 -

| Letter Head of the Company |

L] [ ] fur TR T = ' A
’ : o : | Sales, transfer & charges between seqments & elimination of inter L
f:;;;;:;t’;ﬂamyi _ Other Audit Procedure | or| | Perform Inspection | ceqments accounts 9¢ * ] | 2 Management Encouragement
. L - | customer |
= ; - - | M =
Condition Depending on circumstances -r[: Allocation of common assets & cost among segments ] | Address | .-'}‘ et A e M okt J
4 Integrityfobjectivity of TP = ™
T I s i e AL = Comparison with budget & other expected results such as net profit margin | [ Subject:- Confinmation Request ] / 3. Assertions being examined
Inspecting Documents Part 2 - SA §0S ABC & Associates: it's their regular audit Cut off - Last Bill & Last Chegue
. 5 procedure to call for confirmations. This (Number)
Requesting confirmation from other parties when pledged : : 5
ai el fiir hatis siaies] time your account is selected for Z‘! 4
P———————————————————— (CNO-5AS05.020) (QNO-505.03) (MC&-Incs.52.3) confirmation process. This doesn't change |/ | 4. Ability to Confirm information
Obtaining service auditor or another auditor report on ; Invaice wise balance vs total balance
; EXTERNAL CONFIRMATION (EC) or has any fmpar.t on our legal 2 :
adeguacy of ICS on counting & adequate safequard understandings & balances. It has nothing/ V|| Depending on Software & Its access
_ #rranging for another auditor to attend, TP physical counting | Direct written response to auditor from TP | i ' 5. Management Authorization Sign
Attending physical verification -[ [ Paper/Electronic or other medium ] Balance [ Transaction [ Chegue / / Higher Authority—More Response
____ _ _ ) Agreement etc as per our records is....... / M:
(CNO--SASOL120) (QNo-501.09) [ Source ]-.-[ Independent outside entity | Sign 16 6. Risk of Material Misstatement 1
| EC is considered reliable because |T*|_Form & Nature |~| Documentary form & Original | Low Risk—Negative Confirmation
MATTERS RELEVANT IN PLANNING ATTENDANCE AT | Recipient |=[ oObtained directly by auditor | : . Reguest
PHYSICAL INVENTORY COUNTING —— Abaes I 58 ahea 5 Pr g ecors High Risk—Positive Confirmation
| Examples ]-| ShortCut just imagine BfS & P&L ] in cut out area given below | Request
- Eqﬂ'E J
- Locations of inventory ] £ :
- _ [ B/s | 7.Method of Communication ' &. Prior Experience ki
[ Visit Related Points ]-*[ Mol o) Unmnny ] } Paper Form [ Electronic When it should be sent [ How many
| Stage of completion of WP FA » | Property title deeds | : Te F should be selected
[_stag pl ] P | with TP | | Transactions algq;;f}::-g}ft - N 1 ey Ginel Eanw y < =
~| Risk of material misstatement related to inventory Loans ey e ey & Related of

betails

| Balances :-[ =1L rent ; .
| Risk related points 5 | Creditors ] Umvestments |+ [Hﬂ-r delivered transactions

1| Internal control established for inventory

J
~| Whether perpetual inventory records are maintained [ Stock |+ [eld by Third Party |
~| Whether proper instruction are given for physical verification (Debtors |+ [ Balances Vi CA Ravi Taori
[_Physicai verification |--r[ Timing of physical verification | | Bank |+ | Balances & other info | AEADEM\"
.| Assistance of auditor's expert required for physical verification |
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(ENO--5AS05.050) (MCQ-Incs.03.5) (CNO--SAS05.100) (ENO--5AS510.040)

OBJECTIVE & DEFINITION DOUBTS OVER RELIABILITY INCLUSION IN OPENING BALANCES

OF RESPONSES T0 EC

-
o
S

h
=

©
=

3

|' Objective of H_ Design & use EC in such a mavnner to obtain relevont & 1 [ Means opening balance of FST amounts such as assets
SA 505 | reliable audit evidence If there are Perform . (’ i i o B § Modif R | | & liabilities
- | Request to respond directly to auditor ] G et g | mefgﬁj;t — | contirmation | | Eh‘:{:-ff | NTEof I_. Get S&A _ CPERING BAEREE T Includes matters of disclosures (notes to Ale) where
Pasitive 1 : : rise to doubt F: g is ot | - other audit | evidence status as on beginning of the year is reguired,
~  confirmation [mede requested information OR ] over reliability o dn:btve reliable & ROF 5 procedures ) E.g., Contingencies & Commitments

_ Request (pcr) | | Whether confinming party agrees with infa
given in request

| (CNO—-SAS05.120) (QNO-505.11) (MCQ-Incs.03.3) (ENO--SA510.060) (QNO-510.03)

" 3 e Reguest to respond directly to auditor
|| Negative Confirmation [ Rew = ! AUDIT PROCEDURE TO EXAMINE OPENING BALANCES
!h Reguest (NCR) [ ﬂr}.‘y if confinming party disagrees with ] MGT'S REFUSAL TO ALLOW AUDITOR TO |
ikl el SEND CONFIRMATION REQUEST ! o : | ! I
: | Includes situation where confirmation reguest is undelivered ] Check whether Obtain S&A evidence whether there is consistency in
L Non-Response ].[L_ S e J ‘ implementation of A/C policy, if there are changes whether
' Failure of confirming party To respond or fully respond ] | Inguire & Determine Reasonableness of Management Reasons | i properly accounted presented, disclosed

| Information provided by confirming party | F ' 1 ! I , 1 1
| bifference betiseen i If its not reasonable [ | f its reasonable | | Evidence from Last year | |  Evidence from current year ] | Misstatement Detected |
; Information sent in confirmation Reguest : . Whether cl. Bal have | (| gvaluate whether current | [ 1If misstatement is b
Exception | or info in entity's records I Further evaluate effect on RMM/ROF | ?een f;.r}ecﬁyﬁrniught year audit procedure provide detected in op bfﬂ then
| Analyse reason for difference | : SR . evidence relevant ta op bal | ) | Eﬁ;ﬂi:ﬁ:;mm,
[ Apply Alternate Audit Procedures and | | 2 Agree op bal with the | - " :: .
[ Is it @ misstaterment _J | Obtain S&A Audit Evidence ) most recent EST 2, Perform specific audit - 2. If there is '
| Assess for whole population | r I < /| procedure to obtain evidence misstatement in current
Inform TCWG r N 5;{_# v S,LA- = 2 Read PF’E!)'EEESS&I" AR, ) g about o bal A year also followa 5A 450 N
o " & consider implication | — "1" ] [ ; = : If any modification evaluate
{END. .Sﬂ.fﬂg.ﬂgﬂ._} fﬂ”ﬂ'-—.';ﬂiﬂf) f”ﬂﬂ‘ 5!'.15.5, 5&5.3, Iﬂtflq‘.j} [ an H'Hdi"f £ ﬂlﬂfﬂfﬂﬂ J | Evidence Evidence Obtained ] IO."J‘E‘ﬂ!EF 'F F’EﬂﬁifﬂEHH !
NEGATIVE CONFIRMATION (ENO--$AS 05 130) 4. If any prior period item then trace it to revious period documents |

'
Def: Confirming Party/ TP will reply only if Confinming Party

disagree with information provided in reguest j EVALUATING EVIDENCE OETAINED
L
Less persuasive evidence as compared to positive confinmations | After receiving responses
; so positive confirmation is preferred ) | | Exception |
2 4 : Auditor will get complete _I:[ e l'[:[ No Exception ]
Negative confinmation as sole substantive audit procedure details of No Responses I

for RMM only if ALL following conditions satisfied _ .
'y i [ He will have to evaluate H:[ sufficient (Quantity) l

[ ShortCut: Imagine Herba Life Nutrition Co, fHﬂt."ﬂﬂ.::.'j‘ | results ai-e they [ Appropriate (Reliable & Relevant) ]
!r . First it takes 50000 deposit from each agent ] = | Assess RMM is low 1'_ [EHWQ-I'J to draw conclusions ]
. ! J
|

-

J [ controls relevant to assertions are
-y

| 2. App based dealings & daily cash deposit operating effectively

l [ comprises large number of small,

3. Agents spread across world, 10000 agents ] = | homogeneous transactions, Part 4 —- SA 510
1 balances, conditions )
- Bl | (CNO--5A510.020) (eNo-510.01/510.03)

[ Or Additional audit procedures are required |

4. Past experience says generally ne mismatch ] - [ Very low exception rate is expected

l ! APPLICABILITY: APPLICABLE TO INITIAL AUDIT ENGAGEMENTS
- - : Not aware of circumstances or h
5. Present experience, Agents are prompt In conditions that would cause recipients ] Not Audited ]
replying of negative confirmation to disagreed [ Initial Audit Engagement ]--l Immediately preceding year }{
) s i J Audited by a predecessor
auditor(someone else)
. 0p bal contain material misstatements ]
Objective _.\\ Obtain S&A | ;
_evidence whether || | consistency in implementation of AfC S CA Ravi Taori
policy if There are changes whether VSMART 6
| properly accounted, presented, disclosed CADEMY Fah{*.
Auditgurun oRased
25
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(ENO--5AS510.080)

(MCQ-510.), 510.2, Ines.52.4)

AUDIT CONCLUSION & REPORTING

! | 1
| Opening Balance [ Consistency of AfP [ Modification in predecessor AR ]
: 4 : I_ } _ ¥ : 1 l
| Unable to obtain | [ contain material Not " change | | If relevant & material
S&A evidence || misstatement consistently not in €Y FST
ﬂ [ | (no proper Al apfﬁﬁf” properly I
Express precsar (change not " Modify as per SA 708 1
lifed disclosed) valid) Y S P
Ruali . (Better explained in
opinion |*A¢-:rmnted I SA 710) !
or disclaimer Express .
as per SA 705 Qualified ;I' il
7| or adverse (“oisclosed )
ﬂpfﬂiﬂﬂ as PE'J" <
SA 705 ]

| Express Qualified or Adverse Opinion |

I (ENO--SA520.040) (@NO- 520.03, 52013, 52017) (MCQ-52012, ncs.15.2)

TECHNIQUES AVAILAELE AS SUESTANTIVE
ANALYTICAL PROCEDURES

Analytical procedures can be used at various places when they are used to ]

| Application of analytical |

procedures depends
- majorly on three factors

substantiate at financial data it is called substantive analytical procedures

| [ -[ Creativity of audit team |

-"[___,Eharfrui - CDE ] Ej-[

I E .-[ Experience of audit team I

-

Reliable Data available for
analytical procedures

- | Different forms of analytical procedures ]

[ Shortcut — STAR ]

In this techinigue we use knowledge of statistics. We plot
data of twe variables on the graph & from that plotting we
get line of regression & we get equation which can be

used for computing expected values.

@ -[ Structural modeling I -

(CNO--5A520.020)

[ Definition -r[ Evaluation of Financial Information ﬂimugh

Part § -5A 520

(QNO-520.01) (MCR-520.5, 520.6, 5209, 520.10, S20.11, 5203, 5208)

SA 520
ANALYTICAL PROCEDURES

ST

" Analysis of plausible relationship (Logically true) among both
Financial & Non-Financial data. So that we can predict Amt [
. Ratio / Graph of Financial data

| step 2 |~

Collecting reliable dota ]

| Step 2 =

 Determine expected values |

Identify fluctuation or inconsistent relationships that differs from
| Step 4 | expected values & Investigate significant differences

=

[ With prior period | =| Trend Analysis |

Comparison

[ Types of

] [With budget or forecast |- | Comparative Analysis |

| Auditors own estimates |~ [ Predictive Analysis ]

26

Types of Mathematical ) _[:[ Financial V/s Non-Financial ]
Relationship J

(With similar ndustry Information | = [ Inter Firm Analysis |

| Simple v/s Complex |

" I this analysis we compare CY financial data with PY or
2 or more PY balances, We check whether it is as per
. the past trend increasing, decreasing or remaining stable

[(])-

Trend &na.‘g.-:i.-:

]...

LA l'[ Ratio Analysis |~ [ I ratio analysis we compute between two or more
financial item & this ratio /s compared with previous year
or with others which will be useful for obtaining assurance.
Ratio can be compared with PY or similar entity in same
industry financial ratios include debtor turnover ratia,

inventory tumover ratio, freight expense to sales ratio,
b

When we compute expected value on the basis of non
financial data of €Y & compare it with actual data or
ratio is called reasonableness test. These test are generally
perform for P&L items.

Reasonableness
Test

@

[ Examples of reasonableness test ]

|

[ Computing expected values |

" 1IP based on issued material for Prﬂdt:l'ci'l'ﬂﬂ £ sales guantity
. (Expected WIP = Units send for production — units produced in sale)

m

[ Rental revenue based on occupancy of premises
Lf Expected Rent = Number of rooms x occupancy rate x days x per day rate)

~ | Interest per Debenture ratio compared with official rate

| | Baw material consumed to per unit produced compare with others
in the industry

-.-

~ | Discount per unit ratio compared with previous year

- | Wastage & scrap to the production compare with others in the industry.

(ENO-—-5A520.060)

(MCQ-520.14, Incs.1S.1)

APPLICATION/PURPOSE OF ANALYTICAL PROCEDURES

4 | | +
Planning ] [ Collecting Audit Evidence everall conclusion

1 } - 1 =
Obtain relevant & n-shhrubhheﬁw1 To assists auditor in forming

; - ; overall conclusion as to
audit wrdencr.e using whether FST are consistent
Substantive

-
Assist the auditor in

planning NTE of other

audit adure : with auditor's
ighe 5 Analytical Procedures understanding of the entity
A . oy
*
[ To reduce detection risk to acceptable level J

e e Y

(CNO--5A520.080) (@No520.03.50) (Mcg-520.1)

ANALYTICAL PROCEDURES IN PLANNING AUDIT

Use Financial & i Understand Business LT
Now-Financial data [ (compare with others) ] Helps in Hers_m
E.g. Number of EMP -[ TR e e Identifying determining
volume of production developments 1 Potential NTE of other
Sq. feet selling space (eompare with last year) Risk R“"“'d't procedures

(ENO--5A520.100) (GNO-520.04)

ANALYTICAL PROCEDURES USED AS SUBSTANTIVE TESTS
}

Substantive Analytical Procedures (SAP) can be ‘

used _a_l'ﬂne or in c-:}m_b.fnatq‘an qf’ Test :_:'_f" betails
¥

Factors to be kept in Mind
I

L ] 3 L ] : E * : * g
b L2 ] L.l (il
Suitability for . Evaluate Develop an ; Determine the
given assertion, Reliability of exﬁaﬁan - : amount of any
3 FECON SFFIOUFILE, .
_tahere there is RMM | | gusa to be used ratios J G TATRRER. e
' _ : ' ' ' recorded amounts &
.| for determining P— —
Also see Test of et vt " should be sufficiently expected values that
Details applicable for | . ikt precise to identify is acceptable without
those assertion MM  further investigation |

 (In case of range) |

(ENO--5A520.120)

(@NO-520.05) (MCQ-52015, 5204, 520.8)

FACTORS AFFECTING SUITABILITY

[ ShortCut V-RAT is suitable for all formats ]

|
! i ! I
Velume of Risk of Level of Test of
Transactions Material Assurance betails
& Pretictability Micctatement obtained (Top)
i by el \ S L
. i ..\.. -H-H. = ]
Suitable for Depends on Some Analytical | suitability of |
large volume Assessed risk of Procedure (SAF) analytical
of Transactions Material provide more procedure
4 Misstatements rsuasive along with
K pers test of details
That tend to be + " evidence on some
predictable over | [ pojeyam | } \assertion )
i  Assertion | [ Rental Income
2 + e vs GP Margin
Expected that graph analysis
I"E"-ﬂti'ﬂﬂsj‘ﬁp 1Ir
among data - .
. exist & continue If elements are |
! properly verified
- T, =, oD can
ec be elimited |
effectiveness - =
in detecting
misstatement
fi iy
_ before applying |
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(CNO--5A520.140) (@NO-520.07) (CNO--5A520.200) (Mcq-520.7)

FACTORS AFFECTING RELIABILITY OF

[ Boutine ] ( Tend to be more predictable w

' = hewnce analytical procedure are
ANALYTICAL PROCEDURES THAT ASSIST T transaction : ytical p b
&= table & dat be obt I
WHEN FORMING OVERALL CONCLUSION 0 e } e g

DATA | EXTENT OF RELIANCE ON SAP

£
-
3
h
4
©
2
<X

Now routine ' They are subject to management
L Following are the criteria's that should be considered while deciding reliability of dota ] - . transaction Judgments & hence difficult to
Mandatory to design & perform analytical procedures near the end of audit predict hence analytical procedure
!- Shorteut - Sr NCC candidates are reliable ] ! for overall conclusion \_ E[E__P_?ﬂ_t_mftnbie

V) (¢] (¢) g - . p ) .

1 I I I Above procedures are performed to corroborate conclusion formed during Income . These also tends to be more
2 3 (" Conttel [5'1-'*'-"}5'"'5'*-5*”'555 ] audit regarding TBD . — statement I—- predictable hence analytical
Matire ija QRLTFON Owver - % 4 : -
SEEE;DF E‘e:'efe;ﬂ-:e [‘: a"”f;”ib“l"tﬁ" preparation E[ Accuracy ] i |E] —[ Account type |- account procedure are more suitable J
of Data : i of information |VfJ.|'fdf!5J | This assists auditors to draw conclusion & form opinion J P Thess livatve TRk oF managem ene
Ll Judgment & adjustments they are less
(CNO--5A520.160) (q@N0-520.08) — | Balance sheet |— : .

[ May identify previously unidentified RMM & further plan audit procedures I | l predictable hence analytical

- 3 procedure are generally not suitable
EEE R SEREE Dl DS VRGN R TN Similar to those performed for risk assessment procedure at planning stage l

__[ But relationship between income account & B/S J
e

expectation & compare them with actual to get misstatement (ADA) (ENO-—SAS 28320/ L T

L | [ For ex- Relationship between sale & debtors, ]

can be used to obtain evidence about BfS account
| Py ANALYTICAL PROCEDURE IN PUBLIC SETEGRR S Sl
Availability o f] PF reliable ﬁnana‘a!} H?H;T: ;?:;gﬂ Budgeted sales / SECTOR UNDERTAKING (PSU) m_[ e ]_r It is more suitable for completeness & valuation ]

—

: or non-financial —| Quantity / No of as compared to rights & obligation
[ S MR S e e s Celomer | es ) Capital natu ditu be debited to P&L b
proceaure pispatched, etc Accounting policies | apital nature expendrture may 0 PEL, -
| 2 - & approach are l-.—- \ further expenditures incurred on inventory may not be [ﬂ_[ Disaggregation ]_,, If there is higher degree of disaggregation in
. ’ " _ different P R considered at the time of closing stock valuation, - . analytical data it will be used to higher degree
Degree of Disaggregated _P Better expected | If disaggregated ' l of usefulness while performing analytical procedures
| Information - values in comparison | data is available | £ = = R 4 -
| . Ll | = i s - - . f If there is higher level of inherent risk then we should :
\ | Eg: Business wise / Product wise [ Branch wise, ete | 1Ay NGk Appear I B/ o praper varle ’ lL] —[__tnherent risk | - use test .n::n’-9 details and along with that analytical ‘
- - - - procedure can be used
Expected Results I-iaw camprealct We can compare them with Traditional | In business entity we can see a direct relationship . 1
Aceuracy expected v afﬁ;:ﬂﬂ’ ~ actual & determine ~|  Relationships don't = betieen revenue & expenditure but because of reasons
fecitoey & i misstatement with confidence ex)sts /| given above such relationships may not exist in PSU [ In case of significant risk analytical procedure alone is not likely to give SAAE ]
-
[ Eg: GP Ratio are much mare predictable than research or Advertisement expense ] - Non-availabiity T e R e - m _[ T W Transaction, Account balances are predicta HE. over a '
(| ofda may no be avllalefo pitc secon perod f time. Analgical pocedure con b applid easly
£
some relationships may be relevant like cost per km of road construction, further
DETERMINE WHETHER DIFFERENCE IS ACCEPTABLE L number of vehicles acguired compared with vehicles retired. Such kind of

(3 Factors (LMR) | . relationship can exist in PSU OBIECTIVE AS PER SAS20

* * + 1 ;
[ TS PP, ] (Materialitg Tevel [ T nw] (CNO--5A520.240) (QNO-520.20) (MCQ-520.6) | Use ﬂnafyﬂc:ﬂ' procedures

required misstatement ¥ I }

(ENO--SAS20.180) (QNO-520.09) (MCQ-Ines.19.)) FACTORS TO BE CONSIDERED FOR [ P’F’.”:?.’"F‘?. J ( E“*’-’i’ﬂ"” ) fﬂ"fi”ﬂﬂﬂ ]
SUBSTANTIVE ANALYTICAL PROCEDURE [ To obtain Business Use as substantive e e,

INVESTIGATING RESULTS OF ANALYTICAL PROCEDURES understanding J analytical procedures | conclusion whether

| [ It is like a summary of whole SA 520 | | 4 Financial statements

; ( Identify Risky areas | ( Toobtainreliable & | | . consictent as per

| If after performing analytical procedures, auditor | [ Shortcut ANANDI is Predictable | } relevant Audit evidence Auditor uﬂdér:tﬂhihg

e — ~ for particul rti -
| . adakiity If reliable data is available we can perform analytical [ Which will be helpful to decide 1 PP AR )\ oftheentity
Identifies fluctuations, Inconsistent relations or E— | — procedure effectivel NTE of Audit procedures
: of DATA L
differences as compared to expected values

| Continue on next column,..
Auditor shall investigate difference by |
! g ___ CARavi Taori
Inguiring of Mgt. & Obtaining Perfarming other audit VSMART
evidence for responses procedures as necessary CADEMY

i
[ When Mgt. is not giving explanation or J

Auditguru

explanation is inadeguate
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(CNO--5A520.270)
ROUTINE CHECK CANNOT IDENTIFY

ALL MISSTATEMENTS

| Routine check i-§ Checking Arithematical accuracy of Primary book [ ledger / F5T I

meaning | ;
| n includes |
+ i *
Checking opening Accuracy of ledger Balancing
Ealance \ posting ledger

| Not Sufficient : |-r[ Te detect all misstatement & manipulation ]

!
| Analytical procedures I-[

l

Such as Trend analysis, Ratio analysis Reasonable
Tests, etc should be applied

If we want to check existence of debtors e may use party wise balances
as sampling unit for confirmation if we want to check penal interest is
applied on debtors we may consider invoices wise balance as appropriate
sampling unit

E] —[ geliable |—|  Ensure that info used in the sampling process is sufficiently reliable

(ENO--5A530,040)

(QNO-530.01) (MCQ-530., Incs,38.1)

SAMPLING RISK

The risk that the auditor's conclusion based on a sample may be different
from the conclusion if the entire population were subjected to the same
audit procedure

|
| Sampling risk can lead to twe types of erroneous conclusions ]

Part 6 -5A 530

(CNO--5A530.020) (QNO-530.01) (MCQ-53010, Ines.27.0, Incs.38.2, Incs.38.9)

SA 530
SAMPLING & POPULATION

fHem:ﬁs checking less than 100% items of population
then applying audit procedure on them & understanding
their misstatement then on this basis project conclusion
knn entire population,

+[ Sampling ]—l-

| Definition o

. Population |—| Entire set of data from which sample is selected is
> - | called population

...[ Relationship

ittamast bty -r| Sample should be such it represents population

1
-

[ Characteristic of population ] - [ Shortcut - CAR

@ —[ Completeness 1—- f Auditor should ensure that population is complete. ]

For. Ex, if we are performing test of control then it should
cover control activities which are done throughout the
accounting period

_[' Appropriateness ]

— Population should be appropriate as per the objective of audit procedure

_,,: We should consider direction of testing while defining population

(" Ex. 2. On the other hand while testing
understatement of accounts payable then
population will not be list of account
payable but is will be list of unmatched
GRNs, unpaid suppliers, suppliers
statement, subseguent disbursement

Ex. I.to check over statement
of accounts receivable list of
accounts receivable will be
will be population

.

Appropriate sampling unit individual
items that make up the population are
know as sampling units population can

be divided into variety of units

Ex. Debtors can be divided into

partay wise account balances or
it can alse be divided individual
customer Kise invoices

28

; Type I — Error ] [ Type Il — Error !

=
fi (Over Reliance on Controls) (Under Reliance on Controls)
In the case of o test of controls, that controls I ﬁ!;, case of a test of canirhnis, ﬂat
: controls are more effective than they
\_are more effective than they actually are J | actually are
I."" B
(incorrect Acceptance) 4 Cincorrect Rejection) B
or in the case of a test of details, that a material Iyt the case of g test of details that
\ misstatement does wot exist when in fact it does || material misstatement exists when
infact it does not
B 7

’.f (Reduces Effectiveness of Audit)

The auditor is primarily concerned with this type
of erroneous conclusion because it affects audit
effectiveness and is more likely to lead to an
inappropriate audit opinion

",Eﬂeduces Effeciency of Audit) h

This type of erroneous conclusion

affects audit efficiency as it would

uswally lead to additional work

to establish that initial conclusions
l.\l-:J_EFE incorrect, o

(CNO--5A530.040)

NON-SAMPLING RISK

g

Chances that auditors reachs Fuaﬁpmpn‘ate
conclusions because of reasons given below
T

i i |}
Inappropriate | Failure to recognise ‘ ‘ Misinterpretation of |
procedures misstatement or Deviation | | Audit Evidence

(ENO--SAS30.080) (MCG-Ines.16.5)

SAMPLING PROCESS

It is preliminary sampling step. Suppose we have to examine h
. Sample _, | vecurrence of sales. We have to determine our objective
Designing (catch fake sales), audit procedures (match with despatch report)
ete are decided in this step.
[ Afer analysis of various factors it was set as 200 wwits from each
2. Sample Size | =  Of East / West / South [ North area so total 200 x 4 = 200 from
. - population of 5000 |
- -
l--- i
3. Selection . -
of Items for
Ei‘ai Hgﬁﬂg - Stratified Random Sampling
Selection ),
Method) b
- -
" 4. performi
. Perfarm
Audit O [ Inspection of documents & Inguiry from sales executive, }
_ Procedures
" S Nature and | ¢
S of - intentional or Unintentional [ Manual or Automated
Deviations and
, Misstatements | - ¥
- " { B
&. Projecting | _ | If there are fake sales in sample, then how much in whole population.
Misstatements
. A “
" 7. Evaluating \ [ i
Results of Whether misstatements are within tolerable limit?
Audit Sampling& Whether further audit procedures should be applied.
| Taking Action | | 5

(ENO--5A5320.100) (ONO-5320.03/530.04)
STEP | SAMPLE DESIGNING
Define Y ¢
Population and its f*t All sales transactions, 1
Characteristics | 4

| stratification || Area wise bifurcation in East West South North

[ Consider Purpose !...: Examining Sales Transaction. Whether any of the transaction is fake, ]

check sales transaction from customer order, gate pass, transporter

5";1’3:;{"‘:5‘& report, delivery mema, confirmation. Inguire from sales executive
! 4 and visit godown, )
Nature of Audit | Documentary | Oral [ Visual

Evidence

If essential documents of transaction are missing it can be a
misstatement, Different dates in documents is fine if its within
3-4 days of sales transaction.

[ What constitute 1*
Misstatement
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£
(CNO--5A530.100) (CNO--SAS30120) (QNO-530.05) (MCQ-5305, 53014, IncsJ.), Incs)6.2 nes.48.), Ines.48.2) (ENO--5AS530.140) (QNO-530.07) (MCQ-Incs.27.2, 53012, Incs.38.5) c
-
SPECIAL MATTERS IN SAMPLE DESIGNING - SAMPLE SI2E STEP 3 SELECTION OF ITEMS FOR TESTING f.E"
: 1 "'g
WHAT CONSTITUTES MISSTATEMENT OR DEVIATION sample size & M dikare deet de Fhan detemin e Ham Sample size is detenn.fr:-ed [ Approaches to sample selection <‘E
} Sample risk are |- audit risk at | =| detection risk & |~ ’me;” :;.H:E::*;Tb?;ﬂi ije;s 5 - 7 GRS |
[ First auditor design lmdft objective then ] inversely related ; planning stage ) sampling risk CPre deﬁ ided) ) ‘ P F"T" . ‘
et N >  statistical | [ Now Statistical
Which condition will be consider deviation or misstatement with the help Pf::ti::;;‘;::::gz:;ﬂ E (jee following factors | Shartf:ut to remember e : ; bl
of this he will able to decide audit procedure which should be applied on sample items t0 determine sample size | affecting sample size ,,! k the points in the form of smry—J W |
} . . :
Such clear understanding will be useful at the end while making projections 1 ( | Sample should representative of population
& evaluating results J '
X ! There approaches are not about sample size but the way the items are selected as sample ]
Ex. = I, If there is a mismatch between account 2. If credit sale of one CHUNNU, MUNNU ARE ASSIGNED TO AUDIT statistical S :
receivables balance & confirmation because customer is posted to another WAGESH IN THE CONSTRUCTION COMPANY [ atistical Sampling ]
of non accounting of particular receipt it is not customer it is not a misstatement T Sa :: Eue;y unit hqu:j}ﬂj chance of selection
1 . Random Sampiin
| called misstatement (Temporary) at balance sheet level ] CTie Taads That Ik e e *@_ i borotig Hing il piing
} Nt g Ch ﬁﬁiﬂ:ﬂdf}md; o | tn By sample size condition 2. Use of | pmbab.l-'rty theory to evaluate sampling
Above examples are not misstatement by applying a procedure but they may be start travel from . 4ge results
useful for the assessment of fraud risk & they may have effect on assessment of fraud risk

te Co. Site,

substantive

& - Advantages
home Got Call From mﬂm_] [ Decrease in other ] [ THer acee ] | Advantages |

1 - . i L s . \
he won't be coming procedure sample Size mp;::;; e In statistical sampling every unit has equal chance of
ROLE OF EXPECTED RATE OF DEVIATION & MISSTATEMENT IN w sample selection. 3o unit are selected from every comer of population
H”P:-f”ﬁ‘ Hﬂﬁ"fﬁ'ﬁ — CHE:.E‘EHI FEI': transaction _'_' Increase in Expﬂm J_'_ .fﬂﬂl"E‘ﬂ;re ] 5
ample 5ize — e e = v e - —— i i —_
Chunnu meets ol i Misstatements ik Scientific in nature it is based on theory and formula which can be proved over a
! ;ﬁiccﬂu(_nt ) 1 40 says stratification ]__ Stratification not ”-_'| Increase | | period of time in statistical sciences & hence more
Before we perform sampling auditor computes expected rate (O REEE B not possible possible |7 sample Size | reliable than non statistical sampling
of deviation & expected level of misstatement R ST e e Increase *r Gives good results in large population. It has been observed that statistical
1 i Eot ol oo | Assurance "'l level of Assurance | | sample Size | sam pling gives good quality results where population is large,
|"_ Expected rate of deviation [ misstatement is determined taking into Semior JL[ e sjys misstatements | | pecrease in tolerable _[ Increase -n-: Non statistical sampling ]
consideration his previous year experience & present circumstances ete should be taken seriously |~ misstatements sample Size = S —
g p ¢ kihen sampie size & its composition is decided on ﬂre basis m’-’ personal
Expected rate of deviation is determine/ on the basis of understanding of the relevant | Fral He fﬂgﬂ F;’ i’;ﬂ'” Increase in E,;"'IEF Ifgi.tfe }: ﬁ:ﬁ‘: | experience & knowledge of the auditor. It is generally in terms of numbers of
Ll - - = 2 FEXL CFd (118
controls on the other hand expected level of misstatement is determine ow the basis 4 MH}“ c:: e::a 2 e?:f o3 Population Detailed Analysis) accounts & numbers of pages to be checked.
N of cheking of small number of items from population ) . . / . L Advantages |
] ;

Above points are presented from point of sampling in test of detalil, |

[ These expected are important characteristics of the population :] similar points applicable for sampling in TOC

]

Popular over a period of time because it simple to apply.

| Cut off assertion is checked properly generally auditor tends to check

[ important sampling decisions are taken on the basis | e hd I ecn ote Moo o BT Shalp PRy SRR
I l 1 L Disadvantages | -
~ . EFFECT OF POPULATION SI2E ON SAMPLE SI2E (" Non mathematical basis sample is not mathematically |
Test of control ! [ Test of details ] deslinaid & Hhave RSB Sy R P +
; ; : — (e qn ere is no mathematical formula to projec
- 4 - — . _ Current / Present Population Size | - o —~ misstatement & it is difficult to understand whether sample
If expected rate of deviation is higher | "fe‘f e;mdt;H:sstTem;ﬂ L r : } _ sefentific size will be adequate for auditor objective & it is difficult to
than tolerable level of deviation igher than tolerable auditor decision,
* N misstatement then we should B f‘g . . (e -K.PWE 4
; p B
Then we should not perform test of controls ot F’E"F”I"“"' sampling in test of [— ‘b:m - |- — | (10 Labour | ~ | 500 Labour | e : . : .
infact we should perform more substantive details instead we can go for 10000 Labour 12000 Labour | As ouditor is selecting as per his own preferences there are high chances
procedure in this situation 3 100% checking of the population [ 500 Sample items | = | 505 Sample ftems | [ 4 Sample items ] - [ 100 Sample items ] ~| that personal bias will affect item being selected hence it cannot be
. . - L d eliminated J
: I slimoated . <
) - . - ) As there is auditor judgment & there will be personal bias hence auditor
If ﬂ:-ﬁre ;;&Erigs-: In I t;ﬁ{:&?ﬂg i i will not be able to achieve audit objective |
— + ; 4 2 Solution to disadvantage auditor o fartat I
Negligible effect on Sample size Increases L, should avoid establishing a For ex, = i gyou have se EF“ ””':f ’
sample size . particular pattem which may be June & Sep P-y- then avoid selecting
} . g T \ kenowon to emplogees. same month in C.Y.
Efficiency Increase | &= e )
o ]
But if there is proportionate increase in P ¢ CA Rﬂ‘u\'l Taori
materiality/tolerable misstatement level )
then increase will get compensated

Continue on pext column...

