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PREFACE

| have greatpluasu re in placing this book before the aspirants of CA Intermediate.

. This book has been compiled with intention to provide a quick summary of “Standards
on Auditing” appliable to CA Intermediate level (New Syllabus). '

This Book all 11 Chapters as applicable at CA Intermediate level for the purpose of Quick

Revisions.

+  Key features ofthe book are:
& An examination orientated compilation conceived especially for students of CA
Intermediate course.
4 Strictly as per ICAI new Syllabus
& Use of charts, Table and Summaries for easy understanding and retention purpose
of students.
Colorful and Attractive and Catchy Presentation.
Written in simple, lucid and succinct manner.

o i

| hope that this book serves the purpose of its readers. Valuable suggestions and
constructive feedback form learners is welcome and would be gratefully acknowledge
please feel rrr.e to e-mail your feedback, problems or suggestions to us on

drathi31®@gmail.com.

AU the Beot 1/
Happy Learning and Happy Studying

CA DeepikaRathi
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Origin of Auditing

Reference to auditing is found in Kautilya's Arthshastra even in 4 century BC.
v The word “audit” originates from Latin word “oudire” meaning "ta hear”. .
¥ In medieval times, auditors used to hear the accounts read out to them 1o check that

employees were not careless and negligent. : -
v first Auditor General of India was appointed in British India In 1860 having both occounting and

auditing functions. ,
¥ Comptroller and Auditar General of India is an independent constitutional authority responsible

for auditing government receipts and expenditures.
¥ ICAl was established as a statutory body under an Act of Parliament in 1943 for regulating the

profession of Chartered Accountancy in the country.

Meaning and Nature of Auditing

o independent financial
‘@ " examination e "| information
- whether profit oriented or not, o CRaTEEna-
of any entity, * - ond irrespective of its size or > upin?ﬁn theféan
legal form

Person conducting audit shall ensure that financial statements do not MISLEAD anybody he

shall verify ;
+ Accounts have been drawn up with the reference of = Entries in the books of accounts

* Entries in the books of accounts
- Are adequately supported by sufficient and appropriate evidence
- Has not been omitted in the process of compilation,

-

information conveyed by the statements — Clear and unambiguous

F.S.amounts are properly - classified, described and disclosed — in conformity of AS

Statement of accounts presents true and fair picture.
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Objective of the Auditor as per SA 200
i ' 1
To obtain reasonable To Express opinion | | To Report on To
assurance That F.5. are as per F.5. Communicate
That ES. are free from Financial Reporting as required by
material misstatement Framework the SAs
Scope of Audit
Cover : W
\l : ¥ P et ¥
Auditor shall cover all aspect Reliability & Sufficiency Disclosure of financial
of entity relevant for F.5. of F.5. information in F.5.
I
'i ~ ¥
Auditor should be reasonably satisfied Auditor makes a judgment of
that * | reliability and sufficiency of financial
* information contained in information
underlying accounting recordsand | " | - by making a study and
other source data (like bills, assessment of accounting
vouchers, documents etc.) - systems and internal controls-
* |5 relioble and sufficient basis for * by carrying out appropriate tests,
preparation of financial statements enquiries and procedures
Scope of Audit - What it does not include ?
Does not Include
I ] 1
Auditor s not expected to An auditor is not an An audit is not an official
perform duties which fall expert in authentication investigation Into alleged
outside domain of his of documents. wrong doing.
competence.
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Audit is distinct from investigation.

+ Investigation is a critical examination of | The objective of audit is

the accounts with a special purpose. _ to obtain reasonable assurance about |
whether the financial statements as a
whole are free from material misstatement,

» Scope : = Specific and Narrow. + Scope: General and Broad.

Inherent Limitations of Audit

. Nature of financial reporting

Management prepares F.5. as per FRF which requires management to use its
judgement while preparation of F.5. :

The judgement can be subjective and uncertain.
1] 1

2. The nature of Audit Procedure

« Auditor applies audit procedures to'cbtain evidences on F.5.

» Management may not prﬂiﬂg complete information relevant for preparation and
presentationof F5. ==~ "%

+ Management may be involved in fraud, it may have been designed carefully & l
Sophistically to conceal the fraud.

- An auditor is not an expert in authentication of documents
» Related party transactions may have happened on paper & not in reality.

3. Notin Nature of Investigation

Audit is not an official investigation

» Hence there can be no absolute assurance that F.S. are free from Material
Misstatement. o JI

*+ Future events may affect the business adversely e.g. COVID

* The business may ceases to exists in coming future due to changes in market
conditions, new business models etc.
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= Timeliness of financial reporting and docrease in rolavance of Informatlon over
time:

. Relevance of infarmation decreases over the time and ouditor can not verify each
and every matter.

What is an Engagement ?

A formal agreement between auditor and client under which auditor agrees to
provide auditing services.

Benefits of Audit

B- Audited financial statements can be relied upon by lenders, bankers for making
their credit decisions

|- Audited accounts provide high quality information and confidence to users that
information on which they are relying is qualitative and accounts are prepared as per
AS

G- Audited financial statements are helpful to government authorities for
determining tax liabilities.

$- Shareholders are the owners of the company hence an independent examination of
F.S. will safe guard the interest.

C- Auditor reviews the existences & operations of controls and points out deficiencies

A

M- Moral check on employees

AUDIT DETECTS FRAUDS & ERRORS

Audit Mandatory or Voluntary ?

v Audit is not always mandatory.

¥ Many entities may get their accounts audited voluntarily because of benefits from the
process of audit.

¥ Many such concerns have their internal rules requiring audit due to advantages
flowing from an audit '
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Different Types of Engagements

¥

Assurance Related

'

Non- Assurance He[ateﬂ

¥
In relation to
Historical F.5,

+ !
Reasonable Limited
Assurance Assurance
Engagement Engagement

¥ !

Audit Rewview

¥ ¥
Based on Based
Standards on Review
Auditing Engagement

+
High level of
Assurance

:

¥
Other than Historical F.5. Not giving
Financial / Non Financial matters Opinion
Examination of 4 To help h."
Prospective F.S. / Internal= | .P!'E paration of
Control : F.5.

E.ased'_'!‘_ntanldard of
. Assurance Engagement

o

‘Moderate Assurance

Note : Prospective F.S. are statements prepared on basis of future
‘events.which may or may not occur..

Elements of Assurance Engagements

1. Assurance engagement involves three parties

pr |

Responsible Party

Intended users

Provides the assurance. Responsible for Person who use report
Preparation of subject for decision making
matter

2.An appropriate subject matter ﬂ Information to be examined by the practitionét
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3 Suitable Criteria ‘ Benchmarks used to evaluate the subject matter like
standards, guidance, laws, rules and regulations.
4. Sufficient appropriate evidence
« “Sufficient” : Quantity of evidence
* “Appropriate” : Quality of evidence
5. A written assurance report in appropriate form - Conclusion that conveys
the assurance
Difference between Audit & Review

* Audit is a reasonable assurance * Review is a limited assurance engagement.

engagement. * It provides lower level of assurance than
= It provides reasonable assurance. audit.

of historical financial information.

However, both "audit” and “review” are related to financial statements prepared on the basis

Engagement

Difference between Reasonable Assurance Engagement & Limited Assurance

Reasonable Assurance Engagement | Limited Assurance Engagement

= It provides high level of assurance. * |t provides lower level of assurance than

reasonable assurance engagement.

* |t performs elaborate and extensive + It performs fewer procedures as compared
procedures to obtain sufficient appropriatd  to reasonable assurance engagement.
evidence.

* It draws reasonable conclusions on the * Itinvolves obtaining sufficient appropriate
basis of sufficient appropriate evidence. evidence to draw limited conclusions.

* Example : An audit engagement. » Example : Review engagement.
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Qualities of Auditor
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Tact, caution, ﬁrmness, Eﬂ“d temper, i]:'.1:-|§,--lgrl1:_|.l'J d[EEI‘E‘!‘jﬂT’I. 'lI'I..liLlS try, ]UdEEmE}I;lt, ];ilt:iente,
clear headedness and reliability are some of qualities which an auditor should haye,
In short, all those personal qualities that go to make a good businessman contribute

the making of a good auditor.
He must have the shine of culture for attaining a great height.
He must have the highest degree of integrity backed by adequate Hidg et pries:

The auditor, who holds a position of trust, must have the basic human gualities
apart from the technical requirement of professional training and education.

He is called upon constantly to critically review financial statements and it is obviously
useless for him to attempt that task unless his own knowledge is that of an expert.

An exhaustive knowledge of accounting in all its branches is the sine qua non of the
practice of auditing, :

He must know thoroughly all accounting principles and techniques.

g

Summary : ; : R
All the qualities of a good business man, Independent, Integrity, Theoretical education |
and practical training, Knowledge of business under audit, Knowledge of law,
Knowledge of accounting principles,

e

i

Engagement & Quality Control Standards an Overview

apply in the audit of historical financial information.

apply In the review of historical financlal informatian.

apply In assurance engagements, dealing with subject
matters ather than historical financlal Infarmatian,

apply to engagements to apply agreed upon procedures to
information and other related services engagements such
as compilation engagements.

Standards on Quality control (SQC) apply for all services covered by engagement
standards i.e. SAs, SREs, SAEs and 5R5s.

== g
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AUDITING STANDARDS -
AN OVERVIEW

Auditing and Assurance
Standard Board (AASB) -
Scope/Objective

l

FRAMEWORK FOR AUDIT & ASSURANCE & OTHER
SERVICES ENGAGEMENTS =
Scope/Objective/Definitions/Requirements

ol ; }

Structure of

Pronouncement I1ssued
by AASB

Standard for Standards on Standard on Standards on
Quality Control Review Azsurance Related Services
{5QC 01-99) Engagements Engagements SRS-4000 & 4699
(SRE 2000-2693) SAE (2000-2699)

¥
Standards on Auditing (SA 100-999) aspects covered in series:
Introductory Matters 5SA 100-199

General Principles and Responsibilities SA 200-299

Rizk Asseszsment and Response to Assessed Risk SA 300-499
Audit Evidence 5A 500-559

Using Work of Others 5A 600-699

Audit Conclusions and Reporting 5A 700-733

Specialised Areas SA B00-899

Why Standards needed ?

Standard

- Ensure carrying out of audit against established benchmarks at par with global practices
- Improve quality of financial reporting

- Promote uniformity as audit of financial statements

- Equip professional accountants with professional knowledge and skill

- Ensure audit quality.
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AUDIT STRATEGY AUDIT PLANNING AND AUDIT
PROGRAMME

N
Planning'/An'Audit Invoives

Establishingtheoverall

auditstrategy

Why Audit Planning is Important?

