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CHAPTER 1A INTRODUCTION

> [INTRODUCTION

Investment () in form
of Share Ca._p'Lta.l

Shareholders (Members)

A A\ 4

Audutor's Report o N
ll il | Financial Statement FS
L made by Management
. S
L —— y_ . 3
Independent Auditors | CA KS
Report Auditors examines FS and express opinion

1) | What does auditor do? .\
Ans. | An auditor examines f'LrLarLc'Lal staternent ‘FS) of entity with the objective to express opinion
that FS are free from Risk of Material Misstatement [RMM].
2) What do we mean bg Misstatemeni?

Ans. | Difference between reported FS and that required as per applicable financial reporting
Framework (AFRF) Le. if FS D*epa.red. and presented. are d.'Lfferen.t then how it had to be
prepared and Ees_enid; such FS are known as Misstated FS.

3)  When will auditor report such Misstatement?

Ans. If Misstatement is Material Le. s'LgrL'Lf'Lca.rLt which 'Lnfluences economic decision of intended

users.
4) Wh;a:t s included in FS? (PEQ)
Ans. | As per Section 2(40) of Companies Act, 2013
FS includes: -
a) Balance Sheet as at 31 March 20XX (B/F);
b) Statement of Profit & Loss for the UY/E 20XX (P/L);
¢) Cash Flow statement for the l:]/E 20XX (C/F);
d) Note to accounts and (Disclosures)

e) Statements of changes in equity 'Lf any.
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5)  How are FS prepared and bg whom?

Ans. | FS are prepared bg management as per appl'tcable f'LrLarLc'Lal reporting Framework (AFRF)

(Eg: - As per Ind AS & Presentation of FS as per Schedule — III)
6) How does auditor audits the FS?
Ans. | Auditor performs all the procedures and conduct audit in accordance with all relevant
SA's [Standards on Auditing issued by Auditing and Assurance Standard Board (AASB), ICAT]
7)  Who can act as an auditor, his qualification and his term?
Ans. | A practicing CA can be appointed as an Auditor
8) Can Management restrict scope of auditor or contain his duties? P

Ans. | No, Management cannot force or restrict the scope of auditor; If manager dﬁes_ so_ffeeu
Auditor can withdraw from the engagement or can express modified opinioi (a kind of
negative remark in the auditor's report). \

9) What do we understand by modified audit opinion? (Types of audit repo._t)‘

Ans. | Auditor express his opinion on the basis of sufficient and a.pprop_.f ate audit evidence (SAAE)
obtained bg him d.ur'mg the course of audit. Hence, deper,amq o evitdence auditor can
express.

AUDIT OPINION
| Y
| |
Unmodified Modified
¥ . ¥
Same opinion as drafted under S/f\ 700 ! Modify the opinion depending upon
‘ e -_ ma;cerialitg' and perv'a,s'wene-ss of
FS as prepared as per AFRF ! mi.sstatement*SA 705
e R 2 3
Qualified Disclaimed Adverse
N\ ¥ L 2 hd
"Expect for" or "Subject to" No Opinion Financial Statement
N\ are not true and fair
| Note: - This will be discussed in detail under chapter - "Audit Report
10) | Is Opinion Expressed by an auditor is 100% correct and absolute?
Ans. | Owning to inherent limitations to audit can never express absolute assurance rather can

onlg express REASONABLE assurance ie. high Level of surety but not 100% such limitation

are discussed in detail under chapter "Nature, Objective & Scope of Audit’.
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CHAPTER 1B. NATURE, OBJECTIVE & SCOPE OF AUDIT

> WHAT TO STUDY?

I) Meaning of Assurance Engagement & Engagement and Quality control standards

II)  Meaning of Independent of auditor

IIT) What is an engagement? — External audit engagement

IV)  Types of audits

V) Benefits of audit - Why audit is needed?

VI) Who appoints of auditor? & Qualities of auditor

VII) Interd.i.sciplinarg nature of a.u.d_i.ti.ng

VIII) Objective

IX) Scope of Audit

X) Inherent Limitations of audit

XI) To whom report is submitted bg an auditor

MAIIRE

— g

0P
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I]

MEANING OF ASSURANCE ENGAGEMENT & ENGAGEMENT AND QUALITY

CONTROL STANDARDS

"Assurance engagement' means an engagement in which a pra.ct'Lt'LorLer expresses a. conclusion

desi.gn.ed. to enhance the degree of con.f'Ld.en.ce of the intended users other than the responsi.ble

party about the outcome of the evaluation or measurement of a subject matter against criteria.

1) BASI(I: ELEMENT
V- 4 N
a) Parties b) Matters c) Tl:]PES OF ENC_]AQEI‘AENTS

/4 v N\ [ . j\_ N\
AUDITOR RESPONSIBLE INTENDED USERS ||| ATTESTATION { DIRECT REPORTING
The role of PARTY Intended users are || ENGAGEMENTS I ENGCAGEMENTS
auditor is The relevant the individuals, In the attestation In Direct Reporting
fulfilled by responsibilities are organizations or engagements, the Engagement, it is the
Supreme Audit | determined by classes thereof responsible party auditor who measures
Institution (SAIJ constitutional or for whom the | measures the subject & evaluates the
India & by its | legislative arrangement] auditor prepares malter against the subject matter against
personnel auditable entities & | the audit report criteria & presents the the criteria
delegated with | generally those ; subject matter
the duty of charged with information, on
conducting governance of the which the auditor
Audits auditable entities L then gathers SAAE

would be the

to provi.d.e a

responsiHe t,.rt‘Le

reasonable basis for

the responsible parties

expressing a conclusion.

may he Mpon.si.ble for

the subject matter —1 b) MATTERS
N information, for e li\ ~
R managing the subject SUBJECT MATTER| CRITERIA SUBJECT MATTER
maitter or for addressing This refers to the There are the INFORMATION
Recommendations i.rLforma.ti.on benchmarks This refers to the
Condition or used to outcome of

acti.vi,tg that is

evaluate the

evalua.ti,ng or

measured or

subject matter.

measuring the subject

evaluated aga.'mst

certain criteria.

certain criteria.

Matter aga.'mst the

criteria.
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2) Mean'mg of Review; Audit Vs. Review

a) Audit is a reasonable assurance engagement — H'Lgh but not 100% assurance

b) Review is a limited assurance engagement - Lower Level of assurance

3) Types of Assurance Engagements- Reasonable assurance engagement vs. Limited assurance

engagement
Reasonable assurance engagement Limited assurance engagement
a) |Reasonable assurance engagement provides | Limited assurance engagemert provides
high Level of assurance. Lower level of assurance than reasonable
assurance engagement.
b) |1t performs elaborate and extensive procedures It performs fewer procediires as compared to
to obtain sufficient appropriate evidence. reasonable assurance engagement
¢) | It draws reasonable conclusions on the basis | It involves - obtau ing sufficient appropriate
of sufficient appropriate evidence evicence to draw limited conclusions.
d) Exampl.e of reasonable assurance Exa.mple of limited assurance engagement
engagement is an audit engagement. | i.f review engagement.

4) Whg are Standards needed?

a) Standards ensure carrying out of audit aqg iinst established benchmarks at par with

global practices.

b) Standards improve qu,a.l'Ltb of [l arcial reporting therebg helping users to make d'Ll'LgerLt

decisions.

¢) Standards promote uniformity as audit of f'Lna.ncLa.l statements is carried out follow'mg

these Standards.

d) Standards equ.i pﬁ)[;‘s;wnal accountants with profess'Lorw.l knowledge and skill.

e) Standards ensure audit quality,

| Studenis Note

Audit YIX - By CA Khushboo G Sanghavi
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5

Overview of Engagement & Qu.alitg Control Standard (PEQ Nov'22)

ICAI
!
Auditing & Assurance Standard Board (AASB)
v
It sets the fra.m.ework of EN%EMENT STANDARD
L 2
¥ 3.3
Assurance Engagement (Le. expressing op'LrL'LorL) Agreed uporL service
] ] ¢
Historlcal FS Prospect/ Projected. FS Practitioner shall apply
l SRS's for performing
i Type of assurance Practitioner shall apply related services
' SAE's for forming engagements such as
Ca J B compllation engagement
Absolute ie. 100% | | Reasonable ie. opinion of forecr‘ sted Fb_ P 399
assurance Hi.gh but not 3
100% of Limited ie.
assurance Moderate Level
of assurance
v v T
This type of assurance| |This type of assurance This type of assurance is
is expressed under is expressed_ wnder expressed under REVIEW
INVESTIGATION AUDIT engagement ngagement
- L

! }

Auditor shall apply SA's Reviewer shall apply SRE's

SRE > Standard on Ri\,few Engagement (SRE 2000-2699)

Exampl.es:

a) SRE Zj DO (Revised) Engagements to Review Historical Financial Statements

b) SRE 2410 Review of Interim Financial Informa.t'Lon. Performed. bg the In.depen.den.t Auditor

of the Entity

SAE >Standard on Assurance Engagement (SAE 3000-3699)

Exc mples:

a) SAE 3400 The Examination of Prospective Financial Informat'LorL

b) SAE 3420 Assurance Engagements to Report on the Compilation of Pro Forma Financial

Informa.tion Included in a Prospectu.s

SRS > Standards on Related Services (SRS 4000-4699)

Examples:

a) SRS 4400 Engagements to perform agreed-upon procedu.res regard_'mg f'LrLarLc'La.L
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'LrLformat'LorL

b) SRS 4410 (Revised) Comp'Llat'LorL engagements

SQC > Standards on Quality Control (SQC - 1)

Standard on Au.d.'Lt'LrLg (SA 100-999) aspects covered in series:

Introductorg Matters SA 100-199

general Pr'LrLc'Lpl.es and Responsi.bi.l.i.ti.es SA 200-299

Risk Assessment and Response to Assessed Risk SA 300-499

Audit Evidence SA 500- 599

Using Work of others SA 600-699

Audit Conclusions and Reporting SA 700-799

Speci.al'Lsed. Areas SA 800-899

1]

MEANING OF INDEPENDENT OF AUDITOR

"An audit is an INDEPENDENT EXAMINATION of fmallc'u il information of any entity,

whether profit oriented or not, and Lrrespective of ils size or Legal form, when such an

examination is conducted with a view to expressing an op'LrL'LorL thereon".

In order to be assured that FS are not misiea_d.ing, we must ensure that: -

)

FS are as per BOA

2)

BOA are supported. bg SAAE

3)

No Entries are omitted

4)

Informat'ton stated in FS are clear

5)

FS are properlg classified, ;'.e_sc ibed and disclosed. As per Applicable Financial Report'mg

Framework (AFRF)

6)

FS presents true & ]c'Lr picture of aﬁairs of operat'LorL of business

Note:

a) No Business or Institution can effect'we[g carry on its activities without the help of

proper Records & Accounts.

b) .\u.diti.ng prov'Ldes assurance. Its basic nature lies in providing assurance to users provid.'mg

confidence to users of f'LrLa.rLc'Lal statements. Such an assurance lends cred.'Lbi.L'Ltg to

f'LrLa.rLc'Lal statements. Audited f'manc'w.l statements prov'Ld.e confldence to users that

f'LrLa.rLc'Lal 'Lnforma.t'ton reflected in f'LrLa.rLc'La.l statements can be relied upon.

I11]

WHAT IS AN ENGAGEMENT? - EXTERNAL AUDIT ENGAGEMENT

Engagement means an arrangement to do someth.i,n.g. In the context of a.ud.'Lt'Ln.g, it means a

formal agreement between auditor and client under which auditor agrees to provi.d.e audi.t'LrLg
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services. It takes the sha.pe of engagement Letter.

External audit engagements: The purpose of external audit engagements is to enhance the

d.egree of confldence of intended users of fi.rw.nc'w.l statements. Such engagements are also

reasonable assurance engagements.

For example, in India, compa.n'tes are requ.'Lred, to get their annual accounts audited bg an

external auditor. Even non-corporate entities may choose to have their accounts auditea bg an

external auditor because of ben.ef'Lts of such an audit

TYPES OF AUDITS

Audit is not Lega.l.[g obl.i.ga.torg for all types of business organisations or in stn._stti.on.s. On this

basis audits may be of two broad categories Le, audits requi.red under law _a.;_'i vol.u,nta.rg

audits.

)

Audit required. under law: The organisat'LorLs which requ.'Lre a.w’it _'.rui er law are the fol.lowi.ng:

Eg companies govemed. bg the Companies Act; bankinr/ﬁ)mna aies; other statutory bodies

required. bg their regulators or bg spec'Lf'Lc Act.

2)

In the volu.nta.rg category are the audits of the accounts of proprietary entities, pa.rtnersh.i.p

firms, Hindu undivided fam'Ll'Les, etc. In respect of such accounts, there is no basic legal

requirement of audit. Ma.ng of such enterpr'Lses as a matter of internal rules requi.re audit.

Some may be requ'Lred. to get their accounts audited on the directives of C_',ovemment for various

purposes like sanction of grants, loans, etc. But the important motive for getting accounts

audited lies in the a.d.vanta.ges that f")l.:.;w from an 'Lnd.ependent profess'Lona.l audit. This is

perha.ps the reason whg larq_e Luﬁwr., of proprietary and pa.rtnersh'tp business f'ers get their

accounts audited. govemmert companies have some spec'La.l

fea.tu.res which will be discussed later.

ADVANTAGES/BEINEFITS OF AUDIT OF FS [Case Study Expected]

)

It sa.fegl'a.lj jthe | inancial interest of stakeholders

Eg. Partreers, Members, Bank, govemment, FI's etc.

2)

It act as moral check on emplogees.

r|el.p:ul_'m setting liability for taxes

4)

Us: fu.[ tn settl'mg trade di.spute

5)

I-lel.p in the detection of wastage of Losses

6)

govemment may requ.'Lre audit & certi,f'Led. statement.

VI]

WHO APPOINTS OF AUDITOR? & QUALITIES OF AUDITOR

)

Who appoints the auditor?
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a) Generallg, an auditor is appoi.nted. bg owners or Ln. some cases bg constitutional or

government authorities in accordance with a.ppl'tcable laws and regu.la.ti.ons.

eg i) in case of companies, auditor is appo'mted. bg members (shareholders) in Annual

general Meeting (AgM).

it) Shareholders are owners of a company and auditor is appo'mted. bg them in AGM.

b) An auditor is appo'mted. bg Comptroller and Auditor general of India (CAg), in case of

govemm.en.t com.pan.'Les

2) Quualities of Auditor g
a) Tact d) Caution g) Clear Headedness A
b) Integrity e) Discretion h) Firmness \
c) Patience f) Reliability 1) Good Temper "
According to Justice Lindley, "an auditor must be honest Le. he rmust not certify what he
does not believe to be true as must take reasonable care o5 skill before he believes that
what he certifies is true "
3) | Requirement to have Professional Skepticism.: -
/4 ~ A
Being alert Possessing guiestioning mind Critical assessment
Examples: of evidence obtained
a) Audit evidence that contradicts otiter audit evidence obtained
b) Information that br'mqs_ 'Lr'_'fo _;L'Lef;'LorL the rel.'La.b'Ll'Ltg of documents and responses to
inquiries to be used as audit evidence
) Conditions that may iidicate possible fraud
d) Circumstances "h&uggest the need for audit procedures in addition to those requ.i.red. bl_.]
the SAs.
e) Ma.i.nlr ining professi.ona.l skepti.c'Lsm throu.ghout the audit is necessary if the auditor
is to reduce the risks of:
= Overlooking unusual circumstances
» Over generalising when drawing conclusions from audit observations
o Using inappropriate assumptions in determining the nature, timing and extent of
the audit procedures and evaluating the result thereof.
4) Profess'Lon.al Ju.dgement: - Auditor must exercise his judgement (exper'LerLce) in situation and
while taking decision regarding (Key — MANS - C - Judgement)
a) Mater'Lal'Ltg b) Audit Risk
¢) Nature, timing & extent of audit proced.u.res d) Su.ff'tc'tencg & appropriation of evidence
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e) Conclusion: The draw'mg of conclusions based on the audit evidence obtained, for example,

assessi.ng the reasonableness of the estimates made bg management in

prepar'mg the fina.nc'w.l statements.

f) Judgement: The evaluation of management's judgments in applying the entity's applicable

f'LrLa.rLc'Lal report'mg framework.

VII] | INTERDISCIPLINARY NATURE OF AUDITING -

1)  Auditing is interdisciplinary in nature. \

2) | It draws from diverse subjects including accountancy, law, behavioural sci.ertce_ staf tstics,
economics and financial management and makes use of these subjects.

3) | Since audit of fi.rw.nc'LaL statements is concerned with f'LrLarLc'Lal inform. tiﬂl,_’l. sound
knowledge of accounting principles is a fundamental requirement for an auditor of
financial statements to conduct audit and express an opinion.

4) Knowledge of subject like economics helps auditor to be f ﬂuliar with overall economic
environment in which specific business is operating. B

a) Au.d'Lti,rLg & Accounting: Aud.'Lt'Lng reviews the [monc'w.l statements which are noth.'mg but
a result of the overall accounting process.

b) Au.d'Lti,rLg & Law: An auditor should have a good knowledge of business laws affecting
the entity. S\

c) /\u,d.'Lti.rLg & Economic: Auditor is expected to be fa.m'Ll'La.r with the overall economic
environment of the client.

d) Auditing & Behavioural Scierice: Knowledge of human behaviour is essential for an
auditor to effectively discharge his duties.

e Au.d.'Lti.n.g and Statistics ¢ Mathematics: Auditor ts also expected to have the knowledge of
Statistical sampling for meaningful conclusions & mathematics for verification of
Inventories

f) Auditing & Data Processing: EDP auditing in itself is developing as a discipline in itself.

g) Auditing & Financial Managemen.t: The auditor is expected. to have knowledge about

_ various financial techniques such as working capital management, funds, flow, ration
analysis, capital budgeting etc.

h) Aud.'Lti.n.g & Production: good auditor is one who understands the client & his business
functions such as production, cost system, marketing etc.

VIII] | OBJECTIVE

As per SA 200 Overall objective of an independent auditor and conduct of audit in

accordance with SA: -
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OBJECTIVE

s - \
To obtain reasonable assurance about whether the To report on the financial
financial statements as a whole are free from material || statements, and communicate as
misstatement, whether due to fraud or error, thereby required by the SAs, in
enabling the auditor to express an opinion on whether accordance with the auditor's
the financial statements are prepared, in all material findings.

respects, in accordance with an appl.i.ca.bl.e fLrw.rLc'Lal.

reportinag framework; and

An Overview of Objectives of Audit

Checkbox Objectives of audit

v Obtaining a reasonable assurance that f'Lnanc'Lr,L statements as a whole are

free from material misstatement due to fr wud or error

v gai.n'mg a reasonable assurance leads to jormation of OPi.n.i.OI’l. whether

f'Lrw.nc'Lal statements are prepa.red,, in all material respects, in accordance with

applicable f'Lnanc'Lal reporting fra. nework

v To report on the f'ma.ncial. statements

v Report'mg of op'Ln'LorL in accordarnce with audit f'Lnd.'Lngs

1¥]

SCOPE OF AUDIT

)

cope refers to range or reach of sornetihiing.
Scope refers to rang h of sorething

2)

The purpose of an audit is to_‘tha.rLce the degree of confid.ence of intended users in the

f'Ln.a.rLci.a.L statements. ! lsi s of f'Ln.a.rLci.a.L statements may be shareholders, emplogees, customers,

government and reﬁlaLt( ry authorities, bankers etc

a) Audit shou'd be cover all aspects of entity. (Expla.'LrLed in below)

b) Auditor should be sa.ti.sf'Led. that information and records are reliable

c) Auditor should assess reliability of information & source of data by

A

PN A\

Eval& iting accounting & Internal Control System. Q AND ) By carrying out other verif'Lcati.on. proced.u.res

_c) Auditor should decide that fi,na.nc'La.l. 'Ln.forma.ti,on. are disclosed properl.g

d) Auditor should veri.fg disclosures bl_.]:

4 A\

A
T~
Comparing FS with records QND) Considering Judgments made by management

e) Auditor should perform duties with competence

f) If scope of audit is restricted or constrained, auditor should express qu.al'Lf'Led or disclaimed

opinion (will be discussed in chapter Audit Report)
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3) Aspects to be covered in Audit (PEQ)

a) Examination of system of accounting & internal control

b) Verification of authenticitg & val'Ld_i.tl_.] of transaction

c) Comparison of items of FS with records

d) Verification of title, existence & value of assets & liabilities

e) Check'mg the results of P/L

f) Reporting

X]

INHERENT LIMITATIONS OF AUDIT

SA 200 "Overall objectives of an: Independent auditor and conduct of audil in accordance

with SA

Inherent Limitation of Audit: - The auditor is not expected. to, and cannot, reduce audit risk

to zero and cannot therefore obtain absolute assurance that th*;p;an*ial statements are

free from material misstatement due to fraud. or error. Th.is ts becaiise there are Inherent

Limitation of an audit. The inherent limitation of an audit arises from:

[ % y 4 |
Nature of Reporting Nature of Audit Timelire of FS & Other Subject
! Procedures | | balance between Matters & Asserting
o FS involves l | benefit & Cost (PEQ)____

] . . . o
managements | , Auditors obtains information
Judgement & & evidence fiom management
estimation

o Items involved

subjective
decision &

uncertaintg

& management may not
provide valid or correct
Lnforr wation

e Proceduie may be 'Lneffect'we to

I detect intentional &
l Sc,l)h'Lst'Lca.ted_ fra.ud_

| «An audit is not an official
investigation into alleged
wrong d.o'mg, he should not
initiate audit with pre-

conceived notion about state

of a.ffa.'Lrs or any wrong d.o'mg

v

o Time is limited
to carry out
audit
procedures

o Cost involved in
gathering
reliable
information is
high as
compared to its
ben.efits

e Fraud, part'Lcu,l.a.rl.g fraud.

involving senior
management or collusion. i

o The existence & i
completeness of related -
party relationships & ]
transactions i

« The occurrence of non-
compliance with laws &
requlations

o Further events or conditions
that may cause an entity

to cease to continue as a

goi.n.g concern -

Note: - 1) In any case these are not excuse for omitting any audit proced_u.res based on the

above limitations

2) Evidence obtained by an auditor are persuasive and NOT CONCLUSIVE.

3) Owing to above inherent limitative auditor express REASONABLE ASSURANCE.
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X1]

TO WHOM REPORT IS SUBMITTED BY AN AUDITOR?

1) | The outcome of an audit is written audit report in which auditor expresses an opinion.

2) | The report is submitted to person. making the appointment

3) | In case of companies, these are shareholders- in case of a firm, to partners who have

engaged. him.

| Students Note
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CHAPTER 2. AUDIT STRATEGY, AUDIT PLANNING & AUDIT PROGRAMME

WHAT TO STUDY?

I]  Auditor's Responsibility to Plan an Audit of Financial Statements

II] Planning Process — Elements of planning

III] Relationship Between Audit Strategy & Plan

IV] Overall Audit Strateqy & Audit Plan

V] Changes to planning decisions during the course of audit

VI] Planning supervision and review of work of engagement team members

VII] Documentation

VIII] Audit Programme

TR - Jodbi
ke {;Jj e B

(1) Develop Overall Strategy (2) Develop Detailed Plan based on Strategy 3) Program
~— 2 ’

~

Interlinked concept change in one will lead to ccnseql;htial cha,nge in other

1]

AUDITOR'S RESPONSIBILITY TO PLA“I\_PTN AUDIT OF FINANCIAL STATEMENTS

SA 300- Plan.ni.n.g an audit of f'Ln.anci.i statements deals with the auditor's respons'Lb'Ll'Ltg to

plan an audit of financial statem.enis I states that objective of the auditor is to plan the

audit so that it will be perf ormed L an effect'we manner.

Whg Pl.a.n.n'LrLg an audit _n.s necessary? - Its Benef'Lts

pla.an.'LrLg ben.ef'L_ts th.._a.g.( it of f'Ln.a.rLc'Lal statements in several ways, 'Ln.clu.d_'Ln.g the follow'tn.g: -

a) Help'Ln.g the auditor to devote appropriate attention to important areas of the audit

b) Helpf ng the auditor 'Ld.entifg and resolve potentia.l probl.ems on a ti.melg basis.

¢ Hel.p'Ln.g the auditor properl.g organize and manage the audit engagement so that it is

vgrf,f'ned tn an effect'we and effi.ci.ent manner.

- d) A ssisting in the selection of engagement team members with appropriate Levels of

ca.pa.b'Ll.'Lt'Les and competence to respon.d to ant'Lci,pa.ted. risks, and the proper assignm.ent of

work to them.

e Faci,l.'Lta.ti.rLg the direction and su.pervi.si.on of engagement team members and the review of

their work.

f) Assisting, where a.ppli,ca.ble, in coordination of work done by others such as experts
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II] | PLANNING PROCESS - ELEMENTS OF PLANNING

The elements of pl.a.nni.n.g can be categori.zed. as under: -

a) Preliminary engagement activities

b) Planning activities

111] | RELATIONSHIP BETWEEN AUDIT STRATEGY & PLAN (PEQ)

Once the overall audit strateqy has been established, an audit pla.n can be developed. to

address the varlous matters 'Ld.ent'LfLed_ in the overall audit strateqy, tak'mg into a.ccou.nt_‘he

need to achieve the audit objectives through the efficient use of the auditor's recourses The

establishment of the overall audit strategy and the detailed audit pl.a.n are not necessaril

discrete or sequen.tia.l processes, but are cl.osel.g inter-related since ch.a.n.ges in oie may result

in con.sequen.ti.al ch.an.ges to other.

IV] | OVERALL AUDIT STRATEGY AND AUDIT PLAN

- Overall Audit Strategy (PEQ)

It sets scope, timing and direction of audit and guides the d.eve',opment of more detail Audit

plan

Auditor may establish audit strategy and d.eterm'me_ m atters such as,

a) Recourses to be d.eploged.

b) H'Lgh risk area or involvement of expert ]‘gr complex matter

¢ Amount of resources to be deplog d

d) When this resource is to be depl.e‘ led

e) How such resources are mu‘xasm'., directed and su.perv'Lsed.. (When br'Lef'LrLg, d.ebriefing

meeting is held)

f) How engagement paiine reviews are expected. to take pla.ce establishment of over all

g) audit strateqy

The Audit s?l_aill.,

L) IdentLl“' the characteristics of the engagement and d.ef'me scope

il) Ascertain objective of engagement

, 'Li.'L.)_‘:orLs'Lder the factors that are s'Lgn'Lf'Lcant in d.'Lrect'LrLg engagement team bg exercising

professional judgement

wv) Consider results of preliminarg engagement activity (Le. results of SA- 315)

v.) Ascertain N.TE. of resource necessary to perform engagement

NTE = Nature, Timina & Extent
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4 Audit Plan

A)  Audit plan to conduct Effect'we Audit
Auditor should plan his work to enable him to conduct effective audit in an efficient any
timely manner
1. Acquiring knowledge about client business, accounting system, 1C,
2. Establishing degree of reliance to be placed on 1C. System
3. Determining NTE of audit procedure
4. Co-ordinating the work to be performed. IC = Internal Control
B) | Benefits of Audit Plan [Key — CA - DSPT] 4 _—
1. Co-ordination of work done by auditor A
2. Appropriate Attention to important areas
3. Direct supervise review engagement team member Nt
4. Selection of engagement team o
5. Proper organisation and management of engagement teain g
6. Timely completion of audit
C) Audit Plan, A Continuous Process (PEQ)
Audit plan is not a discrete phase but it is a contir.uous process and iterative process
because 1. It often begins shortly after the completion of previous audit and
2. Continuous until the completion of curient engagement
Under following circumstances auditor may revise audit plan [Change to planning
decisions] A
1. Inability to obtain SAAE 2 Suspicion of fraud
3. Inability to perform procediires 4. Involvement of expert
5. Changes in AFRF \ 6. Changes in determined level of materiality
D) Developmelttjf Audit Plan
Auditor develops audit plan that shall include description of,
L NTE of risk assessment procedures as given under, SA - 315
i.. NTE of further audit procedure as given under SA - 330,
ill. Otner audit procedures that are required to be planned and perform as per relevant SAS.
E) Auditor shall gain the knowledge of client's business (As per SA- 315)

a) Relevant 'Lndu.strg, regulatorg and other external fa.ctors 'anlud,'mg the appltcable

f'LrLarLc'Lal report'mg framework
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b) The nature of the entity, anlud_'mg
v

v v v
Its Operations Its ownership and The types of investments The way it is
governance structures financed

c) Objectives, Strategies and related Business Risk

d) Entity's selection and application of accounting policies and reasons for changes thereto

V] | CHANGES TO PLANNING DECISIONS DURING THE COURSE OF AUDIT

i) The auditor shall update and change the overall audit strategy and the a.udi “_’la—n as

necessary d.ur'mg the course of the audit

it) The auditor may need to modifg the overall audit strateqy and audit plan and therebg

the resu,lt'Ln.g pla.rmed. nature, timing and extent of further audit pre cedu es, based on the

revised consideration of assessed. risks.

i) This may be the case when 'mforma.t'LorL comes to the a.u.d'Ltc_n ;_q.tmt'Lon that d.'Lffers

signi.ftcantlg from the 'Lnforma.t'Lon available when the au,d.i.t_jr r)La.rmed. the audit

procedures.

VI] | PLANNING SUPERVISION AND REVIEW OF WORE. OF ENGAGEMENT TEAM

MEMBERS

Direction, Su.PeI'\)i.Si.OH. and review

A i S

[ | — | \

The size and || The area of l | The assessed risks The capabilities and

complexity of || the audit. | | of material competence of the individual

the entity ) misstatement team members performing the
audit work.

vIT] [ DOCUMENTATION |

Documentation of Audtt Plan

| SN

[ } \

Ov;’gi Audit Strateqy Audit Plan Any significant changes made

d.u.r'mg the audit engagement to

overall strate% or audit pla.n

Example: - i) The following things should form part of auditor's documentation: (PEQ)

i A summary of discussion with the entity's keg decision makers.

iit) Documentation of audit committee pre—approval of services, where requ.'Lred.

Audit documentation access letters
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tv) Other communications or agreements with management or those charges with

governance regard'mg the scope, or charges in scope, of our services

v) Auditor's report on the entity's financial statements

vi) Other reports as specified in the engagement agreement (eq. debt covenant compliance

Letter)

vIII] | AUDIT PROGRAMME

A Mean'mg:

An audit programme consists of series of procedures to be appli.ed. to FS. B.Oé Qf a guen

company for the purpose of obtalning SAAE and to express op'm'LorL on F'Ln,a._c'LaL Statement.

Note: -

1) S'mgle audit programm.e does not practicallg applg to all the busines: (Ki P_’/\ag 21)

2) Assistant engaged_ should be encourage to keep an open m'Lru‘,_

3) Auditor must periodicallg review the audit programme

4) Constructing & 'melementer an Audit Programme (PEQ)

a) Stay within the scope and limitation of an assignment

b) Prepare a written audit programme setting forth the proced_ures that are needed to

'melement the audit pla.n.

c) Determine the evidence reasonable available and identify best evidence

d) Applg on.lg u.seful steps

e) Include the audit objectives | or each area and su.ﬁ'Lc'LerLt details which serve as a set of

instructions for the assistants involved in audit and help in controll'mg the proper

execution of the work.

a) Consider all the po*.Lm'thg of error

b) Co-ordinate the  pi rcedure

B) Benefits of f\u.di.t Programme

> It pre iides total and clear set of instruction

= Tt provides perspect'we of work.

= Without pred.etermin.ed. programme auditor may fa.ce d.a.nger of i.gn.or'm.g or

overlooking

> Pr'LrLci.pa.l can control progress of various audits

> It serves as a gu.i.d.e for audit assistant

> It serves as evidence when auditor is charged with negligence
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Q)

Di.sad.van.tages of Audit Programme

2> Work may become mechanical as engagement team may carry out procedures

without understanding

> Programme may become r'Lg'Ld & i.nfl.exi.ble (Opera.t'LorL of entity is ch.a.n.ged. but

Programme is still same)

> In.eff'Lci.ent assistants may take shelter behind the programme

> Ahard & fast audit programme may kill the initiative of eff'Lc'Len.t assistants

Note: - Above mentioned d.'Lsa.d.va.rLta.ges may be eliminated bl_.j: - Imaginative supervision

of work.

2 Encouraging assistants to observe matters objectively (Keep open Mind) — As experience

is ga'med bg actuallg carrying out the work, the programme may be cﬁerea to take care

of situations which were left out or'Lg'LrLa.ng, but are fou.n.d. relevani for "fle part'tcular

concern. S'Lm'LLarLg, i.f any work. or'Lg'Ln.aLll_.j provided for proves b:gc "a_u;.Ol'Jt to be

unnecessary or irrelevant, it may be dropped. The assistant engaged in the job should be

encouraged to keep an open mind begond the prograrme | jitven to him. He should be

instructed to note and report significant matters coiriing to his notice, to his seniors or to

the partners or propr'Letor of the irm engage/, | or d.o'mg the audit.

> Assistants should br'mg s'LgrL'Lf'Lcant matters to the notice of pr'mc'Lpal

Qu.a.l’ttg control for audit work- d.el.ega.tion, and supervision of Audit work (SA 220)

[ : R U )
The audit complies with Professioral The auditor's report issued is
Standards an.d: requlatory a _ d legal appropriate in the circumstances.
requirement; and

Space for Studert Notes: -
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CHAPTER 3 RISK ASSESSMENT & INTERNAL CONTROL

What to Study?
I]  Audit Risk
II]  Concept of Materiality

II1]

Internal Control

V]

Evaluation of Internal Control System.

Vi

Testing of Internal Control

V]

Whatti is of an Autmated Evirnoment?

VII]

Audit Approa.ch. in an Automated Environment

VIII]

Data An.a.l.gtics for audit

1¥]

Internal Financial Control as per Regu.l.a.torg requirement

X]

Documentation the Risk

XI]

Assess and Report Audit F'Lndings

N

Internal Controlse

Risk Assessment

Audit IR

3.1




AUDIT RISK

It is the risk of express'Ln.g i,n.a.ppropri.ate op'mi.on

: !

Risk of Material Misst. Detection Risk
| I .\
v v The risk that the procedures perjormed oy the
Inherent Risk Control Risk auditor to reduce audit risk te an acceptably
l l Low level will not detect a misstatement that
. A . .
The susceptibility of an The risk that & misstatement faxtstcs‘ & that ,:)uu\ be ma.terw_.l Either
. = ) individuallu or when ac ]regated with other
assertion about a class St aanlldl s U e :
. misstatements
of transaction account assertion about a class of .,,; !
balance or disclosure to transaction, account balance 7 *
a misstatement that | o disclosure & that could be | — The risk. of not d.etecth.g
could be material either || material either individually or B Misstatement
individually or when || \when aggregated with otlier
aggregated with other misstatement will not be -~ AR =1IR x CR x DR
misstatements before prevented, or detected &
consideration of any | corrected on a tim Ly basis by
related control | the entitu's interna! control
3

Risk before applying Control LI‘Q‘JL ajter .cvpplg'mg Control

Note: - 1) Auditor Assess RMM & manage detection risk in order to reduce audit risk

a.cceptable Lower level and th :rebg express'mg reasonable assurance

2) SA's do not ordii a.r'L_lt:, refer inherent risk & control risk separatelg, but rather to a combined

assessment of "Risk of Material Misstatement” (RMM)

Risk of M_c terial Misstatement

\ 4

v y

Financial Statement Level Assertion Level
It refers to risk that relate prev'Lou.slg to It refers to risk that relate to individual
| the f'mancial statement assertions of account balances, classes of
transactions and disclosures
\ 4

Follow'Ln.g fa.ctors will be considered for determination of audit risk at Financial statement

Level

a) Integrity of N\a.na,gemen.t
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b) Unusual pressure on management

¢) Nature of entity’s business

d) Management experience, knowledge & changes d,u.r'mg the per'Lod.

e) Factors affecting the 'Lndu.strg in which the entity operates

Assertion (Same as discussed in Previous Chapter)
| I
v v
Account Balance (B/S) Class of Transaction (P/L) DiSClOS‘ﬁ e i
o Existence e Occurrence e Occurrerce
« Rights & Obligations « Completeness . '—_‘;'-ts—g Obligations i
o Completeness o Accuracy/ Allocation o Completeness
o Valuation o Cut-off o Accuracy
o Classification « Valuation
4. « Classification &
¥ Understandability
3) Audit risk DOES NOT |
v v
Include risk of expressing an opinion Refers to auditor's business risk such as
that FS are MM. When actually loss from litigation, adverse publicity or
they are not misstated . other events arising in connection with
Author's Note: This will be repeated 1 CH 7 the audit of FS
4)  When auditor assess control risk, he must consider:
o The control envircnment which influences over internal control & effectiveness of
controls over sigriificant class of transaction (SCOTYS)
o IT - dependent manual controls and related IT processes that supports application
« Auditor's own testing approach over SCOTS
« Expectation of the operating effectiveness of controls
5)  SA-315: Identify & Assessing RMM Through Understanding Entity and Its Environment
a) Objective of Auditor as per SA 315: - To 'Ldentifg & assess RMM due to fraud. or error

at FS level or at assertion Llevel throu.gh understanding erLt'Ltg and its environment for the

above purpose auditor shall: - (PEQ Julg 21)

. Identifg risk throu.ghou.t the process of obta.'m'mg an u.nderstanding the entity G its

environment.

e Assess the i.d_erLti.f'Led_ Risk & evaluate the pervas'weness
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o Relate the 'Ld.ent'Lf'Led_ risk to "What can go Wrong” at assertion level

e Consider the likelithood of misstatement (Le. magni.tu.d_e of poterLt'Lal misstatement)

b)

Risk Assessment Procedures (RAP)

e RAP is a basis for 'Ld.ent'Lf'Lcat'Lon & assessment of RMM at FS level & assertion level

e Auditor uses the 'Lnformation obtained via RAP as audit evidence

c)

Risk Assessment Procedures

Includes: -

o I-Inquiries of Management & others (PEQ)

In.quirg is a method bg which auditor obtains many 'Ln.forma,t'Lo v In.—jqu'Les directed

toward 7 v
I ! - AN .
TCWG Internal Audit Personnel In-house lega! __rM arketing & Wnusual

counsel sales personnel

Transactions with

emplogmen.t

o« A- Arw.[gti.ca.l. Procedures

It may h.elp 'Ld.erLt'Lfg'mg the existence of unusual transaction or events

e O - Observation and I - Inspection

Observation and 'Lnspect'LorL may support i.nqu.'Lr'Les of management and

others, and may also provide Lrjormation about the entity and its environment.

Exa.mples of such audihvrocedu.res include observation or i.nspect'Lon. of the followi.n.g:

/d i — I N\
The entity's 4 Docunients (such Reports prepared by The entity's
operation:, | Ta.s business plans management (such as prem.ises
and strategies), quarterly management reports and plant
records, and and interim financial facilities.

internal control

statements) and those charged

manuals.

with governance (such as

minutes of board of director's

meetings)

e Re — Related Activities

Related activities such as: -

a. Con.s'Lder'Ln.g correctness of Lnformati.on obtained
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b. If the auditor uses the 'Lnformation obtained from prev'Lou.s years auditor or his own

past exper'LerLce, he shall determine whether changes have occurred since prev'Lou.s audit

that may a.ffect its relevance to current audit

C. D'Lscussi.ng the suscepttb'LL'Ltg of material misstatements

d. Engagement partner should share their i.ns'Lghts based on their knowledge of the entity.

d) | Understanding Entity is a continuous process?

Ues! because auditor exercises professional judgement throughout the audit for establishing a

fra.me of reference

Eg: - 1. For assessing RMM

2. For d.eterm.'Ln.'Ln.g Materi.alitg

3. For corLs'Ld.er'LrLg appropriateness of accounting pol.i.ci.es

4. For 'Ld.erLt'Lfg'LrLg spec'Lal areas

5. For d.evel.op'm.g expectations for use of a.n.a.l.l_.jti.cal. i/roced.li es

6. For eval.uatin.g SAAE

Q. The auditor of ABC Textiles Ltd. chalks out an audit plan without understanding the

entity's business. Since he has carried out many audatts of textile companies, there is no need

to understand the nature of business of ABC Ltd. Advise the auditor how he should proceed

e) Auditor shall obtain knowledge/ understanding of client's business (Important)

AN

y * l v v

Industry Nature o entily Objective & Review of entities Internal
requlations & (Accounting strategy related to Financial Controls
other external policies, AFRF, etc) business risk performance

Tacto rs

1]

CONCEPT OF MATERTALITY

There is an inverse relationship between Mater'LaL'Ltg and the degree of audit risk. H'Lgher

the materi.alitg level the Lower the audit risk and vice-versa. After the auditor has assessed

tne inherent and control risks, he should consider the Level of detection risk that he is

prepared to accept and based upon his judgment, select appropriate substantive audit

procedu.res. If the auditor does not perform any substantive procedures, detection risk, that

is, the risk that the auditor will fa.i,l. to detect a misstatement, will be hi.gh.

The auditor's assessment of audtt risk may change d.uri,ng the course of an audit accordi.ng
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to the need and development of the circumstances.

II1] | INTERNAL CONTROL (IC) (PEQ Nov22)
a) | Definition: - It is a process designed implemented & maintained (DIM) by TCWG to provide
reasonable assurance about the achievement of an entity's objective with respect to: - (Key - RESA)
R - Reliability of FS
E - Effectiveness & Efficiency of operation 4
S - Safequarding of assets A
A — Compliance with Application Laws & regulation S
b) [ Objective of IC N\ S
I ) T A
Transactions are All transactions are Assets are | |Assets are compared with
executed. as per promptly recorded safﬁiu.ard: i i existing assets in reqular
authorization ) 5> interval of time

c)

Aspects of Internal antrols (IQ)

!

l v l l

() General Nature & | |(ii) Controls relevant to (iit) Nature & (iv) Components of
Characteristics of IC audit extent of IC
AN understanding

Students Note:
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(i) | General Nature & Characteristic of 1C
¥
Purpose of 1. C Limitation of IC (PEQ)
Same as R ES A (as discussed (i) It can provide only reasonable assurance
under definition) (it) Human judgement in decision — making
(iil) Lack of und.ersta.n.d.'mg the purpose
(iv) Collusion among peopl.e
(v) Judgements bg Manageme.et— B
(vi) Limitation in case o]—‘rﬁ.h—enti.ti.es B
(i) | Controls relevant to Audit 5
e There is DIRECT RELATIONSHIP between an entity's Olzxti.\)e‘ & the control
implemented §
« Factors relevant to the auditor's judgement about CONTROL
! ! v v
Materiality Significant of Size of Entity Nature of
rel.a.ted. ri.Sk. bu_si_n_ess
I T l 7
Diversity & complexity|| Applicable legal & [Nature & complexity|l How control, prevents,
of entity's operation ’regl,.'a.tonﬂ requirements of system detects & corrects MM
(iii) | Nature & Extent of tlfiun.d.erstan.ding of Relevant Controls:

\ 4

}

Evaluat A.ng the

Risk assessment procedures (Same

Evaluating

dw:'.;n‘s of a controls

as discussed under IL (c) above)

consistency in

operation of control
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(v)

Components of 1C

\ 4

:

A 4

Control Environment

Risk Assessment

Informa.ti.on &

Control Activity

I

Monitori.ng

v (PEQ Nov'22)

'

Communication

l

I

a) Communication &
enforcement of integrity &

ethical values

b) Commitment to
competence

c) Participation bg those
charged. with governance

d) Management's

I philosophg & operating

style
e Organizationai structure

f) Assignment of a.u.thori.tg
& responsi.bi.iitg

a) Identifying
business risks
relevant to fina.ncia_i
reporting objectives;
b) Estimating the
significance of the
risks;

c Assessing the
likelthood of thelr

occurrence; and

d) Decid.i.ng about
actions to address

those risks.

\ 4

g) Human resource pol.i.ci.es

& practices

a) Understanding of
Roles &
Responsibilities

b) Understanding
regarding Relation of
Activities

c) Policy Manuals &
Financial Reporting

Manuals

d) Open

Communication

|

a) Authorization [

b) Performance

Reviews

¢ Informa.tion
Processing

d) Phgsica'

Controls

’ e segregation of
I Duties

|

Channels

e) Less stiuctured &

easier for Small
Entitie:

_b)

a) Monitory is a
process to assess
the effectiveness of
Iriternal Control.
Management's
rionitoring
activities include:
Management's
monitoring
activities may
include using
information from
communications
from external
parties such as
customer
complaints and
requlator
comments that
may indicate
problems or
highlight areas in
need of

improvement.

Note: - A) Auditor ‘ho—u.id. consider foilowing as to determine which risk are significant

Risk that require specia.l. audit consideration

(o)

g Risk of fra.ud.

b. Compl.exitg of transactions

¢. Risk of unusual transactions with related person

d. Degree of subjectivity in the measurement of financial statements

e. Risk due to involvement of uncertaintg

f. Risk relating to recent significant econom.ic, accounting or other deveiopments

B) Satisfactorg control environment is not an absolute deterrent to fraud (Correct/ Incorrect Que)

Expianation: - Existence of controls can reduce the risk of fra.u.d. but cannot mitiga.te such

risk to zero; hence it is not an absolute deterrent to frau.d_.
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C) Risks of material misstatement may be greater for significant non-routinetransactions

a.ri.s'mg from matters such as the follow'tn.g
]

A
[ | | ]
Greater management | | Greater manual || Complex | | The nature of non-

intervention to specify | | intervention for | [ calculations or | | routine transactions,
the accounting data collection accounting which may make it
treatment. [ | and processing. || principles. | difficult for the entity

1 to 'melemeh+ en‘;;*‘ve

controls over the risks.

EVALUATION OF 1.C By AUDITOR

a)

Benefits of evaluation of ILC: - It will help the auditor to know (PEQ Nc_EZ)j

Whether Error & Frauds are likelg to be located

Whether an ad.equa.te LC System is in use

Whether an eﬁecti.ve internal audit d.epa.rtment is operaiing

Whether any administrative control has a bea.r'mg on his work

The controls are adequate

The reports are reliable

The event & d.epth of examination

What audit techn'Lqu,e & procedu.res to be_f?L_Lo ved

What are the areas where controls are wec k

Su.ggestion. that can 'merove control system

b)

Formulate Audit Program a.ft_er understanding LC

1. Obtain understand. nlof Taternal Control System.s

2. Know whether the Int:.na.[ Control Sgstems is actua.llg Ln. operation

3. Check w"aet:r i.t? ln operation & throu.ghou.t the per'Lod. or operate on.lg part'La.ng

4, Ass'm\‘lq ‘e the controls and its 'melicat'ton.s

5. Ascertair. how fa.r the weaknesses have been removed

6. ’r_o; er lmderstanding will help the auditor to decide upon the appropriate audit procedu.re

7. I_= case IC is weak Internal controls are considered weak in some areas, the auditor might

choose an au.d'Lt'LrLg Procedure or test that otherwise might not be requ.'Lred; he m'Lght extend

certain tests to cover a la.rge number of transactions or other items than he otherwise would

examine and at times he may perform additional tests to br'mg him the necessary

satisfaction
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9]

. s )
Methods of evaluating IC NARRATIVE RECORD

> This is a complete & exhaustive description of the system as found in

operation by the auditor
\_ J

4 )

CHECK LIST
This is a series of instructions and/or questions, which a member of
/ \ | the auditing staff must follow and/or answer

\. 7

EVALUATION OF ~
INTERNAL / \

— QUESTIONNAIRE
CONTROL WITH This is a comprehensive series of questions concerning internal

HELP OF control. In the questionnaire, generally questions are so framed that
a ‘Yes’ answer denotes satisfactory position & a ‘No’ answer

! / suggests weakness. Provision is made for an explanation or further
— details of ‘No’ answers. In respect of questions not reievant to the
business, ‘Not applicable’ reply is given

_/
4 N

A FLOW CHART /RT? Q)

It is a graphic presentation of each part of the company’s system of

internal control. A flow chart is considered to be the most concise

way of recording the auditor’s review of the system

- J

VII]

TESTING OF INTERNAL CONTROL |

o Itis performed to obtain SAAE abo Ll'.“il’lE effectiveness of DIM of internal controls,

Wherebg auditor can evaluate coritrot risk.

e It include -

. Inspectlon of documents su nr.)rti.ng transactions and other events to galn audit

evidence that interna! controls have operated properlg, for example, verlfglng that a

transaction has bzen authorised.