29

+

G Scanned with OKEN Scanner



(CNO--5A530.160) (QNO-530.09) (MCQ-530.4, 530.7) (CNO--SAS30180) (MCq- 5303) (CNO--SAS30.180)

ADVANTAGES OF STATISTICAL SAMPLING CLUSTER SAMPLING NOT A STATISTICAL TECHNIQUES
[ Benefits of Statistical Sampling * Large Powerful & MOR" ] Step I: Divide population } step 3: Either select ALL ke HAPHAZARD SELECTION

/xudit§uruin

(L] (P] (M) (0] (R] into groups e items in cluster ; o

lect clusters |~ or again apply random No Structured Use of personal A | aoid b X B )
+ + L. L + called Cluster Eg. Cluster of 5 : et ol - e ~ | Avoid bias or | | All items should have |
- - ~ £ : sampling to Pr ! ;
Better description [ sample size does ) rF.'--:‘-.%.::'.F.'E to estimate § 10, 20 or 30 ete 00 O he custers select units f;gm clusters xTechmqﬂef.Fattemx higemn N Palctabitty p o\ chance of selection
of Large mass hot increase Minimum Sample Meore : -
of data than proportion to Sine saith objective Cﬂn'-:‘.;f'.'.::-"terl' ; e But result are less effective 3
complete inerease specied rick & Risk While applying Method i< (ENO--5A530120) (MCQ-Incs.16.4)
examination of in size of f :I"-'J';:;.I:':.I'r}lr'l Defensible =~| random sampling |~ R - as compared
all data population e within cluster use cost eriective to simple random sampling
. < AN i <\ pr— " ELOCK SELECTION
(ENO--SAS30.180) (QNO-530.1) (MCQ-53015) (MCQ-Incs.98.4) Simple random Stratified & -
sam;ja’ngf rand?fﬂ J Not selecting single But selecting group of Starting point can be as per auditor
strict ] samplin - tive | -
SAMPLE SELECTION METHOD SRt camping it jtem in selection - :;;d}fﬂ;;T;;ﬂy preference for each block selection

:
PO — mmP;E - — Pﬂpﬂ;ﬂmﬂ ] Sometimes it may be But majority times " Because items with

l ¥ ¥ 3 L L i
R [ — L MONETARY UNIT SAMPLING / > : - it won't be - samﬂ'a_:rr characteristics
 Statistical sampling | Non-Statistical / Judgement VALUE-WEIGHTED SELECTION appropriate suitable | will get selected
1 Based Sampling

* *
e | e - [ Sample size J (ENO--5AS30.200)
: Block Selection .
\ ~ sampling | \ Sampling | \ 1 i Monetary Amounts are used for | 1 | Selection Method ]
f Simple random | | Interval Based or |l Monetary Unit 1 Haphazard Selection I - | Evaluation of Results | STEP 4 PERFORMING AUDIT PROCEDURES
sampling  Systematic sampling  Sampling (MUS)
= - & | Total Sales 20,00,000 [ Sample size 5 | Starting Point randomly selected [ Shall perform setected audit procedure for each ftem selected ]
(ENO--SA530.120) (QNO-530.13) (MCQ- 530.2, S30.1), Ines.27.3) ST méﬂﬂ, : between | to 4,00,000 say 620 I ! 1
RANDOM SAMPLING [ Zﬂ,ﬂﬂ’ﬂ'ﬂ'ﬂff = §,00,000 l r_SEiECti_ﬂﬂp&rnt_s__] i [ ftewm ﬂﬂf suitable [ Item :HJ"EEHE ]
620 GDOE20, F00820, 1200620 - ™ y ;
: : : , ! i £ etine If audit procedure is not If auditor is unable to apply
Def ;- All items in population or strata have equal chance of selection. Then we may be use applicable on any item audit procedure on selected item
random number table, random between excel function or anything like this to select sample. [ Billno | [Bill amount) [cumulative total] [ Base | S 3 }
" Type | | 1,00,000 1,00,000 420 Replace it with new item i Perform altemative procedure. If there is no suitable
. 9P T B 2 . 8 = | | | || ) | | & perform procedure on it ) alternative procedure then it is deviation [ misstatement
: simple | Suitable for | | Nodivision | Every Unit has unknown/equal chance of 2 ) (aoom ) [ Lesowo | | ] x = } :
- homogeneous | - | of ~ | selection, random pumber table, picking [ 3 ][ 20000 | [ Légo00 | | ] Eg. Cancelled chegue get | Eg. Unable to apply audit procedure on debtors |
,kE“'”d"m || population | | population nurmbers from drum ete. (& ) [ so000 | [ 2000 | | ] selected while auditing i
S : = = e ' [ : ] (200000 ) [ 410000 | [ 4008620 R FagmEnis ,; [ Because documents are lost or no reply 1
: Each stratum is treated as separate Lt e e received for positive confirmation request
_ Suitable for Divide population & random sampling is [ 6 | [ Leo000 | [ 470000 | | ] I
Stratified | hetero- B population ~| done. Different percentage selection [ - ] [ 20,000 ] [ 4.90,000 ] [ ] [ Checking subseguent receipts is alternative audit prncedare]
Random Q-EJ‘;'D:S in group called can be done for different strata [ 2 ] [ 20,000 ] [ < 60.000 ] [ ]
it s Strata all Trade Receivable Example) : .
CREC P [ q ] [ 40,000 I i 6,20,000 ] | ] (ENO--5A530.220)

NATURE & CAUSE OF DEVIATION & MISSTATEMENT

]

o) (zsomwe) (eooow ) (Zanseo)
[ | (45000 | [ als000 ]

STEP - §

INTERVAL BASED [ SYSTEMATIC SAMPLING (12 ) [ 35000 | [ 950000 | | ] (Qualitative Aspect)

Constant Then Constant tnterval b [ B ] [ 220 ] { debic ] [ ] [ Iwe.stfgateJ [ Investigate nature or cause of any deviation or misstatement i
onsta . L en Constan nterval can be | 65,000 1.15,000 = 14K B i £ = Y = s =
bl First umtdrs s;z.fected LR e P | 4 || ] | 1 1 ] _ .

is used for et select other g L_ts ] [ hsoooe | [ 1265000 | |[12,00620] . "

ithin Biret i | oF monetary Rarely auditor may come across ANOMALY perform additional
selection Within first interva units in sample value 16 ][ 20000 | [ 1285000 | | ] procedure to ensure that it is not representing population ,
. [ 17 ][ 40000 | [ 1325000 | | ] X . J
[ Eg. Population S000 ] [ Bret interval i - [L] 2 2 < [ g ] [ & 5000 ‘! j 13,90,000 ] [ ] m [ Type of Transaction ] SRR R
: (" E laenti items Wit
[ Sample size 1000 | (¢]7 2 (2] 1 (1 ) [ 3500 | [ 1425000 | | ] | Common 1 L lebioh L | ot rasiiiie & doruind
[ Interval  5000/1000 = § ()12 13 IS (20 ) [ 45000 | [ 1520000 | [ ] feature | Producttine ||| audit procedures
klitteialneinnie ) 7 18 20 (21 ) (350000 ) [ 1370000 | [16,00,620 R | Periog of Time |
| For example of interval in monetary amounts see monetary unit sampling | | 22 ] [ 40000 | | 19,0000 | | ] [ ‘:::ﬂ % - Lzmnr:ntr:a! :;”r:'m"aj nj*eﬁ e
Effect =  Consider Possible effect on gefined audit
-. If population is structured in particular manner & intervals are similar to these 25 JUgsen | [ Jssee | | ] lﬂhr'ﬂfﬂve + Effective on other areas ]
structures similar types of items will get selected, not representing whole population | 2¢ || 25000 | | 1920000 | | |
| Solution |  To resolve above we can have random starts after few selections | [ @s | [-awwoe ] | onstoes | | ]

+
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£
(CNO--5A530.240) (QNO-530.5) (CNO--5A530.280) (QNO-530.21) (ENO--5A530320) (MCQ-Incs.98.3) c
-
PROJECTING DEVIATION/MISSTATEMENT EXTENT OF CHECKING ON SAMPLING PLAN EFFECT OF SAMPLING ON AUDIT 'f_E"
] . * " ﬁ
(" For Test of Contral ] [ ForTest of betalls ] [ shorteut - C-SITA factors | | Shorteut - Efforts of icC | <‘:£
i - . — . : . -
| Not pecessary to do explicit | " Shall project misstatements found in [ 5]- I f.ri? Trfhe_wgﬂ Eiuiﬂw ?r_ﬁml g J FIM‘E Ehe{hfrg : rSﬂ, Auditor can 9 inss Eﬁpﬂ.rﬂ
| oraiectian Cqctrerally) J L sample mrpﬂ;_:wmﬁan (1] state of the Internal control. (Strong) ] ... d""?; k’;‘ﬁi‘i’“"e - ;iifi;ﬂﬁii - adopt statistical |- "8 E;L‘;E”“
d | To obtain broad view of scale of misstatement | (4)- { Adequacy and reliability of books and records. Assurance sampling satisfaction
i Eampﬂ'e Fate ~ ijeﬂed Bate T . o . ] .“-"-T ___________________ : d L (-AFC{JFQIP & EE-I.-'.ﬂJ:'-r{}) A . )
ot oevitin | ™ | orveston | [ Wt itz dlemie ot i R T ] - (e
!
|| T ——— . | Degree of the desired confidence.(Low) : : =
(" Exclude effect of anamaly while doing projection | E_[ Aear Mokt deliince e swwbiag) ] | But it depends on whether Intemal ca:rtm.'s are properly designed & Implemented
1 = ¥ 1
- - S =
While making final conclusion if it is not corrected |" yes If No |
CNO--SAS 30200, 0-530.19 ik b i
then anomaly needs to be considered along with . : i : . ' : . S .
prajected non-anamalous misstatement while | Smaller sample size will be required | | Larger sample size will be required
Evaluating Sampling Result y CONCEPT OF STRATIFICATION & |
| Sample = Misstatement | VALUE WEIGHTED SELECTION f Certain circumstances ]-h[ In certain circumstance sampling is not suitable ]
1
|  Anemaly |—| Suppose not rectified | =| Eg. 50 Lakhs | +( Stratification | : : -
| Another approach is necessary | | Another approach may provide more
I:[ Novi-Anomalous ]..( u:f;-d oy - h:llnnaﬁmmak{s P m"@mff SR | It means dividing population into subgroups depending upon specific | I satisfaction in less time & efforts
| Pqueﬂt‘lﬂ'” FH!SStﬂf-E‘mEHT in Pﬂpﬂ'iﬂ'hﬂﬂ 5 crores Eharﬂﬁeﬁstics 4 -HI - B R P I R AR el -i T R A R R T A L T
W — Eg. If there is significant risk 100% : T
[ Total misstatement in lation considerd | = [ T l || With the help of stratification we can reduce sampling size without | | checking may be reguired . E%': Eﬂﬂmﬂ’m”g :;’““E deFm."ﬂm"
s B S5k o | increasing sampling risk so it increases audit efficiency. . uploading fixed Asset register
(ENO--5A530.260) (QNO-530.7)(MCQ-530.8, 530.9, 530.5, Incs.16.3, Ines.38.3) | Ways of stratification | _ Cannot given Cannot give Itisa Auditor should Eg. 2% error |
*L'l.r'al'ue Wise | f;mﬂffé ~| 100% accurate |~ process of | —| ensure sampling = may be
EVALUATION OF SAMPLING RESULTS “12e can create strata depending on value so that greater i o ey Stk ) (SRt
| attention can be given to large value items
I Projected ) ( Expected o relaralile | Ex. 20% of items in population may make up "-l‘ﬂ'ﬁ: of vaiue‘.ﬁ remaining )
. 20% may make up to 10 % of value . So e can give more importance to
Levels \ Levels Levels
' 20% of items rather than on 80 % items
£= T0C — - 106 — R & Tor — g | DEFEHJME-&PE;’JEE -[ Stratification can be done on the basis of risk ]
Eﬂﬂtfﬂﬂ&; are reliable and {:Mf.mh are not relible Controls e not refiable For ex. While examining value of trade receivables we can create strata on the
0w RMM and high RMM unless there and high RMM ; ; ; : R
: s basis of age of trade receivables more is the age more will be the risk involved &
oh = is further audit evidence to TRb = we can give more attention to risky areas
\_ No material misstatement | prove opposite Stateriol Misctatamant :
 Reasonable Basis for e = i 5 .| Projections |
conelusions Material misstatement unless | - - : . T : -
" | there is further audit evidence Rﬁ"m"gjﬁ““s L Every strata has set of items with similar characteristics so we will perform
to prove opposite it - sampling & testing for each strata & projection will be done on each strata,
. Then projected misstatement of all strata will be combined to get projected
| misstatement of population (Population - particular transaction/ of account
Sampling alone do not provide reasonable basis. Unacceptable sampling 1 balance) ¥
risk that actuals are more than tolerable limits

: --[ Value weight selection !

Reguest management to investigate misstatements & potential for further
misstatement. Modify NTE of further audit procedure (TOC /TOD)

" In value weighted selection each monetary unit is treated as sampling unit.
= Then we will select monetary wnits with the help of which we will further select

1 g 4 bills, balances or transactions containing this J
5{*”"“’ Case :- If there is anomalous misstatement (not c:lrme-:tedl ‘“"’sfde" it long """':th " In this from of selection bill, balances, transaction, which are bigger i
projected non-anonalous misstatement and then compare with tolerable misstatement. if its | in size will have higher probability of being getting selected so we will be able to
close or more than tolerable then sampling is not providing reasonable basis for conclusions. check more value by selecting few items. so this method improve audit efficiency. g
e,
Levels = Rate of Deviation | Misstatement " ( Further using value weighted selection with random sampling gives most efficient i
result as compared to using it with interval based sampling (systematic selection)

___ CARavi Taori

VSMART
CADEMY

Auditguruin

3

+

G Scanned with OKEN Scanner



Part 7--SA 550

DEFINITION OF RELATED PARTY

[ Whether related party is elaborately defined in FRF ]

| Yes | ~ | That particular definition should be followed

| No |- ~ Cor minimal deseription is given)then follow below definition given by SA 550

[ That has control or significant influence |

(A person or - — —
| by ] [brrecﬂy or indirectly through one or more intermediaries |
[ Over reporting entity |
T s ) | Which reporting entity has control or significant influence ]
I entity over ‘ {[ Directly or indirectly through one or mare intermediaries |

Common control ownership i Exception: - Entity 2

that are under
common control

under common 4
23 Owner who are close family

r}r.ﬂﬂﬁ!Ef entity that :;h' -
control with reporting

- entity beoz of . members J by Govt.
h “ [ Common key management | Crational, regional
persons or local
- oy

)

But if there is significant transactions or share resources to
sighificant extent then exception will not be available

(CNO--5A550.030)

MEANING OF CONTROL SIGNIFICANT INFLUENCE IN REFERENCE TO RELATED PARTY
1

For this part refer PDF

(QNO-550,02) (MCQ-Ines.24.5)

(ENO--SASS50.040)

NATURE OF RELATED PARTY RELATIONSHIPS AND TRANSACTIONS

[_ If RPT are in narmal course of business ]

+ *
| Ves | | No |
7 : T

In other circumstances they
may have higher risk of MMST

A " I A
¥ . - ¥ - ¥ -
Information system
may be ineffective

There may not be higher risk of MMST as
compare to transactions with unrelated parties

Transactions not Extensive and Complex

conducted under range of relationship and at identifying,
normal market terms structure which increases | summarizing transactions
and conditions the complexity of RFT and outstanding
balances,

(CNO--5A550.050)

UNDERSTANDING THE ENTITIES RELATED PARTY RELATIONSHIPS & TRANSACTIONS

i
For this part refer PDF

(CNO--SAS50.055)

CONSIDERATIONS SPECIFIC TO SMALLER ENTITIES BY THE AUDITOR
}

For this Concept refer PDF

(ENO--SAS50.060) (QNO-550.03)

RESPONSIBILITIES OF THE AUDITORE

. =k Responsibility to A £ Generally there are specific standards on i
| FRF |y understand financial | —| related parties which tell us how accounting
reporting framework should be done & what disclosures to be made
: in notes ta accounts for related party
S transactions, relationships & balances 7

i
 Auditor should understand these requirements carefully ]

Risk |} 2. Responsibility with respect to risk |

L Auditor is supposed to identify, assess risk of material misstatement
| that entity will not be able to identify, account for or disclose related
| party relationship, transaction & balances

i

| Then he should detenmine appropriate response for this particular risk |
}

He should also check whether there are fraud risks factors as explained in
SA 240 because these factors It is easy to commit fraud in related party

L

e

[ Responce ~| 2. How to handle Risk |

R ( Auditor should plan and perfarm audit keeping in mind professional
skepticism as required by 54 200
(He should also understand & Implement reguirement of SA 550 8
~ | which are designed to assist auditor in identifying & assessing risk
& respond appropriately. )
b

[ Conclusion -[ 4. Responsibility with respect to conclusion |

. i T L s
L It is auditor's responsibility to perform audit on related party transaction,
balances & disclosure and to obtain reasonable assurance about them
L and make conclusion whether

In fair FRF = Whether it gives
true & fair view

- In compliance FRF -
- Whether it is misleading

b~

i 5};5“":;;3 m‘ ”‘?‘,E‘E Because of inherent limitations in audit there is
[ Problem ] ~ : unavoidable risk that some material misstatements
doing audit of . ;
velated party may not be detected even if awditor has planned £

performed audit as per SA
!

misstatement in related party

L
[ Problems in Related Party Area

[ These inherent limitations affect auditors ability to detect ]

|
¥ ¥ ! *

ngt Unaware ] [ collusion ]Icnncem'ment & Ham'pul'aﬁnnl

(ENO--SAS50.080) (QNO-550.04)

MAINTAINING ALERTNESS FOR RELATED
PARTY INFORMATION WHEN REVIEWING RECORDS

OR DOCUMENTS (FOLLOWING DOCUMENTS OR
RECORDS ARE GOOD SOURCE OF INFORMATION)

4

Auditor should remain alert while inspecting records or documents given
below as they may give information about related parties relationship and
transactions which were not told by management previously.

It is mandatory to inspect following documents ]

L=

._ External Confirmations _ -[ From Banks, Legal Counsel, 3° Party ]

 Minutes -[ Minutes of meeting of shareholders ]

| Other records or documents . -r[ Eg. Scheme of Reconstruction

.| Documents which may be inspected to give information ]
1
[ In the sequence of importance |

| Sec. 139 Register ]
-[ Law Related J [

Information suppjfétf to regulatory authorities
(filing with SEBI, SEC, tax returns)

—+ [ Contract Related ]

; Contract not in ordinary course of business |

_[: | Renegotiated contracts |

-r| Shareholders Related ] -[ Shareholder regfsterj

| Director register | [ Coptyact soith TCWG/Director/kMP

—-[ Director Related ] 'I:[ Ear bran sactfﬂﬂ] _.[
[

with directors
- | Statement of conflict of interest by
directors on various transactions

Life Insurance policies

)
)
Pensions plans with directors ]

=

Internal audit report ]

]
)-

- [ Professionals

L

Imvoices and correspondence with prafessfanals]

Subsidiary and

. Investiment Register
Associates
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THE IDENTITY OF RELATED PARTIES ENTITIES

_,,E SITUATION | ]—.-[ Financial reporting framework establishes related party reguirement ]

FRF will specify identity (definition of related party,

f Reguirements |
# ] »
related party transaction, format of disclosure reguirement)

of FEF

=

.

" “In this case management must be having accounting k
Management | _ | softioare system to identify related party, to group all the
preparation related transaction at one place & make its summary so

L. 7/ lasto fulfil disclosure reguirement J

-[ Auditors responsibility ]

" In such scenario management will be having list of related party &
what changes have occurred as compared to prior period

-

-

|| I it's a recurring gement auditor will be having documents of the previous
_ year. Both these things will be useful in evaluating related party disclosures

" Auditor should make inguires with management regarding basis of
identifying. & summarizing related party relationship & transaction

~{  SITUATION 2 | — | FRF does not establish related party requirement |

e/

[ FRF does not give definition of related parties, related party transaction

Hmmgement prepamti'ﬂn In such cases mm-mgemenr may not be
aware about related parties & their transactions

o[ Auditor responsibility |

related party relationship & tramsaction as per definition given in 54 550,
}

|" Auditor shall make such inguiry when he is understanding entities

& its environment under SA 315
1

He will get useful infarmation from points given in 315 regarding ownership &
governance, types of investment & structure of the entity & how it is financed

i

He should be focused on entities where there are significant transaction or sharing
of resources as there are good chances that these party may be related,
1
{ Further he should also inguire about common control relationship

L[ But even in such case auditor should make inguiry from management regarding ]

as stuch relationship will be significant for the client

33

Part 8 - SA 610

(QNO-610.01) (MCQ-810.1)

(CNO--5A610,020)

USING THE WORK OF INTERNAL AUDITORS
DEFINITION AND SCOPE (RANGE OF ACTIVITY) OF INTERNAL AUDIT

*1 befinition ]—' [ In Intermnal Audit function we evaluate [ examine 2 areas ]

|
] L) ]

Governance of entity Risk 1 [ Internal Control
(How they are managed) Management || Systems
| So that we can give assurance and also suggest improvements |

-i Scope of Internal Audit Function ]

-r[ Activities related to Governance I —r[ Internal Auditor may be reguire to evaluate ]
1

+ + +
| Performance of management and | | Compliance with ethics | [ #Appropriate |
accountability with which employee and values while communication
running organization with respect to |

weork to achieve performance.

r .

]
+
Communication between TCWG, }

Management, External Auditors,
Internal Auditor.

control information to appropriate
areas/department

-r[ Activities related to Risk Management I

+
[ Communication of risk and related J [

(ENO--5A610.080) TO (CNO--5A810.220)

i
For this Concept refer PDF

by improving risk management system of entity and improving intemal contrels to

Assist entity to identify areas where there is significant exposure to risk and there
compensate those risk,

STUDENT NOTES

[ They also help entity in assessing fraud risk and detecting fraud. |

-[ Internal Control (n sequence of Importance) ]

~|  Review of Compliance of Law & Regulation |

-[ Internal Auditor may be reguired to review reguirements of law, regulation ]
and rules

L| Intermal Auditor require to evaluate management policies and directives

[ given for comply these laws ]

+[ Review actual compliance of laws, requlations and rules ]

= Evaluation of Internal Controls

L Internal Auditor may be reguired to review controls whether they are
 adequately designed

~ Evaluating their operations (are they implemented properly)

Y S

_.if.Eemmmendi'ng improvements thereon. (Internal Auditor may be reguired
' to provide assurance regarding design, implementation and operating
_effectiveness)

L

-|" Examination of Financial & ﬂpemtﬁ'ﬁg Information |

Internal Auditor may be reguired to review how system identify, measure,
classify, record, summarize and report financial & operating information.

| P

[ After reviewing the system, Internal Auditor may go and examine like
tramsactions and balances,

p

-..|' Review of ﬁperé:-ﬁuy Activities

I__ Internal Auditor may be assign work te review economy, efficiency and
effectiveness of operating activities (including non-financial activities)
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Part ] AIFS LIABILITY
AUDIT OF SHARE CAPITAL

1 (How to check existence, completeness and valuation,
rights and obligation related to share capital)

(ENO.AIFS-PL0O20)

N “

Tally [ Compare, current year closing balances with previous year
| audited FST w.r.t. to authorized issue and paid up capital

| If there is no change, obtain WR from company secretary

Obtained certified copy of resolutions passed in BOD,

[ (1) Resolutions |=[
SH meetings w.r.t, to inc/dec,

Check compliance of Companies Act no issue at discount
= | Ciminimum application money, minimum subscription, separate
bank afc, return of allotment, undenaoriting commission)

= l Compliance with SEBI regulations and quidelines for listed Co,

.,[ (2) Authorized Share Capital J

| 1t should be checked with MOA and MCA website

)

Is it enough to accommodate paid up share capital If not, it should
be increased and company is suppose to pay stamp duty and fees for it

|

"*[ (3) Forms |

[ SH. 7 = for increase in authorized share capital |

| PAS 3 = for increase in paid up share capital |

[ FCGPR (Foreign Currency Gross Provisional Return) for FDI ]

-p[_(:q. ) Special Points |

I_ Check whether issue of share is for cash or consideration other
than cash, (e.g. for promoters, undenwriters etc,)

34

AUDIT OF ITEMS OF FINANCIAL STATEMENTS

(CNO--AIFS-P1.040)

(QNO-AIFS.13) (MCQ- AIFS.22, Ines.21), 21.2, 21.3, 21.4, 21.5)

ISSUE OF SHARES AT PREMIUM

L]

[ Excess of issue price over nominal value is called premium j
A

= (1) Reguirements of Section 52 |

-|. Premium amount should be credited to securities premium account

--!. Th:s bafance can be used for h‘mited. purpose as prescribed

L[ To written off preliminary expenses

.| To written off commission or discount on issue of share or debentures

| To issue fully paid up bownus shares

[ For premium payable on redemption of redeemable preference
| shares or debentures

e et Nt ol Nt

= To purchase of own shares or buyback

‘|:..'F there is reduction of security premium apart from as specified
| above it will be treated as reduction of share capital

--[ (2) verification by auditor |

|:[T-Jhether balances are properly transferred to securities premium account ]

| Is it applied as per reguirement of See 52 ]

(ENO--AIFS-PL0OY90) (anNo-AIFS.I)

ISSUE OF SHARE AT DISCOUNT (SECTION 53)

-r: Prohibition i—- | Company cannot issue share at discount !

i

'. What if contravention ]

1
L] L)

T | Penalty egual to amount raised or 5 lakhs whichever is lower
consider as void

Refund of money @ 12% p.a. from the date of issue

=| can be issued at
discount)

Exception (Shares _[| Under section 54 w.rt. issue of sweat equity shares ]
j Issue of shares to creditors, provided it is as per: - ]

t| Statutory Resolution Plan I As per guidelines and g
[ Debt restructuring l]- directions of RBI

Check whether issue of shares is at discount,
if yes whether sec 53 is complied

-l'! Audit Procedures ]ﬂ[

(ENO.AIES-P).060) (QNO-AIFS.06, AIFSI7)

ISSUE OF SWEAT EQUITY SHARES (SECTION 54)

- | Meaﬁ:‘pg = Eq:_.rf_ty shares issue to director or em_;!qg_,ree |
: !
At free discount for consideration other than cash |
'
For know-how intellectual property rights, value addition |
r-SﬁEEFﬂI-EEFﬂj;I;ﬁﬂH
Reguirement ;

| of section 54 _J " Resolution should specify class of directors, employees to i
o e T whom equity shares are issued, number of shares,

consideration if any, market price.
b 7

= If shares are listed, requiresment of SEBI regulations should be followed,

 Pari-Passu rights, limitations, restrictions on these shares will be same
- as any other equity shares.

(ENO.AIES-PIOED)

REDUCTION OF SHARE CAPITAL (SECTION 66)

I. Repay excess paid up capital if any. |

2. Reduce unpaid capital |
reduction .

_[ I. Modes of ]

3. Reduce paid up capital, if corresponding assets are lost |

AOA should authorize reduction of Capital J
= 2. Pre-condition — —
[ ].[ No existing default w.r.t. to repayment of deposit or
| payment of interest on it

 Whether proposal was cireularized in advance
3. Special '

: Whether meeting was properly conveyed
Resolution : —

: Whether SR was passed

Examine whether tribunal has passed order approving reduction

"‘[ 4, Tribunal |-[ :

" check whether company complies with term & conditions
_ imposed by tribunal.

Whether company has sent, copy of minutes of shareholders
meetings and copy of order of tribunal to Registrar

.| 5. ROC

| Check whether certificate for reduction of capital is issued

Continue on pext page...
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-r| . MOA ]— Check whether MOA is properly amended

7. Change in

*\ share certificate J certificates should be issued and old should be cancelled

-l-[ 2. Accounting = | Accounting entries as per resolution and tribunals order ]

_[ Either old certificates should be changed or new ]

| Confirm whether tribunal order requires writing the word
*i ‘and reduced’ to the name of the company in balance sheet
_and whether it is properly written

W T L ' Whether there is proper disclosures for revaluation of
! blidoebnsasikince ) assets during reduction of capital,

e | Proper disclosure w.r.t. to Sch 3 for reduction of share
\ capital (for 5 years)

(CNO.AIFS-PLO70)

DISCLOSURES OF EQUITY SHARES AS PER SCH Il

. T,

" ~Authorise
~Issued
G } _Subscribed
or =4 -Face valve

. -Paid up Fully paid/partly paid |

N Er‘gh!:s_att_acﬁed

I ™ - b

2. Rights For each
e and —
restrictions

Preference over

class of . :L other class of shares

capital disclose
R

p— ~ p| on dividend distribution |
poe | Restrictions j -[|

On repayment of capital J

specify numbers of shares held
Shareholding of promoters for each class

L | Terms of convertible [ Descending order ]
Securities
o | 3. Shareholding | T T !
By ultimate ] [Bgr subsidiary of ultimate| |By associate of ultimate
holding cﬂmpaﬂyj holding company holding company
By holding By subsidiary of | By associate of ‘
company holding company |_ helding company |
( Name of shareholders holding more than 5% of shares and

*[ 4. Reconciliation J

of Share Capital =" [ Prepare reconciliation w.r.t. to issued and subscribed capital ]

|
r = T . 1

' Balance at beginning of year Changes during the year

_ Balance at end of year |

For the period of § years
immediately preceding
B/s date

Changes which should
be disclosed

I. Shares issued for
| consideration other than cash

5. Disclosures of
" changes in -
share capital

2. Bonus Issue

3. Buyback

Share forfeiture [ calls in Arrears (Due by

- | & Addition f Deduction |= :
[ £ : J Directors as officers seperately)

E 3

(CNO.AIFS-P1LO7S)

UTILISATION OF BORROWED FUNDS AND SHARE PREMIUM

 Understanding |

| Adv [ Loan [ Invest |( intermediary

5 TR (Any person ‘ Ultimate |
L | company | 1 / Entity / Beneficiary
| bt&amt | | Foreign Entity) | [ Loan /Inv
Guarantee
/ Security

[f:umpﬁance ]E[ Co.Act ]

PMLA

. [ﬁdv / Loan [ Invest ]

S
Dt & Amt |

[ Understanding ]

" Funding party :
E::- CAny person [ Entity | company | | _gg“j#;;:;t: |
s Foreign Entity) [ Dt & Amt ] Loan [ Inv &

/ Guarantee

[ﬂ] { Securit
| Compliance |4+ co.Act | B

Dt & Amt |
b - T e Ly S A LN

(QNO-AIFS.17.50) (MEQ- AIFS.2], Incs. 9.5, Ines.49.3, Ines.53., Incs.56.5)

(ENO.AIFS-PLORD)

AUDIT OF RESERVES & SURPLUS

Accumulated Profits |

E
i,

-| Definition J E Includes amounts appropriated out of profits |
i Excludes J

F )
' Li‘ab.l‘h‘ty related amt | Asset related amt |

[ To meet any liability |

L; For diminution in value of
assets known as on BfS date J!

[F-::rr contingency |

[Fﬂr commitment _]

Capital Reserve, Capital redemption reserve, Securities
premium, general reserve, PEL etc but module focus on
P&L and securities premium

-r- Examples =

-l-[ Audit Procedures |

= | Opening Balance ]—

Trace opening balances of various accounts in
Reserves & Surplus to previous year AFST, (Audited F5T)

= | Additions / Utilization during the year for P&L

| Addition of profit for the year ]

*:_Adt;t; | [Tmce it to P&L J

| Trace it to statement of changes in eguity J

.,.E Utilization for dividend & related DDT (not applicable from Fy 20-21) ]
1

¥ 1
No accounting should be downe for dividend proposed P
during the year or declared after the B/S date. It should a;”fy r;m
be showwn in notes to accounts if it is done before TRMAMTIn B £ep
& Shareholders

approval of FST.

Continue on next column...

-*| Securities Premitm ]

E I dd:]' z x Verify resolution passed by BOD to ensure excess
i of issue price over face value is t/f to securities premium

 Utilization = ‘

/xudit§uruin

It can be used only for limited purpose as explained
in section §2

=t [ Closing |

-

|:: Check arthematically accuracy |
Wihether closing balances are properly reflected in balance sheet |

{
*| Disclosures J Capital Reserve, CRR, Securities

Premium, DRR, Retained earnings,
general reserve, revaluation reserves

L Sub-classification ]—'-

[ Details required for each reserves (to the extent applicable) ]
I

¥ ¥ ¥ ¥ T }
q B, : ™, by
) Changes (if any) due :
Opening || : : Profit/Loss - T/f to retained || closing
S ' to accounting policy or || o the year Dividends i Saa

prior period items

Note :- Reserves represented by earmarked investment should be denoted as Fund.
Debit balance of P&L should be shown as negative figure in surplus. If overall reserve
and surplus become negative still it should be shown in reserve and surplus

(CNO.AIES-P1.100)

(QNO-AIFS.23/AIF5.25) (MCB-Ines.49.4)

AUDIT OF EORROWING
— = Audit Procedures related to Existence

= Approval by BOD

- Check m:‘nutes: whether loan or any wew type of borrowing is approved |
. alang with significant terms and conditions

_,.,|' Agreement

" check whether agreement is prepared as per BOD

o | Preparation ' | approval & Ensure terms & conditions of debentures
: * | _are as per trust deed

| Authorisation |=| Whether it is autherised by appropriate person

" Check compliance with loan agreement w.r.t. amount,
p interest, nature etc. and also with lease [/ hire purchase
- Compliance

_ agreement

P ] Y

' Ensure borrowing is within the approved limit

—[ Discharge of Liabilities ]

|:[ Ensure that discharged liabilities are not included |

If liakilities are discharged corresponding charge on the 1
assets should be cancelled

-"[ External Confirmation ]

L| Send (Roll out) request and obtain confirmation as per SA 505 from all lenders [

_,,[ Written Representation ]

L| Obtain WR, that all the borrowings are valid claim by the lenders |

Continue on knext page...
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£
| 3
- o Audit Procedures related to Completeness [ shorteut TOU'D' ] If there is delay then chargewise detail along =
L . { S ] with reason should be given in notes to AfC l_E'l
Schedule T ] [ Terms loan from {[Eelated = ] o o ‘1 E
- . - - . party — en company having resources S5
|| Obtain schedule of short and long term borrowings & It consist 0 ] [ Other loans & advances l | Dl'i"m;:’ —=| & still they don't repay they are |~ REI :;a; ;15:"":?' 5;;‘."9*"”95 A
| details of opening, additions, repayment and closing balances : 4 STENNLEY called wilful defaulters o aratien ) <‘E
_ = : L ] [ L & A from related parties |
| Audit Procedures related to Completeness J L::l;gt;rm;hamntgrﬁ—\' (IF company is declared wilfal defaulter ]
.L 7 . )
-| Opening balance |-! Match from last year AFST — (F”‘T”m Lease abligations [ [bate of declaration _]
i ] i ! i I’ i F j
| Addition | Check with minutes of BOD and corresponding agreements b [ Peposits l ?:::::f:ﬂ f‘d;?‘:: ; mt, Time)
§ b Deferred payment liakilities . TREa— . . .
.| Repagment }_ chjck whether bﬂmf are as per agreements, authorised [ payment liabiliti J Bafault 1 ptillzation '_bl If borrowed money is not used for | Give details in |
! || and appear in bank statements. = g = [ Debentures { Bonds | of fund | specific purpose for which it was raised | Notes to A/C
. c.'nsing balance |= Check arithmetical accuracy and trace it to general ledger
a ' ~ | Instructions in Schedule Ill w.r.t. long term borrowings |
L|  Subsequent l_[ Check transactions after year end whether transactions (CNO.AIFS-P1.120) (QNO-AIF5.29) (MCQ-AIFS.2)
| transactions I of current year have slipped into the next year .p| Security related J
"i.___b"’e‘t__“’” frmation | | Sub classify as secured & unsecured TRADE PAYABLES
Direct Confirmation Procedures (It can be used for existence, completeness : : , ]
|_ and to check other matters but 1CA module has placed it just next to R N0Ble o el VO SRl Bacoeings ) EXISTENCE
completeness so we are also covering it completeness only) i : A
If loans are quaranteed by directors or other such : ;
= ; ﬁ } = L e o i i Audit procedures related to existence ]
Auditor snould ensure that confirmation reguest are send to all the lenders B “ i . '
 and confirmation are obtained from them and perform the following L Repayment related | L ""‘:'-‘”"ﬂ; control related points |
r A i 1 F = - System should ensure that liability should be booked only after expenses
B mnﬁrmat;fm req:;e::t Oticé EcnRrPOFEiAS: ane mﬁe’@ " If there are il Sf_:arcﬂ‘efy unless hg:;gmiﬂgs and terms are sa‘iﬁar - E Keroveed
ask fw all the relevant ’"Fa"”."m" balances should be e d f"'ﬂ’ o reply, T UL System should ensure that same purchase/expense should ot get
like interest rate, due date, primary books of accounts, if there is ensure that ey ggreg = ded th
and collateral security ete. which difference ask clients to make reminders L ’m G Kol e At S e N e A \JECOrdSd mars han onee
will be useful for testing reconciliation which should be are sent to it in --[ Ledger Scruting
i borrowings J checked by auditor J them i e v
ATl Fabe et Do diedls L Identify large entries and check them with supporting documents. Obtain
- x i - B ageing report and check whether it appears reasonable and match its total
ond  Audit Procedures related to Valuation I | with general ledger
- B Period of default & || Amount of default
il .7 ' A bal D e ts itk l i i JI = i J -J Direct confirmation procedures for Trade Payables
o | AREERES L, A nadt 'F:M”H‘q e " REERCRE Note (- Disclosure of short term borrowing is similar to long term borrowing. )
Debenture AR EEtiEn : 2 To contact vendors and ask them to confirm trade
| Trecet peed | | As per recent amendment current maturity of long term borrowing should be " Meaning - . : :
0 y % y . i Rt payable balances directly [ independently to Auditor
shown under short term borrowing, Earlier it was shown under other current liabilities \ I
Accounting Ensure that accounting policy is appropriate, In IND - h 4 S )
o : — WL All significant account balances should be selected and
— e ~ | an e il o o B e
" mcaseof | [ checkas per AS = |l, exchange rate use for valuing i - ¥y Y g rdiig lanees die maanc N’ J
forel, losing bal i ‘ate and pondi n ™)
i Aty EEMS I S :;;i ;:S:ﬁir;ﬂ;eﬂ;:m:rigﬂ g SPECIAL DISCLOSURES RELATED TO BORROWINGS || Revealing _, Selection should not be revealed to the client till the time
" v y 9 o <election L they give final trial balance of trade payable ledger
£ - Recompute discount on issue, premium on mdmptfﬂnﬁ =
- mi:;‘::fd =| and interest accrued and inr;rest outstanding, Ensure [ Shﬂrtcut LSec-:mty & charges are imPﬂﬂ?ﬂHt against willfull defaulters & utilization befault J -r[ Consent ]
\ ) \Bnat amertiaation of premiums or discoant is oppropriots) T P ey T ] _ _ * Whether Quaterly retums " huditor should inform client that he is planning confirmation for following ]
[ Security |~ | BankorFlonthe |~ bisclose ":: - [ b*:f}f’“*—"” “’;fd to | parties and taken there consent
L At Erc oLy Te il g basis of current Asset J ] & with book of AfC . Management may request not to sent confirmation reguest to some creditors :
Reguirements of Schedule 111 w.r.t. long tenm borrowi ' 3 :
. e "3 it ) [ If not give summary of reconciliation & reason for discrepancy [ In such cases auditor should consider whether there are valid grounds ]
¢ for disclosing long term borrowings |
| o A B oot TR Whenever new charge Company needs to Further as per circumstances, auditor may perform altermative audit
[ REQLM ent ] is created or existing |~ inform ROC in prescribed procedures for such creditors.
- charge is satisfied (over) time & manner :
| Continue on pext page...
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L Confirmation reguest letter '| Trade payable Audit procedures related to valuation TRADE PAYABLE & OTHER LIABILITIES DISCLOSURE

-| Preparation |—|r| In two ways it can be prepared ] [ old creditors & Disputes | o Disclosure i
(s ; 2) [ = | B = ! ables for purchasing goods and
Auditor may give list of creditors to management and management will = Understand method used to identify old creditors _ r | oy pay A "5 4 i
= prepare all the confirmation request and send thew to creditors but it ) = ’ cﬂveﬁgﬁ strh:jf;;;ﬂ ble ™| receiving 5‘9’; ! 5:.: shmﬂ be covered in
should be under strict supervision and control of the auditor. ’ L L L. A s i i
? -: Ageing | [ Last Trode ] | Last payment ] f Expert opinion J
Alternatively, to obtain pre-authorised confirmation request letter, then . --| Specific disclosure related to MSME under section 22 of MSMED Act, 2006 ]
= | auditor can put name, address, amount and sent directly to creditors ":he':k whether the method is consistently applied year on year and it is
- : " appmpn‘ate as per business environment ) = [ Total principal amount and interest DUE as on Balance Sheet date
-| T |_ Date can be either balance sheet date or date can be closer to ﬂbtﬂ in ageing of trade pay bl g 7t chelt b split between upto 30 ) _,[ Penal interest paid as per section 16 for making delayed payments
p— balance sheet date J [ days, 30-60, 60-120, 180-365 and more than 365 days. - nterest due on late payments made
-L Balance disclosure ﬂbtam list of vendors with whom cnmpany have disputes and whether R _l Accrued Interest on late pagment ofs
L Either balance as per books may be disclosed in the confirmation i’here A any iogations ok J
Interest due and not paid even after year end, which will not be allowed
[ request or no balance disclosure will be done in request and it may J':" company thinks that liability is no longer payable and should be written back then ‘[as R — Fniamne L ¥ :
ask balance as per the books of creditors .rt should be approved by appropriate member of senior management (CED, MD) -
| Ensure confirmation letter or undelivered letter are received directly to auditor ] e [ Fuither classificotion of other current liabilities ]

--| Foreign currency Trade payable l

If any discrepancy is revealed ask monagement to prepare

| Shorteut - MAI FIDa |
reconciliation and auditor should perform audit procedures

L [__ Ensure that they are re-stated as per closing foreign exchange rate as per AS-11 I

= Discrepancy ]-.