So that work can be conducted in timely and Effective manner
+  Benefit of Planning Is that audit will be performed as per professional standards

Benefits of planning

Identify and resolve potential problems in timely manner

Selection of Team Members based on skill & Competence

cnnrdlnatinn'ﬁrith other Auditors and Experts

- Apprﬁp riate attention to important area

W Mana'glng.& Organizing the work done so that auditis
conducted in Efficient and Effective Audit

[ Direction and Supervision of team & Review of Work

| &
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Audit Procedures that needs ta be completed prior to Preparing further audit

procedures

—+| 1, Risk Assessment procedures.

2.0btaining a general understanding of the legal and regulatory framework applicable to
the entity and how the entity is complying with that framework.

——

3. The performance of other risk assessment procedures,

—»| 4. The determination of materiality,

——=#| 5.The involvement of experts.

Audit Plan shall include a description of |

Y ¥ ¥
Nature Time & Nature Time & Other Planned
Extent of Planned Extent of Planped - procedures so that
Risk Assessment Further Audit, the audit compiles
Procedures Procedures with SAs

m Planning Involves
- 1EZEYT L

[= }

A
Preliminary B
Engagement Planning Activities
Activities '

A. Preliminary Engagement Activities

1. Performing audit procedures regarding acceptance or continuance of client relationship and
oudit engagement

Auditor shall perform Audit Procedure to obtain information

regarding
" ﬂ _;__-___'—-—_________ =
Integrity of Competence of In initial audit engagements
Owners/ key Engagement team auditor shall also
management members communicate with
predecessor auditor

e o
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2

i_*?* Evaluating compliance with ethical requirements including independence

Engagement partner shall make enquiries make observation _]

¥

If the Engagement team members are in compliance with ethical
requirements and are performing audit independently

|

!

To evaluate compliance with independence the engagement partner shall

e e

1. Obtain
information
circumstances
identify  threats
independences

relevant - X
about

Lo
an

information to see il
there are threat
independence

Evaluate the

to

—\_\\-—-

3. If there are threats
‘on independence

——

iy
L

¥

Aunditor shall take
appropriate action to

eliminate threats

OR

¥

Withdraw form
the engagement if
permitted by law

3. Establishing an understanding of terms of engagement

to aveid any confusion

l

Before commencement of audit the auditor shall prepare & send engagement letter to client

B. Preliminary Engagement Activities

1. Overall audit strategies sets the scope, timing and direction of audit

L

How audit strategy assist the auditor

Copinin

i , H B

What ? How much ? When ? How ? |
Resources to deploy Amount of resources When to deploy How are the
for specific audit required for specific these resources resources to be
areas audit area [Key cut off dates, managed supervised
E.g. Experienced E.g. No. of team Interim audit stage] & directed [Team
team members, members for briefing expected to
experts etc. Inventory counting be held }
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| 2. Development of Audit Plan

& Understanding client’s business is the most important principal in developing audit

lan.
L E\fithuut proper knowledge of business proper audit is not possible

Factors to be taken into consideration by auditor for establishing audit strategy

a. Identify the characteristics of the engagement that define its scope

Applicable FRF 1 : -
Nature of business segment : . $ alidne

Industry specific reporting requirements : ’
Expected use of audit evidence obtained in previous audits

e

- e — -

b. Ascertain the reporting objectives of the engagement to plan the timing of the

audit and the nature of the communications required.

<» The entity's timetable for reporting

# Discuss with management B W
/-_:-__-_-\—\____&-’_ - — e
Nature/ time/ Type & Timing of | Type & Timing of
scope of Audit Audit Report | Audit Report
work "2 . — =

% Expected timing for rﬁ-’zetirig of engagement team members

C. Consider the factors that, in the auditor’s professional judgment, are significant in
directing the engagement team’s efforts

4  Volume of transactions to determine if its efficient to rely on internal control
¢ Changesin FRF

e TN

FRF such as Legal environment Industry
change in AS affecting the entity Regulations

d. Consider the result of preliminary engagement activities and where applicable,

whether knowledge gained on other engagements performed by the engagement
partner for the entity is relevant
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———

e. Ascertain the nature, timing and extent of resources necessary to perform the
engagement.

L . +
Selection of engagement Devoting more time to Assigning areas of high
team members and areas with high risk of risk of material
assigning work to them material misstatements

s
!l-r._
inter-related.
# Changes in one will resu

Relationship between Audit Strategy and Audit Plan

%  Audit strategy determines scope, timing and direction of audit and describes how
strategyis going to be implemented. :

The audit plan is more detailed than the overall audit strategy because Audit Planning
ascertains nature timing & extent of Audit

Audit Plan & Audit Strategy are Not discrete & not Sequential Process. They are closely

It in change in another

experienced team

misstatement to |
members

Overall Audit Strategy and The Audit Plan the Auditor’s
Responsibility

Because of

Unexpected
Events

Changes in
tonditions

% The overall audit strategy and the audit plan remain the auditor’s responsibility

Changes to Planning Decisions during the Course of Audit

MWew Audit Evidences
obtain from Audit
Procedures
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Planning Supervision and Review of Work of Engagement Team
Members

The NTE of the direction and supervision of engagement team members

@ @& o ﬁ

Capabilitiesand. ~ « Area of the audit. assessed risks size and
competence of the of material complexity of
individual team members misstatement the entity.
performing the audit _

work.

|
(C) Any significant changes

made during the audit

is a record of : .Recnrd of Nature time / e SR

- key decisions considered || Extent of Risk Assessment
necessary to properly Procedures performed,
plan the audit and further audit procedures

- to communicate performed
significant matters to the
engagement team

{a) The Overall audit Strategy

audit strategy or the audit
plan, and the reasons for
such changes

Record of response of
auditor obtaining new
information & evidences
during audit |

._.__.'
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Audit Programme

An audit programme consists of

- Aseries of verification procedures to be applied -
- On the financial statements and accounts of an entity to obtain sufficient audit evidence

- toexpress an opinion on financial statements,

. [

——

Characteristics of Audit Programme

Evolving one audit programme -Not Practicable for all the businesses

* Business may vary in size nature/ composition
* Work which is suitable for one business might not suit another business
* Every entity's efficiency & operation of intended control is different

The Assistant to Keep an Open Mind

* Assistant to think beyond audit programme

* Include relevant matter not originally not include in‘audit programme
* Drop irrelevant matters in audit programme :

* Report significant matters to seniors /partner

Periodic review of the audit programme

» To find out if Audit programme Is sufficient to obtain audit evidences and Knowledge
about transactions

* Client’s business policy may change which the auditor may not be aware of and hance he
will follow an outdate programme and audit will be conducted negligently and auditor
may face legal consequences

* Periodic review helps in removing inadequacy in audit programme.

Establishing an audit programme

SEECV WO

Points to be kept in mind while construction of Audit programme

§- Stay within the scope and limitation of the assignment

E- Consider allpossibilitiesof error.

E- Determine the evidence reasonably available and identify the best evidence

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

V- Apply only those steps and procedures which are useful in accomplishing the verification
purpose in the specific situation.

W- Written audit programme

0- Include audit objective of each area

|
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Audit Programme — Designed to Provide Audit Evidence

Auditor picks up evidence from a variety of fields

O\ e

Examination Statement & Arithmetical
l Explanation Accuracy
¥
» Physical » Management/E *  Minutes :
= Documentary mployees * Inter-relationship of the
+ Third Party various accounting data
=  State of internal controls and

internal checks
= Subsidiary and memorandum
records

Advantages and Disadvantages of an audit Programme

The advantages of an audit programme are: -

a.  Lays down clear set of instructions for assistant carrying out audit

b. provide a total perspective ofthe ';.l'l.l'ﬂ rk to be performed.

c.  Assignign jobs for the works which is rationally planned, defined and segregated.

d. Carrying audit on basis of mental plan becomes significantly danger in audit. Thus a
written audit programme reduces chances of developing ignoring or overlooking

e,  Assistants, can signature on programme, accept the responsibility for the work carried out
by them individually and, if necessary, the work done may be traced back to the assistant.

f.  Principal can control the progress of the various audits in hand by examination of audit
programmes initiated by the assistants deputed to the jobs for completed work

f.  Actas a guide for audits to be carried out in the succeeding year.

g.  Acts as a evidence in case of negligence
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The Disadvantages are ;-

a.  The work may become mechanical as assistant may follow parts of the programme

without any understanding of the object

If not reviewed periodically the audit programme may become ri gied and inflexible

€. Assistants
* May kill the initiative of efficient assitants

+ Inefficient assistants may take shelters of Audit programme & defend deficiencies in
work '

e
_________________________________________________________________________________
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RISK ASSESSMENT AND INTERNAL CONTROL

[ AUDIT RISK ]

Whatis Audit Risk?

“Audit risk means the risk that the auditor gives an inappropriate audit opinion when the
financial statements are materially misstated.”

It means that : = Auditor expresses an unmodified opinion when financial statements are
materially misstated.

Audit risk is a function of the risks of material misstatement and detection risk.

Audit Risk - Whatis not Included

l . R

* Audit risk is a technical term related to _ Audit risk does not include
process of auditing . o| | Risk that auditor might express an opinion
1 . — | that the FS. are materially misstated when
Edont ROt Teteria ‘they are not. This risk is ordinarily
Auditor's business risks such as loss from nsignificant

litigation, adverse publicity, or. other E"-"ETItS
arising in connection with the audit ufFS

Risks of Material'Misstatement

¥ ¥
SA 200 states that risk of material There is a probability of frauds or
statement is errors in financial statements before
* The risk that'the financial statements are audit.
materially misstated prior to audit.

What is meant by Misstatement 7

' -
Misstatement refers to Misstatements can arise from error or
* A difference between the amount, fraud.
classification, presentation, or disclosure
of a reported financial statement item and
the amount, classification, presentation, or
disclosure that is required for the item to
be in accordance with the applicable FRF.
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Example of Misstatements '

!