. Inqu.lrles a'soui ind observation of, internal controls which leave no audit trail, for

examl,'a, de‘ermmlng who actuallg performs each fu.n.ctlorl and not merelg who is

sup sosed to perform it.

* Re ’)erformance involves the auditor's lndependent execution of procedu.res or controls

_that were orlglnallg performed as part of the erltltg's internal control, for example,

reconciliation of bank accounts, to ensure theg were correctlg performed bg the erltltg.

. Testlng of internal control operatlrlg on spec'Lflc compu.terlsed appllcatlons or over the

overall lnformatlon technologg fu.nctlorl, for example, access or program change controls.

Note :- Where the auditor concludes that the assessed level of control risk needs to be revised,

he would modi.fg the nature, timing and extent of his planned substantive procedures.
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WHAT IS AN AUTOMATED ENVIRONMENT?

An automated environment ba.si.ca.l.l.g refers to a business environment where the processes,

opera.t'LorLs, a.ccount'mg and even decisions are carried out bg usi.n.g computer systems — also

known as In.forma.ti.on. Systems (IS) or In.forma.ti.on. Tech.nol.ogg (IT) systems.

a)

Keg Features of an Automated Environment

The fu.n.da.men.ta.l. Pl‘i,rLCi.Pl.e of an automated environment is the a.b'Ll.i.tg to carry out business

with less manual intervention and more system driven. The compl.ex'Ltg of a business

environment d.epen.d.s on the level of automation Le, i,f a business environment is more

automated, it is lLkelg to be more compl.ex.

(i)  Enable fa.ster business operations

(iv) Accu,ra.cg in data processi.ng and computation

(iil) Abilitg to process la.rge volumes of transactions

(iv) Integra.tion between business opera.t'Lons

(v)  Better security and controls

(i) Less prone to human errors

(vit) Provides latest 'Lnforma.tion

(vitt) Connectivity and networking ca.pabil'Ltg

b)

Understanding and Documenting Autoriated Environment

Understanding the ent'Ltg and its automated environment involves understandi.ng how IT

d.epa.rtment is orga.ni.sed, IT activities, the IT d.epend.enci.es, relevant risks and controls.

gi,ven below are some of the poinis that an auditor should consider to obtain an

u.n.dersta.nd.i.n.g of the companys automated environment:

. In.forma.tion. systems being used (one or more appl'Lca.t'Lon. systems and what theg are).

e Their purpose (fureancial and n.on-f'man.c'La.L).

e Location o[ IT systems - local vs global.

e Arciutecture (desktop based, client-server, web appli.ca.tion, cloud based).

e Version (funct'LorLs and risks could vary in d'LffererLt versions of same appl'Lca.t'Lon).

. Interfaces within system.s (in case mu.ltiple systems exist).

» In-house vs Packaged_.

e Outsourced activities (IT maintenance and su.pport).

 Key persons (CIO, CISO, Administrators).

0

Risk arising from. use of IT Systems

The understanding of a company's IT environment that is obtained should be documented
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Hav'mg a summarized document helps the auditor in determ'm'mg the areas considered in

scope of audit as can be seen from the last column. In this tllustration, it can be seen that

two appl’tcati.ons have been considered as in scope for audit based on the purpose and

f'Lrw.rLc'Lal relevance to the audit. Hav'mg obtained an understandi.ng of the IT systems and

the automated environment of a company, the auditor should now understand the risks

that arise from the use of IT systems. g'wen below are some such risks that should be

considered:

 Inaccurate processing of data, processing inaccurate data, or both.

e Unauthorized access to data.

e Direct data changes (backend changes).

e Excessive access / Privileged access (super users).

e Lack of adequate segregation of duties.

e Unauthorized changes to systems or programs.

 Failure to make necessary changes to systems or program.

e Loss of data

d)

Impact of IT Related Risk

()  Impact on controls: It can lead to non-reliaiice on automated controls, system

calculations and a.ccount'mg proce(' ures bullt into a.ppl'Lca.tLons. It may result in

additional audit work.

(i) Impact on substantive checking Trability to address above discussed risks may lead to

non-rellance of data obtatned jrom systems. In such a case, all 'Lnforma.ti.on., data, and

reports would have to be tested thoroughlg for their compl.eten.ess and accuracy. It could

lead to increased substantive checki.ng Le, detailed check'mg.

(iit) Impact on reportiing

Due to requilatory requ.i.rements in respect of internal fi.na.ncial controls (discussed in

subsequent paras) in case of companies, it may lead to mod.'Lfi.ca.t'Lon of auditor's report

tn some tnstances.

Types Of Controls in an Automated Environment

» general IT Controls

o Applicati.on Controls

. IT-DeperLd,erLt Controls

Audit 9} 3.12



Significant Accounts & Disclosures Balance Sheet Income Statement Cash Flow

v

Major Business Process L | Revenue/receivables/receipts purchase/payable/payments
{ 'Lrwentorg/stores property, pl.a.nt and equipment HR and
Internal Controls payroll Treasury Period End Financial reporting
4

Manual Controls Automated Controls IT Dependent
Not dependent of Embedded calculations Condtrols

IT configurations Reports aid other

Automatic account posting user information produced
access & segreqation of duties from system

1 D

IT Environment

General IT Controls

IT Infrastruct‘ Lre

« GENERAL IT CONTROLS (correct/incorrect Nov'22)

“C_.]enera.l. IT controls” are pol.i.c'vs and f:‘ﬂ;edures that relate to many appli.ca.ti.ons & support

the effective functioning of gpi i.ck_*i,on controls. Th.eg a.ppll_,] to mainframe, & end-user

environments.

(_.]enera.l. IT-controls that niaintain the 'LrLtegr'Ltg of i.nforma.t'ton and secu.r'Ltg of data

commonl.g include contiols over the followi.ng: (SA 315)

Data centre ana network opera.t'LorLs

Program. c_P ange

Access secu 'Ltg

ﬂuia.tion. system. acquisition, devel.opment, and maintenance (Business Appl.'Lca.t'Lon.s)

These are IT controls generallg melemented to mitigate the IT spec'Lf'Lc risks and applled

»ommonlg aCross mu.ltiple IT systems, a.ppl'Lcat'LorLs and business processes. Hence, general IT

controls are known as “perva.s'we" controls or "indirect” controls.

Data centre and network operati.on.s

Objective: To ensure that production systems are processed to meet financial reporting objectives.

Activities:

i) Overall Management of Computer Operations Activities
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(it) Batch jobs - preparing, sched.u.li.ng and executing

(iil) Backu.ps — monitoring, storage & retention

(iv) Performance Monitoring — operating system, database and networks

(v) Recovery from Failures — BCP, DRP

(i) Help Desk Functions — record'mg, monitoring & tracki.ng

(vit) Service Level Agreements — monitoring & compliance

(viit) Documentation — operations manuals, service reports

Program Change

Objective: To ensure that modified systems continue to meet financial reporiing objectives.

Activities:

() Change Management Process — definition, roles & responsibilities

(i) Change Requests — record, manage, track

(iit) Making Changes - analyze, design, develop

(iv) Test Changes — test plan, test cases, UAT

(v)  Apply Changes in Production

(vi) Emergency & Minor Changes

(vit) Documentation — user/technical manuals

(viit) User Training

Access Security (PEQ Nov'22)

Objective: To ensure that access to programs and data is authenticated and authorized to

A S [

meet fi.rw.nc'La.l reporti.ng que_sti.ves.

Activities:

(i)  Security Org nization & Management

(iv) Securiii!'ou;‘ es & Procedures

(iiv) Avpl cation Security

(iv) Dain Security

(v) ~ Operating System Security

(vi)  Network Security - internal network, perimeter network

(vii) Phgsical Security — access controls, environment controls

(iit) System. Administration & Pr'wileged Accounts — Sgsadmins, DBAs, Super users

Application. Sgstem Acqu.i.s'Lt'Lon., Development, and Maintenance

(PEQ Julg’ 21) (Correct/ Incorrect)

Objective: To ensure that systems are developed, configured and implemented to meet financial

reporting objectives.
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Activities:

i) Overall Mgmt. of Development Activities

(it)  Project Initiation

(iil) Analgs'Ls & Design

(iv) Construction

(v) Testing & Qualitg Assurance

(vi) Data Conversion

(vii) Go-Live Decision

(viit) Documentation & Training

o APPLICATION CONTROLS

Application controls include both automated or manual controls that operate at a business

process level. Automated Appl.'Lca.t'Lon. controls are embedded i.n.t',_ 1'_" a.l“Pl.i.CG.ti.OI’LS viz, ERPs

and help in ensuring the completeness, accuracy and integrity of data in those systems.

Exa.mpl.es of automated appl.'Lcat'LorLs include edit checks and validation of input data,

sequence number checks, user limit checks, reasonauleness checks, mandatorg data fi.elds.

o IT DEPENDENT CONTROLS

IT deperLderLt controls are ba.si.ca.llg manual controls that make use of some form of data or

information or report produced from TT systems and a.ppl'Lcat'Lons. In this case, even thou.gh

the control is performed manuall Y, the ":ngn and effectiveness of such controls depends on

the rel'La.b'Ll'Ltg of source data.

Due to the inherent deperrdi cy on IT, the effectiveness and rel.i.a.bi.li.tg of Automated

a.ppl.'Lca.t'LorL controls and TT ;'ependent controls requ.i.re the general IT Controls to be effect'we.

General It Centrols Vs.—Appl'Lca.ti.on Controls

These two X a.tego.fes of control over IT systems are interrelated.

The relationship between the application controls and the General IT Controls is such that

&m_fﬂl IT Controls are needed to support the functioning of application controls, and both

are reeded to ensure complete and accurate i,rLformat'LorL processing through. IT systems.

Testing Methods

Hav'mg learnt about the various IT risks and controls, let us understand the d'LffererLt ways

testi.ng is performed in an automated environment. There are ba.sica.llg fou.r types of audit

tests that should be used. Theg are 'mquirg, observation, 'Lnspect'LorL and reperformance. As

shown in the illustration below, 'mqu.'Lrg is the most eff'Lc'LerLt audit test but it is also g'wes the

least audit evidence. Hence, i.nqu.'Lrg should alwa.gs be used in combination with any one of

Audit 9} 3.15



the other audit test'mg methods. Inqu.irg alone is not suff'Lc'LerLt.

Re—performance is most effecti.ve as an audit test and g'wes the best audit evidence. However,

testi.ng blj re—performance could be very time consu.m'mg and least eff'tc'tent most of the time.

generallg, applg'mg 'anu.i.rg in combination with 'Lnspect'Lon g'wes the most effect'we and

efficient audit evidence. However, which audit test to use, when and in what combination, is

a matter of professional judgment and will vary depending on several factors including risk

assessment, control environment, desired level of evidence requ.'Lred., h.'Lstorg of errors/

mis-statements, complexi.tl_.j of business, assertions be'Ln.g addressed, etc. The auditor should

document the nature of test (or combination of tests) applied along with thc_ judgments in

the audit lee as requ.i.red. bg SA 230.

H'Lgh Low 4
Inqui.rl_.j D
Observation ﬁ
3 2
s g
= Inspection u
vt
Re_perform Lnce
Low High

When testing in an automated environment, some of the more common methods are as

follows: (PEQ Jan 21)

e Obtain an understandi \q of how an automated transaction is processed. le d.o'mg a

wa.l.kthrou.gh of one end-to-end transaction using a combination of inquiry, observation

&’Lnspectmr;.

e Observz how a user processes transactions under d.'Lfferent scenarios.

o Inspect the configuration def'LrLed. in an a.ppl'Lcat'LorL.

. i"'spect the system Logs to determine any changes made since last audit testing.

o Inspect technical manual/user manual of systems and appli.ca.tions.

« Carry out a test check (negat'we test'mg) and observe the error message displaged bg the

appllcation.
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VI] | AUDIT APPROACH IN AN AUTOMATED ENVIRONMENT
N
Risk Assessment > Understand & Test for Operating Reporting
Evaluate Effectiveness V
o Identify 0 [Ooanann | «Assess Nature, o Evaluate Control
| significant - understanding of Timing G Extent Deficiencies
accounts & | business processes (NTE) of controls «Significant
disclosures | using Flowcharts/ | testing deficier.cies,

e Qualitative & | Narratives | o Assess reliability of || /Aaterial
Quantitative | +Prepare Risk & | source data; || Veakness
considerations || Control Matrices | completeness of | «Remediation of

o Relevant | (RCM) | population control weakness
Financial | «Understand design || o Testirig of key o Internal Controls
Statement | of controls bg | reports & Memo (ICM) or
Assertions (FSA) [ performing spreadsheets Management

o Identify Likely | walkthroughs of I| «Sar uple Testing Letter
sources of | end-to-end process || © Consider « Auditor's Report
misstatement Sl raes il competence &

o Consider risk | consideratidhs for | Independence of
arising from use || Entitu Leve! | staff/team

| of IT systems : Cor‘f:oL;, Segregation performing controls
of Duties testing.
11 General Controls,
Application Controls
VII] [ DATA ANALUTICS FOR AUDIT

Data Analytics can be used in testing of electronic records & data by use of spread sheet &

spegfl.l.ised audit tool like IDEA & ACL to perform following

o Check completen.ess of data and popu.l.at'Lon that is used in either test of controls or

substantive audit tests.

o Selection of audit samples — random sampling, systematic sampling.

+ Re-computation of balances — reconstruction of trial balance from transaction data.

« Reperformance of mathematical calculations — depreciation, bank interest calculation.

o Analysis of journal entries as required by SA 240.
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e Fraud Lrwestigation.

. Eva.lu.ating 'mea.ct of control defi.ci.encies

VIII] | INTERNAL FINANCIAL CONTROLS AS PER REGULATORY REQUIREMENTS

a) What is Internal Financial Control (IFC) [SEC 134] [Key — SA — POT] (PEQ Jan 21)
As per Section 134 of the Companies Act, 2013, the term. IFC means the policies & proceduvres
adopted by the company for ensuring: A
S = Safequarding of its assets; 7
A = Accuracy & completeness of the accounting records & o
P = Prevention & detection of frauds / errors; |\
O = Orderly & efficient conduct of its business including adherence to Company's

pol'Lc'Les;

T = Timely preparation of reliable financial information. N

b) What is Internal Financial Control Over Financial Repa'@q (ICFR)

(PEQ Jan 21)

As per guid_ance Note issued bg ICAI on C_",u,'Ld.L nce Note on Audit of Internal Financial

Controls over Financial Reporting, ICFR shall mean:

"A Process d.es'tgned to prov'Ld.e reasonable Lssurance rega.rd.'mg the rel'La.b'LL'Ltg of f'LrLarLc'Lal

report'mg & the preparation of f'manc'a.l statements for external purposes in accordance with

general.lg accepted. accounti.ng pr‘.u.LpL;;".

0

Which Provisions of Compa.—lies /;t Requ.i.res Such IFC & Report'mg

Reporti.n.g requ.i.remen.ts:

Reference ; : rWh.o is responsible Applicability
Sec 134(F )(e)_ - Board of Directors Listed Companies
Rule 8'5)_ i ponupanies Board of Directors All Companies
(Accounts) Rules
Sec 149(8) a.ﬁ.d Schedule Independent Directors All companies having
- v Independent Directors
VVVVV Sec 177 Audit Comm.ittee All companies having Audit
Committee
Sec 143(3)(1) Statutory Auditors All Companies (Except
Exempted companies)
i) | Section 134(5)(e) of the In case of Listed Companies, the Directors' responsibi.l.itg
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Act

statement shall state that the Directors had laid down Internal

Financial Controls to be followed bg the company and that such

Internal Financial Controls are adequ.a.te and were operat'mg

effectively.

it) | Section 143(3)(L) of the Act

The Auditor's report shall state whether the company has

adequa.te Internal Financial Controls system in pla.ce & also

on the operating effect'wen.ess of such controls.

This requirement shall not applg to a private company fvh.u... -

(i) is One Person Company or a small company; or

(it) has turnover less than z 50 crore as per |.avte;_” audited

Financial Statements; and

which has aggregate borrow'Ln.gs from banks or fi—r,ancial

institutions or a.n.gbodg corporate ot any point of time d.u.r'LrLg

the Financial l:]ear less thar z 25 crore.

iit) | Section 177(4)(viL) of the

Everg Audit Committee shall act irn. accordance with the terms of

Act

referen.ce spechLed_ in wriling bg the Board which shall, inter alia,

include - evaluatioi of tnternal f'LrLa.nc'La.l controls and risk

management systems.

iv) [ As Per Section 149(8) of

The company and 'Lnd.epend.ent directors shall abide bg the

the Act

provision: spe(‘]‘Led in Schedule IV which la.gs down the

Code IHOI Tn..,lgpen.dent Directors. As per this code , the role

g".ﬂ [L"\:Lion.s of Indepen.d.en.t directors include that th.eg

shall satisfg themselves on the 'Ln.tegr'Ltg of f'Ln.an.c'La.L 'Ln.forma.t'ton.

a nd that f'Ln.an.c'La.l controls and the systems of risk management

, | are robust and d.efens'Lble.

Di,fference_[%gtween Internal Financial Control & Internal Financial Control Over Financial

Reporting ‘PEQ Jan 21)

Intgrw.l. Financial Control as per Section 134(5)(e), "the policies and procedures adopted by the

Company for ensuring the ord.erlg and eﬁi,c'LerLt conduct of its business, anluding adherence

to company's pol.'Lci,es, the sa.fegua.rd.i,ng of its assets, the prevention and detection of fra.u.ds

and errors, the accuracy and compl.eteness of the accounting records, and the timelg

prepara.ti.on. of reliable fi,na.n.ci.a.l. 'LrLformat'Lon.”

On the other hand, Internal controls over financial reporting is required where auditors are
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requi.red to express an op'LrL'LorL on the effect'weness of an ent'Ltg’s internal controls over

f'Lrw.rLc'Lal report'mg, such OPi.n.i.OI‘L is in addition to and distinct from the op'LrLi.on expressed

bg the auditor on the f'Lrw.nc'Lal statements.

Internal Control as per SA 315

Internal Financial control

Internal Financial control

(PEQ Nov'22)

w/s 134(5)(e)

over f'LrLa.rLc'Lal. reporting

w/s 143(3)(1)

[Key - SA POT] (PEQ Jan 21)

As per gu.i.da.nce Note Lssued

As per Section 134 of the

bg ICAI on. (; i.di nce Note

It is a process designed

Companies Act, 2013, the term

on Audit oﬁ nterital

'mel.emented & maintained

IFC means the poli.c'Les &

Financial Controls over

(DIM) by TCWG to provide

procedures adopted bg the

Finarncial ?eportin.g, ICFR

reasonable assurance about

compang fOI‘ ensur'mg:

the achievement of an entity's

S = Sa.fegu.a.rdin.g of i.f)_

objective with respect to:

assets;

hall mean: "A Process

| d ;s'Lgn.ed to prov'Lde

reasonable assurance

- (Key - RESA)

A= Accu.racg &

rega.rdi.ng the rel'Lab'Ll'Ltg of

R = Rel'Labi.L'Ltg of FS

completeness of the

f'ma.nci.al reporting & the

E= Effect'weness & Effici.en.cg

accounting records &

of operati.on.

preparati.on of f'm.an.ci.al

P = Prevention & detection

statements for external

S = Safegu.ardin.g of assets

uf Ji auds / errors;

PLI.I'POSCS in accordance

A= Compl.'La.nce with

Appl'Lcat'Lon. Laws &

_O - Orderlg & efficient

With gen.erallg dccepted

conduct of its business

accounting pr'Ln.c'Lples”.

regu[at'ton

'mclu.d'mg adherence to Company's poL'Lc'Les;

T= T'Lmel.g preparation of reliable f'manc'tal. 'Lnforma.tion.

SA POT

11| DOCUMENTARY RISK (PEQ)

v

v v

a) The discussion

b) Key Elements of

c) Identified &

A 4
d) Related controls

among team

assessed risk

understand'mg

for risk 'Ldent'Lfi.ed
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X] | ASSESS AND REPORT AUDIT FINDINGS
[ I |

Are there any || What is the Report deficiencies to Communicate in writing
weaknesses in || impact of these || management — Internal any significant deficiencies
IT controls? weaknesses on Controls Memo or to Those Charged With

overall audit? Management Letter. Governance. 4
Students Note: ~
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CHAPTER 4. AUDIT EVIDENCE

WHAT TO STUDY?

A] SA 500: Audit Evidence

B] SA 501: Audit Evidence-Specific Considerations for Selected Items

C] SA 505: External Confirmations

D] SA 510: Initial Audit Engagements — Opening Balances

E] SA 520: - Analytical Procedure

F] SA 530: Audit Sampling

GJ] SA 550: Related Parties

H] SA 610: Using the Work if Internal Auditor

Al

SA 500 AUDIT EVIDENCE

)

Meani.ng: - Audit evidence may be d.ef'med. as the 'Lnforrxauon used bg the auditor in

Arr'Lv'Lng at the conclusion on which the auditor's op'm'wu Ls | based

Audit Evidence will tnclude

I

[

Informa.tion contatned Ln Other Informa.t'LorL

AJC records

Eg.: - Minutes, External Conf'era.t'LorL,

Eg: - Record of Journal Entries Details of internal Control etc.

Support'mg Documents Bills, Contracts,

Led.gers, Cost Allocation, C Tpu.tation,

Reconciliation & Disclosures

| Students Note
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2) The Su.ffi.c'Lencg & Appropriateness of audit evidence are interrelated

Audit Evidence (AE)

|

[ |
Sufficiency (PEQ) AND | Appropriateness |
o It refers to Quantity (ie, number of evidence) o It refers to Quality (ie, relevance &
 Higher the risk more AE are required reliability)
 Auditors judgement as to o If quality of AE is high then less number of
sufficiency may be affected by: (Key: MRS) AE will be required

M = Materiality o In order to obtain reliable audit evi: {enee,

R = Risk of Material Misstatement information produced by the entity (‘IPE")

5 =>Size & characteristic of population that is used for performing audit procedures
needs to be sufficiently coniplete and
accurate. Most reliable evidence are: -
Written, Original obtained by auditor

3) Type of Audit Eviderce | )
[ A |
Depending upon nature Depending upon source
| | [ . ]
Visual Oral Docu_men.taru_ Internal External

Eg. Internal Evidence:

Sales invoice, Copies of sales challan and forwa.rdi.ng notes, good.s recelved note, Lnspection

report, coples of cash memuo, devit and credit notes, etc.
rt, copi h deoit dit notes, et

E.g, External evidence:

Purchase invoice, suioli_e.'* challan and forwa.rd.i.ng note, debit notes and credit notes coming

from pa.rties&uta(om, conf'era.t'Lons, etc.

4) Methods :f obtaining Audit evidence

i) O Observation — Process

' Observation consists of l.ook'Ln.g at a process or procedure be'mg performed bg others.

[Observation provides audit evidence about the performance of a process or procedure, but is

Lliriited to the po'Lnt in time at which the observation takes pl.a.ce, and bg the fa.ct that the act

| of bei,n.g observed may a.ffect how the process or procedure is performed..(C/I)]

Example: The auditor's observation of Lnventory counting bg the entity's person.n.el., or of the

performa.n.ce of control activities.

it) Re; —Reperformance

Re -perform.an.ce involves the auditor's i.nd.epend,ent execution of procedu.res or controls that were
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originallg performed. as part of the entity's internal control.

Example: Re—performing the reconciliation of bank statement, re—performing the aging of

accounts receivable.

iit) Re, —Recalculation

Recalculation consists of check'mg the mathematical accuracy of documents or records.

Recalculation may be performed. manuallg or electronicallg.

) I - Inspection _ Documents, books of account, inventory, cash, m.i.mite _bc_)ok, etc.

Inspection involves examination of records or documents, whether internal or external, in paper

form, electronic form, or other media, or a phgsical examination of an asset,

[Inspect'LorL of records and documents prov'Ld.es audit evidence of va.rg'mid—%r;s of rel.'La.b'Ll.'Ltl_.],

depend'mg on their nature and source and, in the case of internal records and documents, on

the effectiveness of the controls over their production.]

Example: of inspection used as a test of controls is inspection of records for evidence of

authorisation.

v) C - Conf'era.t'Lon _Third party c sn.f'Lr,aa tion as per (SA 505)

An external confi.rma.t'LorL represents audit evidence obtained bg the auditor as a direct written

response to the auditor from a third party (iiie confirming party), in paper form, or by electronic
P party g party pap Y

or other medium.

[External confirmation procedures frei@t?g are relevant when addressing assertions

associated with certain account halarces and their elements. However, external confirmations

need not be restricted to account balances only]

[Example: a) The auditor may request confirmation of the terms of agreements or transactions

an erLt'Ltg has \ilm third pa.rt'Les; the confi.rma.tion request may be d.esi.gned. to ask 'Lf

any mod.h':_caitzns have been made to the agreement and, if so, what are the

relevart details are. External corLf'era.t'Lon. procedures also are used to obtain audit

evidence about the absence of certain conditions.

b_) The absence of a “side agreement” that may i,nfl.u.ence revenue recogni,ti,on..]

\)_i.)/;_- Analytical Procedures (SA 520) - Current Ratio, GP ratio, etc.

An 1.l.jti,ca.l proced.u.res consist of evaluations of fi.rw.nci.a.l information made bg a stu.dg of

p' ausible rel.at'LorLsh'Lps among both f'Ln.a.n.c'Lal and non- fi.na.nci.al data.

Ana.l.gti,ca.l proced.u.res also includes the investigation of 'Ld.erLt'Lfi.ed. flu.ctu.a.t'LorLs and

rel.a.t'LorLshi.ps that are inconsistent with other relevant i,nformation(a.ctual.s not ma.tch'mg with

bu.d.geted.) or deviate s'LgrL'Lf'Lca.rLtlg from pred.i,cted. amounts. In other words, It means Ana.l.gs'Ls

of SLgani.ca.nt Ratios and trends & Resu.lti,ng Irwest'Lga.ti,on. into the fluctuations/variati,ons

from the predicted. results.
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vii) I - Inquiry _ Employee, employer, and managements expert

Inquiry consists of obta.i.n'LrLg information (both f'LrLa.rLc'Lal and non-firw.ncial) from

knowledgea_ble persons, within the ent'Ltg or outside the ent'Ltg.

Iquu.'Lrg is used extens'welg throu.ghout the audit in addition to other audit proced.ures.

viil) Written Representa.t'wn:

It is a written statement or cla.r'Lf'Lca.t'LorL g'wen bg the management to conf'er certain matters

or to support other evidence .

5)

Relevance & Rel'La.b'Ll'Ltg of AE

i) Relevance: - It deal with Log'Lcal connection with or bear'mg upon the purpese of audit

procedures.

D'Lfferent set of audit procedu.res are performed. to obtain evidence relevant for '«erifging

spec'Lf'Lc assertion.

Eq - a) Inspection of documents will help the auditor verlfy est_Ter_v,e & valuation but

not necessarilg cut—off.

b) TOC are d.esigned. to 'Ld.en.ti.fg performance of controls & deviation, if any.

¢) TOD is performed for 'Ld.entifl_.]i.ng conditions relevant to the purpose of the test Le,

misstatement at assertion level.

iL) Rel'Labi,l'Ltg: It means auditor can reli—o\ er such evidence and draw conclusion

Reliability of audit evidence depends wpon: - (Key - WODIE)

. QL
W — Written Note: - A higher Level of assurance may be sou.ght

O - Original Document about the operating effectiveness of controls when

D - Directly obtained by auditor the approach adopted consists primarily of test of

I - Independent source controls, in particular where it is not possible or

E — Effectiveness of I?‘Ltial Control | practicable to obtain sufficient appropriate audit

evidence only form substantive procedures.

6)

Using th.:uork of Management Expert
1

| |

I
Evailuate competence, skill Obtain understanding of Evaluate the

and capability of work performed by the appropriateness of

management expert. expert. management expert's work.

o+ Matters which may affect the NTE of audit procedures to be applied by auditor in

relation to use of management expert's work

1) Risk of material misstatement in the matter RMM).

2) Nature and compl.exi.tl_.j of matter
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3) Availabilitg of alternate evidences

4) Previous experience of auditor

5) Control and 'Lnfluence of management over expert's work

6) Nature, scope & objectives of managements expert's work

7) Whether expert's work is subject to technical performance standard or Lndustrg requirement

8) Relevance and reasonableness of source of data, assumptions methods & andLngs

B] SA 501 AUDIT EVIDENCE-SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS _

I] | INVENTORY - EXISTENCE & CONDITIONS (M 18, 13 N 15)

When the i.rwentorg s material to f'Lrw.rLc'La.l statements, the auditor should obtain SAAE

regard.'mg existence of Irwentorg.

NN

/ \
/Wh.ether attending ph.gsi.ca?\

\cou.n.ti.n.g of inventory is practically _— B P procedures to obtain

N

0

(N O9/N 20)
Apply alternate

possible?

SAAE.

Ues

Log'Lca.l sequence of procedu.res to

be followed by auditor

- Observe performance.

- Evaluate management procedures.

IT still SAAE s not obtained,

modifg the Audit Report

- Inspect 'Lrwen.torLJ

- Perform test count.

1) The auditor shall Krfﬂe—altemat'we audit procedures to obtain — SAAE

Example of atternative audit proced.ures: Inspect'LorL of documents of the subsequent sale of

inventory E ms a:quired. or purcha.sed prior to the phgsical Lnventory counting, may prov'Ld.e

SAAE about the existence and condition of i,rwen.torl_.’

The ittendance at physical inventory counting may be impracticable due to various factors

SUCiL as:

The nature and location of the Lnventory, for exa.mpl.e, where Lnventory is held in a lcoation

that may pose threats to the sa.fetg of the auditor, however, is not suﬁi,c'Lent to support a

decision bg the auditor that attendace is 'Lm.pract'Lca.bl.e

Further, as expl.a.i,ned. in SA 200, the matter of d.i,ff'Lcultg, time or cost involved is not in 'Ltself

a valid basts for the auditor to omit and audit proced.u.re for which there is no alternative

or to be sa.t'Lsfi,ed. with audit evidence that is less than persu.asive.
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1) | Existence & Condition of inventory lying with the third party - (RTP N 19)

i) Ask for confirmation as per SA 505.

i) Apply other audit procedures.

2) Factors to be considered for planning physical verification of inventory — (IMPORTANT)

i) Nature of inventory

i) Stages of completion of work in progress

ii) The RMM related to inventory

iv) The nature of IC related to inventory

v) The timing of physical verification

vi) Maintenance of perpetual inventory system

vii)Location of inventory

viii) Need of an expert

Note: Valuation of Lnventory is not considered for pla.rm'm.g ph.gs'Lc:L ve.—'ficc;on of Lnventory

II] | LITIGATION & CLAIMS - COMPLETENESS

The auditor should applg the foLLow'LrLg audit procedu,resj

N—

yll . —~
Inquiry of || Review minutes & | | Review legal expense account
— | Management, Legal || communication between | | & obtain written
—| council, external lawyers. | | TCWG & legal counsel |- representations from the
——— Management
el B VR,
If management If management
Agrees ’%ies
v £ N
OK :APP"'J alternate audit] | If SAAE still not available

proced.u.res then modifg the report.

If auditor assesses a ROMMS regardi.ng L&EC

i) The auditor shall:

a) Q_end. a general Letter of lnquiry (prepared bg the management) to the entity's external

Y legal counsel and

b) Request for a direct Communication with him .

i) If the profess'ton.al bod.l_.j (to which the external legal counsel belongs) proh'Lb'Lts him from

commu.rL'Lcat'Lng d'Lrectlg with the auditor,the auditor shall perform alternative audit

procedu.res.

iil) In certain circumstances, the auditor may also decide to meet with the entity's external

lega.l counsel to discuss the l'Lkelg outcome of the L&C.
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This may be the case, for example, where:

The auditor determines that the matter is a s'Lgn'Lf'Lca.rLt risk

11T] [SEGMENT REPORTING

Obtain SAAE that f'ma.nc'tal statements are.prepared as per AFRF bg:
k

PEQ Jan’21 ( )
Obtaining understanding of the Performing analytical & other audit.
methods used by the management procedures

| WA N
[ | Y
Evaluate such methods ie. it should Test application of such method JF

result in disclosures as per AFRF A W A

\ J

| A

E.g., of matters relevant for obta.i.n.'mg und.ers’undinq_')f method used:

> Sales, transfers and charges between segments, arid elimination of inter-segment
amounts.

> Comparisons with budgets and other expected results, for example,

operating prof'Lts as a percentage of sales.

> The allocation of assets and costs armong segments.

> Cons'Lsterch with pr'Lor period.s. and the adequacg of the disclosures with respect

to Lnconsistenctes.

C] SA 505 EXTERNAL CONFIRMATION

I] [ PROCESS OF OBTAININ(; & EVALUATION AUDIT EVIDENCE THROUGH DIRECT

COMMUNICATION FROM A THIRD PARTY AFTER OBTAINING PRIOR APPROVAL

OF MANAGEMENT

1) If managernent request not to perform External Confi.rma.ti.on (M 18, 11, 13, O5; RTP N 12)

) Auditor should evaluate the response of management for non—performance of external

confirmation (reason is legal), auditor must evaluate the reasons for denial.

il) then he should applg alternative test but 'Lf auditor is restrained without su.ff'Lc'Lent cause

‘hen Reservation / Disclaimer of op'Ln'Lon

2) Process of External Confi.rma.t'ton

i) Select the item.

i) Design the format.

Factors to be considered: - (RTP N 18)

a) Form of confirma.ti.on, Mode of Communication d) Nature of 'Lnformat'LorL
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b) Reliability of confirmation e) Assertion regarding item. & RMM

¢) Past experience of auditor f) Ability of TP to conf'er request.

iil) Communicate the request.

i) Obta.'m'mg the response.

v) Evaluate response & no response.

3)

Form & Format of EC (RTP N 18)

i) Positive Conf'era.t'Lon: - An auditor requests for positive confi.rma.ti.on transaction is

material or chance of frau.d is h.i.gh.. Its a request that the confi.rming party respond _' ireetlg to

the auditor 'Lnd.'Lca.t'mg whether the corLf'er'Lng party agrees or d.'Lsagrees w?fh the L ff rmation

in the request, or prov'Ld,'LrLg the requ.ested_ i.nformat'Lon.

ii) Negat'we CorLfer.a,t'LorL: - An auditor requ.ests for pos'Lti.ve confirma.ti n when transaction is

immaterial or chance of fraud is low. Its a request that the confirm .ng party .espond d.'Lrectlg

to the auditor onlg 'Lf the confer'Lng party d'Lsa.grees with the 'Ln\.:rm tion provided in the

req west. (RTP M 18)

Factors to be considered while seeki,ng negative confi.rmation (N_19)

a) The auditor has assessed the risk of materia! misstaieiment as low and has

obtained su,fch'Lent a.ppropr'Late evidence regard Ln the opera.t'mg eﬁect'weness of

relevant to the assertion;

b) The popu.[a.tion of items subject to negative confirmation procedures comprises a

la.rge number of small, homogenons, account balances, transactions or conditions;

o A very Low exception rate is expe ctg.; and

d) The auditor is not aware of circumstances or conditions that would cause

recip'LerLts of nega.t'we 'o.nl'L. mation requests to d.i.srega.rd such requests.

iiL) Non-response: — A fa.U ure _f the confirming party to respond, or fullg respond, to a positive

confirmation request, or a con firmation request returned wundelivered. (RTP)

i) Excepti.ona.l -A respoiise that indicates a d.'Lfference between information requested, to be

corLfered., or contained tn the entity's records, and information provided. bg the confirming

party. The_( xception needs to be assessed to the entire popu.la.t'ton a.fter analgsing the reason

for di.ffere.\ ce. (R1P)

Note: - EC depends on auditor's personal judgement to use or not, but generally the following

arec. requ.ire EC:

a) Conf'eratLorL of bank balance.

b) Stock/Assets held bg third party and

¢) Debtors/ Creditors.

d) Documents mortgaged with bank.

Follow up confirmation requests: - The auditor may send an additional confirmation request

when a repl.g to a previous request has been not received within a reasonable time. For example,

the auditor may, hav'm.g re—veri.f'Led. the accuracy of or'Lgi.n.a.L address, send an additional or
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follow up request.

EC is more reliable audit evidence when:

It is obtained from independent sources outside the ent'Ltg.

It is obtained d.i.rectlg bg the auditor rather than audit evidence obtained 'Lnd.'Lrectll_.] or

bg Inference (assumptions/guessing).

Itisin documentarg form, whether paper, electronic or other medium.

D] SA 510 INITIAL AUDIT ENGAGEMENT (OPENING BALANCE)

I]| MEANING OF INITIAL AUDIT

An engagement in which the f'Lnanc'La.l. statements of prev'Lou.s Year were -

yl " P A N
Not Audited OR Audited !’,9 predecessor
Au ditor
IT] |OBEJCTIVE 4

1) The Opening balances contain MMS in the current year's FS and

2) The Accounting pol'tc'Les (reflected_ in the opening balances) have been cons'Lstentlg applied,

and any cha.nges in them are :

(1) Properlg accounted for and

(iv) Ad.equatel.g presented. and disclosed .as per r,ppl'Lca.ble FRF.

IIT] | VERIFICATION & REPORTING | (<TP N 13, 14, 15, 17, 18)

/\\ &

/ // Yes Tally opening
/' balance with |
Whether PY. “ Whether CY and Whether audit Whether during the PY Financial
Financial PV auditor are report was Year CY auditor is statements
Statementswere N same Person? Qualified? st i e [ thatwas  [———
audited” 4 A Auditor brought
/é forwarded
/ correctly —
Y oo T s Y
Yes No
. SA 710
STOP
y
CY = Current Uear
APPLH Procedure PY = Previous Uear
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AUDIT PROCEDURES

Audit proced.ures w.rt
(Opening Balance)

1. In order to obtain SAAE as to whether the opening
balances in the current year's FS contains MMS the

auditor shall :

i) Read the PU's audited FS (& other relevant docs), if any,

and

it) Read the predecessor(previous) auditor's report , if an A

(for information relevant to opening balances, including

disclosures)

ii) Check whether the closing balances of the P lLave been

correctlg brou.gh.t forwa.rd. to the Cy.

iv) Check whether any adjustments whcze been shown as

prior period items in the CU's faten.‘en*.—af P&L)

v) Read the Acc. Policies of Ll l_s _' osting balances and

Determine (Check) v gthor they are consistently applied

in the opening bal.ances_ of CU.

vi) Perform audit procedures in the C and Evaluate

whether it F‘oviaes vidence regardin.g the op. balances

vii)Perform specijic audit procedures to obtain evidence

regard ing the opening balances.

2. If the auditor obtains SAAE that the opening balances

corttains MMS, the auditor shall perform such additional

au lit proced.u.res. [to determine it's effect (pervas'we / not

pervasive) on the C{ FS]

3. If the auditor concludes that such MMS exists in the ClJ's

FS also, then the auditor shall communicate with the

management and TCW(; as per SA 450.

AUDITOR'S CONCLUSIONS & REPORTING

If the auditor is unable to obtain SAAE If the auditor obtains SAAE that the opening
re xr_«i’.zz the opening balances, the auditor | balances contains MMS in the Cg’s FS, and
shall express a qua.l'Lf'Led. opinion or a (the effect of the MS is not properlg accounted

disclaimer of opinion, as appropriate, as per for or not a.d.equ,a.telg presen.ted or disclosed,) the

SAT05.

auditor shall express a qu.a.li.fi.ed opi,n'LorL or an

adverse opi,n'Lon, as a.ppropri,a.te, as per SA 705.
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E] SA 520. ANALYTICAL PROCEDURE

1] [MEANING

- | It means evaluation of fina.ncia.l information through analgsis of pla.u.s'Lble (linked)

relat'Lonsh'Lps among f'LrLa.rLc'Lal & non—firw.nci.al data.

- It also encompass such 'mvestigation as is necessary of i.d.el’l.ti.fi.ed. fluctu.ations or relat'Lonsh'Lps

that are inconsistent with other relevant 'Lnformation or that d.'Lffer from expected values

bg a s'Lgn'Lf'Lcant amount.

Analgtical Procedures includes
I

— —§ /N
Consideration of comparisons Consideratioi of relationships

between __among

' ' ? —S A

Current years Actual results Entity's Economic ] Financial
information & anticipated information & treLLdL ratios information
& previous results or similar industry Aj_ & relevant
years expectation. information. Non-financial
information. information.

Various methods may be used to perform analgth 2l I,roced.ures. These methods range

from perform'mg s'mele compa.r'LsorLs to per'i'an.‘i.ng complex a.rw.l.gses us'mg advanced

statistical techniques. Analgtical. proceﬁ'_'re\, may be a.ppli.ed. to consolidated f'manci.al

statements, components are individua! elements of information.

I]| PURPOSE/ OBJECTIVE OF AINALTICAL PROCEDURES

— 'T_‘/TC)\ —~~
Obtain relevant & reliable | Assist the auditor for fra,mi_ng
audit evidence overall conclusions as to whetherthe |

FS are consistent with auditors I

= understanding of the entity —

Exa..iple: -If balances included in the Statement of Profi,t and Loss of an entity are

compared with those contained in the Statement of Prof'Lt and Loss for the same peri.od

of another entity engaged in the same trade and worki.ng under similar circumstances,

it would be possi,bl.e to f'md. out the cause of the variation in the rate of profi.ta.bi.litg that

extsts.
II1] TIME OF ANALYTICAL PROCEDURES | When to perform AP: - (PEQ)
Yl - ~— —
Planning Phase Testing Phase Completion Phase
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constructs a statistical
model from financial
and/or non-financial
data of prior
accounting periods to
pred.i.ct current account

balances. (E.g: - linear

regressi.on)

|| whether current

period balance
moves in lines
with trend of
previous year
(Sal.arg of previous
gear)

|| balance is difficult
to predict but its
relation with other
Ls more predictable
(E.g: - Debtor to

sales ratio)

| generally inore
applicable ‘o
thcome
statcm.entis (E.g.,
—I Occupancy rate

| to astimate rent

Lr.come)

IV] | TECHNIQUES AVAILABLE AS SUBSTANTIVE ANALYTICAL PROCEDURE| (Key - STAR )
ol —— —
Structure Modelling Trend Analysis Analysis of RATIO Reasonableness test
o 1 v v
A modelling tool | Auditor evaluates | | An individual | | These tests are |

Note: - As discussed in above points, let me remind you that dc_sign of substantive analgti.ca.l

procedures is limited onlg bg the a.va'Llab'LL'Ltl_.J of reliable data, the experience & creativity

of the audit team.

ANALUTICAL PROCEDURES USED AS SUBSTANTIVE TEST

N

While d.es'Lgn'Ln.g & performing SAP e'Ltl‘:r 7; Lone or in combination with TOD as per SA 330,

auditor shall take into cons'Ld.era.t'Lon_ fogo ving funds - (Key ;- SRED )

)

S - Suitability of particular AP 'MTQ)

Substantive ana.lgti.ca.l procea.ures are generallg more a.ppl'Lca.bLe to la.rge volumes of

transactions that tend tc be predictable over time. The a.ppli.ca.ti.on of pla.rmed. analgttcal.

proced.u.res is based on E;— expecta.t'Lon that rela.t'Lonsh'Lps among data exist & continue

in the absence of kivown conditions to the contrary.

However, the su.ua.bi.[itg of a pa.rt'Lcula.r a.na.lr_.’tical procedure will depend upon the auditor's

assessment oj how effect'we it will be in detecti.n.g a misstatement that, i,n.d.'Lv'Ld.ua.llg or when

L aqgq Paated. with other misstatement, may cause the fi.na.ncial. statements to be ma.ter'w.l.l.g

misstated. In some cases, even an unsoph'Lst'Lca.ted pred.'Lcti,ve model may be effect'we as an

ar,a.l.gti.ca.l proced.ure. The determination of the su'Lta.b'Lli.tg of pa.rti,cul.ar substantive analgtical

| procedure is i,nflu.enced. bl_,] the nature of the assertion and the auditor's assessment of the risk

of material misstatement. Particular substantive analgtica.l procedures may also be considered

suitable when tests of details are performed. on the same assertion.
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2)

R - Extent of Reliance on AP

4 Depend on
Source of Com.pa.ra.bil.i.tg of Nature & Controls over
Information Information Relevance of Preparation of

Information

Imformation

3) E- Expectation of recorded amount & RMM

Matters relevant to the auditor's evaluation of whether the expectat'Lon can be de'J_eL';L‘ed '

suff'Lc'Lentlg precLseLg to 'Ldertt'Lfg a misstatement that, when aggregated with. othier

misstatements, may cause the firw.nc'w.l statements to be materiallg m'Lss'r_'tte_\l . include -

Expectation of recorded amount & RMM

v

e

expected results of substantive
a.n.al.gti.cal procedu.res can be

The accuracy with which the ||

The degree to whici.
informatior cin be
disa.ggrsga.tcd.

The a.va.i.la.b'tli.tg of the
information, both fi.na.nci.a.l.
and non.-f'Ln.anc'La.l

For exa.m.pl.e. the auditor may

For exam ch, substantive

For example, the auditor may

analutical procedures may

consider whether financial

i.nforma.tion, such as budgets or

expect greater cons'Lsterch Ln

compar'mg gross profit ma.rg'ms

be more ?fective when

forecasts, and non-financial

| expenses, such as research or

I aﬁlLe: to f'Ln.a.nc'Lal

'mformation., such as the

| information on individual

number of units produced or

sectlons of an operat'LorL or

sold, is available to design

to fmanaal statements of

substantive analgtical

advertist ng

components oT a dLverst’[Led

procedu.res, 'Lf the 'mformation is

entity, than when app'L'Led to

available, the auditor may also

the f'm.an.c'La'L statements of

consider the rel'LabLl'Ltg of the

the en.t'Ltg as a whote.

mforma.tton

4)

D -?Lﬂerence of recorded amount from expected value that are acceptable without

tnvest '.ga.t'Lon.

Investigation Results of AP (MCQ)

If a.n.a.l.gti.cal. procedures perform.ed in accordance with SA 520 'Lden.ti,fg flu.ctu.a.ti,ons or

relat'Lonshi,ps that are inconsistent with other relevant i,nform.a.t'Lon or that d'Lﬁer from

expected values bg a s'Lgni,f'Lca.nt amount, then:
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The Auditor shall Investigate such d.ifferences bg PEQ

N
Vo —

Inquiry with Management Perform other Audit Procedures |

(L) Inquiring of management and obta'ming appropriate audit evidence relevant to

management's responses: Audit evidence relevant to management's responses may be obtained

bg evalu.ating those responses ta.k'LrLg into account the auditor's understand.'mg of the en;i.tg

and its environment, and with other audit evidence obtained dur'mg the course c,_t'_ audit.

(it) Perform'mg other audit proced_ures as necessary in the circumstances: The i.eed to perform

other audit proced.ures may arise when, for exa.mple, management is unable (o provid.e an

explarw.tion, or the expla.rw.tion, together with the audit evidence obtained relevant to

management’s response, is not considered adequate.

VII] | AP AT CONCLUSION STAGE
The conclusions drawn from the results of analytical pr«.:-uure_;deslgned. and performed
in accordance with, are intended to corroborate conclusions i ormed d.ur'mg the audit of
individual components or elements of the financial siatements. The assists the auditor to
draw reasonable conclusions on which to base the anditor's opinion.
VIII] [ CONSIDERATIONS FOR PSUW| (IMPCRT/ANT)

> | Auditor may not always be able to co rrTEafer or analyse the relationship between financial
information of PSU because, FS of PSLL are not compa.ra.bl.e with profit oriented entities.
Eq - i) Expenses incurred k: PSU aie jor pu.bL'Lc hence there is a very less relation between

expenses incurred & revenue earned.
i) PSU may treat a(._.LIsEon of asset as revenue item where as other may ca.p'Lta.li.se it :

> | However other relationship may be relevant too.

Eq - i) Variations in Jst/Km of road construction
it) Number of vehicle purcha.sed compa.red with Number of vehicle retired.