: based on reconciliation items | Unpaid matured deposits [ debentures and interest accrued
~|  Noresponse  |= | ltermate Audit Procedure OTHER CURRENT LIABILITIES =| Income received in advance
! L ’ ™| Interest accrued on borrowings
If confirmation are not received then check subsequent payments after -"[ Advances received from customers J T e
end. = i
S5 / [ Obtain customer wise listing for advance received J
: _ : : | Interest due on borrowings
Balances outstanding should be broken into identifiable transactions [ Obtain ageing for the advances received ] - : _
and such amount should be matched with invoices or other documents. | } = Unpaid dividend
ial poi If advances are outstanding beyond & month, inquire with management | Others (specify nature)
*i' Sccial pnges | Ensure that such transactions are authorized and prices, iy whether there is dispute and whether additional liability needs to be it
Related Party terms and conditions Carm length price) are properly recorded check underlying documents . 3
Transactions (RPT) disclosed in FST ; , : — [ Ageing Disclosure |

= Liability for statutory dues (TDS, 65T, ESIC, PT, PF payable)

Analytical Review trend line of purchase [ expenses [ trade payab.l'esﬁ :

procedures and compare trend over period of time and check unusual s 6T payable | lesdll i

trends which should be investigated. T

? Obtain details of 5T liability for the last month and recompute
GST liahility by applying appropriate rate to sales date

lyr | 2 yr | More
J than to to to than | Total

& M Jyr Zyr 35.'.1' Egr

Trade Payable Audit Procedures related to Completeness

To check whether any purchases or creditor is unrecorded during the year,
Purchase should be booked if goods are received.

(1) Undisputed Trade payable

l If variation then ask management to explain it.
considered good

— . PF p&yab.!e . |

(ii) Undisputed Trade payable

_ Obtain tfemﬁs of last month PF liability and apply BN W S
= Documents received just before year end appropriate rate to employee benefit expense (Salary account)
- — == i) Disputed Trade payable
(Obtain last § goods received notes [ receiving report, Obtain details of i ["ﬁ'ﬂ"ﬂm” then management to explain it ] (iii) bi ;:.: dr dP y
= last § gate entry pass from inward book, Ensure that these are recorded = : ts & CARD | AbE il G
s purchases & creditors ) i EXUEN POgIEN
- ™ ([ Check subseguent payment for each statutory liability which is ] (iv) Disputed Trade payable
Obtain last § invoices received before year end, Check when goods for the D Wtsta-j-m'mg as on year end with deposit challan amount considered doubtful
= obove invoices were received. If received before year end then should be 4
L recorded v [ If mismatch between liability amount and challan deposited
: | amount ask management for explanation
-~ Documents after year end ] > \
= e || CARO reporting — understand requirement of CARO w.r.t.
| Obtain details of purchases booked immediately after year end ] statutory dues and report accordingly
= Obtain details of material payment to creditor after year end ]
| Obtain details of maj expenses after year end ] CA Rﬂ\\"l Taori
=3 1KY &l Fr] JDF ¥l = g' F Continue on next .-:u::u'umn,.. E:F\ig
! "'t -i*f
Check whether these purchases [ expenses belong to current year. ] F &
OF

Tnlngnm
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£
(CNO.AIFS-P1190) Part 2 ' AIES ASSETS Day to doy servicing cost should not be capitalized E
(MCQ-AIFS.), AIFS.I3, AIFS.IS, MFS.20, Incs.03.01, Incs.03.9, nes.99.2, nes.56.4, Incs.62.4) < %
Spare parts, servicing and standby equipment should be
(CNO.AIFS-P2.020) (QNO-AIFS.3I) (MCR-AIFS.23 Incs )3, Incs. 43, Incs.43.2, Incs.43.3, recoghized as PPE only when they are held for more than %
AUDIT OF PROVISIONS Ines.43.9, Incs.56.3) _one period |
[ (In this item module has not given audit procedures assertion ] AUDIT OF PPE — | Understand mgt's reason <
wise, so we are having combined audit procedures) Ls " Mgt approval and discard note authorising disposal of asset
Provision arising from contracts with customers j AUDIT PROCEDURES FOR EXISTENCE : from active use
™ | E.g. warranty, after sale services, damages for losses [ Deletions = [ .
suffered by customer ) _ || Verify whether proper process like tender, competitive quotes
- Types of Provisions | o — , . Management should conduct physical verification and auditor should attend it. are received and best one is selected
. -[ Provision for litigations and claims ' : s
T s e e ' - : ) Verify deletion is ry recorded ensuring that book
_,[ Other provisions E.g. employee benefits, sale return etc. ] Policy w.r.t. physical verification whether | _ | Periodicity of verh‘fmtam whether ‘ e ml'ueyis i ufiﬁﬁ i sEant dain | i:si St afar e PRL
| _ performed by own staff or 3° party annual or once in 2 yr /3 yr ] . 4
= Obtain list of all provisions and match it with general ledger m— _ E— . Closing Balance | | ¢losing balance of schedule should agree with closing balance
= _1 Supervision ]_ Obtain evidence that physical verification is supervised s of ledger, balance as per fixed asset register and balance as
| Obtain detailed working of all material provisions and check by appropriate authority _ per balance sheet ]
 whether they are logical complete and aceurate. '

—i Obtain report and supporting working paper and check following ]

AUDIT PROCEDURES FOR VALUATION OF PPE

i Report from actuary should be obtained for employee i -[ Assets should be properly tagged (stickers) |
ﬂ:irﬁexf;;smr;jﬂrt : benefit provisions _[ To0 S cincain detale o naiye ok aceit Nac e et s | Generally value of PPE is equal to cost less accumulated depreciation less impainment
s Special focus on assumptions and methods used by expert e T R T e
and significant - P by expe -[ Working paper should contain assets physically verified Cost T We have already checked cost when we are checking
provisions Evaluate the work of expert as per SA 500 which deals : addition to fixed assets :
with management expert -[ Reconcile items of report and working paper with fixed asset register F :
. : / _l Meaning J . | Reduction in value of asset because of use, efflux of
| Ensure FA register contains all additions and deletions before reconciliation time and obsolescence
Report [ letter [ discussion Understand likely hood of liability arising on the p B - -
T | from legal coumsel (lawyers) entity whether if is probable, possible or remate Discrepancy can arise because of shortage, asset not in working condition Reduction in value of asset is cost to the entity and
= | or active use & Depreciation should not be charged on such assets and they __{ Purpose ]_[ | it should be debited to P&L !
should be written off, .
_[ Disclosure Requirement J T . b A Depreciation - it will ensure that assets are shown at proper value ]
[ Pl st Raston ] | Movement in provisions ] AUDIT PROCEDURES FOR COMPLETENESS OF PPE " Ensure depreciation is charged on each and every asset
. unless asset is non-depreciable
Y | Op. Balance f i ; -
Al current and pon-current Obtain PPE schedule for each class of asset showing the — .
I— provisions should be W movement during the year (Opening + Addition — Deletion ..= bepreciation methods should be such that which reflects
classified under g yea [ PPE Schedule t = Closing) L future pattern of economic benefits )
L -
[ Employee Benefits pdi e B Check arithmetical accuracy of the schedule i J-" Check whether mgt has done impairment assessment and if there are
. (liaatian dovine the aeas pe any triggers, whether proper calculation has been done as per AS-28
[ Other (specify nature) B e ea e | :
y—— - L e s prning = Tally it with previous year AFST
' ~. of PPE N - AUDIT PROCEDURES FOR RIGHTS AND OBLIGATION OF PPE
_, | Describe nature of obligation and expected timing of outflow — | Obtain list of all the additions during the year .
of economic benefits : ; i bl i Ensure that purchase invoice, title documents like RC
Disclasure to . . —  Check whether additions are approved by authorized person SR fees o) (registration certificate) are in the name of company
P y pe
L improve - Nature and degree of uncertainty involved and - .
understanding \ corresponding assumptions for future events J i’ Additions _]I_ Check whether proper process like floating tenders, receiving Check agreement to sell, sale deed/ conveyance
— | Details regarding reimbursement of provisions J - | gquotations, and selecting vendor as per policy of company deed is in the name of the company
then awarding contracts and placing purchase order is .
followed [ Immovable accete | = | Auditor should check original title deeds
If the possibility of outcome is more than remote then such ‘ \ - i -
...[ Contingent liability |_.. liability is 5},9..5;, as contingent liability and following details L _r Check dn{umqnts for installation of the assets, receiving bk " If title deeds are not available because they are given as
should be given: - Mk rehase invoice and payment of the asset security to the lenders then obtain confirmation from them
L -+
| :
) 1} 1 = Accounting of PPE should be as per AS-10 o Whenever company gives assets as a security then it is
Eeti T 1 inty i il oi il [ Registration of Charge |- mandatory for them to register charge against these assets
[Esrrmated financial effect ] Uncertainty involved ] [Pass;b.-hty of reimbursement PPE should be booked only when recognition criteria as per L el d?ﬁ” j 198 agake
E s and disclose in FST
AS-10 s fulfiled ) ;
- \ Continue on next page...
Accounting Cost will include initial acguisition, construction cost and will 1
For PPE: - "= also include subsequent additions, replacement, repair and CA Ravi Taori

service cost if it gives more than normal future expected benefits

A

0750
s
Eié ;

Continue on next column,..
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AUDIT PROCEDURES FOR DISCLOSURES OF PPE (CNO.AIFS-P2.040) (QNO-AIFS.3S, AIFS.35.50, AIFS36, AIFS36.50) (Verify deletion is properly recorded ensuring that book value Is

£
=
S
>
=
°
o
<

r (MCQ-AIFS3 AIFS.E, AIFSI8, AIFS.I9, Incs.)3.2, Incs 3.4, Incs3.5, Ines.49.5) ' i ' P
[ e J _ | tand /[ Building / Plant and Machinery / Furniture and Fixtures / } = ’ ' L[ PR ] \ sl i
| Vehicies/ DRide baulament { Others Cln sequence of value) INTANGIBLE ASSETS = i Closing balance of schedule should agree with closing balance
: / : = T . ™ of ledger, balance as per fixed asset register and balance as
¢ ) Opening (+) Additions (+) Acquisition through business _ per balance sheet
ﬁfh;";"‘”: _. | combinations (+) Revaluation (if change is more than 10% of net . .
carrying value} (+) borrowing cost capitalization (-) Disposal > — . .
_ movement | - () bisposal through demerger (+)/(-) Other adjustments (=) Closing | Important Points in Definition _—[ Intangible asset is | AUDIT PROCEDURES FOR VALUATION OF INTANGIBLE ASSET
L -~ |
- ¥ ¥ 1
bepreciation | | Opening accumulated depreciation (+) depreciation during the year RS ) : : | Generally value of LA, is equal to cost less accumulated amortization less impairment
details (-) deduction of depreciation (=) Closing accumulated depreciation [ Jdentiﬁa.!#e ] 5 m:nemry [ l-;}rﬂw:::hy sical ] ]
. - - substance - =
p We have already checked cost when we are checking addition
TS ] _ | Opening impairment (+) impairment during the year (-) ] Should be able to point out how it Not a monetary i [ to fived assets $ : J
i Impairment reversal (=) Closing impairment contribute to revenue generation, receivable Eg -
. - other than goodwill, Debtor, Loans given o | Amartization
Separate h i : : ) _ -
disclosure } = Lﬁg’s {}ﬂ?ﬁg t;r:;;:rﬁfﬁeﬂfdﬂiﬁ ”T; ;L,:;esr:tmg iEasE GHp = Criteria for proving existence "l Meaning |_ Reduction in value of asset because of use, efflux of time
_for lease: - : 3 ' Production or Supply | and obsolescence
(CNO.AIFS-P2.030) .| It there is [ P T H T Then it prove Reduction in value of asset is cost to the entity and it should be
active use in - / existence ;
. -. - Purpose | |_debited to P&t )
SPECIAL DISCLOSURES RELATED TO PPE | Rental to others
. : ' " It will ensure that assets are shown at proper value
| shortcut:- Disclose TRP | -[ Active use ]- E.g. - If software is in active use and contributing to —
2 _ : _ N -[ Ensure amortization is charged on each and every asset
Title deeds of _ | Disclosure is required for immovable properly (L&B) appearing | 3 ° —— = ':
lmmavable properly | | in B/S but title deed is not in the name of the company ] Eg. - If design / drawings is used to produce goods } ~| Amortization methods should be such that which reflects future
' i } ] - ﬂ:- Hit ot pattem of economic benefits )
Df'sd:;jure is mot requﬁ:ed if asset Fshar::iw'red through lease agreement (As it is normal) _ . an L exi . J s R <
. Collumnar Disclosure required J " ["F thﬂe:: 15 ""'] - [gffﬁpﬂgﬁgﬂ?ﬁﬁ;gfgﬂmﬂ’i fﬂfﬁ:ﬂ:ﬂi:’f# ] [ Impairment ]— if there are any triggers, whether proper caleulation has been
| Description of property ] i et 2 . done as per AS-28 i
- L B/S line item in which it is covered ]
-[ Gross carrying value ] AUDIT PROCEDURES FOR COMPLETENESS OF INTANGIBLE ASSETS AUDIT PROCEDURES FOR RIGHTS AND OBLIGATIONS
1
Hame of the party holding Tb ] Obtain schedule for each class of asset showing the movement ‘ . s h
Wihether party is promater, Director or _ |Intangible Asset (1a)| | | during the year (Opening + Addition - Deletion = Closing) ¥ Intenaibl . h e;\“- i D (Cf government or any_\'.
; giole asset 15 purcpas, Pib i self ool e : :
relative, employee of such people sehedaule I : _ If it is self-generat other authority recognize
Check arithmetical accuracy of the schedule | then obtain purchase agreement L.
- Date | , - | A check expense invoices and f“t:”i'ri’fe ﬁsf:“ﬁ Hl:;
- Opening balance Tally it with previous year AFST | e I SHOHIE BE I THE HAME it should be i s Ry
"’[_ Reason ] [ of 1A _-' | y i 2 ; of company including all % ST: ibe i nae be verified ffﬂmd
= - ' ' : T e company overmiment records
_,,[ Dispute if any ] +[ r.::-.'btam list of :::.f.i the addi‘tfm-s Jur:‘n.g t.he_g_,re_ﬂr - | N ownership rights Y ¢ P I\\ 9 e )
- _| If company has done _.‘ Whether it is done by | Check whether additions are approved by authorized person
L EE"".”’”M;M of PPE J [ re-evaluation of PPE Registered valuer E- -
l LI Additi |_ Check whether praper process like floating tenders, receiving AUDIT PROCEDURES FOR DISCLOSURES OF INTANGIELE ASSETS
[ Eﬁ;ﬁfﬂ WIFP ] _.[ Ageing schedule on aggregate basis ] | e = | guotations, and selecting vendor as per policy of company then ==
jjects e | awarding contracts and placing purchase order is followed p i b | Goodwill / Brands & Trademarks fﬂamputer
: : o : N @ W Software / Copyright and Patents [ Licenses and
[ Less than s More than o] ;. Check documents for usage of the assets, receiving purchase Classification . ""F-fe ) Franchise / Mastheads and Publishing Titles /
Iy 3v invoice and pagment of the asset G Fpatan Ll Mining Rights [ Recipes, Formulae, Models, Design,
Project in : : Prototypes [ Others (Specify Nature)
X X X X 8 5 F
[ pragress J i ol ] [ o ] [ aials l Lﬁj -i Accounting of Intangible assets should be as per AS-26 N R N 3
) 4 \ " . - S ar : e
( Project temp | e ] [ P ] [ vy l I XXX ] Accounting for For all material additions verify all recognition Opening (+) Additions (+) Acquisition through business combinations
& criteria has as per A5-26 : +/) Revaluation (IF change is more than 10% of net carrying value
suspended | | Rt T has been fulfilled as pe oing | = | &) Revaluation Gf chang than 10% of net carrying value)
XXX . i s ;
[{'ﬁmt should Tally with B&)] --l Cost of research phase should be debited to P&L movement (+) borroising cost .:ap.-tahzlati‘nn (=) bisposal ) bisposal through
demerger (+)/(-) Other adjustments (=) closing g
-[ Project wise details where time or cost limit is exceeded ] ...l Cost of development phase should be capitalised pr—
|. Time for Completion | - [ Understand mgt's reason J Cohihie 211 ML FO0e...
Less th More th
ﬁl v - ” I-2y ][ EZ i |[ Total J _ |, | Mgt approval and discard note for authorization of
. - Deletions |' acset from active uze RS CA Rﬂ\\'l Ta 0 rl
(Praject ) [ oo | [ xxx | [ 3o | [ xxx VSMART Ofc 0]
. verify whether proper process like tender, competitive =y
I i 2] I = ] [ i I [ e I [ i ] & [ guotes are received and best one is selected CADEMY Fi““i"-
XXX "
Auditguruin @
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Amortization| _ f Opening accumulated amortization (+) amortization during the year (-) ) AUDIT PROCEDURES RELATED TO COMPLETENESS LI' Third Party |- Obtain confirmation of significant items as per SA 501
Details  deduction of amortization (=) closing accumulated amortization . o i
—_— P - | Shartcut - TAP Completeness |  Auditor should insist on declaration should be obtained on
B et | — Opening Impairment (+) Impairment during the year , business letterhead signed by authorised personnel confirming
| (-) impairment reversal (=) closing lmpairment ) Ensure that stock with 3 party like part authorities, | inventories belonging to client.
A - warehouses, transporters which belong to client is covered. '
= Third Party o4 - .
(CNO.AIFS-P2.060) (QNO-AIFS.45) (MCQ-AFS.I0, AFS.14, Ines.03.2, - Ensure ﬁzsﬂk ffemﬂ, ﬂ?m@*::"?”* as consignee are | AUDIT PROCEDURES RELATED TO VALUATION
Ines.05.5, nes]l.2, Incs. 2.0, Ines.42.2, Ines.S6.0) il skt hia s i B b g
-[ Analytical procedures ] : :
INVENTORIES __[ i ] ]__ Check which cost method is applied (e.g. FIFO, Weighted average)
[ Compare financial and non-financial data with prior year, budget and industry ] - | whether it is appropriate as per FRF.
. )
AUDIT PROCEDURES RELATED TO EXISTENCE tishes i = Raw materials and consumables
— — : . 2 - | Compare actual inventory to budgets. ‘ . : T
- | Auditor's attendance [ participation |— Auditor should attend [ participate inventory 1 3 : - o ‘ Elerents ‘ —, | Ewsure along with purchase price, carriage imwards,
count with mgt o 1. Compare Inventory Turnover ratio (COGS + Average Inventory) | of costs non-refundable duties etc are included
=gy _ = Financial |T* | '3 ;i : )
- [_E nﬁty:{.lfﬁffm_ .-'l_ Review entity's plan (mgt instructions) for performing inventory counting | ' 1N £ indiegees incompeteness] _ G | allow to use standard cost but at end of the year client
| | Vertical analysis Clnventory + total assets) ('} indicates ‘ F L cost | ﬁ:;:‘ld 'cﬂ";—p m; sﬁandard W;t;":d actual cost to ensure that
-[_ Observations while performing test counts and attending inventory counts incompleteness) F are aimast close Lo eac il
| Observe whether employees adhering to mgt plan ..-;rrj;;m,p;,,mc,'aj]_ [fnmpare non-financial information like weights, litres and other |, | Replacement | _ ihe;k pu;chase ana;jes received in last month, this will give
. ' : . - cost us idea of current replacement cost.
L [ Assuring that there is appropriate supervision measurements with prior year to see it reasonableness. ] .
3 pr— = ; : : : Generally valuwed at cost, if FG NRV is below cost
o [(Assuring all the items are tagged o [ﬂbtam physical inventory listings and check its arithmetical accuracy - ‘ Valuation \—r- T apg!y o N
Physica 2 T .
e | Observe proper amounts are shown on tags ‘ "'[ Inventory [ Reconcile physical inventory to perpetual records -r| Damaged & Obsolete Inventory i—-
w | Ensure that tags and summary sheets are controlled and reconciled with each other Reconcile physical inventory with general ledger control totals _,[ Work in Progress ] Ensure that such inventory is valued at
[/ aceounts ) realistic NRV,
[ Auditor should perform test count of inventory ...[ Perfarm purchase and sales cut-off test *|_ Elements of cost —'-| Check the basis of overhead includes (its rates and application)
I M'[ Reconcile test count sheets with summary sheets which should be i - ! N --[ Abnormal wastage |—. [ Ensiire that such cost are pot included
reconciled with tags and if any discrepancies it should be discussed with Cut-offs See last few documents of current year and next year, such as
client and treated accordingly. ~ o | receiving reports, shipping documents, warehouse records, bill ..[ Valuation ]_.[ Cost or NRV whichever is lower
4 and tags of lading and inventory records to check any transaction is missed.
=y
*L Reconcile stock sheets ] ( Tags may have information relating to inventory movements and R "’[ Finished Qm ]
| Collect all the stock sheets made during physical verification i ﬂ”ls_ may be used to che_d: "'_:'h‘gﬂ'"':r ol Al et S Tement is _.[ e P |_ Examine basis of overhead, ensure that overhead rates are
: i omitted or any transaction in financial record in invalid. ) Elements of cost completed keeping in mind normal loss and are reasonable.
| Match it with the stock records as per books o
2 % - Valuation = They should be valued at cost or NRV w.e. lower |
;. If there is significant discrepancies, discuss with mgt and ensure that it is * S (o . -
e gt AUDIT PROCEDURES RELATED TO RIGHTS AND OBLIGATIONS [ obsolete stock
. . " Obtain and carefully examine inventory ageing split between
| periodic v/s Perpetual System | | shortcut - €5 & CPT ] | 30 days, 30-60, 60-90, 90-130, 130-360, 360 and above
p . . - Identifi g
Periodic ho E'Hf-l'ty is Hﬂﬂg p-EI’de'E Syﬂﬂm ensure that verification is done I | Documents & Agmmem | ) ] fﬂfmjmd Iwgﬂmry turnover ratio fabsgfgtg fmgm;y maiy h
_ System |™| at the end of the year J *:‘ cillateral: | __ [ check if goods are given as collateral for obtaining finance, ] . be revealed if ratio is significantly lower) )
. Pe:pei‘uﬂl H:' entity using perpetual system then physical verification may be ' ¥ i J check whether client is still owner of the googs. ; [Va.fued at cost or NRV w.e. lower (generally NRV will be lower).
System n‘ﬂne at interim dates (eg. :- 30" Sept, 31" Dec) . . : g "- '[
. y ) "‘E e W Check correspondence with customer, sale agreement and NRV of FG = Net selling price
oot shipping documents, if risk and reward are transferred then .
"*| Others J e are pot the orners, = 5P - Selling cost
- m |-r jz;ure :;ciﬂbﬁ:;; ;F;:Fﬁy stock (goods received as consignee), " Review consignment agreement to understand who is the : e
. ag — ' . — --[ Consignment ] = | owner of goods, nature of goods and ensure that such
b E]" " Confirm or investigate goods lying with 3° party (specially i consigned goods are identified and treated properly p
Jobwirk goede) d " Purchase documents such as PRN, purchase order, receiving
P " check last 5 or 0 receiving reports and shipping documents g report, pﬂru::.hase invoice, payment file and cancelled chegue
LBl =l Jiiitle e iecordad In piobet Earad *[ Burchse ] |_should be in the name of client., CA R T
. - - - : related [ Beview material purchase commitment agreements, in such o Vil B avl al}l‘l
. Alertness ]-[ Stay alert all the time specially for empty boxes and obsolete items. ] case if delivery is ':,;ﬂ yed by us then also mg waill becar;:e Sixiiare oy UEM ART E*""E
v ==’/ ACADEMY F-un..it"
Continue on next column... Continue on next column... .
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AUDIT PROCEDURES RELATED TO DISCLOSURES

*| Classification ]
|

ﬂtherﬁ l

F T ¥
 Raw materials \ | Finished goods | | Stores and spares l (specify nature)

| WP | | Stock in trade | Loose tools |

...| Mode of valuation for each class of inventory |

-r| Goods in transit should be disclosed in each sub-heading of inventory |

(ENO.AIFS-P2.080) (QNO-AIFS 38, AIFS38.50) (MCQ-AIFS.S, AIFS.II, AIFS.29, Incs.03.3,

Ines.03.5, Incs.27.5, Incs.92.3, Incs.47.2, Incs.56.2, Incs.62.2, Incs.62.3)

TRADE RECEIVABLE

| Audit procedures related to existence |

o internal control related pamts
L | System shar..r.fd ensure that dehtm’ should be booked only after goods and

services are given income are recorded

--fsystem should ensure that same sales should not get recorded more than once

check whether receipts are recorded invoice wise, if not system should adjust
- receipts against invoices on FIFO Basis chronologically, Further if there is on
\account realization (partial realization then it should be confirm from debtor)

"i Ledger Scruting ]

Li'r Identify large entries and check them with supporting documents. Obtain
ageing report and check whether it appears reasonable and match its total
with general ledger

...[ Direct confinmation procedures for Trade Receivables }

b : Mty 1 [ To contact customer and ask them to confinm trade )
g pagable balances directly / independently )
i Y s Ty
All significant account balances should be selected and also
- Selection = | parties to whom material sales are done even if
outstanding balances are insignificant
b A b= -
Eevealing | Selection should not be revealed to the client till the time
Selection  they give final trial bolance of trade receivables ledger
-r[ Consent ]

Auditor should inform client that he is planning confirmation for following
parties and taken there consent

L Management may request not to sent confirmation request to some debtors

| In such cases auditor should consider whether there are valid grounds

Further as per circumstances, auditor may perform alternative audit
procedures for such debtors.

-r. Confinmation reguest letter i
e Continve on next column,,

41

= | Preparation J—- | In tio ways it can be prepared

rlﬁﬂdf-tﬂr may give list of debtors to management and management will
| prepare all the confirmation request and send them to debtors but it
Y should be under strict supervision and control of the auditor.

Alternatively, to obtain pre-authorizsed confirmation request letter, then
auditor can put name, address, amount and sent directly to debtors

{ | Date can be either balance sheet date or date can be closer to
. Date =

¢ | balance sheet date
-- Balance disclosure

I-rEf‘ﬁmr balance as per books may be disclosed in the confirmation }

reguest or no balance disclosure will be done in reguest and it may
ask balance as per the books of debtors

| Ensure confirmation letter or understand letter are received directly to auditor i

Discrepancy |==| reconciliation and auditor should perform audit procedures
based on reconciliation items

[ If any discrepancy is revealed ask management to prepare

=|  No response
-| If confirmation are not received then check subsequent receipts after year end. I

| Balances outstanding should be broken into identifiable transactions and
such amount should be matched with invaices or other documents.

Special points ]

3 Analytical i
i
procedures

!

RPT _| Ensure that such transactions are authorized and prices, terms and

conditions (arm length price) are properly disclosed in FST

_r Review trend line of salesftrade receivables and compare trend over
period of time and check unuswal trends which should be investigated.

TRADE RECEIVABLES AUDIT PROCEDURES RELATED TO COMPLETENESS

L

To check whether any sale or debtor is unrecorded during the year J

--|? Documents m;amedjast before year end

" Obtain last § shipping documents/dispatch records, Obtain details of last §
= dispatch entry from goods outward book, Ensure that these are recorded
_as sales and debtors

R

P
Obtain last S invoices issued before year end, Check when goods for the
= above invoices are dispatched. If dispatched before year end then should

' Obtain ageing of trade receivables and it should be split between upto 30
days, 30-60, 60-180, 120-365 and more than 365 dbgginue on next column..

i “Obtain list of customers with whom company have d.-sputes and whether
there are any litigations for them. Check whether provision is made at
_appropriate rate considering recoverability.

“If company thinks that debtor is no longer recoverable and should be written
=+ off then it should be approved by appropriate member of senior management
 (ceo, MD)

be recorded
b

--|. Documents after year end |

| Obtain details of sales of immediately after year end

= Obtain details of material receipts from debtor after year end

e

L[ obtain details of major sales after year end

| Check whether these sales belong to current year.

TRADE RECEIVABLES AUDIT PROCEDURES RELATED TO VALUATION

s

0ld Debtors & Disputes |

r Understand method used to identify old debtors |

| heck whether the method is consistently applied year on year and it is
lk appropriate as per business environment

Continue on next columa,.,

=

Foreigin currency Trade receivables ]

L[ Ensure that they are re-stated as per closing foreign exchange rate as per AS-1|

TRADE RECEIVABLES DISCLOSURE

l

Disclosure J

L

What should be covered Only receivables for selling goods and g:‘w‘;ﬁ
in trade receivables services shouwld be covered in trade receivables

L, |

Good v/s doubtful | — | Check classification of amount due is properly
| disclosed as:

L i Secured, considered good — Unsecured,
considered good — Doubtful,

|

Verify that proper disclosure of amounts due from the

birector & Ofiicers ]-' [ following parties has been made: — — —

=+ | Directors

= | Other officers of the company

s Any of them either severally or Jointly with any
other person

L

" Firms or Private companies respectively in which
any director is a partner or director or member.

L

Froper disclosure of Related Party Transactions

Related party —
regarding receivables have beern made as per AS

-

I8 or IND AS 24,

Ageing Disclosure ]

less & M I yr 2yr | More
thawn to to to thawn

& M I yr 24r | 2yr | 2yr

Total

(1) undisputed Trade receivables
considered good

(i) Undisputed Trade Receivable
considered doubtiul

(iii) Disputed Trade Receivable
considered gund

Civ} bisputed Trade Receivable
considered doubtful

CA Raw Taori

(= TR T o

% VSMART

%
=/ ACADEMY Ol

F.u...nf"
R

Auditguruin

Talegram

(} Scanned with OKEN Scanner

-
o
S

h
=

©
=

3

+



(CNO.AIES-P2.100)

QNO- AIFS5.90) (MCQ-Incs.19.2, Incs.52.9)

CASH & CASH EQUIVALENTS

| Balance with Banks, Chegues /
Drafts on hand, cash on hand others

Meaning of Cash & Cash |
equivalents , =

[ Audit procedure to Check existence & completeness of Cash & Cash eguivalents ]

[ Planning Cash Count ]

i Surprise I
—[ Checking J-h

r
I

Cash doesn't have any ownership
identification markings so it is difficult to prove that
misappropriated cash belongs to entity. Further if cash is
missing any other cash can be used to hide the point of
missing cash.

!
S0 it is very important to use surprise checks in cash

counting, without informing client about it
1

It can be done on the last day of year or after the close of the year

If there are more than one cash balances with Cashier,
petty Cashier, Branch Cashier, mprest balance with employees

Simultaneous
- -
ﬁhecking

|

}

Then in such cash simultaneous cash counting should be
downe, so that cash of one location should not be used
to hide differences in other locations.

[ Performing Cash Count ]

It is important that Cashier should be present while
cash is being counted & once counting (s done,
details are recorded, he should sign those documents

"‘[ Presence of Cashier ]—r‘

N

Such thing is required otherwise cashier may
blame auditor for any shortage in cash

-

Sometimes in a cash box instead of real cash, we may
find a slip chit or ‘I owe you' (10U) This simply
represent cash is given to someone for temporary purpose
& Company is going to get it back. This practice can be done
for few days during the year but there should be proper
authorisation for the same

-[ | owe you (10U) J—

At year end if such things exists then such amounts are
given to staff, it should be shown as advance given
& auditor should check that there was proper authority

i’ approving these pagments

- If entity is maintaining rough cash book or details of cash
transaction, then auditor should ensure that entries in cash
book agreewith rough cash book or details of cash book

i

p*

= others |

Cash Sensitivity
Auditor should compile summary of total receipts
& payments for different months & then see the trends
& find out if there is anything unusual

Continue on next column_,

42

CHECKING BANK RECONCILIATION STATEMENT [BRS]

Auditor should understand the process & periadicity of making bank reconciliation statement

[

Auditor should obtain BRS for all bank accounts J

L

kihat to check in Bawnk reconciliation

" Check balance as per bank book to balance as per confirmation [ statement
~ (i.e opening balance)

In adjustments check important reconciling items under

i Chegues issued but not yet presented for payments for this we should
| check bank statement

s [ 10e should check whether these chegues are paid subsequent period statement

o

i
Further if any chegue has become Stale (i.e. 3 Months or more have

= | lapsed), then that entry should be reversed & again liability should be
{ncﬂu.:fed in books of accounts .

f Checking all material reconciling items |

-

| Chegue deposited but not credited by bank |

| check them from the deposit slip J

Cf chegue is not cleared beyond reasonable time then auditor should
discuss with management what is the probability of getting money &
he may accordingly book provision also

"

Amounts Or Charges ]

" Auditor should check material reconciling itews in this heading, If any amount
= is not recorded yet then it should be discussed with the management
. accounting entries should be passed for recording them

e [ 1 they don't do this Audit Report wil be Qualified |

DIRECT CONFIRMATION FOR CASH & CASH EQUIVALENTS

o ™
Examples of different types of cash balances ,Current Account, Deposit Account,
= | Exchange Eamers' Foreign Currency Account,(EEFC), Cash credit Account,

Restrictive Use Accounts(Like dividends) Eserow Accounts.
b =

= |t should be tried that confirmation should be abtained for 100% of Bank Accounts

| If there is a discrepancy in the balance then it should be investigated

= If there is no reply, then there should be alternate Audit Procedure,

o

N Agree balance with bank statement.