)

'

-

i

Difference In | Selectionor | Dilference In Intentlonal Overstating I

disclosureofa | application | accounting booking of
FS. [tem vis-d- of cotlmate of o | fake expenses

vis its inappropriat| FS.lem vis-d- | In statement
requirement in | e accounting nppr:::rl::;nm of pll'umﬂnd

b 055
applicable FRF pollcles in anplicable
rrr

O recelvables In or
financlal statements understating

by notwritingofl Inventories
Irrecoverabledebts S

—

The risks of material misstatement may exist at two levels

At Dverall Mnanclal statement level

»  Risks of materlal misstatement at the
assertlon level are assessed In order to
determine the nature, timing, and extent of

Risks of materlal misstatement at the
overall Mnanclal statement level referto
= Risks of material misstatement that relate

pervasively further audlt procedures necessary te obtaln
= to the F.S. as a whole and potentially affect sulficient appropriate audit evidence.
many assertions, * This evidence enables the auditor to express

an oplnion on the financial statements at an
acceptably low level of audIt risle _|

!

ROMM at assertion level consist of two components
i I Emy
= Both inherent and control risk are entity's risks and they exist ind ependently of
audit ol F.5.

+ Inherent and control risk are influenced by the client not Influenced by the auditor.

s o
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components of RiskslafiMaterial Misstatement
v v ¥
1. Inherent Risk 2. Control Risk 3. Detection Risk

1 Inherent Risk

Susceptibility of an assertion about a class of tra nsaction, account balance or disclosure to a
misstatement that could be material, assuming that there were no related internal controls,

F R i
There is always a risk that before considering any
existence of internal contral in an entity,

- A particular transaction, balance of an account ar a

disclosure This risk is\ known
- required to be made in the financial statements of as inherent rislk.
an entity

- Have a chance of being misstated and
- Such misstatement can be material,

Inherent risk factors are considered while designing,
* tests of controls & :
* substantive procedures.

r ]

Category of auditor's assessment l"t;iwer or higher,
degrees of inherent risk. =

Auditor may assess the inherent risk of two Inherent risk is h[ghl;r for some assertions

different assertions as lower while & related classes of transactions, account

recognizing that one assertion has less balances, and disclosures than for others
inherent risk than the other, although both

have been assessed as lower.

each category covers a range of

It is important to consider reason for each identified inherent risk even if risk is lower, when
auditor designs TOCs & substantive procedures.

Examples of Inherent Risk

* An accounting standard provides guidance on some complex issue which might not be

understood by the management. Therefore, recording of this issue in financial statements
carries inherent risk of being misstated.

* There are large number of business failures in an industry. Therefore, assertions in

financial statements of an entity operating in such an industry carry an inherent risk of
being misstated.

Coni ' =
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2. Control Risk
e

The risk that a misstatement that could occur in an assertion about a class of transaction,
account balance or disclosure and that could be material, either individually or when
aggregated with other misstatements, will not be prevented, or detected and corrected, on 3

Fel

timely basis by the entity's internal control.

Control risk is a risk that
¥ .
* internal cunzrﬂ! existing and operating in an entity r 4
+ would nutbi efficient enough %", 2 . :
..." b -

to stop from happening, or find and then rectify in an app rupri'ate ':ImE.'-'-

any material misstatement relating to a transaction, ha[an:e uf an account or disclosure
required to be made in the financial statements of that entity.

= There exists an inverse relation between cummj' ru-k and efficiency of internal control
of an entity.

* [
1_. 1 L u
- _
T ¥ " ‘H_I [ m:]!l:lﬂj" 1| cnnml I
ol '.! Risk |
e T A l [I“:EI"IIBI [ ¥ varel g F {
jicomtrolof  control of h
~ an entity g anentlty g
= &
:.;_'_ i ]
il
A J Examples of Control Risk

¥" A company has devised control that cash and cheque books should be kept in-a locked safe
and access is granted to authorized personnel only. There is risk that control is not being
followed.

¥ An entity has devised a control that fire extinguishers and smoke detectors are in place and
are in working condition at all times to reduce the risk of damage to inventories caused by
fire. There is a risk that fire extinguishers in place are expired and are not being refilled.
Similarly, there is a possibility that smoke detectors are not working,

¥ A company has devised a control relating to petty cash that items of expenditure of only

less than Rs.10000 should be routed through imprest system of petty cash. There is a risk
that control is not being followed.

':.':jl.'l.',;'.'-:r'-'-:'i Ao e n



Detection risk Comprises

The risk that the procedures performed by the auditor to reduce audit risk to an acceptably
low level will not detect a misstatement that exists and that could be material, either
individually or when aggregated with other misstatements.

(Risk that procedures performed by the auditor fails to detect material misstatement.)

Detection risk comprises
¥ ¥
Sampling Risk Non Sampling Risk

Risk that the auditor’s conclusion based on Risk that auditor reaches an erroneous
a sample may be different from the conclusion for any reason not related to
conclusion if the entire population were sampling risk.

subjected to the same audit procedure.

For example: Using inappropriate audit
procedure.

* Auditor must reduce detection risk in order to keep audit risk at low level.

* Detection risk may be reduced by increasing area of checking, testing larger samples
and by including competent and experienced persons in ET.

‘Example of Detection Risk

* Sizeable work-in-progress inventories are expected in financial statements of a company.
However, auditor of the company does not devote time to attending inventory count.
Instead, he chooses to rely upon alternative audit procedures.

* The auditor of a company has audited revenue of a company by taking a sample. However,
there is a risk th_.;it sample of revenue is not representativeof overall revenue.,

Assessment of Risks = Amatter of Professional Judgement

Risls of Material Detection Risl
. Jelec sl
Misstatement the

Inherent Rislg

Control Risk Ssampling Risk Naon: :'_"‘:'"”}I"'H
Risk
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Audit risk s a || Assessment of risks is based | | + Assessment of risks is a matter
function of ROMM || on audit procedures of professional judgment,
and detection risk. performed to obtain rather than a matter capable of
information necessary _for precise mr:asuremanl:_
that purpose and evidence + Professional judgment
obtained throughout the exercised by an auditor i3
audit. based on  his training
knowledge and experience.

Combined Assessment of Risk of Material Misstatement

» 5As do not ordinarily refer to inherent risk and control risk separately, but rather to a
combined assessment of the “ROMM”.

* However, auditor may make separate or combined assess::rienfs of inherent and control risk
depending en audit techniques or methodologies and practical considerations.

* Assessment of ROMM may be expressed in' quantitative terms, such as in percentages, or in
non-quantitative terms.
* Audit risk = Risks of materlal misstatement x Detection risk

* Audit risk = Inherent risk x Control risk x Detection risk

Identifying and .ﬁssessing the Risks of Material Misstatement

54 315 "Mmtmrmg & Assessing the Risk of Material Misstatement through
Understanding the Entity and its Environment”

Objective of the Auditor:

Objective of the auditor as stated in SA 315 is to identify & assess ROMM. The auditor
shall identify and assess the ROMM at ;

v
The financial statement level The assertion level'for classes of transactions,

dccount balances, anddisclosures

.

To provide a basis for designing and performing further audit procedures |
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Risk'Assessment Process

Auditor shall
|

' : ' !

s + Assess identified

Identify ris risks, & Relate identified risks | | Consider likelihood of
throughout the « Evaluate to what can go wrong | | misstatement &
process of abtaining “whether they at the assertion level, || whether potential

an understandingof relate more taking account of misstatement is of a
the entity and its pervasively to the relevant controls magnitude that could
environment, F5. asa whole & result in a material
including relevant potentially affect misstatement
controls many assertions

Risk Assessment Procedures

Meaning
- Audit procedures performed to obtain an understanding of entity and its environment,
including internal control,
« To identify and assess the ROMM, whether due to fraud or error, at the ES. and assertion
levels,
y W It Includes
! {3 !
a. Inquiry of 0 b. Analytical c. Observation &
mngt.&others | | Procedures Inspection
¥ Sl ¥
* Much of the information s | | » AP may identify aspects of the entity of which the auditor
obtained through Inguiry from was unaware and may assist in assessing ROMM in order to
management and those provide a basis for designing and implementing responses to
responsible  “for  financial the assessed risks.
reporting.

= AP may include both financial and non-financial information.

* However, auditor may also
obtain information through = AP may help identify existence of unusual transactions or
inquiries of others within the events, and amounts, ratios, and trends that might indicate
entity & employees. matters that have audit implications.

« Unusual or unexpected relationships that are identified may
assist the auditor in Identifying ROMM, especially ROMM due
to fraud.

oo o



RIS ASSESSMENT AND INTERNAL CONTROE '_,’

Information ohtained by performing riskassessmentproceduress UsedisAudit Evidenecy

R
* Information obtained by performing risk assessment procedures and related activities

may be used by the auditor as audit evidence to support assessments of the risks of
material misstatement.

* In addition, auditor may obtain audit evidence about classes of transactions, account
balances or disclosures and about operating effectiveness of controls, even though such
procedures were not specifically planned as Substantive Procedures or as Tests of Controls,

* The auditor also may choose to perform substantive procedures or tests of controls

b i

concurrently with risk assessment procedures because it is efficient todo so,
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L MATERIALITY _]

What is meant by Materiality 7

+ §A 320 Materiality in Planning and Performing an Audit states that misstatements,
~including omissions, are considered to be material if they, individually or in the

aggregate, could reasonably be expected to infl uen:e the economic decisions of users taken
on the basis of the financial statements.

» Materiality is not always a matter of relative size.

» For example, a small amount lost by fraudulent practices of certain employees can indicate

a serious flaw in the enterprise’s internal control system requiring immediate attention to
avoid greater losses in future.

Materiality in Planning andiPerforming an Audit = Auditor's Responsibility

A h %
% .
Concept of materiality is applied by the auditor both in

M

Planning & performing the audit _ 1 Evaluatmg the

o effect of identified misstatements on
. \ the audit and of uncorrected
| misstatements, if any,
RY 4 * on the financial statements and
¥ » * in forming the opinion in the auditor’s
' B report.

* FRF often discuss the concept of materiality in the context of the preparation and
presentation of FS.

* IfFRF does not include a discussion, following can be referred:

il S =

A B C
His?mternems including Size or nature of Common Ffinancial
omissions expected to misstatement & the information needs of
influence the economic surrounding the users as a group.

decision of users circumstances

| 2ot i 4]
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« In planning the audit, auditor makes judgments about the siz

be considered material.
» These judgments provide a basis for:

ize of misstatements that will

. ’ 1_* NTE
Determining NTE Identifying and Ef ;: EET: Edit
of risk assessment assessing the cedures
procedures ROMM pro

D ; '-'_H‘- b o

= Example:

+ If there is any statutory requirement of disclosure, it is to be cnnmdemd materi
irrespective of the value of amount.