The above xamples/information's are comparable for PSU and other profit oriented private
Sector units

> | Hence, auditor must wisely apply AP while auditing financials of public units (PSU).

F] SA 530. AUDIT SAMPLING

I] | MEANING - SA 530 AUDIT SAMPLING

1) | As per SA 530 "Audit Sampling” means applgi,ng audit procedu.res to less than 100% of items

& d.rawi.ng conclusions on the whole population..
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Sa.mples

Popu.la.t'ton

Eva.lu.ating Sa.mples

Conclusion on whole population'

—

2) Characteristics of Popu.la.tion (Keg - CAR)

,, A Jv_ 4 : \‘
Comﬂl.eteness Appropriateness _1': Reliable

L 2

"3

The population also needs to The

auditor will need to L\Fm pe l' orming the audit

be complete, which means determine that the population I sampling, the auditor
that if the auditor intends to from which the sample is performs audit procedures to
use the sample to draw drawn is appropriate for the |Jensure that the information

conclusions about whether a specific audit oict'we. upon which the audit

control activity operated

sa.mpl'mg is performed. is

effect'welg during the

suff'Lc'LerLtlg complete and

f'LrLa.rLc'Lal reporting period, the

popu.lat'LorL needs to include

all relevant items from |

accurate.

throughout the entire perhr".. i

1]

APPROACHES TO SAMPLING

Approaches to—fia._mr_'i.n.g

A

P

—

Staiistical — More Scientific

Non-Statistical

f\p o.h:roach that has RANDOM

e It is based on auditors exper'LerLce,

e SELECTION of Sample

judgement & knowledge

o It uses Proba.b'Ll'Ltg theorg to evaluate

e It is a Common Practice to check large

results

number of sa.mples towards year end.

e It includes measurement of Sa.mpl'mg

e It is criticised on the grou.nds that it is

Risk

neither objective nor scientific
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IIT] | METHODS OF SAMPLE SELECTION
A
l/ \I
Statistical Approach Non-Statistical Approach
N
— I ~ - ~
Random Sgstematic/ Interval Value We'Lgh.ted Haph.azard. Block
S'mel.e Stra.t'Lfi.ed

FACTORS AFFECTING SAMPLE SIZE

For Test of Control

For Test of Details

1) Level of assurance auditor intends to obtain

1) Assessment of F_'V\L\ - DIRECT

while assessing RMM - DIRECT RELATION

RELATION

2)Tolerable rate of deviation — INVERSE

2) Auditor is relb:ng—on. other

RELATION

substantive proced.u.res hence auditor

will be require to perform Less

sampling — INDIRECT RELATION

3) Expected. rate of deviation — DIRECT

3) Desired level of assurance —

RELATION

DIRECT RELATION

4)RMM - DIRECT RELATION

4) Tolerable level of misstatement -

INDIRECT RELATION

5)For Larger populat'LorL, change in si ’eﬁ-

5) Expected. rate of misstatement —

population will have minute or nec ’llgtble

DIRECT RELATION

change in sampl.e size

Note: a) Direct Relation riiean: if there is increase in such factor, sample size will also increase

b) Indirect Relation means if there is increase in factor then Sample Size decreases.

c) Tolerable misstatement — A monetary amount set bg the auditor in respect of which

the auditor seeks to obtain an appropr'Late Level of assurance that the monetary

amount set bg the auditor is not exceeded bg the actual misstatement in the

popt lation. Tolerable misstatement is the appli.cat'LorL of performance mater'Lal'Ltg, as

d :f'LrLed. in SA 320, to a part'Lcu.lar sampl'mg procedu.re. Tolerable misstatement may

be the same amount.

d) Tolerable rate of deviation — A rate of deviation from prescr'Lbed, internal. control

procedu.res set bg the auditor in respect of which the auditor seeks to obtain an

appropr'Late Level of assurance that the rate of deviation set bg the auditor is not

exceeded bg the actual rate of deviation in the populat'LorL.
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V] RISK MM = Material Misstatement

e — E—
Sampling Risk (RTP M 17, 16) Non-Sampling Risk
Risk of expressing inappropriate It includes use of
Opinion based on sample Lnappropriate

L A — procedures,

Test of Control Stage Test of Details Stage misinterpretation
/—A ~ /—/R or anu reasoit not
Controls Controls are MM does MM exi.st\ related to ,‘,a.m.El.i.rLﬂ
are more less effective not exist when when in fact ‘_-;\__ _
effective then they it in fact does, it does not will |
then they actually are, will leads to leads to ;td.(;:tliyalij
actually are, which will Audit risk. work burden. \

will leads leads to g ¢ )
to audit risk additional This ts not Audit Risk
work. burden.

—  Precautions should be taken bg the auditor while applying, Test Check Tech.n.'Lques

i) Thorough stud.g of accounting system shou.l 1 be done before a.d.opt'mg sampl'mg.

i) Proper stu.d.g of internal control systems

lil) Areas which are not suitable fﬁ. :'l..:r'.un.g should be ca.refu.llg considered. Eg: compliance

with statutory PI’O\)i.Si.OI’LS, transactions of unusual nature etc.

) Proper pla.rm'mg for sam}ing inethods to be used and expla.'LrL'LrLg the sta.ff.

v) Transactions and balarices have to be properlg cla.ss'Lf'Led. (stra.t'Lf'Led.)

vi) Sa.mpl.e size sho:'ldi 4 a.ppropri.a.telg determined.

vii)Sample should be cliosen in unbiased way,

vilt) Erro_r located in the sa.mpl.e should be analgsed properlg.

C] SA 50 Related Parties (RP)

I| | MEANING & OBJECTIVE
RP as def'med in AFRF (Applicable Financial Reporting Framework) auditor s requ.ired. to

obtain an understanding of RP transaction and relationship; whether theg are properlg
Identified and Disclosed
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Meaning: A party that is

l T\

\

RP as defined in AFRF

(R )

Where AFRF does not established RP, then

\ 4

Note: - Entities that are under common
control bg a state government (Le.
national, regional or local govemment)
are NOT considered as RELATED, unless
they engage in significant transactions or

share resources to a s'LgrL'Lf'Lca.rLt extent

with one another (PEQ Nov 19)

a) Person or other entity that has control or
significant influence, directly or indirectly through

one or more intermediaries, over the reporti.n.g er *.i.tl_.,,

b) Another entity over which the reporting entity Las
control or significant influence, directly or indirectly
through one or more intermediarizs; or

¢) Another en.t'Ltg that is under cominon control
with the reporting entity through having: common
controlling ownership, owners who are close family

member or common key ranagement.

RISK ASSESSMENT PROCEDURES AND RELATED PARTIES

o /I¥

N

Understand entity

Maintain. alertness

Sh.a.r'mg RP 'Lnfo with

and RP transaction

for RP tnfo

engagemen.t team

l (N19,15,12, 0%/ M Os) |

Applg SA 315

Exercise p ofess'Lonal scepticism

and SA 240 N and inspect document
[ PESPONSE TO RMM ASSOCIATED WITH -
£ 8 —~ ~

1. Newllj '.d.e-ﬁiﬁed RP (Le.

2 S'LgrL'Lf'Lca.rLt RP transaction outside the

not previously identified

erLt'Ltl_.j's normal course of business

(N 14, RTP M 11, 14)

i) Proi ‘ntlg communicate to

In.spect the 'Ld_en.ti.f'Led. contracts or agreements

en ga.gement team

and valuate: -

ii.) [nquire as to whg entity controls fa.'Lled to

i) Who Authorised such transactions

'Ld.ent'Lfg RP transaction.

il) Business rationale

iit) Evaluate indication of fraud

i) Consistentcy with mgt expla.rw.t'LorLs

lv) Perform additional audit proced.ure

iv) Disclosure as per AFRF
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Examples of ONCB: - (PEQ Nov 20)

i) Complex equity transactions like corporate restructuring or acquisitions;

i) Transactions with offshore entities in jurisdictions with weak corporate law;

ili) Sales transactions with large discounts or returns;

v) Transactions with circular arrangements like sale and repurchase agreements

v) Ensure RP transactions are at Arm's Length Price (ALP)

vi) Obtain written representation relat'mg to accounting treatment and disclosure

vii)Potential inherent limitation with respect to RP (Important)

i ..

[ | , -
Ma.n.a.gement may be unaware of RP rel.a.tionshi.ps may present a greater
the existence of all RP opportunity for collusion, concealment or

manipul.ation bu ma 1agement

Le. Newly identified RP by auditor —

Important Question. -

How can an auditor veri.fg the existence of related party relat'Lon.shi.ps and transactions?

i) Entity income tax returns.

ii) Informa.tion supplLed_ bg the entity to regulawug authorities.

iitl) Shareholder registers to 'Ldent'Lfg the entity's pri.ncipa.l shareholders.

iv) Statements of confl.'Lcts of interest from management and those charged withgoverna.nce.

v) Records of the entity's investnients ai ud those of its pension pl.a.ns.

vi) Contracts and agreements with ey management or those charged. thhgovemance.

vil) Significant contracts and agreements not in the entity's ord'ma.rl_,] course of business.

vi,i,'L)Spec'Lf'Lc invoices and cor 'espondence from the entity's professi.onal advisors.

ix) Life insurance pol'u.I oS a.cqu.'Lred bg the entity.

x) Significant contracts renegotia.ted. bg the entity d.u.ri.ng the per'Lod..

xi) Interrls L auditors’ reports.

xil) Docuinents associated with the entity's f'Lli.ngs with a securities regu.[ator eq,

Rw. qspectu.ses.

Repr.rti.n.g for incorrect RP disclosure:

i) Inquiry of, and discussion with management and those charge with governance.

i) Inquiries of the related party.

i) Inspection of s'Lgn'Lf'Lca.rLt contracts with the related party.

iv) Appreciate backgrou.nd. research such as throu.gh the internet or SPeCi.fi.C external business

'LrLformat'LorL databases.

v) Review of emplogee whistle—blowing reports where these are retained.

Author's Note: Auditor consider reporting respons'Lb'Lli.t'Les under 3(xiii) of CARO, 2020
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H]

SA 610 (REVISED) USING THE WORK OF INTERNAL AUDITORS

I]

OBJECTIVE [ If an entity has an Internal Audit function & its relevance to the External

Auditor's work, then external Auditor should determine.

S ——

Pl

A If the specific work of the internal Auditor B. Whether, such work is adequ.ate for

can be used & if so, to what extent the audit purpose

1]

IN ORDER TO DECIDE EXTENT OF WORK TO BE USED, | (M 2018)

External Auditor should determine:

a)  If the Internal auditor's work is adequate for audit purpose & evaluate : - jcg - 0G)
¥ — — v 5
Objective of internal Internal Auditors Internal Auditor's -'_rEfl"ect'Lve Commu-
audit function technical Competence work is carited nication between
out with pro| essional the internal
Care auditor &
external auditor

b) | Plan effect of Internal auditor's work on the N T E of External auditor's procedures &
Consider : -
/‘ —
— | —
Nature & scope of Assessed risk of material The degree of subjectivity
Specific work performed misstatement at the assertion involved in evaluating
or to be performed ~ !level for a particular class of the audit evidence to support
A Transaction, account balance the relevant assertions
& disclosure

c)

Determi,nini'\fa.tu re & Extent of Work that can be a,ss'LgrLed. to IA (RTP M 19,18, 17/PEQ N 22)

IA shall not be used to provi.d.e Direct Assistance to perform proced.ures that:

Involve m ‘ki.n.g si.gn'Lf'Lca.n.t ju.d.gemen.ts in the audit, it includes fol.low'mg: -

LEWA *ﬂess'mg the risks of material misstatement:

L. ",va.l.ua.t'Ln.g: -

The suﬁ'Lc'Lerch of tests performed;

Appropriateness of management's use of going concern assumption;
ppropriat 9 t gotng pt

S'Lgnificant accou.rLt'mg estimates;

The a.d_equ.acg of disclosures in the FS.

2. | Relate to higher assessed risks of material misstatement;
3. | Relate to work with which internal auditors have been involved; or
4. | Relate to decisions, external auditor makes in accordance with this SA
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d) Evaluating ad.equ.acg of work. of IAN15,M15/12)
1. | The work of the function had been properly planned, performed, supervised, reviewed &
documented,
2. | Sufficient appropriate evidence had been obtained to enable the function to draw
reasonable conclusions; &
3. | Conclusions reached are appropriate in the circumstances & the reports prepared by the
function are consistent with the result of the work. performed. .\
e) Using Direct Assistance of Internal Auditor (M 18) P _—
1] Prior to using the internal auditors to provide direct assistance for purposes of the audit, the

external auditor shall:

e Obtain written agreement that the IA will be allowed to fol.lr w the exte nal auditor's

Instructions.

o Obtain written agreement the IA will keep confi.d.e'.l:l.a,l sp_'c'Lf.c matters as instructed

by the external auditor and inform any threat to tieir subjectivity.

e External auditor shall direct, supervise and review the work performed bg IA

IA shall be su.ffi.c'LerLt so that external auditor is Slti.sfi.ed. that the IA have obtained

SAAE to support the conclusions based on that work.

Author's Note: - Each and every su.b—hea.din.g (Le.] om a-e) can be asked sepa.ra.telg as a s'Ln.gle

4 marks question.

| Students Note:
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CHAPTER 5. AUDIT OF ITEMS OF FINANCIAL STATEMENT

> WHAT TO STUDY

I] Introduction

II] How to audit items of Balance Sheet

III] How to audit items of P/L

IV] How to audit/ check presentation & disclosure in FS [There are lots of changes in

disclosure: thoroughly study Schedule IIT from accounts also]

I] [INTRODUCTION

In the earlier chapters we have disclosed about spec'Lf'Lc assertions relat'Lng to Account

Balances, Class of transactions and disclosures.

¥ assertions are implicit or explicit claims made by company's management just to recall.

Assertion (PEQ Nov'21)

_— A — — —
Account Balance (B/S) Class of Transaction (P/L) ! Disclosure

o Existence o Occurrence o Occurrence

« Rights & Obligations o Completeness 4  Rights & Obligations

. Completeness e Accuracy/ Allocation . Compl.eteness

o Valuation o Cut- 1? o Accuracy

. Jas._ifica.tion o Valuation
o Classification &
Understandability

Explanati.on: -

1) Existence — Assets/ L'Labl"tti& ;uitg exist as at the per'Lod..

2) Ri.ght & Obli.ga.ti.on - Entily has the r'Lght ownership or use of the asset.

3) Cornpleteness - a) AlL assets, liabilities & equity balances are recognised (B/S)

b) All transactions that were supposed to be recorded are recogn'Lzed bg the

company (P/L).

4) Valu.a._tl.on — Assets & Liabilities have been valued appropr'w.telg.

5)1 Accurc,cg/ Measurement — Transactions, events balances are measured and disclosed correctlg

| at their a.ppropr'La.te values

6) | Occurrence — Transaction & events have occurred & relate to the ent'Ltg

7) Cu.t—off/ Cla.ssi.f'Lca.t'Lon - Amounts are for the year & 3lst March is the last da.l_.’ for record.'Lng

expenses & income.

8) Presentation as Disclosure: - Whether pa.rti.cular items in FS are properlg class'Lfi.ed., disclosed

and described.
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I1]

HOW TO AUDIT ITEMS OF BALANCE SHEET

)

Share Capital

Assertions Audit Procedures
a) | Existence e Auditor should examine "Authorised Capital" as designed
u/s 2(8) of Companies Act.
e Verify it with MOA of company .\
o Verify Capital Register e
o Verify stamp duty paid on issue of shares
b) Completeness e Examine "Issued Capital” as d_ef'med. u/s 2(;,_’)) of
Companies Act. \
o Verify share capital includes the shares aliotted for
consideration of cash & other thuan cash.
¢) | Valuation . Ta.llg authorised, issued ;,a.Ld u.ESh are ca.p'Lta.l with previous

year audited Financial Statement

e In case of chanae obtain WR.

SP can be used for

e Obtain & ver'LfE coptes )f forms f'Ll.ed. with MCA

following: -

1. Form SH 7 - Inciease in authorised share ca.p'Lta.l

(i) Issuance of fully paid

2. Form PAS 3 - Increase in pa.id_—up catha.L

up Bonus shares

. Ver'Lfy pai i—up is within authorised share cap'Lta.l

(i) w/off prel'Lm'LrLarg

. V;.LI"\ 1 calculation of stamp dutg

expenses

(L) w/off discount &

expense on issue Of

|
¥

. lﬁhr,res are issued at

Premium - Ver'Lfg compl'LarLce with Sec 52, of Companies Act,

(Rega.rd.'mg utilisation of premium amount)

shares or debentures ¢f

. If shares are issued at discount - ver'Lfg compl'ta.nce with Secs

Comparuj

53 & 54 which states that no company can issue shares at

(iv) Paying P emiuin on

discount except issuance of sweat equitg

Redeem then of pref.

siiares or debentures

(v) Buy be.ck u/s 68

Pena.l.tg for Contra.vening Sec 53
!

. }

Company

P e —
Q AND ) Office in default

Amount raised through issued of share at discount or

2 500,000 whichever is less.
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Compang shall also be liable to refu.nd. the monies @12% p.a.

Sec 54-- Issue of sweat

e Auditor should ver'Lfg reduction in ca.p'Lta.l bg: -

eq u.'LtlJ means eq u.i.tl_.j

1. Check'Ln,g compl.i.a.nce with sec 66

shares issued bg the Co. to

2. Veri.fgin.g SR pa.ssed.

employees/directors at 3. Verifying AOA MOA

discount for providing 4. Examine order of NCLT

know-how or making 5. Inspecting registrar certificate

available right in nature 6. Vouching accounting entries

of intellectual property, 7. Confirming the revaluation of assets & disclosures
rights 8. Verifying adjustments made in members A/c

9.

Con.f'er. the words "and reduced”

Conditions for Issuing Sweat Equity Shares

i) SR passed bg Co.

il) SR spec'Lf'Les number amount, consideration issued once in a ucai onl'J Co. has issued

of equity shares.

iit) Omuitted

iv) Where the equity shares of the company are listed on a recogn'Lsed. stock exchange, the sweat

equitg shares are issued in accordance with the regul' tions made bg the Securities and

Exchange Board in this behalf and if they are not so listed, the sweat equity shares are

issued in accordance with such rules as may be prescr'Lbed.

v) The rights, limitations, restrictions an dprovisions as a.ppli.ca.ble to equity shares shall be

a.ppl'Lca.bl.e to the sweat equ'Lt‘_ls'ua.. os Lssued under this section and the holders of such

shares shall rank pa.ri. passu with othier equity shareholders.

d) | Presentation & Disclosure |/ uditor must ensure disclosure as per requirement of Ind AS &
Schedule III [Note: - A Performa of Schedule IIT format of P/L &
Y rB/S is annexure to the chapter for practical knowledge & clear
understanding]
2) | Reserves & S_urplu.s (Called as other equity under Ind AS)
Reserves Provisions
Rese! ves are amounts appropriated out of Provisions are amounts charged against
profits that are not intended to meet any revenue to provide for:
liability, contingency, commitment or (i) Renewal or diminution in the value of
diminution in the value of assets known to assets; or
exist as at the date of the Balance Sheet. (i) A known liability, the amount whereof

could onlg be estimated and cannot be
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determined with accuracy; or

(iit) A claim which is d.'Lspu.ted_.

Assertion

Audit Procedures

a)

Existence

. Tallg the opening balance with previous years audited

FS

b)

Completeness

o Trace the movement in Reserve Bank ie. adjustment for

dividend cross ver'Lfg it blj exa.m'm'mg: -

DDT, resolution pa.ssed. etc.

c)

Valuation

e Auditor should ver'Lfl_.] that proposed divid md._slf;uuld.

not be recognised as l.i.a.bi.l.i.tlJ as on ba la;‘ ce siteet date.

e Examine utilisation of security premium ‘discussed

earlier)

Note: - Students are advised t(‘il.._k. AS 4/ Ind AS10 &

Secs 52, 68 etc.

d)

Presentation Disclosure

Auditor must ensure disclosure as per requirement of Ind AS

& Schedule IIT [INote : - A Performa of Schedule ITI format

of P/L & B/S is annexu.re to the ch.a.pter for pract'Lca.l

knowledge & clear understanding]

3) Borrowings

Liabilities are the f'LrLarLc'Lal obllb'u".ou 0‘|\ an erLterpr'Lse other than owners fu.nds. Liabilities

include loans/ borrowings, trade paya bles and other current liabilities, d.eferred payment
F N

credits and prov'Ls'LorLs.

Auditor shall verifg liahi.let'.es that no lLabLl'Ltg is omitted or overstated.

Assertion

Audit Procedures

Existence

Review Board minutes for a.pproval of new lend.'Ln.g agreements.

Verifg loan agreements for check'mg interest terms, nature

of loans etc.

Obtain Bank Conf'erat'LorL, agree details of lease & hire

pu.rchases trust deed.

If the transaction is Outside Normal Course of Business

(ONCB) or includes Newlg Ident'tfied Related Party (NIRP)

applg procedu.res mentioned under SA 550

b)

Completen.ess

e Obtain a schedule of short-term & long—term schedule

e Reconcile the balance at the beg'mn'mg & clos'mg of F.LJ
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o Consider additional evidence

Applg direct confi.rma.t'Lon proced_u.res as per SA 505

¢) | Valuation o Determine a/c policies & methods of recording debts
e Recalculate interest
e Check computation of amortisation
 For foreign exchange loan test translation calculation
d) | Presentation & Disclosure | Determine all appropriate disclosures in complaint with Ind AS

& relevant sections of Companies Act, 2013,

4) Trade Receivables (TR) (PEQ Nov'22) g
Trade Receivable are an essential part of any organisation’s balance sheet. Often referred
to as debtors, these are monies which are owed to an organisation bg a custorner.
a) | Distance e Reconcile ledgers, calculate the rrLeL_-abfe report total.
MCQ o See whether realization is recorded irvoice wise
Q. Direct confirmation o Obtain external confirmaiion by applying SA 505
Procedures are . Applg SA 520, perform trend analgs'Ls
performed. d.u.ri.ng e Examine sales with related party, Le. evaluate collectab'LL'Ltg
audit of accounts from related party receivables.
receivable balances to
address the following
balance sheet assertion:
a. Rights & Obligation AN
b. Existence
¢. Valuation
d. Completeness
b) Completeness e Examine appropriate cut off procedures are followed. for invoices

issued for last few d.a.gs close to year end.

e Test invoices listed in receivable report

e Match invoices to shippi,n.g/ d.i,spa.tch log. Match invoices dates to

the sh'meen.t dates for those items in the shi,ppi,ng/d.i,spatch l.og, to

see i,f sales are bei,n.g recorded in the correct account'mg peri,od.—

—- Assess bill and hold sales

— Review rece'w'mg l.og. Review the recei.vi.ng l.og to see 'Lf the

Compang has recorded an i.nord.i,n.a.tel.l_.’ Large amount of

customer returns a.fter the audit per'Lod..

. Stud.t_,] the system of giving discounts and check the fol.lowi,ng:
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(a) Whether the same is belng given as per the Company pollcg/

general lndu.strg trends;

of cheque or on the basts of date of receipt of ch.eque.

e Review credit memos

properlg authorized, whether th.eg were issued in the correct

other problems.

c)

Valuation(PEQ July 21)

e Assess the allowance for d.oubtful account.

(MCQ) Obtalnlng trade

e Obtain the ageing report

Receivables ageing

(b) Whether cash discount is given on the basis of date of realization

e Credit memos issued durlng the audit perlod. to see lf theg were

peri.od., and whether the circumstances of their issuance indicate

e Review the process followed. bg the company to a_'low RDD -is it

report & analgsi.s &

Conststent

Id_entlflcati.on of d.ou.btfu.l

e Scrutinize the analgsls & i.clentlfg H,_elfs \,;hlch—clppears d.ou.btful,

debts is performed du.r'mg

check whether wrlte—off G re luctlort; are done or not.

audit of accounts

receivable balances to

address the followlng

balance sheet assertion:

a. Valuation v

b. R'Lgh.ts & Obllgatlons

c. Existence

d) | Presentation & . _C&ck_*h at the forelgn currency are disclosed properlg.
Disclosures o FPresenlation is in accordance with GAAP ie. Ind AS in
complaint with Schedule IIL
| Note: - Transactions with Related party u/s 189 are required to be
reported. properly in CARO.

5) Cash. & Cash Equivalents

1t repiesents most liquid assets of an enterprise.

| Utmost professional skepticism need to be exercised while auditing such balances.

Assertion Audit Procedures
a) | Existence o Existence must be checked bg surprise testing.
o Special care is necessary for verification of cash

b) Completen.ess . If there is any rou.gh cash book check entries
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e Evaluate IOU (I Owe L_Jou.)

— Temporary Advances (%) .
Company K Ltd. Employee

. Perform cash sensitivity a.na.l.gs'Ls

. Ver'Lfg balances regularlg

e Obtain Bank Reconciliation statement. (BRS) & \_‘ri.fg f‘h; same bg

tallging the balance & obtain bank conf'er at'Lo.‘V also check

material recorLc'Ll.i.n.g item included unde: “Che_que' d.epos'Lted. but

not credited bg Bank”

e Check items debited/ credited :Jlj ba.rl_'; _r'ot accounted for

e Direct confirmat'LorL proced.ure.,

o Obtain bank conf'erf.LLan

e Ask PFI & banks to onfirm the amounts held in current A/C,

CC A/C, escrow A/C etc.

Valuation

Ensure & Ver'Lfl_.J fwrex conversion process.

d)

Presentation &

Ensure whether the disclosures as required_ under Ind AS Compl.a.'mt

Disclosure

Schedule TIT

| Student Note: -
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6) INVENTORIES: -

It is current asset held for sale in the ord'ma.rg course of business or in the process of prod_u.ct'LorL

for such sale or for corLsu.mpti.orL in the produ.ct'Lon. of good.s/servi.ces.

AS 2: Valuation of Inventory

l

generallg, Inventories are valued at lower of

7 —
e —~
Cost Or Net realisable value |
The above principle generally applies to all inventory exceptl
R N \"

Yl \ 4 2 N
WY/P under construction| | Shares, debentures & Inventories of Livestock,
contract (dealt as per other financial agriculture, forest products
AS 7) instruments held as 1S mineral oils, ores, gases.

Lnventory | |(dealt as per Ind AS 41)

Method of valu.'mg inventory must be appli.ed consi;s'usntl.g

Assertion Audit Procedures

a) | Existence e Review clients plan for inventory count

e Ensure CO'LSLg.‘ed goods are segregated & su.perv'Ls'LorL

. Perfor'a test count

e Assure that all items are tagged

o tay alert while check'mg empty box & obsolete goods

1 westiga.te into s'LgrL'Lf'LcarLt d'LﬁererLce between the ph.gs'tca.l stock

& recorded stock

e Observe I.C. over 'Lrwentorg

b) Completen.esx . Perform Analgtical Procedures (Le. Ratio arw.lgsis, trend check)

e Examine non—f'ma.ncial 'Lnformat'LorL related to 'LrwerLtorg

eg. Weight, Size

e Trace shi,pp'Ln.g bills

. Ver'Lfl_,] accuracy

o Reconcile phgsical. stock with records

c) | Rights & Obligation « Vouch purchase invoices

e Evaluate good. with third party & obtain external confirma.ti.on
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e Review collateral agreements, consignment agreement, pu.rchase

Agreement

d)

Valuation

Management may value Lnventory

A 4

¢ e D)

As per GAAP

v

FiFO ( OR )

D e
OR

LIFO Q ) Wei.gh.ted average system

Inventory
}
2N !
Raw Material WP (PEQ) FG
o Calculate cost Ascertain stage of Enquire into cost
« Enquire into completion included.
basis of Ascertain the Ensure valuation
standards elements of cost as per AS — 2
o Test check included & Follow up for
Lnvoices compare the obsolete goods
« Value available cost & Perform inventory
damaged financial data ageing
;w;d.s or with the basis on Apply procedure
ohsolete which such cost as per SA 501
tnventories are incurred Compare recorded

Ensure that

cost with

material costs

replacement

exclude any

Examine vendor

abnormal

pri,ce List

wastage facto rs

Calculate

'anentorg turnover

rate

e)

Presentation &

Ensure whether disclosures as regu.tred. under Ind AS complaint

Disclosure (PEQ)

Schedule III to Compan'Les Act, 2013 have been made.
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7) FIXED TANGIBLE ASSETS (referred. to as property, plant & equipment PPE)

Before we understand Fixed Asset (FA) it is 'meortant to understand d'LffererLce between.: -

A 4

| }

Revenue Expenditure Capital Expenditure
Benefit of such expenditure gets Benefit of such expenditure are used
expended. or exhausted in process of or enjoyed for a period more than a
enjoying of revenue within short year (> 1 year) A *
span of time (Max 1 year) Eg: Acquisition of FA making |
Eg: Cost of RM, Salaries, Rent, Power additions or enhancemends
& Fuel, Repair & Maintenance, Acquiring valuable rights like
Legal charges etc. patents, Trademarks ectc.
Important

There are expense, which are essent'w.llg of a revenue naiure but regard.ed. as cap'Ltal

expend.'Ltu.re (PEQ)

Eg -

.. Material and Wages; - Ca.p'Lta.l expend'Ltu,re wherit expend.ed. on the construction of a

build'mg or erection of mach'merg;

iL. Lega.l expenses: - Ca.p'Lta.l. expend.'Ltwa wheit tncurred in connection with the purchase of

land or bu.'le'LrLg;

iil. Fre'Lght: - Ca.pita.l. expenditu re when incurred in respect of purch.a.se of pla.nt and

machinerg;

. Repair: - Major repaiis of « ]‘Lxed asset that increases its product'witg;

v. Wages: - Wages naia on installation costs incurred in Plant & ma.ch'merg;

vi. Interest: -it srest Lricurred d.u,r'Ln.g the el'Lg'Lble per'Lod as def'med. under Ind AS 23 Le.

during the period of construction of the asset.

Assertion Audit Procedure

a) | Cxister.ce Review managements pl.a.n. for phgsica.l ver'Lf'Lca.ti.on (Note

Phgsi.ca.l. ver'Lfi,cat'LorL shall be done at least once in 3 gears)

Evidence of a.ppropri,a.te su.pervi,si,on

Obtain ver'Lfi,ca.ti,on report backed bg worki,ng sheet

Perform foll.owing proced.u.res:

- Assess all items are tagged

- Reconcile items with register
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- Verifg the d,'LscreparLc'Les noted based on phgsi.ca.l

ver'Lf'Lca.t'Lon and how it is dealt in BOA

b) | Completeness o Verify movement in the PPE ie.
[Note:- Students are Opening + Addition — Deletion = Closing
Advised to thoroughly e Check arithmetical accuracy

Study AS - 10: PPE from

o For every addition veri.fg probable future economic ber efu

Accounts Syllabus]

e Ensure expend.i.tu.re tncurred are reasonable measired & are

capi.ta.l. in nature

[ ]
m
X
s
2.
=]
o
()
[e]
&
[e]
—
g'_.
3
s
wn
-
]
[y
p=]
oo
o
S~
P A
Ji
@

c)

Valuation

e Asvalue of FA/PPE depreciates due to gfﬂ% of time, use &

obsolescence

e Auditor must ver'Lfg that andity _c'ta‘ ges d.eprec'La.ti.on. on all

Item (Except free hold LAND)

e Method of d.epreci ation reflects the pattern in which the

assets fu.ture ecor.omic t:neﬁts are expected..

(Eg. SLM, WDV Method)

o Verify impairment assessment done bl_.] management, bg

verifying c mrli.a.nce with AS 28/ Ind AS 36, also check'mg

that wiiether recoverable values are correctlg derived.

d)

Right & Obligation

o While performing phgs'Lca.l verification, cross verification

ownership bg exa.m'm'mg pu.rcha.se tnvolces

| « Auditor should insist & ver'Lfg the or'Lg'LrLa.l title deed

e In case title deed of immovable property are not available

with management Le. prov'Lded. as secu.r'Ltg a.ga.'mst borrowing

then obtain external confi.rma,tion

Preseritation & Disclosure

Ensure whether disclosures as required under Ind AS compla.'mt

Schedule III to Companies Act, 2013 have been made.

8)

FIXED ASSETS: - INTANGIBLE ASSETS

2>

It is an 'Ldentifiable non-monetary asset without phgsical substance, held for use in the

produ.cti.on or supplg or for renting

Eg. Computer Software, Patents, Copgri.ghts, goodwil.l., Motion Picture Films, Licenses etc.
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> Note: - Some 'Lnta.ng'Lble assets may be contained in or on a phgsical substance such as a

compact disk.

> Inta.ngi.ble assets are valued as per AS-26/ Ind AS 38

Assertions Audit Procedures
a) | Existence Auditor should verify, whether such intangible asset is
tn active use. In case any 'Lntanglble asset is not tn active use,
vertfg that such assets are appropr'La.telg deleted from BO&
b) Completeness Verify movement in Lntang'Lble assets g

Check arithmetical accuracy

Assess 'Lnterna.lll_.] genera.llg IA

Examine treatment of expenditure is d;ﬂe. ont dej «endlng on

pha.se durlng which it is incurred

Phases |

—l,_. = = |

Note:- Interna.llg

!

Research

generated IA such as

Development

brands, mast/head

1) Expenditure are not 1) Expenditure duty this

ca.pltallse rather ph.a.se can be capttallzed.

publishing titles, expensed. out ie. debited only if
cannot be recognized o P/L a) Technical feasibility is
as asset; However _{;q_‘,‘ Cxpense to gain completed

pu.rchased.

b) Its able to use or sell

Cjood_w'Lll can be |

| knowledge

l b) Search for alternative c) Able to generate probable

recorded in Books of D

Account 'Lf it represents

material, device, product future economic benefits

¢) Evaluation & trials d) Able to reliable measure

fu.ture economic

expend.i.tu.re attributable to

benef'Lts

IA

e) Availability of

technical, f'Lnanc'Lal &

resources to cornplete the

development

. Vertfg cert'Lfi,ca.te/ report/ similar document

. Ver'Lfg a.pprova.l for additions

. Ver'tfg process followed to discard on asset Eg. Bg Lnviting tenders, quotes etc.
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Valuation (PEQ Ju.lg 21)

. Ver'Lfg amortisation & diminution in value of asset

e Also ensure impairment assessments has been taken bg

management

. Ver'tfg compl'w.nce with AS 28/ Ind AS 36

d) | Rights & Obligation Scrutinise all expense invoice/ purchase contracts are in the
name of entity
e) | Presentation & Disclosure | Ensure whether disclosures as required under In.d; AS i()'_r}p;uint
Schedule III to Companies Act, 2013 have been . ade.
9) TRADE PAUABLE & OTHER CURRENT LIABILITIES vy
Liability is classified as current - §
/;\
Vo)
Tt is expected to be settled Held for the purpose of Settled within 12 m after
in entity's normal cycle trade reporting period
of operation
Note- The entity does not ha.l;e _n.ri _‘Lnr.md.'Lt'Lona.l ri.ght to d.efer settlement of the li.a.b'LLi.tg
for at least twelve months a.ftc._' the reporting peri.od.. Terms of a l'Lab'Ll'Ltg that could, at
the option of the counter party, result in its settlement bg the issue of equity instruments
does not a.ffect its classification.
Assg‘fign A Audit Procedures
a) | Existence Check Internal Control

Ensure that trade pagable ledger reconcile with general led.ger

Calculate pa.ga.ble totals

Review justification for larger amounts

Obtain direct conf'erat'LorL as per SA 505

Perform trend a.n.a.l.gsi.s as per SA 520

Ensure a.ppropria.te authorisation for transaction with related

party, a.ppll_.] procedu.res as per SA 550
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b)

Completeness

o Auditor needs to sat'Lsfg hLmself of correct & proper cut—offs.

o For invoices recorded dur'mg d,a.gs closer to year end ensure

good.s are recelved or risk & records are transferred. in fa.vour of

compang

All good.s are recorded & recelved

Match purchase vouchers to gate entry register

Test Purchase/ Expense Vouchers listed in account pa.ga.bl.e report

Match vouchers to gate entry register/ log [ie. goods

register]

Review all material expense vouchers

Obtain list of customers a.long with its ageing A

Enquire about d.i.spu.tes with customers, i.f any

Verify if advances have been adjusted S'A.D)"ILL_:;(L{IJ post sale of

goods (SA - 560)

Ver'Lfg statutory dues like TDS, C_]S‘Il_l_t_uurg Tax etc. & Obtain

challans for the d.eposLts of such statutory dues.

c)

Valuation

Assess old outstandii 9 liabL itg bg revLewLng compa.n'Les process

to 'Ld.ent'Lfg the amount .equired to be written back

Obtain ageing repoit; Spl.i.t between less than 30 dags, 30-60

d.a.gs old, 60-180 days, 180 dags - 365 d.a.gs or more

Checkf!.\*t write backs in the L'La.biL'Ltg balances are assess

(;he_rk _'Lwrei gn currency conversion (AS-11)

Ldentify amount to be pa.i.d. to (MSME) Micro, Small & Medium

L‘,terprises at the end of the year

d) | Presentation Cv_ énsure whether disclosures as requ.'tred under Ind AS compla'LrLt
Disclosure 8 Schedule III to Companies Act, 2013 have been made.
10) LOAINS & ADVANCES AND OTHER CURRENT ASSETS
- It means money advanced to related or other parties with or without interest & include
' amounts recoverable either in cash or in kind.
Assertions Audit Procedures
a) | Existences e Perform same procedures as performed for Trade receivable
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b) Completeness e Obtain a list of all advances & other current assets
. Inspect loan agreements.
 Confirm the provision of AOA
e Inspect minutes of BOD meeting
e Verify loan has been acknowledged by the party & inspect
security, if any
o Ascertain loans & advances given to related party areat
Arm’s Length price 2
e Verify Statutory balances with authorities & Obtain copies
return A
¢) | Valuation e Assess allowance for doubtful account s ]
o Obtain ageing report of loan
o Discuss with management iegarding recoverability of loan &
provision thereof
o Check whether write-offs or other reductions are appropriately
approved
o Check foreign currercy conversion rate & calculation
d) | Presentation & Disclosure | Ensure whelher alsclosures as required under Ind AS complaint

Schedule TiI to Companies Act, 2013 have been made.

1) PROVISIONS & CONTINGENT LIABILITIES
Provision Contingent Liabilities
(L) | A Known Lia bLl:fg, L) A possible obl'Lga.t'Lon that artses from past events and whose
amount where of cannot existence will be confirmed only by the occurrence or non-
be determined with occurrence of one or more uncertain future events not wholly
sub:‘ci*ial accuracy or within the control of the entity; or
(it) | A clain which is (ii) A present obligation that arises from past events but is not

d.i.Spl ted.

recogni,zed. because:

e Itisnot proba.bl.e that an ou.tflow of resources em.bodgi,n.g

economic benefi.ts will be requ.i,red. to settled the obl.'Lga.ti,on.; or

e The amount of the obl.'Lgati,on cannot be measured with

sufficient reliability,
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Con.ti.n.gen.cg

A Likelihood of Occurring

- v N

Probable Reasonably Possible Remuote
“A_ Amount is ] !
N DISCLOSE NONE
Estimable Not Estimable LIABILITY
! ! -
RECORD & DISCLOSE s ¢
DISCLOSE LIABILITY A
LIABILITY
Assertions Audit Pgidwes
a) | Existence e Obtain a list of all provLsLo_rLs_G compare them
b) Completeness e Inspect agreement
¢) | Valuation e Obtain e pert report, calculations & underlg'mg worki.ng

for p'o\ns' on amount

e Apply SA-500 while using the work of managements

expert

aF 4. ==

d) | Presentation & Disclosure tnsure whether disclosures as requ.'tred under Ind AS compla'LrLt

Schedule III to Compan'Les Act, 2013 have been made.

1) [ How to audit items of P/L

1. Sales

(L) A ‘:.i"'lr must ensure that transactions are not ma.ter'w.l.l.g misstated bg perform'mg test

check as a part of Year end procedures & also evaluate internal controls over those

transaction.

& Obtain understanding about
v
v v
Organisation & Revenue Centers
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Assertion

Audit Procedure

a)

Occurrence (PEQ Julg 21)

e Ensure it is not over stated bg checkings -

- Whether a si.n.gl.e tnvoice is not recorded twice

- Fictitious — Customer & sales

- Sh.i.pmen.ts document

- Unearned revenue

- Substantial uncertainty

- Customer Obl’LgatLon

- JE. of unusual item

- Supporting documents

- Ratios of Sales return to sales

b)

Completeness

Perform cut—off test

Evaluate "Credit Notes”

Trace shipping documenis to the sales journal

Check whether guality in register matches in financial

record & gST register

Review C_,ST returns

Measurement

e Consider forex calculation

®

Recalculate pr'Lces & extension on sales

o

gm pare the sales & check transaction with related party

are at Arm's Length pr'Lce

d)

Presentation & Di.SCl.OSLI.I‘_e

Ensure whether disclosures as requ.'tred. under Ind AS compla'LrLt

Schedule III to Compa.n.'Les Act, 2013 have been made

Other Incore: Like interest, dividend ga.'m/l.oss on sale of tnvestment.

(L) /\u_J“:or must prec'Lsell_,J check timing for recognising such revenues as per AS 9/ Ind AS 18

(L) As per Ind AS, income from debt instrument is recorded using "Present value of fu.tu.re

Infl.ow" method

(i) Entity should estimate the expected. cash flows bg con.si,der'Ln.g all contractual terms.
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(v)

Dividend are recogni.zed. onlg when

¥
Il !
Right to receive is It is probable the benefit Amount is reasonably
established will flow to the Co. measured
Assertion Audit Procedures

a) | Occurrence, Completeness

e For dividend, Ver'Lfg right to receive is establish ¥é

e Obtain a l'Lst'Lng of

f'Lxed_ d.epos'Lts opened _' urirg the per'Lod_

e Obtain conf'erat'LorL from Bank

« Cross verify with the copy of 26A5 (TDS st;,cement)

b) | Measurement

o Verify arithmetical accuracy

e Calculate interest & reconcilz with recogn'Lsed amount

. Ver'Lfg Interest Rate

e Verify the amount with gai.n/([oss) register

¢) | Presentation & Disclosure

Ensure whether disclosures as required under Ind AS

complam. Sciiedule III

to Companies Act, 2013 have been

ma.ac

3. Purchases

Auditor must follow ‘Llﬁ. st the same proced.u,re as expla.'med_ under procedu.res to ver'Lfg sales.

() | An Auditor needs to 'd.ent'Lfg the control points over purch.a.ses such as

e Who ¢ uthorisations, a.pprova.ls

e Who: 'reci.cha.t'Lon. of goods received

;f’bo a.ckn.owl.edge the receipt

Who approves vendor invoice

Who prepares gRN (good.s Receipt Note)

Who/How purcha.se are recogn'Lsed in system

(it) Perform. substantive Analytical Procedures

(iit) | Select vouchers on the basis of random sa.mpl.'mg

Audit 9IX - By CA Khushboo G Sanghavi

5.18




Assertions

Audit Procedures

a) Occurrence

e Ensures purch.a.ses are not under or overstated bg check'mg

whether -

There is fi.ct'Lt'Lou.s vendor, 'Lf any

goods are received at fa.ctorg gate

Quality inspection is done

goods receipt invoice approved (gRN)

Stock record is updated_

Verifg risk & reward incidental to good.s purchas: ’_s

tra.nsferred_

Check input tax credit

Check. terms of delivery [CIF or FOB]

D'Lligentlg verifg purcha.ses from reLated par;'J

b) Completeness

Perform cut—off procedu es

Speciallg check the good.; pure ho.sed. within last few d.al_.]s

of year end

¢) Measurement

Ensure correct a.ccou.nting treatment

Perform analytical procedures

\ 4

-
E v A 4

| |7"on~ 1mption Stock Consumption Ratio analysis

‘ i_ano.',gsis anal.gsis

d) Presentation & Disclosure

| Ensure whether disclosures as requ.'tred under Ind AS

complaint Schedule III to Companies Act, 2013 have been

made.

_Stu.c erit Note: -
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4. Employee Benefits Expenses (PEQ)

L Itis commonlg called as “Pagroll Expenses”

(i) Auditor needs to obtain a clear u.nd.ersta.nd'mg about the organisation, h'Lr'Lng , recruitment

in fol.l.ow'mg manner:-

\4 v \ 4

Organization Hiring Recruitment N
By testing controls including By randomly checking By applying substantive |
those framed by organization few appointment Letter, analytical procedures, |
as maintaining records of appraisal, HR policy, consider reasonability &
attendance, authorization & employee muster etc. compare with previous
approval of monthly Yegf N ™

disbursement, computation of

deductions & other benefits as

gratuity, leave encashment,

bonus etc.

Assertions Audit Procedures

a) | Occurrence e Understand the process of capturing attendance

e 10 aaaress the risk of fa.ke/ f'Lct'Lt'Lous emplogees

auditor may ph.gs'tca.llg present

b) Completen.ess e Auditor randomlg can hold Lnquiry about d.epa.rtment,

salarg etc.

¢) | Measurement e Obtain List of emplogees at the per'Lod. end

o Obtain month[g salarg register for all 12 months

e Also applg procedu.res as stated above with respect to

h'Lr'LrLg & recruitment of emplogee.

e Examine prov'Ls'Lon for gra.tu.'ttg, bonus, leave

encashment etc.

e Ensure PF, ESIC, 'Lf appl'tcable are deposited on t'tmelg

basis.

d) | Presentation & Disclosure Ensure whether disclosures as required under Ind AS

complai.nt Schedule III to Companies Act, 2013 have

been made.
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5. Depreciation and Amortisation

> Lltisa sgstemati.c reduction in the value of asset over a per'Lod of its u.sefu.l assets lLfe

due wear & tear and efflu.x of time.

il. Auditor needs to veri.fg fol.l.owi.ng:

e Understand accounting poli.cg of depreciation

e Ensure pol.'ch are complging Companies Act & AFRF & it is valid.

e Depreciation is often making adjustment of residual value

e Each component of PPE is i.d.enti.f'Led..

Assertion Audit Procedures A
a) Completeness o Obtain the f'Lxed. asset register -
b) | Measurement e There is a risk that compai Wy rr_:g ;p'Lta.L'Lse revenue item,
hence auditor must phg-i-utlg verify the asset
e Obtain the List of additions/ deletions
e Ensure authorisatioi. was gra.nted. for additions/ deletions
¢) | Occurrence « Ensure compliance with AS 10/ Ind AS > 16 & Sec 32 of
Income-tax Act, 1961
d) | Presentation & Disclosure | “nsure whether disclosures as required under Ind AS complaint
Schiedule III to Companies Act, 2013 have been made.
=
4 Disclose (PEQ)
S A
- N
- Policy Useful lives Residual Method
as per Sch II Value
6. Other Expenses (PEQ Nov'22)

(Like Power & Fuel, Rent, Repair to Bu.i,l.d.'Ln.g, Plant & Machin.erg, Insurance, Tra.velli,ng,

Lega.l. & Professi.onal, Miscellaneous expenses > Income Statement Captions

0)

Entity expend_s fu.nd. for other expenses also in order to run the business
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(i) Auditor must verify following attributes:

1. Whether the expenditure pertained to current per'Lod under audit;

2. Whether the expend'Lture qualtfled as a revenue and not cap'Ltal expend'Lture;

3. Whether the expend'Lture had a valid supporting like travel tickets, insurance poli.cg, third

party Lnvotces etc.

4. Whether the expenditure has been classified under the correct expense head;

5. Whether the expenditure was authorised as per the delegation of authority matrix;

6. Whether the expendi.ture was Ln relation to the entity's business and not a persona l

expendi.tu.re. P ¢
Assertion Audit Procedures
a) | Occurrence, Completeness Rent Expense: -
& Measurement - Obtain a month wise exper.se sdE iule along with the rent
a.greements.

- Ver'Lfg 'Lf expense has been recorded for all 12 months and

whether the rent amount is as per the underlging agreement

- Specif'Lc consideration should be g'wen to escalation clause in

the agreement to verify if the rent was to be increase/adjusted

dur'Lng the pei tod under audit.