P -y

Sending audit teams to bank to go & see the reconciliation statement Auditor shall

CASH & CASH EQUIVALENT DISCLOSURE

-'l Balances with Banks,
-I.. It should be classified as - "'l Chegues, drafts on hands,
"’L Cash on hand

-[ Others (Specify nature)

.l “Earmarked balances with banks shall be sepamtefg;r stated

r

| Balances with banks to the extent held as margin money or security against, the
\ borrowings, Guarantees shall be disclosed separately

-i If there are repatriation restriction it should be specified

ensure that monetary items in forelgn currency are properly stated.

b ..-'

Continue On Next column..,

...E If bank deposit is more than 12 Months maturity shall be disclosed

Ear marked balance are those which are already committed for some purpose.

(CNO.AIFS-P2.120) (GNO-AIFS.4S)

LOAN & ADVANCES AND OTHER CURRENT ASSETS

External confirmation should be performed just like debtors
with only difference that while confirming principle you will
also confirm interest receivable from the parties as per the
agreed terms

Audit Procedures
—
related to Existence

"'| Obtain list of all advances and other current assets

" Ensure that all the balances from the ledger are covered
_ under list

related to o,

‘ Audit procedures
Completeness

" Ensure that all the agreements and acknowledgement from
| the parties in respect of ofs loans are covered in the list

Audit procedures related to Rights & Obligations (In the sequence of Importance) ]

-rL MOASAOA 1-" [ It should authorize company to provide loans and advances i

 In case of companies, it should be authorized by BOD which
‘_ should appear in minutes

| Authorization |
| Further partner in case of firm and trustee in case of trust

Regularity ﬁ' _ | Regular recovery and receipt of security proves that client has
& Security rights over such loans & advances, other current assets

/xuditguruin

nd Loawns £

" Related party -EEHWE that there are special authorized like of audit committee etc.

_ Advances Also check whether they are reasonable and at arm s length

Check 65T input receivable, TDS receivable from the returns

Statutory

. filled and claims made to authority.
[ balances

[ check whether balances appear reasonable, we can apply 65T
rates to purchases or expenses, to see whether recorded inputs
| looks reasonable.

-

Continue On Next page...
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Part 3 AV INCOME & EXPENSE L)

Understand process followed by the company to identify and assess Sequence of sales . | Check whether there is new unusual sequence of sales
"‘ doubtful ﬂffﬂ;:’h: check whether such method is appropriate and (CHOAIFS-F200) (QNO-AIFS.45.50, MFS.45.55) (MCQ-AFS.12) —[ Equh:-mh:es J-"[ invoices, indicating fake sales ]
consistent with previous year, : z : .
AUDIT OF SALES (OVERVIEL)) _[ e [P _[ Checilc whether there are unusual jourmal entries again
*I]‘E Obtain ageing of loans & advances between due, 30 days, 30-60 days creating doubt )
Ageing old, 60-120 doys old, 120-365, 265 days and above, --[ Sale / Collection [ Revenue Cycle ] ‘( S .
. - e Return
| Litigation J- ldentify loans and advances where litigation are going on ] | | v ] > > '
P # It is set of steps which start from receiving customer | It is important for auditor to | e & Y T B
) dmm From above identify doubtful accounts and discuss with mgt if account is } order to final receipt of the sales money | understand revenue cycle Check credit notes ol satunssaill Sales return may
not included in the list of dowbtful accounts and discuss reasons with mgt. : S Excescive sales | | which are issued after be checked with
MeEOmEs ‘~ £ ; Auditor should understand products and services of entity, year end. Huge amount Is.-.ﬂes S s
i ; ; ; L| Understanding | major contributor, now additions & deletions, major customer i of credit note with previous year dadaiininit,
e [iorite-ofF = Check whether write-off and other reductions have been authorized revenue centres as : i indicate fake 4 and enguire the challans, credit
Write-o by senior authorities. e and key terms of sales (cash vs credit) Saler 1t poct for sales return may e e ke i
g =T r . £l
; n = ) i neleretand al o of-durti ; it limits I cuthorizath ”dic;re .ﬁ.uge e thcrease stock register etc
. P;'E-Pﬂre a schedule for bad loans and advances {ﬂpeﬂf"g (-p-;f addition L, u rst, Intern 2 Segregﬂtim'? 1es J’Eﬁtﬂﬂg creait ltmits .|'r ﬂaﬂﬁﬂﬂf ctitious sales, PR M
' during the year (-) written off during the year (=) closing balance) _ control systems collections of amount due / accounting of sales. ~ s\ e /N 4
| Schedul ; . . 5
| Alse prepare schedule for provision epening + acdition during tne - Test of controls ] AUDIT PROCEDURES RELATED TO CUT-OFF AND COMPLETENESS
- year (-) utilised during the year = closing balance - i
. ‘ I L
*[ .::..- are;gny ]_{ ::u;;hat foreign currency loans & advances are restated during suditor should test design and operating T e pre numbered B -..| Cut-off ]
: 4 effectiveness of ICS, so that he can reduce sales invoices, stamps and sighature for | Ensure that revenue is recorded in correct accounting period. So check
extent of substantive testing and comment “"PP_””‘“S i i afathar;%at{an H-: sales transactions (Jast 5-10 of current yeor and 5-10 of next year)
AUDIT PROCEDURES RELATED TO DISCLOSURE i credit sales cross a particular limit or if \
15 on deficiency as per SA 265. there is bad debts write off, = . —— 3
: - S o Date of recognizing sales should not be the date on which sales invoice is
= Classification as per Nature el ' o ' \ enerated it should be the date on which risk & reward is transferred which are
\ . : Samples should be selected randomly from customer orders / L g : ; : :
Y 1 . T y -.! Sampling | = | cale invoices { customer statements for applying substantive generally transferred on delivery of goods but in some circumstances depending
.2 ¥ . : ' S on the agreement, it can be other date also (like installation etc)
Security ‘ ‘ Loans to Capital ' Other loans P . J
| Deposits ) & related parties j | advances '[:..EPEEFF?' nature) I -r|'. Substantive procedures ] -lr[ Completeness J
L[ Classification as per recoverability | ] A | | Select some shipping documents and ensure that there is corresponding
| I It should be a mix of test of details n analutical PE e e e | Jjournal entry.
I ¥ y ytical procedu pa : J
d analytical edu, i i i - : -
| Secured, considered good | | Unsecured, considered good l | Doubtful | ik il bt htige mo ﬁ:ﬁﬂﬁzs f Biguss o L Quantity appearing in sales register should be reconciled with guantity as
d per stock and G5T records. Sales should be checked with 5T returns.
N ; o It should be disclosed i i — — y
*[- Provisions [ Allowances for doubtful loans ]-' separately under relevant head E.g:- We can compute expected sales taking average price and Further we can take G5T and by reverse calculation get expected sales and
p — then compare it with actual to find out sales are reasonable. = these sales can be compared with actual sales and if there is variation then
| Special Bisclosire f ’ _ auditor should investigate.

-* Loans due from director | AUDIT PROCEDURE RELATED TO OLCURRENCE
" . Loans due from director jointly with other persons | T B P i EURES RELSIER 1O MENT/ AcOneY
Incaseof | ] - : . W8 connt ont | —| MO shipment should be done without consent and
director(s) = Loans due from partnership firms where director is partner | BERES Shfmiﬁ:m agreement of customer specially ensure this at year end, -[ Examination in Depth }
| Loans due from private company where director is director ‘ _ *| Ensure customer is not fictitious ; select few transactions and trace them from inception till end and understand
|__.ﬂf b, L customer : | Obtain confirmation from few customers " S hePens Ve eI cleng. :
P T "‘[ Loans due from other officers of company J j : ' " This will help to identify incentives, discounts ete promised and further useful i
- ofhcors  (Loans due from other officers and jointly with other persons = Accounting of sales | - ta fdentﬁ:f—'y .:amb.-'nat{nn of pmdu.:lts, maintenance services, deferred payment,
" | to company | Randomly select some journal entries and match them with invoices _installation etc promised along with sales. y
[ Unearned revenue should not be recognized as earned. eg. maintenance " Al these points will affect whether sales to be recorded on immediate basis i
. ==
_income of future years ) o sales to be recorded over period of time. )
| Whether customer obligation are contingent (installation) _.[ Percentage completion v/s completion method for services J

I there is substantial uncertainity in measurability and collectability we have Continue On Next Page...
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i

Depending on nature of services which are provided as per AS-9,
revenue can be booked either step by step on percentage basis or it can
booked at the end when all services are given as per completion method.

o Reloted porty sales ]

L[

Check reasonability, rates and conditions are at arm's length when goods sold
to related parties,

| Export

: Export sales in foreign currency should be converted at average exchange

_ rate as per A5-1l.

Sales should be booked on the amount which entity expects

-| Collectability |— {

to collect

AUDIT PROCEDURES RELATED TO DISCLOSURES

...[ Reguirement of Schedule Il |

L

Revenue from operations should be disclosed separately in following headings

[ Sale of Products

(=)

|._ Sale of Services | XX
[ Other operating revenue [ XXX :
| Excise buty / 65T - Goo |

|

Other points |

Ensure that sales are properly shown in segment reporting as per different
types of products

| Ensure that related party sales are properly shown in notes to accounts, |

(CNO.AIFS-P3.040)

(ONO -AIFS.45.60f AIFS.69) AIES.7)] AIFS.73) (MCB-AFS.Y)

AUDIT OF OTHER INCOME

-{ Audit of Interest Income on fixed deposits L

8
£

Fixed deposit schedule !

ﬂudi‘tor should ensure that fixed deposit schedule is accurate, with the help
u:F which we can check the interest income.,

ifﬂpenmg F.D. can be matched with last year balance, current year F.D. can

ke match with fived deposits receipts, redemption of F.D. can be checked
Lh:uth bank statements and for closing F.D. we can see receipts and

confinmation Ffrom banks.

Interest on F.D, |

L Check arithmetical accuracy of interest income by recomputing, ensure that
lproper amount, rate and days are taken into consideration

‘|

Confirmation |

44

[ While taking confirmation for F.D., auditor cam also ask about interest income
during the year to ensure that interest income as per books and confirmation
match with each other.

b

puditor should obtain copy of form 26AS (this form shows TDS deducted
3" party which belong to the entity). So that auditor can do reversed
aleulation on the basis of TDS deducted by bank, to check interest
{ncome received,

Continue On Next column...

L[ Audit of Dividend |

- Ensure that dividend is recognized

> | mhen primary condition of rfght to receive dividend is established

e Semﬂdary condition that dividend should be measurable and
| collectable (probable that economic benefit will Aosw)

-{ Audit of GainfLoss o Mutual funds

|| Ensure that this gain/loss should be booked only when title of mutual fund is
i transferred from entity.

-i it will be difference between redemption price and carrying value of investments.

[ Auditor can obtain mutual fund statements and check that gainfloss of books
L and statements agree with each other.

A T O

(CNO.AIFS-P3.050)

DISCLOSURE OF UNDISCLOSED INCOME

[ Company ]
}

| Having undisclosed ncome
i .

| Disclosed it during the year to IT Dept voluntarily |

¥ 1
Under scheme
providing fimmunity }
}

{ Disclose in notes to Accounts I

[ No need to disclose ]

{ENO.AIFS-P3.060)

(QNO-AIFS.47)

AUDIT OF PURCHASES (OVERVIEL))

= Purchase Cycle

It is a set of process which starts with placing purchase order with the
vendor and ends with making payments to the vendor,

"*I Production Centre

*'.-ﬁuditar should understand nature of goods and services which are produced and
| type of raw materials and other items which are required for production

" Auditor should understand pattern of procurement which goods form major part of
= purchases, who are the vendors and what are the terms and conditions like cash
. or credit,

iy ——"

" Auditor should understand whether there is segregation of duties, whether
purchases above certain limit are authorized by purchase committee or senior
personnel, whether guotations are called before placing purchase order, whether
purchase order are numbered, when goods are received whether quality [ quantity
check are done properly and proper GRN is made, whether 2 or 3 way checks
(match purchase invoice with GRN and purchase order, then only payment

_should be done)

-| Test of controls ]

Ensure that important controls in previous steps are tested through inguiry,
inspection of documents, observation ete.

Continue On Next column...

. sampling |

transaction with purchase order which has all the approvals then inward entry in gate
register, GRN, purchase invoices, vendor statements and reconciliation.

o
L Auditor can randomly select purchases to be checked, auditor can match each purchase

"*| Substantive Procedures ]

*{ It will be a mix of test of details and analytical procedures.

-E In analytical procedures, compare with latest year's trend analysis, budgets.

| #uditor predicts purchases depending on Turmover occurred during the year
¥ and then match it with actual (predictive analysis)

L E.g. of simple analytical procedure take average purchase price during the
year then take guantity purchased during the year than multiply them, we
can get expected purchase cost which should match with books of accounts.

If there is variation it should be justified.

AUDIT PROCEDURES RELATED TO OCLURRENCE

[ Points in flow of practical life sequence ]

| Ensure that entity's vendor selection process aperates effectively and olso check
-

| whether register of vendor exist

Ensure that there is entry in goods imoard register at factory gate for selected
| purchases.

= There should be quality inspection report.

| GRN should be prepared and signed by appropriate personnel.

.,_’ Whether stock record has been updated

- Purchase invoice should be approved only after 2 or 3 way match.

.,. Special consideration related to purchases

[ Shorteut — BIT COIN ]

& Booking of purchase invoice should be done only when risk and reward are
transferred to the entity. In case of FOB, it should be booked when goods are
received by our transporter. In case of CIF, it should be booked when goods
are received ot our godown.

B

Ensure that Input tax is segregated and booked in appropriate account and
input tax of entity should be match with tax returns and official records of the
departments,

(1])=

G

Transactions which are unusual in nature showld be reviewed,

i Capitalization or expending of a purchase should be reviewed carefully,
by applying professional judgements,

£ | =-

Original invoice copy showld be received and only on that basis purchase
should be booked (photo copy or carbon copy) should not be basis of booking
purchases.

If related party purchases, ensure that they are approved by oudit committee or
BOD as the case may be and also perform analytical procedures to ensure

prices are reasonable and are at arm's length price.
*, A

Name of the entity should appear on purchase invoice and other documents,
sometimes it can be in the name of branch.

CA Raw Taori
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AUDIT PROCEDURES RELATED TO COMPLETENESS,
MEASUREMENT CACCURALY)

Cut-off Test

| 1t should be performed to ensure that purchases are booked in correct accuuﬁta:ng year,

N

- Select last § GRN records and check whether they are properly recorded,

|
—_ e

F.

| Ensure that goods in transit are given proper treatment as per terms of contract, if its
FOB its our GIT and if CIF its not our GIT.

b

| Obtain written representation that all purchases are booked and nothing is left out. |

f Analytical procedures |

-[ It is useful to check completeness and measurement and to identify any unusual things. ]

-[ Consumption Analysis J

L Obtain raw material consumed from manufacturing account to compute raw
material to total production cost to know consumption percentage and
compare with previous year,

-h[ Stock composition analysis |

L‘ Compute percentage of stock as compare to total stock and compare with
previous year

*[ Ratios |

L Compute stock turnover ratio, creditor turmover ratio and compare with
previous year.

Make a quantities reconciliation of opening stock
(+) purchases (-) consumption sales (=) closing stock,

(CNO.AIFS-P3.080) (QNO-AIFS.8, AIFS.98.50) (MCQ-AFS.7)

AUDIT OF EMPLOYEE BENEFIT EXPENSE

y
=
r
-
a

[ (Module has given combined audit procedures for all important assertions) J

movement of employees split between new employees and leavers and

I . W I
Obtain list of employees at period end, plus schedule which gives monthly
continuing employees (There can be separate sheet for each month)

E‘dndﬂm.ig select new employees |

L New Hires |-+ Obtain appointment letter |

| Check salary of I and subseguent month
 salary computation as per agreed terms ‘

[Randnmﬂ'y select employees who resigned

Leavers [ }

&
& ik Resignation

obtain full and final computation whether all post
retirement benefits has been properly calculated and
check whether employee acknowledgement on final
\computation is obtained,

,

mc -[ Understand and check system of attendance }

Fietitious
Employee

-r[ Analytical Procedures ]

Meet employee in person on sample basis !
Obtain bank details and identity proof of
employee on sample basis

Continue On Next column...

45

| Monthly analysis
| Obtain monthly salary register for 12 months

r employee per month and compare with same

Compute average salary
| preceding month to check reasonability.

month previous year a

"'|._ overall reasonableness ]

(L‘nm,wfe production ji:hs-r employee and compare it with previous
 year and prevalent industry trends.

[ Ask for reasons if there is any .sr‘gm'ﬁcaﬂt variations, ]

| Other points |

Obtain monthly calewlations and check it accuracy ]
Obtain deposit challans to verify monthly payments ]

Apply PF, F5I rate to total basic wages for the month and
get expected amount and compare with actual.

-»[ PF, ESI

_.[ Closing accrued \— Ensure that closing accrued provisions is made for employee
g benefits like bonus, gratuity, leave encashment, pension etc.

(ENO.AIFS-P3.100)

(QNO-AIF5.99) (MCQ-Incs.42.5, Ines.i3.3, Incs.43.5)

AUDIT OF DEPRECIATION & AMORTIZATION

}

Auditor should check that depreciation is charged on all tangible
assets and amortization on all intangible assets

[ E.g. ;- Tangible assets like building, plant & machinery, vehicles ete. ]

[ E.g. :- Intangible assets like goodwill, patents, copyright etc. ]
)

There are four things which are important in caleulation of depreciation | amortization
(methods, cost, useful life, residual value) (points are grouped for retention)

..[ Method related points ]

= [uﬂderstand entity's system of charging depreciation [ amortization

F.idenﬁfg all the assets having big parts which needs component wise accounting
and depreciation and ensure that mgt has identified all the components properly.

| Select few assets from fixed asset register keeping in mind materiality and check
= | whether the rates are appropriate and whether they are in line requirements of
| schedule Il of companies act and they are applied properly.

(CNO.AIF5-P3.120)

*l

-[ Ensure that depreciation is charged as per reasonable useful life,

Whenever there is a change in useful life, depreciation [ amortization should be
" | computed prospectivel y

Residual value -]

Ensure that residual value is properly verified and deducted while computing
depreciation.

-| As per Schedule 11 it cannot exceed 5%,

Other Points |

L There is also a risk that fake assets are introduced to increase depreciation [
amortization so attending physical verification can give us evidence
regarding the same

We can check overall reasonableness of depreciation /

.,[ Analytical procedures  |=|

amortization by performing independent calculation and

comparing with actuals

!
Average depreciation = (Opening plus closing balance)

+ 2, multiply by rate of depreciation,

AUDIT PROCEDURES RELATED TO DISCLOSURES

Useful M’E'.ﬁ' of assets

as per Schedule If

Policy for dep.recmtmn (
and amaortization

(QNO-AIFS.S3, AIFS.S4, AIFS.S5)(MCR-Ines.06.1, 06.2, 06.3, 06.4, 06.5,
Ines.08.2, Ines.19.3)

AUDIT OF OTHER EXPENSES (GENERAL)

" Auditor can choose analytical procedures like comparing monthly trends ete or ]

vouch for other expenses

o Cost related points
L points |

ff:ﬂpffﬂﬁzﬂﬁﬂﬁ of expense is a important decision which affects cost of fixed
= | asset and also expenses debited to PEL as these judgement can be misused
50 Auditor has to carefully check these expenses.

" Additions { Deletions affect cost and book value of assets, so list should be

| obtained and sample should be selected and they should be checked for
kmﬂmr’.r'zaﬁnn and for accuracy of amount.

o

Check whether entity has used revaluation model in particular class of assets
_and if 'YES check whether it is as per appropriate accounting standards

" We can check number of additions and its value from income tax depreciation
= schedule and we can check number of deletions from income tax depreciation
_schedule.

=

- Useful life |

Ensure that depreciation charged from the appropriate date which should be
date from which asset is ready to use as compare to when it is put to use in
income tax

Continue On Next column...

—
|

While vouching auditor should check following matters |

{ Besidual value of assets, .

b =

Nature of Expenses

" Auditor should check expense should be
_ for business and not personal expense

~§

| Auditor should ensure that appropriate person
Authorization — . 8 Eprapridis pe

should guthorize as per authority matrix

-h[ Supporting documents |

E very expenditure should have valid supporting documents
(e.g. travel ticket, insurance policy, 3° party invoice)

[

Period = Expense should belong to current period

=

Capital vs Revenue .-' "1t should be properly classified between revenue and capital

Expense head -|—- [E xpense should be classified carefully under correct head

CA Raw Taori
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AUDIT OF OTHER EXPENSES (SPECIFIC)

Rent

Analytical Procedures |

= there auditor should ensure rent should be booked on straight line basis (average

t[ Obtain month wise expense schedule ]

Compare month to month rent and ensure that rent is recorded for
each of 12 months

10D (10 Seguence of practical flow) I

= #uditor may visit or ascertain that premises are used for running business operations |

 Auditor should obtain rent agreement and check whether it in name of entity and
amount of rent is as per the agreement

|"- Auditor should find out whether there is escalation clause in the agreement, if it is

. basis

- period and compute average rent and book it consistently. If agreement is of |

i*-n‘" agreement is of multiple years, then auditor have to compute total rent for the

| year or less, than such calculation may not be required

-

Power & Fuel ]

L[ Analytical procedures ]

Obtain month wise expense schedule for power bills and compare with
 month on month expense and it is booked for all 12 months

-

" Auditor can compute expense for each month by obtaining units consumed
= and rates for each month and get expected power bill for each month and

_which can be checked with actual bill
r;iuditm' can :he:k.relaﬁ:mship betl-.)een units consumed per month by linking

| it to finished goods produced each month, both should increase decrease in
_same manner and if there is variance, auditor should in vestigat

.,| Insurance Expense |

L

o> |

" Obtain list [/ summary of insurance policies along with premium paid and h
| there validity period

" check whether prepaid expense is properly recognized as per the part of
j policy which belong to next year.

—[ Legal Expense _]

L

oo |

-[ Obtain month wise & consultant wise summary

For recurring legal expense check whether charges are as per retainer
ship agreement and they are recorded for all 12 months
L

For non-recurring expenses, select some expenses on sample basis and

match it with underlying agreement, invoices and other documents
L

i
Be cautious while checking legal expenses as you may come across
disputes for which no provisions is made.

-| Travel, repair, printing & miscellaneous expense

46

Continue On Next column...

L Analytical procedures

" obtain monthly summary, compare month on month expense and analysis
_ the trend whether it is usual.

" We can check overall reasonableness by computing expense per unit
produced and we can compare this with previous year, opening budget,
_ others in industry.

AUDIT PROCEDURES RELATED TO DISCLOSURES

1
] ! ¥ L L L] - '

1 . i ) _P § n
‘ Power & Fuel | [ Insurance J Legal & ] [ rinting & ]

] -
Travel ] [meess;'aml' Stationary
{CNO.AIFS-P3130)

(GNO-AIFS.78, AIFS.80)

OTHER IMPORTANT DISCLOSURES

5 Shortcut - Benami property should be used for 'SR ]

Company ]-[ Proceedings under Benami Transaction Act ]

-0
| Reason

=
¥ *

p
Holders of Benami property Tm’f‘sﬁ‘-‘fmd property to others
[ for Beneficiary to hide it (Benami) or Abetted

. EBenami Transaction
1 }

1 1
* * + + + * +

[ Property J[ Amt || Beneficiary ][ ”:::E;"im ] ”":‘;ﬁ” [smtus J[ co’s views ]

~ [Natum of Activities ]
e [Tmnsm:ﬂan with related parties from CSR fund ]

CSRExp |}

Reguired to be spend
| Regu pen
| Amt spent

)

]

| Shortfall |
Total shortfall of previous years

[ previous years |

L | Details of amount |

| crypro | = Co traded / Invested in CRYPTO |

\‘ [Recefved deposit | Advances for ]
| Details

defﬂg as lnvestiment
[ Transaction with struck-off company ]

L Details

[Pmﬁt { loss ]
[ﬂurrency Held (Bal) as on Reporting Date ]

| Company Name |
| Relationship |

| Receivable / payable ]
| 0/s Balance '4+| Investment in securities [ They hold co. Shares |
]

| other 0/5 balances (Eg Loan)

Continue On Next column...

Miscellaneous

£

| Ratio | - [ Mumerator | [ Investment ] ;
~| Return on |4+| Capital Employed | l_E'l

[ Equity ] =E

__ " Trade Receivable | g

-.'h-m o _I: T/0 Ratio |
E“ﬁ“ Net capital 7/0 Ratio

r - Debt service Rat.fn
-[ inuenmrg T/0 Ratio |

‘--n-[ Trade payable T/0 Ratio ]
| Asset |~ | curent Ratio |

L[ Liability || Debt Equity Ratio |

[ *Explain Numerator | Denominator I

[ “Explain 25% change ]

| Total | '-[:[LESS than 100 crores ]"l””“dreds / Thousands [ Lakhs [ Million
~Total Income [Mure than 100 cores J-'[Lakhs / Million / Crores |

CA Raw Taori
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CHAPTER 6 AUDIT DOCUMENTATION

-
o
>

h
=

©
=

3

[fe ooy T o
(10 meg b e oo e o (IR

records

{==

cnpy of entity records (Obtained) of Entity's Record

)
I BT e e——— FORM, CONTENT & EXTENT OF AUDIT DOCUMENTATION TIMELY PREPARATION

(CNO-5A230.060) (MCQ-230.20, Incs.39.1) (CNO-5A230.100) (@NO-23013) (MCQ 23042, Incs.39.2)
(CNO-54230.020) (QNO-230.01) (MCQ-230., 230.2, 230.4, 230.5, 230.11, 230.3)
S o 5 165,39, :I
AL SR e TYPES OF AUDIT FILE FACTORS AFFECTING FORM,
WHAT IS AUDIT DOCUMENTATION ? CONTENT & EXTENT OF AUDIT
[ Audit procedures performed ] Audit File is collection of documents in folder form or other storage [ Just Imagme |_ e
media, in physical or electronic form for specific engagement _
| Definition = Record of | L&y;;{ft___ﬁy{dgﬁ;g obtained | ; ! . | Big campany ] | complexity '|
[ Conclusions Reached ] [ Permanent Audit File ] Current Audit File | [ Risk of material Misstatement J
- B ¥ 3 - ;
. | Explains auditor's responsibility to maintain (57 takan ia all recurving audits. It contains N [ These files are created for audit of Y Nﬂfﬂfﬁﬂf "'Wﬂf Pmcﬁﬂ'ﬂfﬁs
T SA 230  —| AD & mannwer in which it should be documents which does not change s’p;::;ﬁc ﬁx::ﬁny::;ﬂ;:g a:'.l ; | Start Audit |- Audit Methodology & Tools
Siﬂizgf& I _m.:'._u_rf-tamed & J"E,ﬂfEd matters. 4 L e often & useful for all recurring audits J | g€ L) ncircis G . Significance of audit evidence
) ather Sh's | : \ Almost all SA's at the Ef?d prescribe, specific " Ex- certificate of incorporation, MOA, AOA, 1 Ex- Audit plan for the year, bank M [Hﬂt.ure & Extent of exceptions (mismatch) ]
) i _Other SA's *| document to be maintained w.r.t. matters Long tenm agreements, collection of previous statements, external confirmation, |_ Result of Audit ]{[ e il = e T Er )
| X Cuuered fn that SA, J | year financial statements & audit report ete. g communication with management eI 0 GOCuIERY coRCNRION O SRl Ul INIC SN .
L & TCWg etc,

| Examples -{ s
| so that it is easy to remember) — - : " Important ,
i Y : / [ Clmportant principles & consideration) | | Frf:c: ple - AD should be prepared on timely basis ]
~| At initial stages |~ [ Audit Programme | . \ J
~ Important, principles & consideration -
Checklist ] : — - - | mhy - !t enhances quality of audit |
~ | While performing audit _}'[ L[ Audit documentation should be prepared in such a manner that | '
[ Analysis (Ratios) ] g — - ) HN'J'? § .HD prepared after audit mnr.lr is done, is less accurate than
L it would enable an experienced auditor, having no previous documents prepared at the time work is performed
_,[ Audit andﬁr@s _[[ Issue Memoranda ] connection with audit should be able to understand following .
[ Summary of sighificant matters ] _'[ Nature, timing & extent of audit procedares perform ] fHeﬂps in effective review & evaluation of audit evidence ]
[ v 1 -[[ Correspondence concerning significant matters ] __[ Sasiis B audit orldence obtalsed ] {Hefp.:: in dmi:u:l.r'ng appan'ate conclusion 1
o ers - :
[ Letter of confinrmation & representation ] Sich ?;; W d&irmg e ‘gﬁ (mamrf e Tih ol
(ENO--5A230.030) (McQ-2304) + | Significant matters |~ ﬂﬁ'ﬂeﬁﬂ,aﬁ :ﬂ;ﬁ‘ﬁﬂiﬁ i ;ﬁiﬂ?@ﬁﬁfﬁﬁiﬁf (CNO-5A230.120) (QNO-230.15, 230.03) (MCQ- 2303, 220.7, 230.8, 230.9, 2304, 2306,
OBJECTIVE OF SA 230 1 EMF or OMF Ef; J - ~ 23017, 23018, 230.21, 230.22, 230.23, -Ines-52.2, Incs-62.5, Incs.401)
Legal Reguirement . e Significant judgements made in
(Ao ' was planned & performed as per [Regumtnry FERUEIE ) : . _ ASSEMELY OF AUDIT FILE
| Auditor should || | “ L[ standards on Auditin | | 1. Further explanation for documenting nature, timing & extent |
| o 5 : Ly .E; ] bt ’jg
| prepare AD | [ sufficient & Appropriate basis to | of audit procedures performed
frame opinion & make appropriate N ~ - S . = :
. of AR -
audit report Identified characteristics of specific items or matters tested (voucher | Rarfomas g ¢ diter oF, &1 4% = ACHNVITOES Fiackss (p)
- - " \number, fived asset identification number) \ {Not main audit werk, it is supporting activity]
- L - I_

(ENO--5A230.040) (MCQ-Ines-52.1)

= | kiho performed the audit work & date on which it was completed : f '
PURPOSE JADVANTAGE/IMPORTANCE/NEED [ pe 2 J No new audit PFEEEE:HFEE or Conclusion
OF AUDIT DOCUMENTATION (AD) 3 | boHE ToRerew e gyt Rt s & ek S e ] [ Changes in AD are done which are in administrative nature. Examples ]
I fm x & 5 . .

; . 2 Further explanation | - ( It should include nature of significant matter :
- —— —— | 5 ) l l l l 4 L
Basic Purpose | [ Additional Purpose ] \_of slgnificant matters | . i . . _ . - —
. ! ) | Documents discussions of significant matter [ Documenting ][ﬁaﬂaﬁng} [Sﬂ"ff'*ﬁ'J[ Discarding Superseded W[E JPm::rss_ ] Signing off
== Evidfn:e | —js_ﬂm ff?..?’fﬂf’i’?&fﬁ?ffi””mﬁ audit " Inconsistencies | with mﬂnﬂgemep:t. TCWG & others J Audit Evidence Documents eferencing || completion checklist
— | Assists in directing, supervision, review (DSR) Conti et

[ &udiffms;;!anned % ] - i T l [ When & whom discussion took place e S

perrormed as per — Eng. team becomes accountable C A R avi Taori
¥ - EQCR/Internal Inspection/External Inspection If auditor come across any information which is inconsistent with auditors
| Legm‘ Eeq 1 Eeguﬂﬂtury Reg | [5&5] """ - final conclusion on significant matter the auditor shall also document how

B Significance to future audits - auditor addressed the inconsistency

Basis of Auditor’s conclusion '
~ | about achieving overall objectives |

47
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[

Time ] [ After Assembly _] | Retention Period | | Matters arising after Dt. Of AR |
I I

I:[ On timely basis |

. days after AR |

(CNO-5A230.0140)

* Ordinarily not

4
shall not Necessary to add or modify

as perSQC | || delete/discard ﬂﬂlﬁff - AD Eg. Clarification in AD
S4ars Trorm §
AD completion AD of any / AR or later if after comments from Int/Ext.

should not be wnature

. Dt Of group AR |
more than &0 . .

Inspection of Documents
1

* *
| specify Reasons || When & by whom |
1
* L
| Changes were made | | Review was done |

“"Note- Superseded documents means notes that reflect preliminary or incomplete
thinking, previous year document with typographical or other errors, duplicate
documents or draft working papers or financial statements which are no longer
reguired because we have a final version of those documents.

(@NO-23017) (MCR-Incs.23.0, Incs.50.2)

COMPLETION MEMORANDUM

| }
Auditor may prepare & Retain
l I
o g | } }
Summary of significant matters _ _
& how they were addressed | Assist in Emﬂ’g’;ﬁ r.“:‘ hfs f;‘f‘:t’ue Whether Auditor
& a
. t-::lrnsidermg Inspection of AD }msl ar."%neued
c R e 1o oiher AD ] SFﬂ'ﬂfﬁﬂﬂm for ﬂarge £ ﬂbjEftH"-E'S af
[Sirerc v iwonsing i et Complex Audit relevant SAs

(CND-5A230.150)

48

(QNO-23019) (MCQ-2306, 230.24)

DOCUMENTATION OF SIGNIFICANT
MATTERS & RELATED SIGNIFICANT

PROFESSIONAL JUDGEMENT

-»[ What do you mean by significant matters |

" Matters which i Judgement of audit team members should be brought to the
notice of senior in the audit team, engagement partner or engagement guality
| control reviewer are generally known as significant matters

Lo

Such matters need special audit consideration (Audit procedure which are
different than usually applied in normal circumstances)

..I Examp!es of sfgmﬁcant matter |

L[ It include (in sequence of performing audit for ease of memorization) ]
_,,[ Matters that give rise to significant risk |
-[ Significant difficulty in applying necessary audit procedures I
..[ Results of audit procedures which indicate two things |

Need to revise auditors previous assessment of RMM & Auditors
FEEP!.‘JHS-E

Financial statements are materially misstated indicating material
misstatement

~ | Matters which could result in modification of auditor's apinion or
inclusion in EMFP

Continue on next colump...

AS per SQC! [

[ Professional Judgement ]

" Form, content & extent of significant matters will depeud on pmfessuma.i
Jrudgement exercised in penﬁ:nrmmg work & eml‘uatmg results

™

N 8

* " Such documentation should be done so that auditor is able to explain how
he reached particular conclusion & also assure that he has made guality

 Judgement

" Such matters are of interest to those reviewing audit documentation
including people carrying out subseguent audits

=

-»| Examples of professional judgement |

Evaluating " Auditor may come across a area where subjective judgements B
Subjecti are made by management in such areas how auditor concluded
. o about the reasonableness of such judgements like
Judgements .\_masunah‘eness of significant accounting estimates 5
e
Factors of " kuditor may come across a circumstances for which standards i
decision _ | o auditing has provided factors which should be mandatorily
| making considered while making decisions, in this situation how auditor
. giveninsa | | applied those factors & made conclusion, 4
* auditor may come across a document which under
L [ Authenticit ]_- circumstance may not appear authentic. In such situation
i1 how auditor performed further investigation & then concluded
i about the authenticity of the document
(ENO-5A230.180) (QNO-230.2]) (MCQ-Ines.15.3)

RIGHT TO LIEN

I 1
Supporting it | [ Not Supporting it ]

..[ General Principle of Law J +[ Sec 128 of companies Act ]

| Person with lawful possession | -.[ Books should be kept at RO ]
i
: paym Company has to give access to
"‘[ ffwkt 20 0 11, i i ] ™| Auditors, directors, authorized
| persons )
Can exercise lien & same logic is . - - .
applicable to clients books " Impractical to give possession to
P | Audlitors

8

 ICAEW Conditions | |

Saxena vs Sharma |

~| &acuments f-""‘-"l‘-;”-"ﬂs ?ﬂ_’:l"_e*"'t J should not exercise lien
~| Worked on documents
| Client owes Money

aadl T 3 ,ﬂﬁ}ﬁ-l"
| Possession i ]l I_ Supreme court said professionals
]
I

L.|  ICAI Ethical standard Board (ESB) |

~ T hen crercias iew | L[ If CA exercise lien it will be misconduct |

T
[ Legally it may appear that auditor has right to exercise lien but it is not J

practical & would lead to professional misconduct.