3 s |

Famw

Companies Act, 2013,

As per Division | of schedule 111 of

x

As. per requirements of Division [ of

Schedule 11l of Companies Act,2013.

exceeds 1% of the revenue from operations

be disclosed separately.

Any item of income or expenditure which |,

or Rs.1,00,000, whichever is higher, nee:ls ta,

Determination of Materiality - A matter of Professional Judgement

A company should disclose in notes to
accounts, shares in the company held by
each shareholder helding more than 5 %
shares specifying the number of shares held

» Auditor's determination of materiality is a matter of professional judgment, and is affected
by the auditor's perception of the financial information needs of users of the ES.

# Inthis context, it is reasonable for the auditor to assume that users:

N7 )

v 3
Have a reasonable | | Understand that Recognize the | | Make reasonable
knowledge of business | | FS. are prepared, | | uncertainties economic decisions
and economic | | presented  and inherent in the | | on the basis of
activities and | | audited to levels | | measurement of | | information in the
accounting and a | | of materiality amounts based on ES.

willingness to study
the information in the
FS. with reasonable
diligence

the use
estimates,
judgment and the
consideration of
future events

of

R




A e e
(AHHABEIMENTAND INTERNAL CONTROL [

-il LR _|_.__,‘ L el

Hello Everyone If
Hew-are w all 77

:

- The amount or amounts set by the auditor at,
- Less than materiality for the FS. as a whole
- To reduce to an appropriately low level,

- The probability that the aggregate of uncorrected and undetected misstatements
- Exceeds materiality for the ES. as a whole.

-

If applicable, performance materiality also refers

.

to the amount or amounts set by the auditor at less than the materiality level
or levels for particular classes of transactions, account balances or disclosures

Determining Materinlityand Performance Materiallty when Plinning the Audit

¥ L ¥
Upon establishing the overall audit Auditor shall also determine the materiality level or
strategy, the auditor shall levels for
* Determine materiality for the * specific transactions for which misstatements of
financial statements as a whole. lesser amounts than the materiality for the FS. as
a whole

Use of Benchmarks in' Detecmining Materiality forthe Einancial Statements as a Whole

* Determining materiality involves the exercise of professional judgment,

* A percentage is often applied to a chosen benchmark as a starting point in determining
materiality for the financlal statements as a whole.

Factors that may affect the identification of an appropriate benchmark include the
following:

1. Elements of the FS.

2. Whether there are items on which attention of the users of the particular entity's financial
statements tends to be focused

3. Nature of the entity, where the entity s at in Its life cycle, and the Industry and economic
environment in which the entity operates

4. Entity's ownership structure and the way It Is financed

5. Relative volatility of the benchmark.

Example of Benchmark

* Profit before tax ¥ Profit before tax from continuing operations is

* Totalrevenus often used for proflt- orlented entities,

! ¥ When profit before tax from continulng operations

i $"“5l5 profit and total expenses s volatlle, other benchmarks may be more
otal equity or net asset value appropriate, such as gross profit or total revenues.
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| Chosen Beucl:;mﬁrk Relevant Financial Data

Financial data in relation to chosen benchmark ordinarily includes
|

! ! } L
Prior periods’ Period to date Budgets or forecasts for the current periog
financial results and | | financial results and adjusted for significant changes in
financial positions financial position circumstances of the and relevant chan ges |
of conditions in the industry or economic
environment in which the entity operates.

e}

Determining a Percentige to be dpplied to a Chosen Benchmark involves the exercise of

professional judgement

* There is a relationship between the percentage and the chosen benchmark,

* A percentage applied to profit before tax from continuing operations will normally be
higher than a percentage applied to total revenue,

Materiality Level for Particular Classes of Trans:

ictions Account Balances or Disclosures

Factors that may indicate existence of one or more ﬁarﬁr:ular classes of transactions, account
balances or disclosures for which misstatements of lesser amounts than materiality for the F5,

as a whole could reasonably be expected fci.inﬂué_n-:b economic decisions of users taken on the
basis of the ES. include the followings . .0

1. Whether law, reguiatiu;:_:s-'ﬁr aﬁpﬂcahle FRF affect users expectations regarding the
measurement or disclosure of certain items like in case of related party transactions and
theremuneration of management and TCWG,

2. Key discln:;urgs in relation to industry in which the entity operates. For example, research
and development costs for a pharmaceutical company.

| 5
3. Whether attention is focused on a

particular aspect of the ent 's business that is
separately disclosed in the ES. like in > ey

case of newly acquired business,

Revision In Materiality Level as the Audijt P

rogresses

Materiality for the FS. as a whole may need to be revised as a result ofa

A. change in circumstances

B. New information |

C. Change in '
that oceurred during audit B2 In auditor's

understanding of the

entity and its operations
45 a result of performing
| further audit procedures.

it

Lo | e =
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If auditor concludes that a lower materlality for the ES. as a whole than that Initially
determined 15 app ropriate

He shall determine> whether It Is necessary to revise performance materiality, and
whether the NTE of further audit procedures remain appropriate.

Audit documentation shall Include the following amounts and the factors considered In their
determination: i

' + ! - }

A B C ; D
Materlality for If applicable, the Performance Any revision of (a)
the financial materiality level or levels materiality | | to(c)as the audit
statements as a for particular classes of progressed.
whole transactions, account ’ ’

' balances or disclosures !

Materiality and Audit Risk

Materiality and audit risk are considered rj:rnu'g!'tf_ﬁ't the audit, in particular, when:

Identifying and Determining NTE Evaluating the effect of
assessing the risks of .| of further audit uncorrected misstatements, if
material misstatement | . | procedures any, on the financial

statementsand In forming the
opinion in the auditor's report.
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UNDERSTANDING THE ENTITY AND ITS ENVIRONMENT
As per SA 315 auditor should an understanding of the following:
—J
Y ¥ i ! }
_H.E].-E'I.F'ﬂll't Nature of I Entity’s selection Entity’s objectives Measurem Em:_h‘l'
II‘H:]I.:I.S':]}T, the EIIfltji’, and applicalinn of and Stt"ategiE‘S. and and review of
regulatory, and including accounting policies, || those related the entity's
:at]ier external including the business risks that financial
ctors including reasons for may resultinrisks || horforma
- nce,
applicable FRF changesthereto of material LB - ﬁ_._
misstatement. T
its operations its ownership the types of | “the way that the
and governance investments that the |~ | entity is structured
structures entity is making and and how it is
plan to make financed
Relevant, Industry, Regulatory, and other external factors including applicable FRE

« Relevant industry factors: 1nclude.iﬁ'du5hj-'mnditiuns such as competitive environment,

supplier and customer relationships and technological developments.
. Examples : Auditor may consider include market and competition, whether entity is

engaged in seasonal activi ties, product technology relating to entity’s products.

. Relevant regulatory factors: include regulatory environment, applicable FRF and legal
and political environment.

= Examples : Auditor may consider include accounting principles, industry specific
practices, regulatory framework for a regulated industry, legislation and regulation that
significantly affect the entity's operations, taxation, government policies, environmental
requirements affecting the industry and the entity’s business. |

-3

Other external factors: include general economic conditions, interest rates and
availability of financing inflation etc.

ers that may be considered for understanding of nature of entity

Examples ol matt

¥ ¥ ¥
Business Investment and Financing and Financial
operations investment activities financing activities reporting

Entity’s selectionand application ofaccounting policies

Auditor shall evaluate whether the entity’s accounting policies are appropriate for its business and
consistent with the applicable FRF and accounting policles used in the relevant industry.

=T
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Examples of matters thatimay

and related businessrisks

be 'E_ﬁ'i'lEidE'rEﬂ fDr und&rﬁﬁdiﬂguhnut}fs .....

» Industry developments

* New products and services \ l_ Expansion of the business

Examples for measuring andreviewing ﬁnanc[ul_p erformance

Key performance
indicators (financial
and non-financial) and
key ratios, trends and
operating statistics.

Period-on-period
financial
performance
analyses

reports

Budgets, forecasts,

variance analyses, and
departmental or other
level performance

Credit rating
agency reports

Understanding of entity and its
environment helps the auditor in
planning the audit and inidentifying areas
requiring special attention.

Gaining k
busines

principlesin developin gan overall audit

s one of the important

plan.

Understanding the entity— A Continuous Process

information throughout

* Obtaining an understanding of the enti
internal control is a continuous, dy

the audit.

ty and its environment, including
namic process of gathering, updating a

the entity's
nd analysing

The understanding establishes a frame of reference wit
and exercises professional jud gment throughout the au

hin which the auditor plans the audit
dit, for example, when:

| '

! ¥ ¥ 1
Assessing Determining | Considering the ldentifying & Developing { Evaluating
risks of materiality || appropriateness || areaswhere || expectations the
material in of the selection special audit || for use when sufficiency
misstatement accordance I and application || consideration performing and
| ofthe F.5, with SA 320 || of accounting may be analytical appropriaten
policies necessary procedures ess of audit
IErlﬂ.’l:rm:

£
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[ INTERNAL CONTROL ]

Meaning of and Purpose ofIntecnal Control

SA 315 defines the term internal control as

“The process designed, implemented and mai
personnel to provide reasonable assurance about

ntained by TCWG, management unqm
the achievement of an entity’s objectives

with regard to i |
¥ ¥ 4 — -

Reliability of Effectiveness and Safeguarding of | | Com P]“'_II.' ':'E; with

financial reporting || efficiency of operations assets «| applicable laws ang

— | ‘regulations

Controls Means : Any aspects of one or more of the components of internal control
.-" F

Benefits of Understanding of Internal Control W

An understanding of internal ::nni;rq_l assists the auditor in
PV l

1 i 3
Identifying types of Identifying factors that Designing the nature,
potential affect the risks of timing, and extent of
misstatements material misstatement further audit procedures

Limitation of Internal Contral

a. Internal control :an"pmﬁde only reasonable assurance: Internal control, no matter
how effective, can provide an entity with only reasonable assurance about achieving the
entity’s financial reporting objectives. e

b. Human judgment in decision-making: Realities that human judgment in decision:
making can be faulty and that breakdowns in internal control can occur because of human
error.

c. Lack of understanding the purpose: Operation of a control may not be effective, if
information produced for the purposes of internal control is not effectively used.

d. Collusion among People: Controls can be circumvented by the collusion of two or more
people or inappropriate management override of internal control.

e. Judgments by Management: In designing and implementing controls, management may
make judgments on the nature and extent of the controls it chooses to implement, and the
nature and extent of the risks it chooses to assume.

f. Limitations in case of Small Entities: Smaller entities often have fower employees due
to which segregation of duties is not practicable. However, in a small owner-managed
entity, the owner-manager may be more able to override controls because the system of
internal control is less structured.

e s bt ﬂ
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Entity s risl Information

Control : Gontrn AT
Systemand it} Monitoring

Environment

AS5EE5Ment

ST - it Activities nffActivities
Process Gommunication DL ofiActivities

* Auditor shall obtain an understandin g of control environment.
* As part of obtaining this und erstanding, auditor shall evaluate whether

Management has created &
maintained a culture of

honesty and ethical behaviour

Strengths in control environment elements
And collectively provide an appropriate
foundation for the other components of
internal control

Control environment includes

Governance and . - Attitudes, awareness, and actions
management functions And of TCWG and management.