- Ver"Lf'_.,' if the agreement is in the name of the ent'Ltg and

whether the expense perta.'Lns to prem'Lses used for ru.nn'Lng

bustness opera.t'Lons of the entitg

Power and Fuel Expense

Obtain a month wise expense schedule a.l.ong with the power

bills.

Ver'Lfl_.j 'Lf expense has been recorded for all 12 months

Comp'Lle a month wise summary of power units consumed and

the a.ppL'Lca.bl.e rate and check the arithmetical accuracy of

the bill raised on month.lg basis.

Analgse the monthl.g power units consumed bg l.'Lnki,ng it to

units of ani,sh.ed goods produced and 'anest'Lga.te reasons for

variance in monthl.g trends.

Insurance Expense: -

- Obtain a summary of tnsurance pol'Lc'Les taken along with thelr

val'Ld'Ltg per'Lod
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- Ver'Lfg 'Lf the expense has been correctlg class'Lf'Led_ between prepa'ui

and expense for the period based on number of dags.

Legal and Professional Expenses: -

- Obtain a month wise and consultant wise summary

- In case of mon.th.lg reta.i.nersh.'Lp agreements, veri.fg the

expend.'Lture for all 12 months has been recorded correctlg

- For non—recurri.ng expenses, select a sample and vouch for the

attributes discussed above.

- The auditor should be cautious while vouching for '_.j.F

expenses as the same may highl'tght a d'Lspute for which the

L. R

entitg may not have made any prov'Ls'Lon a.nd._"le ratter may

also not have been discussed/ hi.ghlighted to the auditor for his

spec'Lf'Lc consideration.

Travel, Repair and Maintenance, Pr'm_tLrig and Stationery,

Miscellaneous Expenses

- The auditor should select a san:t‘; le and vouch for the

attributes discussed above.

- Wherever poss'Lble, he aud.itor try and prepare a. summary

of expenditu.re on monthl.g basis and then analgttcallg compare

the trends.

- Obtain audit evidence as to overall reasonableness of other

experse which may include expend'Ltu.re per unit produced

anatysts
-

- Auddttor should a.na.lgse expense per unit produ.ced. and compare

the same with previ.ous years and prevent 'Lnd.u.strg trends and

ask for the reasons from Ma.na.gement 'Lf any sign'Lf'Lca.nt

variations are found.

b) Presenta.t'wn._ ‘:J Ensure other expense have been cla.ssi.f'Led. under :
Disclosure - Rent
D - Insurance
A - Power & fuel

- Repa'Lrs & Maintenance Bu.'le'Lng, Plant & Machinerg, others.

- Legal & Profess'Lorw.l

- Pr'mt'mg & Stat'tonerg

- Travel expenses

- Miscellaneous expenses.

Audit 9IX - By CA Khushboo G Sanghavi 5.23




(Important Question) : Name the assertions for the following audit procedures:

(L) lJea.r end Lnventory ver'Lfi.ca.ti.on.

(it) Depreciation has been properly charged on all assets.

(iit) The title deeds of the lands disclosed in the Balance Sheet are held in the name of the

company.

(iv) ALl liabilities are properly recorded in the financial statements.

(v) Related party transactions are shown properly.

Ans.

(L) l:jea.r end Lnventory veri.cha.tLon.: Existence Assertion.

(ii) Depreciation has been properl.g charged. on all assets: Valuation Assertion.

(lit) Title deeds of the lands disclosed in the Balance Sheet are held in the name of—f.h_-

Company; Rights & ObngatLons Assertion.

(v) ALl Liabilities are properlg recorded in the f'Lrw.nc'La.l statements: ComEetin ess.

(v) Related party transactions are shown properlg: Presentation & Disclosure.

PRESENTATION & DISCLOSURE OF FINANCIAL STATI EMEF«!T AS PER SCHEDULE III

PART | — BALANCE SHEET

Name of the Company........cccceevvuiiennns
Balance Sheet as at....oeveuieereieenennnnnn.

(Rupees in)

Particulars

Note No.

Figures as at the
end of current
reporting period

Figures as
at the end
of previous
reporting
period

1

4

1. EQUITY AND LIABILITIES
Sharcholders' funds
Share capital
Reserves and Surplus

iVioney received against share
warrants

Share application money pendingallotment
Non-current liabilities

Long-term borrowings

Deferred tax liabilities (Net)

Other long-term liabilities

Long-term provisions

Current liabilities

Short-term borrowings

Trade Payables

(A) total outstanding dues of micro
enterprises and small enterprises; and
(B) total outstanding dues of creditors other
than micro enterprises and small

o O T Qo

o5
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enterprises.

c Other current liabilities

Short-term provisions

Total

ASSETS

Non-current assets

Property, plant and Equipment
Intangible assets

Capital

. Work-in-progress

iv. Intangible assets under development
Non-current investments

Deferred tax assets (Net)
Long-term loans and advancesOther
non-current assets

@D o O T

Current assets
Current investments
Inventories

Trade receivables
Cash and cash equivalents \

-~ M O O T

Short-term loans and advances ’

Other current assets
Total ’

See accompanying notes to Financial Statements

PART Il —-STATEMNT OF PROFIT AND LOSS

Name of the Company.........ccceevvevennnens
Profit and loss statement for the year ended ....................ceeeee
A PP (Rupees in)
Particulars Note | Figures for | Figures for the
No. | the current | previous reporting
reporting period
N period
1 2 3 4
. Revenue from operatioris XXX XXX
Il. Other income
ll. | Total Income (i + 1) XXX XXX
V. Expenses: XXX XXX
Cost of materia!s consumed
. XXX XXX
Purchases of Stock-in-Trade
Changes in inventories of finished goods XXX XXX
work-in-progress XXX XXX
| and Stock-in-Trade XXX XXX
Employee benefits expense XXX XXX
Finance costs
Depreciation and amortization expense XXX XXX
Other expenses XXX XXX
Total expenses XXX XXX
V. Profit before exceptional and extraordinary items and tax (I1I-1V) XXX XXX
VI. | Exceptional items
VII. | Profit before extraordinary items and tax (V - VI) XXX XXX
VIII. | Extraordinary Items XXX XXX
IX. | Profit before tax (VII- VIII) XXX XXX
XXX XXX
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X | Tax expense:

(1) Current tax XXX XXX
(2) Deferred tax XXX XXX
Xl Profit (Loss) for the period from continuingoperations
(VII-VII) XXX XXX
XIl | Profit/(loss) from discontinuing operations XXX XXX
XIII'| Tax expense of discontinuing operations XXX XXX
XIV | Profit/(loss) from Discontinuing operations(after tax) (XII-
XII) XXX XXX
XV | Profit (Loss) for the period (XI + XIV) XXX XXX
XVI Earnings per equity share:
(2) Diluted XXX XX
XXX (XX

See accompanying notes to the financial statements.

GENERAL INSTRUCTIONS FOR PREPARATION OF BALANCE SHEET

Notes

1. An asset shall be classified as current when it satisfies any of the following criteria:
a) itis expected to be realized in, or is intended for sale or consumption in, the company’s normal operating cycle;
b) itis held primarily for the purpose of being traded:
c) itis expected to be realized within twelve montiis after the reporting date; or
d) itis cash or cash equivalent unless it is restricied itom being exchanged or used to settle a liability for at least
twelve months after the reporting date
All other assets shall be classified as non-current.

2. An operating cycle is the time between the acquisition of assets for processing and their realization in cash or cash
equivalents. Where the normal operating cycle cannot be identified, it is assumed to have a duration of 12 months.

3. A liability shall be classified as current when it satisfies any of the following criteria:
a) itis expected to be sattled in the company’s normal operating cycle;
b) itis held primarily for the purpose of being traded;
c) itis due to be settled within twelve months after the reporting date; or
d) the company does not have an unconditional right to defer settlement of the liability for at least twelve months after
the reporting date. Terms of a liability that could, at the option of the counterparty, result in its settlement by the
issue of equity instruments do not affect its classification.
All other liabilities shall be classified as non-current.

4. A receivable shall be classified as a ‘trade receivable’ if it is in respect of the amount due on account of goods sold or

services rendered in the normal course of business.

5. A payable shall be classified as a ‘trade payable’ if it is in respect of the amount due on
account of goods purchased or services received in the normal course of business.
6. A company shall disclose the following in the notes to accounts:
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A. SHARE CAPITAL
For each class of share capital (different classes of preference shares to be treated separately):

a)
b)

<)
d)
e)

f)

)

h)

the number and amount of shares authorized:;
the number of shares issued, subscribed and fully paid, and subscribed but not fully paid;
par value per share;
a reconciliation of the number of shares outstanding at the beginning and at the end of the reporting period;
the rights, preferences and restrictions attaching to each class of shares including restrictions on the distribution
of dividends and the repayment of capital;
shares in respect of each class in the company held by its holding company or its ultimate holding corpany
including shares held by or by subsidiaries or associates of the holding company or the ultimate holding company
in aggregate;
shares in the company held by each shareholder holding more than 5 percent shares spccifying the number of
shares held;
shares reserved for issue under options and contracts/commitments for the sale of shares/disinvestment,
including the terms and amounts;
for the period of five years immediately preceding the date as at which the Balance Sheet is prepared:

e Aggregate number and class of shares allotted as fully paic up pursuant (o contract(s) without payment

being received in cash.

e Aggregate number and class of shares allotted as fully paid up by way of bonus shares.

e Aggregate number and class of shares bought back.
terms of any securities convertible into equity/preference shares issued along with the earliest date of conversion
in descending order starting from the farthest such date.
calls unpaid (showing aggregate value of calls unpaid by directors and officers)
forfeited shares (amount originally paid up)

A company shall disclose Shareholding ot Promoters* as below:
Shares held hy promoic s at the end of the year % Change during the
year***

S.No | Tiontern me No. of Shares*™ % of total shares**

Total

*Promoter here means promoter as defined in the Companies Act, 2013.

** Details sha!! be given separately for each class of shares

*** percentage chainge shall be computed with respect to the number at the beginning of the year or if issued
during the vear ior the first time then with respect to the date of issue.

B. RESERVES AND SURPLUS

a)

Reseives and Surplus shall be classified as:
e Capital Reserves;
e Capital Redemption Reserve;
e Securities Premium;
e Debenture Redemption Reserve;
¢ Revaluation Reserve;
e Share Options Outstanding Account;
e Other Reserves — (specify the nature and purpose of each reserve and the amount in respect thereof);
e Surplus i.e. balance in Statement of Profit & Loss disclosing allocations and appropriations such as
dividend, bonus shares and transfer to/from reserves etc.
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(Additions and deductions since last balance sheet to be shown under each of the specified heads)

b) A reserve specifically represented by earmarked investments shall be termed as a ‘fund’.

c)

Debit balance of statement of profit and loss shall be shown as a negative figure under the head ‘Surplus’.
Similarly, the balance of ‘Reserves and Surplus’, after adjusting negative balance of surplus, if any, shall be
shown under the head ‘Reserves and Surplus’ even if the resulting figure is in the negative.

C. LONG-TERM BORROWINGS

a)

b)

<)

d)

f)
a)

Long-term borrowings shall be classified as:
Bonds/debentures.

Term loans

o From banks.
o From other parties
o Deferred payment liabilities.
o Deposits.
e Loans and advances from related parties.
e Long term maturities of finance lease obligations
e Other loans and advances (specify nature).
Borrowings shall further be sub-classified as secured and unsecured. Nature of security shall be specified
separately in each case.
Where loans have been guaranteed by directors or others, the aggregate amount of such loans under each head
shall be disclosed.
Bonds/debentures (along with the rate of interest and pairticulars of redemption or conversion, as the case may
be) shall be stated in descending order of maturity or conversion, starting from farthest redemption or conversion
date, as the case may be. Where bonds/debentures are redeemable by instalments, the date of maturity for this
purpose must be reckoned as the date on which the first instalment becomes due.
Particulars of any redeemed bonds/ ccberitiires which the company has power to reissue shall be disclosed.
Terms of repayment of term loans and other loans shall be stated.
Period and amount of continuing defauli as on the balance sheet date in repayment of loans and interest, shall
be specified separately in cach case.

D. OTHER LONG TERM LIABILITIES
Other Long-term Liabilitics sha!! be classified as:

a)
b)

Trade payabies
Others

E. LONG-TERM PROVISIONS
The amounts shall be classified as:

a)
b

2rovision for employee benefits.

Others (specify nature).

F. SHORT-TERM BORROWINGS

a)

Short-term borrowings shall be classified as:
e Loans repayable on demand

— From banks

— From other parties
e Loans and advances from related parties.
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e Deposits.

b) Other loans and advances (specify nature).

¢) Borrowings shall further be sub-classified as secured and unsecured. Nature of security shall be specified
separately in each case.

d) Where loans have been guaranteed by directors or others, the aggregate amount of such loans under each head
shall be disclosed.

e) Period and amount of default as on the balance sheet date in repayment of loans and interest shall be specified
separately in each case.

f) current maturities of Long term borrowings shall be disclosed separately.

FA. Trade Payables

The following details relating to Micro, Small and Medium Enterprises shall be discloser iii the notes:

(@  the principal amount and the interest due thereon (to be shown separately) remaining unpaid to any
supplier at the end of each accounting year;

(b)  the amount of interest paid by the buyer in terms of section 16 of the Micro, Small and Medium
Enterprises Development Act, 2006, along with the amount of the paymenimade to the supplier
beyond the appointed day during each accounting year;

(c)  the amount of interest due and payable for the period oi delay in making payment (whichhave been
paid but beyond the appointed day during the year) but withcut adding the interest specified under the
Micro, Small and Medium Enterprises Development Act,2006,

(d)  the amount of interest accrued and remaining unpaid at the end of each accountingyear; and

(e)  the amount of further interest remaining due and payable even in the succeeding years, until such date
when the interest dues above are actually paid to the small enterprise, for the purpose of
disallowance of a deductible expendiiure under section 23 of the Micro, Small and Medium
Enterprises Development Act, 20086,

FB. Trade payables due for payment
The following ageing scheau!s shail be given for Trade payables due for payment:-
Trade Payables ageing scheduic

(Amount )

Particulars Outstanding for following periods from due
dateof payment#

Less than |1-2 years | 2-3years | More than | Total
1 year 3years

(i) MSME

(i) Others

(iii) Disputed dues —
MSME

| (iv) Disputed dues —

{ (v) Others

# similar information shall be given where no due date of payment is specified in that case disclosure
shall be from the date of the transaction.

Unbilled dues shall be disclosed separately;

Explanation: The terms 'appointed day', 'buyer’, 'enterprise’, 'micro enterprise’, 'small enterprise' and
'supplier’, shall have the same meaning assigned to those under clauses (b), (d), (e), (h), (m) and (n)
respectively of section 2 of the Micro, Small and Medium Enterprises Development Act, 2006.
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G. OTHER CURRENT LIABILITIES
The amounts shall be classified as:

a)
b)
<)
d)
e)

f)

9)
h)

Current maturities of finance lease obligations;

Interest accrued but not due on borrowings;

Interest accrued and due on borrowings;

Income received in advance;

Unpaid dividends

Application money received for allotment of securities and due for refund and interest accrued thereon. Share
application money includes advances towards allotment of share capital. The terms and conditions including the
number of shares proposed to be issued, the amount of premium, if any, and the period before which sriares
shall be allotted shall be disclosed. It shall also be disclosed whether the company has sufficierit authorized
capital to cover the share capital amount resulting from allotment of shares out of such share application money.
Further, the period for which the share application money has been pending beyond the period for allotment as
mentioned in the document inviting application for shares along with the reason for such share application money
being pending shall be disclosed. Share application money not exceeding the issued capitai and to the extent
not refundable shall be shown under the head Equity and share applicatior inoney to the extent refundable i.e.,
the amount in excess of subscription or in case the requirements of minimum suoscription are not met, shall be
separately shown under ‘Other current liabilities’

Unpaid matured deposits and interest accrued thereon

Unpaid matured debentures and interest accrued thereon

Other payables (specify nature);

H. SHORT-TERM PROVISIONS
The amounts shall be classified as:

a)
b)

Provision for employee benefits.
Others (specify nature).

I. Property, Plant and Equipment

a)

b)
c)

d)

Classification shall be givern as:

e Land.

e Buildings.

e Plant and Equipment.

e Furniture and Fixtures.

e Vehicles.

e Oiliice equipment.

s Others (specify nature).
Assets under lease shall be separately specified under each class of asset.
A reconciliation of the gross and net carrying amounts of each class of assets at the beginning and end of the
reporting period showing additions, disposals, acquisitions through business combinations, amount of change
due to revaluation (if change is 10% or more in the aggregate of the net carrying value of each class of Property,
Plant and Equipment) and other adjustments and the related depreciation and impairment losses/reversals shall
be disclosed separately.
Where sums have been written off on a reduction of capital or revaluation of assets or where sums have been
added on revaluation of assets, every balance sheet subsequent to date of such write-off, or addition shall show
the reduced or increased figures as applicable and shall by way of a note also show the amount of the reduction
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or increase as applicable together with the date thereof for the first five years subsequent to the date of such
reduction or increase.

J. INTANGIBLE ASSETS
a) Classification shall be given as:

e Goodwill.

e Brands /trademarks.

e Computer software.

e Mastheads and publishing titles.

e Mining rights.

e Copyrights, and patents and other intellectual property rights, services and operating righis
e Recipes, formulae, models, designs and prototypes.

e Licenses and franchise.

e Others (specify nature).

b) A reconciliation of the gross and net carrying amounts of each class of assets at the beginning and end of the

<)

reporting period showing additions, disposals, acquisitions through business combinations, amount of change
due to revaluation (if change is 10% or more in the aggregate of the rnet carrying value of each class of intangible
assets) and other adjustments and the related depreciation and irmpairiient losses or reversals shall be disclosed
separately.

Where sums have been written off on a reduction of capital or revaluation of assets or where sums have been
added on revaluation of assets, every balance sheet subsequent to date of such write-off, or addition shall show
the reduced or increased figures as applicable and shall by way of a note also show the amount of the reduction
or increase as applicable together with the date thereof for the first five years subsequent to the date of such
reduction or increase.

K. NON-CURRENT INVESTMENTS

a)

b)
<)

Non-current investments shall be classified as trade investments and other investments and further classified
as:

e Investment property,

e Investments in Equily Instruments;

e Investments in prefcience shares

¢ Investments in Government or trust securities;

e Investments in debentures or bonds;

Investiments in Mutual Funds;
¢ Investmernis in partnership firms
e Other non-current investments (specify nature)
Under each classification, details shall be given of names of the bodies corporate [indicating separately whether
such bodies are (i) subsidiaries, (ii) associates, (iii) joint ventures, or (iv) controlled special purpose entities] in
whom investments have been made and the nature and extent of the investment so made in each such body
corporate (showing separately investments which are partly-paid).
In regard to investments in the capital of partnership firms, the names of the firms (with the names of all their
partners, total capital and the shares of each partner) shall be given.
Investments carried at other than at cost should be separately stated specifying the basis for valuation thereof.
The following shall also be disclosed:
e Aggregate amount of quoted investments and market value thereof;
e Aggregate amount of unquoted investments;
e Aggregate provision for diminution in value of investments.
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L. LONG-TERM LOANS AND ADVANCES
a) Long-term loans and advances shall be classified as:
e Capital Advances;
e Loans and advances to related parties (giving details thereof);
e Other loans and advances (specify nature).
b) The above shall also be separately sub-classified as:
e Secured, considered good;
e Unsecured, considered good;
e Doubtful.
c) Allowance for bad and doubtful loans and advances shall be disclosed under the relevant heads separately.
d) Loans and advances due by directors or other officers of the company or any of them either severally or jointly
with any other persons or amounts due by firms or private companies respectively in which any director is a
partner or a director or a member should be separately stated.

M. OTHER NON-CURRENT ASSETS
Other non-current assets shall be classified as:
a) Long Term Trade Receivables (including trade receivables on deferred credit terims);
aa) Security Deposits;
b) Others (specify nature);
¢) Long term Trade Receivables, shall be sub-classified as.
—> e Secured, considered good,;
e Unsecured considered good;
e Doubtful
— Allowance for bad and doubtful dehts shall be disclosed under the relevant heads separately.
g Debts due by directors or other cfficers of the company or any of them either severally or jointly
with any other person or debis due by firms or private companies respectively in which any director
is a partner or a director or a member should be separately stated.
d) For trade receivables outstancing, following ageing schedule shall be given:
~Trade Receivables ageing schedule
Particulars - _Outstanding for following periods from due date of

payment#
Less than 6 |6 months -] 1-2 2-3 More than 3 Total
months 1year |years|years years

(i) Undisputed  Trade
receivables
—considered good

|(7) Undisputed Trade

l Receivables -
considered doubtful

(iii) Disputed Trade
Receivables
considered good

(iv) Disputed Trade
Receivables
considered doubtful

# similar information shall be given where no due date of payment is specified, in that case disclosure shall be from the
date of the transaction.

Unbilled dues shall be disclosed separately.
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N. CURRENT INVESTMENTS

a) Current investments shall be classified as:

e Investments in Equity Instruments;
e Investment in Preference Shares

¢ Investments in government or trust securities;

¢ Investments in debentures or bonds;

¢ Investments in Mutual Funds;
¢ Investments in partnership firms
e Other investments (specify nature)

Under each classification, details shall be given of names of the bodies corporate [indicatiig separately
whether such bodies are (i) subsidiaries, (ii) associates, (iii) joint ventures, or (iv) controlled special purpose
entities] in whom investments have been made and the nature and extent of the investment so made in
each such body corporate (showing separately investments which are partly-paid). I regard to investments
in the capital of partnership firms, the names of the firms (with the names of all their partners, total capital

and the shares of each partner) shall be given.

b) The following shall also be disclosed:

e The basis of valuation of individual investments

¢ Aggregate amount of quoted investments and market value thercoi,

¢ Aggregate amount of unquoted investments;

e Aggregate provision made for diminution in value oi investments.

O. INVENTORIES

a) Inventories shall be classified as:
e Raw materials;
e  Work-in-progress;
e Finished goods;

e Stock-in-trade (in respect of goods a

e Stores and spares;
e Loose tools;
e Others (specify nature).

cquired for trading);

c) Goods-in-transit shall be disclosed under the relevant sub-head of inventories.

d) Mode of valuation shall be stated.

P. TRADE RECEIVABLES
a) For trade receivables outstanding, the following ageing schedules shall be given:

Trade Receivables ageing schedule (Amountin )

Particulars Outstanding for following periods from due date of
payment#
Less than 6 months |6 months| 1-2 2-3 | More than | Total
-1year | years | years | 3years
W Undisputed Trade
receivables — considered good
(i)  Undisputed Trade
Receivables — considered doubtful
(ii) Disputed Trade Receivables
considered good
(iv) Disputed Trade Receivables
considered doubtful
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# similar information shall be given where no due date of payment is specified in that case disclosure shall be from the
date of the transaction.
Unbilled dues shall be disclosed separately.
b) Trade receivables shall be sub-classified as:
e Secured, considered good,;
e Unsecured considered good;
e Doubtful.
c) Allowance for bad and doubtful debts shall be disclosed under the relevant heads separately.
d) Debts due by directors or other officers of the company or any of them either severally or jointly with any othei
person or debts due by firms or private companies respectively in which any director is a partner or @ director or
a member should be separately stated.

Q. CASH AND CASH EQUIVALENTS
a) Cash and cash equivalents shall be classified as:
e Balances with banks;
e Cheques, drafts on hand;
e Cash on hand;
e Others (specify nature).
b) Earmarked balances with banks (for example, for unpaid dividend) shall be separately stated.
c) Balances with banks to the extent held as margin money or security against the borrowings, guarantees, other
commitments shall be disclosed separately.
d) Repatriation restrictions, if any, in respect of cash and ban' baiances shall be separately stated.
e) Bank deposits with more than 12 months maturity shall be disclosed separately.

R. SHORT-TERM LOANS AND ADVANCES
a) Short-term loans and advances shal! be ciassified as:
e Loans and advances to relaied parties (giving details thereof);
e Others (specify nature)
b) The above shall also be sub-classified as:
e Secured, considercd good,;
e Unsecured, considered good;
e Doubhtful.
c) Allowance for had aiid doubtful loans and advances shall be disclosed under the relevant heads separately.
d) Loans and advarices due by directors or other officers of the company or any of them either severally or jointly
with any other person or amounts due by firms or private companies respectively in which any director is a
partner or a director or a member shall be separately stated.

S. OTHER CURRENT ASSETS (SPECIFY NATURE).

This is an all-inclusive heading, which incorporates current assets that do not fit into any other asset categories.

T. CONTINGENT LIABILITIES AND COMMITMENTS (TO THE EXTENT NOT PROVIDED FOR)
a) Contingent liabilities shall be classified as:
e Claims against the company not acknowledged as debt;
e  Guarantees;
e  Other money for which the company is contingently liable

Audit 9} — By CA Khushboo G Sanghavi 5.34



b) Commitments shall be classified as:
e Estimated amount of contracts remaining to be executed on capital account and not provided for;
e Uncalled liability on shares and other investments partly paid
e Other commitments (specify nature).

U. The amount of dividends proposed to be distributed to equity and preference shareholders for the period
and the related amount per share shall be disclosed separately. Arrears of fixed cumulative dividends on
preference shares shall also be disclosed separately.

V. Where in respect of an issue of securities made for a specific purpose, the whole or part of the amount has
not been used for the specific purpose at the balance sheet date, there shall be indicated by way of note how
such unutilized amounts have been used or invested.

VV. Where the company has not used the borrowings from banks and financial institutions for the specific

purpose for which it was taken at the balance sheet date, the company sha!l disciose the details of where
they have been used.

W. If, in the opinion of the Board, any of the assets other than Property, Plant Equipment, “Intangible assets
and non-current investments do not have a value on realization in the ordinary course of business at least
equal to the amount at which they are stated, the fact that the Board is of that opinion, shall be stated.

X. Additional Regulatory Information
a) Title deeds of Immovable Property not held in name of the Company
The company shall provide the details of all the immovable property (other than properties where the Company
is the lessee and the lease agreements are duiy executed in favour of the lessee) whose title deeds are not held
in the name of the company in format given helow and where such immovable property is jointly held with others,
details are required to be given to tiie extent of the company’s share.

Relevant line | Description I' Gros: |Title deeds| Whether title deed Property held | Reason for not being held in
item in the of item of | cari ying | held in the | holder is a promoter, | since which |the name of the company**
Balance sheet| property | value name of | director or relative# date
of promoter* /
director or employee
of promoter/director

PPE Land Building - - - - **also indicate if in dispute
L and Building

Investment
| property |Land Building
PPE retired
‘om active
use and held
for disposal
others

#Relative here means relative as defined in the Companies Act, 2013.

*Promoter here means promoter as defined in the Companies Act, 2013.
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b) Where the Company has revalued its Property, Plant and Equipment, the company shall disclose as to whether
the revaluation is based on the valuation by a registered valuer as defined under rule 2 of the Companies
(Registered Valuers and Valuation) Rules, 2017.

c) Following disclosures shall be made where Loans or Advances in the nature of loans are granted to promoters,
directors, KMPs and the related parties (as defined under Companies Act, 2013,) either severally or jointly with
any other person, that are:

e repayable on demand or
e without specifying any terms or period of repayment

Type of Borrower Amount of loan or advance in the |Percentage to the total Loans and Advarices
nature of loan outstanding in the nature of loan
Promoters N N\
Directors N
KMPs
Related Parties R

d) Capital-Work-in Progress (CWIP)
e For Capital-work-in progress, following ageing schedule shall he given:
CWIP aging schedule

CWIP Amountin CW!P for a period of Total*
Less than 1 year 1-2 2-3 years | More than 3
years years

Projects in progress
Projects temporarily suspended

*Total shall tally with CWIP amount in the balarce sheet.

e For capital-work-in progress, whose completion is overdue or has exceeded its cost compared to its original
plan, following
CWIP completion schiedule shall be given**:

CWIF To be completed in

Less than 1 year 1-2 years | 2-3 years | More than 3
years

Project 1 Project 2”

**Details of projects where activity has been suspended shall be given separately.

e) Intangible assets under development:
e For Intangible assets under development, following ageing schedule shall be given:
Intangible assets under development aging schedule

Intangible assets Amount in CWIP for a period of Total*

under development Less than 1 year 1-2 years | 2-3 years| More than 3
years

Projects in progress
Projects temporarily
suspended
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* Total shall tally with the amount of Intangible assets under development in the balance sheet.
For Intangible assets under development, whose completion is overdue or has exceeded its cost compared to
its original plan, following Intangible assets under development completion schedule shall be given**:

Intangible assets under To be completed in

development Less than 1 year 1-2 years 2-3 years | More than 3 years
Project 1
Project 2 i

f) Details of Benami Property held

Where any proceedings have been initiated or pending against the company for holding any benami property
under the Benami Transactions (Prohibition) Act, 1988 (45 of 1988) and the rules made thereunder, the company
shall disclose the following:-

e Details of such property, including year of acquisition,

e Amount thereof,

e Details of Beneficiaries,

o If property is in the books, then reference to the item in the Balance Sheet

e If property is not in the books, then the fact shall be stated with reasons,

¢ Where there are proceedings against the company under this lavw as an abetter of the transaction or as

the transferor then the details shall be provided,

e Nature of proceedings, status of same and conipany’s view on same.

g) Where the Company has borrowings from banks or t1inancial institutions on the basis of security of current
assets, it shall disclose the following:-
e whether quarterly returns or statements of current assets filed by the Company with banks or financial
institutions are in agreement with the books of accounts.

¢ ifnot, summary of reconciliaticii and reasons of material discrepancies, if any to be adequately disclosed.

h) Wilful Defaulter*

Where a company is a declared wilful defaulter by any bank or financial Institution or other lender, following
details shall be given:

e Date of declaraiion as wilful defaulter,

e Details of defaulis (amount and nature of defaults),
* “wilful defaulter” here means a person or an issuer who or which is categorized as a wilful defaulter by any
barik or financial institution (as defined under the Act) or consortium thereof, in accordance with the guidelines
on wilful defaulters issued by the Reserve Bank of India.

i) Relationship with Struck off Companies
Vhere the company has any transactions with companies struck off under section 248 of the Companies Act,

2013 or section 560 of Companies Act, 1956, the Company shall disclose the following details:-
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Name of Nature of transactions with Balance outstanding Relationship with
struck off struck-off Company the Struck off company, if any, to
Company be disclosed

Investments in securities
Receivables

Payables

Shares held by stuck off company

Other outstanding
Balances (to be specified)

J) Registration of charges or satisfaction with Registrar of Companies
Where any charges or satisfaction yet to be registered with Registrar of Companies beyonc the statutory period,
details and reasons thereof shall be disclosed.

k) Compliance with number of layers of companies
Where the company has not complied with the number of layers prescribed under clause (87) of section 2 of the
Act read with Companies (Restriction on number of Layers) Rules, 2017, the name and CIN of the companies
beyond the specified layers and the relationship/extent of nolding of the company in such downstream companies
shall be disclosed.

I) Following Ratios to be disclosed:-
Current Ratio,
o Debt-Equity Ratio,
e Debt Service Coverage Ratio,
e Return on Equity Ratio,
e Inventory turnover ratio,
e Trade Receivables turriover ratio,
e Trade payablas (urnover ratio,
e Net capita! turnover ratio,
e Net proiit rato
e Return on Capital employed,
Return on investment.
The company shall explain the items included in numerator and denominator for computing the above ratios.
Further explanation shall be provided for any change in the ratio by more than 25% as compared to the preceding

vear.

m) Compliance with approved Scheme(s) of Arrangements
Where any Scheme of Arrangements has been approved by the Competent Authority in terms of sections 230
to 237 of the Companies Act, 2013, the Company shall disclose that the effect of such Scheme of Arrangements
have been accounted for in the books of account of the Company ‘in accordance with the Scheme’ and ‘in

accordance with accounting standards’ and deviation in this regard shall be explained
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n) Utilisation of Borrowed funds and share premium:

e Where company has advanced or loaned or invested funds (either borrowed funds or share premium or
any other sources or kind of funds) to any other person(s) or entity(ies), including foreign entities
(Intermediaries) with the understanding (whether recorded in writing or otherwise) that the Intermediary
shall

» directly or indirectly lend or invest in other persons or entities identified in any manner whatsoever
by or on behalf of the company (Ultimate Beneficiaries) or

» provide any guarantee, security or the like to or on behalf of the Ultimate Beneficiaries; the company
shall disclose the following:-

() date and amount of fund advanced or loaned or invested in Intermediaries with complete
details of each Intermediary.

(i) date and amount of fund further advanced or loaned or invested by stich littermediaries to
other intermediaries or Ultimate Beneficiaries alongwith compleie details of the ultimate
beneficiaries.

(i) date and amount of guarantee, security or the like provided to or on hehalf of the Ultimate
Beneficiaries.

(iv) declaration that relevant provisions of the Forcign Excharnige Management Act, 1999 (42
of 1999) and Companies Act has been complied with for such transactions and the
transactions are not violative of the Prevention of Money-Laundering act, 2002 (15 of
2003).

e Where a company has received any fund from any person(s) or entity(ies), including foreign entities
(Funding Party) with the understanding (whether recorded in writing or otherwise) that the company shall

» directly or indirectly lend or invest iri gther persons or entities identi fied in any manner whatsoever
by or on behalf of the Funding Party (Uliimate Beneficiaries) or

» provide any guarantee, security or the like on behalf of the Ultimate Beneficiaries, the company
shall disclose the following:-

() date and amount of fund received from Funding parties with complete details of each
Fundino party

(i) date and amount of fund further advanced or loaned or invested other intermediaries or
Ultimate Beneficiaries alongwith complete details of the other intermediaries’ or ultimate
beneficiaries.

(i) date and amount of guarantee, security or the like provided to or on behalf of the Ultimate
Beneficiaries declaration that relevant provisions of the Foreign Exchange Management
Act, 1999 (42 of 1999) and Companies Act has been complied with for such transactions
and the transactions are not violative of the Prevention of Money-Laundering Act, 2002 (15

| ot of 2003).

CENERAL INSTRUCTIONS FOR PREPARATION OF STATEMENT OF PROFIT AND LOSS

1 The provisions of this Part shall apply to the income and expenditure account referred to in sub-clause (ii) of
Clause (40) of Section 2 in like manner as they apply to a statement of profit and loss.
2. (A) Inrespect of a company other than a finance company revenue from operations shall disclose separately
in the notes revenue from
e Sale of products;
e Sale of services;
e “Grants or donations received (relevant in case of section 8 companies only)”;
e Other operating revenues; Less:

e Excise duty.
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(B) In respect of a finance company, revenue from operations shall include revenue from
e Interest; and
e Other financial services
Revenue under each of the above heads shall be disclosed separately by way of notes to accounts to the
extent applicable.

3. Finance Costs
Finance costs shall be classified as:

Interest expense;
Other borrowing costs;
Applicable net gain/loss on foreign currency transactions and translation.

4. Other income
Other income shall be classified as:
e Interest Income (in case of a company other than a finance company);
e Dividend Income;
e Net gain/loss on sale of investments
e Other non-operating income (net of expenses directly attributable to such income).

5. Additional Information
A Company shall disclose by way of notes additional information regarding aggregate expenditure and income
on the following items:
. a) Employee Benefits Expense [showing scparately (i) salaries and wages, (ii) contribution to provident
and other funds, (iii) expense on Employee Stock Option Scheme (ESOP) and Employee Stock
Purchase Plan (ESPP), (iv) staff welfare expenses].
b) Depreciation and amortization expense;
c) Any item of income or expenditure which exceeds one per cent of the revenue from operations or °
1,00,000, whichever is higher;
d) Interest Income;
e) Interest Expense,
f) Dividend Income:
g) Net gaii/ loss on sale of investments;
h) Adjusiments to the carrying amount of investments;
i) Net gain or loss on foreign currency transaction and translation (other than considered as finance
cost);
j) Payments to the auditor as
> auditor,
for taxation matters,
for company law matters,

for management services,

YV V V V

for other services,
» for reimbursement of expenses;
k) In case of companies covered u/s 135, amount of expenditure incurred on corporate social
responsibility activities.
[) Details of items of exceptional and extraordinary nature;

m) Prior period items;
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. a) In the case of manufacturing companies,
» Raw materials under broad heads.
» goods purchased under broad heads.

b) Inthe case of trading companies, purchases in respect of goods traded in by the company under
broad heads.

c) Inthe case of companies rendering or supplying services, gross income derived from services
rendered or supplied under broad heads.

d) Inthe case of a company, which falls under more than one of the categories mentioned in (a), (h) and
(c) above, it shall be sufficient compliance with the requirements herein if purchases, sales and
consumption of raw material and the gross income from services rendered is shown under broad
heads.

e) Inthe case of other companies, gross income derived under broad heads.

In the case of all concerns having works in progress, works-in-progress under broad heads.

« ) The aggregate, if material, of any amounts set aside or proposed to be seat aside, to reserve, but not
including provisions made to meet any specific liability, contingency or cormmitment known to exist at
the date as to which the balance-sheet is made up.

b) The aggregate, if material, of any amounts withdrawn fror such ieserves.

e a) The aggregate, if material, of the amounts set aside to nrovisions made for meeting specific liabilities,
contingencies or commitments.
b) The aggregate, if material, of the amounts withdrawn from such provisions, as no longer required.

e Expenditure incurred on each of the followiiq itens, separately for each item: -
a) Consumption of stores and spare parts.
b) Power and fuel.
c) Rent.
d) Repairs to buildings.
e) Repairs to machinery.
f) Insurance.
g) Rates and taxes, excluding, taxes on income.
h) Miscellaneous expenses,

e a) Dividends from subsidiary companies.
b) Provisions for losses of subsidiary companies.

The profit and loss account shall also contain by way of a note the following information, namely:
a) Value of imports calculated on C.I.F basis by the company during the financial year in respect of —
» Raw materials;
» Components and spare parts;
» Capital goods;
b) Expenditure in foreign currency during the financial year on account of royalty, know-how, professional
and consultation fees, interest, and other matters;
c) Total value if all imported raw materials, spare parts and components consumed during the financial year
and the total value of all indigenous raw materials, spare parts and components similarly consumed and

the percentage of each to the total consumption;
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d) The amount remitted during the year in foreign currencies on account of dividends with a specific mention
of the total number of non-resident shareholders, the total number of shares held by them on which the
dividends were due and the year to which the dividends related;

e) Earnings in foreign exchange classified under the following heads, namely:

> Export of goods calculated on F.O.B. basis;
» Royalty, know-how, professional and consultation fees;
> Interest and dividend;
» Other income, indicating the nature thereof
e Undisclosed income: The Company shall give details of any transaction not recorded in the books of
accounts that has been surrendered or disclosed as income during the year in the tax assessments under
the Income Tax Act, 1961 (such as, search or survey or any other relevant provisions of the Income Tax
Act, 1961), unless there is immunity for disclosure under any scheme and also sha!l state whether the
previously unrecorded income and related assets have been properly recorded iii the books of account
during the year.
e Corporate Social Responsibility (CSR)
Where the company covered under section 135 of the companies act, the iollowing shall be disclosed with
regard to CSR activities:-
a) amount required to be spent by the company during the year,
b) amount of expenditure incurred,
c) shortfall at the end of the year,
d) total of previous years shortfall,
e) reason for shortfall,
f) nature of CSR activities,
g) details of related party transactions, e.g., contribution to a trust controlled by the company in
relation to CSR expenditure as per relevant Accounting Standard,
h) where a provision is macde with respect to a liability incurred by entering into a contractual
obligation, the moveiments in the provision during the year should be shown separately.
e Details of Crypto Currency or \irtual Currency
Where the Company has traded or invested in Crypto currency or Virtual Currency during the financial year,
the following shall be disclosed:-
a) profit or 'oss on transactions involving Crypto currency or Virtual Currency
b) amount of currency held as at the reporting date, deposits or advances from any person for the
purpose of trading or investing in Crypto Currency/ virtual currency.
Note: Broad heads shali be decided taking into account the concept of materiality and presentation of true and

fair view of financial statements.

Not *:_A\u.d,'Ltor must ver'Lfg presentation and disclosure of B/S items & P/L items as per above

Mentioned forma.t of Sch-III

_Stuc.ents Note:
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CHAPTER 6. SA 230 AUDIT DOCUMENTATION

What to Stu.d.g?

I] Audit Documentation

1) Meaning

2) Objective of the auditor

3) Purpose of Audit Documentation

4) Form, Content and Exent of Audit Documentation

5) Examples of Audit Documentation

6) Assemblg of the Final Audit File

7) Documentation of Significant matters and Related Significant Projessic 1al Ju.d.gements

8) Complet'Lon Memorandam or Audit Documentation Su,mma:'_'L

9) Owenership of Audit Documentation

I] | AUDIT DOCUMENTATION

1) Meaning
RECORD OF |
v v I \4
Audit procedure Audit Cvidence Conclusion
performed Obtained Drawn

Note: - Audit documents are sometimes referred as “Work'mg papers” or "Work Papers”

2) Nature/Objective of Audit Docu.:erﬁs (AD) Provides Evidence That

" . (PEQ)
Audit was planied and performed in ( And ) Audit opinion expressed and conclusion

\_/

accordance withe SA's

drawn were based on such evidence (SAAE)

3) Ben ifi.ts/ Purpose of Audit Documentation

e —

~

—

Internal benef'Lts

External berLeths

V

!

1) Assist engagement team to plan & perform audit.

1) Enabl'mg qu.al'ttg control review

2) Assist senior audit engagement team members to

2) Enabling external inspection

direct & superv'Lse the team

3) Establ'Lsh'LrLg the accounta.b'tlitg of engagement.
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4) Form & content of audit documents depends on: - (N 15)

a) The size and complethg of the entity.

b) The nature of the audit proced.u.res to be performed.

c) The i.d_enti.f'ted. risks of material misstatement.

d) The significance of the audit evidence obtained.

e) The nature & extent of exceptions identified.

f) The need to document a conclusion or the basts for a conclusion not readilg

g) determinable from the documentation of the work performed or audit evidence ob_‘a.i.n:d..

Note: - 1) Auditor should prepare audit documentation that is sufficient for an e‘<_peienced.

auditor to understand procedures, evidence & conclusion.

2) Experience auditor is an individual (internal/external) who has  practical audit

experience and a reasonable u.n.d.ersta.nd.i.ng of

p

[ |

Audit processes; The business environment Auditing and fmanc'tal

|| SAs and applicable
legal and regu.la.torg

i

in which the entity report'mg issues relevant

to the entity's Lndustrg.

requirements; operates; and

Documenting the nature, timing and extent of ‘"'"d‘E procedures includes

Who reviewed the audit work

The 'Ldentifging characteristics
of the spec'Lch items or matters
tested

Who perforined the audit work | |
| | performed and the date and

and the daie such work was

| compL ted; and

extent of such review.

5) Example of AD (MAY 22)

L L N —_— ] T -
) Audi LAMLH~’S- || lLssues Summaries Letters of Checklists.
MY [ - —I| memoranda. | | of significant | | confirmation |
B matters. | and ] Correspondence (including

e-mail) concerning

s'Lgn'Lcha.nt matters.

6) éss:e_mblg of the Final Audit File

1. Work'mg papers are property of auditor

He can make available copy of work'mg paper to client on request at this discretion

Preserve up to 7 yrs. of date of audit report or group audit report, whichever is later

Audit f'Lle should be prepared within 60 d,ags a.fter the date of audit report

v WwiN

Auditor shall not delete discard audit documentation but he can mod,ifg >

expla.'m reason for mod'Lf'Lcat'Lon and when and bg whom theg were made or reviewed?
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Changes may, however, be made to the audit documentation d.u.r'mg the f'ma.l assemblg

process, i.f theg are administrative in nature

Examples of such changes include: (Important)

Changes in audit file

During Assembly

After Assembly

v

v

Cannot change unless — Admuinistration

Cannot change except, Subsequent ever.t

A\ 4

1

. Del.eti.ng or d'Lsca.rd.'LrLg su.persed.ed.

documentation.

. Sort'LrLg, collatin.g and cross

referencing work'Ln.g papers.

. S'Lgrting off on comptettort checklists

relat'Ln.g to the f'Lte assemblg process.

. Document'mg audit evidence that

the auditor has obtained, discussed

and agreed. with the relevant

members of the engagement team
before the date of the auditor's report.

The auditor shall document

| | Why change?

| the char Lges?
L

Who, when made

— —

7) Documentation of Significant Matters & Related Significant Profess'LorLa.t Ju.d.gemertt -

a) Auditor should doctment ]‘e".:wing i’tgni.fi.ca.nt matters: - (Important) (Mag 22)
AN

4 ) | | A

Matter that gives |_LvL lence that Significant difficulties Finding that
rise to Risk R _|_A indicate in applying procedures Caf‘-.l-eafi t°.

A modification in
I, \ audit
Material P Need to revise RMM previouslg
Misstatement in FS kOR) assessed by auditor
B )_) Documentation retati.ng to professi.on.at ju.d.gemen.t
A
/4 \

Rational for auditor's

Basts for auditor's conclusion

Basis for auditor's conclusion

conclusion

on reasonableness of areas

about authenttci.tg of a

document

¢) Matters not to be documented (Ma.g 22)

e The auditor need not include in audit documentation supersed_ed_ d_rafts of worktng
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papers

e Financial statements, notes that reflect anomplete or prellmi.na.rg th'Lnki.ng,

e Previous cop'Les of documents corrected for tgpographical or other errors,

. Dupl'Lca.tes of documents.

8) Completion Memorandum or Audit

Documentation Summary (PEQ):

a) The auditor may prepare & retain a summary that describes
J\

4 2\

The significant How are 'eheg

. '
matters identified k AND ) adaressed

b) It is not mandatory to prepare

) Summary will help in reviewing & inspecting audit documentation

10) Ownership of Audit Documentation (Important)

As per SQC - 1"Audit documentation is the property of an auditor, he may at his discretion

makes portions and extract and make it availabie to_fli.ent, unless required. bg law or

regulation, prode.ed. \)a.l.i.d.i.tlJ of work, assurance & a._nd itors Independence is not comprom'Lsed.

or undetermined.”

Therefore, AD is auditor's property, questior. ELexerc'Ls'Lng lien does not rise

Students Note:
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CHAPTER 7. COMPLETION AND REVIEW

WHAT TO STUDY?

A] SA 560: Subsequent Events

B] SA 570: Going Concern

C] SA 580: Written Representations

D] SA 260: Communication with TCWG
E] SA 265: Communicating Deficiencies in Internal Control with TCW(G & MQT

F] SA 450: Evaluation of Misstatements Identified During the Audit

Al SA 560 SUBSEQUENT EVENTS (SE)
1] [MEANING

Events occurr'Ln.g between -

1) | Date of financial statements and date of audit report.
(+)

2) | Facts that become known to auditor after the date of auditor's report.

= | FOR EVENTS OCCURRING BETWEEN DATE OF FINANCIAL STATEMENTS AND DATE OF
AUDIT REPORT.

1)  Auditor shall perform foll.ow'Lﬁq rnce..'.;'.. es Ln order to obtain SAAE (N 09, M O1)(Nov, 2020)
—_—

\
il ¥ N A v v N
Review Inqu.'Lre* the Read latest: Inquire about Obtain written
procedures of managerent || - minutes the Latest representa.ti.ons
management || as to the - Interim FS POSi.ti.Oh. of from management
to 'Ld.ent'Lfy | occurrence of - Available cash Lega.l cases. that all SE are
& disclose | SE flows, bu.d.gets & identified.
SE. J / forecast.
Imp rtant
S,

*SF".Ci.fi.C Inqu'tres to be made from management whether: - (M 19)

L Any new commitments, borrow'mg or guarantees have been entered into.

i) Sale or acquisition of assets have occurred or planned.

iit) There are developments regarding contingencies.

iv) There is increase / decrease in the share ca.p'Lta.L

v) Any assets have been appropria.ted bg government or destroged.

i) Any events have occurred that are relevant to -
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a) The measurement of estimate or prov'Ls'Lon.

b) The recoverabi.lttg of asset.

v'u)Ang unusual accounting adjustment have been made or completed.