(CNO-5A230.200)

(QNO- 230,05, 230.07)

OWNERSHIP OF AUDIT DOCUMENTRATION

F _ T 1

by law or requlation portions or extracts independence or

[ Unless otherwise specified | piceretion to make Should mot af¥ect
AD is property of Auditor available to clients validity of work

]

"% Branch Auditor is Owner of its audit documents, he may make it available to
HO auditor as per audit reguirements but ownership remains with him.

S
¥ b W
{..rla'-.
L

! W

ENT NO

rES

/xudit§uruin
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CHAPTER 07

Part | -- SA 260
Part 2 -- SA 265

Part 3 - 5A 450

For this part refer PDF

Part & - SA 560
(CNO--5A560.020) (gNO-560.02)

SUBSEQUENT EVENTS

. !
- . : All the events which oceur
| As per AS- 4, "" Pﬁgai;? ]_..[ Subsequent ]—- between balance sheet date and
o INDAs- 0 Sl A . date of approval of FST by BOD. |
T 1 1
[ Non-Adjusting Events | { Adjusting Events ]
] ._ |

Events other than the adjusting events
are non-adjusting events

)
Additional requirement as per IND AS- 10

Events which give more )
fnformation regarding
uncertainties (conditions)
which are existing as
} : on balance sheet date
Material non- adjusting events should be disclosed in

notes to accounts

Note:- As per SA 700 users of FST generally assume that auditor has
considered events & transactions, which he was aware till date of Auditor Report

(CNO--SA560.025)

EXAMPLES

I
For this part refer PDF

DEFINITION OF SUBSEQUENT EVENTS

(CNO--5A560.090) (@No-560.01)

| Subsequent Events |
|

Events Facts
| | | |
i }

-
Facts which were existing as on date of signing
Audit Report but which became known to auditor
L afterwards

1

Audit procedures differs when auditor came

sheet date till

Events after the balance ¥
_ the date of signing Audit Report J

..

-

te know about facts
]

L5

L

+ +
Before publishing F5T & AR ] | After publishing FST & AR

49

COMPLETION & REVIEW

| 31 March | 16" June 20" June 15" July | | 20" september

- : . j .
l l | | l

E Bolance Sheet ImteJ [#ppmm! #ateJ [slfgm‘ng date of AR J[ Publishing of FST ] [ AGM Date ]

| T Il ]
| } !

Note: - Auditor may came to know about focts any time in future, If he comes to
know facts before AGM then it is easy to amend FST and AR, If he comes to know
after AGM, it legally becomes difficult to amend, so it better amend in next year.

MEANING OF DATE THE FINANCIAL STATEMENTS ARE ISSUED

)
For this Concept refer PDF

(CNO--SAS60.050)

OBJECTIVE AS PER SA 560
+ . *

[ Obtain SAAE that events between ] [

If auditor comes to know
Date of F3T & Date of AR ]

FACTS after Date of AR

i !
|' Which need adjustment or Which if know earlier would |
disclosure in F5T | have amended audit report

] 1
[ Appropriately Reflected | |r Respond Appropriately ]

(CNO--SAS60.060)

(GNO-560.03) (MCQ-Incs.52.5)

EVENTS OCCURING BETWEEN THE DATE OF FST
AND THE DATE OF AUDITOR'S REPORT

15" July || 20" September |

57 arch

-4

1 l | l |
[Eﬂ.'ance Sheet bﬂt&] | Approval Daﬁe] [ Signing date of AR | [ Publishing of FST J [ AGM Date l

|
[ SuEsequen: Events as per SA 560 ]

(1) buty of Auditor ]

" Even after year end auditor (s suppose to perform audit procedures and
—| collects SAAE that management has identified events which needs
adjustments and things which needs disclosures and gave them proper

. accounting treatment as per FRF,

“If Auditor has checked SE of some areas like debtor, creditor etc., then no
need to check them again.

—

-'[ (2) Audit Procedures ]

Understand management procedures to identify subsequent events

=

' Inguiring management and TCWG whether any subseguent event has occurred

=

" Read minutes of meetings or were minutes are not available inguire about the
matters discussed in such meetings (Eg: - Information about proposed dividend,
_bonus issue etc.)

Read entity latest subseguent interim financial statements

Continue on next colump...

-'[ (3) Treatment of Adjusting Events j

If Auditor identifies events reguire adjustment or disclosure J

|:I
[
-"[ (4, Written Representation |

i

Auditor should ensure that such events are properly reflected in FST as per AFRF

Written representation from management or TCWG, assuring that all the
events occurring after the date of FST are properly analysed and
accounted for as per AFRF,

(QNO-560.06)(MCQ-560.1)

(CNO--SAS60.080)

FACTS WHICH BECAME KNOWN TO THE AUDITOR
AFTER THE DATE OF AUDITOR'S REPORT BUT
BEFORE THE DATE OF FST ARE ISSUVED
1
| Auditor's buty |
1
[ Auditor has no obligation to perform any audit procedures after date of Audit report |
1

|

But if he comes to know any facts (existing as on date of Audit Report) which if known
earlier would have change opinion of Auditor, then auditor has to perform audit procedures

| Discuss matter with management and TCWG ]

-[ betermine whether FST need amendment ]

-L Inguire how management intends to amend F5T ]

~| If management amends FST J

" Perform audit procedure on the amendment unless restricted by law (in India auditor
has all the rights till the date of AGM, so Auditor can perform these audit procedures)

" These Audit procedure include: - ]

| Extending audit procedures to the date of new audit report |

[Prrwr'de new Audit report on amended FST ]
[ﬂudfmr should not sign (date) till the new FST are signed (approved) by BOD, ]

..[ If management does not amends F5T ]

Whether Law, regulation or FRF

If mgt is not amending fst |~ reguires amendment

L : ¥ .
Law says it | Lai doesn't make it mandatary
is required | :

1
l But auditor thinks it is reguired

[ 1
1
+ L

If Audit Report is not provided to \ (I Audit Report already being issued, )
the entity, Auditor should modify auditor should notify management and

R e - TCWG not to issue FST to 3° party
e opinion and give his repo T )
)

J

appropriate action to seek to prevent reliance on Auditor's report

If management doesn't listen to Auditor, then auditor should take
(public notice, speak at AGM)

G Scanned with OKEN Scanner
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£
(CNO--SAS60.000) (CNO--5A570.030) (QNO-570.02) [ Inability to pay creditors on due dates E
= - = . o A - il :
. : Indications of withdrawal of financial
~|  Creditors related points h
FACTS WHICH BECOME KNOWN TO THE RESPONSIBILITIES OF AUDITOR [ ) [mppm by creditors J =
AUDITOR AFTER THE FST HAVE BEEN ISSUED Same as objectives as discussed earlier. So just reproduce same, [ operating | [ Changing terms from credit to cash =
! = e . N _— :
At staps T painte Tn These ared: are SIwvlar 5o previons concept | ~| Explains inherent limitations of audt | o) {i Management intends to liguidate the entity or cease operations <‘E
there are few nata.b!f change given below ) o _|_| ;hé:ﬁ; }:::e;ﬁ ;:::;E?t:;s makes it difficult to i R bﬂfeﬂlﬁ&hé&é}ﬁéﬁ_ﬁfﬁéﬁ'}éﬂéﬁ_ﬁéﬁi
If management decides to amend FST and Auditor gives new Audit Report ] lﬂ-'*[ S0, users of audit report should be careful ] ~ | Employee | — | Labour difficulties |
2 : - 3 g Even if there is no reference about material ~ | Raw Material | — | Shortage of important supplies, loss of principal supplier's |
Management should inform everyone iho If management does not take L | uncertainty in Audit Report, it doesn't mean - [ Production | — [ Serious breakdo |
receive old FST and AR not to I'Efy on it glppmpﬂgte SfE‘P to inform Peﬂp{e there is guamntee Fﬂgﬂﬂﬁﬂg G, Foauction 2FaLs LK 1
! and wait for new set ) receiving old FST to discard it [ ] [ Loss of major market, key customers, franchise, license or |
: : : = — Sales -[: ;
¥ ! . Auditor should inform TCWG PR (cho--5AS70040) (gno-570.15) | Emergence of highly successful competitor |
In new AR, Auditor should put EMP [ OMP, | ! ) d
explaining revision of FST and Referring to If TCWG does not take necessary steps, STEP | RAP FOR GOING CONCERN [ others ]__[ Catastrophes ]
foFa i MOERE T ASERANES. KVl A Ao e e s e PN | Uninsured or under insured catastrophes whey they occur |
\_ detail .reason for revision 5 reliance on old :E- (fuf{.‘f;: notice or e | SA 315 asks auditor to perform RAP over entity, SA S70 sags while t i
" Speak i 0% A with |- doing this consider whether events or conditions exist that may cause [ Law related ]

SA 218 significant doubt (EC-5D) over GC Non-compliance with capital or other statutory reguirements
Part § --SA §70 A g -1 Pl P y requ ]

(CNO—-SAS70.010) | Mgt's ']_' Psk M,;.;t. whether they have prepared preliminary assessment of ] -'[ bttt ol i i . Bl i ]
e | _ﬂ{fﬁ‘_{f!ﬂf{?f_J entity s GC Pending legal or requlatory proceedings against the entity
_ ¥ . 1 — | that may if successful result in claims that entity is unlikely
GOING CONCERN BASIS OF ACCOUNTING | i ves “_| -’l ¥ No | to able to satisfy

I

 Fundamental Afc Assumption obtain It | [ why it was not prepared? |

|‘

(CNO--5AS70.080) (QNO-570.07)

| We assume that entity "'?m continue operations for Discuss with Mgt Jl " How they ensured there
 forceable future Guhich is generally 12 months) " | are no Issues with 6C7

) Whether EC-5D . ,
! [ oA 2F-enich ((Basis of 6C Assumption) STEP:- 2 ADDITIONAL AUDIT PROCEDURES WHEN
| General Purpose FST (prepared for wide range of users) | I yes how Mgt plans Inguire with Mgt. whether EVENTS OR CONDITIONS ARE IDENTIFIED
1 [ 1 EC-5D over € exist

to address them
L__PFEF.?,PEJ _ﬂs FEFEFHE?,_Eﬂ{?{qm?f.i_uwpﬁjﬂﬂﬁf?e&?_} [Tj}mghmt the audit for evidence of EC-5D over G& ] ( he events or £ﬂﬂ£ﬁﬂﬂﬂ$ iﬂE“ﬁﬂE‘d ﬂ"'ﬂ't may cast ﬁgﬂfﬁfﬂﬂt dﬂ-ﬂbt il ] Eﬂﬁtgli ﬂb’l'lﬁty to -Hh'll

I ! ) | E';Tf:” TR R T A = continue as going cancern, Auditor shall obtain SAAE to determine whether or not a
e asks auditor's exible & revise risk assessm A - ; at , , :
- e - : = , i - - J i : : : gsde material uncertainty exists through performing additional audit procedures including
.[ Mat. intends to liquidate ] ~ Not having realistic alternative but to liquidate J [F AP when additional info affecting assessment is obtained ] ! consideration of mitigating factors J
1 -
I 1 0 2
[ If GC Appropriate | | If € is not appropriate | | Compuisory Audit Procedures |
: . L . =Y. o _ L : & } __’ Management's | Management's assessment if not prepared yet then
Valuation will be downe in such a Assets will be valued at realisable value & (CNO--5A570.060, (g@NO-570.03) (MC®- 570.2, 570.3) _ assessment | reguesting management to make it assessment )
manner that assets will be realised & liabilities will be valued at payable value .

] o i ] i ) |
- . : . ’ Evaluating management s plans for future actions in Adecuale |
liabilities will be discharged in normal - EVENTS OR CONDITION MAY CAST Management s "9 g s spiokit,
: S STEP 1A - -~ relation to going concern assessment, whether -[-_____ —
course of basmesst. ,S_n historical cost SIGNIFICANT DOUBT OVER GOING CONCERN i plans Nitcahe oF chch plan is blke . T prove the siwation Feasible |
| concept & depreciation are followed. ] : _:: : =
Few examples of events or condition that individually or collectively may cast | 8 Where entity has prepared the CF forecast, analysis of 2R

(ENO--SAS70.020) (QNO-570.00)  Significant doubt about the going concermn assumption | cash flon | forecast is a significant factor in considering the future

forecast outcome of events or conditions in evaluati
' Financial | | Substantial operating losses or deterioration e management plans for future actions "
OBJECTIVES AS PER SA §70 N — in value of assets used to generate cash flow b ¥ N : 4
I = h + L3
In sequence of J — | Negative operating cash flow | P — : . -
- 2 ; ; 2 : - : : e - : — Evaluate reliability of underlying Determine whether adeguate support
[ Obtain SAAE regarding Mgt s -ﬁﬂi‘ﬂﬂipﬂﬂ-ﬂ with respect to Going Concern ] [ falling business ~ | Arrears or discontinuance of dividends ] | data generated for assumption underlying the forecast
If there exists events & condition creating significant doubt over going concern then make -P.l H:g:twe:mb:r:y i *;Et EhNE BRI pIs ool ) r rﬁ.::m:sa' T R e —
: . : : A . .| A e nancial ratio i
conclusion whether material uncertainty E”‘Slﬂ & whether GC assumption is appropriate. | ! o i it i J K i,:i‘f:f:;:;i - have become available since the date on
[ After making conclusions, consider implications on audit report | - | Inability to comply tenms of loan & agreements :! L y u RBICH maKagsment iade & assesayint b,
Fixed term borrowing approaching maturity without | ( e i § Reguest WR from management & TCWG
— -*_._reahsrir:_,_t:-m_sf:-eﬂs of rencwal or repayment o S 3 regarding plan for future actions & its feasibility 5
-.[ mjﬂt::;mnf:ﬂ ]- ~ Excessive reliance on STE Short term borrowing to %
Fo | finance long term assets Conti P
RESPONSIBILITY FOR ASSESSMENT OF THE ENTITIES < ntinue on next Page...
A‘E,L IIW T‘ﬂ ﬁﬂHﬂHUE 'q_'s ’q Gﬂl“ﬁ {:IJJN{ERH .fl!‘ﬂbn'lurfty f_ﬂ :‘.i'hfﬂilﬂ ﬁﬂ‘ﬂﬂﬂlﬂg f-ﬂ‘]" E‘SSEHEJ:HJ HERY Pfﬂlﬂlﬂ'{f
-'. development or other essential investments

A :
For this Concept refer PDF Continue on next column...
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c
5 | After concluding about Material Uncertointy & its treotment, ouditor (ENO--SAS80.090) E
Ll el J [ should evaluate about going concern and its implications on audit report ] -
‘ - TYPES OF WRITTEN REPRESENTATION o
-[ Management & third party plan (in sequence of power) ] | I I — %
; ' ing € A ate but | | Going € | & - '- .
R o T e cal Terarding eriiane sF N stan K ravie ol ~ K ;::fm ;::s:; w.:*:;.i?m : i | : :;"Pim:::;f t‘inn;g- :m:rcem in :@ﬁi | Liritten Representation about management responsibility J -
. 2 e k o K d an a FRENL 15 \
~| reasonableness of management assessments of outcome and the estimate of | 1 soilling Tmﬂ 4 its ; <‘E
their # kTt 3 ] ' : . Auditor will request management to provide WIR that they have
F inancila J'mphcﬂt'aﬁs J { But management still use L Assessiment / / ! : T i :
[ I MU doesn't J HMuedsts || T assumption : ; For preparation | fulfilled their responsibility of preparing financial statements
"'[ Obtain & review reports of regulatory actions exists Tﬂ“t’“"”:f | ﬂfb;;f_, s dclitor shodl aire Fiar s e ) —|  of fnancial = in accordance with financial reporting framework & if there is
. E; : degiia ;k ADVERSE apimion or give disclaimer as - statements a fair presentation framework then also -
~{[Raaalg e of e £ TChs ::: i Sppropreats. = = financial statement give true & fair view as pv
- (1 . =~ 4 L
—| Determine adeguacy of support for any planned disposals of assets r 1 ; B .
: TR T T . J vez | [ we | i ::z;:efﬁ" Management has provide auditor with all re.l'man.j: information
ading terms of debentures and loan agreemen nmine whether any . [ . 1 L. £ —_ & given access to all records & PE.'.JFIE as agmed in terms of
have been breached " Then express unmodified opinion | Then express gualified or adverse opinion as ;;;::f:ii,ﬁs " Shgpgement
-[ Evaluate entity's plans to deal with unfilled customer orders ] AT “P:;_ mig section “HATERIAL appropriate and in basis of para, explain ~ 4 }
, B e e DINE Wioclusine s nEE SO ghale [ Al transaction have been recorded & reflected jn FST )
| Cash flow, Forecast & Interim FST ROIMK CONCERN i e hiohd
[ ¥ S ' L . g0t report E Description of " Management responsibility shall be described in written A
[ Analyzing & discussing CF, profit and other relevant forecasts with management ] I . I pt 49 pon Y
management representation [n same manner in which these responsibility
: : ; T [ ' hat they cast significont dowbt :
Analyzing & discussing latest interim FST | . Referip note i ][ ek ! e, i : ] —~| responsibility in |—|  are describe in terms of audit engagement (key paragraph
[ ] | financial statement over golng concern but opinion in net modified i Sl management responsi b-l"-‘."ty caill b xants i DEE i
+[ Subseguent Event ] (CNO--5A570.100) representation terms of engagement)
< v
L Perform audit procedures regarding SE to identify those that either :
mitigate or otherwise affect the entity ability to continue as going concern MATERIAL UNCERTAINITY & KEY AUDIT MATTER — _Re-confirm Mgt Responsibilities in detail in certain circumstances
+[ W.R. from 3” parties | [ T e e T | change in team who singed engagement letter |
; . reporting is applicable under : j
" Confirming the existence, legality and enforceability of arrangement with ' 1 ’ — | engagement letter singed in previous year
"‘i re!atedkand 2 I,p'-lar.t:'es and assessing the financial ability of such parties _ And MU over 6C is identified | L | Clear misunderstanding w.r.t responsibilities |
_to provide additional funds _ 1 e 5 - = ¥
; . . : o | 54 701 says MU by its nature is KAM as its examination | — (B e RS |
— | Confirming the existence terms and adeguacy of borrowing facilities needs significant auditor's attention J

!

(CNO--5A570.090) QNO-570.10 | S0 kKAM will have a reference that GC matters is a KAM & ‘ (ENO--5A580.050)
| also mention section in which more details can be read
| Events or Conditions may cast sa’gm’ﬁmnt doubt over gm'ng concern identified ]
I Part 6 — A 580

" Additional procedu ed 54 570 |
TR, PIOCENIes ot PeDTINed G e (ENO--SAS80.020) (QNO-580.01/580.09,580.05,530.07) (MCQ-580.,550.2

}
it 2 Incs.63.4 Incs. 6.1 Incs.24.1)
(ENO--SAS20.060)

After collection of sufficient & appropriate evidence auditor shall first conclude

about WHETEHR """MATERIAL UNCERTAINTY EXISTS? relating to events or WRITTEN REPRESENTATIONS
conditions may cast sr'gm'ﬁmﬁt doubt over going concern LA TT PRt b it Sk EEQUESTED

‘

OTHER WRITTEN REPRESENTATION

For this Conc e;::t refer PDF

[ o
"**Material Uncertainty = Definition ]
A material uncertainty exists when the magwnitude of its potential impact | neludes |  Lritten statement by the management ' "R is expected from people who were responsible to prepare F5T A
and likelihood of occurrence is such that, in the auditor's judgement, : I . ' Erom ialivin & they have knowledge regarding this matter £ Authority
apprapriate disclosure of the nature and implications of the uncertainty R is & ot . . )
i idcias sary To confirm certain matters (matter's T ey These individual differ depending on the organization
ke y which promised under engagement 5':1’:& A a0 $90 2ic) | structure of the entity, governance, law & requlation :
| letter under SA 210) : .
I ] Generally it is expected from management. So it may come from CEO
Ill" ] )
' EVENTS & CONDITIONS EVENTS & CONDITIONS EXISTS Financial statements, assertions therein or ~ & CFO or people holding such positions or other equivalent persons who
& £ N ]_. supporting books or records (because we _ may ot be having such titles. J
) 3 Eiece dasnmients ¢ aibod be called ae e R Iﬂn .s;me c;‘ﬂg:s.:aﬂcesgjmﬁ m.:;g; 1;':& re.sﬁ:ns:b.l'e to prepare & present financial
; \ ) atements. So it ma expected from them
Auditor shall determine whether financial Auditor shall determine whether i " 4 2 -s
' ' ; ' i f S
& statements adeguately disclose financial statements. adeguately drsdﬂse“.? *| o D . As &udr;i; requedstﬂrﬂ:e WE r:;nagfmizt cm;;fer ,tr:h;e ;:atte: Wby it is Management is responsible for conducting entities business
i STl BnEs & Conditions = . B st et erevy ennancing the quality of imermation generally 50 it is expected that they have knowledge of the entity & its
Principal ti e , - - . : .
. ) nncrpfr:v;:;; i: r;::ir:;s as } _.[ Compulsory J"’ (" Woritten Representation about expected fmﬂ;:r t:;::a.:ﬂﬁ & how ﬁnm:r::! data :: 5mcessed & financial
Disclose clearly that there is Material Uncertainty perreq _.| Types Jull { management responsibilities ki manageme statements are prepared & presente
regarding going concern and it may not be ! - — -
able to realise assets & discharge liabilities in "’[ Other Written Representations ]
\_mormal course of business. Continue on next Page...
| ..| It is necessary but it is not sufficient and appropriate on its own i -

j Not a ]
T : " : ul
Continue on next Page.. { substitute +| It cannot substitute other audit procedures and evidences I

51
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INQUIEY BY MANAGEMENT

i
" In some case management themselves may not be having detailed

knowledge of certain or specialized areas. 5o they may do inguiry
from the people who have knowledge of this area & then make R

i
[ For Ex- They may do inguiry from |

(1} Actuary (2) staff engineers (32} intemal counsel
determining actuarial | | determining environmental determining provision for
liabilities liabilities litigations

QUALIFYING LANGUAGE BY MANGEMENT
i

In some cases management may use gualifying Cconditional language) while
making written representation, they may say that we are confirming matters to
the best of our knowledge & belief

i

It is reasonable for auditor to accept such wordings, if auditor is satisfied that representation
is made by peaple who has responsibility & knowledge about the given matters

—

(CNO--SAS20.080)

DATE AND PERIOD(S) COVERED BY WRITTEN REPRESENTATION
1

For this Concept refer PDF
(CNO--SAS80.100) (@NO-580.09)
REQUESTED WRITTEN REPRESENTATION
NOT PROVIDED

| Auditor shall follow the following steps ]

= | Discuss with management |

|| Re-evaluate the integrity of management and evaluate whether can rely
' on other Written Representations or audit evidence in general

.' Take appropriate actions, including determing the possible effect on
| apinion in Audit report as per SA 705,

=

FORM OF WRITTEN REPRESENTATION

]
I L

i& Letter . | Public statement under law ]
g I

" It is generally in the form of letter |
which is written by management
& addressed to the auditor giving

L _the all information _

If law requires client to make written public
statements about some of the matters which
were reguired under written representation.
Then such matters need not be

covered again in WE,

(CNO--5A580.190)

DOUBT AS TO RELIAEBILITY OF WRITTEN REPRESENTATION

' 1
( Concerns [ Doubt ] j Inconsistency with
4 | other Audit evidence
| If Auditer has concerns | }

+ T 1
| ity, ethical || ] : audit procedures
Integrity, ethieal | Diligence of management

§ ompetence age
values P oF its commitment | to resolve the matter

1 4 1 -I-

i ( auditor shall perform ]

LS Lo

: 2 If matters remain unresolved
[ betermine the effect ] than awditor will have to repeat
— | the 'concem/ doubt' steps again

Coral or written)Call information | | evidence in Continue on next colump...
is given in oral or written form) eneral

[ Reliability of representations ] Audit

3

What if WR is still not reliable
I

[ Auditor shall take appmpr?ﬁée action Iﬁcj';.rd:.-‘.ng determine the possfbie effect on ap.r’ﬁfnn. ]

(CNO--SAS80.145)

DISCLAIMER OF OPINION IN CASE OF NON-RELEAEBLITIY OF
WRITTEN REPRESENTATION S ABOUT MANAGEMENT RESPONSIBILITY
OR FAILURE TO PROVIDE SUCH WRITTEN REPRESENTATION

'
For this Concept refer PDF
(CNO--5A580160) (@NO-580.05)

OBJECTIVES OF AUDITOR

" obtain WR for Mgt. '*l _[:[Fu!ﬁﬂed its responsibility w.r.t. preparation of FST ]
Responsibility | [Pravfded complete information to auditor :]

Obtain WR on specific assertions to support
. | = =

audit evidence already available

L Respond | [ After WR is received ]
" Appropriatery J I If WR is not received ]

STL

IDENT NOTES

/xudit§uruin

+
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CHAPTER 8

AUDIT REPORT

(CNO' SA700.020)

Part | - SA 700

TYPES OF FRF & ITS IMPACT ON AUDIT REPORT

I . Types of Financial Reporting Framework ]
l

T 1
General purpose FRF '_ _' Special purpose FRF |
) } -

Followed & suitable for pubf-f:.:
at large Ex. AS in India followed
y all for making FST

Followed and suitable for few
Ex; T.R.A.l asked for circle wise
P&L which is only suitable for

} decision making of license fees

Report covered by SAT00 ] 1

| Report covered by SA 700 & SA200

| Further Classification of FRF |

T ' 1
Fair Presentation FRF | - Compliance Framework |
} }

Gives permission either to go for
ADDITIONAL DISCLOSURE or
AMEND REQUIREMENT of FRF

Neo such permission as gives
in Fair presentation FRF

for better financial presentation 1
&
— L - Opinion wordings
Opinion wordings | FST as per AFRF
| FST as per AFRF
2 TEF view

(ENG' SA700.030)

k.
=
=
|
=

DIFFERENT FORM OF OPINION
Unmodified apinion | Modified opinion |
! |}
sufficient & Appropriate ] " Because of 2 reasons we
audit evidence obtained | have to madn"y opinion
)
No material misstatement present | [ | Unable to abtam sufficient & ]
in EST [ie FST in all material respect ‘ appropriate Audit evidence
is as per Applicable FRF] | 2 MMST is present in FST |

(END' SA700.040)

)
5A 705 explains implication
of modifying opinion

(@N0-700.07/ 700.09/ 700.09.50f 700.10/ / 700.11 / 700.13)

(MEQ-700.1, 700.3, 7004, 700.7, Incs.58.2, Incs.58.3)

Clearly Indicate repart of Independent Auditor
(Generally used “independent Auditor's Report™)

" Addressed as Per Circumstances (it may be prescribed in

Law [ Regulation [ Terms of Engagement, if not it can be addressed

to TCWG or Sharsholders) (Sec 143(2) asks auditor to report to
_ share holders)

Opinion on F5T

| Lontinue on next Coloum...

|

M. Auditors

—

Qpinion )

[

IV, Basis of
Opinion

|

P
V. Going t‘:mcerﬂw

(if Required)

|

|

VI, Key Audit
Matter ‘—r
(if applicable) |

l

Vil. Respons-
ibilities
of Management
for the F5T

J

— s

i Heading = Opinion Y
Initial Content
I Intro = ke have Audited F5T
2. ldentify which Entity
3. ldentify title of each statewment in set of FST.
4. Refer to notes, including summary of significant accounting policies,
S. Dates [ Period covered by FST

Ultimate Content (Opinion)

Wordings
If Fair FRF - Whether FST are as per applicable FRF (Fair FRF)

- Whether FST give True & Fair view/Presents Fairly
in all material respect

If Compliance FRF - Whether FST are as per Applicable FRF
‘. .[compliance FRF) y

- -

4 )

Why Opinion is Reliable ?

|. Declaration by auditor that he is independent as per code of ethics
and also fulfilling other ethical requirements (Such as Integrity /
Objectivity / Professional Competence & Due Care [ Professional
Behaviour & Confidentiality)

2, Audit is conducted as per SA's , Issued under Sec 143(10)

3. For Further details on how work was conducted refer “Auditor
Responsibility Section”

4. To assure everyone statement that, auditor obtaived sufficient and
\_ appropriate evidence to provide auditor's opinion

_

Where applicable, the auditor shall report in accordance with 54 570
(Revised)(This is generally required if there exists material uncertainty,
unless it is covered in basis of opinion paragraph,).

b -~
E

As per reguirements of SA 701 w
.

Heading—+ Depending on circumstances
(law applicable , nature of entity etc)
heading can refer to management or also TCWG as the case may be.
I, Description of Responsibility for FST (BASIC)
If compliance framework — Preparation of FST as per compliance FRF
If fair presentation framework = Preparation of FST as per Fair FRF
- Ensure F5T give True & Fair View
(2 MORE TO SUPPORT ABOVE)
2. Also responsibility to create & maintain internal control system to

support above.

3. Responsibility to Assess whether going concern assessment is
appropriate, disclosure of issues regarding going concern and
statement on appropriateness of going concern

(LAST TO COVER ALL ABOVE)
4. Identify people who are responsible for oversight of financial

reporting process. If TCWG is responsible include their name in
‘heading.

CLontinge on next Coloum...

o

l
VIll, Auditor 1 3 Py Thic Secti
Eespﬂnsfbﬂi'ty | ara s Govern Tris Section
1
+ + *
 Para 37 Objectives Para 38 Sco e
pe Communication
+ , : +
4 ~ e Auditor related points s
Reasonable \ - . Statement on
Assurance L Professional Judgement & communication
¥ . Skepticism Calert) regarding ethical
FREE FROM Material _ * | reguirements &
Misstatement ~| Process related points independence
. & Issue Audit Report i
: . identify RMM | |2 Planned scope &
timing of audit,

= Meaning of
Reasonable Assurance
--Meaning of Materiality
- Comment about

kasstatement

g

i
Include always in Audit

Report, No Other Option

™| invelve omission,

RMM due to Fraud may

misrepresentation, forgery,
| collusion & override of 1S

significant audit
findings (including

significant deficiencies) |
3 0f KAM applicable,

| Procedures

| Desigh & Perform Audit

explain matters in KAM
are most significant

--[ Obtain Audit Evidence

selected from
communication to

[ Non Corporates |

—~ Internal Control System related points

| IMP Points TEWG 4
L | Evaluate Accounting Policy [ Reasonableness of
Estimates & Disclosures
| IF Fair FRF evaluate overall presentation,
structure, content & disclosures
-[ Appropriateness of Going Concern ]

[ Corporates ]

L[ We Understand 1C5 but not for expressing opinion J

L Because of legal requirement to report on IFCR
above [ statement fmgardmg not expressing opinion)
cannot be written in company audit report

--I Branch related points |

{ Subsidiaries covered by another auditor)

L[ﬂrwsmn of Responsibility by Auditor (Division [ Branch ]

+

3 Options
. Include in Report
2. Include it in Appendix [
Annexure of Report

3. Refer class note

LS -

Continue on next Page...

CA Raw Taori

o VSMART
ACADEMY

Auditguru
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~ [ Part If |~ (0ther legal & Regulatory paral (ENC' SA700.080) (gNo-700.15) (CNO-5A700.120) (qNo-700.03)
4

I1X. Other Reporting AUDIT REPORT V/S AUDIT CERTIFICATE FORMING OPINION ON FINANCIAL STATEMENTS
Responsibilities

..[ What opinion Auditor has to frame? ]

/xudit§uruin

} . ; .

. o Audit Report Audit Certificate

- For reporting responsibilities other than those specified [ ] [ ] || User expects FST as per standard principles and format, that means they

in earlier sections as per any law or regulations [ Coverage ] [ Generally whole FST ] [ Limited nfo ] should be as per AS, IND AS, IFRS ete,

— If topics are same include it in above sections only, but ¢ ! : :

’ s o | So, auditor has to make opinion whether F5T is as per applicable FRF.

specify as per which provision so as to differentiate it [ Pracedures ] L Similar J [ Similar ] [ ! P ol okl

— If we include this as a section of audit report then e | Use of Judgement L Yes - No | *[ ’ﬁ_t bt b e el -

need to give heading to above part as "Report on 2 . . = z L auditor also needs to express whether FST give true & fair view |
bl / Final Result [ reasonable Assurance J absolute assurance L[ How to frame opinion |

N

, — - ~ — —f
: Opinion is based Here e comment on To frame opinion on FST, auditor will have to make a conclusion about all
e {::;i::j;; ; { e -l:[ of Firm | . racks / l on facts ] { aceuracy of facts itself B material a"t.‘sms in EST whether material items in EST are free from MMST
[ - n . - : -~ oy
s " Reg. No. J'[:[ Membership Reg, Number (MRN) | Examples i e e a— 6 A TSN _may be because of fraud or error.
I | Firm Reg. Number (FRN) J under section 143 of the 6 O 0 Feonpali s = While making this conclusions, auditor should be reasonably
| xu. T - bt of signing | [ Place - Where report is signed an opinion based report is re%m'red to Te a s | a5 ign fevel of connaence.
(Generally it is city where office is situated) and not a certificate certificate in the tribuna .
| L ¥ where company i -[ How to draw conclusions ]
y’ s
XIN. UDIN - Unigue Document Identification Number proposing for the LI For drawing conclusions following should be done J
(it should be generated within 60 days of signing document) reduction of capital -
. — | 1. Perform audit procedures and obtain sufficient and appropriate audit

(ENO-5A700.050) (MCQ-700.9) (NG SAT00.100) evidence for all material items
b, L] - .
2. On the basis of evidence, identify misstatements in FST and ask mgt to

E R —

have to check these misstatements individually or in aggregate,
Non Chs were forging signatures of Chs & issuing fake VIS REPORTING TO TCWG s
report & certificate

- £ £ 3 R
" Problem ) 3. Apart from guantitative misstatements it is important for auditor to

[ Such malpractices was affecting CAs & other stakeholders in society I 1 Reporting to shareholders I I Reporting to Those Charged with Governance ] - z:i?f:i:d,:?: guality of FST { accounting practices [ mgt bias to form

Section 143 of the companies ! ” SA 260 deals with the

<o k:' Tty _l__[' Profession development committee developed innovative solution in ]

the name of UDIN ie unigue documents identification number

Requirement = Act, 2013 deals with the P:i?f'sfﬂt*;stf*ﬂﬁ” to od (ENO-5A700.140) (QNO-700.19) (MCQ-700.8)
+[ Cas with full time COP has to get registered at UDIN portal ] provisions relating to reporting to EEn ’."’i b
shareholder, Thus, it is a Wt Governance.
. . : 5 i
Now every time CA signs report or certificate he need to fill up key Statutory Audit Report which is SPECIFIC EVALUATION BY AUDITOR S
Process |1+| details of report [ certificate on UDIN portal, get them registered \ addressed to the members, J ]
& generate PIN for cach repot / centificate E1% G IBAONElIG DO Al SA 700, makes some evaluation mandatory for auditor because they are
-r[ ub r:r number should be specified on report / certificate along ] | Statutory Audit Report is on hose charged m?gh overmance extremely important and they don't want auditor to miss it in any manner
L _ "":'"F FEH / MRN - 1 Content ]- true Tresiﬁﬁ;}nﬂifs per | = H.l:-: scope :;ftau :E;uugt }
: 3 rocedures, audit modifications,
i_EI'FJEiHEHtEd m..Fh HSEd et - " 'M_P ete. o [ Shorteut = MASTER (Auditor has to evaluate following) ]
[ I Feb 2019 ]-r For ail-certhicates -] T Y R s i Reporting to those charged il X [ Material transactions and events are properly accounted and disclosed in ]
l I Apr 2019 ].,,_ For 65T & Tax audit reports ] 1 Availability j..[ i yﬂ."-‘; dﬂmefl?n ]-- with Governance is an internal | the FST, so that user understand their nature and financial effects
i : document e, private report.