Control environment sets the tone of an organization

» influencing the control
consciousness of its people.

Controlienvironmentincludes the following elements:

1. Communication and enforcement ; Influence effectiveness of design, i.l;lmlrli.sl..';ﬂl:ll—:EII-
ofintegrity and ethical values | monitoring of controls '

[_Hanlg;;ﬁél-lt‘; -c;:ns_iﬂe_rauqn of the competence
2. Commitment to Competence levels for particular jobs and how those levels
 translate into requisite skills and knowledge,

It includes attributes of TCWG such as their
‘ independence from management, their experience,
| extent of their involvement and the information
. they receive, and the scrutiny of activitles.

= —

3. Participation by TCWG
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4, Management's philosophy and !: . It comprises of management characteristics suc,

operating style | as:
|
' )
Approach to taking Attitudes and Attitudes toward informatigy
and managing actions toward processing and accounting
business risks. financial reporting. functions and personnel, |

S

| Framework within which an entity's activities
5. Organizational Structure for achieving its objectives are planned, executed,
. controlled, and reviewed.

Matters such as

*  how authority and responsibility for operatin
6. Asslg]nbl::fnt of authority and | ) activities :Ireq:sslgned and :
Pesponsnity | *  how reporting relationships and authorisation
- hlerarchies are established

| Palicies & practices that relate to, e.g, recruitment,
: orientation, training, evaluation, counselling
| promotion, compensation, and remedial actions

7. Human resource policies and
practices

Impact ol Satisfactory Control environment

* Existence ofa snmfactnrjr control En'h".ll'ﬂ nment work as a positive factor when the auditor
assesses ROMM.

* itis to be keptin mind that a satisfactory control environment is not an absolute
deterrent to fraud.

* Deficiencies in the control environment may undermine the effectiveness of controls, in
particular in relation to fraud.

* Control environment in itself does not prevent, or detect and correct, a material
misstatement

* It may, however, influence auditor’s evaluation of the effectiveness of other controls and
thereby, the auditor's assessment of ROMM.

2. Entity Risk Assessment Process

Auditor shall obtain an understanding of whether the entity has a process for ;

Identifying business Estimating the Assesin .
B the Deciding about

Pﬁ:ﬂ: x:;:tTnE ::E:;mam ol likelihood of their Stois b

o 5 occurrenc

objectives < those risks '

Nz o
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» Entity’s risk assessment process forms the basis for how management determines the
risks to be managed. If that process is appropriate, it assists the auditor in identifying
RoMM.

« Risks can ariSE_ or change due to factor such as new technology, new business models,
products or activities, changes in operating environment ete.

3. Information System including related business processes, relevant to financial reporting and

communication

Auditor shall obtain

Understanding of the Including the related
information system business processes, relevant

to financial reporting

Including the following areas

k4

a. Classes of transactions in entity’s operations that are significant to FS.

b. Procedures by which those transactions are initiated, recorded, processed, corrected as
necessary, transferred to the general ledger and reported in the ES.

c. Related accounting records, supporting information and specific accounts in the FS.
that are used to initiate, record, process and report transactions.

d. How information system captures events and conditions that are significant to the ES.

e. Financial reporting process used to prepare the entity’s FS.
f. Controls surrounding journal entries.

4. Control Activities Relevant to Audit

* Auditor shall obtain an understanding of< control activities relevant to the audit, which
he considers necessary to assess ROMM.

* Control activities are policies and procedures that help ensure that management directives
are carried out.

* Control activities, whether within IT or manual systems, have various objectives & are
applied at various organisational and functional levels.

* Examples of specific control activities include those relating to the following:
a. Authorisation

. Segregation of Duties

Physical Controls

Performance Reviews

Information processing

" pn o

— L
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5. Monltoring of Controls

* Auditor shall obtain an understanding of = the major activities that the entity uses
monitor internal control over financial reporting
* Following point merit consideration in this regard

a. Monitoring of controls is a process to assess effectiveness of internal control performane;
over time.

b. It involves assessing the effectiveness of controls on a timely basis and taking necessary
corrective actions.

c. Management accomplishes monitoring of controls through ongoing activities, separate
evaluations, or a combination of the two. Ongoing monitoring activities are often built
into the normal recurring activities of an entity and include regular management ang
supervisory activities, .

d. Management’s monitoring activitics may also include using .information from
communications from external parties such as customer complaints and regulator

comments that may indicate problems or highlight areas in need of improvement. ]

Are all Controls Relevant to/the audit?

* There is a direct relationship between an enti t_s,r's_pbjér.:tives and the controls it implements
to provide reasonable assurance about thelr achievement,

* Entity’s objectives and controls relate to financial reporting, operations and compliance;

however, not all of these objectives and controls are relevant to the auditor's risk
assessment.

* Factors relevant to the auditor’s judgment about whether a control, individually or

in combination with others, is relevant to the audit may include such matters as the
following:

a, Materiality.

b. The significance of the related risk.

c. The size ofthe entity.

d. The nature of the entity's business, including  its  organisation and
ownership characteristics.

e. The diversity and complexity of the entity’s operations.

f. Applicable legal and regulatory requirements.

g The circumstances and the applicable component of internal control.

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

i. Whether, and how, a specific control, individually or in combination with others,
prevents,or detects and corrects, material misstatement,

e
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Controls over the completenessandaccuracy ofinformation

Controls over  completeness  and

accuracy of information may be relevant

to audit

« if auditor intends to make use of the
information in designing and performing
further procedures.

Controls relating to operations and

compliance objectives may also be

relevant to an audit

» if they relate to data the auditor
evaluates or uses in applying audit
procedures.

internal control over safeguarding of assets

+ Internal control over safeguarding of assets against unauthorised acquisition, use or
disposition may include contrels relating to both financial !‘Ep-ﬂl'ting & operations
objectives.

» Auditor's consideration of such controls is generally limited to those relevant to reliability of
financial reporting e.g., use of access controls, such as passwords, that limit access to data
and programs that process cash disbursements may be relevant to FS. audit,

» Safeguarding controls relating to operations objectives, such as controls to prevent
excessive use of materials in production, - generally are not relevant to ES. audit.

Controls relating to objectives thatare notrelevantto an audit

+ An entity generally has controls ll‘El;‘itirlg to objectives that are not relevant to an audit and
therefore need not be considered. ;

* Further, although internal .control applies to entire entity or to any of its operating units or
business processes, an. understanding of internal control relating to each of the entity's
operating units and buslness processes may not be relevant to the audit.

* In certain clr:umsl:ances, the statute or the regulation governing the entity may require the
auditor to rep urt on compliance with certain specific aspects of internal controls as a result,
the auditor's review of internal control may be broader and more detailed.

Nature and Extent of the Understanding of Relevant Controls

* Evaluating the design of a control involves considering

v" whether the control, individually or in combination with other controls, is capable of
effectively preventing, or detecting and correcting, material misstatements.

Implementation of a control means that — the control exists and that the entity is using it.

There is little point in assessing the implementation of a control that is not effective, and so

the design of a control is considered first.

An improperly designed control may represent a material weakness in the entity's internal

control.
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B
. implementati
Risk assessment procedures to obtain audit evidence about the design and imp o

of relevant controls may include:

Inquiring of Observing the Inspecting Tracing transactio E:E I:nlim ugh
entity personnel application of documents the information sy | .
specific controls and reports relevant to financial reporting
RISK THAT REQUIRE SPECIAL AUDIT |
In exercising judgment as to which risks are significant risks, the auditor sha]l mns[dn-r;ﬂ

least the following:

a) Whether the risk is a risk of fraud ik .

b) Whether the risk is related to recent significant economic, ‘accounting, or Nlhfr
developments like changes in regulatory environment, etc, and, therefore, requires
specific attention : L

c) The complexity of transactions _ o, _

d) Whether the risk involves significant transactions with related parties

e) The degree of subjectivity in the meas:_yfemenl:' of financial information related tn.the
risk, especially those measurements involving a wide range of measurement uncertainty
and ol

f) Whether the risk involves skgnjﬁi:qnt n'_if;nsan:tinns that are outside the normal course af
business for the entity, or that otherwise appear to be unusual.

Identifying Significant Risks

Significant risks - q_ften" relate to Judgmental matters may include the
significant non-routine transactions development of accounting estimates for which
or judgmental matters. thereis significant measurement uncertainty.

Risks of Material Misstatement - Greater for Significant Non- Routine Transactions

Arising from matters such as thefollowing:
l

+ ! v '
Greater management Greater manual Complex The nature of non-routine
intervention to intervention for calculations or transactions, which may
specify the data collection and accounting make it difficult for the
accounting treatment processing principles entity toimplement effective
controls aver the r[sks._____
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Risks of Material Misstatement=GreaterforSignificantjudgmental Matters

RoMM may be greater for significant judgmental matters that require development of
accounting estimates, arising from matters such as the following:

‘-‘/’-,—\\_\'\‘»

Accounting principles for Required judgment may be subjective
accounting estimates or revenue or complex, or require assumptions
recognition may be subject to about the effects of future events, for
differing interpretation. example, judgment about fair value.

| EVALUATION OF INTERNAL CONTROL SYSTEM |

Need for Review . -
The auditor needs reasonable assurance Internal 'bnnhfnl normally contributes to
» That the accounting system s such assurance.

adequate and T
» That all the accounting information | 1 |

which should be recorded has in fact'| |

been recorded. :

-t =,

Benefits of Evaluation ofInternal Eunlrnl to the Auditor

Review of internal controls WI." ena I:IIE the auditor to know:

1. whether errors & frauds are likely to be located in ordinary course of operations of

business
whether adequate internal control system is in use & operating as planned by

management

whether an effective internal auditing department is operating

whether any administrative control has a bearing on his work

whether the controls adequately safeguard the assets;

how far and how adequately the management is discharging its function in so far as
correctrecording of transactions is concerned

how reliable the reports, records and the certificates to the management can be

extent and the depth of the examination that he needs to carry out in the different areas
ofaccounting

9, what would be appropriate audit technique and audit procedure in given circumstances
10. what are the areas where control is weak and where it is excessive and

11. whether some worthwhile suggestions can be given to improve the control system.

r.i
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AUDIT EUID%E

AUDIT EVIDENCE [SA-500] J

As per SA 500 the objective of the auditor J

Design and perform Audit Procedure to enable auditor :-

]

To obtain sufficient
appropriate audit evidence

—

To be able to draw reasonable
conclusions on which to base
auditor’s oplnion_

Meaning of Audit Evidence as per SA 500

* Information used by auditor
* In arrivimg at the conclusion
* On which auditor’s opinion is based.