2)

No need to check a.lreadg checked areas: However, The auditor is not requtred to perform

additional audit procedures in those areas where he has previ.ouslg a.ppl'Led audit

procedures and have obtained satisfactory conclustons. (L.e. No need to check again those

areas which have been alreadg checked in the regul.a.r audit procedures and the a.ud'i LS

satisfied with their conclusions)

3)

Nature and Extent of audit procedures depends on Risk Assessment: The aud i.tor—sh.rul.

assess the risk to determine the nature, timing and extent of audit procedu_, es to be a.dopted

to i.dent'qu SE.

FACTS THAT BECAME KNOWN TO THE AUDITOR AFTER THE DATE OF THE AUDIT

REPORT

)

Common procedures in case of significant matter, before a.nd After the issue of FS.

i) Discuss with the management.

it) Determine need to amend the f'Lna.nc'Lal statements.

i) Inqu'Lre how management intends to address the matter in f'Lnanc'Lal statements.

2)

After audit report date but before the ftna‘rzal statements are issued (N 18)

Step 1: Common procedures as discussed before.

Step 2: Whether management arnends FS wirt.

i) Ues management agreees to amend it

a) Auditor should carry out procedures necessary on the amendment.

b) Extend the ¢ ud;u procedures referred (to in Point 123 of Part A) to the date of the

new auc.itoi's report and Provide a new auditor's report on the amended

fi.nc ncial statements. (The new auditor's report shall not be dated earlier than

the_ late of a.pproval of the amended FS)

1) If the mgmdt. does Other Amendments too (i.e. other than SE)

Lf law does not prohtb'Lt management from do'an other amendments (ie. other

than SE), the auditor can restrict it's checktnq ontg to Subsequent events.

In such cases, the auditor shall either:

a) Include an additional date 'Lnd'Lca.t'an that the auditor's procedures were

restricted to subsequent events ontg. (Concept of Dual dat'an) or

b) Include an Empha.si,s of Matter paragra.ph or Other Matter(s) pa.ra.graph

'Lndtca.ti,nq that the auditor's procedures were restricted to subsequent events onl.g.

iii) If the mgmt. does not amend FS wrt

Audit 9IR — By CA Khushboo G Sanghavi 7.2



a) If the auditor's report has not yet been prov'Ld.ed_ to the entity, the auditor shall

modi.fg the opinion as per SA 705 and then provtde the auditor's report;

b) If the auditor's report has alreadg been prov'Ld.ed. to the entity, the auditor shall

notify the management and TCWG (tf all of TCWQ are not involved in

managing the ertt'Ltg,) not to issue the FS to third parties before maki.ng the

rtecessa.rg amendments.

If the fi.n.an.ci.a.[ statements are still subsequentl.g issued without the necessary

amendments, the auditor shall take appropriate action, to seek to prevent r_Jiaru.;

on the auditor's report.

After audit report date and a.fter the f'Ln.anc'La.t statements are issued to pub_t'Lc

Step 1: Common procedures as discussed above

Step 2: Whether management amends FS wrt.

i) If the mgmt amends FS wrt SE

a) Carry out the audit procedures necessary on the ainendment.

b) Review the steps taken by management to eiisure that anyone in receipt of the

previ.ousl.g issued FS and the auditor's report s | tformed of the situation.

WUnless restricted bg law the auditor shall:

e Extend the audit procedures referred (to in Point 123, of Part A) to the date of the

new auditor's report; and

eProvide a new auditor's revoirt on the amended f'LrLa.rLc'La.l. statements.

(The new auditor's report siic all not be dated earlier than the date of a.pprova.l. of

the amended FS)

it) If the mgmt. does OtheT Amendments too

If law does not pr_o; ibit management from d.o'mg other amendments (ie. other than

SE), the auditor can restrict it's checki.n.g onlg to Subsequent events.

In su_ch cases, the auditor shall either:

a) Include an additional date i.nd.'Lca.t'LrLg that the auditor's procedures were restricted

to subsequent events ontg . (Concept of Dual d.ati,ng) or

b) Include an Emphasis of Matter paragraph or Other Matter(s) paragraph that

more extens'wetg discusses the reason for the amendment of the previouslg issued

fi.nancia.l statements and to the earlier audit report

i) If the mgmdt. does not amend FS wrt SE

If management does not take the necessary steps to ensure that anyon.e in rece'Lpt of

the previouslg issued FS is 'Lnformed. of the situation and does not amend the FS, the

auditor shall notify management and those charged with governance [unless all of

those charged with governance are involved in managing the entity], that the auditor
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will seek to prevent fu.tu.re reliance on the auditor's report.

If, desp'Lte such not'Lf'Lcat'LorL, management or those charged with governance do not

take these necessary steps, the auditor shall take appropriate action to seek to prevent

reliance on the auditor's report.

B] SA 570 gOINg CONCERN N\
1] | OBJECTIVES|(RTP N 17/N 15) :
A ¥y &5 =
— [ NS
To obtain SAAE To conclude whether | To report in
about the a material uncertainty . _AI _accordance with
appropriateness exists related to events or X | SA's
of management's conditions that may cast A
use of Going Concern significant doubt on I8
assumption in entity's ability to continue |
preparation of FS as a going concern

11] [ MANAGEMENTS ASSESSMENT OF THE ENTITYS ABILITY TO CONTINUE AS A

GOING CONCERN INVOLVES MAKING A JUDGEMENT ABOUT INHERENTLY

UNCERTAIN FUTURE OUTCOMES OF EVENTS OR CONDITIONS.

What are relevant factors to that judgement?

Ans. Management’s assessmeit of the \th'Ltg’s ab'Ll'Ltg to continue as a go'Ln.g concern involves

making a judgment, at a particular point in time, about inherently uncertain future

outcomes of events or conditions.

The following facters are relevant to that judgment:

— | The degre of Lncei ‘a'LrLtg associated with the outcome of an event or condition increases

Increas es ‘jni.fi.cantlg into the future event or condition or the outcome occurs. For that

reason, most fi,nan.ci.al. reporti,n.g frameworks that requi,re an expl'Lc'Lt management

assessinent spec'Lfg the per'Lod. for which management is requ'Lred. to take into account all

available i,n.form.at'Lon..

e The size and complexitg of the en.ti,tg, the nature and condition of its business and the

degree to which it is affected by external factors affect the judgment regarding the outcome

of events or conditions.

— | Any judgment about the future is based on information available at the time at which the

judgment is made.
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Subsequent events may result in outcomes that are inconsistent with judgments that were

reasonable at the time theg were made.

Author's Note:

In eval.ua.t'Ln.g management's assessment of the entity's a.b'LLi.tg to continue as a going

concern, the auditor shall cover the same per'Lod. as that used bg management to make its

assessment as requi.red. bg the a.ppl.i.cabl.e fi.n.an.ci.al reporting framework, or bg law or

regu.l.a.ti.on. 'Lf it spec'Lfi.es a Longer per'Lod. If management's assessment of the entity's a.bLl.;tL] to

continue as a going concern covers less than twelve months from the date of the fi.rLa.rL_‘i.aL

statements as d.efLrLed in SA 560, the auditor shall request management to exte: d its

assessment per'Lod. to at least twelve months from that date.

I11]

EVENTS OR CONDITIONS

Events or conditions that may cast s'LgrL'Lf'Lcant doubt on en_ti.tai's EbLL?.tg to continue as a

going concern (FOO)

A

—  (No8OI) (M 19/ N 17, OF) | A o

F - Financial O - Operating O - Others
a. Consistent losses a. Management i.n—tent'Lon a. Non-Compliance
b. Erosion of net worth to liquidate or cease with laws.
c. Loss of credibility operation. b. Pending litigation.
d. Negative cashflow b. Loss of KMP. c¢. Change in
e. Discontinuance of 7 c. Loss of Market, franchise. Government policies.
dividend d. Labour strikes. d. Any other reason.
f. Adverse key ratios _‘L— ) Te Shortage of supplies
g Withdrawal of f. Emergence of competitor.
financiol support g Technological
by creditor. difficulties.
h. Inability to pay
_cieditors.

| AUDITOR MUST PERFORM ADDITIONAL AUDIT PROCEDURES WHEN EVENTS

OR CONDITIONS ARE IDENTIFIED.

Le. procedures for consideration of mitigating factors (RTP M15, N 20, PEQ N 16)

)

Ana.l.gs'mg and d.'Lscu.ss'Lng cash fl.ows & relevant fu.tu.re forecasts.

2)

Ana.l.gsing Llatest available interim fi.na.nci.a.l. statements.

3)

Readi,n.g the terms of debentures & loan agreement, minutes of meetings.
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4)

Evaluate pla.n to fu.lf'Ll orders

-

Evaluate assumptions.

5

Survival strategy

.<

N

Evaluate reliability.

6)

Performing procedures regarding subsequent event (SE) to identify mitigating fa.ctors._

7)

Requ.est written representations from. management regarding future action pl.a.rL.c & vrtual

certainty of pla.n.

REPORTING

/I\

— R ————
GC Assumption GC Assumption is appropriate | | Aaiagement is unwilling
is inappropriate but material uncertainty exist to assess going concern
A A
T~ [~~~
Management || Management Management | [ Management Modified
appropriately || fails to disclose discloses tiie | | fails to | | opinion
disclosed it || the fact fact disclose
! - I
Emphasis on Modifi-d | Unmodified Modified || Disclaimed
matter opinion | opinion on with || opinion | or Qualified |
3 [ -
* ADVERSE [ a separate | Qualified/ | Opinion
unmodified paragraph in ||
opinion Y an Audit Report | Adverse

Au.th.or’s_' lote: Also refer the reporting requirement under 3 (xix) of CARO, 2020

SA 580 WRITTEN REPRESENTATION

] | MEANING

Clar'Lf'Lca.t'Lon, conf'erat'LorL, explanation g'LverL bg management to auditor d.u.r'mg the course

of his audit to conf'er certain matters or to support other audit evidence.
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Objective of the auditor regarding WR

PEQ Jan, 21

/\

/

—_—

To obtain WR from

management, as the

management believes that it

has fu.l.f'Llled. its

To support other evidence
relevant to spec'Lf'Lc assertion
in FS

|| To respond appropriate if

management does not
prov'Ld.e WR or it is not
consistent with other

responsibi['ttg w.rt.

evidence

preparation of FS &

compLeteness of 'mforma.ti.on

prov'Ld.ed to auditor

b

1]

FEATURES OF WRITTEN REPRESENTATION

(M 02)

)

It is not a substitute for normal proced.u.res.

2)

Auditor should seek corroborative evidence to support writien representations.

3)

It should be consistent with other audit evidence.

4)

Person prov'Ld.'LrLg evidence must be well 'Ln.forme%.

5)

Written representation. may constitute of sole evidence where matter is pr'LrLc'Lpa.llg of

intention.

I11]

THE AUDITOR SHALL REQUEST ;'V'\r“\’\i,’\gEMENT TO PROVIDE A WRITTEN

REPRESENTATION THAT

|
~—

[

It has prov'Lded. the

auditor with all relevani

'Lnforma.t'Lon aind access as

a.greed. in the terms of the

audit engagement.

)

T

general.

If the matter remains unresolved, the auditor shall
| | reconsider the assessment of the competence, integrity,
ethical values or diligence of management, or of its
commitment to or enforcement of these, and shall
determine the effect that this may have on the reliability

of representations (oral or written) and audit evidence in

v | IF MANAQEMENT REFUSES TO GIVE WRITTEN REPRESENTATIONS THEN

(M 10, RTP N 13)

)

Discuss the matter with the managem.ent.

2)

Re-evaluate the 'Lntegritg and reassess RMM.

3)

Take appropr'Late action, 'anlu.d.'LrLg determin'mg the possible effect on op'LrL'LorL.

4)

Express disclaimer of op'LrL'Lon.
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REASSESS THE RELIABILITY OF WRITTEN REPRESENTATION ALREADY RECEIVED IF-

(RTP N 13)

)

N\a.n.a.gement denied to provi.d.e WR on any other matter.

2)

If the person provid'mg WR appear to be fa.ke.

3)

If the person provid'mg WR s foun.d. in fra.u.d.

4)

If WR is inconsistent with the other evidence.

V]

DATE & PERIOD COVERED BY WRITTEN REPRESENTATION | (RTP M 19)

The date of WR shall be as near as practica.bl.e to, but not a.fter, the date of the ﬁ.u_’lit;rs

report on the FS. The WR are for all peri.od.s referred. to in the auditor's re:vqriitt ations

may arise where current management were not present dur'mg all per'Lod< r:ierred. to in the

auditor's report. Such persons may assert that theg are not in a pos'Lt'Lgl. to L‘*ovide some or

all of the WR because theg were not in place d.ur'mg the period. This fact, however, does not

diminish such person's respons'Lb'Ll'Ltl_.] for the FS as a w'ﬁle.r ﬁ\cc ‘*iLnglg, the requirement for

the auditor to request from them WR that cover the whole of the relevant per'Lod.(s) still

applies.

VII]

THE AUDIT MAY ASK MANAGEMENT TO RECONFIRM ITS ACKNOWLEDGEMENT

UNDERSTANDING; WHEN

A
| NS ] |

Those who signed the Terms of ergagement There is an There are any ch.ange

terms of engagement, no were _‘uyared in indication that in circumstances

longer have that ﬁ previous year management has

responsibilitg H - |  misunderstood its

1 responsibili.tg

Stude: its i)te
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D] SA 260 COMMUNICATION WITH TCWG

I] | WHAT TO COMMUNICATE?| (matter to be communicated) (Key - IFRS) (N 06)
I - Auditors Independence
F - Significant Findings
R — Responsibility relating to audit of financial statements.
S - Planned Scope & timings. N
Significant findings — An auditor can give value added suggestions to TCWG about:

a) [Significant qualitative aspect of entities accounting practice including
Accounting Policies Accounting Estimates | Disclosures

b) Si,gnifi.cant d'Lffi.culti.es in perform'mg audit (Keg word for this answerwf‘Lﬂ_’\l") N

| Unavailability of personnel & information. A

+ | Unwillingness to evaluate Going concern. A

o | Unreasonable time to complete audit.

o | Unnecessary efforts required to obtain sufficient & appropriate audit evidence.

o | Significant delay in giving information. A

o | Restriction imposed.
Author's Note: Auditor may select any matter from these matter as per his professional
Judgemen.t & communicate it to sh.a.reho[i ers o.s Key Audit Matters, as per SA 701

c) If TCWQ and Man.agement are differen_t -
Significant matters arising during audit or subject to correspondence with management
(Key - ABCDE)
A - Accounting practice
B — Business conditiors
C - Consultancy
D - Dispute with management.
E — Any other sianificant Event or transaction

d) Circumstances affecti.ng form & content of report =P SA 705 / SA 706.

e) An Y _oi‘E.ir si.gn'tfican.t matter.

> Communication with a Subgroup of Those Charged with Governance

o Tiie respective respon.s'Lb'Lli,ti,es of the subgroup and the governing bodu.

e The nature of the matter to be communicated.

e Relevant l.ega.l. or regul.a.torg requi,rem.ents.

e Whether the subgroup has the a.uthor'Ltl_,J to take action in relation to the i,n.forma.t'Lon.

communicated, and can prov'Ld.e further i.nforma.ti.on. and expla.na.ti,on.s the auditor may need.
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1I] | WHOM TO COMMUNICATE
¢ : !
Sub-Group of TCWG & also When all TCWG are involved in management
evaluate need to communicate If such matter is communicated to
with the management then there is NO need to
Governing Body communicate with Governing Body

I11]

HOW TO COMMUNICATE? (Factors a.ffect'mg form of communication) L(Impo;a.n )

Whether such discussion will be included in In.depen.dent auditor's report (c: KAM).

b)

Was the matter resolved.

c)

Structure of organ.'Lza.t'Lon..

d)

Expectation of TCW(;.

e)

Ongoing dialogues & contract between auditor and TCV VG

Previous communication.

Changes in membership of governing bodg.

h)

Legal. requirements.

)

Special purpose financial statements.

WHEN TO COMMUNICATE?

In a.d.equ.ate interval of time.

IMPORTANCE OF COMMUNICATING KEY AUDIT MATTERS TO TCWg| (RTP N 18)

Communication with TCWQ enables them to be made aware of the keg audit matters that

the auditor intends to commuinicate in the auditor's report, & prov'Ld.es them with an

opportunitg to obtain further :la.r'Lf'Lca.t'LorL where necessary. The auditor may consider it useful

to prov'Ld.e TCWC_.] with a a.ra.ft of the auditor's report to fa.c'Ll'Lta.te this discussion.

Communication with TCWC_} recogni.zes thelr 'meorta.nt role in oversee'mg the f'Ln.a.rLc'La.l

reporting process, G provid.es the opportunity for TCWG to understand the basis for the

auditor's accistons in relation to keg audit matters & how these matters will be described in

the auditor's report. It also enables TCWQ to consider whether new or enhanced disclosures

' may oe useful. in l.i,ght of the fa.ct that these matters will be communicated in the auditor's

rep: rt.

T
| Students Note:
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E] SA 265 COMMUNICATING DEFICIENCIES IN INTERNAL CONTROL WITH

TCWG & MGMT

I] | MEANING OF DEFICIENCY IN INTERNAL CONTROL

a) | Inability of internal control to prevent, detect & correct misstatement or

b) Absence of control necessary to prevent, detect & correct misstatements.

I1] AUDITOR'S OBLIGATION REQUIREMENT
A — L
; ; =
Indicators of Communication in writing about Communication with |
significant deficiencies signiftca.nt d.ech'Lenc'Les in Internal Manage'n_en? about other
| Control 2N
v Oial commercial is
o Evidence of ineffective control i al:o a!lowed

environment

Absence of risk assessment y o

procedures within entity Factors to be considered in determining

. Failure of manaqemenE to identify appropriate level of details to be
RMM. ommunicated:

o Absence of control over risk. | o The nature of entity considering

« Disclosure of material misstatemen ttll communication requiring public interest
due to fraud & error as prior period ' not in public interest

items in CY financial statements. Size & Complexity of Entity

Evidence of managements inability Nature & Significant deficiencies

to oversee Preparatinrl of fi_n_a_n_ci_a_[ Entities govemance ComPOSi.tion.

statements. Legal or Regulatorg requirements

IIT] DETERMINE?‘ZQIGHEANT OF INTERNAL CONTROL DEFICIENCIES ARE INCLUDES

CONSIDERTNG

The tikelihood of the d.efi,ci,enc'Les lea.d.'LrLg to material misstatements in the ana.nc'La.l

statements in the future.

The suscepti.bil.i.tg to loss or fra.ud of the related asset or l'Labi.l'Ltl_,J.

2

The subjectivity and complexity of determining estimated amounts, such as fair value

a.ccount'mg estimates.

The f'Ln.a.n.c'La.l. statement amounts exposed. to the defi,ci,enc'Les.

The volume of a.ct'witg that has occurred or could occur in the account balance or class

of transactions exposed to the def'Lc'Lencg or defi.ci.enc'Les.

The 'meortance of the controls to the fLrLarLcLal report'mg process
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e The cause and frequ.encg of the except'LorLs detected as a result of the def'Lc'LerLci.es in the

controls.

e The interaction of the def'tciencg with other def'Lc'Lenc'Les in internal control.

CONTENTS OF REPORT|(RTP M/N 18) (Key — PILU)

P — Potential effect: -

It contains descri.pti.on of def'Lci.erLc'Les & an expl.a.na.ti.on of thetr poten.ti.al effects.

I - Scope of Improvement: -

It list down the area of weakness & oﬁers suggestions for improvement.

L — Minimise legal Liability: -

The letter may also serve to minimize legal liability in the event of a major dejalcation or

other loss resu.lti.ng from a weakness in internal control.

U - Users: -

This letter is a valuable reference document for managenient for_ the purpose of revising the

sgstem.

| Students Note:
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F] SA 450 EVALUATION OF MISSTATEMENTS IDENTIFIED DURING

THE AUDIT

I] | MEANING OF MISSTATEMENTS

Di.fference between.:

a) The amounts, classification, presentation or disclosure of a reported financial statement

item, and

b) The amount, cla.ssi.f'Lca.t'LorL, presentation or disclosure that is required. for the item toie

in accordance of f'Lrw.rLc'Lal report'mg framework.

Wncorrected Misstatement are the misstatements accumulated bg auditor but rot corrected.

— SOURCES OF MISSTATEMENT (Important)

It may result from error or fra.ud. & may consist follow'mg (RTP N 18,12)

/\

— (Key - ODI) A T

Om.ission of D o/ I |
A— A ——
— I ~ o o

Financial Informa.t'Lon Disclosure Di.fference Inaccu.ra,cg Incorrect

Statement requ.'Lred. to be| |that is not between in data estimation

element, disclosed present as | management processing

account or per AFRF & auditors

items. S Judgement.

II] [ THE AUDITOR SHALL DETERMINE WHETHER THE OVERALL STRATEGY OR PLAN
NEEDS TO BE REVISED '

{N_od 1

If identified misstatement when Accumulated aggregated

A
aggregated with cther misstatement misstatement, approaches materiality

~ could be material

111] [ IDENTIFTCATION / ACCUMULATION OF MISSTATEMENTS

e Communicate to management and requ.est them to correct.

» If management corrects, perform additional procedures to determine whether

misstatements rematn.

. If management refuses, understand the reason for not ma.k'Ln.g the corrections, also

determine the materi,a.L'Ltg. If material, communicate uncorrected misstatement and

thelir effect on his opi.n.'Lon to TCW(_; with a request that uncorrected misstatements be

corrected. If not corrected, obtain written representation from management / TCW(_:, w.rt.
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thelr bellevi.ng that effect of uncorrected misstatements are immaterial.

e Determine whether any revision requ.'Lred_ in Audit Strategg Plan.

IV] | DOCUMENTATION SHALL INCLUDE

e The amount below which misstatements would be regarded as clearlg trivial

e All misstatements accumulated dur'mg the audit and whether theg have been

corrected and

e The auditor's conclusion as to whether uncorrected misstatements are material,

'Lnd.'Lv'Ld.ua.l.lg or in aggregate, and the basis for that conclusion.

Note: - Trivial means > not worth corLs'Ld.eri.rLg, of Little Lmportance

V] [ TYPES OF MISSTATEMENT

1) Factual misstatements are misstatements about which there is nc doubt

2) Ju.d.gmental misstatements are d.'LffererLces arising from th «.._Ju_".gn rents of management

concerning accounting estimates that the auditor considers unreasonable, or the selection

or application of account'mg polic'Les that the auditor con siders 'ma.ppropr'Late

3) Projected misstatements are the auditor's best estimate of misstatements in populations,

involving the projection of misstatements identified in audit samples to the entire

popul.at'LorLs from which the sa.mples were drawn. C_",uid.a.nce on the determination of

projected misstatements and evaluation of the results is set out in SA 530

| Students Note:
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CHAPTER 8. REPORTING

WHAT TO STUDY?

A] SA 700: Forming an Opinion and Reporting on Financial Statements

B] SA 701: Communicating Key Audit Matters in the Independent Auditor's Report

C] SA 705: Modifications to the Opinion in the Independent Auditor's Report

D] SA 706: Emphasis of Matter Paragraphs and Other Matter Paragraphs ii. the

Independent Auditor's Report

E] SA 710: Comparative Information: - Corresponding Figures & Comparative 5

F] Sec 143: Duties of Auditor

G] CARO 2020: Reporting on Additional Matters

Al

SA 700. AUDIT REPORT

I]

FORMING AN OPINION

)

Now, we have understood that follow'LrLg are the respo'.s_ibil,i_tie‘ o] management

Preparat'ton of FS Prevention of fraua & error

Implementat'ton of I1C Sa.feguar ;.Lng assets etc.

2)

The main purpose of audit is to enhance the {egree 4 con.f'Ld.en.ce of intended users of FS.

3) | As per SA 700 "Forming an opinion & rgport'tn.g on FS" the objective of auditor
d /:5‘ - —
(L) To form an opinion & AND ) (i) To clearly express that opinion
4) | In order to draw conclu.s‘op , auditor shall take into account:
— v —
SAAE Evaluation that FS & WUncorrected Misstatement
N Prepared as per AFRF
A o A — .
Evaluation shall include QUALITATIVE SPECIFIC EVALUATION: - In
ASPECTYT of entity's Accounting policies/ Particular, the auditor shall evaluate
| practices ie. evaluations of: - (Important) whether: -
7 1. Management Judgements about amount & 1. FS adequately discloses accounting
| disclosure 2. Accounting policies are as per AFRF
2Discussion of qualitative aspect of accounting [ 3. Estimates as reasonable
practice (SA 260) 4. Disclosures are adequate to enable
3. Indicators of possible management bias ie. intended users to understand effect of
lack of neutrality, including: material transaction & event.
a) Selective correction of misstatement 5. Terminologg used in FS are

Eq. I correcting misstatement that increases | 1| | appropriate
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earning & not correcting other 1

IT Several deficiencies a]_‘_fectiric_] the same account on disclosure

b) Bias in making accounting estimate

I1] TLJPES OF OPINION
AUDIT OPINION
Al
s N\ N
Unmodified Modified
: ! 1 !
Same opinion as drafted Modify the opinion ioei ding upon
Under SA 700 materiality and pervasiveness
‘ of missta e@fSA 705
FS are prepared. as per _
AFRF Qualified Disclaimed Adverse
Y= 1
"Except for” No Opirm" Financial Statement are
A not true and Fair.
III] [CONTENT OF AUDITOR REPORT

Basic elements of an Audit Report are gi\zri below: -

)

Title - “Irid.eperid.erit Auditor Report (IA_Q)_

2)

Address — The IAR is addressed to /Members

3)

Auditors Opinion: - It includes -

(L) Id.eritifg the entity whose jinan sial statements have been audited;

(i) State that the finan vcial statements have been audited;

(i) Id.eritifg the title oL«acl- statement compromising the firiaricial statements;

(iv) Refer to the nies,_iu:iud.in.g the summary of significant accounting poiicies; and

(v) Specify the date of, or period covered bg, each firia.ricial statement comprising the

firi incial statements.

4

Basis for cpirii.ori: - It includes that:

(L) States that the audit was conducted accordance with Standards on Au.ditirig;

(ii)_Refers to the section of the auditor's report that describes the auditor's responsibilities

under the SAs;

(iit) Includes a statement that the auditor is irid.eperid.erit of the entity in accordance with

the relevant ethical requirements reiating to the audit and has fu.ifiiied the auditor's

other ethical resporisibiiities in accordance with these requ.iremerits.

(v) States whether the auditor believes that the audit evidence the auditor has obtained is

su.fficient and appropriate to provide a basis for the auditor's opiriiori.

5

goin.g Concern: - Where appiicabie the auditor shall report in accordance with SA 570
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6) Key Audit Matters: - Matters as per SA 701 are included under this para.
7) Managemen.t Responsibilit'tes: - This section of the auditor's report shall describe: -
(i) Preparing the f'LrLarLc'Lal statements
(iv) Assessing the entity's abi.L'Ltg to continue as a going concern
8) Auditors Responsibilities: - This section of audit report shall state that :
(i) The objectives of auditor are to: - §
[ ' P ]
Obtain Reasonableness QNU Issue a Report j
(it) Reasonable assurance is a high level of assurance but not a guarantee |
(iit) Misstatement can arise from fraud or error A\
> Further it shall include: - SN
(Key-PRIAGST)
P = i) Auditor exercises Professional Judgement & maintaLE .':rci’sswn.al Skepticism
L) Auditors responsibilities are: - .
R = (a) To identify & assess RMM
I = (b) To obtain understanding of Internal Cf;ntrol_
A = (c) To evaluate appropriateness of Account. ng pol Lcies used
G-= (d) To conclude on the a.ppropr'La.tenesi of management use of Going Concern
> This section shall also state \ ¢
ST=(@) The pl.a.rmed. scope & timing
(it) That the auditor has coml‘*l',ea with relevant ethical requirement
(iit) Auditor describes KAM (it accoirdance with SA 701 unless law or regu.l.at'LorL precl.ud.es
public disclosures. N\
9) Location of description of the auditor's responsibilities for the audit of FS: -

Here auditor refers to th.e location of auditors responsibility

(i) Within the boe'g of the auditor's report

(iv) W’*h_i 1 an append.'Lx to the auditor's report, in which case the auditor's report shall

incluce a referen.ce to the location of the a.ppend.i.x; or

(Li'L)_E, y.a speci.f'Lc reference within the auditor's report to the location of such a descr'Lpt'LorL

_ona website of an appropriate au.thoritg, where law, regu.[a.t'LorL or the au.diting

standards expresslg perm'Lt the auditor to do so.

10)__'Other legal & Regulatorg Requirements: - If the auditor addresses other reporting

resporLsi.b'Ll'Lt'Les in the auditor's report on the f'LrLarLc'Lal statements that are in addition to

the auditor's respons'Lb'Ll'Lt'Les under the SAs, these other report'mg resporLsi.b'Ll'Lt'Les shall be

addressed in a separate section in the auditor's section in the auditor's report with a

head'mg titled — “Report on Other Lega.l and Regu.latorg Requ.'LremerLts".
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11)

Si.gnature of the Auditor: - The auditor's report shall be signed. The report is s'Lgned_ bg the

auditor (ie. the engagement partner) in his personal name. Where the firm is a.ppo'mted_ as

the auditor, the report is signed in the personal name of the auditor and in the name of

the audit f'er. The pa.rtner/proprietor sign'mg the audit report also needs to mention the

membership number assigned bg the Institute of Chartered Accountants of India. Theg also

include the registration number of the fi.rm, wherever a.ppl.'Lca.bl.e, as allotted bg ICAL in the

audit reports si.gn.ed. bl_.j them.

12)

Auditor's Address: - The auditor's report shall specific location, which is ordinarily th.e_—':i.tlj

where the audit report is s'Lgn.ed..

13)

Date of the Auditor's Report: - The auditor's report shall be dated no ear! Ler th a.r— 'r_he date

on which the auditor has obtained su.ﬁi.c'LerLt appropriate audit ev'Ld.en.cc_ orn \ which to base

the auditor's opinion on the f'Ln.a.rLc'Lal. statements, 'Ln.clu.d.i.n.g evidence that:

(i) ALl the statements that comprise the financial statements, incliiding the related notes,

have been prepared; and

(it) Those with the recognized authority have asserted that +_'ﬂ.e5 h.ave taken responsibility

for those f'LrLa.rLc'Lal statements.

The date of the auditor's report i.n.forms the user of tbe auditor's report that the auditor has

considered the effect of events and transactions of _wh)ch the auditor became aware and

that occurred up to that date. The a.u,d'Ltoﬁ responsib'LL'Ltg of events and transactions after

the date of the auditor's report is ad.dres.._ ed._'u . SA 560. (MCQ)

SUPPLEMENTARY INFORMATION PRESENTED WITH FINANCIAL STATEMENT

4 N A

| - |

Supplementary informaticn not | | Supplementary information not required by |
required by AFRF bui is an | | AFRF and its not an INTEGRAL part of FS
INTEGRAL part of F5
I RPANE N, 8 X
I ) a . D .
Auditor shall c.pply | | If its clearly differentiated | [ If such information is not |
professicnal judgement | clearly differentiated B

ard should cover it in Not i.nclud..e din L. i )

opinion auditors opinion || Ask management to change the

presentat'ton, i.f management refu.ses

then auditor shall 'Ldentifg the unaudited su.pplementarg 'Lnformat'ton and

expla'm in audit report that such supplementa.rg 'Lnforma.t'ton has not been

audited

Audit 9IR — By CA Khushboo G Sanghavi 8.4



— | Auditor can use International Standards on Aud'Lt'LrLg (ISA) onlg i.f

A
[ \
There is no confl'tct between The auditor report includes each of the element i
the requirements in ISA + | sets which are required bl_.j laws & regu.l.a.ti.on. i
B] SA 701 KEL_,] AUDIT MATTER A
I] | MEANING OF KAM .

¥ /

Communications as per SA 260/ 265 1"”? \

Auditor ‘ ); T(.\NC_.]

KAM are those matters, in auditors profess'Lorw.l. ju,d.gement, were of most s _{LLchances in

the audit of the FS and are selected from above matters. Le. from_omr. unication made to

TCWG

11] [ DETERMINATION OF KEY AUDIT MATTER (M19) |

[ A |
Areas of high-risk Areas involving judgements & Effect of significant
as per SA 315 estimates havi.ng h'L/;?"_ estimates u.ncertai.ntg event/ transaction.

117] | DETERMINING MATTERS OF MOST SIGNIFICANCE

1| Matters enquiry significant comm. wi! 1T_C. NG performed. 4. Nature & extent of proced.u.res
2 Important for users 5. Severitg of d.'Lff'Lcu,Lt'Les involved
3 | Nature Compl.exitg or Su'ijecf_ivL;J' involved 6. Severitg of Control d.eftcien.cy.

-  Auditor must add a’.mcripf’.on regarding EACH KAM and shall include a reference to the

related disclosures. Tt shall address the following: - (N'18)

| \
Whg the matter s considered to How the matter was addressed in
be most ngni,f'Lca.nt. the audit.

v PURPOSE OF COMMUNICATING KAM (RTP N 18)

1) | Tt enhances and communicates the value of audit report

2) | It provides greater transparency about the audit procedures performed

3) It prov'Ld.es additional 'Lnformation regard'mg matters which were of most s'LgrL'Lf'Lca.rLce

as per auditor's professional judgement

4) | It assists intended user in understanding the entity and area of significant management

judgment
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NO KAM TO BE COMMUNICATED, IF

1
| \
Law/ Regu.l.ation preclu.de such Such communication ou.tweigh pubL'Lc interest
disclosure. OR benef'Lt (Le. do more harm than good.) However i.f company
discloses such matter, then auditor can also communicate

Note: - KAM s not a substitute for: -

a) Expressing mod'Lf'Led. opinion

b) Reporting Going concern

c) Separate opinion on individual matters

d) Disclosure in FS

VI]

ILLUSTRATION OF AUDIT REPORT IF AUDITOR HAS DETERMINED THAT THESE ARE

NO KAM

Key Audit Matters (Illustration for drafting Question)

Except for the matter described in the Basis for Qualified, Adverse Opinion Section or

Material Uncertainty Related to Going Concern Section]. We have determined that there

are no other keg audit matters to communicate in our report.

Note - 1) KAM para is ma.nd.a.torg for Listed Companies

2) KAM para. is not to be adde_d. i auditor disclaims his opinion.

C]

SA 705. MODIFICATIONS TC I'HE_O;INION IN THE INDEPENDENT AUDITOR'S REPORT

1]

DETERMINING TYPE OF MODIFICATION TO AUDITOR'S REPORT

Nature of matter givirg Auditor's Ju.dgement about the Pervasiveness of the Effects or

rise to the modi,fi‘a.u.?", Possible Effects on the Financial Statements

Material but not Pervasive (M 06) Material and Pervasive

Financial Staterients are Qu.a.l'Lf'Led. opinion (True and Adverse opinion (Not

14 "_te.r'Lallg misstated faLr except for the effect of...) true and Fair)

Qualified opinion (True and Disclaimer of opinion

Inability to obtain SAAE fa.'Lr except for the POSSIBLE (Not in position to express

A 19) effect of....) and opi.n'Lon)

1]

DEFINITION OF PERVASIVE:

Pervasive effects on FS are those that in auditor judgement: -

)

Are not conf'med to spec'Lf'Lc elements, accounts or items of the f'LrLarLc'Lal statements;

2)

If ) conf'med, represent or could represent a substantial proportion of the f'LrLanc'La.l
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statements; or

3)

In relation to disclosures, are furid.amerital. to users u.rid.ersta.ridirig of the firiaricial.

Statements.

Author's Note: - Pervasive Misstatements means it a.ﬁects ANl:] or MANl:] assertions or

element of FS.

I11]

BASIS OF OPINION | (IMPORTANT)/ DEC 21

When auditor mod.ifies his opinion, he has to amend the heading of this para. as

)

Amend HEADING of modified opinion Eg: "Basis for Qualified Opinion’,

"Bastis for Disclaimed Opiriiori", "Basis for Adverse Opinion"

2)

i) If the misstatement relates to specific amounts iriciiid.irig QUANTIT._'\TL’E

DISCLOSURE then add a description & quaiifica.tion, unless im& 'icti«:bie

i) If misstatement relates to narrative disclosure then include exi,’ anation of such disclosure

3)

If material misstatement is due to NON-DISCLOSURE of i ifr; *ia.ciori then describe

nature of iriforma.tiori omitted & include such iriform ation urless prohibited. bg law

4)

If the opinion is "Qualified” or "Adverse” then describe the SAAE so obtained

5)

If the opinion is “disclaimed”, then auditor shall not refer to the section of the auditor

resporisibil.itg para and no SAAE obtained sha!l be nientioned.

D]

SA 706 EMPHASIS ON MATTER (E(_)M_) 5 OTHER MATTER (OM) PARAGRAPH IN

INDEF=NLENT AUDIT REPORT

1]

OBJECTIVE | The objective of cn auditor is to DRAW ATTENTION by way of clear

Communicaiion. i auditors report with respect to

i \

A matter that is of such lmportance that Arig matter that is relevant to user's

is fu.nd.a.menta.l. to user's u.n.d.ersta.nd.irig und.ersta.nd.i.ng of the audit, auditors

of the FS (EOM) responsibilities or the auditor's report (OM)

Note:

)

Auditor sita.l.l. include other matter paragraph in the report only if:
A
| |

Tt L- not prohibited_ bg The matter is not determined to be

.aw or requlation AND KAM

b

2)

Auditor may decide placement of an EOM or OM in audit report depending upon

Significance of such information to intended users on the basis of his professioria.i

judgement
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I1] MATTERS WHICH WOULD NOT REQUIRE MODIFICATION
AND NOT DETERMINED AS KAM
v : v
EOM| Mog) OM
1) Include the para within a separate 1) Include the para within a separate

section with an appropriate h.ea.d.'Ln.g

section with an appropriate h.ea.d.'LrLg

"Emphasis of Matter" "Other Matter" 4
2) | Such para. contains a clear reference 2) No such clear reference is made A
to the relevant disclosure that fully 3) Example: D
describe the matter in. FS * Reason why auditor is unable o resign
3)  Example (M 18/ N 19) from the engagementl ren though there

e When a fma.ncia.l report'mg framework

is a limitation on scope

prescribed. bl_.] law or regulat'Lon would be

e Law, regul.atiun or gen e;a.l.[g a.ccepted.

unacceptable but for the fact that it is

practice in o jurisdiction may require or

prescribed by law or requlation. (SA 210).

permit the auditor to elaborate on

e To alert users that the f'LrLa.rLc'Lal statements

matters tnhat _prov'td.e further Expl.a.na.tion.

are prepared. in accordance with a speci.a.l.

o Auditor has been asked to perform and

purpose framework (SA 800).

__report on additional specified procedures,

e When facts become known to the au.d.'L_tor

after the date of the auditor's report and

or to express an opinion on specific

matters.

the auditor provides a new or amended

e An other set of fi.na.nc'La.l statements

auditor's report (SA 560).

has been prepared by the same entity

o An uncertainty relating to the future

in accordance with another general-

outcome of exceptional litigation or

purpose fra.mework and that the

requlatory action.

e A gignific&nt st bseq:n.t event that occurs

auditor has issued a report on those

anancLaL statements.

between the date oI-the fi.na.nci.a.[ statements

o Auditor's report is intended solelg for

and the date Jf the auditor's report.

the intended users, and should not be

. Earlg o..*oli.ca.tion (where permitted) of a new

distributed to or used blj other pa.rti.es.

accounting standard that has a material

e Law or regu.la.ti,on. may requ.i.re the

_effect on the financial statements.

auditor to communicate about plarmi.ng

_» A major catastrophe that has had, or

and scoping matters in the auditor's

continues to have, a significant effect on

report, or the auditor may consider it

the entity's f'LrLanci.a.L position.

necessary to communicate about such

madtters in an other matter paragra.ph

(SA 260).
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E]

SA 1O COMPARATIVE INFORMATION: - CORRESPONDING FIGURES & COMPARATIVE
FS

I]

MEANING

SA 710 Comparative Informati.on—Correspond.i.ng Figures and Comparative Financial

Statements deals with auditor's responsi.bi.l.i.tg rega.rd.in.g comparative 'LrLform.a.ti.on. in an

audit of f'LrLa.rLc'La.l statement. There are two d'Lﬁeren.t broad approaches to the auditor's

responsLbLli.ti.es Ln. respect of comparative 'Lnform.a.ti.on: Corresponding fi.gures and

Compara.ti.ve f'Lrw.rLci.a.l statement.

The essential audit reporting differences between the approach.es are:

a) For corresponding figures, the auditor's op'LrL'Lon on the f'Lnanc'La.l statements refers to

the current period. onlg; whereas

b) For comparative f'Lrw.nci.a.L statements, the auditor's opinion rejers lo each per'Lod. for

which f'manc'w.l statements are presented..

1]

OBEJCTIVE

a) To obtain SAAE about whether the comparative information included in FS has

been rpesen.ted. in all material present in. accorcance with the requirements of AFRF

b) To report with the auditors reporting responsibility

I11]

AUDIT PROCEDURES FOR COM PARATIVE INFORMATION: CORRESPONDING

FIGURES & COMPARATIVES

a) Perform Speci,ch audit Procedure. For d.eterm'm'mg that the f'LrLa.rLc'La.l statement contains

a.ppropria.telg classified comparative information, the auditor should:

e Ensure that coripar itive 'Lnforma.ti.on agrees with the amount and other disclosure

presented. L_ tbe prior per'Lod..

e The o.‘cou.r*in.g POU.Ci.eS a.ppl'Led. are consistent with those applied in current per'Lod..

. I[ ?_hgre liave been any cha.n.ges in the applicat'ton. of accounting pol'Lc'Les than theg

are properlg disclosed and presented..

b) Es:aluati.n.g the 'meact on fina.n.ci.al statement: If the auditor becomes aware of any

__possible misstatement in the comparative information, then:

e He should perform the necessary audit procedu.res to obtain su.fficient audit

evidence.

. If the auditor had audited the prior per'Lod's f'LrLa.rLc'Lal statement than he should

follow the relevant requirements of SA 560.

c) Written Representation: As requ.'Lred bg SA 580, the auditor should also request written

representa.tion. He should also obtain a spec'Lf'Lc written representation rega.rd,'mg any

pr'Lor period item that is disclosed in current year's f'LnarLc'La.l statement.
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AUDIT REPORTING

a)

With Referen.ce to Correspon.d'mg Figures: When correspon.d'mg fi.gu.res are presented, the

auditor's opinion shall not refer to the corresponding figures except in the fol.l.owi.ng

cireumstances:

. If the auditor's report of the previous peri.od contains other than an unqua.l.i.f'Led

opi.n.i.orL.

. If the auditor is of the opinion, and he has suffi.c'LerLt evidence in this regard, thc_f a

material misstatement exists in the fi.rw.nci.al. statement of prior peri.od, which was

not addressed earlier.

If the pr'Lor per'Lod f'LrLa.rLc'LaL statement are not audited, than he should obtain sgfflc'Lent

audit evidence that the open'mg balance does not contain any material misstatement.

b)

With Reference to Comparative Financial Statement: When comparative firancial

statement are presented -

e The auditor's op'LrL'Lon shall refer to each per'Lod for which _Lf‘e ]\Lnancial statements

are presented.

e When reporting on current per'Lod's audit, if the auditor's opinion on such prior per'Lod

f'LrLa.rLc'La.l statement d'Lffers from the opi,'.Lon V“evi.ouslg issued on such f'ma.nc'ta.l

statement, the auditor shall disclose the substantive reason for the diﬁerent opinion

in other matter pa.ra.gra.ph. in his report.
V-

. If the auditor concludes that a m _’Lter'L 1l misstatement is present in the prev'tou.slg

audited fi.gures of f'ma.nci.al staterent, he should report it to the appropriate Level of

the management and iequest that the predecessor auditor be informed. If then the

pr'Lor years statements are a tmended with new report bg the predecessor auditor, then

the auditor shall report only on the current period.

c)

Reporting treatment common to both (for correspon.d'LrLg figures and comparative

'Ln.forma.tion.):

i) If the | nancial statement of the prior per'Lod were audited bg a predecessor auditor,

""Le auditor (is perm'Ltted bg law or regulat'LorL to refer to the predecessor audit report

- oL case of correspond'm.g f'Lgu,res and decides to do so) shall state in his audit

report:

e That the f'LrLa.rLc'Lal statement of the pr'Lor per'Lod were audited bg a predecessor

auditor;

e The type of the opinion expressed bg the predecessor auditor;

e The date of that audit report.

it) If the prior period financial statement were not audited than he shall report the

same Ln other matter para.graph in his audit report that the

corresponding/comparative f'Lgu.res are unaudited. However, the disclosure does not

relieve him from his respons'Lbi.l.'Ltg of obta.i.nin.g su.ffi.ci.ent appropriate audit evidence
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that the open'mg balances do not contain misstatements that materiallg a.ﬁect the

current per'Lod.'s f'mancia.l statements.

SA 710 comparative 'Ln.formation: - correspon.d.i.n.g flgures & comparative fs

\ 4

Corresponding Figures Comparative Financial Statements

| MB) lRTP M 15)

Auditor expresses opi.n.i.on. on Auditor expresses opi.n.'Lon.

current period only on ENTIRESET [

3 (NO3/M10) of FS for both 'g_b*, uear |

I RTP N 18/ M 12) T

\ 4

Recurring Audit Initial Audit W

nt | (M 18) N

A

Misstatem,

A

A 4 v \ 4  Z

Reported Not Reported Predecessor [FS‘:‘T' J were not

v

OM | Audited OM

! ! Modify current | * Type

Resolved | | Not Resolved| | report wrt. PY | By (Name of the Auditor)

! ! * Date

Unmodified || Modified (

i ﬂ'Recurr'mg Audit Initial Audit

—

; ; 1
Re- assessing misstatenient l

of PU as per SA - 450 Differen.ce of opinion $

\ 4 v l

Disclose substantive Predecessor FS of Pg were not

Reason for differentiation under il 5/‘\u.d.'Lted. OM

I OM Difference of opinion

wrt PU Auditor

|

> MANAGEMENT

PY Inappropriate ( X hY w Inform
7 Opinion L S NV [ 4
f | =
OM = Oth.er Ma.tter Pa.ra.gra.ph. Auditor Predecessor Auditor

Other matters pa.ragra.ph. Applg SA 560 and Amend IAR

type and date & op'LrL'Lon of predecessor Auditor
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Section 143 of Companies Act, 2013: Duties of Auditor

F] [ RIGHTS AND DUTIES OF AUDITOR [Section. 143]

1] | Rights of Auditor

L. RLght to access BOA & Vouchers of all time

i R'Lgh.t to obtain 'Lnforma.tion & expl.a.na.tion

iil. R'Lght to Llien BOA (lien = Holdi.ng lawful possess'LorL) (PEQ)

Auditor can exercise lien onlg 'Lf his fees remain unpaid. Such lien can be exercised over BOA

for the year for which fees is unpaid and on which he has worked.

However, exerc'Ls'mg this r'Lght is not practicallg poss'Lble because of: - &

e  Virtue of section 128 which states that BOA are requ,'Lred to be kept at Reg'Ls‘er.u; Of | ice &

o | In the opinion of council exercising lien attracts disrepute to ICAI and it's o I-._'\fessi.orw.l.

misconduct under clause 2 of Part IV of the First Schedule.

Lv. R'Lght to read out qu,al'Lf'Lca.t'wn. at genera.l Meet'mg.

V. R'Lght to recelve notice and to attend any (_.]enera.l Meet'mg either i L person or through

representative (el'Lg'Lble to act as auditor)

2] Duties of Auditor

Sections No. Duty

Section 143(1) Enquiry into certain facts

Section 143(2) Reporting as Trui ,aid Fair

Section 143(3) Certain matter to_be: reported whether positive or negative
Section 143(4) Reason for negative qualification

Section 143(5 - 7) Duiies (ir regards to Government Company)

Section 143(8) Audit of Branches

Section 143(9) & (10) | Compliance with Auditing Standards

Section 143(11) P Reporting CARO

Section 143(12 - 15) Reporting of Fraud

i] ENQUIRING 143(1): - If any transactions give negative results, then such transactions are

required Lo be REPORTED.