[ I Jul 2019 ]- For all other Audit, Attest & Assurance function j

[ Lohether applicable FRF is followed consistently while selecting
| and implementing accounting policies

(CNO-SA700.060)

.
Whether significant accounting policies are properly disclosed in notes
, to accounts

AUDIT REPORT PRESCRIEED BY LAW

q- ‘

ElEEE]BE]

Whether terminology used in FST including the title of FST is appropriate
(e.g. title for profit oriented and non-profit oriented company is different)
5,

If law prescribes format of audit report then as law overrides standards,
Hence auditor will have to follow format given by law

. - [ Wihether estimates made by the mgt appear reasonable (realistic) ]
He will give reference to standards on auditing in his audit report only if | _ | wiether FST as a whole are relevant, reliable, comparable and
\d understandable.

| Audit reports includes basic elements which we have discussed earlier ]
}

f Which means all elements from title to place except going concem, i

| key audit matters, other :Equirements are included ] - CA Ravi Taori

(1 India, we don't refer to standards in tax audit report because it does not ; Ué" ;‘;éﬂ? E‘;ﬁ:@

| contain management responsibility & auditor responsibility paragraph ) F%Lf
Auditguruin opesed
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(ENO-5A700.160) (QNO-700.17)

EVALUATION OF QUALITATIVE ASPECTS INCLUDING MGT EIAS

-[ Qualitative aspects of accounting practices [ FST. ]

L|r 54 260, explains what are the gualitative aspects of
| accounting practices and they majorly focus on 3 things
T 1

Mgt estimates
Disclosures in F5T

& judgements
( Mgt has to make many judgement while doing accounting and preparing
. FST. There is a possibility that they misuse this opportunity and enforce
L there hidden agenda of manipulating F5T,

L)
Significant
accounting policies

L[ Management Bias |

..i So auditor should be careful and understand whether mgt appear bias, ]
--i To understand whether mgt is biased or lack neutrality, auditor should see following ]

| Whether there are selective correction by mat w.r.t. misstatements identified
by auditor which may either only increasing eamings or decreasing eamings

Mgt is not rectifying deficience in the system which are focusing on particular
transaction, balances or disclosures leading to in apprproted reporting

 iohether there is possible Mgt bias while determine accounting estimates. Now,
|, | how to understand whether Mgt is bias in estimate is explained in SA 540 which
gives examples and circumstances of Mgt is bias in making accounting estimates,

k.

-[ Effect of low quality accounting practices and mgt bias ]

" if we identity that guality of accounting practices is low or mgt is biased, this in itself
_is not a material misstatement which should be reported

‘But while evaluating misstatements then we should consider effect to low quality i
- accounting practice and mgt bias while drawing opinion and because of this we may
\draw opinion which is unfavorable, so they effect opinion making process.

(CNO-5SA700.180)

TRUE & FAIR VIEW

Reliable ]:[:{ PEL |~| Fin perfarmancej

M
Boni {[——]Fm (Weutral J unbiased ) (B 7S )

Fin position |
r = : True & Fair ]
_.| ¥f fair presentation |_  ppini i
S . frame work J M{l Presents fairly in all
material items
--[ e [ Exp ]
_,,[ No omission ]-_t[ Assel L Lidb I
-I P ]_-r, m.:..f Exp Accuracy
"‘5 Asset fLiab -r| Valuation |
: 2 . - As rA J.fcabp'eFRF ]
' How to ensure |_"l Afc policy |17 = PF

[ All maters in ]-[
*[ Disclosures ]{ m

| Unusual | Non-recurring |

-[ Proper understanding ]--[ Eg. charge on Assets |

L% ]

Part 2 - SA 701

(CNO-SA700.000)

SA 700

N = 1L Audit of “Complete Set” of “General Purpose FST” of “Listed Entities”
LApplicability of = .
ii. Reguired by Law [ Regulations
KAM Para (Given =ty ¢ by f Regu
in 5A 700)

" i, Auditor decides to Communicate KAM |
(Eg significant Public Interest Involved)

SA 705 Prohibits putting KAM if Opinion is Disclaimed, Unless required by Law { Regulation ]

| 2. Determining KAM items ?

]
+ ' ¥ +

Step | Step 2 Step 3
Make list of matters | | !dentify matters Identify items Step 4
Communicated 5i m#rch need of Most Current Period
ignificant Auditor e
to TEWG i parats Significance Item
i
[ List given in SA 260 ] [ Indepth, frequent, robust interactions,
efforts, time, resources etc
) I ¥ ]
Significant Risk Significant Management Significant Event
or High RMM | Judgement or Transactions
Eg Dominos Eg Mondi Ltd i Eg Philips 8
UK AR _ (south Africa) | _ (Netherland)
1 L i
g Revenue Recognition A Because of huge expansion i Separation of Health Tech &
cut OFF is Highlighted capitalisation of fixed asset Lighting Business as 2 sperate
as High RMM hence needs significant judgement companies from across group
" KAM / hewnce KAM companies is Significant Event

‘. or Transaction Hence KAM

3. How to _..[ Heading ]—-| Introductory Language |—- [ Main Content of KAM ]
communicate 1 N i A— Il
KAM ? Key Audit Matter | B £ . Ty
[ ) ] 2 Srannfard Statements Deseription of KAM
I. Definition of KAM - .
: Reference to related
Matters which in Diselosure

auditor's professional

Judgement were of iy At el

i considered KAM?
Most Significance How the matter was
2. Auditor is not providing addresced?
sperate opinion on these ' : s
. matter -

.........

. No Communication of some KAM items |
1

L] L
I Law / Regulations Prohibits 2. Adverse Conseguences mare than
(Eg sF10) Public Interest (Eg Cyrus Mistry Vs TATA)
1

+

(END' SA701.100)

(CNO-5A701.090) (QNO-701.03) (MCQ-701.1, Incs.31.5)

KAM NOT A SUBSTITUTE FOR DISCLOSORES IN FST

|_Shortcut — Fast Moving Goods & Services |

/xudit§uruin

| F |=|Not a substitute for disclosure in financial statement

[M |-|Not a substitute for expressing Modified opinion

[ &G E-iNut a substitute for reporting on material uncertainty over Going concern

|
J
J
|

[ 5 |-[Not a Separate opinion on individual matters

COMMUNICATON WITH TCWG

[ Auditor shall communicate following with TEWG ]

)
! If KAM is identified
T : |
| )

If KAM is applicable communicate
that no KAM identified as per
facts & circumstances

Communicate matters which
are identified as KAM

r Except for matters described in basis for Qualified [ Adverse i
Lo ] { or MUGC, we have determined there are no other KAM

Part 3 - SA 705

(ENO-SA705.020) (QNO-SA705.00 705.03/ SA705.05 [ SA705.07/ SA705.09/ SA705.11)

(MCQ--705.2, 705.5, 705.6, 705.7, Incs.14.l, 14.2,Incs.19.4, Incs.19.5, nes.3L), Incs.31.3)

TYPES OF OPINION
T ; T
| Sufficient & Appropriate Evidence & No MMST | | Modified Opinion |
I 1
Unmodified/Ungualified/clear Opinion | (No 52 ; s g [ MP-:‘ST ]
. 4 i g
Financial Statements gives F : : T _ I 3
True & Fair View f Pervasive ]l Not Pervasive i[ Pervasive |
1 1 1
| Disclaimer || Qualified || Adverse |

1 1 1
Mot able to | | Subject to / | FST does not |
express opinion | |Except Effect of || Tyue £ Fair wemJ

|

Special case of 1

_=pe f || Multiple uncertainty
Disclaimer of opinion |

[ Auditor obtained S&A evidence for
exist L

each individual uncertainty

If there is No Key Audit Matter or Key Audit Matters Exist but not Reported as per reasons
given above then include a statement under heading “key Audit Matter” and explain this fact.

4. Relationship with Other paras

| Matters |
]

I 1 1
4 . v "
( Modification Material Uncertainty ( EMP [ OMF i
- If commaon, Include it in KAM,
Include in “Basis of

Include in “Going Such items can be put

Modification”
Give Reference in KAM

Concern”

Give Reference in KAM
Yy - 4

first in KAM seguence

to highlight thewm
b

-
I But he is not able to form opinion because of ]
1

+ )

Potential interaction [ And their possible cumulative
of uncertainties effects on FST

CA Raw Taori
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(ENO-5A705.030)

WHICH TYPE OF OPINION IS APPROPRIATE
'

[ It is mere repition of types of opinion explained earlier ]

(ENO-5A705.040) (MC®-Ines.58.1)

PERSUASIVE MATTER
1
¥

E A

Affecting single item but it is | | Disclosure fundamental to unders-
substantial portion of FST | L tanding FST not appropriate J

Ex: Indore Branch Ex: Fixed Assets not impaired, | ; Ex: Amalgamation |

not included in F5T ] _ it accounts for 0% of #Assets | L disclosure not given |

¥ +

?#FFectmg many items

ke

]
-

(CNO-SA705.050)

OBJECTIVE OF AUDITOR AS PER SA705

[ ~ Objective of Audit is to express clearly appropriately modified opinion when

|:' Unable to obtain sufficient & appropriate audit evidence J
' Financial statements are having material misstatement ]

(CNO-5A705.060)

(QNO-SA705.25, SA705.28, SA705.30) (MCQ-Ines.31.2)

EFFECT OF MODIFICATIONS ON AUDIT REPORT

{ Qualification ][ Adverse ][ Disclaimer ]

1 itle —| T )

[ 2. Addressee |— No Change |

[ 3. Report on FST (Part 1) ]—[ No Change :

[ 4. Opinion ]

[ 4a. Heading ]—-| Qualifed [ Adverse [ bisclaimer of Opinion ]
Auditor was

[ 4b. Ist Line ] [ engaged to }
audit the FST

| 4c. Opinion Wordings |

I 3 |
f’/rIfI'~'a‘r‘ssat:'.-tazﬁlr.'r1lvzﬁwtj'N\” (" Because of the '\ [~ Because of the A
Except for the 5g§nfﬁcgn¢e of s;'gm'ﬁmﬂce of the
ssible effect of
Hicre Gtiloliai mTt:er{s) deseribed
of the matter(s) described in the in the Basis for
described in the Basis for Adverse Disclaimer of
Basis Opinion section ;P"'”T 5";*""”’
) . the auditor has not
for Qualified Opinion l e e b
section FST does not give sertBietont
T&F view appropriate
(No S&4 Evidence) audit evidence to
Except for the provide a basis for
_ an audit opinion on
possible the financial
statements; and
\ A jkﬂateﬂmtthej
55 Continue on next Coloum...

5. Basis for Opinion |

Basis of Qualification [ Adverse [ Disclaimer of Opinion

![ Disclaimer ]

 Sr. Last Line ——

- CEg: If it is related

-

+

No Sucient
& Appropriate
Evidence
4
The auditor
shall include
in the Basis
for Opinion
section the
reasons for

Sa. Heading
[ Qualification ][ Adverse
| Sh. Content Depending on the reason of modification
I |
| Material Misstatement |
I T 1
Related Related to Relates to nown
to Amounts Narrative Disclosure
Description and Disclosures (Eg: Contingent
guantification of | | Aw explanation Liability
the financial of how Undisclosed)
effects of the | | the disclosures are.  (a) Discuss the
misstatement misstated, non-disclosure
(Eg: Depreciation (Eg: Company with TCWG;
under charged by has disclosed (b) The nature of
§ crores) that €Y losses the omitted
& covers net information; and
If it is not worth, instead it (clunless
practicable to should be prohibited by law
guantify specified that or regulation,
cY losses are include the
3 times net omitted
worth of the disclosures,
company as provided it is
on start of the practicable and
year) S&A audit
evidence about
the omitted
information.

/ when the auditor expresses a gualified or adverse opinion, the

auditor shall amend the statement about whether the audit
evidence obtained is sufficient and appropriate to provide a

basis for the auditor’s opinion to include the word “gualified” or

“adverse”, as appropriate.

When the auditor disclaims an opinion on the financial
statements, the auditor’s report shall not include the following

Those elements are;

(a) A reference to the section of the auditor’s report where the

auditor’s responsibilities are described;
and

(b) A statement about whether the audit evidence obtaived is
sufficient and appropriate to provide a basis for the auditor’s

| epinion.

.'--..

Continue on next Coloum...

Qualification ][ Adverse ][ Disclaimer

R

" 6. Material Uncertainity

related to Going concern

No Change

[ 7. Key Audit Matters ]—-

No Change(No KAM in case of disclaimer)

8. MGT Responsibility | —

Ne change

[ 4, Auditor Responsibility ]—'*

|
’
[
(

)

If there is disclaimer only following will be written

Our responsibility is to conduct an audit of the entity'’s
financial statements in accordance with Standards on
Auditing and to issue an auditor's report,

However, because of the matters described in the Basis
for

Disclaimer of Opinion section of our report, we were not
able to obtain sufficient appropriate audit evidence to
provide a basis for an audit opinion on these financial
statements.

L

\ 10, Other Matter |— No change
(" 11 Report on other legal
and regulatory — Ne Change
| reguirements (Part I1)
| 12. Signature/Place/Date J_.[ No Change
13, UDIN |—| No Change

(ENG' SA70S.020)

COMMUNICATION WITH TEWG

t When Auditor expects to modify opinion |
| He should go to TCWG & explain following |

I:[Circumstances leading to modification |
[ Expected modification & wording of modification J

CA Ravi Taori
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(CNO-SA705.120) (QNO-5A705 .40)

LIMITATION OF SCOPE

" Inability to obtain Sufficient Appropriate Audit Evidence Due to a Management-imposed
Limitation after the Auditor Has Accepted the Engagement

}
I Reguest the management to remove the limitation ]

I 1
| Management removes the limitation | [ Management refuses to |
e e _..l.._ e e ki mmwe ﬂ}e jfm;tatﬂ'ﬂn
. : }
Proceed proc
[ oLl il erhutes ] Communicate with TCWG and perform
alternative procedures

1

' still unable to obtain sufficient and |
appropriate audit evidence

——

I 1

[ Possible Effects Material Possible Effects Material

[ but not pervasive | and pervasive

i L
[ Qualified Opinion Withdraw from audit {y
engagement (early stage)
or diselaimer of

opinion (Conclusion stage)

(END' SA706.020)

(QNO-706.00) (MCQ-706.1, Incs.09.3, Ines.32.4, IncsS#E.4)

EMPHASIS OF MATTER PARAGRAPH

If auditor wants to hfghj'fght any matter which is presenteﬁ’ or disclosed in
FST so that it improves users understanding of the F5T, then auditor
should put EMP.

| 1. befinition -

[2, Emmpl'e_r.-? --[ (We have arranged in chronological flow so that it is easy to remember)

+| Last year related |~ Major prior period item

| Major amalgamation
L[ ¢ related -I:

[ Major catastrophe having significant impact on FST

[ e \ _I:[ Early application of new accounting standard
N bt Bl b e ibasiond i o el
-~ : [ Uncertainty related to litigation or regulatory action

Significant subseguent event between date of FST '|
and date of AR b

3. Conditions ]-[ Auditor should include EMP, provided following conditions are satisfied: - ]
[ (i} Matter of EMP should not be a matter which needs modification of epinion ]

(i) Matter of EMP should not be determined as key audit matter
as per SA 701,

4| After year end | -[

4. Content ]-L(E} Heau':'ng_]-[ Separate section with heading EMP ]

(i) If multiple EMP's, we can differentiate one from | _
another by appmpnate addition to the heading .

(e.g. :- EMP for
subseguent event)

[ (iii} Description of matter ]

(iv) There should be clear reference to the matter in FST which we
are highlighting generally, note no. F5T is provided for the same.

(v} Auditor should clearly specify that though he is highlighting
matter in F5T, auditor opinion is not modified w.rt. this matter,

If EMP relates to applicable FRF ]
L[ E.g. - If it is related to shift from AS to Ind AS, then in such ]

[ S. Placement ] [

circumstances it should be placed immediately below 'basis
of opinion’ section to increase its importance.

Continue on next Coloum...

57

| audit matter' based on auditor's judgement as to relative

Lf— In other cases, EMP can be prese.r:rted either before or after key
. significance given in EMP,

L E.g. :- If prior period item is very significant, changing profits
drastically than EMP may be placed before 'key audit matter',

(CNO-5A706.040)

OTHER MATTER PARAGRAPH

If auditor wants to highlight other than matter which is not spec.fﬁcaﬂyﬁ‘
presented or disclosed in FST but in auditor's judgement it is

important to improve user understanding of audit or auditor's
responsibility or auditor report then auditor should 'other matter
paragraph. ).

| . Definition ]-

~ 2. Examples —h (We have arranged in chronalogical order so that it is easy to remember)

" Last year | | No audit was conducted in previous year

related

- Someone else performed the audit of previous year

+ ¢y related ]-  Audit of branches, subsidiaries done by ancther auditor

" Auditor has reported mare than one set of FST such thing
can happen if company has prepared FST as per multiple
FRF. (eg. - Ind AS, IFRS, US GAAP)

-"'_ Vear end related | __ -:
i If auditor wants to restrict distribution & use of audit report
then auditor can explain in 'other matter para’.

| (i) bisclosing matter should not be prohibited by law or regulation |

= 3. Condition |

‘r (i) Matter of OMP should not be a matter which is determined as
J key audit matter',

[ (i) Heading — 'Other Matter Paragraph’ ]

*{[ 9 st s e o it e bt

by appropriate addition to the heading. (e.g. :- OMP for scope of audit)

-'-[ 5. Placement ]

(It is not clearly mentioned, but after analysis we can conclude that OMP should
+| be placed aliways below KAM, it may not be immediately after KAM but any
k_s-m't::t.!:hlﬁ- position below it.

(To distinguish KAM and information given in OMP we can add more words to
+| the heading so that user can differentiate between KAM & OMP like other
matter — Scope of audit.

L I matter in OMP is related to 'ather reporting responsibility’ then we can place it
in section Report on other legal and requlatory reguirement’

Vs : o ™
If matter is such that it is important for all auditor s responsibility and
~| understanding of his audit report then it may be included after 'Report on
S T' and 'Report on other legal and regulatory requirement ', ¥

OBJECTIVE OF THE AUDITOR AS PER SA 706

(CNO-5A706.050)

‘. Objective of Auditor is to draw attention of user of financial statement by :
incerporating additional communication (section] in audit report

1
+ L3

With respect to matter which is appropriately With respect to matters other
presented in financial statement than those as given in FST

) 1
[ To enhance user understanding with ] { To enhance users understanding ]

respect to critical matters of FST wWith respect to audit, auditors
responsibility & audit report

COMMUNICATION WITH TCWG

H—' auditor plan's to include EMP or OMP, then auditor should communicate with
'.I"EHIG proposed wordings of EMP or OMP.

L it will make TCIG aware of such matter, TCWG { auditor may obtain further
clarification on such matters,

.'1'p OMP is recurring in each successing engagement then its repeated
 communication to TCWG may be unnecessary

(ENO-5A710.020) (qNO-710.03)
Amount and disclosures of one or more prior periods as
[ per AFRF are called as comparative information l

I-}ays of presenting comparatives

| l Comparative financial statements ][

Particular Corresponding figures

If detailed information is given || If detailed information is

[ Extent of J for | or mare prior periods. not given for prior periods
____Infarmation Not given importance

l Importance given to prior period is ] [

same as current period. similar to current year

{ Information of prior year is ™
Just a comparison not treated
as separate F5T, infact it is
considered as integral part
Q of current year FST.

]

Isita sepamfe _J {

Prior period information
F5T?

treated as separate FST,

r—

In intro and opinion para, we

we refer only current year.

 Audit Report | [ refer both current year and prior

( In Intro and opinion para,
yeare.g..- Prospectus

L e.q..- Company audit report

Note | ;- Carresponding figure approach is popular across the world, generally FRF
specify that where ever current year amounts are given we should provide previous year
amounts also which shows that importance is given to current year and previous year
amounts is just for comparison nothing more. Same thing is given in Schedule 11

Nete 2 - This standard gives reporting approach. It doesn't say that we are suppose to

do audit of 2 years in comparative financial statement approach. That means if we have
done audit of 2 years, then only we will able to refer current year and previous year in
opinion and intre para. If we have not done audit of previous year, we will have to put

OMP explaining either previous year audit was not done or it was done by predecessor
auditor, alse provide the type of opinion with reason if it is modified and date of audit report,

(END' SA710.030)

OBJECTIVES AS PER 710

+ *

" To obtain sufficient & appropriate h
evidence whether comparative
information in all material respects

is as per applicable FRF

To report apprapriately with
respect to comparative
information in

Y. various circiimstances

T CA Raw Taori
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=
(CNO-5A710.040) (qno-710.01) (F]-CFunds” ) c
| Management | lg'l
AUDIT PROCEDURES FOR COMPARATIVES / “ [ Py rmf] — y =
COMPARATIVES FINANCIAL STATEMENTS / I '-._f) i _,,[ Put omp :]-n{Expfa.Fn fact ] \Z) [ | Dbiscloses in Notes regarding ] [ Also gives representation (e J 'g
CORRESPONDING FIGURES Funds Given & Funds Received that disclosure is complete <
5 [ Basic Evaluation of Comparative Information ] [ Additional guidance | ___Additional guidance | | Auditor will have to perform reasonable audit procedure |
Auditor shouwld understand requirements of AFRF w.r.t. to comparative information l'_ 8 [HHST 'dj:;:ff i F:FST mﬁrc:# J @ [ PY audit report modified ] ; (&] . : .
| and check whether this information is appropriately presented in FST =7 R O e P e N I Comment nothing has come to their attention which
e ¥ | indicate that there is any material misstatement
: ; w | Ask management to resolve it |
Agree comparative information with amount and disclosures presented in prior ; — - - — —
- e - Ask management to resolve it | | + | Disclosure for |
| peri : / I L 1 [ If not resolve ] Wi |
( Ensure that accounting policies reflected in comparative information are | If Resolved | If Not Resolved ! Wit - :
~| consistently followed and if there is a change it is properly accounted, — ' ¥ ' [ Modify apinion for PY figures ] [ PR ]__ During the year Funds Advanced Loaned [ Invested
k:u:’fs-th::rsaﬂ" and presented in current period 3 (% ey agree & reach B dify opinion _ l pany g (From Any source such as Shares, Borrow etc.) 3
., ( Additional procedures in case of possible material misstatements | out to predeessar || of PY [Fit affects ¢y | : " To Person / Entities (Including Foreign Entities)
- . . : . auditor to amend FST ' . ., [ Intermediary ]-r with understanding to Loan /invest to other person
- If auditer become aware of possible material misstatement in comparative ' l | ¥es | No | . or give guarantee for other person. i
= information while doing audit than auditor can perform additional audit procedures He agrees and issues If it affects €Y | } Il
as stitable to draw conclusion whether material misstatement exists revised audit report modify for €¥ a_iﬂ; [ Modify for 55,1 [Expﬁa:;ﬂ cﬂmF:rabe;-fy [ Ultimate Beneficiary
58 . . . E 1 i of C¥ with PY i
If material misstatement exist then either previous year F5T should be revised and a i £ is affected | Funds Received
such revision should be done as per reguirements of SA S60 which deals with [ No need to report any thing in CY report ] — - i - . - .
.| subsequent events. It will be auditor's responsibility if he was auditor of previous  Funding Party |~ Person / Entities (including Foreign Entities) |
year. Generally this is possible before AGM easilyln other cases rectification are ' l
done in current period as prior period items, _ i Company (" Received funds with understanding to Loan / 0
- -~ — M 7o | MMST identified in PY FST P | . = Invest to ather person or give guarantee for
% Written Representations | (2) [I-}hﬂe doing €Y Audit it ] \Z Lf’"f“—'"”‘?d’ﬂfﬂ) _ other person l
L[ The Auditor shall for all - ~ : } = =
| The Auditor shall request WE for all the periods which are refer in opinion para | [Pk management io rescve ) |
"0 case of comparative financial statements we will request WR for I |. f ' | | TETT— - _Ultimate Beneficiary |
' ; ; ; [ | FY 20-21 || FY 21-22 FY21-22 || FY¥ 22-22
.*:un:enr period or as well as prior penndsl mhu:}? are referred in | If not resalved | | _ : ) | Whether there is delay in trf of funds to Inv
=~ CF5 |~ audit report, Even if we have taken WR in previous year we will I i ] F |- | Fund transfer |~ R e
take it again to ensure that information is appropriate as on current [ Modify opinion for PY figures | { Ur;m;ad; fied Hﬂfﬂﬁﬁ ] L F
o i (today) ! i Smon E] -|  Dividend" ]- Whether dividend declared as paid as per sec 123 |
s T W T T Silent if it affects c¥, ; T ' ‘ : :
| Corresponding figures | = will be requested only for current perio If it impacts Cy then modify -Fa- =
Specific WR may be obtained if there is any prior period with respect to CY also | o
~| financial items if disclosed in current year's P&L. Highlight Meeting with Employee
1
(CNO-SAT10.050) (QNO-710.06) (MCQ-Ines.58.5) [ ‘5‘”‘”: ]

AUDIT REPORTING
Part 6 - Company Audit

Auditor EMPLOYEE

] Corresponding . Comparative F5T
Reporting || Figures approach | Reporting |~ Approach CNO--CA.300 (ONO-Co.Aud.70/Co.Aud.7)/Co. Aud.72] Co.Aud.72.50) (MCQ-C A1 34) CHrithik) CKATRINA)
Meeting with Manager || Alinfog |_| Whether received all info & explanation |_ | If not give details

oy [ Refer only current AT BT . _ | Explanation | necessary for doing audit there of

| : J Y [ 2 2 : yF % )
u) | Basic Principle -~ year no need to &) principle ~| Refer CY & PY Both _ Rle Il l"‘L shortcut -L'AFDa | -

; __sefer previous year | —a 4 ; I ;s v - Whether branch audit report is sent to

il him & whether it is properly dealt

e

p— " Pending | p Probability morethan 50% | | Provision |
L |- __n'...ltjg-.::'i!.‘f.::-n - [ s e ; i :
:] litigationimpact | Other cases =~ Contingent liability disclosure

TR SR T ) —  Adverse Effect on Functioning[Sec 143(3)(f1]
'@ [ pmﬂec%essar &udﬁtarby J I] - -  Adeguate provision for losses on long term contract,including derivative contract ] ' p !
3 [ Audit Trail for each transaction (Edit History) | the observations or comments of the auditors on financial transactions or
[ Fut OMFP ] EiE Iag oF cach change in Books of Ale | matters which have any adverse effect on the functioning of the company;
L y— | Accounting
¥ ¥ 1 4T, lal- L . :
() ~] { softimare | [ (Log showing changes) } g _
Sﬁﬂtﬂ?:d ﬂ;;t Type of || bt of Audit s \ ot sk Ratars | - Books of Accounts Maintenance [Sec 143(3)Ch)] |
predeessar auditor A Foport Applicable from st April 23 . ~ . L ”
i Operated throughout the year J Companie'sany gualification, reservation or adverse remark relating to the maintenance
r-ﬂ- T ﬁéﬁ'mg_'n:r;;iﬁi‘;ﬁ-s_] Audit trail is not tampered . of accounts and other matters connected therewith, |
Audit trail is preserved till time
 records need to be preserved

Continue on next Coloum, . -
Contiaus On Nest Codowm_,
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ENO--CA.400
ORIGIN OF CARD
Origin of CARD 2020-143(11)
Sec 143 (1)
o
fzaﬁ\
A
%
<
Central ]
o
. -
consultation 5 *‘Ln,_._,g
with NFRA %,
- ""‘
i s g
AUDITOR ﬂé’;,;_;,\
L] =
’%ﬁ éﬁ-".-"’
=3 AUDIT
REPORT

(ONO-Lohud 76) (MCQ-LALS, CAL2T, CAL28, CAL36, Ines.04.3, Ines.07.3,
Ines.l2.3,Incs.96.3, Incs.54.3, Incs.57.3, Incs.57.9)

DUTY TO REPORT ON FRAUDS UJ/s 143(12)
ot
\-ﬂbﬂh‘&‘ j} ?ﬂ?j uqf:}

/i ;;nwn;\,
| leror |} * AUDIT

ot {}n 5_} M COMMITEE

??-Fﬁ%hq - / BOARD OF

LV REPORT + REPLY DIRECTORS

% nal LETTER HEAD +

ENO--LA.520

OFFICERS [
EMPLOYEE

FRAUD l INFOQ

oAb . MCA
AUDITOR SEALED ENVELOPE (Government)
sl (15 DAYS) SECRETARY
MEA

RPAD [ SPEED POST
"“Reason to believe that fraud is being committed [ already committe
"““also applicable to Cost Auditor (CMA) & Company Secretary (C5)
"Will not be considered as breach of principle of confidentiality

59

Part 7 - CARO

ORIGIN OF PARAGRAPH OF CARO REPORTING

Origin of CARO 2020-143(11)

{(ENO--CARD.020)

sec 143 (1)

2=
6‘!-.
%
o
.1'-?'

Central - "
Govt in

consultation "fﬁa_\l

.-:?" =
with NFRA A, @
- .
G Em

AUDITOR

=
%y,

= ‘E'A
e

i
3 AUDIT
REPORT

(CNO--CAROD.040)

(QNO-CARO.0), CARD.03, CARD.03.50, CARD.04) (MCR-CARD.I)

APPLICABILITY OF CARO

1

| All Companies (From Fy 2021-22) ]
1
| Including Foreign companies |

EXEMPTION FROM CARO

l ShortCut ;: IB-COPS ]
1

|

! l l l } }

) (o] (]
: Charit One Private Small

:I;EWGHEF Bankm%} Pu;r;g Person Companies Companies

ompanies Companies Company Companies (Al 4§ conditions {Covered in

- satisfied) Definition

(section %) of Srall
Eampang}

SHORT CUT TO REMEMEER CLAUSES OF CARO 2020

SLIDE | (After Passing CA)

[ £ ’/;h ,f|
i N\ \

o T

-
o
S

h
=

5
=

3

Indian Airlines to book Linkedln to search contacts

fight tickets

Flipkart to buy professional

accessories ¢/ | Plant, for job application

Property & Eguip. &l 2 Inventor
il el y ¢l 2 Loans g
livecon (@Y

& - J/'

Live.com to send emails Dropbox to get soft copy CNN to get updoted obout
for jobs of his documents current affairs
¢l § Loans given under Sec €l § Deposits Taken ¢l & Cost Records
[E5 18é

(Directors & Others)

Will listen music on spotify
to chill. €1 7 Reporting on
statutory dues

One of the biggest steel LIC biggest Infosys ndia’s Biggest Finolex biggest
manufacturing company  insurance company Software Company cable company
of India €l 8 Unrecorded of India ¢l 9 cl 10 Application of funds of India

transaction Loan Repayment from IPO | FPO/ Preferential ¢l N Froud

allotment or private placement
‘ |III \II l I '/@ 1 I ' j ! i
Network [[] | Reliance | 'k
L Tl brie=s Toapsileni

Indlanﬂy

India’s biggest petrol manufacturer
Cl 14 Intemal Audit

India’s biggest network, Network
12 ¢l 12 Nidhi Company

India’s biggest Company
¢! 13 Related Party Transactions

_E_
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(QNO-CARD.IS)

slide 3 (Good Food /s Bad Food ) (ENO--CARD.090) (ENO--CARD.I30) (QNO- CARO.N/c ARD.12/CARD.IZ) (MCQ-Incs.04.5, Incs.)2.5)

CLAUSE 7

[ Statutory Dues |

CLAUSE 3

INVESTMENTS/LOANS/GUARANTEE OR SECURITIES (IF YES )

-
o
S

h
=

©
=

3

I 1

Loans/G&S @ SubjV/Associates | Undisputed | Disputed

~ | (not for principle —-| Aggregate amount | S
business) [ Other than I I 1 }
Sub/IV{Associat ; ' A t not deposited
Nuts Carrot Zhikoo Bfs bt b/v/Associates | Regularity | Amount ofs FE!' more ) | il ”I i |
clIsN cl 16 Certificateof |, ERE e = than & months (BS date

Cash Trm:st:;t:'nn Registrations by RBI €117 cash Losses | Not prqfudtcmﬂ to Interest of £ﬂmpaﬂ_§r . '

)\

\ 4

(ENO--CARD.I40)
[ Aggregate amount & ]

(&) CLAUSE 2
[‘}E of total loan given during the year

Renew, extend,
fresh loan

A ~ | Repagment Term specified | —| Regularity of Repayment ; Ay : :
s
f/f‘\\' | Over due more than 90 days | —  Steps of Recovery | |Ha£ure| [ Amaunt | | Authority | [ Year 1
|

"* |Lﬂm:- fallen due |—*

(NA if Business) | Unrecorded Transaction |

1
Rabdi Madira chocalate Aggregate + I S
; : On Demand or No
¢l 1 Resignation of ¢l 19 Material copcoae § ‘ amount \ :l, " Ui Goma) [Goad)
the statutory auditors Uncertainty Repayment term | % | romoter & related parties i |

+
! During the year under IT Act, 1961 Praperly recorded in books of accounts |

{ENO--CARD.I00)

(CNO--CARD.ISO) (ONO-CARD.IZICARD.IGICARD.21)

CLAUSE 4
CLAUSE 4
LOAN/INVESTMENT/GUARANTEE & SECURITIES
1

Loawn
1

Avocads Compliance of | 1

¢l 21 Adverse remarks/ : ' Foult Usage

Qualification w.r.t consolidated entities I L

(ENO--CARD.070) (QNO-CARD.0S/CARD.07] ¢ AROD.07.50/CARD.0/CARO.IN) Sec '“ | Sec ‘ g6 r . 1 i p— T

i
" Repayment of willfal | |Term Loans | |Short Term | | Any Funds | |Loans raised |
If Now mmpl'ramze maximum | [ If Non L'nmpﬁnnce amount Loans & Payment &efaufter| | =4 raised |
CLAUSE | ofs + Closing Balance + Closing Balance . of '”T‘-“'Ht pi roper Cusedfor |\
- sl lon o B
(ENO--CARO.IIO) (QNO-CARD.IS) [ﬁﬂy LENDER | mnf, | For
FIXED ASSETS (TANGIBLE & INTANGIBLE) — *:*;jﬂ:f  purpose | | Obligations
— - 4 CLAUSE 5 | Details Diverted & Efﬁ ﬂ:‘s""'bﬁ;” I"
ok oy . ' ——— | ASSOCHa Details &
Hamtammg Pﬁyﬂcﬂ‘ | Title Deeds Revaluation | | Benami Property | —— - Natare | RS J [ g ‘ S— { Defaults }
Records VE‘HﬁﬁﬂtfﬂH fjmmﬁuﬂb}e PrnpernyJ ’ ! 'I:ﬂmplrlﬂ‘ﬂﬂe J hature ) i i
— (PPE) - —nn u YIN 1' L P roceeding . 1 [ 4 1 | Name (Only if Govt/Banks/Fis) J ‘E:ctfr’jga‘;i \
- etals | L. Reasonable | || N4 to Leased ‘ If Yes, ki RBI Directions | | Co. Act Sec 73to 76 | | Orders | . (“Amount ot paid on due date |
Intervals 2 | Registered | | moeny - , P
b ' ey ‘ : - : R ]
Material > : | Court | |CL.E Cearlier) { NCLT (Now,) l | Tribunal | |.EBI ] £
- biscrepanc Gross Value Amt if 109 | L, Disclosure
Intangible Y | S— change in FST | Delay (No. of Days) ]
Assets Name/Promoters/ | | o pore of
"1 e each class (CNO--CARD.160) (@NO-CARD.23/CARD.25) (MCQ-CARD.3)
. Employees CLAUSE &
| Period/Reason/Dispute | CLAUSE |0
(CNO--CARD.080) (QNO-CARD.09/CARD.13) | cost Record | | Fﬂﬂdfiﬂﬁm |
] r) 1 : : TR i |
CLAUSE . Made & Maintained — [ﬁenerm’ Review+ R |- | Prima facie Opinion 8 . :
' IPO/ERD (Shares & Debentures.) Preferential allotment/Private Placement
INVENTORY / (shares/Convertible Debenture)
] ' Proper Purpose P 1 9
! i - compliance of Sec 42/Sec 62 Purpose
|
: Physical Verification | | Working Capital Limits fn:nre than § cr. Bank/Fis) | Defﬂysmefggj;::ﬁ:;ﬁﬁcﬂﬂgm - ‘
= = - e i e e b, Nan-com mncefbefaﬁfts (Ileta#s}
| 2 O | l By giving current Asset as security ] [ P‘r |

i
Whether Quarterly Return or Statements agree
with books of accounts, If not give details

| Discrepancies 10% or |
50 | more property dealt

+ +
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(CNO--CARC.I70)  (QNO-CARD.2ICARD.26/CARD.27/CARD.29) (MCQ-CARD.2, CARD.4Incs.57.5)

Fraud Reporting |
' ] ) : |
 Fraud | Any Reporting | | Whistle Blower |
" under complaints
¥ [ ] s
section 143(12) considered
By the company || on the company | | “popmaprg |
' Yes/No |

[ Noticed or Reported |

*

| Nature and Amount

(CNO--CARO.IZ0)

I —

[ Nidhi Company ]

+ L} 1
[Eatr'-:: Compliance J Unencumbered Term
' Deposits (FD) 7 . 3
[HEF: Depasite | p L " [.Eepayment J [J‘ntemst J

1 ; L 10% of Deposit | . - -

| .20 J iz i 4 lbepasir (Details) ]
|

[ Yes/No J

(ENO--CARD.I90)

CLAUSE 13
| Related Parties
: ; J
i All Transactions
L : *
| Compliance Sec 177 & Sec 188 ] Disclosure as per ASfind AS ]
I L

[ Approvals of AC/BOD/Shareholders ]

CLAUSE |14

Internal Audit

: 1
I 1
| IA System commensurate with size & nature ” Report considered by Statutory Auditor

(CNO--CARD.210)

(ENO--CARD.200) (QNO-CARD.35)

i !