Accounting Records

¥
[ ncudes

Other Infarmation

* Accounting Entries & Supporting records

* Invoices

* Contracts

* General & Subsidiary ledgers, Journal
Entries, Other adjustments not reflated in
journal entries

* Work sheet & spreadsheet supporting cost
allocation, computation reconciliation and
disclosure

* Minutes of the meeting
* Written confirmations
* Internal Control manuals
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Types of Audit Evidence

AUDIT EVIDENCE

Depending upon nature

Depending upon source

Visual Evidence

* Example : Inventory count
observation

* Evidences in form of abservation

Oral Evidence

* Example : Discussion with
management & TOWG

* Evidence having no physical existence|

L 4

* Evidence in form of written
document

Loan Agreement

Documentary Evidence -

* Example : Sales Bill, FD Certificate,

Internal Evidence
Evidences which originates within the
organization being audited in the
internal evidence
Example :

* Sales Invoice

Copies of sales challan &
forwarding notes
Goodes received notes
Inspection report

Copies of cash memo
Debit & Credit notes

¥

External Evidence
Evidences one which originates form
outside the clients organization.
Example :
Purchase Involce
Supplier’s challan & forwarding
notes
Debit & Credit notes
Cuotations
Confirmations etc.

L 3

-

Relevance and Reliability of Audit Evidence

Deals with the logical
connection with the purpose
of the audit procedure and
where appropriate the

assertion under consideration.

The relevance of
information to be used

Audit Evidence may Audit Evidence that s
affected by the directlon relevant to certaln
of testing. assertions but not others.

& given set of audit

as procedures may provide
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The reliability of information to be used as
Audit Evidence |5 influenced by

While recognizing that exceptions may exist,
the following generalization about the
reliability of audit evidence may be useful,

its source and

its nature

Circumstances under which
itis obtained including
controls over its
preparation & maintenance
where relevant.

Reliability of Audit Evidence '

Obtained from
independent
SOUTCES

Obtained
directly by the
auditor

Related
Control are

effective

Sufficient Appropriate Audit Evidence

~ Sufficlency and Appropriateness are interrelated

Provided by
Original
Documents

Dbtained in
documentary
form

[_Surﬂcienqr of Audit Evidence J

¥ ' 1
sufficiency is the measure of Quantity of A.E. is Obtaining more A.E. may not
Quantity of A.E. affected by compensate for its poor quality.
...--'-'-.--_ _----_-_-_--_l.
Auditor’s Assessment of Quality of Audit
Risk of Misstatement & Evidence

Ing auditor's judgement as to sufficlency of A.E.

¥ ¥ ¥ -
Materiality Risk of Materlal Misstatement ] Size & Characteristics of the population |

If assertlons are

material to the users of

If assertions has high RMM,
=»More A.E. Required

Small Homogeneous Population -»Less
AE: Required

F.5. *More AL -
Required l
¥ h
[ If assertlons are not If assertions has Low RMM, Large Heterogeneous Population
material to the users of = Less A.E. Required -More AE. Requlred
F.5. Less AE. ]
Required

=
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[_Apprupflal:eness of Audit Evidence ]

L

¥ :
Appropriateness is Reliability of evidence [ts relevance & reliability In providing
measure of Quality of A.E. is influenced by its support for conclusions on which the

"//_,_.—J— -\\H auditar's opinion is based.

Source & nature ! & \ Dependent on individual circumstances

under which it iz abtained.

sMMeasures of quantity of audit evidence

Appropriateness

Obtaining Sufficient and Appropriate Audit Evidence by the Au ditar

Audit Evidence Necessary to support the auditor’s opinion and report { Med
* Cumulative in nature ~
» Primarily obtained form audit procedures performed during audit.
* Also include information obtained from other sources such as
v Previous audit
v Inside or outside the entity
¥ Accounting records
¥ Using the work of management’s expert.
» Comprises both information that suppoerts & corroborates AN € U&j
¥ Management's assertions &
¥ Any information that contradicts such assertions.
* |n some cases the absence of information {for example management’s refusal to provide a
requested representation) is used by the auditor also constitute A.E.
« Most of the auditor’s work in forming the auditor’s opinion consists of cbtaining and
evaluating audit evidence.

tource of Audit Evidence

+ Some audit evidence is obtained by performing audit procedures to test the accounting
records, for example,

4__=_-—-"/17_-——_‘_“‘-——-=_,

A. Through analysis and B. Reperforming C. Reconclling related types and
review procedures followed In the applications of the same
financial reporting process infermation

* Through the performance of such audit procedures, the auditor may determine that

/\

Accounting records are internally consistent And Agree to the financial statements.




—

BT

6 AUDIT EWBEH@
i Hello Everyone !/ |
o How-are wall 77

More assurance Is ordinarily obtained from
# consistent audit evidence obtained from different sources or of a different nature

-

# than from items of audit evidence considered individually.

—

Information from sources Independent of the entity that the auditor may use as audit evidence
may Include
¥ confirmations from third parties,

¥ analysts’ reports, and E
¥ comparable data about competitors. (1io RpED) \I

Audit Procedures for obtaining audit evidence

! 3
B Procedure to obtain A.E. | Methods to obtain AL,
|
‘FF."_T_*_'"‘__" 1 e e "'*'_ ] - |
| A. Risk assessment | . B.FurtherAudit
| procedures (RAP) | procedures (FAP)

w Substontive Procodures

Procedure Reperformance
Analytical
Procedure
L T /

= Avallability of audit evidence in electronic form only
= Avallability of audit evidence at certaln points/perlads In time.
» Certain electronic Information may not be retrievable after a

specified period oftime.
Inspzction Observation “
* Involves examining records or documents * Consists of looking at a process or procedure
= Whether internal or external being performed by others.
" In paper fﬂl’l"ﬂ, electronic form or other . EIHI’HF'E 1 fnugntgw Cou I'I'HI'IE
media or * Provides A.E. but is limited to the point in timé
* Physical examination of an asset at which the observation takes place and the
fact that the act of being observed may affect |
how the process or procedure is performed.
__,,.|
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Represents Audit Evidence

| Be-performance
*+ Auditor’s independent execution of
procedures or controls that were originally
performed as part of the entity's internal

Obtained by the auditor as direct written
response to the auditor from a third pa rty.
In paper form or by electronic or other

control,
medium.
* Not be restricted to account balances only
Recalculation Analytical Procedures
+ Consist of * Evaluation of financial information made
* Checking mathematical accuracy of by a study of plausible relationships
documents or records, among both financial and non-financial

* May performed manually ar electronically data. ,

Inquiry

Meaning : Consists of seeking information of knowledgeable persons, both financial and non-
financial within the entity or outside the entity.
Use:

Used extensively throughout the audit in addition to other audit procedures.
May range from Formal written inquiries to informal oral in guiries.

In case of oral inquires auditor may consider it necessary to obtain written
representations from management or TOWG.

Responses to Inquiry :

Evaluating responses to inquiries is an integral part of the inquiry process.
May provide the auditor with Information not previously possessed or with
corroborative audit evidence.

Alternatively responses might provide information that differs significantly from other
information that the auditor has obtained.

In some cases responses to inquiries provide a basis for the auditor to modify or
perform additional audit procedure.
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Audit Procedures tolobtain Audit Evidence

i

—

=
| Risk Assessment Procedure ] | Further Audit Procedure __ﬁ
Audit Procedure performed — (A) Test of controls |
___-_____..--"""-._ h———— Ed[t PrchEler'E dEs[En ed
To obtain an To identify & assess . To evaluate the operating
understanding of the the risk of MM sffectiveness of controls
entity and its whether due to . |n preventing or detecting &
environment, fraud or error at the correcting MM at assertion level,
including the entity’s financial statement = =
internal control. & assertion levels. . (B) Substantive Procedures 5]
Audit Procedure designed
- To Detect Material Misstatement
« atassertion level.

Tests of details (of classes of transactions,
account balances, and disclosures),

Meaning of Assertions
Representations by management, as used by the auditor
« explicit or otherwise ' - - to consider the different types of
« that are embodied in the F.5 potential misstatements that may occur.

Assertions contained in the Financial Statements

1. To represent that F.5. are in accordance with the applicable FRF management
implicitly or explicitly makes assertions regarding
- Recognition,
- Measurement,
- Presentation and

= Disclosure
of various elements of F. 5. & Disclosures.

[ -
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2. Assertions used by auditor to consider the different types of potential misstatements that may
aoour fall into the fr:l-llml'-'in.g three categories and may ta ke the fg”q}l,qing farmes.

Class of Transactions'and Account Balances Presentation & Disclosures
events
Occurrence ; Existence Occurrence and Rights and
Obligations
Completeness Rights & Obligation Completeness
Accuracy Completeness Classification and
Understandability
Cut-Off Valuation and allocation Accuracy & Valuation
Classification

3. Auditor may use the assertions or may express them differently provided all aspects have
been covered
Example : Auditor may choose to combine the assertions about transactions and events with
the assertions about account balances,

4. When making assertions about the financial statements of certain entities especially.
For Example : Where the Government is a major stakeholder in addition those assertions set
out in point 2 above management may often assert that transactions and events have been
carried out in accordance with legislation or proper authority. Such assertions may fall within
the scope of the financial audit.

Audit Trail

% Meaning :-> An audit trail is a documented flow of a transaction.
< It is a step-by-step record by which accounting, trade details, or other financial data can be

traced to their source

% Use of Audit Trail

| I 1
used to investigate how @ used as audit evidence used to verify and track
source document was to establish many types of
transiated into an account authentication and transactions including
entry and from there it was integrity of @ accounting and financial
inserted Into financial transaction transactions
statement of an entity.