The transactions to be enqu.'Lred. are -

a) Advance Term & conditions should not be prejudicial

b) Book entries: Should not be prejudicLaL

c) Companies not be'mg Investment Company & sold securities at a price < cost (Le. Loss).

d) Loans and Advances shown as Deposits.

e) Personal Expenses charged to revenue.

f) Where any shares have been allotted for Cash, whether it has been received or not and

the same has been. accounted for.
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ii]

Reporting as to true and fair [Section 143(2)]

Report that the ftnanctat statement is free from RMM either due to frau.d_ or error.

(True & Fair view = FS made as per AFRF & Schedule III)

The report shall be made after taktng into account the fottowi.ng: -

- Provision of the Act

- Accounttng and Audtttng Standards

- Matters requtred to be 'Lrtctud.tng in the report

iii]

REPORT 143 (3): - Whether the examination of transactions give positive or negative

Results In both the circumstances the auditor needs to REPORT.

a) Sought and obtained all information and expl.a.nattons.

b) Proper Books of Account.

¢ Report on accounts of Branch office

d) Financial statements are in agreement with the Books of Account

e) Financial statements comptg with Accounting Standards/Tna AS.

f) The observations or comments of the auditor on f'Ln.a wcltal matiers which have adverse

effect on fu.rtcti.orL'Ln.g of the company,

g) Any director attracts any dtsqua.ttftca.ttons w/s 164(2).

h) Mod.i.fi.catton retat'LrLg to maintenance of Books of Account

L) Operating effecti.vertess of Internal Financial controls with respect to ftrtartctat statements.

person./ Entttg/ Foretgn. Compa.rtg.

This is exempt to OPC, Small Compan *4_6 (MCQ)
Private Company whose -
Turnover < 2 50 crores, &
Borrowings < z 25 crores & has not ‘:fa.u,tted. in return ftttng (sections 92 or 137)
j) Any other matter as pres :“'Lbe_{.
. Pertd.tng Li.ti.ga.t'LﬁrLs_ on Lits f'LrLa.nc'La.l position in its f'ma.nc'ta.l statement.
. Foreseea.tk |.os._°s,ﬁ any, on tong term contracts 'antud.tng derivative.
. Dela.lz' in Investor Education and Protection Fund bg the company.
Advanced/Loaned/Invested any funds to
AN P any person/ErLti.tg/Forei.grL Company from
received MRL Borrowing Fund, Share Premium other Other
s W company has not \ sources are provi.d.ed. any guarantee. :E:‘;
\\ stated in |
Received any fun.ds/guarantee from any BOA

MRL - Managemen.t Represen.ta.ti.on. Letter

. Compantes maintained account software for BOA tevg fea.tu.re of audit trail.
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e Audit trail is operated throu.ghou.t the year with no tampering thereof.

NOTE: - Auditor of public company should make a statement u/s 143(3) as to whether

the Remunerations pa'Ld. bg the company are in accordance worth sec. 197 of Compa.n'Les

Act, 2013 will be reported_ u/s 143(3). MCQ)

(iv) | Reasons For Negative qu.a.l'Lf'Lcat'Lon [Section 143(4)]

. If the auditors have issued opinion as per SA 705, then he has to give reasons for such

qualifi.ed., adverse or disclaimer of op'LrL'LorL.

e | Qualification, Observations or comments on the Financial Transactions or matters mentioned

in the Auditor's Report shall be -

e | Read before the company in its general meeting

o | Open for Lnspection bg any member of the company

(v) | Duties wrt. Audit of Government Companies [Section 143(5), (6), (7)]

e | Duty to foll.ow directions given bg CAg

e | Statutory Auditor must include the fol.l.owi.ng in his report: -

a) Directions b) Actions c) Impact

. Su,ppl.ementarg Audit — within 60 d.a.gs from the recei:t of above Audit report the CAg

have right to conduct a supplementary audit. (I\‘CQ)

e | Comments of CA(_:, — Comments are given bl; CA(_:,, such comments and supplemen.targ

audit is then gi.ven. to the company.

The company shall forwa.rd. the same o ev ry person entitled to copies of Financial

statement w/s 136(1).

vi) | Audit of Branches. [Section 145(3)] (RTP)

e | Main Auditor can audit _'Lmo ncial statement of branches.

e | However, separate bro._ﬁ.cl} auditor may be a.ppo'mted if requ.i.red.

_ v

Indicn Braich Foreign Branch

\ 4

Individual or firm qu.ali.fied. w/s 141(1), ) An accountant or a person el.'Lgi.ble to act as an

may be appointed auditor as per the requirement of that country's law

(vit) C_Zompl'w.nce With Auditing Standards [Section 143(9), (10)]

The Auditor has to complg with all the relevant Standards on Au.di.t'mg (SA).

(viii) | Additional Matters of Reporting [Section 143(11)]

The Cg may order for inclusion of a statement on spec'Lf'Led matters in auditor's report for

spec'Lf'Led. class of companies (CARO, 2020).
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(ix)

Reporting of Fraud [Section 143(12-15)] (MCQ)

If auditor has reason to believe that an offence i.rwolv'Lrtg fraud is be'mg or has been

committed against the company bg off'Lcer or emplogees of the company then auditor must

report such matter to Central C_]ovemmertt in follow'mg manner:

l

\4

Fraud
7 N
v v -\
Amouftt < %1 crore Amount > T 1 crore |
- & U
¥ 3 v |
Report within Company to disclose in Within 2 dags report to the AC
2 days Board's Report BOD (if AC is rtgt_'o‘@‘st‘uted)

av

v

l 45 days > seek reply

v

| — -v—-r it

To Audit Committee, if || a- Nature
AC s not constituted, b. Amount
then BOD c. Parties involved if

v

reply rec sived

Reptg not received

|

remedial action is not taken

—

within time

within time

Nature

(and) J

\ 4

A 4

Amount

d. Remedial action taken

Parties involved

Report to C(_:J

Report to C

within 15 d.ags.

within 15 dags

counted from

expiry of 45 days.

In Form ADT - 4

Applicable to: Statutory (ﬁ?c, B—ra.rtch & Compliance Auditor (PEQ)

Listed Co.

Pena.ltg for non—com"lian ce ]

= Flne - 2 500000/-

Others |®® Fire - 2 ,00000)-

ﬁ

Alse refei lause (xi) of para. 3 of CARO, 2020.

Mart_s er of Report: -

L. R‘.POI’I’. shall be sent to Secretarg, MCA

il. In a Sealed cover bg Registered post acknowledgement due followed. bg email.

til. It should be on letter head containing

a) Address

b) Teleph.on.e No.

¢) E-mail

d) Membership No.
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Analgsi.s Bg Author: -

Particular CARO, 2020- 3(xi) 143(12)

1) | Fraud committed BL_:] whom Company Offlcer./ Employee Officer/ Employee
l against l against against
2) | Fraud committed ON whom Third Party Company Company
3) | Amount No Limit > %1 Crore N |
4) Reporting to Member of the Company Central (',gv ;*unén.t
5) grou.nd.s Notice/Reported. Reasoris to Believe
6) | Reporting By Whom? Statutory Auditor Stfltl_ ;uj\uditor, Branch
Auditer, Compliance

! Auditor, Cost Auditor
-

7) | Additional Reporting Statutory Auditor is requ red to

report over whistle blower

compla'm and about 'r‘_'a reports
and forms fi.led. under sec. 143(12)

Gl CARO, 2020: Reporting on Additiiﬁél_Matters
APPLICABILITY
REPORTINg CLAUSES UWNDER PARA 3

W e

Companies
Auditor's Report
Order (CARO), 2020
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CAROQO. 2020

1
A 4 \ 4

1] APPLICABILITY I1] REPORTING

APPLICABILITLJ (PEQ May O7) (RTP Nov 17 /Nov 15)

It is applicable to all the companies including a foreign company, except-(key-BIPSO)

B-Banking company Author's Note:

[-Insurance company peq Noy 14 1. CARO Reporting does not apply to con solidated
P-Private limited company if: FS [except PARA 3(XXT)]

PUSC + Reserve < %1 crore 2, CARO will be equally appl’tca’aE t_ branches

(on. B/S date); 3. But if the Private Co is a he! d.l.“‘_j or subsidiary
Total Borrowing < X1 crore (any of Public Co. irrespective of turnover/ borrowing it
time of the year) & Total is covered by C/ RO, 2020

Turnover/Revenue, < 3 PUSC and Reserves = ESC + PSC All Reserves

10 crores (on B/S Date) (includirg Revaluation reserves) — P/L Dr Bal. It
S-Section 8 companies excludes Calls in arrears and Share application
O-OPC and Small Companies Money

even. if it falls under any criteria Turnover: Turnover includes Sales, Services Other
specified for private company ( income like interest Lncome, forex gain, sales return
Note: | & IDT should be excluded.

These statuses are checked as i the | Borrowings: It includes borrowing from bank &

date of Balance Sheet financial institutions even O/D, B/P, Interest due but
Whether ') not paid. It excludes, public deposits and debentures
CARO APP“-Cf’fl;e_ to 3 Ues | No and any loans from individuals.

a) Nationa'ised, Scriedule, v

Reg'Lc ) a.-lA Rural Bank

b) Foreign & ".'rLk. v

¢ Bank during the year |V

converted to NBFC

|d) BFC during the year v
converted to bank

e) general Insurance Co. v

f) Life Insurance Co. v
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1]

REPORTING CLAUSES UNDER PARA 3 OF THE ORDER

0)

PROPERTY, PLANT & EQUIPMENTS (PPE)

Fol.l.owi.ng matters shall be included in the auditor's report:

(a)

Ad.eq uacy of Records:

e Whether the company is ma.'LrLta'LrL'Ln.g proper records

sh.owi.ng full pa.rti.cul.a.rs i.ncl.udi.ng quantitative

details and situation of PPE

o  Whether the company is maintaining proper records showing full particulars of

Intan.g’tbl.e Assets.

(b)  Physical Verification:
> Whether these PPE have been physically verified by the managem nt ot reqular
intervals. ;
> When annual verification is not possible than all assets nust be veﬁﬁed at least
once in every 3 years. £
> Whether any material discrepancies were noticed cn suclﬁverifica.tion and if so
whether the same have been properly dealt in ZOA
(c) | Title Deed: (PEQ May 17) (RTP May 17)
Whether the title deeds of all the immovable properties (Other than Properties where the
company is the lessee).
disclosed in the financial statements are held in the name of the company,
hf not
Description of Gross T Held Whether Period held- Reason for
in
property Carrying | name promoter, indicate not being
N of
value director or range, where held in
their relative appropriate name of the
or employee Company
also indicate i.f in d.i.spute (not title deed is Registered sales/tra.nsfer deed)
(d) Revaluation of Property, Plant and Equipment:

> Whether the company has revalued its PPE/ROU/Inta.ngi,ble assets duri,n.g the Year and,

l If so

> Whether the Revaluation is based on the valuation by a Regi,stered. Valuer; speci,fg the

amount of cha.n.ge, i.f cha.nge is 10% or more in the aqgregate of the net carrying value

of each class PPE or 'LrLta.rLgi.bl.e
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(e) Proceed.'mgs for holdings of Benami Propertg:

> Whether any proceed.'mgs have been initiated or are pend.'mg against the company for

holdi.ng any benami property under the Benami Transactions (Prohibition) Act, 1988

and rules made thereunder,

lIf 50

> Whether the company has appropr'w.telg disclosed the details in its Financial

Statements.

(it)  INVENTORIES [PARA 3(ii)]

(a) | Whether ph.gsi.cal. veri.fi.ca.t'LorL of Lnventory has been conducted at

reasonable intervals by the management and whether, in the opinion i

of the auditor, the coverage and proced.u.re of such veri.f'Lcat'LorL bg

the management is appropriate; whether any d.iscrepancies of 10% or more ir the aggregate

for each class of Lnventory were noticed and;
| If )
Whether thel_.] have been properl.l_.] dealt with in the books of account;

(b) | Whether d.ur'mg any point of time of the Year, the company nas been sanctioned work'mg

ca.p'Ltal limits in excess of X5 crores, in aggregate, from. banks or f'ma.nci.a.l institutions on the

basis of Security of current PPE; whether the quartei Lj returns or statements leed. bg the

company with such banks or fma.ncia.[ tnstitution are in agreement with the books of

account of the company,

"Ilf not
C_.]'we details

Author's Note-Whether physical verification of inventory has been conducted at reqular

intervals bg the managerent alt material items must be veri,f'Led. at least once in year.

(i) | INVESTMENTS, ‘gU.ARANTEE SECURITY, LOANS OR ADVANCES [PARA 3(iii)]

Whether du @ the year the company has made investment in

Ang guarantee or secu.ritg or gran.ted any loans

OR advances in the nature of loans, secured,

OR unsecured

—)

“Well, there’s nowhere to go but up.”

Companies, LLP,

Firms, other parties
(a) whether du.r'mg the Year the company has provided loans or provid_ed advances in the

nature of loans, or stood quarantee, or provided security to any other entity [not

applicable to companies whose principal business is to give loans],

lIf $O
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Indicate the aggregate amount du.r'mg the Year, and balance ou.tstanding at the

balance sheet date with respect to such loans or advances and guarantees or

Secu.r'Ltl_,J

A

To subsidiaries, joint ventures To parties other than subsidiaries,

and associates joint ventures and associated

(b)

whether the investments made, guarantees prov'Ld.ed., security given and the terms and

conditions of the grant of all loans and advances in the nature of loans and guarantees

provided are not prejudicial to the company's interest;

(c)

In respect of loans and advances in the nature of loans, whether the sch.ed.u..._‘ of repayment

of pri.n.c'Lpal and payment of interest has been stipulated. and whether the repayments or

receipts are reqular;

(d)

Lf the amount is overdue, state the total amount overdue for more ‘_h.ai 90 dags, & whether

reasonable steps have been taken bl_.] the company for recovery of _t’te Iar'LrLci.locLl & interest;

(e)

whether any loan or advance in the nature of loan gram...). which has fa.llen due duri.ng

the year, has been renewed or extended or fresh loars granted to settle the overdue of

existing loans given to the same parties,

if so,

spec'Lfl_.] the aggregate amount of such dues renewed or extended or settled bg fresh loans &

the percentage of the aggregate to the total Loans or advances in the nature of loans granted.

during the year [not applicable to companies whose principal business is to give loans];

()

whether the company has granted any loans or advances in the nature of loans either

repagabl.e on demand or witiout ;lﬁecifging any terms or per'Lod. of repayment,

, if so,

A

specify the aggregate amount, percentage thereof to the total loans granted., aggregate of amount

loans gra.nted. to Promoters, related parties as d.efin.ed. in Sec. 2(76) of the Companies Act, 2013,

(v)

COMPLIANCE OF PROVISIONS OF SECS. 185 & 186 - [PARA 3(v)]

In respect of loans, investments, guarantees, and secu.r'Ltg whether prov'Ls'Lons of Sections 185

and 166 of the Companies Act, 2013 have been compl'Led with.

If not

Provide details thereof.

AUTHOR'S EXPLANATION: As per section 185 a company cannot g'we: Loa.n/gu.a.ra.ntee/

security provided to Directors of a Co/Directors of Hold'LrLg Co. of such lend'mg Co. relative/

pa.rtner/f'trm of the director or relative of such director in which f'er in which the

relative is a partner.
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As per section 186 total of (Investments + loan + guarantee + secu.r'Ltg): past + proposed should

not exceed higher of 60% of (SC + FR reserves + SP) or 100% of FR + SP.

(v)

PUBLIC DEPOSITS [PARA 3(v)]

a) Whether provision of sections 73 to 76 or any other provision of Companies Act in

relation to Public Deposit have been com.pl.'Led with

lIf not,

the nature of such contraventions be stated;

b) If an order has been passed by Company Law Board or National Company L_a.w

Tribunal or Reserve Bank of India or any Court or any other Tribunal, whetn*,(

the Same has been compl.i.ed. with or not?

Amendment in clause (v): Auditor to now submit a declaration in the form QP 3 which was

earlier missing stating the fa.ct he has audited Lt

(vi)

COST RECORDS [PARA 3(vi)]

Whether maintenance of cost records has been spec'Lf'Led. bb the (@ w/s 148(1) of the Companies

Act, 2013 and whether such accounts and records 'tave been so made and Maintained.

Note: 1) Reporting is onlg regard'mg maintenance of cost of records and not about cost audit.

2) Every company whose T.O. (goods and services) equal to or > 335 crin the previous year has

to maintain cost records.

3) Micro and small enterprises are excluded. F oreign Co. and branches of any Co. covered bl_,]

this act is included in section 1480‘.

(vii)

STATUTORY DUES [PARA 2(vii))

a)

Whether the company is *03@ arly d.epos'Lt'Lng statutory dues includ_ing GST, PF, investors

education and protection fund, emplogees state Lnsurance fund., WT, sales tax, service tax,

income tax, Excise duty and other statutory dues with the appropriate authorities. Also, the

extent of arrears for more than 6 months as on 31/3/9999 (B/S date) from the date theg become

payable.

AU i‘:__‘OR'S EXPLANATION: 1) Reporting under this clause is appl'tcable when regu.lar payments

are made to a requlatory authority under a statute.

Students Note:
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Payments made for Reason

Mun.'Lci.pal taxes/TDS/ professional
tax/propertg tax etc.

Paid m.ostl.g to state govt authorities —

Turnover fees to SEBI/Sta.m.p duties Paid to appropria.te authorities I

Bonus/Gratuity (Imp) Contractual liability not due under a statute

PF It is pa.'Ld_ to complg PF Act (approved fu. ud)

CC Z )

Advance tax Tax dept. (it is due as and when piofiis

earned)

Custom duty on imported goods kept at | N | This duty is accrued but not due, it bacomes :

bonded warehouse due when goods are removed for home
consumption

Interest and rent over goods kept at | |Itis a statutory due ¢

bonded WH

Electricity bill N | Not a statuiory due

Customs U | Paid to ¢ Jernment

2) D'Lsputed. Dues: The clause is appltcable to undisputec dues. The clause is not a.ppl'Lca.bLe to

d.'Lsputed. dues. Mere representa.tion to the concernea J.cpa.rtment does not constitute the d.i.spute.

3) Also see SA 250 "Consideration of Laws ana Regu.la.t'Lons”.

4) Auditors duties and practices:

Auditor has to report two—fold. - 1} /i;fm.'f 2) arrears of amount of defa.ult.

The auditor should get himgl\i acquaint with all the governing acts and statutes. The auditor

is just to report that the company is reqularly paying undisputed dues. The auditor should get

a statement from the compaivy about the payment of tax or duties during the year and enquire

into the fa.cts that are the re any u.nd.'tsputed. dues not pa.'Ld d_u.r'mg the year.

The auditor has to report regard.'mg the regu.laritg of the depos'Lts, he is not requ'tred to specifg in

detail each_: .nd e ry delag of payment.

5) Format for arrears of dues o/s for more than 6 months:

Nair.e of Nature of Rs. | Period to which amt. relates to Due date | Date of payment
the statute | dues

Author's Note: -

Da.gs of grace are allowed a.fter the amount is due. Even 'Lf the amount falls due on pu.bL'Lc

hol'Ld.a.g and Lf payment is made in the next d_ag then payments are sald to be made regu.lar.

A bank guarantee is not payment of dues.
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b)

Any Di.sputed Dues:

Format of disputed dues:

Nam.e of the statute Nature of | Rs. Period to which | Forum where d_i.spute is
dues amt. relates to pend'm.g

Author's Note: - Mere Representation is not a d_'Lspu.te.

(viii)

UNRECORDED INCOME [PARA 3(viii)] (PEQ N22)

(@) Whether any income esca.ped. tax in previous years under the Income-tax Act, 1961,

li.f SO, \:

(b)) whether the same is properly recorded in the books of account during the year,

(ix)

REPAUMENT OF DUES [PARA 3(ix)] O/

Whether the company has d.efau.lted. Ln. repayment of dues to bank, f'LrLarL 1Lnstttuti.on,

government and debenture holders, if yes then the period and amount of default to be reported.

Dues: It includes principal as well as interest amount due pagableﬁ bank, ['.aancial

institution, government dues and debenture holders.

Whether defaulted in principal and interest. Ues (nature of loan, .:.me of lender, period and

amount)

b)

Whether the company is declared wi.lful. d.efa,ultr‘ bg |'_‘n.k or FI or any lender. W'Ll.fu.l d.efaulter

means default although borrower have means to pay or no intention to pay

c)

Whether the funds are used for the purpose @en: (If no purpose and amount).

d)

Whether short-term. loan has been d.i.verted._for l)n.g-term purposes (i.f yes - the nature and

amount).

e)

Whether the company has taken iny ‘unds from any entitg or person. on account of or to

meet the obligations of Subsidiaiy/Associate/Joint Venture (S/A/JV) [it means to fulfil

requirements of S/A/JV]. (If yes - nature and amount).

Author's Note: - Payment if due is an obligation including expenses like salary

Whether the company has taken any funds from any entity or person by pledging securities of

its S/AJJV. Furthier any default on such loans (provide details).

AUDITOR'S PROCEDURES:

|

- L [ ! )
i _. Auditor should | The auditor should || The auditor should || If there is a dispute |
_ | obtain a schedule of || examine the | then verify whether || between the party
| repayment of dues to || agreement/document/ || the repayments as per || and the company
~ | bank, financial | debenture trust deed || books of account are || then the auditor
| institution and | containing various || in accordance with || should issue a
debenture holders. terms and conditions || the agreement/ disclaimer report.
for loans and document/debenture
borrowings. | trust deed
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()

APPLICATION OF MONEY RAISED BY PUBLIC ISSUE AND PREFERENTIAL

ALLOTMENT- [PARA 3(x)]

(a) Application of Money raised by public issue:

Whether moneys raised by way of initial public offer or further public offer (including debt

instruments) during the year were appl.ied. for the purposes for which those are raised.

if not
Report the following: o
Nature of the fund Details of Amount(z) Subsequentl._g N\
Raised default rectified(yes/no) |
(Reason/Delay) &n_ri Ba.cq.i ls -

(b) Preferent'tal allotment:

> Whether the company has made any preferent'w.l allotmfiu or r*'wa.te pl.a.cement of

shares or convertible debentures (fully, partially oiption.atll'ﬂ convertible) during the

4 if so,

> Whether the requirements of section 42 and section 6270f the Companies Act, 2013 have

been compl'Led with and the fun.d.s raised iave becn used for the purposes for which the

fu.rLd.s were raised,

l if not,

Report the following

Nature of Purpose Total Amount Amount Unutilized Remark, if
Securities viz. for | Raised/opening | utilized for | balance as at any
Equity which ! Unutilized the other | Balance sheet
shares/ fu.nds_: Balance purpose Date
Convertible raised
debentures
Author’s Note:

Fund: raised for expansion used for repayment of loan will be reported. under clause (x) not

‘%é or clause (ix) as it is not used for the purpose for which it was raised.

(i)

T

FRAUD [PARA 3(xi)]] IMPORTANT (PEQ N22)

. IES L
SEFRAOVUDY

(a)

Whether any frau.d. bg the company or any frau.d_ on

the Company has been noticed or reported_ d.u.r'mg the year;

+ I yes

the nature and the amount involved is to be indicated.
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(b)  Whether any report u/s 143(12) of the Companies Act has been f'Lled_ bg the

auditors in Form ADT-4 as prescribed under rule 13 of Companies (Audit and

Auditors) Rules, 2014 with the Central Government;

(c) Whether the auditor has considered whistle-blower compla'mts, Lf any, received

during the year by the company;

Author's Note: -

1. Also refer SA-240 & Sec. 143(12) for cross linkages.

2. Fraud committed bg vendor against the company will be reporting under CARO, 2020 as

well as sec. 143(12). P
3. Fraud committed by company against customer will be reported under CARO, 2C )72( ).

(xit) NIDHI COMPANIES [PARA 3(xii)]

a) In respect of nidhi/mutual benefit fund the Maximum Deposit liability sri)ulfj. not exceed net

owned funds by 20 times as per the last audited B/S. ie net owned fund to deposit should be

in the ratio of 1220 to meet out liabilities 'Net owned furv’,., mear.s SC and free reserves as

reduced bg accumulated losses and 'LrLta.rLg'Lbl.e assets. Free reserves mean reserves available for

dividends. Also net owned fund.s exclude proceed.s f‘v.a PSC.

b)  Liquidity maintenance: Maintain Fixed Deposits 10% (it is for liquidity > Outstanding

Deposits from members. Such unencumbered d.eposm snould be kept in Schedule commercial

bank other than reg'LorLa.L rural bank/co—or bai k/post off'Lce bank. Unencumbered means

free from any charge (no mortgage, no 1/Lecl 9e).

¢) No d.efa.ul.t bg Nidhi company on its FD repayments, any d.eposi.ts repa.'Ld., Loans 'mcl.u.d.'mg

interest > If any report it.

(xiit)  TRANSACTION WITH RELATED PARTIES- [PARA 3(xiii)] Q
a) Whether all transa ctions with the related parties are in - (:’ -
compl.'w..‘cr, with Secs. 177 and 188 of Companies Act, 2013 s % Q 2
where 1—pplu able and 00 L

b) The details have been disclosed in the Financial Statements etc. as requ.'Lred. bg

the appli.cable accounting standards AS 18 or Ind AS 24

a) Based on the proced.u.res performed bg the auditor, 'Lf auditor comes across any

non—complian.ce, then, it should be dulg reported.. The follow'LrLg parti.cu.lars

may be i.ncorporated.:

Nature of the related party Amount involved R) | Remarks [details of non-

relationship and the compliance may be giving]

underlging transaction
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(xiv)  INTERNAL AUDIT SUSTEM- [PARA 3(xiv)]

(a) whether the company has an internal audit system comm.ensurate with the size and

nature of its business;

(b) whether the reports of the Internal Auditors for the period under audit were considered by

the statutory auditor.

Note: CARO does not require a company to n.ecessa.r'Ll.g have an internal audit system. However

'Lf such system does not exist then the Order requires the auditor to report the fa.ct.

(xv) NON-CASH TRANSACTION WITH DIRECTORS- [PARA 3(xv)] CASHLESS.

a) Whether the company has entered into any non-cash

transactions with directors or persons connected with him &

l if so,

b) Whether provisions of Section 192 of Companies Act, 2013 have been _LOI:T‘ plied with.

Note: But Lf the contract is entered at Fair value or 'Lf the D’Lrectoipersu‘t compensadtes the

company for Lloss on excha.rtge then Section 192 is not app'f.w.ble._

(xvi) REGISTRATION WITH RBI- [PARA 3(xvi)] IMPORTANT

a) Whether NBFC/HFC is requi,red to get registered. with KBI and whether registration is

obtained.

b) Whether the Co. is CIC or exempted and witcther the group contains more than 1 CIC.

> | AUTHOR'S EXPLANATION:

1) | NBFC

. Appl.'Lca.bl.e to NBFC (loans a.ssets_a,nrt (nvestments is its major assets).

e | Such NBFC Financial assetﬁomj,_’tses of 50% of Total Assets and Income from f'LrLa.rLc'La.l

assets should be 50% of Gross Income. Income comprises of dividends, interest, ca.pi.ta.l gains.

e | Net owned fund maintai nef’_ as per NBFC norms.

e | Registration obtained as NEFC u/s 45-IA with RBI ('Lf not reasons).

| Carrying its a._*tt\'l;l os without obta.'Ln'Ln.g certi.f'Lca.te of registration (i.f Yes reasons).

2) HFC

o | Registration obtained with RBI (if not->reasons).

o | Carrying iis activities without obtatning cert'Lf'Lcate of registration (i.f yes> reasons).

3NCIC

-

o Itisa type of NBFC. It is a Compang whose Investments assets > 90% of Total Assets. Also

investments in Equity Shares > 60% of Total Assets. Theg are usualtg Parent Co. holding

mu.lt'Lple Su.bs'Ld'La.rg Compart'Les. Report whether it is CIC..........CARO, 2020 requirement.

. If the CIC is exempted CIC, whether it continues to fu.lf'tl such criteria.

o | Registration obtained with RBI (if not reasons).
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o | Carrying its activities without obta'LrL'LrLg cert'Lf'Lcate of registration (i.f yes - reasons).

. If the group company has more than 1 CIC, than indicate the numbers of CIC

(xvii) | CASH LOSSES- [PARA 3(xvii)]
a) Whether the company has incurred cash losses in the financial

year and in the immediately preceding financial year, ‘/
fig B

b) State the amount of cash losses;

Note: Cash losses = Net loss + Deprec'Lat'Lon. and amortization.

(xviii) CONSIDERATION OF ISSUES RAISED BY OUTGOING AUDITOR- [PARA 3(x§i.i.'t)]

(PEQ N22)
AU DIO -

a) Whether there has been any resignation of the statutory

auditors d.u.r'mg the year,

vi'f S0, L ,_;"- )

b) Whether the auditor has taken into consideration tiie issiies, objections or concerns

raised bg the outgoing auditors

Note: 1) Reasons of retiring auditor can be compl.g ances of Section 139 / 140, Fees, Qu.al'Lfi.ed report
2) Also refer Clause 8 of Part I of First Schedule.
(xix)  EXISTENCE OF MATERIAL UNCERTAINTY AS TO COMPANY ABILITY TO PAY ITS

LIABILITIES- [PARA 3(xix)]
a) Ratios: Whether the Company “’i.l_.l be continued as C_.]o'mg concern based on fol.l.ow'mg ratios:

Financial ratios like current rati o,;Lqu ¢ ratio. Ageing analgs'Ls (Drs collection ratio)

b) Payment of liabilities (whetig nori—current |.i.a.b'L|.i.t|_.j is breached and become current
liability)

¢) | Consider Management P'fms and Board Resolutions indications on going concern

assu.mpt'LorLs.

[Author's N te: - SA — 570 on Going Concern for better understanding]

7
°

Anu material uncertainty :

L =

lnder CARO, 2020 auditor should report any ma.terialitg uncertainty exists.

X3

¢

C.;.pabil.itg of l.'La.bi.li.tg repayment:

Auditor should assess whether the Compang is able to repay all its liabilities fall'mg within 1

year. Here liabilities includes not onlg loans, interest pagable but also trade pagables.
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(xx)

TRANSFER OF ULNSPENT CSR AMOUNT- [PARA 3(xx)] >
a) Whether, in respect of other than ongoing projects, the @ e

o ofg’

: ao,& RESPONSIBILTY

company has transferred. unspent amount to a fund. spec'Lfi.ed

in Schedule VII to the Companies Act, within a perLod of

6 months of the expiry of the financial year in compliance with 2nd proviso to Sec 135(5)

of the said Act;

b) Whether any amount remaining unspent u/s 135(5) of the Companies Act, pursuant to

any ongoing project, has been transferred to special account in compliance with the

provision of Sec. 135(6) of the said Act.

AUTHOR'S EXPLANATION:

Features of CSR:

Company ha.v'LrLg atleast - T.O. of 21000 cr, or NW of Z500 cr or NP of ?_5 cr should

foll.ow CSR.

Atleast 2% of NP (avg. of last 3 yrs) to be spent as per Schedule \E

CARO, 2020 requirements:

If the Company has fu.llg spent 2% of NP then no CARC will l_e a.pplica.ble.

If amount unspent on account of other than ongoiiig projects mentioned in Schedule VII

the unspent amount will be tra.nsferred. to Schedi.le VII - FUND (PM Care fund., Clean

Ganga fund., PM National rel'Lef fund) within 6 mwiiths of Fy............Section 135(5). Also

mention reasons in Board Report.

If amount unspent on account of ongoing projects mentioned in a separate bank a/cin a

Schedule Bank named “Unspent C SR a/c" under “Escrow A/c". Tra.nsfer the unspent fu.nd.s

within 30 d.a.gs. If remains unutilized within 3 years then tra.n.sfer in Schedule VII - Fund as

above within 6 m from the e d of FU. ......Section 135(6).

Ongoing projects are long-terin projects like constructing hospitals which is to be utilized 3 years

Implications of not fol.low@ng CSR above requirements:

(i) Negative reporiing;

(it) Pen.a.ltg_s /s 135(7) of Companies Act.

(xxt)

QUALTFICATIONS OR ADVERSE REMARKS IN CARO REPORT OF GROUP

COMPANIES- [PARA 3(xxi)]

Groi.p CARO:

Ii' any qu.a.lifi.ed or adverse remarks are given bg the auditors of Su.bs'Ldi.arg Compang then

the auditor of Parent Compang is requ.'Lred to mention-

(i) Detalls of Subsidiarg Co.

(it) CARO para. No.

(itt) Remarks given bg such auditors.

Author's Note: This clause is appltcable to Parent CARO onlg.
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I11]

REASONS TO BE STATED FOR UNFAVOURABLE OR QUALIFIED REMARKS

a) Where, in the auditor's report, the answer to any of the guestions referred to in Para 3 is

unfa.vou.rabl.e or quali.fied., the auditor's report shall also state the basis for such unfa.vourable

or qu.a.l.i.f'ted answer, as the case may be.

b) Where the auditor is unable to express any opinion on any specified matter, his report shall

indicate such fa.ct togeth.er with the reasons as to wh.g it is not possLble for him to give his

opinion on the same.

Students Note
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CHAPTER 9. AUDIT OF DIFFERENT TYPES OF ENTITIES

> WHAT TO STUDY?

I] Charitable Institution

II] Educational Institution

III]  Audit of club

IV]  Audit of Hospital

V]  Audit of Cinema

VI]  Audit of Hotel

VII] Audit of Hire Purchase

VIII] Leasing Co.

IX] Audit of LLP

X]  Audit of Cooperative Societies

XI]  Government Audit

XII] Partnership Audit

XIII] Audit of Local Bodies

XIV] Audit of Sole Trader

XV] NGO’

XVI] Audit of Trusts & Societies

Basts I) Charitable Institution II)A Educational Institution III) Audit of club
A] Preliminar FUABITY ‘
Points ; CHH,TV __ £ =. | ———
(i)  Legal Status Studying the Studying the Studying the
constitution under constitution under constitution under
which, charitable which, educational which, club has

__:nsﬁtu’f,on has been set up | institution has been set up been set up

(it) Examine the Examine C_]ui.d.ing Examine Trust Deed or | Examine the f'LrLa.n.ci.a.l.
Guiding Dee. | document of the Regulations powers of secretary with
institution (Like Trust Note: -All the provisions the help of agreement
Deed) a.ffect'LrLg accounts. or document
(iit)  Evaluate the Examine the system of _ Ver'tfg the internal
ICS ICS, regarding check & ICS of the
> Accounting of club.

amount collected.

2> Unused receipt book

> Monegs received
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from box collections,

flag days etc

(iv) Review the Examine the minutes of | Read through the Examine the minutes
minutes the meeting, to note minutes of the meetings | of the meeting, to note
decision which may of the managing decision which may
affect the audit work. committee or governing | affect the audit work.
body
(v)  Accounting Followed Consistently Followed Consistently Fol.l.g»e'd. _C—,m stently

poli.c'Les records

B]

Rece'Lpts

Main Income

Main Income

Main Income

{Subscription, Donation

1. Fees - a) Check names

1. \zu.ch. the receipt on

& Grants}

entered in the students

account of entrance fee

1. Obtain all receipt

fee register fo. each_

subscrlptions with

books

mont!i or term, with the

member appli.ca.ti.on

2 Obta'm'mg the

resp sctive class reg'Lster.

2. Reconcile the

pr'mted. list of

b) Verijy cash book,

amount of total

su,bscr'Lpt'Lons &

tra :'mg the collections

subscrlptions.

donation & reconcile

i the fee reg'Lster

3. Ensure that arrears

with total co! le_r*,'.: n

¢) Check admission fee

of subscr'Lpt'Lons for the

show in the accounts

with admission Sl.i.PS

prev'Lou.s year have been

with ngurL published

si.gned bg the head of

correctlg forwa.rd. &

in reports

the institution.

current gea.r arrears

3 Obu_'mmg a

2. Conf'er hostel dues

have been correctlg

(.;*tL|'L¢a.te from a

were recovered before

adjusted.

respon.sible off'Lc'Lal

students accounts were

4. CorLf'er that the

show'mg the amount of

closed.

account of every

grant received

member has been

Ancillarg Income

Anc'tlla.rg Income

debited with amount

1. Investments Income

1. Verifg rental income

recoverable from him.

> Vou.ch'mg the

rom land propert
f property

Interest/ Dividend

which is rented

Counter fol'Lo

2. Vouch Income from: -

> Checking investment

Endowments &

has been sold ex-

Lega.c'Les

dividend or pu.rchase

Interest & Dividend
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cum dividend.

3. Ver'Lfg grant from

2. Rent: - Examine the

govt/ Local Au.thori.tg

rent received bg

with the memo of grant.

'Lnspecti.ng

ten.a.ncg aq reements

4. Vouch donation, i.f

3. Vouch'LrLg gross

any with the list

Recei.pts Ln. respect of

publi.sh.ed. with the

Special functions (ie.

annual report.

Concerts, Dramatic

5. Vouch.i.n.g the income

Performan.ce etc)

tax refu.nd. with the

4. Vou.chi.n.g the

income tax debt.

tncome tax refu,rLd. with

the income tax dept.

C] Payments 1. Vouching payment of |1 Vouch all ,a.F'Lta.L___ 1. Vouch Purchase of
Grant Expend'Ltu.re & all XP. sports items, furniture,
2. Grants used for the authoiised by the crockery & trace the
object of the institution | authorily entry with inventory
3. Capital expenditures |2 Voucii the payment register
are authorised bg the of salaries, see the 2. Vouch pu.rcha.se of
a.u.thor'Ltg. iricrease in the salaries | Foods stuffs, Cigar.
) of the staff have been
P sanctioned by the
A commuittee.
D]  Assets 1. Verijying the Cash & |1. Verifying the cash & | 1. Physical verification

Eank oalance

Bank balance

of inventories of

2. Ver'Lfg'LrLg the

2. Verifg'mg the

furrL'Lture, sports

securities securities materials & other
T - Inventories Inventories assets

- Properties (Movable & |- Properties (Movable & |2 Inspect the share

Immovable) Immovable) scrips & bond in

(Title deed/ Phgsical (Title deed/ Phgsical respect of investments,

Ver'Lf'Lca.t'Lon) Ver'Lf'Lcat'LorL) check the current

3. Ascerta'LrL'mg that

3. Ascerta.ining that

value for disclosures in

any fu.nds contributed

any fu.nds contributed

f'mal account

for a spec'Lal purpose

for a spec'La.L purpose

have been utilized for

have been utilized for
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the purpose.

the purpose.

E] Liabilities

Reconcile the amount of

Con.f'er the caution

Ver'Lfg the compl.eteness

the dues & veri.fg

money other d.epos'Lts

of the liabilities &

the tax return fi.led.

pa.'Ld. bg students on

dues.

every month.

admission, have been

shown as Li.a.bili.tg in

the balance sheet.

F] Other Points

Basis V) Audit of Hosp'Ltal. V) Audit of Cinema
A] Preliminary N T . : ®.
Points ' ; : ;
l | | w——

(i) Legal Status

Ascertain th.e Legal

Ascertain the leéal.

Ascertain Athe Legal |

status of Hospital [Le.

status of the cinema [ie.

status of the hotel [like

whether it is trust/ f'er

whether Lt is sole

whether it is sole

or body corporation etc] | proprietor/ firm/ body proprietor/ partnership
corporation] firm/ body corporation
(it) Examine the Examine th A\L A/ Examine the AOA/ Examine the AOA/
Guiding MOA/ Pa.n nersiip MOA/ Partnership MOA/ Partnership
Document Deed, T Trust Deed, etc. Deed, etc. Deed, etc.

(iit)  Evaluation the

Examune the internal

Evaluate the ICS:PEQ Nov22

Evaluate the system. of

ICS

control system &

(a) That entrance of

ICS with rega.rd.s to

internal check as

cinema hall d.uri,ng

system b'LlLi,rLg the

regard the receipt &

show s on.l.l_.] through.

guests from laundrg,

Lssue of stores,

pr'mted. ticket.

bar & restaurants etc.

medicines, Lines,

(b) They are serially

apparatus, cl.othi,n.g etc.

numbered & bound

into books.

(c) That the No. of

tickets Lssued for each

show.

(d) That for advance

Audit YR - By CA Khushboo G Sanghavi

9.4



book'mg a separate series

of tickets Ls Lssued.

(e) That the Lnventory of

the tickets is kept in

the cu.stod.g of a

responsi.ble offi.ci.a.l..

(iv) Review the Examine the minutes of | Examine the minutes of | Examine the minutes
minutes meeting, to note meeting, to note of BOD to note
decision which may decision which may decigm ‘ih '.Eh may
affect the audit work. affect the audit work. affe& the audit work.
(v) Accounting Ensure that A/c policies | Ensure that A/c policies '?rti,ere that A/c policies
Policies & are applied consistently | are applied consistently | are applied consistently
Records %
B] Receipts Main Income Main Income Main Income

1. Vouch the register of

1.C snf'u m that at the

1.Ver'Lfg the room sales

pat'LerLts with cop'Les of

end °I‘ the show a

collections with the

bills issued to them

Statement of tickets sold

guest regi.ster

also see that bills have

Is prepa.red. & cash

2 If standard room

been issued to all

Collected is agreed with

rate changed from

pa.t'LerLts from. whom

it.

various guests then, it

an amouitt was

2. Vouch the entries in

should be i.rwestiga.ted.

resumab!e tccording to

Cash book in respect of

to ensure that theg

the ru! es of the

Cash collected on sale

have been properlg

h ﬂsP'.‘.a.L

of tickets.

authorised.

2. Check cash collection

3. Test Check dailg

as entered in the cash

occupancy reports.

book with the receipt

Ancillarg Income

Ancillarg Income

Ancillarg Income

1. Verifg the investment

1. The arrangement for

1. Examine the bills

reg'Lster, that rental

collection of the share in

raised for lett'mg out of

tncome, of property,

the restaurant income

ba.nq uet hall with

dividend & interest on

should be enqu.ired. into

reference to agreement,

secu.r'Ltg have been

either a f'Lxed

cash book, Bank

collected.

commdission or a

statement & relevant

Audit YR - By CA Khushboo G Sanghavi

9.5



2. Ascertain that

f'Lxed % of the takLng

reg'Lster.

lega.c'Les & donation

may be receivable

2. Examine the bills

recelved for a spec'Lfi.c

annuaUg

raised to agencies

purpose have been

lssuing space & other

a.ppl.i.ed. in their manner

fa.ci.l'Lt'Les of hotel eg.

a.greed. upon.

Tour operator,

3. Trace all collections

Sh.opkeeper

of subscri.pti.on. &

donation from. the cash

book to the respective

register. A
C] Payments 1. Vouch all purchase & |1. Vouch all expenditure |1 l::su:’e that wages
expenses incurred onthe 1 paid to casual labours
2 Verify that cap'Ltal advertisement, |epa.£ & | are shown properlg.
expenditure was maintenance. 2. Vouch the
incurred only with the |2 Vouch payments on. | commission paid to
prior sanction of the account of film hire agent.
trustees or the with bills of distributors | 3. Ensure that proper
managing committee. | in the process. distinction is made
between capital &
) revenue expenditure
P 4. Whether depreciation
A has been properly
charged on furniture,
which include other
Assets
D]  Assets N\ 1. Depreciation has been |1 Depreciation has been. |1 Physical verify the

Written off against all

Written oﬁ against all

f'Lxed assets & f'md. the

the assets at the

the assets at the

d'LscreparLcLes between

Appropriate rates.

Appropr'La.te rates.

the result of phgsical

2. Inspect the Bond,

2. Inspect the Bond,

ver'Lf'Lca.t'LorL in the

SCI’i.PS, title deeds

scr'Lps, title deeds

books of account

of the properties.

of the properties.

2. Examine whether all

3. Obtain inventories,

3. Obtain inventories,

the assets are

especiallg of stock &

especia.[lg of stock &

properlg disclosed.

stores as at the end of

stores as at the end of

3. Deprec'Lat'LorL
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the Year.

the year.

has been written off

4. Ver'Lfg the grants Lf

4. Verifg the grants 'Lf

agai.nst all the assets

any recelved from the

any received from the

at the appropr'La.te rates.

governm.en.t. govemment.

4. Inspect the Bond,

scrips, title deeds

of the properties.

5. Obtain inventories,

espec'La.l.lg of stock. &

stores as at the end of

the year.

6. \/e;fg th eNGran.ts if

any .jcewed from the

aovernrment.

E] Liabilities Verify the completeness | Reconcile the amour .t_r«T

Ver'Lfg the completeness

of the liabilities entertainmeitl tax

of the liabilities

collected with the total

number of icket issued

for each class & vouch

& *;er'Lfg the

entertatnment tax

returns flled. each

month

F] Other Points Compare the total of

Ver'Lfg whether various

various items of

taxes like GST, etc.

exvenditure & income

have been ti.melg

with the amount

depos'Lted..

"’u.dget for them.

Basis

VII) Audit of Hire Purchase

VIII) Lea.s'mg Co.

A]  Preliminary

Cepoat . Moy

repayments

Points

2\

(i)  Legal Status

(i) Examine the Guiding P Examine HP agreement in

> Lease agreement should be

Documents writing Gis s'LgrLed_ bg all parties

examined.

> Hire Purchase (HP) agreement

Follow'mg points may be noted
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spechi.es clearlg.

1. The descr'Lpt'Lons of the Llessor,

a. The HP price of the goods

the lessee, the equipment & the

b. The cash price of the good.s

location, when the equ.'meent is

c. Date of commencement of

to be installed

agreement

2. The amount of revenue of

d. The number of instalment

lease, date of payment, late

bg which the HP price to be pai.d..

ch.arges, d.epos'Lt or advandces, etc.

e. The goods to which the

should be noted.

agreement relates in a manner

3. Whether the equirr ent shall

suffi.c'Lent to 'Ld.enti.fg them.

be returned to the les sor on

termination °t the ¢ greement.

4. Whether the agreement

proh.'LtLts the Lessee from

afi'. jning the sublett'Lng the

equipment authorise the lessor

to do so.

(iit) | Evaluation of procedure

5> Whether theg exist a procedure

to ascertain the credit anall_.]s'Ls

of lessee like lessee's ab'Ll.'Ltg to

meet the commitment under

lease, past credit records, cap'Ltal

Strength, etc.

B] Receipts

Fiisure that instalment

Ensure that instalment

payments are be'Lng received

payments are be'Lng received

regu,larlg as per the agreement.

regu.larlg as per the agreement.

Difference Between (PEQ)

Operati.ng Lease

Financial Lease

1) | Common examples

Lease of Projector, Com.puters,

Lease of Plant & Machinerg,

Laptops, Coﬁee D'Lspensers etc.

Land, Off'Lce Bu.'le.'Lng, etc.

(iv) Ownersh.'Lp

Ownership of the asset remains

Ownersh'tp transfer opt'Lon at the

with the lessor for the entire

end of the lease per'Lod is with

per'Lod. of lease.

the lessee. Title may or may not

be eventu.allg transferred.
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(iil) Accounting treatment

Opera.t'mg lease is generallg

Finance lease is treated like loan

treated like a renthg

arrangement. Hence, the asset

arrangement. That means the

ownership is considered of that

lease payments are treated as

of the lessee and thus appears

operating expenses and the asset

on the balance sheet of the

does not appear as on Lessee's

Lessee.

balance sheet

(iv) | Purchase Option

WUnder operating lease, the lessee

Financial lease allows the lessee

does not have any option to bug

to have a purch.ase ovtion at

the asset duri.n.g the lease per'Lod..

less than the |_ ir market value

of the asset

(v)  Lease Term

Lease term. generallg extends to

Lf’_,.x_' term s generall.g more

less than 75% of the projected

than or equa.l to estimated

u.seful L'Lfe of the leased asset.

economy l'Lfe of the asset under

the lease arrangement.

(i) Operati,ng/ running

Lessee pays onlg the monti Wy

Lessee generallg bears insurance,

CXPCI’LSCS

lease payments. No .'mn'mg or

matintenance & taxes.

administratior. costs are to be

borne f(",’ exam r;e reg'Lstra.t'Lon,

refoirs, etc. since it g'wes onl.g

ri.j,:‘t to use the asset.

(vii) | Tax Benefit

Stnce opera.t'mg lease is as good.

Lessee can claim both interest &

as rerLt'LrLg, lease payment Ls

d.eprec'Lat'Lon expenses as

considered as expense. No

f'LrLa.rLc'Lal lease is treated like a

depreciat'ton can be claimed bg

loan.

the Lessee.