CLAUSE |15

i Non Cash Transactions J

}

i birectors/Connected Person ]
4

[ Provision of Sec 192 J
)

[ Ordinary Resolution, if connection with holding company ]
6l

Ordinary Resolution in Holding Company also.

(CNO--CARD.220)

NBFC
¥ : +
|Eegistmﬁnn ] | Core Investment companies (€Ic) i
| |
L ) i ! ]
P S - ~
I-.Jheﬂ:fer i NEFC or [ Unregistered Mare than 1
m*",fﬁ “ | | Housing Financial b1k Whether criteria cle
| registration | | Activities 5 whether of CIC fulfilled if Yes then
. l ” i conditions v ber
COR

"""COR-Cretificate of Registration

(CNO--CARD.230)

CLAUSE 17

-[ Current Year + Preceding Year ]—-! Amount of Cash Losses |

Cash Losses (Losses before
Non-Cash Expenses
E.g. Depreciation)

(ENO--CARD.240)

| Resignation of statutory auditor |
'
| Incoming Auditor taken into consideration |

~ Issues, objections or concerns raised |

i
| By outgoing auditor |
(ENO--CARD.250)

[ Material Unce.rtam'ty]
}
| On the basis of |
f - ¥ e—
. Ageing & expected dates of Other Information
Financial Ratios realization of financial assets & accompanying
payment of liabilities | | Financial statements
|
+ +

(

rﬁetherm Material Uncertainty em'st] [m" mesting its liabilities falling

within | year from date of B/S

whether company capable
as on date of audit report

(ENO--CARD.260)

}
| Every year spend 2% of average profit Eg. suppose it comes to 200 Lakhs |
I
. u T = 1
| Amount spent on €SE activity (Sch vil) U t Eo. 20 Lakh
Eg. 120 lakhs ) e = = l
+ 1

Eg. 60 Lakhs Eg. 20 Lakhs

(Trf within 30 days from end of FY to ) L[ Trf it within 6 months from J

—| special Afc “Unspent Corporate end of FY to Fund in Sch VIl
 Social Responsibility Alc

~

[ For ongoing project nfmult.l'year pmje.:t_:' ] [ Other than ongoing project ]

—|  Spend within 3 years ]

—| If not trf within 30 days from end of 3 years to FUND in schedule vii |
(CNO--CARD.270)

CLAUSE 2]

| CARO REPORT OF Co's CONSOLIPATED

1 =
| Qualifications or Adverse remarks |~ | If, yes | = | By respective auditor |

¥ ¥
(_indicate details ] [Paragraph number of the CARO reports |

Part 8 - Branch Accounts & 5A 600
For this part refer PDF

Part § - 5A 299
(NO-294.01) (MC§-299.2)

JOINT AUDIT

(CNO' 5A299.020)

Definition | nd

| or more auditors appointed
" ;

[ To conduct & report jointly ]
. —

[ Generally in large audits ]

+ ¥

Either voluntarily Or reguired as per law rules & regulation
by shareholders Eg. In insurance audit it is mandatary
_ _[[ Principles for effective conduct of joint Audit _]
" L | special consideration while doing joint audit |

34 299

For relationship between principal auditor W|
& another auditor (Branch auditor)

(CNO' SA299.020) (gNO-299.01) (MC§-299.2)

" Not Applicable f...|

JOINT AUDIT ADVANTAGES / DISADVANTAGES

[ Lower workload
L-'H case of MNC client, work can be spread

_ | Distribution |
. of work |

" lower cost of development (HE [ Employee

)

)

*'+i' ) { | Development) J
' ]

]

]

Lower cost of work
[ Sharing expertise

- [ Knowledge | {

[ Mutual consolation

grtinee dn Me

(} Scanned with OKEN Scanner
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Benchit to | I | Better quality performance |
client ..[ Improved service to client |

o Heafthg CﬂMEEﬂﬂﬂH |

L _L.| No need to displace auditor in

~| Smooth Rotation |

~  Disadvantages |
~ | Starting Audit  —| Different standing |

— [ Superiority complexes

o

~ | During Audit —-*[ Problems of co-ordination

-{ Areas of work of common concemn being neglected.
. | Fees being shared.
-+ After Audit -1 ==

| e - | Uncertainty about the liability

(ENO' 5A299.040) (QNO-299.03)

AUDIT PLANNING, RISK ASSESSMENT AND ALLOCATION OF WORK

[ Joint Audit Strategy, Joint Audit Plan(1-5) |

\ d:‘ [ Obtain Common Engagement Letter (Since its Joint Audit) ]

P

- | Engagement Partner & Other Key Member of each joint auditor
shall be invelved in planning the audit.

.'H.___.-'.

3 [Joint Audit strategy / (Rajneeti) |
4 ) (Zoint audit Plan / Cvojana) |

r = [ Results of Similar Engagements Performed Earlier
&% - Comsider —]: - m—
[ Results of Preliminary Engagement Activities
r T — % 4
4b) 4e) 4d) Ge)
1 1 1 1
I 1 f b — - - N LS -
T [ Foromon || MTESF | | Consider & Compmunicate Reporting: Objectives/
| audit areas | oudit areas || TESOUICEs. | Factors Significant in - / Timi
. | || auait areas | diecting Eng. Team | | anner/ Timings
" By Mutual Discussion || Due to: i
I. Business Units I. Their imp
2.5pecified Areas. 2. Nature,
3 .Assets or Liab. Would not be divided
4 .Inc or Exp & Covered by all 74
% ¥ o

$) Work allocation document shall be signed by all joint auditors and shall be
= | communicated to TCWG.

Note ; Point §

I.Documentation helps in Avoiding dispute or confusion among the 1.4 regarding
the scope of work.

2.Communication helps in avoiding dispute or confusion between the entity
and the 1.4

[ Area Level Discussion Documentation & Communication i.e (6-7) ]

&) | Assess RMM,document it,communicate it to other J.A

7) Discuss & Document NTE of audit procedure for common and specific ]
e allotted areas and communicate to TCWG

) | Common Written Representation letter |

62

(CNO' $5A299.060) (@NO-299.05)
RESPONSIBILITY
¥ I L}
@
[ Specific/Separate Responsibility For: | [ Joint Responsiblity For: |
(1| work divided. | @ " Work not divided / Common Areas
(20) Assessment of risk relating to i  becisions taken by all the 1.4 together i
L .the areas of work allocated . @ | wort, NTE of the aucht proceduras for
@ f f;a!uaﬂm o: internal ;:mtrf _ common audit areas . g
ting to t
k_,-;:—J'.!.:‘!,-::*:.TEE-g;f, caras ar e 5 " Matters brought to the notice of the 1.A i
s — 3] by other 7.4 and on which there is an
T.Eof dit procedy
@) Tor ook ! %o said joint _agreement among the 1.A.
awditor. o
@ i Examining whether the F.5 of the entity :
| comply with RELEVANT STATUTE.

(5| Presentation and disclosure Reg of the FST. |

STUDENT NOTES

/xudit§uruin

| Ensuring that AUDIT REPORT complies
(6) with statutes, the app. 5A's and the
|

relevant pronouncements issued by
L ICAL

CO-ORDINATION

4
[ During course of the audit 1.4 shall communicate to the other 1.4 in ]

writing prior to the completion of the audit:
!
Following Matters

|_shortcut - RADA |

+ ! i 4
" Are Relevant to Deserve Reguire [ Reguire Application of
areas of Attention Of Disclosure Judgment
other joint auditor the other J.A. or discussion. by other joint auditors,
. (system Data) o (MMST [/ FRAUD) (Report) . (inter Business Transfers) |

(ENO-5A299.080) (QNO-299.05) (MEQ-299.03, Incs.31.4)

AUDIT CONCLUSION AND REPORTING

i
| 1. Before finalizing their Audit Report |
¥

| la. 7A shall discuss and communicate with the other JA's their respective conclusions |

[}

| 2. Audit Report
|

¥ +
3, Agreement D e Disagreement with regards to the opinion
with regard to i y
the opinion [fm. JA is not bound by views of the majority regarding opinion or
. i “ | matter to be covered in the audit report
Eﬂm::;:,f et | | 4b. In case of disagreement in opinion or any matter to be covered i
by the audit report, they shall express their opinion in a separate audit
report,

“4e. Audit repart by other JA's (combined) shall make a reference to
the separate audit report, Separate audit report shall also make
_reference to Audit Report by other 1A’s (combined)

4d. Such reference shall be made under the heading “Other Matter

Paragraph™ as per revised SA 706,

+
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CHAPTER 09

Part | © Co-operative society

4

“"**For this part refer pdf’""
Part 2 - Government Audit
(ENO-GA.0N0) (MEQ-Ines.45.1)

MEANING OF GOVERNMENT AUDIT

[ E.Tr!g,r'ec;r'-ue, systematic, pmf‘eus_s}nnal & independent examination ]

¥ T

. - 1 ,
Adwinistrative operatioins Other operation (Govt. corporation |

Financial operations :
. peratt & Govt. Companies)

| Purpose 1

- =
|Evaﬂjlatmg| | Verifying |

l Present;;:-g report ]
¥

i Cunmfnmg ]
1

*

Explanatory comments Expressing opinion Conclusions &
on Audit findings on fin. statement recommendations

GOVERNMENT AUDIT

! Conducted by J

+
{ Comptroller & Auditor General of India (€ & AG) with its IAAD ]

(indian Audit & Accounts Department)

(cNO-GA.020) (Mcg-6A.2)

LEGAL FRAMEWORK FOR GOVERNMENT AUDIT

Independent Constitutional Authority for Government Audit

| Provides | 4
= Such Authority is Comptroller & Auditor General of India (C&AG), performs
duties through its work force in Indian Audit & Accounts Department (IAAD)

[ ﬁﬂnst:'tuﬁﬂn_]
| Article 148 ] - [ Appointment & R-R-R l
¥ : * * *
| Appointment | Remuneration | | After Retirement | | Removal ]

¥ L ¥

By President of [ .Eqm'vﬂlent to 5.¢ Judge ] ;m” not be eligible ﬁ;p‘
India & should be Non-Votable | | appointment of any

i office under CG/56

" On the grounds of
proven misbehavior
. [ incapacity

-

¢ Resolution should
be passed with
atleast 2/3° majority

[ Article 149 | —| Duties & Powers, Term J

L

C&AG shall perform such duties & exercise such power as
prescribed by law In relation to accounts of Union & State J

SPECIAL FEATURES OF AUDIT OF DIFFERENT TYPES OF ENTITIES

| Article 150 |—| Accounts Format |

| The accounts of Union & States |
| shall be kept in such form as President may prescribe

| On advice of C&AG
Audit reports of CAG ]

| Article 151 |—|
+

[ Relating to accounts of CG/SG/UT ]
i

Be subwnitted to President! Governor of stotefLt. Governor or
Administrators of UT

. ¥
Who shall cause them to be laid before Parliament/ State
Legislative Assemblies

(CNO-GA.030) (MEQ-Incs.600)

OBJECTIVES

DUTIES OF €276

[. shortcut SAG AR J

CEAG has authority to audit and report
@-[ To audit accounts of Stores & Stock ]- [ G Y g ]

on accounts of stores & stock

Compile accounts relating to annual receipts
& dishbursement of

EJ-[ To compile & submit accounts ]—-

)
| Union/ State/ Union territory ]*[ Subwmit ]

[ Fres:dent J [ c;w..;mar J [Ha’min?stmtar]

( e o ol budit speciﬁcw " Given out of consolidated | | Excludes loans or grants

(6 ) d purpose loan . fund of India/ state/ union | given to foreign state or
\

B [ Exercise such powers & duties with respect to

or grant | territory | | international organization
J"[ Govt.co. & corporations as given in respective laws )
; Expenditure from consolidated fund of India/statefunion territor
(To audit| [ Audit [ e il ¥ ]
@- and |~ &
\ report | |report

ar loans

To control audit of Government
companies & corporations

[ﬂﬂ' transactions relating to contingency funds & public accounts J

|deing aflc, P&L afc, B/S of any department of Union [ State J

— | in each house of
|" C&AG's (Duties, Pamr;and Conditions of Service) Act 1971, F gthtiﬂg;%:k
___ defines these duties & powersindetail |\ sapha) /
—| Term of C&AG ]—-[ & years or up to 65 years (whichever is earlier) ]
432 Continwe on next column...

-"[ Policies ]-
— Programmes - Ministry
—~  Appraisal ]-| Evaluating |- [ : ] ---[[ |
L _.[ Operations ] =1 [ Govt, departmer:rts ]
—-[ overall management ]—
[ Administrative accountability ] _[ Ensuring accountability of administration to legislature |
(1As officers & Govt. employees) I'.Funct!l‘nm'ng as a.f_ai't_a ieg;‘s!aﬂ.rre
' Highlighting lapses (mistakes) _--| of |_|:[ Lower hierarchy ]
-'[ Sonpeoie ctas ]-[ Helping supervisory officers ' [_ﬁwt er:-!!piqgees ]
_ to take corrective measures
Accounting of Serves as mechanism or process for public accounting of
public funds governments funds,
(CNO-6A.040) (GNO-GA.0I, GA.03)

/xudit§uruin

To audit receipts &
expenditure

o

J-[ Audit & report all receipt & expenditure of anybody or autherity |

1
[Eubstantfaﬂﬂg financed ]-

Statefunion territory

l Consolidated fund of India/ J

Substantially financed

_[

(CNO-GA.060) (QNO-GA.05) (MCQ-Ines.60.2, 60.4)

total expenditures of that body or authority

Grant or loan em*:eedfﬂg 25 lakhs & exceeds 75% of J

AUDIT OF EXPENDITURE

X : i

i i ! =
[ pm&mﬂg}gﬁﬂg?ﬂﬁds [ Propriety audit |[ Performance audft}

F _ T
Audit against | Audit of
Fmﬁeﬁ & order sanctions

Ay e ey e e e

(CNO-GA.0B0)

(MCQ-Ines.45.2) (QNO-GA.10)

AUDIT AGAINST RULES & ORDER (REGULATORY AUDIT)

| Aim & objective |
¥
| Compliance of things made by |
N ¥ ——i
_parliament | | Competent aurthority |

¥ T | F 1
[ﬁﬂns.t;'futr‘ﬂn :[ Leapas J l Bules ] [ Einaneial riles H Eegul'at;‘m:— £ order |

; T
-_Cﬂuemge
" Whe has powers to incur / allocate expenditure from consolidated funds /
[ contingency \funds of india or state

[ Withdrawing money |

Riciiniaiii -|: [_Presenﬁng claims J]_-h

-|

Consolidated fund/Contingency funds
& public accounts of GOI & States

. | Conditions of service |
‘-- Rule & orders requlating |

Government employee
renumeration

Pay & allowance & pensions |

| CEAG doesn't frame rules & requlations, but he examines rules & regulation ]

F * L
CEAG understands rules & Check for their Whether government expenditure is
requlation & orders appropriateness as per there rules, regulation & orders

To audit [ Audit receipts pagable to " pl Assessment |
L :?"{J;'T;i ‘ consolidated fund India/ State/ Union [ collection |
or Stotes territory to check effectiveness of L Proper allocation |

Lontinue on next coluwmn..,

+

Because he is checking for appropriateness of law which is similar to the court J

S0 called as Guasi- Judic:ai

| While checking for appropriateness he checks following ]
1

* L

L3
Consistent with essential

T
No conflict Whether issuing authority

Not inconsistent

e with orders or possess necessary reguirements of audit &
= rules by higher powers for making accounts determined
constitution or law : :
authority rules, requlation & orders by C&AG

+
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(ENO-GA.100) (QNO-6A.13) (MCQ-Ines.45.3) (ENO-GA.120) (QNO-6A.23) (MCQ-Incs.60.5) [ Step 3 ]_-' Accounting | [mhether accounting of receipts & purchases, issue, sales is appropriate |

Whether balances are also accurate ]

AUDIT OF SANCTIONS

(Whether each expenditure was ‘ | General (one approval for many expenditure) ; [ For fems used For admin [

AUDIT OF RECEIPTS

L Concept of numerical & priced accounts ]

[ Basic principles ]

purpose like stationery.
office equipment

-
o
>

h
=

©
=

3

Maintain numerical records J

hhaw‘ng sanction either Conly guantity)

| Specific (special approval for every expenditure) | Focus |

* * n - -9
: - ; [ For all other items i.e. | Maintain priced accounts (separate
mhetherlaut.harrty Was fnmpetent as per constitution [ law rules & requlations ] Ohether ol revenie & (" indivicel cases may be selecied on tast N - o ‘:‘reg"m;’g’ﬂsg’f e -.I Sl Faf:;ruanﬁty iy ﬂf s
«.rﬂ mm:t:msuch expend:ture other I"EﬂEl"P‘t-S are Pmpeﬂy check basic & evaluated but cuditor 5 S SO N P s o o e b s )
ts to understand overall system in " Whethe y e e M T
(ENO-GA.120) (QNO-GA.I) (MCR-GA., Incs.45.2, 60.3) iy | A Whether regular physical verification is con
' : % general & not indiudual cases (step 4 ] +( Evaluate balances ] whether balances as per records agree with the
* d - * balances as per godown
S et d PR THAY D Pl lﬁssessed ||€nﬁlecﬁaﬁ][ Refunds |[ Allocation ] : B
' . 1 — 7 L ¥ Whether inventory is in excess or lying idle
Wihether the funds where used for the Whether the funds used were [ Amt is ][ Credited to J Whether proper In case of disputes whether ] P ]
purpose for which they were approved within the approved limits realized |\ _govt alc | | allocation between || cases are properly allocated
center & state among authorities Whether prices which are charged f, h i & sal ble and at th
3 & ﬁ'E‘ ar PH'F"-E 458, ISL5ue L4a/es are reasoname anda a s
(CNO-GA.150) (MCR-GA.7, Incs.37.] Incs.45.4) (QNO-GA.IS) | sTEPS | end of the period whether closing stock is properly valued, if required prices should be
PROPRIETY AUDIT . increased or decreased & corresponding profit [ loss should be booked
i EJ. [ Regulation ;Estems 2 ] -[ [ Whether properly framed by department agencies ]
ocedures :
| Propriety word comes from proper | it | Are they adequately secure & ensure proper accounting | (cND-GA.220) (QNO-6A.30) (MCQ-GA.S)

ot} -
"~ Even if the Whether expenditure is for = A : T x : :
b i s . benefit nfpubn'.‘: , | Adequate systemf Checks for detection, investigation of rrmgu!anty | AUDIT OF COMMERCIAL ACCOUNTS
.

"’I Heahfﬂg of _Emﬁrfetg;-wd}i:' - | i 2 -
{ | 2 . : Ommission or negligence to levy or collect tax |
£ m-:jigms Blifg e oo 2 mempey P ~ | Related to collection i-|: v : ] [ Govt, can perform commercial activities like selling goods & services in different forms |
e avoidable, or infructuous 2) - ' Loss of revenue through froud | :
-r[ No precise rule of expenditure J L expenditure ¥ = - ¥ . = L
| bouble refund | | Nature of enterprises | Audit undertaken by
"[ General principles to determine financial morality L raluted to refimd. | [quduient or forged refund voucher | | Departmental enterprises they work under ‘ CLAG

—|r| PFEHCEP,ES EIFPHM;E J’HterEst ] | HE‘EHEE‘”::E to issue rEﬁII'”d-S I :_ gﬂ?&mmﬂ'ﬂ? dEPﬂdments & I‘Hf-ﬂ;ﬂ’y 4
L Govermment corporations created by specific laws J - As given in respective Laws

[ Not for particular person or section of community i -
| } y 0 Give suggestions *~i [ #ssessn::&nt [ Government companies hold S1% or mare ]- CA appointed by CEAG
[ Exception l '::E:H | Suggestions || regarding how to L collection
; 1 .. improve | . eefunds
: ’ As per recognized Claim can be ”
| Amt is insignificant Pﬂﬁ: y or cust [[ i Poread in docd aF lnes ‘ -*[ Allocation AUDIT METHODOLOGY

. [ puthorities are not sanctioning expenditure for their own direct or | (ENO-GA.200) (QNO-GA.25) . ¥ \ U
' indirect benefit 7y Extent & quantum (dept & guantity of {;) Hierarchy & functions of |AAD ]
§ | /7 de

-'[ Pﬁﬂcip,es FE;ptEd - Prﬂper Prﬂcemm _| : H'UDIT ﬂF STE,EES & H’ﬂ&:-s I"‘h__.r:_ .tFGHSMJ:ﬂHS tl'ﬂ bhe ﬂhEﬂkE‘d) PHLtmEM thﬁh works Hﬂdﬂr CEAG

i
Public officers should show same vigilance which he would have — | It is one of the duty of the C&AG (as discussed above)
"’( J | Introduction | -I:||

+ ] * - - =
Decided by] [Na one can | [ No one can ] - Top level (“Group leader | [ Gives directions }
S R - | Group leader |— ;
shoion wohilespending his own money [ Chhe | (SRTRRT) \PNAEE) OB e cunkve audc

| —

Treated as a part of expenditure audit

" Procedure for claiming allowance is such that employees get claim | | . Middle level —
| for genuine expenses, should not result in profits in the hands of employees '* | Depends or following factors | member | | v i akeid ]"'l Test check work J
— | Expense should not be more than the occasion demands . | Properly designed ~| Recelpts ' : - l i

[_ i J s Mhet.l;ersth:gﬂﬁ:fﬂtrﬂﬂ, | Wb i B J Lith | Shorteut - TFIN ] [ Employees |~ [ Does basic audit work ]

(EN-GA.160) (QNO-6A.20) -P producers et | Lhether there is any respect _* ¥ T ' T T L :
: " def defects or " to " ( Totality of ||Total plan| Frequency ] Importance of || Nature of 1[ g oF Saca sppiayes fe cuacheg I
PERFORMANCE AUDIT clevicies 1t zhem | __[ e ] {:rggrqqct{nﬂJ of audit | of checking || transaction ||transaction o T J
* 1
[ Definition; Objective examination of govt. org programmes, autherity or functions ] .

} taking ll-]hem records are dept I

- i ) [
r Large |t ['_H{'gh }t Infrequent | t+ [ High |t | Risky |t t

Pty

Regular inventory }

To evaluate : (physical verification) . Where receipt & payment oceur
' . | Audit against rules | [ I:ec:de::' after | | '
[ Ecﬂmm‘ Y ] | Efﬁc;enc ] |' EFf, rf i £ order .I FARNIAIES prias vases i ; | In-depth ch k'* of | sampli : & method |
1 | 1 ol B ec lveness ) — - R ]_ reasonable, process were as 1 General review | n-depth checking of some areas | | Sampling plan & m |
- Audit of purchases is ¥ ealtract auantite & ouali : o
Whether targeted milar to audit of it against || | ol e
Whether govt has acgquired lihether resources are ;‘, Etr, i Step 2 ei;::asiiuieﬂi; h::ve = """_d‘jt “?;’:ﬂd 4+ were as per certificates issued =, I:H‘IMKE'F CA Rﬂ‘u\'l Taﬂrl
objectives are o ? s o
human & other resources in utilized properly to R to cover similar aspects _PrOVISIOn OF TURGS ]| | by receiving units, uneconomical @ A :ADEM'I"
achieve in
least cost possible maximize input output ratio .,,{ Propriety audit - purchases, losses due to
g possible manner inferior guality Q . _
4 performance oudit T 4 Udlthl"U-ln
&4 Continue on next column...

+
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(ENO-GA.250)

REPORTING BY CAG

L) L)

| Right & obligation of €AG | | Important features in India |
L ___¢ -
Given in Article IS) | Factual | Facts are | | Readers make
: i | Reporting | separated apinion
| Report on Union / State / UT | Sk
| 1 | Recommendations |+ Given by €AG |
Report to President / ] |
[ Governor [ Administrator Appropriate | | For proper i [ To Rectify ]
L : Authority | |  Action | (70 prevent from
[ Present before legislature ] e
1
Committes select & reads |
& understand reports |
1
CAG explain reports &
also publishes report
1
" Appropriate public opinion |
for remedial Action

i
| Acts as safeguard |

(ENO-GA.260)

ACTION ON AUDIT REPORT

4
| Annual Accounts & Report are submitted to President/ Governor [ Administrator or LG |

i e e s e 8 e e e .

Which are uﬁtrmateﬁy pmsewted befam pa.rfmment,"' state Ieg.rs.'ammf union territory LA
i i =
" These reparts are of diversed & spm:r'aﬂzed nature & they need lot of time for its anaiys.-‘s ]
}

As parliament is having limited time hence specialized committees are constituted J

i to study them
* *
Public accounts committee (PAC) ] [ Committee on public undertaking (COPU) ]

L [
For report of govt department 1 r Reports on govt. corporations & govt, companies J

-

£ ministries I

L ] [ Functions ]
Functions

. | C2AG Audit Report

—~ Reappropriation of funds & - E = =
: o N wditor's re

. Authorization of expenditure | Sxanmine % : £ ’ .

— : anagement annua
| Disbursement & application of money i accounts/ annual report

for specified purpose J [E valuate policy & programmes & financial

|| Statement of account of autonomous & | Workings
_semi-autonomous bodies

i
-

I!'I-.}.hether it is managed as per sound business
mecﬂ ces (efficiency & effectiveness)

--r Any other work as alloted by speaker
(Q@NO-GA3S, GA.40) (MCR-GA3)

POWERS OF CEAG

| Powers given v/s 143 (5) [ (6) / (7) (These powers are given in fcrgicaf sequence) |

(CNO-GA.280)

M-B (s) Appointment,direction & mpn.rtmg

' Power to appﬂmt auditor as g.fven is sec 139
:'aner to give him directions

After conducting audit as per directions audit report will be submitted to C&AG audit
report should show action taken & its impact on the financial statement & audit report

65

-

143 (6) as C&AG feel appropriate they can comment on existing matters within 60 days ]

_..[ They can supplement new matters to audit report

—~| These comments & supplements shall be send to everyone to whom audit
report is sent

-E!t should be presented to AGM just like audit report in same time & same manner |

| [If reguire they can order audit & they will also decide person & purpose of
such supplementary audit

—| Infarmation as given by C&AG shall be given to such auditors in such formats as
CEAG decides

_'-[ Sec 1432 (7) cEAG office can themselves conduct test audit J

[ CLAG power as per CEAG act 1971 Carranged in logical sequence) ]

"E To call for information & put guestions or make observation and ask explanation

—-E Reguire papers, Accounts, Document, book to be sent to specific place

|( Inspect any office of account of central govt. or state government including
iafﬁces responsible for initial or subsidiary accounts

. Power to dispense with any part of detailed audit of accounts or calls of
L_tmnsa::rnn & apply limited checks

SR, V—— W )

(ENO-GA.300)

(QNO-GA.43, GA.4S, GA.50, GA.SS) (MCE-GA.E)

AUDIT OF LOCAL BODIES

®| Types of local bodies -'[ Local government in India covers S types of urban local ‘

authorities
e *I - - * - * =
| Mum,-:r‘paf | | Mumcrpaf Motified area| | Town area | Cantonment |
corporations council  committee | | commiltee | | committee

[Eegu!atory Crules for land utilization construction, taxation etc.)

Functions ] [Deve.inpment activities ('cnnstm:tmg schools, hasp.l‘tais etc.)

O

[Mamtemnce actnﬂtre.::

: _.| Power to impose & collect taxes on property,
@[ g ] 1 Taxes ] [mter, animals, boats, advertisements ete.

" General | To fill up gap between expenditure required '
— | purpose = to function of local body & receipts [ Income
. grants | available with local body

- : | | To be used for certain
—| Specific purpose grants i~ specified purpose only ]

" state govt. may impose statewide
taxes & in the process they may take
away some powers of some local
bodies to compensate this they
receive such type of grants

ﬂnmpe::-satary
grant

e

S

|®[ Major expenditure Cas per importance) |

¥ ¥ * L ¥ L

. i ; I i 1 Interest
bt | usic ot eseaion| "Conl3" || G reepe ctectin. ) pamen

|

@[ Financial administration ]—l

|_ How they manage their financial transaction

Continde on next colump,.,

-»;rL Budgetary procedure ]

Financial accountability (discuss & decide by i
| [ | vote where money should be spend) J
L Basic objective
| Basie ohjective | " Control of expenditure (expenditure should be |
within the budgets decided & authorised by
Egrsfﬂhﬂ‘e) )

-
o
>

h
=

©
=

3

L s ] i Beneficial to determine the taxation rates which will
S be required to cover the expenditure
~| Format is no fixed |
|| No distinction between capital & revenue expenditure
items sometimes capital exp. may called as extraordinary
— Feature J-

~ | Their can be separate budget for certain expense like education

~ | Special funds can be created & maintained |

~ | Separate pmseﬂtaﬂﬂn of enterpn'se a:t:‘vit‘f,r |

-{ Expenditure control ]

 Central govt. at state level, parliament / J'egrs.iufure decides the budget |

M.S officer's executer the budget & accounting department supervises the transaction

PraHem at local govermment level

There is no segregation. Legfs.iatmn & executive powers are integrated.
there is o independent finance & accounts officers also

Hence the system of external audit becomes very important |

...| Accounting system is poor ]

Lf Process & format of preparing budget & accounts is very poor, sometimes
| they give inadequate information, sometimes they give excess information

@[ ﬂﬁectﬁu&s of audr'tJ

~ | Law compliance ]--[ Reporting on the adherence to legal reg.

- _- System _-i Reporting on strength & weakness on system

~ | Expenditure ] [ Reporting upon mhether value is fully received on money spent

— FsT ] [ Reporting on the fairmess of the content & presentation of fin. St.

e | Frauds or errors ]-| Detection & prevention of error, fraud & misuse of resources

—— —  e— — —

®| Audit programime |

- | Who does the audit in case of municipal afcs, municipal council & lower local bodies

I: It is done by local fund audit wing of the state govt.

% In case of municipal corporation they themselves appoint auditor

ﬂig,.fe.:m-'es + other points are similar to audit of expemﬂﬂ;re (5 types of audits
studied earlier)

r,
N
I

Part 3° Audit of other entities

“**For this part refer pdf ™"

CA Raw Taori
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CHAPTER 10 AUDIT OF BANKS

(CNO-BA.020)

INTRODUCTION

- LEGAL FRAMERWORK

[ List of important laws which banks are supposed to follow

| (hcts are rearrange in chronological sequence for ease of memarizing.
,_ They are divided into two sets)

i For increasing reach of banking in India J [

*
For improving guality of banking services |

| (ex- HDFC, Axis Bank)

- (Ex- Gujorat State -

} }
| Reserve Bank of India |—[ 1934 ] [_ Information Technology Act —| 2000
[ Banking Regulation Act |=| 1949 [ Prevention of Money Laundering —| 2002
ir State Bank of India ]—[ 19585 ] Securitization & Reconstruction of
) TR financial Assets & Enforcement of  |=—| 2002
State Bank of India £ Security interest Act (SARFAESI)
[ (subsidiary Banks) Act } [ P58 x g
2 - = [ Payment & Settlement Systems Act  |—| 2007
Banking Companies (Acquisition _[ o
_ & Transfer of Undertaking) Act ! : [ Companies Act ]—[ 2013
[ Regional Rural Bank Act ]—[ 1976 J [ Co-operative Society 1
i Banking Companies (Acquisition 1_ ; 1950
| & Transfer of Undertaking) Act ||
(CNO-BA.090) (QNO-BA.01) (MCQ-BA.3)
| 2 )| RESERVE BANK OF INDIA ¢ REGULATING BODY
[ Regulating Body majorly for banks, NBFC. It is central bank of the country ]
. |
[ Important functions & responsibilities of RBI ]
4
[ Shortcut - RCB Players Understands Functions & Responsibilities ]
Developm E”: i [ ﬂ_ﬂﬂi:s_(_ Commercial &
supervision of the
: constituents of Indian H: e R
R ] - | Regulator ] - | Regulates ~ Financial System | NEFC !
Examples
+ . +

" RBI permission is required for opening
banking services & open branches

E] — Currency Related ].[{

[ ] [ [ Acting as Banker to Central & State Govt. |
B|—| BEanker -|:

] [EE.' Inspect bank any time they want |

Issuance of currency ]

Regulation of currency issue ]

Acting as Bank to commercial & other types of Bank
including term lending institutions

66

T v he

3 TYPES OF BANKS
(IN DESCENDING SEQUENCE FOR EASE)

Providing product & services to
general public other segment

(“Hain objective ]*[

|  Commercial Bonls

[ Accepting Deposits

[ Main Functions |-]:

[ Granting Advances

j" Development Banks

[ Fundi'ng of infrastructures facilities important for
. (Ex- sipBI, IFCL)

economic growth

-

Co-operative Bank Same as commercial banks but set up under co-operetive

principles & registered under co-operative society acts of

|

| Co-operative Bank Ltd) | | respective state
Eeoitn clre) Banis To cater to basic financial needs & banking needs of rural
~| (Ex- Punjab Gramin Bank, = | (set up in rural areas)
| Tripura Gramin Bank) |\ ¥ P

Small Finance Banks

(Ex- Equitas Small N [Bas:‘c Financial facilities to unserved or unorganized sector

| Finance Bank, All small like small marginal fanmers, small & micro business units
Finance Bank,)
Foiments Dops New type of bank recently introduced accept receipts
(Ex- Paytm Payment . .
i Banks, = | & deposits & make payment but cannot issue loans &
_ Airtel Payments Bank) | | € redit cards

(ENO-BA.0Z0)

(MCO-Incs.84.49)

EBANKS MAY BE DIVIDED INTO THREE
EROAD CATEGORIES BASED ON
LEVEL OF COMPUTERISATION

Transactions can be done only at bank branches

—|  MNon computerized banks J_" ‘ during working hours using paper & pen

Some transaction are computerized while

— | Partiall . — g .
artially computerized banks major are non-computerized

— | Fully computerized banks | — (

A

Core banking allows inter-connectivity between
branches of the same bank and with CBS,
customer can operate their accounts

as well as avail banking services from
any branch of the bank over the network

DIFFERENCE

1
¥ *
Ty

Computerized Non-Computerized

Ty

o

Activities are done using computer system

Banking system done manually

I

Transaction anygwhere, anytime Transaction only made during working hours

Banking process — shorten times Taﬁés_lamg time for anty bﬂnkrﬂg process

More productive Less productive

(CNO-BA.I00)

FORM [ CONTENT | AUTHENTICATION

" Given in Sec29 (1) & (2)
 of Banking Regulation Act

l
| Follow Third Schedule |
+ g : +
[_foma | fom2 |
L
[ Format 1 Format
of B/S of PEL
L 1
+
[ Also follow AS [ Ind AS as applicable under Sec 133 J

i
[ SBI [ Nationalised Banks [ Banking Co / RRB have to follow it ]

AUDIT OF AfC

As per sec 200)) of banking regulation Act 1949
!
L It is mandatory to get FST audited |
i
[ it should be done by person who is qualified to do audit of companies Act ]

(CNO-BA.120) (MCQ-BA.IZ, Ines.29.1, Ines.34.1)

APPOINTMENT 2 REMUNERATION OF AUDITOR

L,

|

Bank | l Appointment of Auditor | r Remuneration
5Bl . [ CEAG in consultation with €6 | | RBI in consultation with G
4
Subsidiaries of SBI SEI | EBI in consultation with €4 ]
L
Nationalized Banks [ BOD with prior approval of RBI | RBI in consultation with €4

i

r

| Other Banking Companies

L

i [ AGM by shareholder with

As per Sec 142 of
prior approval of RBI

Companies Act 2013

&

i

EEE | Bank with approval of €4 Bank with approval of €4 ]