Purpose :=» Audit trails (or audit logs) act as record-keepers that document evidence of certain
events, pmed ures or nperﬂ[iﬂﬂﬁ because their purpose Is to reduce

= fraud,
- material errors, and
- unauthorized use.
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o  Audit Tralls
! = B N
Help to enhance internal controls and Can help In fixing responsibility, reburlding
data security events and in thorough analysis of

problem areas.

Limitations of Audit Trall

~ Invalve costs .
# The cost is not only in terms of system expenditure but also in terms of time involved in

analysing data made avallable by audit trails.

Information to be used as Audit Evidence

When information to be used as audit evidence has been prepared using the work of 2
management's expert , the nature , timing and extent of audit procedures may be affected by

such matters

» Nature and complexity of the matter to which the management’s expert relates.

= Risks of material misstatement In the matter.

« Availabllity of alternative sources of audit evidence.

* Nature, scope and objectives of the management’s expert’s work

* Whether the management’s expert Is employed by the entity, or is a party engaged by
it to provide relevant services

= Extent to which management can exercise contral or influence over the work of the
management’s expert,

* Whether the management’s expert is subject to technical performance standards
or other professional or industry requirements. |

= Nature and extent of any controls within the entity over the management'sexpert’s work.

+ Auditor's knowledge and experience of the management's expert’s field of expertise.

= Auditor's previous experience of the work of that expert.

When using information produced by the entity, the auditor shall evaluate whether the
information is sufficiently reliable for the auditor’s purpose, including as necessary in the
circumstances :

| |
- }

a. Obtaining audit evidence about b. Evaluating whether the information
the accuracy and completeness of And Is sufficiently precise and detailed
the information for the auditor’s purposes.
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selecting | [tems forTesting to/Obtain Audit Evidence

when designing tests of controls and tests pf details, the auditor shall determine means of

selecting items for testing that are effective n meeting the purpose of the audit procedure,

The means available to the auditor for selecting items for testing are : |

v i ¥
A. Selecting all items ESele:trng specific items C. Audit sampling
(100% examination)

The application of any one or combination of these means may be appropriate depending on the
auditors’ judgement to obtain audit evidence.

DL Selecting all items (100% examination) |

*+ The auditor may decide to examine the entire population of items .
* 100% examination is unlikely in the case of tests of controls. However more common for

~ tests of detalils.
* 100% examination may be appropriate when
¥ v 1
Population constitutes There is a significant risk The repetitive nature of a
a small number of and other means do not calculation or other process
large value items provide SAAE performed automatically by an
information system makes a
100% examination cost effective.

h_ﬁ..e ¥ B.'Selegtlpg_swlﬂ: m
* The auditor m.w decide to select specific items from a population.

* The judgmental selection of specific items is subject to non-sampling risk.
Specific items selected may include
= : : .

' ' . ¥

High value or key items All items over a certain amount | Items to obtain information
Auditor may decide to select Auditor may decide The auditor may examine ]
specific itemns within a to examine items whose items to obtain information
Population because they are of | | recorded values exceedacertain | | ahout matters such as the
= high value, or amount 5o as to verify a large nature of the entity or the
- exhibit some other proportion of the total amountofa || o0, o o6 yransactions.

characteristic class of transactions or account
Example : Items that are balance.

Susplcious, unusual,

Particularly risk-prone or that
have ahistery of error.

———

D 2
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i

Audit sampling is designed to enable conclusions to be drawn about an entire population on
the basis of testing a sample drawn from it.

Inconsistency in or Doubts over Reliability of Audit Evidence

If:
a. Audit evidence obtained from one source s Inconsistent with that obtained from another o
b. The auditor has doubts over the reliabllity of information to be used as audit evidence

The auditor shall determine

3 - —

what modifications or additions to audit And | shall consider the effect of the matter,
procedures are necessary to resolve the if any, on other aspects of the audit.
matter,

Who Is Management's Expert ?

An individual or organisation possessing expertise in a field other than accounting ar
auditing, whose work in that field is used by the entity to assist the entity in preparing
the financial statements.,

Relying on the work of a management's Expert

When Information to be used as audit evidence has been prepared using the work of 2
management’s expert,

The auditor shall, to the extent necessary, having regard to the significance of that expert's work
for the auditor’s purposes

] 1
A Evaluate the competence, || B. Obtain an C. Evaluate the appropriateness ui—|
capabilities and objectivity understanding of the that expert’s work as audit '
of that expert work of that expert evidence for the relevant assertion
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AUDIT EVIDEMNCE 4

sp 500 "Audit Evidence” is applicable to all
the audit evidence obtained during the

Most of the auditor's work in forming the
auditor's opinion consists of obtaining and
evaluating audit evidence,

course of the audit
+

to enable the auditor —1

!

to obtain sufficient appropriate audit
evidence to be able to draw reasonable
conclusions on which to base the auditor’s
oplnion.

.

The auditor has to conclude

l

whether sufficient appropriate audit
evidence has been obtained to reduce
audit risk to an acceptably low level, and
thereby enable the auditor to draw
reasonable ‘conclusions on which to base
the auditor’s opinion, is a , matter of
pmi'es'siunal judgment.
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[ USING THE WORK OF INTERNAL AUDITORS [SA-610]
——
Meaning
Internal audit function refers to ’
¥
A function of an entity that = And improve the effectiveness of the

entity’s governance, riskmanagement

performs assurance and consulting
and internal control processes.

activities designed to evaluate

Objectives and Scope of Internal Audit Functions

The objectives and scope of internal audit functions typically include us:wmnce and
consulting activities designed to evoluate and improve the effectiveness of the entity’s

* Governance Processes,

* Risk Monogement and

= Internal Control

(1) Activities Relating to Governance (2) Activities Relating to Risk Management

Internal audit function may assess the || The internal audit function

governance process in its accomplishment of || + may assist the entity by identifying and

objectives on evaluating significant exposures to risk &

- Ethics and values, = contributing to the improvement of risk

- Actountability and management and internal control

- Communicating risk to appropriate areas of || * may perform procedures to assist the
the organization. entity in the detection of fraud.

[3) Activities Relating to Internal Control
|

v v r ¥
Evaluation of Examination of Review of operating Review of compliance
Internal Control  Financial and activities. with laws and
Operating Information ! regulations
oprorsies AN I
4 ¥ |
Using the work of the internal audit Using internal auditors to provide —1
function in obtaining audit evidence = direct assistance under

- the direction, supervision and review of
the external auditor.

oz o
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External Auditor's Responsibility for. the Audit

The external auditor has

- sole responsibility for the audit o
- that responsibility is not

Pinion expressed, and
reduced by the external auditor’s use of the work of the internal
audit function or internal auditors to provide direct assistance on the engagement.

Objective of the External Auditor, Where the Entity has an Internal/ Audit Function

¥ , +
{a) To determine (b} If using the work of {c) If using internal
* whether-» the work of the the internal audit auditors
internal audit function or direct function, * to provide direct
assistance from internal To determine assistance,
auditors can be used, & * =» Whether that work * to appropriately direct,
* ifso0, —in which areas and to is adequate for supervise and review
what extent; and having made purposes of the audit. their work.
that determination.

Evaluating the Internal Audit Function

The external auditor shall determine whether the work of the internal audit function can be used
for purposes of the audit by evaluating the following:
- i 1 4

A. The extent to which the B. level of C. Whether the internal
internal audit function's competence of the audit function applies a
organizational status and relevant internal audit function systematic and disciplined
policies and procedures support : approach, including quality
the objectivity of the internal control,

auditors

Meaning of Objectivity

Objectivity refers to the -» ability to perform those tasks without allowing bias, conflict of
interest or undue influence of others to override professional judgments,

1. Whether the e bty of e AT E
* organizational status of the Internal

Sy o free from bias, conflict of interest or
audit function, including 1 _E_\jiﬁ:ﬁu d undue Influence of others to
* the function's authority and

o d

override professional judgments.
accountability,

= S
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2. Whether TCWG - oversee employment decisions related to the internal audit function,

e Y

3. Whether there are =*any constroints or restrictions placed on the internal audit function by
management or TOWG

4. Whether the internal audit function is free of any conflicting responsibilities

Competence of the internal audit function refers to
- The attainment and maintenance of knowledge and skills of the function as a whole
- at the level required to enable assigned tasks to be performed diligently and in accordange
with applicable professional standards. -

Whether
B . : v
Internal audit function is There are established policies Internal Auditors |
edequately and for hiring, tralning and assigning
appropriately resourced internal auditors to internal
oudit engagements, .
have adequate technical Possess the required
training and proficiency in knowledge relating to the
auditing entity’s financial reporting
and the applicable FRF.

Objectivity and competence may be viewed os o continuum.

The application of a systematic and disciplined approach

-

to planning, performing, supervising, reviewing and documenting its activities distinguishes

l.hE Eﬂti\l‘iﬁES of fhE internal audit fun:tinn frnm Dther mnn[‘[ur[ng control activities that may be
performed within the entity.

* The existence, adequacy and use of documented Internal audit procedures or guldance.
* Internal audit function has<> appropriate quality control policies and procedures.

P o



circumstances When Wark of the Internal Audit Function Cannot Be Used
External auditor shall not use the work

P

M.'I_DTI‘.'-EUID EMCE

of the internal audit function if determines that

relevant policies and

internal auditors

organizational status and

procedures do not adequately
support the objectivity of

function lacks
sufficient

competence

¥ —

Determining the

function does not apply a
systematic and disciplined

approach, includingquality
control.

Nature and Extent of Wo rk of the Internal Audit Function that Can be Used

External auditor shall consider

e

The nature and scope of the work that has
been performed, or is planned to be
performed, by the internal audit function

include the following:

b L e

Examples of work of the internal audit function that can be

And

audit plan.

Its relevance to the external
auditor's overall audit strategy and

Testing of the operating effectiveness of controls,
Substantive procedures invalving limited judgment.
Observations of inventory counts.