St .dénts Note:
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1v] Audit of LLP

(PEQ Nov'22)

A]  LLP shall be under obligation to maintain annual accounts reflecting True & Fair view

Of Lts state Of a'ﬁa'l'r' Limited Liabihity Parntership

A statement of Accounts & solvency in Form 8 shall be filled . ‘ .
by LLP with ROC every year.
B] The accounts of every LLP
v A
Shall be audited in accordance with Rule 24 of LLP Rules, 2009 .
- —
It provides following LLP shall not get it account audited whose (in any FU)
I S\ |
\ 4 L 4
T/o <340 Lakhs & OR ) Contribution <¥25 Lakhs

C] i) Asits d.i.ff'Lcult to assess insurance requirements of r’_‘fferent types E : h

of sizes of LLP's, there is no man.d.atorg requdrer: ent of ‘NSLRN E

insurance under this Act. .

Every LLF to f'Lle

b -+ cane e

4 LLP. FORM NO. 11 l

Annual Return R Statement of Account &

In Form 1t within 60 l_- :E?—Zl Solvencg in Form 8 within 30

days from Cliw tiFg'—— = days from the end of 6 months
e of FU>
~ JREN "iP_i(lRMNO.! —————
i) Default in filing SRR - B
— ,,
L Upto 300 days More than 300 days = m—y B
Normal + Additional Late Fees Normal + Additional Late | =====s=—=="

Fees also liable for E::}_ ‘ .~ =

prosecution
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D]

Appoi.ntmen.t of Auditor bl_.j Des'Lgn.ated. Partner

\ 4

y

v

1 Auditor

Casual Vacancy

Subsequent Auditor

v

Including Removal

!

Aru_q time before the

Atleast 30 d.a.gs prior to the

end of the 1 FY

end of each financial year

In case desi.gn.a.ted. partner fa.i.[s, other partner may appoint.

E] Duty of Auditor : - a) To obtain definite instruction in writing

b) To refer Minutes Book

&
c) To read LLP agreement _
7 - A
‘L l v £ A N A
—_N'a?tu?Fe Tn ferﬂ(f nl—n n-Ac Rnr‘rn\\l; r g_L I_'[ Ap"hOd of Profi.t
bbbk DTawtngs DOH oWt 11 t Sh_ :
s | Settlement aring
1 ] il i Ratio
Amount of Duration Salaries, Right & Any loans
Capital Commussiort etc. || Duties Advanced
F] | Reporting - Auditor should mention
v j o N v .
Records are Correct & JF Able to Obtain All Whether Any
Reliable | Information Restriction

Gl

Power of Registrar

v

—

1

A\ 4

Chtain such i,nforma.ti.on

Summon des'Lgn.a.ted.

Call for documents for

as considered necessary

partner

Lnspection
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X]

AUDIT OF COOPERATIVE SOCIETIES

Al

SPECIAL FEATURES

(i) Overdue debits: - period from 6 months to 5 years and > 5 years shall be classified.

(it) Overdue interest: - such interest shall be excluded from interest outstanding.

(iii) Classification of bad debts: - bad debts can be written off only where they are certified

(lv) Committee in (case of company. > BOD)

(v) Ver'Lf'Lcat'Lon of assets and liabilities- current assets should valued of Lower of cost or :La.rket

value. All known liabilities should be bou.ght into accounts not merelg and con’rin&rtt

(vi) Adhere to co-operative pr'mc'tples: - the auditor shall ensure that expenses are ’,Lultdea

economi.callg and pr'mciples of property are followed.

(vit) Observations of the provisions of act and rules > Cooperative Soc'Let'Le;" Act

(viii) Restrictions on co-operative societies:

1. No member other than registered. society can invest ca.p'Lta.l '<ceed:ng 20% or 21,000

2 Itcan prov'Lde loan to members and for prov'Ld.'Ln.g |.oq.n: _tc_‘th.er reg'Lstered socleties

speci.a.l sanction from registrar is required..

3. It may accept loans or deposits from members as well as others subject to conditions

speci.f'Led. in bge laws.

4, Co—operati.ves societies may invest its fu.m' in fo' Lowings: -

o Securities in any other societies

. Speci.fi.ed. securities mentioned U, /s__Z() of Indian Trust Act.

e Central as state co-opera.ti se banks

. Ang other as perm'uf‘o.d by govt.

(i.x)Speci,a.L report to reg'Ls'ferca'.; - 1n all cases a spec'La.l report may become necessary on

rece'Lpt of which regi**eree' way take necessary actions:

e Personal profileering

. Fgu,d.

e Misman agements

o D'Lspreportiona.te actions

o Reckless a.d.van.c'mg

(}) Classi.fica.tions of societies: - On the basis of overall performances of the society, the

auditor shall award a class to the societies.

~ (xi) Discussion of draft audit report will managing committee

(xil) Distribution of profit: -

o (25%) of profi,t should be tra.n.sferred. to reserves before distribution

« However, registrar way reduce it but atleast 10% will still be requ.'Lred.

(xitt) Schedules to the report: -

e Transaction contrary to Act, rules and Bge—[aws

e Sums not brou.ght into accounts.
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 Material/property appearing as doubtful/bad.

e Material 'eregular'ttg in expenses/rea.l'Lza.t'LorL of money.

. Ang other matter spec'Lf'Led bg registrar.

(xtv) Contribution to education fu.nd.: -

e Some State Acts provi.d.e that every society should an.nua.[l.g contribute towards

education fun.d

e Also, tra.nsfer to Dividend equali.sation reserve & CRR are treated as ch.a.rge

against profi.t.

B]

MULTI STATE CO-OPERATIVE SOCIETIES ACT, 2002

)

BOOKS OF ACCOUNT:

« All sum of mon.ey received & expended & matters of rece'Lpt/expe,".. °s.

« All sale & Purchase of goods.

« All assets & liabilities.

«  For MSCOS engaged_ tn production, processing & ma au.fi turing, their utilization of

materials or labour or other items of cost as may oe sw“i\fe-.i in bg—laws of soc'Letg.

ii)

QUALIFICATION OF AUDITORS (SEC. 72)

e A Chartered Accountant or as speci.f'Led. uru!,erét;,te Co-operati.ve Act. is quali.fi.ed. to be

a.ppoi.nted. as auditor: -

. D'qu ua.l.i.fl.cati.on:

. Bodg corporate.

. O]‘]"Lcer/EmplmJ oe o’[ MSCOS.

. Pa.rtn.er/Em.EI:';ee_“c Off'Lcer/Emplogee of MSCOS.

. Ind.ebted./@uﬂramor for amount > 3 1,000/-

iii)

APPOINTMENT OF AUDITORS (SEC. 70)

«  First avdttor pﬂ board meet'mg within one month of reg'Lstrat'Lon date to hold off'Lce

unt L conclusion of 1* AQGM. If board fa.'Lls to appoint, then in general meeting until

conclusion of next AGM]

i)

POWER & DUTIES OF AUDITORS (SEC. 73)

Right to access at all times to books, Accounts & Vouchers, to requ.'Lre 'Lnforma.tion &

";\plarw.tion from emplogee/off'tcers, to attend gM, to send representat'LorL on removal.

v)

Followi.ng inquiries shall be made

Loans & advances made bg MSCOS on basis of security, properlg secured & whether

terms aren't prejudicial to interest of MSCOS/members.

 Transaction of MSCOS represented merely by book. entries are not prejudicial to interest

of MSCOS.
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e Whether personal expenses have been charged to revenue.

e In case it is stated in Books of MSCOS that any shares have been allotted for cash

whether cash a.ctu.allg been recelved & i.f no cash has been so recelved, whether POSi.ti.OI’I.S

stated in books & B/S are correct & not misleading.

Cl

SPECIAL AUDIT OF MSCOS (SEC. 77) (PEQ CA Inter May 19)

(i) In case, Central Government or State Government either alone or both hold 51% more of

pa.i.d—u.p share capi.tal in such MSCOS.

(it) Central Government may direct either a CA or MSCOS's auditor to conducts speci al

audit & make a report to it.

(i) If Central Government is of opinion that:

. Aﬁairs of MSCOS aren't be'mg managed in accordance with sv',;' "Lel.l‘ & Co-operative

pr'an'Lples or sound business pr'mci.ples or:

e MSCOS is managed_ ln manner likelg to cause serious 'Lritrg/da.mage to interest of

trad.e/ind.u,strg or business to which it perta'ms or

The financial position of any MSCOS is such as to en danger is solvencg.

(iv) Auditor has same powers & duties as in Sec. 73.

(v) On receipt of report of special audit, Central government may take such action as it

considers I‘LCCCSSG.FI-.’.

D]

INQUIRY AND INSPECTION BY CG

Request to

_/_’j hold anuiN

A federal co-operative| Central Registrar
society or |
A creditor or ' Appoints a person
SN mon
>1/5 of member or sends 15 days' notice
>1/3 of BOD to MSCOS and
— —_ hodeestantLon

™ \A&hin 3 months commit
report of enqui.rg
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XI]

GOVERNMENT AUDIT m

VENMNENT

Al

DEFINITION & OBJECTIVE OF GOVERNMENT AUDIT | (PEQ July' 21)

govemment a.ud.'Lt'LrLg is

o the objective, systematic, professional and independent examination

. of fi.na.nc'w.l, administrative and other operat'Lons

. of a publ'Lc entity

e made subsequ.entlg to their execution

. for the purpose of evaluating and verifgi.ng them,

. present'mg a report corLta'Ln'LrLg explanatorg comments on audit f'm(.mgs jogether with

conclusions and recommendations for future actions

. bg the respons'Lble off'Lc'La.ls

e and in the case of examination of f'LrLarLc'Lal statemeils, expressing the appropriate

professional op'mi.on rega.rd_'LrLg the fa.'Lmess of the presentation.

Objectives - (PEQ)

(L) Accou.nti.ng for Public Funds - C_.]ovemment audit serves as a mechanism or process for

pu.bl.i.c accounting of government fu.rLd.s.

(iv) Appra.i.sa.l of GOvernmen.t poli.ci.es ~ It also prov'Ldes pu.bL'Lc accounting of the operat'Lon.aL

management, programme and po lL:fl aspects of pu.bl'Lc administration as well as

accou.rttab'Ll'Ltg of the offic'talls_ftaitin .ster'Ln.g them.

(iit) Base for Corrective actions - Audit observations based on fa.ctua.[ data collection also serve

h.'Lgh.L'Lght the lapses of the Lower h'Lerarchg, thus helpin.g supervisory Level off'Lcers to take

corrective measures

B]

PuRPos_E:—[

Mechanism or Process -> Public Accou.nting

£ verational, Mgmt. Programme and Policg Aspects.

Factual data, serve to highlight lapses of Lower h'Lerarchg -> helps supervisory Level off'Lcer to

ta e corrective measures.

iNeither equ.'Lpped. nor intended to funct'Lon as 'Ln.vesti,ga.tin.g agency.

]

LEGAL FRAMEWORK AND CAG

Appointment & Removal

o Constitution guarantees the Lndependence of the CAg bg prescri.b'mg that he shall be

a.ppo'Ln.ted. bl_.j PRESIDENT of India.
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e He shall be removed onlg on the basis of proved misbehaviour or Lncapacity.

o He can be removed only when each House of Parliament decided to do so by MAJORITY

(> 2/3 of members present & vot'Ln.g).

2 Various constitutional Provision
A
Article 148 Article 149 Article 150 Article 151
o CAQG shall be appoi.nted. Powers & duties- Accounts of the Report of CAG
bl_.] President of India prescri.bed. under CAG | |Union and States shall be i
o Tenure — 6 years or 65 (Duties, Powers and will be mai.nta.'mg. ! 4# z{bmi.tted. to |
years whichever is earlier Conditions of Service as per d.escr'Lpt'Lon_ President/
e Remuneration - equ.Lva.l.ent Act, 1971) given bl_.j President \ Governor.
to that of a SC judge. on advice of CAG. |
e Removal - on.l.g on grou.nd.s o
of proven misbehaviour 4
or 'anapacitg
D] DUTIES OF CAg :
1. Com,pile and Submit Accounts :-

(L) Who is responsible for Compil’mg = The CAQ of India. Accounts are compiled_ bl_.] him or

bg any other person responsi.ble in that uh“q;

(it) Accounts compiled are subm_i’ft‘.\‘ (0 = The President or the Governor of the State or

Administration of WUnion Territoru h;.v'mg leg'lea.ti.ve assemblg as the case may be.

Y . W

(iit) When such accounts are submitted - Such accounts are submitted on before the date

as case mag determined

(iv) Where CAQ provide E‘n[ormation & render assistance to Union & State -

The CAg shall, i so |'a,r as the accounts for compilat'ton. or keeping of which he is

resporLs'LbLe unabt!e him so to do, g'we to Union Territorg, State govern.men.t or GOvern.merLt of

WUnion Ter "Ltorg as theg may requ.'Lre from time to time in prepa.rat'LorL of annual f'LrLa.rLc'Lal

stalements.

Audit YR - By CA Khushboo G Sanghavi 9.16



2. general Provisions Relat'mg to Audit & report

(Expected MCQ)

|

y

A 4

'

a) on all expendi.ture

b) to all transaction

c) on all trading, P/L, B/S,

-> Expend.i.ture from -~ the

-> Transactions - of the

Ma.nu.fa.ctu.ring accounts

consolidated fu.nd. of India

union and of the states

& other subsidiarg

& of each state & of each

rel.at'Ln.g to contingency

accounts.

Union Terri.torg h.a.vi.n.g a

fund.s & pu.bl.i.c accounts.

legle.a.ti.ve a.ssembl.g (will be

denoted as # for further

explarw.ti.on)

-> To ascertain - Whether

the money disbursed were

Legal.l.g avatlable for &

appLLcabLe to service/ purpose

to which theg have been

applted or charged.

3. Audit of Receipts & Expenditure

Audit receipts & expenditure of any Body or Authority [BA] substantially financed* by

loan or grant from fu.nd. (Refer Note B #)

Note A - *SAl',L:*a.f’fi .A.'.l..lj f'Ln.a.n.ced.
| WA |
Amount  ( AND ) Expenditure
] v l
Not less than Not less than 75%
Rs 75 Lakh of total expenditure

Note B & # Corusolidated fu.nd of India and of each state and of each Union Territory

ha.\)'Lrut a Legisla.t'we Assemblg.

Author's Note - Pictorial Presentation of Audit of Rece'Lpts & Expen.di.tu.re for U,n.derstan.di.ng

| # Fund — ¥ Substantial
! Financed
Body/Authority

CAg -> Audit of receipts and exp. of Bodg a.u.th.or'Ltg.

Subject to prov. of law
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Audit of grants & Loans

CAg shall scrutinise the procedu.res bg which the sanctioning author'ttg sat'Lsf'Led Ltself

as to the fulfilment of the conditions subjects to which such grant or loans were given.

Grants or loan given to - any Body or Authority [BA], not being foreign state or

International organisation.

grant or loan given from. - #

Audit of Recei.pts of Union or States

CAg shall appoint f'Lrst auditor & su.bsequen.t auditor of govemment Companies as

explained under section 139(5) & 139(7).

The Auditor of Government Company shall submit his audit report to CA_g as _e°—.P|.n.LrLed
under section 143(5), (6), (7).

Powers of CAQ is to

L T ¥ 3 I S— ]
Inspect Require Question or Call for Disperise with Apply Limit
Make Informat'Lor.,:I_L _any part of Check
Observation | detailed audit of
$ 1 v ! any accounts or 4
Any Any Books, || As he may || As required class of To any
office of accounts, consider for transaction account or
accounts paper & necessary | preparation transaction
under other to person | ! of accounts
the documents || in-charge ! or report
control be sent to I
of union required |
& state place

Students Note
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E] AUDIT OF EXPENDITURE | (Key - RS Py)
I !
a) Audit b) Audit of ¢) Audit d) Propriety e) Performance
against Rule Sanction against Audit
& Order Provision
The auditor The auditor It To ensure This involves
has to see that | has to ensure | contemplates | compliance with || that the
the expenditure | that each item | that thereis a | general principles [] various

tncurred

provision of

of financial

conforms to

of expen.di.tu.re

is covered by a

funds out of

propriety & to

nrogranimes,
i N N

the relevant

sanction, either

which

bri.ng out cases of

ﬁ schemes &

| projects where

provisions of general or expenditure Lmproper, 1l large financial
the statutory special, can be avoidable, o expenditure
enactment & | accorded by incurred & the | injructuous has been

is in the competent | amount of expend.ture even incurred are
accordance a.uthoritg, such though the be'Ln.g run
with the authorising expenditure | expenditure has economically
fi.rLa.rLc'Lal. rules | such does not exceed | been incurred in & are H'Le[d,mg
& requlations | expenditure. the conformity with results expected

framed b'.“] the appropriations | the existing rules of them.
competent & regulations.
a.u.th.or'Ltg. \

| Students Note
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i) Audit against Rule & Order

> Rule, Regu.la.ti.on & Order against which requlatory audit is conducted :

Rules & Order

: i )
requlating the powers to dealing with the mode of requlating the
incur and sanction presentation of claims aqainst conditions of service,
expenditure from the government, withdrawing moneys pay and allowances,
Consolidated Fund of from the Consolidated Fund, and pensions cf
India or of a State (and Contingency Fund and Public government servants.
the Contingency Fund of Accounts of the Government of the | =
India or of a State) India and of the States, and in

genera.l the flnanclal rules

prescrlblng the detailed procedure

to be followed bg government

servants in d.eallng with

govemment transactions

It is the fu.rlctlorl of the executive government to fra.me rules, regula.tlons and orders, which are

to be observed bg its subordinate authorities. The joU of audit is to see that these rules,

regu.la.ti.ons and orders are appllecl properi.g bg the subordinate authorities. It is, however, not

the function of audit to prescrlbe what such rules, regulations and orders shall be.

But, it is the function of audit to carry out examination of the various rules, regula.tlorls and

orders issued bl_.] the executive auihorities to see that:

A
N

(a) they are not | (b) they are (c) they do not (d) in case they have
inconsistent with _J:_conslstent with the || come in conflict not been separately
any provisions of essential with the orders of, approved by competent
the Constitution or requirements of or rules made by, authority, the issuing
any laws made audit and any higher authority possesses the
5 gunder accounts as authority necessary rule-making

determined by the power.

CAG

il) Audit of Sanctions

The auditor has to ensure that each item of expendltu.re is covered bg a sanction, either

genera.l or speclal, of the competent a.u.thorltg.
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i) Audit against Provision of Funds

It contempla.tes that there is a provi.s'LorL of funds out of which expend'Ltu.re can be incurred &

the amount of such expendi.tu.re does not exceed the appropriations made.

) Propriety Audit

Propri.etg Audit stands for ver'Lfi.ca.ti.orL of transaction on the tests of publi.c

(i) Propriety Audit stands for verification of transaction on the tests of public interest

commonlg accepted customs and standards of conduct and pa.rti.cul.a.rl.g as a.ppl.i.ed. to

professi.on.al. performa.nce, requirements of law, government regul.a.t'Lon.s and profes,ciﬂna.i.

codes.

(it) In 'Propriety audit, the auditors may try to bring out cases of i.mproper,_wold able, or

i.n.fru.ctuous expend'Ltu.re even though. the expen.d'Ltu.re has been incurred tn Ltn]ormitg with the

existing rules and regul.a.ti.on.s.

(iti) A transaction may satisfy all the requirements of regularifi‘_ud:t in so far as the

various forma.l'Lt'Les rega.rdi.ng rules and regula.t'Lons are concerned, but may still be

highly wasteful.

(iv) Audit should, therefore, try to secure a reason ,.L'.g h'Lgh standard of pu.bl'Lc f'Lnanc'La.l

moralitl_.] bg look'mg into the wisdom, faithfulmss and economy of transactions.

(v) Some general pr'an'Lples have been laid in the Audit Code

—The expenditu,re # (should not be more thar) occasion demand.

— No a.u.thori.tg should exercise its power of .Mnct'LorL'Lng expenditu.re to get any persona.[

advantage. )
— Public money should not be utilised for the benefit of particular person or community
unless .
[ = : z
the amount of a claim for the the expendi.tu.re the amount of allowances,
expenditure amount could is in pursuance such as travelling
involved is be enforced in of a recognised allowances, granted to meet
insignificant a Court of law | | policy or custom expenditure of a particular

type should be so requlated

that the allowances are not,

on the whole, sources of profi.t

to the rec'Lp'LerLts
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Performancel audit (Keg - E)
' |

|

*

|

ECONOMY

EFFICIENCY

EFFECTIVENESS

It is reduc’mg the

It is red.uc'LrLg input to achieve maximum

It is a.ch.'Levi.n.g the expected.

cost of Lnputs used

output How?

output with intended

for activity Le. best

a) Sound procurements Practice

or qua.l'Lt'Les

price for appropriate

b) Maintaining & protecting Resources

of input. How to assess

quantity, quality of

c) Optimum utilisation of Resources

effect'wen.ess, assessLing,

goods (Most

d) Best operating process

check'Ln.g, w_“ fljllus :

economical)

e) Objectives are met cost effectively

a) Whether obﬁf active

f) Programmes are m.an.aged regulated

are within Vrlega.l

organised & executed efficiently

fra{ ne.

h) Frograms set to

achieve desired target

¢) Factors 'thi.b'Lti.ng

satisfactorg goal

d) Effectiven.ess of

Individual program

e) Component

F]

AUDIT OF RECEIPTS

(i) whether all revenues or other d‘.L"s due

(it) whether a.d.equa.te regula.tions & procedures

to government have been corre'tlias*essed,

have been fra.med bg the department/agen.cg

realised & credited to goverrumendi account

concerned to secure an eﬁect'we check on

bg the des'LgrLa.ted authorities.

assessment, collection & proper allocation of cases.

(iit) whether such requlc tions & procedures

(iv) whether adequ,a.te checks are 'meosed. to

are actu,a.llg 'ne'.ng crarrted out.

ensure the prompt detection and 'Lrwest'Lgat'LorL of

(v) review of systems and procedures to see

i.rregul.a.r'Lti.es, double refunds, fra.u.du.lent or forged.

that the witernal procedu.res adequ.a.telg

refu.nd. vouchers or other loss of revenue through.

secuie correct & regu.l.a.r accounting of

fra.u.d or w'Llfu.L omuission or negngence to l.evg or

derands collection & refunds & pursuant

collect taxes or to issue refunds

of dues up to f'LrLa.l. settlement & to suggest

Lmprovement. The basic pri,nc'Lple of audit of recei,pts is that it is more 'meorta.n.t to look at the

general. than on the pa.rti,cu.l.a.r, thou.gh. individual cases of assessment, demand, collection,

refund, etc. are important within the area of test check. A review of the judicial decisions taken

by tax authorities is done to judge the effectiveness of the assessment procedure,

(vi) The extent and quantum of audit requ.'Lred to be done under each category of audit are

determined bg the CG/\(_} These are neither negotiable nor qu.estioned.. The prescribed extent
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and quantum of audit are structured in accordance with the d.esi.gn of test check, random

sampl'mg, general review, Ln—depth studg of speci.f'Led areas, etc. as may be warranted bg the

nature of transactions, its i.mporta.nce in the scheme of activities of a depa.rtment and the

tota.l.i.tg of its transactions, the frequen.cg of check and total pl.an. of audit to be executed

duri.ng a peri.od.. Institutional mechanism provi.d.es for primary check bg the auditor, test check

bg the supervisor and control and direction bg the group leader. Planni.n.g, executing and

reporting of work is directed and monitored at middle and top Levels of the audit hi.eu.rch.g.

There are built-in arrangements within the CA(_:J to ensure that the work a.ss'Lgn.ed. to each

empl.ogee is carried out as prescri.bed.. The audit is conducted both cen.tral.l.g wh.ero_~ ccounts

and or'Lgi.rw.l. vouchers are kept and locallg where the d.ra.wi.n.g and d.i.sbursinq nggztﬁ ons are

performed. depen.di.ng on the orga.ni.sationa.l. and institutional arrangemen(s obui.ni.ng.

| Students Note
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Gl

AUDIT OF STORES & INVENTORIES

Audit is conducted to

. 1 | 1§
asce'rta'm bri.n.g; to verify tvha.t ensure that the || check the accounts of ;eceipts,
whether the || the notice [ the prices paid are || issues and balances regarding
Regulations of the purchases reasonable accuracy, correctness and
governing government | are properly and are in reasonableness of balances in
purchase, any sanctioned, agreement inventories with particular
receipt and deficiencies | made with those reference to Lhe' spec i 4 norms
issue, in economical shown in the for Level of consumption of
custody, quantities and in contract for the Lnventory hjd.mg. Any excess
sale and of stores accordance supply of stores, || or idle invel wtory is specifically
inventory held or with the and that the mendtioned in the report and
tak'mg of any d.efects Rules for certificates of Teﬁ sydical ver'Lfi.cati.orL of
stores are in the purchase quality and " Ln.verLtorg is also conducted to
well devised system of laid down quantity are ensure their existence. When
and control. bg the ful nishea '79 prl.ced. accounts are
properly competent the (nspecting maintained, the auditor
carried out. authority. and recelving should see that the prices

| 1ntts. Cases of

charged are reasonable and

uneconomtcal

have been reviewed from time

pu.rcha.se of

to time. T'he valuation o]‘ the

stores and

inventories is seen ca.re]‘u.i.i.g SO

{osses

that the value accounts tallg

attributabte to

with the phgsical accounts

a'.efect'we or

and that adjustment of profits

i.nfer'Lor qu.ai.i.tg

or tosses due to revatuation,

£ 4
Ul SLOTES ATE

)FCLLﬁLuulj
R A Y A
UVIUW g Ug LIl
A
u. L.
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H]

AUDIT OF COMMERCIAL ACCOUNTS

[

|

govt. Department managed

govt. éompang

Corporatton under speci.f'Lc

Llndertaktng Eg. Ra'LI.wags,

u/s 2(45) of Companies

Act Eg. LIC, UTI etc.

|

Appointed of auditor by CEGAG as
per section 139(5) or 139(7).

+
Directions by C&GAG, the manner
shall be

in  which accounts
audited.

— -

Submission of Auditor's Report to
CEAG including-

e Directions issued, if any

e Action taken thereon

e Impact on Accounts

|
CGAg’s r'Lgh.t to —
e Conduct

e Comment upon. or
supplement such
audit repoit.

suppl.ementa.rg audit.

e |

!

Without prejudice to the
provisions relating to
audit & auditor, the
CEAG of India may,

in. case of any
government Company,
if he considers necessary,
by an order, cause test
audit to be conducted
of the accounts of such
company & the
provisions of section 19A

of the CGAg (Duties,

Powers & Conditions of |

Service) Act, 1971, shall
a.ppl.g to the report of
such test audit.

Postal Services, Securities, Act, 2013
Canteen etc.
[ v A
] Section 143(5) Section 143(6) Section 143(7) -

1]

REPORTING |

& Introduction - Conta,tn'Lng genera.t view of worktng results of govt. Co. deemed GOvt.

Co. & Corporat'Lon.

(it) Results of comprehenstve appra'Lsa.ts of selected u.nd.erta.ktng.

(i) Resume of company auditors, report submitted bg them wunder their direction.

(iv) Comments of CAG.

(v) S'Lgn'Lf'Lca.nt results of audit of u.ndertaking not taken for appraisal bg the audit board.

(vi) Article 151 of Constitutions enjoys that CAQ shall reports on the states of the presidents

on governor concern & the letter shall cause the report to be laid before tegislatu.re.

(vit) The report is fa.ctu.al & conclusion are left on reader to be drawn.
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XII] | PARTNERSHIP AUDIT
A] | APPOINTMENT OF AUDITORS
(i) The auditor to a firm is usually (it) His remuneration is also fixed by the partners.
appointed by the partners either on the
basis of a decision taken by them or to
comply with a condition in the
partnership agreement. ‘
(L) It is important that the letter of (v) In case of change of auditor, it wol }La be du.tg
appointment should clearly state the of incoming auditor to communicate with the
nature & scope of audit which is to be previous auditor. A
carried out & pa.rt'Lcu,lars of limitations, if \
any, under which he would have to
function.
(v) The auditor may, particularly, ensure (vi) In case the firm. is required to get its accounts
application of accounting standards audited under the requirements of any statute,
prescribed by the Institute. the auditor will have to qualify the report in case
of non-compliance with the accounting
stanaards.
(vii) Alternatively, only disclosure of non- omy liance with the accounting standards, would be
sufficient without making it a subject matter of qualification.
B] [ MATTERS TO BE CONSIDERED BEFORE STARTING AUDIT

Also, before starting the audit, he should examine the pa.rtnershi.p agreement and note the

(i) The name and ._*ql_e inder which

prov'Ls'Lons therein as reqaids the fol.l.ow'mg matters:

(it) The duration of the pa.rtnersh'tp, 'Lf any, that

the business shall ve conducted.

has been agreed upon.

(i) The amount uf capital that shall

(iv) The period at the end of which the accounts of

be contributed bg each partner whether

the partnersh'Lp will be closed period'tcallg & the

it v_ui he f'Lxed_ or could be varied from

proportions in which the prof'Lt shall be divided

Year to Year

among the partners or Losses shall have to be

contributed bg them; whether the Llosses shall be

borne bg the partners or whether any of the partners

will not be requi,red to do so.

(v) The provisions as regards

()] Borrowing capacity of the partnership (when it

maintenance of books of account & the

Ls not i.mpl.'Led. as in the case of n.on-tra.d.'Ln.g f'ers).

matters which must be taken into

account for d.eterm.'LrL'LrLg the profi.ts of
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the f'er available for division among

the pa.rtners eqg. creation of reserves,

provision for d.epreci.a.ti.on., etc. also the

peri.od within which accounts can be

reopened for correcting a ma.rL'Lfest error.

(vit) The rate at which interest will be (viit) Whether any salaries are payable to the

allowed on the ca.p'Lta.ls and loans partners or withdrawals are permi.tted. against

provi.ded. bg partners & the rate at which | shares of profits and, 'Lf so, to what extent?

it will be ch.a.rged. on their d.rawi.ngs &

current accounts.

(ix) Duttes of the partners as regard_s the | (x) Who shall operate the bank;ccou.zt Vof the

management of business of the firm; firm? How will the surplus ‘unds of the pa.rtnersh'Lp

also, the partners who shall act as be invested?

ma.nag'mg partners.

(xi) Limitations and restrictions that have been agreed ! Lpon, the rights & powers of partners

& on their 'mel'Led au.thoritg to pled.ge the f'er’s credit or to re nder it Liable.

| Students Note
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]

ADVANTAGES OF AUDIT OF A PARTNERSHIP FIRM

On broad considerations, the advantages of audit of accounts of a partnersh'Lp could be

stated as follows:

A\ 4

l

X

Audited accounts
provide a
convenient and
reliable means of
settling accounts
between the partners
, therebg, the
possibility of
occurrence of a
dispute among
them is mitigated.
On this
consideration, it is
usually provided in
and accepted by the
partners, shall be
binding upon them,
unless some
manifest error is
brought to light
within a specified
period. subsequent to
the accounts

hav'Lng been sig ned.

On the retirement
or death of a
partner, audited
accounts, which
have been accepted
bg the partners,
constitute a reliable
evidence for
computing the
amounts due to
the retiring partner
or to the
representative of the
deceased partner in
respect of his share
of capital, profits &
goodwill.

Audited
statement of
accounts are
relied upon by
the banks when
advancing
loans, as well as
by prospective
purchasers of the
business, as
evidence of the
profitability of
the concern &

its financial

POSi.t: on.

Audited

statements of

An audit is an

effective safequard
account can

be hetpfu.l in

against any

undue ad: artage

the being talen '75 a
negotiations \A;O»’&'Lr‘:j nartner or |
to admit a partners espec'Lal.l.g
person as a | in the case of
partner, { those partners who |

especic,al_.j I wre not act'Lvel.l_.j
associated with
the working of the

firm

when th 2y are
avatilavte for

a number of

l/ast Years.

| Students [Note
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MATTERS WHICH SHOULD BE SPECIALLY CONSIDERED IN THE AUDIT

OF ACCOUNTS OF A PARTNERSHIP

! !

Confirming | Studying the Verifying Examining Verifying Confirming | Verifying |
that the minute book, | that the whether generally that a that the
letter of if any, business in books of that the provision for | profits
appointment, | maintained which the account interest of the firm's and
signed by a to record the partnership appear to no partner tax payable | losses
partner, duly | policy is engaged be has suffered | by the have
authorised, decision is reasonable | prejudicially | partnership E been
clearly states | taken by authorised and are by an has bYeen divided
the nature partners by the considered activity made in the | among
and scope of specially the partnership adequate engaged in accounts the
audit minutes agreement; in relation | by the before partners
contemplated relating to or by any to the partneiship arriving at in thelr
by the authorisation | extension or 1 nature of ! which, it the amount | agreed
partners, of modificatio | the ! was not of profit profit-
specially the extraordinary | N thereof business of authorised divisible sharing
limitation, if | and capital agreed to the to do under | among the ratio.
any, under expenditure, subsequently partiiershis the partners.
which the raising of partnership
auditor shall | loans; deed or by
have to purchase of any
function. assets, KV violation of

extraordinary | a provision

contracts in the

entered into partnership

and othe: agreements.

such matters

as are not of

— ! a routine

nature.
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XIII]

AUDIT OF LOCAL BODIES

Al

MEANING & BACKGROUND: - (PEQ Nov22)

(&%)

N

a) A municipality can be defined as a unit of local self-government in an urban area.

b) By 1947 almost every urban & semi urban area constituted local bodies & the services

that local bodies rendered was restricted to education, pubL'Lc health, sanitation, medical

rel.Lef, roads & few other publ.Lc works. These bodies derived their revenues from a '1£xber

of sources as taxes on propertg, person, licenses & other non-tax revenues.

¢) Municipal government in India covers five distinct types of urbai. local

authorities-

A

[

8 N & 1

the mun’Lc'Lpal

the mu.n’Lc'Lpal

the notified

the town area

the cantonment

corporations, councils, area committees, | | committeces and || commuittees.
o p ) !
d) Specific local functions |
|
requlatoru, maintenance and development activities.
4 4

e)

|

general administration.

and revenue collection

|

7N -
| Heads of expenditure
) Pl r
| I I \
public health, public safety, education, || public
works, and

others such as interest

f

Major source of revenue

L

P operty Taxes

Octrot

Other mu.n'Lc'Lpa.l taxes, eg, Profess'Lonal tax, Non-

Mechanical Vehicle tax, Tax on Advertisement,

Tolls. Show tax etc.
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g) Local bodies may receive different types of grants from the state administration

Cateqgories of grants

|

I

general PU.I'POSC c_|ra.nts:

Specific purpose grants:

Sta.tu.torg and comlpensatorg

These are _pr'Lma.ri.lL_{

These grants which are

grants: These grants, under

intended to

tied to the PI‘OVi.Si.OI’L of

various enactments, are given to

substantially bridge the

certain services or

local bodies as compensation on

gap between the needs

perform.ance of certain

account of loss of any reveriue on

and resources of the

tasks.

taking over a ta.xil state

local bodies.

government from Lo cal

govei rmeit.

B]

FINANCIAL ADMINISTRATION

It would be imminent on the part of the auditor to understand financial administration

of local bodies before embarking upon the audit. Some of tite aspects are as under:

Some f'Lnanc'La.L aspects

|

cansna.

1

Budgetarg proced.ure

.
Expenditure control

Accou.nt'Lng system

]

BU.DgETARlJ PROCEDURE: This is gea ed o subserve the twin considerations of f'Lnanc'Lal

accountability and control of expendituie Tiie main objective is to ensure that funds are

raised and moneys are spent hy the execuiive departments in accordance with the rules and

regula.tions and within the limiis of sanction and authorisation bg the leg'le.a.ture or council.

Bud.get prepa.ra.t'Lon is usuatly the occasion for d.eterm'Ln'Lng the Levels of taxation and rates

and the ce'Ll'Lngs on expen diture. Mun'Lc'Lpa.l. bu.d.get forma.ts and heads of accounts vary

from state to state. Thei > are variations between the corporat'Lon and mun'Lc'Lpa.l'Lt'Les. One

'meortant eature of the rnun'Lc'Lpa.L budgets is that there is no strict sepa.rat'Lon between

revenue ar d caplfa.l items; usu.allg there is a ‘head' called extraordinarg items which cover

most of the cathaL transactions. There are, however, a number of spec'Lal fund.s (e.g. roads) or

L. some cases separate bu.dgets for spec'Lf'Lc mu.nici.pa.l fu.nct'Lons (e.g. education) or enterprise

activities (e.g., water su.pplg and sanitation, transport, eLectr'Lc'Ltg, etc)

EXPENDITURE CONTROL: The system of f'Lnanc'La.l control existing in the state and central

government level is conditioned bg the fa.ct that there is a clear demarcation between the

Legisla.tu.re and executive. The 'Lntegra,t'ton of leg'leat'Lon and executive powers in the mu.n'Lc'Lpal

council makes it diff'tcult for its executive to funct'Lon as its 'anu.'Ls'Ltor'La.l bodg as well.

Moreover the separa.t'Lon of executive powers and fu.nct'tons in mun'Lc'Lpa.l government

cannot accommodate the existence of an independent fi.na.nce off'Lcer responsible to the
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mu.n'Lc'Lpal council or its executive committee. This leaves the system of external audit bg state

government as the onlg instrument of controll'mg mu.n'Lc'Lpal expend'Ltu.re.

ACCOUNTINQ SL_JSTEM: - Mu.ni.c'Lpal. accounting and budget forma.t have been criticised

as neither si.mple nor comprehen.sibl.e, sometimes prov'Ld'LrLg i.na.d.equ.a.te 'Ln.form.a.ti.on. and at

other times a surfe'Lt of 'LrLform.a.ti.orL. Both these situations are not conducive to a proper

system of management 'Lnforma.ti.on.

]

IMPORTANT OBJECTIVE OF AUDIT

After knowing financial aspects, now let's know the objective local body audit:

a) reporting on the fairness of the content and presentation of fi.n.a.n.c'La.e_ statements;

b) reporting upon the strengths and weaknesses of systems of financial rfmcrol.;

c) reporting on the adherence to legal and/or administrative requiremients;

d) reporting upon whether value is being fully received on nm.oney spent; and

e) detection and prevention of error, fra.ud. and misuse of resources.

D]

AUDIT PROGRAMME

(i) APPOINTMENT: The Local Fund Audit W ng of the State Govt. is generallg in- charge of

the audit of mu.ni.c'Lpa.L accounts. Sometimes buﬁer muni.c'Lpa.L corporations eg. Delhi,

Mumbai etc have power to appo'mt thewr own auditors for regular external audit. So the

auditor should ensure his appoin’r‘ne. t

(it) AUDITOR'S CONCERNS: T_h ¢ auditor while auditing the local bodies should report on the

o fairness of the contents and presentation of financial statements,

o the strength.s and \qunesses of system of financial control,

e the adherence to '-3. l and/or administrative requirements;

His objective should be to detect errors and fraud and misuse of resources.

(iit) RULES E REQULAHONS: The auditor should ensure that the expen.ditu.re tncurred

conforms to the relevant PI’O\)i.Si.OI‘LS of the law and is in accordance with the financial

rules and regu.la.t'Lons framed. bg the competent au.thor'ttg.

(iv) /\iLTHORISATIONS: He should ensure that all types of sanctions, either spec'La.l or

aeneral, accorded bg the competent a.u.thor'Ltg.

(v) PKOVISIONING;: He should ensure that there is a provision of funds and the

expend'Ltu.re is tncurred from the PI’OVi.Si.OI’\. and the same has been authorized bg the

competent a.u.thoritg.

(vi) PERFORMANCE: The auditor should check that the different schemes, programmes and

projects, where large financial expenditure has been incurred, are running economically and

gett'mg the expected results.
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CHAPTER 10. AUDIT OF BANKS

WHAT TO STUDY?

I] Introduction

II] Understanding Accounting System in Bank

III] Bank Audit

IV] Form & Content of FS of Banks

V] Conducting an Audit

VI] Advances

VII] Drawing Power Calculation

VIII] Audit of Advances

XI] Audit of Revenue Items

I]

Introduction

a)

Banklng sector is the backbone of any economy as it is essential for sustainable soclo—economg

growth & f'Lnanc'Lal stabllltg ln economy,

For safe & sound ba.nklng sector, one of the most important faclors is reliable ana.nc'La.l

lnforma.tlon supported. bg qu,a.l'Ltg bank audits.

b)

Types of Banks: -

There are d.lfferent tﬂpes 0 ba.nklng institutions prevalli.ng in India which are as follows:

1) Commercial Banks

are the most \ilc e sprea.d. banklng institutions in India, that provlde

a number of prod.u.cts and services to general pu.bl'Lc and other

segments of economy. Two of its matin fu.nctlons are: -

|

L(a.) accepting deposits and

()  granting advances.

2) Co-operative Banks

Function like Commercial Banks onll_.] but are set up on the basts

of Cooperatlve Pr'an'Lples and reglstered. under the Cooperatlve

Societies Act of the respect'Lve state or the Multistate Cooperat'Lve

Socleties Act and usuallg cater to the needs of the a.grlcu.ltura.l and

rural sectors. Exa.mples are:

The Gujarat State Co-operative Bank Ltd, Chhatisgarh Rajya

Sahakari Bank N\a.rgadi,t, etc.

3) Development Banks

Development Banks had been conceptua.llzed. to prov'Lde fu.nds for

(more commonlg known

i.nfra.structura.l fa.ci.lltles 'meorta.nt for the economic growth of the

as Term-Lending

cou.ntrg. Exa.mples are. -

Institutions).

Industrial Finance Corpora.ti.on of India (IFCI), Industrial

Development Bank of India (IDBI), Small Industries Development
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Bank of India (SIDBI), etc.

4) Regional Rural Banks

Regional Rural Banks known as RRBs are the banks that have been

set up in rural areas in d.'LffererLt states of the country to cater to the

basic ba.n.k'LrLg and f'LrLa.rLc'La.l. needs of the rural communities.

Examples are: - Punjab Gramin Bank, Tripura Gramin Bank,

Allahabad UP gramin Bank, Andhra Pradesh gra.meen. Vikas

Bank, etc.

5) Payment Banks

Payments Banks are a new type of banks which have been re 'en;'g

introduced by RBL They are allowed to accept restricted i eposits but

th.eg cannot issue loans and credit cards. However, custorners can

open Current & Sa.v'mgs accounts and also a.va'LL_‘h.e IG ci.li.tg of

ATM cum Debit cards, In.temet-banking & /"\obL'f bankin.g.

Examples are: - Alrtel Payments Bank, India Pu_u Payments Bank,

Paytm Payments Bank, etc.

6) Small Finance Banks

Small Finance Banks have becii set up l;'j RBI to make available

basic f'LrLarLc'Lal. and banklng |L.‘.LL'Lt'Lf s to the unserved and

u.norga.n'Lsed. sectors like small margLnal farmers, small & micro

business units, etc. Exc mpies are: - Equites Small Finance Bank, AU

Small Finance Bank, etc.

c)

Major Fuiiciions of Bank

\ 4

\ !

Accept'LrLg Deposi.ts (_:,i.vi.ng Advances

RBL - Regu.[at'mg Body

Important Functions ODQ].: -

. Issu,a,n.c_.. of Curreicy & ts regu.latorg

o Acting as banker to banks

. Regu.' 1ti.ng the activities of commercial banks & other banks

o Tssuance of Licence

e Ithasa power to 'Lnspect bank

d)

Regu.latorg Framework

Le. pr'LrLc'LpaL enactments govemi.ng Bank audit

a) RBI Act, 1934

e Regional Rural Bank Act, 1976

b) Banking Regulation Act, 1949 f) Information Technology Act, 2000

c) Companies Act, 2013

g) Prevention of Money La.und.eri,ng Act, 2002

d) SBI Act, 1955

h) Payment and Settlement Systems Act, 2007
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e)

Peculiarities involved in fu.nctioning of Bank (PEQ)

e Huge volumes and complex'ttg of transactions;

« Wide geographical spread of bank's network;

e Large range of prod.ucts and services offered;

e Extensive use of technology;

o Strict v'Lg'Ll.a.rLce bg the banking regulator etc.

1]

U.nd.ersta.n.d.'mg Accounting System in Bank

a)

Banks n.owa.da.gs are provid.'m.g the comfort of “a.n.gti.me—a.ngwh.ere—ba.nki.ng”.

b)

Real-time access to i.n.forma.t'LorL & mobile connectivity th.rough. E—ba.nki.ng.

c)

Banks have voluminous business & hence it needs to be ensured in the systen. of .1cord.'LrLg

transmission & storage of 'Lnformat'ton/d.a.ta.

d)

Banks needs to maintain h.'Lgh. as robust control systems to ensure that traisactions are free

from risk of errors, omissions, 'eregula.r'Lt'Les & frau.ds.

e)

1

On the basis of com,plJLtz,-ri.sa.ti.og,_I

Banks may be divided as

\4

|

\ 4

Non—Computer'Lsed Banks

Partially Computerised Bank

Fully Computerised Bank

IIT] | Bank Audit 7
a) [APFOINTMENT OF AUDITORS
PN —
v g, V1 T
Ba.nk'mg Company :%N itioralised Bank: State Bank of India : Reg'LorLa.l Rural
At annual general \ v Comptroller and Auditor Bank:
Meet'LrLg bg N || By Board of Director general of India in By bank 'Ltself
shareholder Consultation with general with approval of
— Ty g GOvemment Central
~ Prior a.ppl:'c;val. of RBI Government
b) | REMUNERATION OF AUDITORS
A
— —
Banking Company National Bank + State Bank of India
v

Section 142 of Companies Act, 2013

Reserve Bank of India (RBI) in consultation with

Central Government
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CONDUCTING BANK AUDIT

A —

— x * y
a) Initial b) U.nderstand'mg ¢) Risk d) Execution : -|| e) Reporting : -
Consideration: - Environment: - assessment: - e Respond to e LFAR
e Acceptances o Id.entifg & assess o Applg Risk (SA 330) Je Stress testing
continuance risk to develop plan Procedures e Determine [ e Demonitisation
e Declaration of [[|e Understanding - of SA 315 Materiality
Indebteness > Accounting process & 240 and assess GC
e Terms of Audit > Risk management process| | o Assess Specific a
enagement > Control activities risk QC = EOL_RQ_CM -ern
¢ Commitement, > Involvement of TCWG e Risk associated A
Previous Audit > Reliable Information system| | without sourced \
e Establishment (PEQ Nov 16) activities e
of team o

d) Common Steps & Questions while undertaking/performing control activities
v l y l l
Who? What? When? Where? Why?
Who performs || What evidence || . Frequency; o Whereisthe [l Why 15 the
control? is generated {1, Tsit enough evidence? corLtrol
Who does that cont_rol_'ts_ ‘ to prevent, |le Is the evidence performed :
have requisite performed? detect & accessible —
knowledge? correct risk v
of MM ? How?
N « How is control performed
MM & Material Misstatement o Can control activities be
by-passed, if yes can it be
~ detected
e) - Engagement Team Discussion Includes: (PEQ)

e [rrors that may be more likelg to occur;

¢ Errors which have been 'Ld.ent'Lf'Led in pr'Lor years;

e Method bg which fra.u.d. m'Lght be perpetrated bg bank persormel or others within pa.rt'Lcu.la.r

account balances and/or disclosures;

e Audit responses to Engagement Risk; Pervasive Risks, and Spec'Lf'Lc Risks;

e Need to maintain professional skept'Lc'Lsm throughou.t the audit engagement;
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e Need to alert for information or other conditions that indicates that a material
misstatement may have occurred (e.g., the bank's appli.ca.tion of accounting pol'Lc'Les in the
given facts and circumstances).