___ CARavi Taori

VSMART
CADEMY

Auditguru
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=
-( priorvears |~ | Emors which have been identified in prior years  &ills purchased & discounted | C
o of 1Y ' g .,.[ On the basis ]_ Cash credit, overdraft & loan Ig'l
PROCESS Ex::::i&:; | Errors that are likely to occur | of Nature | T" | repayable on demand o
wahich Methods that may be used for fraud by bank | - [ Term loan ] ©
STAGES OF CONDUCTING BANK AUDIT T{_cument years ] person or others P o - , o
G TING B are generally - : | Types of ~ | Secured by Tangible Assets ] <‘E
discussed | Information or other caﬂd.l'ﬁan that indicate ] Bicolosimas | [ R S S ] : e ]
= [ Initial Considerations (n logical misstaterment has oceured [ L of security T\ by —
I < it J Needs to Audit responses for specific risk, pervasive ~ | Unsecured loan J
+ L] + * * * : = § :
= , ~ = maintain risk, engagement risk (These terminologies ,
Communication || Acceptance || Declaration Internal |( Terms of Establish ot professional Tl are not used in SA's. We are giving its simple ~ [ On the basis of place |
Ii..'.lilrh PF’E‘\-".FEUS & E:F ﬁs_;fgnmenfs Hudi't Eﬂgﬂgemem Skepﬁﬂfm meﬂﬂfﬂg as FEF geﬂeralf gsﬂge} B _,ﬂ-ﬂl.r i | d' |
Auditor Continuance || indebtedness i Bonks Eﬂgﬂg&mmt&i Team e : _ ance ;nln ia |
by Statutory 2 e - M— f F = L) 3
el } Specific risk .  Pervasive Risk | Engagement risk J | Priority sector ][ Public sector ][ Baonks ][ﬂm,e_.rsl
: ‘. 4 Business n‘sl: + Audit risk - Advances outside India
Statutory auditor should not do concurrent audit, stock audit or ‘ Assertion level risk [ FST level risk [ Agbiiinnt ety J - i ;
any other internal assignments & avoid conflict of interest [ﬂu - T ] [ e : s ]
. . Helpful in identification of risks & determining = e Sl =
— | Understanding " | appropriate responses for them | Bills purchased & discounted |
] ————————————————————————, -
. 2 : { "'d“ﬂ’;fﬂﬁﬂ of these ]_.. Useful to decide delegation of work as per experience of [Synd::ﬂted loans ]
”*""r';i:' ; i“:::‘? t:h‘-’ Um:iu:t;:gmg e bt a::‘ng SCUssIoh team members & procedure to followed specially in fraud [ Othere l
environment including Management A c.::::tﬁ:;ngrjce e | ~ | Determine whether specialist is required specially in fraud
intermal control Process | | (ENO-BA.200) (qNO-BA.19)
— oty R Aoy B l B T
+ T I - T . 1 . £ 1 1
identifying & Assessing | [ Assess the Risk of | (" Risk Associated | [ ascocs specific [ Primary | | collateral ]
the Risk of fraud including with outsourcing b ADVANCES - .
material misstatements | | money laundering of activities i P::::nirg SE: u.:;'ty IE.;EF T secu:‘tly { Mfe”} ,l'fﬂ;' Collateral security is a additional security which
— | Execution ] n CLASSIFICATION OF ADVANCES il 5 o I,S sl is offered apart from primary security. It can
\ principle security. Ex- In housing financing " bl i bl s b
- ] % i 2 . house is @ primary security tangivie, intangivle, moveaple, immovabie
Estabiichi Priority wise L[ Sector wise classification is done as per guidelines
Eng:g:mment Consider Going Eloa n:em il a*:i‘& ':::: ;La: ;::E [ Sector Wise ]-[[ ]]- isswed by RBI into priority & non-priority because | Examples of Security |
: i Concern [Nmr—-pﬁaﬂ'ty mu'sej REI doesn't want to neglect priority sector which }
Discussions strategy Csummary of i bt e e - | | |
the audit plan) are important or economy & society. Ex o, Securities are associated with balance sheet item for memory purpose
i Agriculture SME, Housing etc, ). — - -
- = : : . .\ Fived Assets related | =—| Immovable propert
seemive | (Pre e | (g gromme Y " fodn ity < ot
Materiality Rick / Audit Plan s g bt | Stock exchange securities & other instruments
= ) Secured - Such classification is required for the purpose of B o 0
I Reporting ] [ Security wise ]-I:[ -{ presentation of Balance sheet & it also affects | investment r_eiated | Gold ornaments & Bullion
L . = : [ Unsecured |- L NPA provisioning Life insurance policies
udepevident uditar's Kot Long Form Audit Report Report any other matter to Bank, . | Standard q | Such dﬂss_:'ﬁr:atr‘on is reqlufrad s0 as to identify | % [ coodsistock{Debtors/Trade Receivable ]
Regulator or Government Prudential norms |4 =~ good quality & bad quality loans & also make -r[ Currents Assets ]-
| R . B provision for them L [ Plantations (For Agriculture Advances) |
(ENO-BA.160) (QNO-BA.03) (MCQ-BA.6, BA.9) ~ | Third party guarantee ]
(CNO-BA.190) (MCQ-Ines.61.5) -'[ Others ]--' [ Personal security of quarantor ]
: | Banker' al li
ENGAGEMENT TEAM DISCUSSIONS INPER 5 ATNANTEC B Blte LSieEs | Banker's general lien ]
Timi I e planning st ' . " : [section 171 of Indion Contract Act, 1872 says that unless there is contract to contrary
g | | e Rt i 23T | T It involves actual transfer of [ s losn cach if bank is having possession of goods or any security of a borrower & during this time if
Meaning of ™ 3 : 3 y o : [ Funded facilities ] mmfy:’;i i;?*:;f; borrower _'k credit, ete there (s a default from borrower then banks can retain these things with themselves till
Engagement Mll person performing engagement including experts Types of " i a HEWE) : the time they recover their money. They down't have right to sell they have right to retain]
- contracted by firm ) _ Advances | RS ER L Doesn't involve actual transfer | | Bank guarantor
e o [ Facilities J of money till the time certain |~ Letter of
"'[ Bank ] b . condition are fulfilled )\ credit, ete
[ cain better | S0 as to assess risk of
understanding “'[ Its environment ] | material misstatement in
[ Objectives J = -.-[ Including Internal Control ] (_Tancial statsments. | Continue on next columh..
|l' Documentation | —| Pocumentation should be appropriate for

.qumm reference

4

47 Continue on pext colmn...
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(CNO-BA.220)

(QNO-BA.19.50) (MCQ-BA.7, BA.I7, BAM, Incs.34.5, Ines.61.2)

MODE OF CREATION OF SECURITY

| Classification security depending on nature of the item concerned & their terms & conditions ]

[ lmportant Concept ]

When there is legal charge on assets lender |
gets explicit & immediate power to sell assets |

..;_' Legal Charge |-

get immediate right to sale assets, they have to go to the court
& prove the situation & then they get right to sell the assets as
per court instruction

.u[ Equitable Eharg& ]-—

oy

W

When you get immovable property J

(
I Immovable Property || Mortgage |~ as a security it is called mortgage

* +

Registered Mortgage (Legal charge ) | Equitable Mortgage (Equitable charge)

In this case lender has implicit charge over the asset he doesn't |

(ENO-BA.240)  (QNO-BA.07/BA.07.50/BA.09.50) (MCQ-BA.2, BA1Y, BAJS, Incs.29.3, 29.4,

29.5, Incs 350, Incs.35.2, Ines.35.3, Incs.35.9, Incs.35.5, Incs.bll, Incs.61.3,
Ines.61.4)

NON-PERFORMING ASSETS

| shorteut - T - C'AB loaw account is NPA

T J—l Term Loan

|
I

|_.[ Amount is overdue more than 90 days |

l{i.::'sﬁa Credit & Overdraft |—r| NPA if it is out of order

+ L]
| If 0/ Amt. > limit for continuously 90 days or more || If 0/S amt, is within limit |
1

s | |

L
Credits are not sufficient to 1
covers debit of interest
I. ]
L For continuously 90 days or more J

.

-

If minimum amt. due is not paid within 90 days from next
statement date

Lt

v ‘ '
‘ In this simple loan agreement is made with
reference to immovable property. This
agreement is not registered with the sub-registrar

property only original decuments of the property
are given to the bank. This is example of equitable

| In this a mortgage deed is created & this |
deed is registered with the sub-registrar
of the property as a security in favour of

the bank. This is example of legal charge
i charge

[ Pledge

|*l

Possession is with bank & ownership is with
borrower. It is a example of Legal Charge

2. Movable % Possession is with borrower & ownership is also with

borrower but from hypothecation agreement it is
clear that it is a security given to bank. It is example of
. equitable charge

[ Hypothecation |-~

4
[ Borrower submits periodical statements on hypothecated assets to bank ]

3. Others | When borrewer transfer his debt recoverable ('nght to receive money) in
| favour of the bank it is called assignment. Only actionable claims can be
 3A.Assignment | assigned for Ex- Book debts, Right to recover money from insurance
: company, Right to claim provident fund etc. Actionable claim in general
means immediate right to recover money. It doesn't include debt
recoverable which are in the form of pledge, hypothecation or mortgage
because it involves various process to sale assets & recover money

—n

3B, Setoff i —| Bank (creditor) has accounts of borrower (debtor), There are two types of
: accounts balance borrower has debit balance (loan given), borrawer has
. credit balance (fixed deposits, savings deposits).

Borrower gives right to setoff these balances if there is default in repayment of loa
: }
Such setoff can be done only when accounts are in the name of same borrower
& in same capacity i.e. individual, partner of firm, member of HUF
L

[AH branches of bank are treated as single entity & can be used for time barred debtsJ

(sc.tien )=

[ “We have changed the point which is explained in the module because it seems ilogical & .-'m:a.rre:rt]

J

b

In lien bank gets right to retain the assets till the
time they don't recover their loan money.

68

[ (4 ]—[ Creait Card !-

__|" Due date in statement is not important te determine NPA but it is

.{ Gap between two statements should not be more than a month ]
| important to determine overdue status ]

-

]_,. | Wait for | crop season after due date ]

_,| After 90 days inform Credit Information Companies & Levy Penal
c

==l

ng duration crop

. Agriculture | { {“””9“ than | yr.)
Advance |
‘ ance jhngt ﬁﬂ-’::;s ‘j" i |.. Wait for 2 crop seasons after due date

e

“State level banking committee decides types of crop, start &
end of season, due dates for each state

[ B ]—| Bill purchased & Discounted ]-[ Remain overdue and unpaid for a ]

peried of more than 90 days

(CNO-BA.260)

(@NO-BA.07, BA.0B) (MCQ-Incs.649.3, BA.8)

EXCEPTIONS & CLARIFICATIONS OF NPA s

makes multiple investments in a borrower

+
f Then if any loan or investment become NPA or NP I
I

[ Then all the loan or investments become NPA or NPI }

. If particular bank gives multiple loans or
= (1) Borrower wise _-{

L[ (2) Erosion in the value of security |

{ There is potential threat of recovery w
o+

Erosion in value of security

1
* LS

| Erosion in value of security | | Realizable value of se;-:urﬁ:g is less |
by more than 50% than 10% of outstanding amount |

} P !
Classified as doubtful Existence should be ignored & asset
; strmghtamy should classified as loss asset

Continue on next column...

4

e

(2) consortium Finance Two or J (4) Temporary Deficiency

renewed [ resolved within 120
days from adhoe sanction

consent From the lead bank for
transfer of their recovery to ensure

mare banks giving loan together [Documents & procedural
i ¥ 3 part not donel
(Biggest bank is the lead bank doing ) [
all administrative work & collect In case of working capital R
money from borrower & distribute it | | facility =If stock statement is
1 to other bank i older than 3 months such
} _ accounts is deemed as
Banks in consortium need to see irreqular & if it continue
recovery status in their given books as irreqular for continuous
of accounts ) period of 90 days
A I ; it will become NPA
(" If it is not serviced in their own | iy
books of accounts it will be treated +
as NP# even if lead bank is getting Renewal of regular limits -
L all the money o if not dove within 180 days
} from the due date then it
(" Hence participating bank need to is NPA
arrange their share of recovery from | L
the lead bank or take express Adhoc credit — if it is not

A | (s) Agriculture Hd'l.raﬂceJ

-
o
>

h
=

©
=

3

i

b

Banks decide rhe:‘rﬁ

Natural Calamities |
}

WM Measures
CORVErsion
of short-term loan to
long term
reschedulement |
fresh
loans in such
case NPA
classification
governed
by reschedule
terms

. *
[ Saviours ]
I * When overdue amt. is paid then it | _ [ Such accounts are not
s called account is regularised considered as NPA
l("ﬁ‘; Eegﬁmn'saﬁnn] i In case there are few credits before - Money withdrawn 3
balance sheet date auditor should evaluate  subsequently
it carefully ' Mowey was paid
: from pew loan of
| If it indicate inherent weakness | same bank
'
[ Then account will be deemed as NPA even if it was reqularised 1
[ (7) Government r;uamntee] . ff'guamr:rtée is given by
+ , +
L e | Lss |
i +
it will not be considered as NPA unless government repudiate No exemption will be
Csaid o)) its guarantee when invoked Cask for money) given from NPA

o i.TErm Deposit (FD) |—
& -~ NsC -
(Eﬁecuﬁty P ) These will not to treated as NPA W
+ Kk —+ . : !
(super 5) \ if loan is take against them
- U 8

Continue on hext page...
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c
[f‘i) Loan to staff ] P’;. Auditor’s i;.’rcemﬂ s Check whether drawing power calculation is appropriate E
¥ T or responsibility | | and whether outstanding amount is within limit = e 7 2
r . n 7 : Ensure that sufficient margin is deducted from secunities ih
FAT ke Sipease I | Loan as Banker ] Sometimes recovery of ¥ : L2 *[ il i |_*[ as per agreement & sanctioned letter b
: et " Calculation methodology | | Data used for calculation | 2
Loan amt. is shown in Bfs under ] L{E; 3:*?;145 ‘ m;;a T e should be as per sanction L monthly statement ' -r[ 4. Authorization -] - | Sanctioned from appropriate authorities | é’
. Blsunder | \_ overdue v i Ded:{.:tmn s :Ered.ftnr L.| Quarterly statement [ Return | ' '
Other Assets “Others” ‘I % . ’ ete, margin deduction , Y _._L T ]_'_ Necessary documents such as agreement, promissory
' [ " dm:'.u:es ] " Things should be considered - | Annual FST/Report — note are documented
If Emp;ﬂiﬁ leaves shift in gﬁ ;::ic’rdfijﬁ?ﬂ tﬂfg;:i’:; -..!' Agree with each other -[ &. Ensure compliance of end of funds with terms of sanction J
ances not paid as per due dates - } ( :
/ gt . Ensure that operation of each advance is reviewed at least once
3 JIVEN 16 AYRORRI 4 |_Reason for difference if any | *| Lo i |_h|i'+':l a year & more frequently in case of large advances ]

(CNO-BA.320) (GNO-BA.NI/BA.IZ/BA.IS)

(CNO-BA.280) (MCQ-BA.I1Z) |

n COMPUTATION OF DRAWING POWER

it is mandatory for all the accounts having
funded exposure of maore than § crores
}

[ R B R yRe N | n AUDIT OF ADVANCES

£, Stock Audit ]"'

g 7N

—— If it is consortium financing then lead bank will ensure stock -
Bank computes total exposure that can be given to borrower | l audit is done & distribute report to all the banks ) [ Shortcut ~ Be PROVD” of Advances given ]
[ . Sanctioned La’m.f't] —| including different types of facilities like cash credit, overdraft, J k ; A R R e S e ate (Forei
export packing credit. non-funded exposure etc. Stock audit report should be carefully evaluated & special focus B o - = kamine ¥ Qasis or valuation appropriate L-oreigh
- s it . B s [ should be on valuation security & on calewlation of drawing power [E] | SR Valats | exchange rate etc.)
Further broken into limits for different types of loan & : e : PR P T SR S e Provisions tewards advance should be as per RBI
they also specify maximum working capital limit J [ &. Reparting e Aecount bf:lh:_nce should be kegt waithin tﬁe @nﬂmned = ~ | , accounting ctandarde £ oenerall ;EEE od
: Consideration limit as well as drawing power limit [ ]_[ Vistans = eI, acoiamning ;’ ol i,r el Pt
RS e WV ..l SOV Y e —— accounting principles
[ Sanctioned limit is computed taking into consideration the overall health of the borrower | Reporting should be don ; to management & head 3 ik
- office in the following circumstances ] _ 7 Recover ability of advances should be recognized in
I Drawing power is calculated on the basis of current value of stock, debtor a " [i_]— sl abm""l_] = valuation (in case of insolvency appropriate percentage
2. Drawing & creditor. It is computed on the primary security of working capital loan 2 = & 2% e .3 s e L4 3 of advances as obtained from liguidator should be used)
power & its .| Sanctioned limit or drawin ' If unapproved securities | " e
| computation | Computatiow earlier drawing power was caleulated as per guidelines It ca’mjm.m power limit crossed / ! ¥ HCC:EHHI' i areit:epted as [ Advance outstanding as on year end should appear M
: formulated by Board of directors & approved by auditor. But now a days not appropriate sprandetha fimi irregular collotera) cacnritioe in B/SEx- Advances given after year end should not
it is caleulated as per the approach & formula given in sanction letter b S G ' E] —[ Outstanding | - be included. Recoveries during the year should be

considered & advance given in next year should

| Ex- How it is computed | Particulars of current assets Amt DP (cNO-BA.300) (QNO-BA.17) (MLQ-Incs.64.2) " be ignored =
(A) Stocks @_| Unrecorded ] i No unrecorded advance, Ex- Foreign currency loan, 2
Stocks at realizable value 1000 7 EVALUATION OF INTERNAL - Advances L new branches etc. i
Less: Unpaid stock: CONTROL OVER ADVANCES p .
: ) d - [ 2 ]_[ D ot J - Loan amount should be supported by documents as per
- Sundry Creditors 200 walire oFf ngdiaicas
L A
- Acceptances [ LC's 300 (s00) | 1. Credit Worthiness ] [ Bank should ensure credit worthiness of borrower ] . — .
P ; Advances should represent amt, due to bank consideri
Balance: paid for stocks 400 (Abjlfty to Repay) ~ U zetute sadebaming o 6a J l p ]_[ Due to bank ] ¥ mstmctuﬁng, takeover & consortium -
Margin @ 25% 100 200 ' > T— Like property or vehicles banks should ensure | 3
9 Secunty requinng 5 ﬁ £ ietorad | f ba ' " Disclosures, classification & description of advance in
(B) Debtors ~  registration ﬂmt. 1 E}r:ﬁeﬁrﬂe tm:::w F;h b;_:i ! @—{ Disclosures of J — notes to accounts should be as per requlatory reg. &
Total Debtors looo : \ e dligmen LAPEES KEPL W Advances ;
M I gl ML v, v i recognized accounting practices
Less; Ineligible debtors 200 : " hen goods are received they should be test ) .y = i .
Eligible debtors #00 i { Goods in —|  checked & thereafter inspected by responsible
Margin @ 40% (320) | 4z0 __ possession of bank | |  officers of branch in addition to inspector of bank (CNO-BA.240)
- 2. Securit -
Total DF 780 ' 2 "/ Stock records should be maintained & N

updated on monthly basis & on that basis n SELECTION OF ADVANCES

To collect stock debtor statement on periodical basis & drawing power register should also be

[.- 3. Bank Duty ‘I-r calewlate drawing power & ensure that loan is backed L[ Hypothecation J__ maintained. Balance outstanding should be mbst:antﬁfe procedures slhm.‘d be performed over all large adufmﬂes, *.ﬂ'” problem
adeguately by current assets : in the sanctioned limit & drawing limit & if any alc s, all advances which are ﬂd"’frﬁjﬁf :amme.:-;rted bfl': RBI inspection team,
i . account erosses any limits it should be concurrent auditor, bank intermal inspection team
Statements can be on monthly basis & on reguest of the | "\_ reported to authorities regularly i +
borrower or as per the condition it can be on quorterly basis. | e e Ay T T e T [ Further on sample basis advances should be selected from remaining accounts ]
L4 | Shares & ownership transfer in name of bank & proper
But if statement becomes older than 3 months then that =1 Debentures J = 4 i bk
account will be deemed as irrequler & if it continuos like that . . UL 6 I Tbca e F0E SOV
for 90 days it will become NPA . -
; .. CA Ravi Taori
Continue on vext column... Continue on next column... VSMART
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£
(CNO-BA350) (QNO-BA.0S) (MCQ-Incs.84.1) [ I |—[ lvestment related income ] l R J—[ Restructuring ;
}
; - (=)
Incame on nvestmeant | Fees or commission charged on re-negotiated [ re-scheduled loans should !
INCOME & EXPENSES - \ not be booked immediately °
-I Includes interest on govt bonds, debentures ete & dividend income on shares - ’ é
I .PTE‘Q‘& ¥
- b
[ Shortcut - RATING of Revenue by PM & CM J = | Dividend from subsidiaries & Vs will be excluded & shown in other Income
& = [ P ]—| Partial recovery |
[ R |—[ Reversal of Income | Broken period interest Caccrued interest) on securities should be netted
. 3 ~ off [ adjusted against interest income £ Installment overdue 10 lakhs )
Paswrial of As soom as account becomes NPA all accrued income b ~ Principal - % Lakhs
= | related to that particular loan afc should be either -
= Tt IR et o |, | Premium (difference between purchase price & redemption value) on R
income . SLR investment should be amortised & netted off from the interest income ) Recovery — 1 Lakh
, Income from such afc's should be booked on = | Profit on sale on investment ]—-lr Should be shown as other income ] i It is called partial recovery v,
; realization basis (cash basis) p - :
} Profit | Loss on Banks have to reqularly vl = Treatment == | [t should be as per agreement between banks & borrower
This is applicable even if loan or advance is f ﬂ;? .f:‘ﬂ:::::ts W th;f;f;i? ;:t o other Income If agreement is silent then bank has right of appropriation, but bank should i
X guaranteed by govt. 2 | exercise their right in uniform & consistent manner across various loans by
- A L making standard policy
Reversal of | Fees/ Commission or similar income from the borrower [ N ]—[ NP4 effect on different types of loans ] b /
ke other = whose afc has become NPA should not be booked on p : A= ~| #ccounting policies should be as per appropriations done by the bank J
gl | acerual basis. It should be booked on collection basis —  Finance Lease e[ Finance lease is a type of loan given, installment of lease 2 : : : — 3
\ V.o G ol bl ] : includes finance income. It is booked as per AS 19 || Interest income will not be booked if the funds are out of fresh additional
s M sl . facilities given by the bank to concerned borrower
Reversal of If bank has wrongly recognized any income then it i - \ - o
wrongly ; In case of NPA all accruals should be reversed & income should be T
e : = should be reversed in current year or provision of egual G : : [ M |—| Materiality level |
recognized booked on realization basis (cash basis). ]
 income amount should be made . P [ For income booked on gross basis J-r- | 1% of TI ]
3 p T : -- : as W0
r v o _ _ . " Loan givenon | _, In case of such loans interest income will be booked to -'[ o aten'al'gf;y ;:evels } . o e
Beverzal after Borrower may point out difference or mistake of e! basis on super the extent of available margin Far oomg Donke o sadeis | 1% of NFET
— | communication | =| interest being charged to his accounts & if it is_justified o = A g o5 Ex- P/L on sale of investment
PR R then such reversal is done. This will lead to large debits \ P secunties | |‘Ex-tLoow Value of | Margin 25 || Interest can be
:. % . in the accounts. oo | | securities 125 | — " booked upto 25 L] Treatment | —.  [Income item which fall below materiality level can
'  om _on accrual basis X ; be booked on receipt basis. Auditor should not
. : f gualify audit report
[ Auditor should check it carefully ] -i Takeout Finance ]- i Meaning- Banks finance infrastructure project, after
: - e ) projects are completed & successfully operational for Basic principle for (" Further income should be booked on accrual basis |
[ A ]—[ Allocation of Discount in Bills purchased | E specified time banks invite financial institution to ,'Hcﬂminmﬂ::;ﬁﬂ” { only when it is reasonable to expect ultimate collection J
: " takeover this loan, so that they free their money for .
If bill purchased is outstanding at the year end that means part of the discount other projects this is called takeout finance,
T falls in next year it is called unexpired discount or rebate on bill discounted | 2 . l c ]— Eill for Eallection |
' - If loar involved in takeover arrangement has become r
Such discount should be transferred from discount account to rebate | NPA in books of lending bank, then bank should be careful Banks eams commission on collection of bills on behalf of customers. It is a service
on bill discount afe. | || they should book interest income but it should be booked income it should be booked only when collection is completed & amt. credited to
} _ only when interest income is received either fram taking 9 customer account not before that.
Rebate on bill discount should be shown under the heading of other liabilities ! over institution or borrower J .
: = — [ M ]— Memorandum account ]
— | If Bank rediscounts bills purchased then discount expense on such ) ( G ]_( General Points | " id , :
rediscounting expense should not be netted off with discount income ] .r . : ‘ ‘ : a Banks may maintain sepa:mte memorandum account outside financial books
) = Unrecorded income | = | No income should remain unrecorded to keep record of accrued incomes & total amount of loan recoverable from
[ T ]—I Test Check ] . borrowers including interest, )
; it should belong to bank - 1
| Interest earned should be checked for sample items | . 1 4 it is only kept for the purpose of information & other purpose & not for
—  Recorded income == Recorded at proper amount _ i accounting purpose
Fees or Commission on bills for collection, letter of credit, Bank ‘ [ Allocated to od : '
guarantees should be checked on sample basis \ s il i s " Amt. shown in balance sheet is net off this accrued interest
Continue on next column... | income in case of NPA J
Continue on next column... CA Ravl Tanrl
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(CNO-BA.380) (QNO-BA.12)

n AUDIT OF INTEREST EXPENSE

Interest expense entries are generated automatically by core

[ Test of Controls ™| banking system so auditor should understand & evaluate

hese systems

Substantive Analytical
L procedures ]-* -

Procedures

..-Hutﬁi'ﬂf should use analytical procedures to
=g

test reasonableness of the interest expense

[ This can be done by following three comparisons

-[ Comparison with previous year ]

Compute average interest rate for various deposits &
borrawings for last year as well as current year & then
compare it & investigate material differences

-[ Monthly [ Quarterly Comparisons ]

L

! Auditor should obtain for each month [ guarter total expense
incurred and its breakup into interest for various deposits &
borrowings. Then interest of particulars month [ guarter should
be compared with previous month [ guarter. If there is
material difference should be investigate

-[ Comparison of Quarterly & Annual I

" First obtain outstanding balances & interest rates for each
guarter using this data compute weighted average interest
rate for the year

}

Then use annual interest expense & annual ofs balances to
compute average interest rates. Compare both these rates,
They should be close to each other. If there is material

 difference, investigate Jit.

Ty

Banks management is supposed to extract interest data & compute
average balances & average interest rates as per auditor instructions

¥

=

L

5
F
L

Auditor is supposed to analyze this data & ratio. Auditor will
check calculations done by management on sample basis

Test of
details

71

e

Check whether interest is provided on
all the deposits till balance sheet date

A

Completeness "
- F.
of interest

checl whether accrued interest is recorded )
for all ofs borrowings & deposits,
check them with general ledgers

s

= [ A colracy J

--| Interest rates =

Depending on types of Deposit & borrowing

interest rates will be provided by BB

directives, agreements with depositors or

banks internal requlation

=

For fixed deposits it should be as per
fixed deposit receipt [ certificate

For savings account it should be as per
rules framed by the banks

For inter branch balances it should be as
per rates provided head office

For deposits overdue [ matured it should
be as per banks internal requlation

-

Continue on pext column..,

I"'h. i

- i:haﬂges i interest rates |

If there is a change auditor should ensure that proper changes are made in h

the system from particular date. Further he should also obtain interest cards

for all the guarters & for different types of deposits & analyze whether
1\\:‘r:ft\ems:f cost has changed accordingly

b

- Ee—cnm,wraﬁnn

L[ Auditor should himself recompute interest on sample basis.

L
" He should ensure that rate of interest, amount o/s, period )
used is appropriate as per term sheet, agreement,
- deal ticket ete,
(Meaning of deal Ticket : Summary of terms & Conditions of
% any tradeftransaction/borrowing

_

(CNO-E#.400) (QNO-EA.20)

AUDIT OF OPERATING EXPENSES

Auditor should understand & examine control systems related |
[ Test of Control J_[ | to operating expenses special focus on authorization

related point Results of TOC affect guantum of other audit procedures |

--[ Analytical Procedures |

substamtive | " auditor should make munthi;gr grﬂ,:;h of different types of |
Procedures | operating expenses & compare them over the months & also
3 previous year to determine any unusual or divergent trends

=\ Testofdetails |

Auditor should obtain underlying bills, debit notes & f
other supporting documents & verify expenses

{ENO-BA.G20) (QNO-BA.20.50)

AUDIT OF NPA PROVISION

A Obtain understam&a:hg of RBI circulars for NPA prw;‘sim}‘ng £ |
| ensure its compliance

| Auditor should understand system used for computing NPA
| provisions

Test of Control ]-

= | Basis [ criteria used for NPA classification

b Whether rate of provision used in the system are appropriate |

Substantive Obtain total amount of standard asset & different categories
Procedures

of non-performing loans

A
| Then obtain its loan wise breakup ]

'

 Select some loans on sample basis & check this with

general ledger & check its classification is appropriate
!
Recompute NPA provision as per balances of
various categories & provisioning rate applicable ]

£
2
>
(=)
3 AUDIT OF TAX PROVISION e’
©
[ Just imagine how things are performed in practical life to retain following points ] (g
" E Rk | _l:.“ Auditor should obtain P&L enguire & analyze exempted :
S S mAee | income & expenses which are should be disallowed _
! : . — : <
Tax computation ™ Auditor should obtain tax cﬂmpum.tmn & check whether
- is prepared - adjustments are done properly taking into consideration
= N items of PEL .
(R e ) i Auditor should check arithmetical accuracy. 7
Tl iscomputed | Tax is computed auditor should apply tax rates himself &
. . recompute the tax figure

(CNO-BA.450)

n AUDIT OF OTHER PROVISIONS

[ Imagine the practical flow J

Expenditure i Auditor should understand nature of expenditure which they )
| incurred by = have incurred & corresponding circumstances why accurate
entity Y bill is not available & provisioning is required, d
Provision is ' [ Auditor should understand the basis & discuss it & obtain ]
i computed - explanation from management about its appropriateness &
- adeguacy

(CNO-BA.420)

DISCLOSURE OF PRIOR PERIOD ITEMS

=
v { Regquirement | { As per AS = § prior period items should be disclosed on

of A5 - § the face of the PEL
& % A
| Reguirement in As per Banking Regulation Act, 1949, third schedule, form B, .
. =2
case of bank there is no spedﬁc reguirement With respect to prior pen'aﬂ' items
i 2 |F Accounting Standards camnot override format of P&L
- conclusion |= | given by Law. S0 Iif reguired we can give this information in
L | notes to accounts for better understanding of users
s - it v

VSMART
CADEMY
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£
RS TS 5
-
= omes &
e,
' -
n TYPES OF BANK AUDIT REPORTS TO BE ISSUED (GENERALLY) [ Reporting to RBI J—- REI has circulars & made recommendations | EFFECTIVE RISK MANAGEMENT SYSTEM <-E
Shortcut : - Report Should be in ITALICS ﬂ ; 7 > } = .
As per circulars of RBI Alditor are supposed Lo communicate Telo6 should a ok :
i o s : s pprove risk management policy.
= | Report on IRAC done as per RBI guidelines ] 5 frauds if it crosses a specified limit ) [ ;ﬁiﬁﬁxﬂfﬁeﬂg } — This policy should ensure minimum impact on
> ® : } 1 \ . rofitability & capital
= Report on treasury operation conducted as per RBI instructions Reporting under | _ i As prescribed in Sec 143 (12) of companies Act, 2013 proma .rly il .
= s - -' EE‘ A-Etl 3 -
= | Report on adverse credit deposit ratio in rural areas : "N iFigase tmter tu compvng aul fo) Sec 108CI2)] ) " 1t should take into consideration existing management
s ’ e expertise & also regulatory reguirement
| Long form Audit Report I PnF‘::c;'pE -[ Auditor need to evaluate FST & give opinion ] " : ; ;:
/ } Identification, Measurement
. . - - ) . imainelni S : All significant risk should be identified, measured,
""r Bank registered as companies l_" l Report ufs 143(3)(i) of the companies Act 2013 | [Hudﬁtﬂr come across any instances of fraud | {é ””;;;ﬂ:p?mi’:;jf:’;gamst " mﬂ*';ﬂ}tﬂfEd against preapproved Hm;‘ts’.& criteria
= | Report on compliance of bank regard to implementation & recommendation on J - - e - -
- Shﬂﬂ'jd J"'E'Pf”'t to BB ﬁ‘_'r ﬂ-ﬂldﬂlﬁﬂﬂ_tﬂ‘ 'l::-hﬂ;ﬂ'ﬂ-ﬂ” ,I'IIMETH-HH.FH-E' ] . Fﬂ"Mﬂg is ﬂ'l'e Exﬂmpjﬁ's ﬂfmﬂm’s Iﬂhfﬂh
 Ghosh Committee (relates to fraud & malpractices) | 2 Director | Chief Executive / Government : [ Control Activities = : ot blaate Hisk |
r__; c s Celatas 36 Datarnl sl & ik e Standards on Auditing 240 also speaks about | :
it B o o heicaiia it Pl el il em)] P v *| communication with respect to fraud | | Segregation of duties
""l Report on compliance with SLR requirements I Auditing g As per SA 250 - du;*:y of funﬁﬂénﬁaﬁtg is overridden L[ setting lo limits

1 | by statute, law or by courts :
(CNO-BA.520) (@NO-BA.2I) (MCQ-BA.I3, Ines.29.2, Incs34.3) | Approval of transaction

= Accurate measurement & reporting of positions
REPORTING IN BANKS (Audit Report on FST) (et & oo i e

J = Reconciliation of positions & results

Audit Report on _f Basic format of audit report is given in
Financial Statements |~ |  SA 700 series [700, 701, 705, 706 , 710]

L Physical security & contingency planning

-pi' Law requirement |

[ Monitoring risk management ]_*L Risk management methodologies & models, assumptions

- E equirement s per banking related laws | methodologies & models used should be regularly monitored & updated
- _lﬂl
fm practical EEQUEHEE} 2 }
[ information & explanation found to be satisfactory 3 | This function will be conducted by independent risk management unit
| Transaction are within the powers of the company Reporting ‘]_ " Banks need reliable information system to get financial, operational, 4
: : of Risk J £ compliance information on a timely & consistent basis
|| Retumns received from branches & other offices are adeguate : 1
for the purpose of audit : ;

TCWG reguires risk management information that is easily understood

= Whether B/S give true & fair view to enable them to assess changing nature of banks risk profile

| Whether P&L give true balance of profit for the period

(CNO-BA.570)

| ANy other matters brought to the notice of shareholders of company

| Reguirement of companies act J Stress Testing & Basel Framework
| S -
4

| Section 143 prescribes the requirement

I

i ““"“For this concept refer pdf ™

Showld also include matters covered under Rule
Il of companies (Audit & Auditors) Rules, 2014

e -

-- CARO is not applicable

p—

“See contents in Companies Act

T

CA Raw Taori

This report is on banks internal working of various departments special i
'k:“acus on how deposits are raised & how they are repaid

(= TR T o

VSMART
CADEMY

Auditguruin

r&:hm‘t to the chairman of Audit committee every year by 30th June
& the chainman of audit committee need to submit this report to REI
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CHAPTER I ETHICS AND TERMS OF AUDIT ENGAGEMENTS

ENO-SA210.N0

-
o
S

h
=

©
=

3

{ -. v
Part 1 ° ETHICS ( Menfﬂtary to agree terms of Audit Engagement with TCWG or Mgt | - REQUEST FOR LOWER LEVEL OF ASSURANCE
‘ [ Shall be in ] ~| Mandatory Clauses |
written form - ; e . .
For this part refer pdf + Objectives & scope of audit | | Auditor appointed for doing audit ]
R _[[ Responsibilities of Management | . ; = - Co——
*
e e [identification of applicable FRF | % Before completion he gets :equeir te give lower level of assurance |
‘ : -~ : , ,
Part 2~ SA 210 " Auditor {[ Responsibilities of Auditor ] - 5A 210 Audit to Review (Moderate Assurance) Audit to AUP (No Assurance) ]
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ENGAGEMENT ACCEPTANCE [ Significant Chg in Owmership = or this part refer p
)
]

..[ chg from | [ Chg in Senior mgt
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