— Advantages of Engagement Team Discussion (PEQ July' 21)
e Specific emphasis should be provided to the susceptibility of the bank's financial
statements to material misstatement due to fraud, that enables the engagement team to

consider an appropriate response to fraud risks, i.ncl.udi.ng those related to engagement risk,

pervasive risks, and speci.fi.c risks.

o It further enables the audit engagement partner to delegate the work to the experienced
engagement team members, and to determine the procedures to be followed when fraud
s identified.

o Further, audit engagement partner may review the need to involve specialists to address
the issues relating to fraud.

f) Powers of auditor — Same as discussed in Company Audil.

g) Audit Report -

STATUTORY AUDIT REPORT LONG FORM A w T TAX AUDIT REPORT

e Asper SA 700/ * As per Reauirements of e As per Income Tax
705/ 706 RBI Circular Act,1961

h) | In case of a nationalised Bank

a) Whether, in his opinion, the | b;i'mre sheet is a full and fair balance sheet containing
all the necessary particulars ard is properly drawn up so as to exhibit a true and fair
view of the affairs of the bank, and in case he had called for any explanation or
information, whether t has been given and whether it is satisfactory;

b) Whether or not the transactions of the bank, which have come to his notice, have been

within t_h 2 powers of that bank;

¢) Whethei or not the returns received from the off'Lces and branches of the bank have been

_'[')ﬁ d ad_equ.ate for the purpose of his audit;

d) Whether the prof'Lt and loss account shows a true balance of prof'Lt or loss for the per'Lod,

covered bg such account; and

e) Any other matter he considers should be brou.ght to the notice of the Central Government.

Note: - CARO, 2020 is not applicable to bank audit.

(1) LFAR (Lon.g from Audit Report) - This report is to be submitted before 30" June every year.

() Reporting to RBI — RBI issued a circular rela.t'mg to i.mplementation of recommendation

of committee on legal aspects of Bank frau.ds appl'Lca.ble to all scheduled commercial bank.
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Note: - If an accounting profess'tona.l (internal or external) in the process of audit f'md.s

Angthi.ng susceptible to fraud or any activity be'mg fra.u.dulent in nature, he should refer it to

Authority. Any failure in reporting would make him liable for penal action.

Auditor should consider SA 250 & SA 240

Note: - Auditor is not expected. to look into each & every transaction but to evaluate the

system. as whole, therefore 'Lf he comes across any i.rregu.l.ar'ttg he should report to RBL in

Addition to chairman/MD/CEOQ.

* | Reporting as per Sec 143(12) of Companies Act, 2013 shall apply. - X
IV] | Sec 29(1), (2) - Form & Content of FS of Bank Y,
Every Banking Company —
Il o
As per Sch — III to Act !_
Form A Form B
Contains _form Contains form of Prof'Lt
of Balance Sheet & Loss Account
Act > Ba.nk'mg Regulati.on Act, 10‘.9
Note - Every Bank'mg Comp_a.n_u n;eedu to compl.g with the disclosure requirement under
various Accoun.ting_gta.n\iards as speciﬁed under Companies Act, 2013,
V] Cond.u.ct'mg an Au.d.i’e
1. Initial Consi.i'era.tl.m. oy the statutory auditor (PEQ)
(i) Declara_t on oj Tndebtedness
(i) Interna! Assignments in Banks bg Statutory Auditors
(L) ."'ﬂnn'mg
(iv) Communication with Previous Auditor
(v) Terms of Audit Engagements
(vi) Initial Engagements
(vil) Assessment of Engagement Risk
(viit) Establish the Engagement Team
(ix) U.nd.erstand'mg the Bank and its Environment
2. Iden.tifgi.ng and Assessing the Risks of Material Managements
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Understanding the Bank and its Environment 'anlud'm.g Internal Control

WUnderstand the Bank's Accou.n.tin.g Process

Understanding the Risk Management Process (PEQ - May 19)

(i) Oversight and involvement in the control process by those charged with governance

(ii) Identification, measurement and monitoring of risks

(iit) Control activities

(iv) Monitoring activities

(v) Reliable information systems

Enga.gemen.t Team Discussion

Establish the Overall Audit Strategy

Develop the Audit Plan

Vo N O

Audit Pl.a.rmi.n.g Memorandum

10.

Determine Audit Materi.a.litg

.| Consider goi.ng Concern

12

Assess the Risk of Fraud i.nclu.d.i.ng Money Laundering PEQ Jaﬂ_ Zi

Assess the Risk of Fraud 'anlud'mg Moneg La.u.nderi.ng: As per S/ 240 " The Auditor's

ResponsibLLLtLes Relat'mg to Fraud in an Audit of Financial Statements"’, the auditor's

objective is to identify and assess the risks of material misstatement in the financial

statements due to fraud., to obtain su.ff'Lc'LerLt gvpropriate audit evidence on those 'Ld.ent'Lf'Led.

misstatements and to respon.d. appropriateil._'l 1e attitude of professional skepticism should

be maintained bg the auditor so as to re ogn.'tse the possibilitg of misstatements due to

frau.d.

The RBI has framed specifif quidelines that deal with prevention of mon.ey launderin.g and

"Know Your Customer (KL'LQ_'Lorms. The RBI has from time to time issued gu,'Ldel'LrLes ("Know

Your Customer Guide'i.nf — Anti Moneg Lau.nder'LrLg Standards"), requiring banks to

establish policies, procedures and controls to deter and to recognise and report money

laund_ering activities.

13.

Assess Speciiic Risks

14.

Risk Associated with Outsourcing of Activities

15.

Respo_ns:. to the Assessed Risks

16.

. Stres_s Testi.n.g

17

A :EASEL III framework.

18

' Relitance on/ review of other reports
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VI]

Advances

A

|

1

Funded

Non-Funded

\ 4

|

Loan where there is actual tra.nsfer of fund

Facilities are those which do not involve

Eg.Term loan, CC, OD, Demand Loan, Bills

transfer of fu.nd.s. Eg. Bank, Guarantees,

discounted & pu.rch.ased, Adverse balances in

Letter of Certificate etc.

deposit accounts, Interest bearing Staff Loan

b)

Classification

-

Sector Wise Security Wise Prudentie.l. Norm

|

” l

\ 4 \4 l

| | |

o —

—_
Priority Non-Priority Secured Unsecured | LS andard NPA

——

Primary Security Collateral Security

| Students Note:
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Classification of Advances as per Prudential Norm

!

!

Standard Loans

NPA Loans

v v

| lSubStandard |

Standard Reaular || SMA = Special Mention Accounts

SMA O (Accounts

Doubtful (D1/ D2/ D3)]

show'mg stress signals)

Loss

SMA 1 (Overdue

between 31 to 60 days)

SMA 2 (Overdue

between 61to 90 days)

d)

Mode of Security Creation

LRI
|
!

—| 1) Mortgage are of several kinds but the most u nportant are the Registered Mortgage

and the Equi.table Mortgage.

A

[

)

1a) Reg'Lstered. Mortgage can be aftected by a

reg'Lstered. instrument called the ."‘,rtga.ge

Deed' s'LgrLed. bl_,] the mortqagor. it regi.sters

the property to the moi ‘gagee as a security.

| | 1b) Equi.ta.bl.e mortgage, on the other

hand, is effected bg a mere d.el.'werg of
title deeds or other documents of title

with intent to create securttg thereof.

—> | 2) Lien is creation of a legat cha.rge with consent of the owner, which gives lender a

legal rignt to seize and dispose/ liquidate the asset under lien.

3) A pled.ge thus involves bailment or del’werg of goods bg the borrower to the lertd_'mg

—, | bank with the intention of creating a charge thereon as security for the advance. The

legal ownership of the goods remains with the ptedger while the Lertd_'mg banker gets

certain defined interests in the goods. The _pledge of goods constitutes a spec'Lf'Lc (or

fixed) charge.
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4) Ass'Lgn.men.t represents a transfer of an ex'Lst'LrLg or fu.tu.re debt, r'Lght or property

—> belonging to a person in favor of another person. Onlg actionable claims (ie, claim

to any debt other than a debt secured blj a mortgage of immovable property or bl:]

hgpothecation. or pl.edge of moveable _pro_pertg) such as book debts and |.'Lfe tnsurance

policies are accepted by banks as security by way of assignment.

5) Set—oﬁc is a statutory r'Lgh.t of a creditor to adjust, whollg or pa.rtl.g, the debit

balance in the debtor's account aga'mst any credit balance Ll_qi.n.g in another account

of the debtor. The right of set-off enables a bank to combine two accounts (2 deposit

account and a loan account) of the same person provided both the accourits are in

the same name and same right (ie, the capacity of the account hoL{er v both the

accounts should be the same). For the purpose of set-off, all the orar»\jhes of a bank

are treated as one si.ngle entitg. The r'Lgh.t of set—off can be ueu‘sei' tn respect of time-

barred debts also.

6) ngoth.ecat'ton. is the creation of an equitable cnharae (Le, a charge created not bg

an express enactment but bg equ'Ltg and reason), which is created in favor of the

Lend.i.n.g bank bg execution of hgpothecaion agreement in respect of the moveable

securities belong'mg to the borrower. Neither own.ersh.i.p nor possess'LorL is tra.nsferred. to

the bank. However, the borrower holds the phgsical possessi.on. of the goods as an

agen.t/tru.stee of the bank. The boriower per'Lod.'LcalllJ submits statements regardin.g

quantity and value of "ngm'\ea ted assets (stocks, debtors, etc) to the lending banker

on the basis of which the drawing power of the borrower is fixed.

e) Prudential norms on Irconie recognition Asset Cl.a.ssi.f'Lca.t'Lon & provisioning pertaining to

Advances. (PEQ No'22) \

(L) NPA - ArL 1sset becomes NPA when it ceases to generate income for the Bank

(a) Loan or Advance becomes NPA i.f interest/ instalment of pr'LrLc'Lpa.l is Overdue for > 90

daus
(b) Bills remains Overdue for > 90 dags

(c) The account remains out of order in respect of an OD/ CC account

(it) Out of Order - Account will be out of order i.f amount is over drawn and remains

ou.tstanding for > 90 dags (Le. there are no credits conti.nu.ou.slg for 90 dags as on Balance

Sheet date )
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(Lit)

Classi.f'Lcat'Lon as NPA should be based on the record of recovery. Ava'tlabilitg of security or net

worth of borrower/gu.a.rantor is not to be taken into account for purpose of trea.t'mg an advance

as NPA or otherwise. Further, asset cla.ssi.fi.ca.ti.on would be borrower-wise and not faci.litg-wi.se.

All fac'Ll.i.ti.es i.nclud.i.ng investments in securities would be termed as NPA.

There are d.'LffererLt provisioning requirements as rega.rds to categories of NPA such as Sub-

standards assets, Doubtful. assets and loss assets which are given below:

Categorles of Non—Perform'Lng Assets :

Provision requ.lred. (PEQ Nov'22)

e Sub-standard Assets :

Would be one, which has remained NPA for a

15%

per'Lod. less than or equ,a.l to 12 months.

. Doubtful Assets :

Would be one, which has remained in the

Sub-standard category for a per'Lod. of 12
months.

Secured. + Unsecuired

. Sub—ca.tegories :

Doubtful up to 1 Year (D)

25% +100%

Doubtful 1to 3 Years (D2)

40% +100%

Doubtful more than 3 Years (D3)

100% +100%

e Loss Assets :

Would be one, where loss has been. id ~n;'.l'Led. bg

the bank or internal or external auditors or the

RBI i.nspect'Lon but the amount has not been

written off whollg.

100%
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(v)

Usually Income on. NPA are recorded on Cash basis

l

However in following cases theu are considered as NPA on the basis of respected condition

\ 4

y

!

A

4

!

\ 4

Advances Agriculture : Advances = Advance : Advances to
guaranteed Advance under against Term Staff
by CG Consortium deposit/ KVP/ -
PEQ) NSC/ IVP etc. Houstng on.
Will be Long Crop |[Short Crop | |Advance l similas
regarded as i l will be It shall not be | | advances shall
NPA on Regarded as Regarded as||treated as treated as NPA| L be
repudiation | NPAif it is |[NPA if it is | [NPA on thef| provided ’ v
of such outstanding outstanding| [ basis of Adeguiate [Treated as NPA
guarantee for > 1 season for > 2 recovery by Margin is only when there
season individual ! available in is a default in
Y J members [ the amount principal or

However, if non-payment

payment of

is due to natural

tnterest respect’we

ca.lam'Ltlj then it should

due dates

be re-scheduled

A 4

It included

Note - Long Crop are crop which nzed > 1 year to

under sub-head

grow (ie. Crop season > 1 Uear) & crops which
—

"Others” under

matn head of

are NOT long crop are siort crop

"Other asset”
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(v)

Accounts where there is Erosion/Reduction in value of
security/ frauds committed by borrowers (PEQ)

A

—_— e

—

~

Value of security eroded & is < 50% of

Realizable value of securities is < 10%

value assessed bg the bank or accepted

of outstanding in the borrow a/c

bg RBI at the time of last Lnspection.

:

}

Extstence of security should be ign ’)fe\'

Such NPA's may be straight away

| -~

cla.ssti.ed as d_ou.btfu.l & prov'Ls'Lon'LrLg

Such asset should be class'L] led o5 Loss

asset & should be fu.l.n.\_' wriiten oﬁ or

should be made accord'mglg.

fully provided by bank

VII]

Drawing Power Calculation

(i)

All accounts should be all the time kept within

}

\

Pt e
Drawing Power &AN"J Sanctioned Limit

If account exceeds sanctioned limit it should be brought to the notice of management / Head

office reqularly.

(it) | Banks should ensure that dra\‘-'Lr}} in ‘W“.‘k'mg ca.pita.l account are covered bl_.j current assets.

Drawing power is requ.'Lred. to b_ﬁ airived based on current assest & statements (statements

should not be older than 3 [ onths); if d.ra.w'mg power are calculated of statement older than

3 months then such amourt outstanding shall be treated as 'eregula.r.

(iit) | Stock statements are sut,ﬁ'_utted. > Qu.a.rterll_,]
(LV) N n=
fats Should § Submit eilah i
- | > o ’ > —> l l >
| 4 &P " " Reports
» L RNy -
Audited Annual Report Bank should scrutinise
| Corrower such reports & ascertain
reason for deviation
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Dra.wi.ng power Ls

v

Guidelines formulated by BOD of

calculated

Bank & agreed by stat

utory auditor

(vi)

Funded on

"

Exposure > 5 Crore

11
.

Bank

K Ltd. Company

Lead Bank > will conduct Stock audit and

shall give such report branches & the report shall be reviewed d__Lr'Lng the course of audit &

spec'La.l focus will be on comments g'LverL bg stock auditor.

Author's Note - Also refer reporting requirement winder 3(il) of CARO, 2020

(vii)

L4

S

\_Nerki.:a.g Cap'Ltal Advances

Construction Business

>  Drawing Power needs to be calculated carefully in case of working capital advances to

compan.'Les engaged in construction business.

>  While calculating drawing power, mobilization advance received by contractors should be

Reduced.

— Illustration for compu,ta.t'LorL of DP

Particular for current asset DP Margin @ 25% 100|300
(A) Stock (B) Debtors:
 Stock at realizable value 1000 Total Debtors 1000
Less: Unpaid stock Less: intangible debtors 200
- Sunday creditor 300 Eligible Debtors 800
- Acceptances/ LC's etc 300 600 Margin @ 40% 320 |480
Paid for stock 400 Total DP 780
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VIII]

Audit of Advances

!

v

A 4

!

(i) Auditor should obtain

(il) SAAE are obtained by -

(iit) Evaluation of IC over

« Examining the \)al.i.d.i.tl_.j of

advances - (Most Important)

SAAE regarding

e Amounts are

the recorded amounts;

(PEQ) (RTP) (MTP)

ou.tstand.i.ng as on B/S

Exami.n.'LrLg loan

Bank makes advaiices

date

documentation;

onlg a.fter check'Ln.g credit-

e Amounts represent due to

Review'mg the opera.ti.on of

worthiness

bank

the accounts;

Advances are sanctioned

o Amounts are supported

Exam'm'mg the existence,

on the ?ﬁis—*f ﬂdppropr'w.te

by loan documents &

enforcea.b'LL'Ltg and

documents & onll_.] after

other documents

valuation of the securitg;

ersu L“:j end use

e No unrecorded advances

Ch.eck'Ln.g compl'LarLce with

S uﬁi.ci._ent margins are kept

e Advances are properlg

RBI norms 'LrLcLud.'LrLg

disclosed, cla.ss'Lf'Led. &

appropriate class'Lf'Lca"i on

No advances are prov'Ld.ed.

aga'mst own shares

described in accordance

and provistoning; and

Securtties are regLstered.

with AFRF

Carrgmg ou! approg riate

good. Ln possession as

. Appropri.a.te prov'Ls'Lons are

analgttcal pro ~ediires

securLtg are checked ]‘rom

made as per RBI norms

ttme to time.

Draw'LrLg power reg'Lster 13

u.pa'.atea'. every month

Operat'LorL of each advance

a/cshoutd be viewed at——

teast oncetn a year

IX]

Audit of Revenue Items

SN

'

(A) INCOMES

(B) EXPENSES
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A INCOMES
i)> I
Interest Income Other Income
a) Interest/ Discount on a) Commission, Brokerage
Advances/ Bills on - BOE, DD, NEFT,
b) Interest on Investment RTGS, Govt Business, LOC,
c) Interest on CRR quarantee Loan Processing, |
d) Interest on Inter Bank Maobile Banking Fees etc
Loan b) Rent on Lockers 4
e) Other Income ¢) Dividend, Profi.t o—. ga.?
of Investment
d) Profit on Revaluation
e Referrd Income etc.
(il)> Audit Procedures & Approach )
a) Auditor is prlmarilg concerned with obtain'mg reasonable assurance that recorded income
arose from transaction are
o For the Relevant Period
o Appropriately Calculated
o Recorded/ Disclosed under Proper Head
b) KRBT huas advanced
To record incone on accrual basis Le. as per AS 9 if:
~ v
v v
Income > 1% of tolal income of ( Okﬁ Income > 1% of net profit before
the bank ~~—— | tax ie NPBT (If the Income is
(If the income is calculated on a calculated on net of cost basis)
| gross bastis)
c) Other than above mentioned Incomes ie. Income not considered as MATERIAL > recognised
as on receipt basis (Auditor need not qu.al'tfg the report in such situation)
d) | It is an essential condition for accrual of income that there should not be doubt on ultimate

collection of such income
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e) Bank. should record income on receipt basis: -

v
! v
In respect to NPA C\Nh If there exist s'Lgn'Lf'LcarLt
\/

uncertaintg regard'mg

ultimate collection

f) | Important On advance against term deposit, NSC, KVP, IVP & life policies

!

Record on accrual basis

{

Provided adequate margins are available

g)  In case of BOE purchased at the close of the year. Discount must "_'e uppn;ria.telg apportioned

between the two years.

h) | Auditor must test-check fees & commission earned bl_.] bank.

(iiL) Reversal of Incomne
. -
v 1!
If Income recognized on "\AND If Banks has wrongly

accrual basis & advance

recogni.zed. tncome Ln the
later was declared &

N past
considered as NPA Il
: - Then, Bank must reverse

Then Bank should such income or make a
reserve the income so provision for an equivalent
recorded. amount if it was

N\ v recognized as income in the

| On further partial previous year(s)

recoveries tn NPA's, Bank

must follow an appropriate

( pol.'ch to recogni.ze thcome

as per AS - 9
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(iv) | Miscellaneous Points: -

a) For Financial Lease: = Income should be treated and recorded as per AS 19 (Provided its not

NPA)

b) On take - out finance: - Record the income on receipt basis

c) Interest Income on Investments: - Cost on investment ( eg. Premium on SLR investments) is

netted oﬁ from. interest tncome on investment.

d) | Profit on Sale of Investment: - It is taken to P/L a/c as it is treated as banking activity,

e) P/L on revaluation of investments: - As per RBI guidelines, investments must be valued in

per'Lod'Lc interval & appreciation or d.epreci.a.t'Lon is taken to P/L Alc.

(B) EXPENSES

1 >

v v v

(i) | Interest Expended Operating Expenses _!:Pr:w'tsi.on. & Contingencies
v
Interest On =— Payment towards -— Provision & Contingencies —

e Salaries, remuneration

. Depos'Lts o NPA

e Rent, Rates, Taxes

e RBI Borrow'Ln.g e Taxation

. Pr'mt'mg Statione! Y

o Inter Bank Borrow'mg . Cont'mgencies

o Other o Office Admu e Diminution in value of
» Advertiseriient Lnvestment
o Audit Fees

: 7epr. clation etc.

.

(i) Audit approach & proceciu.re_

a) | Auditor must assess overall reasonableness of expense

b)  Auditor should obtain | rom the bank an analgsis of various types of d.epos'Lts & interest

thereon.

¢) | Auditor s; uld obtain general ledger alc at end of each quarter

d) | Auditor on test check basis ver'Lfg calculation of interest (PEQ) (Importan.t)

e Interest has been prov'Ld.ed, on all depos'Lts upto the date of the balance sheet; and verifg

whether there is any excess or short credit of material amount

e Interest rates are in accordance with the bank's internal regu.lat'LorLs, of the RBI directives,

and agreements with the respective d.epos'Ltors;

e In case of Fixed Depos'Lts it should be examined whether the interest Rate in the

accou.nt'mg system. are in accordance with the Interest Rate mentioned in the Fixed

Depos'Lt Rece'Lpt/ Cert'Lf'Lca.te

Audit 9G¥ - By CA Khushboo G Sanghavi 10.18



e Interest on Sav'mg Account should be checked on a test check basis in accordance with

the rules framed bg the bank in this behalf

o Interest on inter-branch balances has been provided at the rates prescribed bg the

head offi.ce

e Interest on overdue/ matured term d.epos'Lts should be estimated and provided. for

(Lit)

Disclosure of (PPI) Prior Period Items - There is no specific disclosure prescribed in Form B

under Third Schedule, appropriate disclosure should be made bg the bank wherever

required

SPn ce me' Student Notes: - g €
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CHAPTER 1. ETHICS AND AUDIT TERMS OF AUDIT
EGAGEMENT S

WHAT TO STUDY?

A] INTRODUCTION TO ENGAGEMENT & QUALITY CONTROL

B] SQC - 1

C] SA 210

D] SA 220

A] INTRODUCTION TO ENGAGEMENT & QUALITY CONTROL

I] | AUDITING & ASSURANCE STANDARD BOARD (AASB)

! AASB ! e

l )

History Objective of A#SB
] — - -t \
In 1982 ICAI constituted Auditing | | To r2view | | To identify | [ To Formulate [
Practice Committee (APC) theg use | | existing & || areas where | | / Develop -
to issue Statement on Auditing | | emarging | | revision or
Practices (SAPs) N piactices new
| < | worldwide | | document
In 1982 ICAI constituted Audiiing s required
Practice Committee (APC) ‘heg use
to issue Statement on Auditing |
Practices (SAPs) + Engagement Standards |
S \Y  Standards on Quality Control -
In 2007 under clarity project existing e Guidance Notes -
standarcs were revised, new standards o General Clarifications |
vere issued under nomenclature o Technical Quides, Practice Manuals, |
| Engagement & Quality Standards Studies & Other Papers (TPSO) -

D;/?‘erent terms

Standards - Ma.nda.torg in nature unless exempted.

Statements - Statements and standards are same. Earlier we use to call them statements but

now as per international trend, we call them standards. So we can say that statement is old

name of standards
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general Clar'Lf'Lcat'Lon - Issued to expla'Ln content gLven in Standards/Statements.

Guidance Notes - Recommendatory in nature we may not follow them if there are justified

reasons. E.g., gu'tdance note on Bank Audit.

Technical guides, Practice Manual, Studies and other papers (TPSO) - ICAI used to Lssue

them to prodee checklists and specim.en. working papers helpful for practicing chartered

accountants. Now a dags ICAI issues them in the name of Implementation C_jui.de or

Practitioners guide.

Overview of Engagement & Quality Control Standard

ICAL N

L \

Au.d'Lt'Lng & Assurance Standard Board (AASB)} e

It sets the framework of ENgAgEMENI STANDARD
— £

y ¥

1
Assurance Engagement (ie. expressing opinior ., -

Agreed upon service

Historical FS _Preﬁpect/ Projected FS

| SRS's for perform'Lng

A

Practitioner shall applg

related services

Tgpes of Assurance

Practiiconer shall applg

I SAFE's for formlng engagements such as

i opinion of forecasted FS compilation
\ 4 W . O

Absolute Le. Reasonable L2 : .
100% assurance High but not Limited Le. This type of assurance is

| 100% of Moderate Level expressed Under

1 REVIEW engagement
S of assurance
= (MCQ)
I \ 4 l

is expressed Wrder
—— INVESTICATION

This type ol\ assuraiice

This type of assurance
is expressed Under

AUDIT engagement

Reviewer shall applg SRE's

\4

Auditor shall applg SA's

SA > Standard on Au.d'Lti.ng (SA-100-999)

SRE > Standard on Review Engagement (SRE 2000-2699)

Examples of SRES:

o SRE 2400 Engagements to Review Historical Financial Statements

e SRE 2410 Review of Interim Financial Informat'Lon Performed bg the Independent

Auditor of the Entity.
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SAE >Standard on Assurance Engagement (SAE 3400-3402)

Examples of SAES

e SAE 3400 The Examination of ProspectLve Financial Informa.tion

e SAE 3420 Assurance Engagements to Report on the Compilation of Pro Forma

Financial Informat'Lon Included in a Prospectus

e SAE 3402 Assurance Reports on Controls at a Service Organization

SRS > Standards on Related Services (SRS 4400-4410)

Examples of SRSS

e SRS 4400 Engagements to perform a.greed.—upon. proced.u.res rega;"r’,l.ruj fi.rzn.ci.al

i.nformation

e SRS 4410 Comp'Ll.at'Lon engagements

B] SQC > QUALITY CONTROL FOR FIRMS THAT PERFORM AUDITS AND REVIEWS

OF HISTORICAL FINANCIAL INFORMATION, AND OT+HEK ASSURANCE AND

RELATED SERVICES ENGAGEMENTS

I] [ INTRODUCTION

The purpose of this SQC is to establish standards & provide guidance regarding a firm's

responsLbLL'Ltg for its system of qualitg controt I or audits & reviews of historical f'Lrw.rLc'Lal

Informa.t'Lon & for other assurance & related service engagements.

The firm's system of qua.l'Ltg control should include pol'Lci.es & proced.ures addressing each of

the six elements of such system.

1] | ELEMENT OF QUALITU CONTROL

1) Lea.dersh.'Lp responsi.bi.l.i.ttcs for qu.a.l'Ltg within the fl.rm

i) Firm shﬁ Ld promuote internal culture recognising qual'ttg as essential in perform'Ln.g

engage nent

it) Firm's CeEO (or equ'walen.t) or f'er's managing partner to assume ultimate

responsibility for firms system of quality control

T TI’ some other person(s) is a.ssi.gned such opera,t'LorLal responsi,b'Ll.i,tg, he should have

S.J.ffi.Ci.en.t &G a.ppropri.a.te experi,ence, a.b'Ll.'Ltg & author'Ltl_,J to assume that respon.si,b'Lli,tl_.’

2) Fthical Requirements

Firm's policies & procedures should

(i) Assurance that the f'er & its person.n.el. compl.g with ethical requirements of: (Key COPPI)

a) Integrity;

b) Objecti,vitg:
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c) Professional competence & due care,

d) Professional behaviour

(iv) Emphas'Lze the fundamental pr'mciples which are re'mforced in pa.rti.cu.la.r bg the lead.ersh'tp

of fl.rm, education & trai.n'LrLg, moni.tor'mg & process for deaang with non—compllance.

(iit) Provide it with reasonable assurance that the network firms maintain Lndependence to:

a) Communicate its requirements to management

b) Identify & evaluate circumstances & relationship that create threats to Lndepﬂ derice

& take appropriate action.

(iv) Provide it with reasonable assurance that it is notified of breaches of independence

requirement & to enable it to take appropriate action.

3)

Accepta.nce & Continuance of client relati.on.sh'tps & speci.f'Lc engagements

() Firm's policies & procedures should provide it with reasonable assure nce Fh at it will

undertake or continue rel.ati.onshi.ps & engagements onl.g wrﬁ\_i.t:

( N »

has considered the is competent & has an complg with ethical

'mtegritg of the client.

ca.pa.bil'Lt'Les, time & resources requirements

For consideration the integrity of the client consider follow'mg

a) The 'Ld.ent'Ltl_.] and business reputation of the client's pr'LrLc'Lpal. owners, keg management,

related pa.rt'Les and those cha'ge with governance

b) The nature of the client's operations, 'Ln.cl.ud.'mg its business practices

¢) Indications of an inappropriate limitation in the scope of work.
O .a. WL

d) Information concerning tiie attitude of the client's pr'LrLc'Lpa.l. owners, keg

management and those cha.rged. with its governance towards such matters as

a.ggress'we i.f‘.t% station of a.ccou.nting standards and the internal control

environmeit.

e) TE reascns for the proposed appointment of the firm and non-reappointment of

the previous fi.rm. The extent of kn.owl.edge a f'er will have regarding the

Lntegrity of a client will generallg grow within the context of an ongoing

rel.a.ti.on.ship with that client

) Indications that the client m'Lght be involved in money lau.nder'mg or other

criminal activities

g) Whether the client is aggress'welg concerned with maintaining the f'er’s fees as

low as poss'Lble.

(it) When the f'er obtains 'Lnforma.t'ton that would have caused it to decline an engagement 'Lf

that 'Lnformat'LorL had been available earlier, the f'ers pol'Lc'Les & proced.ures should consider

a) The profess'LorLa.l & legal I’eSPOI‘LSi.bi.Li.ti.eS
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b) The possi.b'Ll'Ltg of withdrawing from the engagement & client rela.ti.onsh'tp

(lit) Polictes & proced.u.res for withdrawal include:

a) Discussing with appropriate Level for appropriate action & the reasons for withdrawal

b) Cons'Ld.eri.rLg professional, or lega.l regulatorg

c) Documenting si.gn'Lf'Lcant issues, consultations, conclusions & the basis for

conclusion
4) Human Resources
() Firm's policies & procedures should provide it with reasonable assurance that: A
a) it has sufficient personnel with the capabilities, competence, commit_rnewnguﬁemical
principles. A
b) enable the firm to issue appropriate reports. \
(i) Firm's performance evaluation, compensation & promotion procedures g_Lqe c.ue recognition
& reward to the development & maintenance of competence & commitment to ethical
principles g
(lit) The firm should assign responsibility for each engageriient to an engagement partner.
(v) The firm should also assign appropriate staff with capabilities, competence & time
to perform engagements
5) Engagement performance

() Firm's policies & procedures should provide it with reasonable assurance that:

a) Engagements are performed. in accordance with profess'Lona.l standards, l.egal &

regulatorg requ.'Lrement<

b) That the firm 'Lssue_a.lzyrc_;iri.a*,e report

(it) Firm should establish policies & procedures wirt.

a) Consultation

b) Resolvi.ng differeﬁ;ces of Opinion

c) Enqgieh ent qwalitg control review & its documentation.

d) Cﬁf .fi.d.en*ialitg, safe custodg, a.ccessi.bi.litg & retrieval, retention, ownership of

ergagement documentation.

E_nga_gement quality control review (EQCR): The firm should establish policy and procedures

For reviewing audit engagement listed entities. Such review provides an objective revaluation of

significant judgement and conclusion reached.

Areas of review under EQCR: (PEQ Nov 22)

(i) The engagement team’s evaluation of the f'er's 'Lnd.epend.ence in relation to the speci.f'Lc

engagement.

(iv) S'Lgnif'tcant risks 'Ldent'Lf'Led. du.ri.ng the engagement and the responses to those risks.

(L) Ju.d_gments made, pa.rticularlg with respect to materi.al'ttg and s'LgrL'Lf'LcarLt risks.
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(iv) Whether appropriate consultation has taken place on matters anotvi.ng d.'Lfferences of

op'Lni.on or other diffi.cu.tt or contentious matters, and the conclusions ar'Ls'Lng from those

consultations.

(v) The significance and d,'Lsposi.t'Lon of corrected and uncorrected misstatements 'Ld,ent'Lf'Led

duri.ng the engagement.

(vi) The matters to be communicated to management and those charged. with governair.ce

and, where appl.'Lcabl.e, other parties such as regul.atorg bodies.

(vit) Whether work'Lng papers selected for review reflect the work performed in relati on. to the

significant judgments and support the conclusions reached.

(viit) The appropriateness of the report to be issued.

Documentation of system of qu.ali.tg control

Establish poli.ci.es & proced.u.res requiring appropriate d.ocu.mentrit_n ‘|Fr

—| Evidence of operat'Lon of each element of its system. L

Retention for period of time sufficient to permdit those performing monitoring procedures |

to evaluate firm’s compltance with its system. of r‘aal'Ltg control, or for a longer per'Lod.

i.f regu'Lred. bg law or regulat'Lon.

Complai.nts, al.legat'Lons & responses to them.

Depend.'Lng upon the size of firm, number of office, nature & complex'Ltg of firm.

Large ftrms may use electronic databases to document matters Like 'Lnd.epend.ence

conferat'Lons, perfc*rnannte evaluations & the results of monitortng 'Lnspect'Lons.

Smaller firms may wse more 'Lnformal methods in documentation such as manual notes,

checklists & form.s

6)

Moni.toring

(i) Firm's pol.Lci.es & proced.u.res should provtde it with reasonable assurance that:

a) the pol.'Lci.es & proced.u.res relat'Lng to the system. of gu.ali.tg control are relevant, ad.equ.ate

and operating effect'welg.

b) it includes an ongoing consideration & evaluation of f'er's system of gu.al'Ltg

control, 'anlud'Lng a per'Lod'Lc 'Lnspect'Lon of a selection of completed engagements.

(it) Firm should evaluate the d,eftctenctes noted as a result of monitoring process & should

communicate to relevant engagement partners & other appropriate personneL

(i) Firm should also des'Lgn pol'Lc'Les & proced.ures to appropr'Latelg address the complatnts &

allegations.
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Concept of allegation & claim PEQ Jan2i

(i) The firm should establish pol'Lc'Les and proced.u.res deslgned to provlde it with reasonable

assurance that it deals approprlatelg with:

(a) Compla'mts and allegations that the work performed_ bg the flrm fa'Lls to complg with

professlonal standards and regu.latorg and legal requirements; and

(b) Allegations of non—compli.arlce with the firm's system. of qu.alltg control.

(it) Complaints and allegations (which do not include those that are clearly fri.volous)_

may originate from within or outside the fi.rm. Theg may be made bg f'er persc nnet,

clients or other third parties. Theg may be received bg engagement team memoers or other

f'er person.n.el.

(iit) As part of this process, the firm establishes clearly defined channels for ];:m. personnel to

raise any concerns in a manner that enables them to come forwan d without fear of

reprlsals.

(iv) The firm investigates such complaints and allegations in accordance with established

pollci.es and proced.ures. The investigation is supervised 'ug a partner with su.ffi.ci.ent and

appropriate experience and au.thorltg within the flrm but who is not otherwise involved in

the engagement, and includes 'Ln.volvi.ng lega counscl as necessary. Small f'ers and sole

practitioners may use the services of a su.i.tablg qaallfi.ed external person or another flrm to

carry out the 'Lrwesti.gatlon. Complalnt.' alle 3atlons and the responses to them are

documented.

(v) Where the results of the tnvesti gations indicate d.efi.clencles in the d.eslgn or operation of

the firm's qu.ali.tg control_pi lCiﬁ and procedures, or non—compli.ance with the firm's system

of qualltg control bg an Li. dividual or individuals, the firm takes appropriate action.

Note: - As per para A27 of SQC 1, auditor of listed entity should have to be internally rotated

within a span of 7 years (FEQ May 22)

C]

4 SA 210 AGREEING THE TERMS OF ENGAGEMENT

In order tc have a clear u.rld.erstan.dlrlg between auditor & auditee.

It is :flportant both auditor & client to be clear about nature & scope of engagement

Appolntment Letter

i P

Company K Ltd. Engagement Letter Auditor CA KS
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I] OBJECTIVE
Establ’tsh’mg whether the P Confirming that there is a common understanding
precondi.ti.ons for an &AND) between the auditor and management and, where
audit are present appropriate, those charged with governance of the

terms of the audit engagement.

I1] PRECONDITIONAL| RTP Nov 19 \
e - © il
Acceptability of FRF Management acknowledges responsibility
AN
[ -, \
Preparation of FS Desian, Y o provide
Main@.an ce of || unrestricted access
FRF: Financial Reporting Framework. IT I all the time
. < ‘L_ —- N\
JEO_A all Info. Persons to provide
Further explanation
>  Where FRF is unacceptable but for the fact that it is prescribed by law or requlation the

auditor shall accept the engagement ;nlg f -

. Management agrees to disclose (.

. Management agrees to allow thie auditor to disclose the matter under 706 (EOM).

e Unless the auditor is r*qu..'ed. by law or regu.la.t'Lon to express the auditor's op'Ln'Lon on the

financial statements by ustng the phrases "present fairly, in all material respects’, or "give a

true and fair Ll.ew" n ac ordance with the appli.cable f'Lnanc'Lal reporting framework, the

auditor's oF’,nLe L on the f'Lnanc'Lal statements will not include such phrases.

>

If above cor ﬂion; are not present then auditor should evaluate

|
{ |

Evaluate the effect of the misleading nature of the Include appropriate reference to this matter

financial statements onthe auditor's report; and in the terms of the audit engagement.

Students Note
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>  Factors relevant to auditors determine the accepting of FRF
| | | |
The nature of the The purpose of the The nature of the || Whether law or
entity (for example, financial statements (for financial statements (for | | requlation
whether it is a business example, whether they are example, whether the || prescribes the
enterprise, or not for a prepared to meet the financial statements are a | | applicable
profit organization); common financial complete set of financial | | financial
information needs of a statements or a single reporting
wide rangeof users or the financial statement); framework.
financial information and |
needs of spec'Lf'Lc users);
Note - 1) Terms of Engagement can be stated in any written fO"._n._OI‘ sn.gagement Letter.
2) If the terms are clearly mentioned in law then there is no nee: 1 of any other written form.
3) Terms of engagement shall not override the scope of audit.
ITT] [RECURRING AUDIT (RA) (M 13)

In case of RA generally auditor is NOT required (o issue Engagement Letter. (EL)

However, in follow'mg circumstances auditor may decide to reissue EL

1. Any indication that the entity that misunderstood the objective and scope of the Audit.

2 Ang revised or spec'Lal terms of audit engagement

3. A recent cha.n.ge of senior manadement.

A SR J

4 A significa.nt cha.nge 'mi owr wers..Lp.

5 A cha.nge in legal or requlatory requirements.

6. A change in the fLr&.. cial reporting fra.mework a.d.opted. in the preparation of the FS.

7. A cha.n.ge L. other reyorti.ng requi.rements.

Students i /ote
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LIMITATION ON SCOPE

e Valid to an extent which is a.cceptable le an auditor and which does not override law

Limitation on Scope of Audit

A

Before Accepting

After Aclcept'mq

Y

o Not to accept

A 4

such engagement

Change in terms

Others

of engagement

y

Request the rgt.

Jal ()

Le. Ma.na.gemen.t »| Evaluate reasonableness not resti :t
request to express lower of circumstance |
level of assurance * I
l 1 m YA =
:IJ Disagrees Agrees
If genuine & justified If not justifiea | — ¥
v : - Applg proced.u.res
Apply procedures & the report Withdraw (f legally & obtain SAAE

shall not refer to or'Lg'Ln.al term

permu.w'. or express

in order to reduce confusion

| modified opinion

K o—

* A request from the client for the auditor to change the engagement may result from -

) A change in c'churIL.c:Lrgs a.ffecting the need for the service,

i) A mLsunderstandi.LZ as to the nature of an audit or related service ori.g'mallg

req uested.

iill) A restriction orn the scope of the engagement, whether imposed. bg management or

caused bl_., circumstances.

CONTENT OF ENGAGEMENT LETTER

Ny

i Pr'uvt,a.rg content|RTP M 19)

N\
Other content

_, a) Objective & scope

_, a) Elaboration of scope

—> b) Auditor responsi.bi.li.tg

—> b) Fees

—> ¢) Man.agemen.t responsi.bi.l'ttg

—>c) Tentative Plan

—> d) AFRF

—> d) Conf'trm.ati.on of appointment

> ¢) Reporting framework

— ¢) Involvement of expert etc.

Audit IR
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VI]

REPORTING REQUIREMENTS PRESCRIBED BY LAW

If law or regu.[ation prescr'Lbes the lagou.t or word'mg of the auditors report that are

S'Lgnif'tcantlg different from SA then auditor shall evaluate

Whether users might misunderstand the Whether additional explanation in the

assurance obtained from the audit of the auditor's report can mitigate possible

financial statements and, if so, misunderstanding

D]

SA 220 QUALITY CONTROL FOR AN AUDIT OF FS

2>

As the auditor is member of ICAI its duty is to observe QC's.

SA - 220 seeks to establish standards of Quality Controls on:

)

Audit Firm: Implementation of POU.Ci.eS and procedures at the audit frm. L_evel

2)

On Individual Audit: Implemen.tation of pol'Lc'Les and proced.u.r: to the work d.elegated. at the

audit level.

1]

OBJECTIVE

A
| |

Auditor complies with professional standard & Audit Report is appropriate in all

other legal & requlatory requirement ; circumstances

1]

COMPONENTS REQUIREMENTS OF QUALITY CONTROL{: (Key - LEAHE M)

1]

LEADERSHIP RESPONSIBI!TTIES

EP should emphas'Lze the ET the fol.l.owi.n.g: -

CompL'La.rLce with profe-f,',am Ll standard and legal requirements

Compliance with firm's dC. policies

Issuance of ufaror“iate audit report

Ab'LL'Ltg to railse concerns without fea.r of repr'Lsa.ls

Quality (s essential and indispensable performance

ETHICAL REQUIREMENTS (same as SA 200)

The firm should establish policies & procedures to ensure compliance with: (Key —-COPPI])

W C-= Confidenti,alitg

(i) P= Professi,onal competence & due care

(i) I= Integrity and

(iv) O = Objectivity

(v) P = Professional behaviour
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(v) INDEPENDENCE in mind & of appearance

3] ACCEPTANCE/CONTINUANCE OF CLIENT RELATIONSHIP

Auditor/ CA Firm

A\ shall accept or continue by considering

/

—_

The integrity of

client

Competence of ET
capabilities & resources
(Refer Note)

that

Auditor shall include following factors:
a) Nature & the clients operations
b) Business practices

¢) Attitude & clients principal owners, KMP &

TCWG

S'Lgnifi.cant
have

matters |

arisen
during the current or i
previous engagement,
| © their implications

Whether
complg

he
Lega"

can

~
b

ethical reauireriient

Note: - For consi,d.er'Lng competence & capacities auditor may consider ('meortant):

(L) Understanding of, and pra.ct'Lca.l experience wiih, a'_'.d.i.t engagements of a similar nature

and complexity through appropriate training and participation.

(iv) Understanding of professional sta.nd.a.rd.s_ and regu.l.atorg and legal requirements.

(lit) Technical expert'Lse, 'anlu.d.'Lng expert'Lse_ wiih relevant i.nforma.t'Lon technologg and

spec'La.l.'Lsed areas of a.ccounti.ng or Ludte‘,ng.

(lv) Knowled.ge of relevant industries in which the client operates.

(v) Ab'Ll'Ltg to applg professiﬁn»’.L fuo,_“:'. ent.

(i) U,nderstand.ing of the f‘,rn;’s qu.al'Ltg control pol'Lc'Les and procedu.res.

4] HUMAN RESOURCES

Firm Should Consider
St A
Q] | N\
Recruitmen Performance Development of capab'LL'Lt'Les, Career development
process | evaluation competence through training & personal need

51 ENGAGEMENT PERFORMANCE

C =Consultation:

Engagement Partner shall: -

L) Take responsi,bi,l'Ltl_,] for the engagement undertaking appropriate consultations.

(ii) Be sa.t'Lsfi.ed. that Engagement Team have undertaken appropriate consultation d.u.ri,ng

the course of audit (within & outside the firm)

(iit) Be sat'Lsfi.ed. that nature and scope of consultation are agreed. with the party consulted.

Audit IR
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(lv) Conclusion are melemented.

E = Engagement quality control review (EQCR): - (RTP M 19)

i) It is process designed to prov'Lde an objective evaluation, before the report is issued.

it) The reviewer shall perform an objective evaluation of significant judgement, it includes
X

[ I ] )
Discussion of | Review of the | Review of selected audit | Evaluation of the
significant financial documentation relating to conclusions reached
matters with the statements and the significant in formulating the
~ 1] engagement | the proposed | judgments the | auditor's report and
| partner; 1 auditor's report; || engagement team made [| consideration of
and the conclusions it [{ whether the proposed
reached; and ] auditor's report is
appropriate.

itt) EQCR is rnandatorg for audit of Listed Entities I
iv) For review of audits of listed entities the reviewer sha!l _con.cid.er _I- (RTP M 19)
( | , |
»
Firms Lndependence | Appropriateness of consultation secked 1 Documentation

v) EQCR does not reduce the responsLbLti.tes of en jagement partner.

D'Lfference of op'Ln'Lon

Follow the fi.rm's pol'Lc'Les and procedures fc_ 'E_ec l'Lng with and resotving d.'Lfferences of opinion.

Report shall not be issued in case of c Lffernce of opi.n'Lon.

> Important Question

Q. During the audit of P:V Lcd, a listed company, Engagement Partner (EP) compl.eted. his

reviews & a.[so_ensu,;_*d. _co.npli,ance with i.nd.epend.ence requ.'trements that applg to the audit

engagement. Th2 engagement files were also reviewed by the Engagement Quality Control

Reviewer (E_('?‘CR) except the i,nd.ependence assessment documentation. Engagement Partner was

of the view that matters related to independence assessment are the responsibility of the

Engagement Partner & not EQCR. EQCR objected to this & refused to sign off the

doafnenta.ti.on. Please advise as per SA 220. (RTP M 19)

i\n 5. In the g'wen case, Engagement Partner is not rtght. The 'Lnd,ependence assessment

documentation should also be given to EQCR for his review.

M = MONITORING

An effect'we system of qu.a.titg control includes a rnon'Ltor'Lng process des'Lgned. to prov'Ld.e the

ftrm with reasonable assurance that its pol'Lc'Les and procedu.res retating to the system of

qu.at'Ltg control are relevant, adequ.a.te, and operating effect'wetg. The engagement partner shall
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consider the results of the fi.rm’s monitor'mg process as evidenced in the latest i.rLformatLorL

circulated bg the firm and, i.f a.pplica.ble, other network f'ers and whether d_echLencLes noted in

that 'LrLformat'LorL may affect the audit engagement.

Important Question

%*

Q. If Signing partner is d.'Lfferent than engagement partner (RTP N 19)

Ans. Signing partner should exercise adequate skill & due care before signing audit report

SQC 1 VS SA 220 KEY DIFFERENCES IN NATURE SCOPE AND APPLICABILIE—L_,]

SQC1

SA 220

It appl'Les to entire firm and f'Lxes the

It applies to a pa.rt'Lcula.r ‘uit engagement

responsLbLL'Ltg of f'er to be assumed bg CEO

and engagement partner tales reSPOI’LSi.bi.l.i.tlJ

or managi.ng partners.

of the same.

It is appchabLe to audits, reviews of historical

It is a.pplicabl ) trigwait engagements onlg.

f'Lrw.rLc'Lal Information, and other assurance

and related services engagements.

It relates to setting up of a qu.al'Ltg control

it de;' s with responsibilities of engagement

system consisting of poL'Lc'Les and procedu.res for

teams (o 'melemen.t qualitg control procedu.res

f'er as a whole.

that are a.ppL'LcabLe to audit engagements.

It perta.'ms to establlshing a system of qu. a.itu

It is premised on the basis that firm is subject

control d.es'LgrLed. to prov'Lde f'er with a

to SQC 1. Therefore, SQC 1 is a sine qua non

reasonable assurance that a f'er. and its

for appli.ca.bili.tg of SA 220. It is within

persormel complg with pro]nceorul. standards

overall context of a fi.rm’s system of qual.'Ltg

and regu.la.torg and lego';legubements )

control, engagement teams 'melement qu.a.L'Ltg

that reports tssued bg |‘f rm or engagement

control proced.ures appl.i.cable to audit

pa.rtners are apfrmrute in circumstances.
| —

engagements.

Students ’\EV,‘;;
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