Tracing transactions through the information system relevant to financialreporting.
Testing of compliance with regulatory requirements.

used by the external auditor

Circumstances in which the external auditor shall Plan to use less of the work of the Internal Audit

Function and Perform more of the work directly if

¥

:

:

The more judgment
iz involved in

The higher the
assessed risk of MM
at the assertion
level,

The less the internal audit
function’s organizational
status and relevant policies
and procedures adequately

Planning and Evaluating
performing the audit
relevant audit evidence
procedures gathered

support the objectivity

w

lower the level of
competence of

the internal audit
function.
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Using the Work of the Internal Audit Function

The External Auditor Shall

v r v
s

A. Discuss the planned use B. Read the report of C. Perform sufficient audi
of Internal Audit Function. Internal Audit Function procedures to evaluate the

! internal audit function
Discussion and Coordination with the Internal Audit Function
In discussing the planned use of internal audit function it may be
useful to address the following:

1. Timing of such work.

2. Nature of the work performed.

3. Extent of audit coverage.

4. Materiality for the F.5. as a2 whole and performance materiality.
5. Proposed methods of item selection and sample sizes.

B. Documentation of the work performed.

7. Review and reporting procedures.

Determining Whether, in Which Areas, and to What Extent Internal Auditors Can Be Used to

Provide Direct Assistance

Meaning of Direct Assistance

= the use of internal auditors to perform audit procedures under the direction, supervision and
review of the external auditor.

< External auditor may be prohibited by law or regulation from obtaining direct assistance
from internal auditors.

& If External Auditor not prohibited by law or regulation

shall evaluate
the existence and significance | 4 the level of competence of the
of threats to objectivity internal auditors

shall include
» inquiry of the internal auditors
regarding
# interests and relationships
that may create a threat to
their objectivity.

o
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The External Auditor Shall Not Use an Internal Auditor to Provide Direct Assistance if

|
¥ 1
There are significant threats to the The internal auditor lacks sufficient
objectivity of the Internal auditor OR competence to perform the proposed waork

The External Auditor Shall Not Use an Internal Auditor to Provide Direct Assistance to Perform
procedure that

¥ ¥ ! 1
Involve making Relate to higher Relate to work Relate to decislons, external
significant assessed risks of with which auditor makes In accordance
judgments in material Internal auditors with this Saregarding the
the audit misstatement have been Involved internal audit function and the
use of Its work or direct
assistance.

Prior to using internal auditars to provide direct assistance for the purposes of the audit, the

external auditor shall
I

+ '
Obtain written agreement from an Obtain written agreement from the internal
authorized representative of the entity auditors that
Internal auditors will the entity will not they will keep Inform the
be allowed to follow intervene in the confidential specific external auditor
‘h:IF“:“'al """“d':: the ":l“'“'ii matters as Instructed of any threat to
auditor's auditor performs for th
instructions the external auditor :: d“;re:tamnl thelr objectivity.

Distinction between Internal Financial Control and Internal Control over Financial Reporting

Internal Financlal Controls (IFC) Internal controls over financial

* The policles and procedures put in place by reporting

companles for ensuring where auditors are required to express

- reliability of financial reporting, an opinion on the effectiveness of an

- effectiveness and efficlency of operations, entity's internal controls over financlal

- compliance with applicable laws and regulations, | | reporting,

- safeguarding of assets and such oplinion is in addition to and

- prevention and detection of frauds. distinct from the opinion expressed by
+ *internal financial control” Is @ wider term || the auditor on the financial

where as ‘“Internal controls over financial | | statements.

reporting”
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[ AUDIT SAMIPLING [5A-530] B

Meaning of Audit Sampling

» Application of audit procedures to < 100 % of items within a population such that all samplin,
units have a chance of selection in order to provide the auditor with a reasonable basis g,
which todraw conclusions about the entire population,

Objective of the Auditor

To provide a reasonable basis for the auditor to draw conclusions about the population from
which the sample is selected

Scope of SA 530

This standard deals with the auditor's use of -

/\

Statistical Non-statistical sampling
L. e
Bl
when designing and selecting the
i. audit sample,

i. performing tests of controls and tests of details, and
iii. evaluating the results from the sample.

Population

Refers to

- The entire set of data from which a sample is selected and about which the auditor wishes
to draw conclusions.

Auditor should select sample items in such a way that the sample can be expected to be
representative of the population. This requires that all items in the population have an
opportunity of being selected.

—

Characteristics of Population

s

Appropriateness Completeness Reliable
Means population fram which * Population also needs te be Auditor perfarms audit
the samples are drawn shall be complete procedures to ensure that the
relevant for the specific * If population Is complete the information upan which the audit
objective under audit. conclusions drawn on the sampling is performed is
population will be sufficiently complete and
considered to be reasonable accurate. Luc 0N

B &)
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sampling Unit -/

o

+ The individual items that make up the population are known as sampling units.

- population can be divided into sampling units in a variety of ways.

+ It Is a selection from the population that is used as an extrapolation of the population.

« Audit procedures are applied on these units and the conclusions drawn from them are projected
on the population.

+ Conclusions drawn on the sample becomes the conclusion of the population from where it is
drawn.

Sample Must be Representative
Whatever may be the approach non-statistical or statistical sampling, the sample must be

representative,
¥ ¥
Tests of controls Tests of detalls
to identify deviations fromexpected internal to identify misstatements of account
controls - —balances and class oftransactions
¥ ¥
Statistical Sampling Non- Statistical Sampling
¥ ¥
Meaning Meaning
An approach to sampling that has A sampling approach that does not have
- The random selection of the sample units characteristics of random selection and use of
and probability theory is considered as non-
- The use of probability theory to evaluate statistical sampling
sample results, Characteristics
- Including measurement of sampling risk * Sample size and its composition are
characteristics. determined on the basis of l[:Eter:nnal

experience and knowled
Characteristics : An Approach to Sampling that has Sk

Limitation
* Criticized on the grounds that it is neither
* Random selections of the sample items objective nor scientific.
* Use of probability theory to evaluate sample * Expected degree of objectivity cannot be
result assured in non- statistical sampling because
* including measurement of sampling risk the risk of personal bias in selection of
characteristics sample items cannot be eliminated.

m
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statistical Sampling - More Scientific

* This approach is more scientific than testing based entirely on the auditor’s own j”dﬂmm
because it involves use of mathematical laws of probability.

* Ithas reasonably wide application. '

* There is no personal bias of the auditor in case of statistical sampling.

In larger organisations, with huge transactions, statistical sampling is always recommendey s
it is unbiased and the samples selected are not prejudged.

e e S ——
- e

|Tﬁ!fﬂmﬂiﬁﬂt .lhuu.‘d'- I; considered for deciding up:-un the extent of checking on a sampling
'! Ffﬂ'ﬂﬂl'ﬂfﬂﬂnwfﬂp:

ot ot Sl Y T o - ST .__._,.-_,._._.n.._-_1 e AN SR ——

[ I i PN e ) |

Size of the State of the Adequacy and Tolerable Degree of
organisation internal reliability of books error range. the desired
under audit. control. and records. confidence,

Ty e

Appropriateness of Sampling Approaches

The advantages of statistical sampling may be summaorized as follows -

' Provides a means
-minimum sample
7 sabple

e e e ] kit e s
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L sAMPLEDESIGN | |
[i= smm.t:sur. ] :I |
1 Hmmslumnu o | il :.

.
| Aumrrm:lrcenunﬂ 1 ||, |
~ MATURE AND CAUSE OF DEVIATION AND '

|
= PROJECTING |

- ] |
| EVALUATING RESULTS OF AUDIT |

sample Design, Size and Selection of Items for Testing

When designing an audit sample, the auditor shall

e e

Determine Select items for the sample
A sample size sufficient to In such a way that each
reduce sampling risk to an sampling unit in the

acceptably low level. population has a chance of
- selection.

Consider

* The purpose of the audit
procedures and

* The characteristics of the
population from which
the sample will be drawn.

Sample Deslgn

When designing an audit sample the auditor’s consideration Includes

: ~ B

* The combination of
audit procedures that Is
likely to best achieve
that purpose.

* The specific purpose to Nature of the audit evidence The auditor performs audit
be achieved sought and possible deviation / procedures
ond misstatement conditlons fother to obtaln evidence that

characteristics relating to that

A.E. will asslst the auditor In

deflining

» What constltutes a devlatlon
or misstatement &

« what population to use for
sampling.

the population from which
the audit sample Is drawn
Is complete.
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* Stratification is dividing the population into discrete sub- A
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While considering, the characteristics of a population:
¥ ¥

For Test of Control For Test of Detalls

—

The Auditor shall assess The Auditor shall

* The expected rate of deviation « make an assessment of the
based on the auditor's expected misstatement in the
understanding of the relevant population
controls or

* The examination of population.

— ]

In considering the characteristics of the population from which the sample will be drawn, the
auditor may determine that stratification or value-weighted selection is appropriate.

populations which have an Identifying characteristic. i‘*

* Dbjective of stratification is

# Toreduce the varlability of items within each stratum and
# Allow sample size to be reduced without Increasing sampling risk.

* When performing tests of detalls, the population is often stratified by monetary value. Thi

allows greater audit effort to be directed to the larger value items, as these jtems may contain
the greatest potential misstatement in terms of overstatement.

* A population may be stratified according to a particular characteristic that indicates a higher rist

of misstatement.
* Example : When testing the allowance for doubtful accounts in the valuation of accounts
receivable, balances may be stratified by age.

* The results of samples from the units drawn under each sub population are projected to thl

respective stratum.

* Projected misstatements of each stratum will be combined together to consider the possible

effect of misstatement in the account balances and class of transactions,

Stratum and units under those sub population are referred to as Strata.

— |

Stratification: Dividing a population into discrete sub population which have
identifying characteristics is called as Stratification. Each Sub population is called

T

B




-

alue

AUDIT EVIDENCE

Helle- Everyone /!
MHow-are wall 7P

— Weighted Selection

when performing tests of details, it may be efficient to identify the sampling unit as the
individual monetary units that make up the population.

Having selected specific monetary units from within the population,
¥ Example : The accounts receivable balance,

The auditor may then examine the particular items,
¥ Example : Individual balances, that contain those monetary units.

One benefit of this approach to defining the sampling unit is that audit effort is directed to the
larger value items because they have a preater chance of selection, and can result in smaller
sample sizes

In value weighted selection, :2 the sample size, its selection and evaluation will result in a
conclusion in monetary amounts.

* The level of sampling risk that the auditor is wi-lll'ng to
accept affects the sample size required.

* The lower the risk the auditor is willing to accept, the
greater the sample size will need to be.

* The sample size can be determined by the application of a _statis_til:alw-hased formula or through
the exercise of professional judgment.

{A) Examples of Factors Influencing Sample'Size for Test of Contrals

Sample Size will
be increased

If the auditor wants to obtain high assurance from the operating
effectiveness of controls

=

Sample Size will | = If the auditor can tolerate high rate of deviation.

be decreased

Sample Size will | * If the rate of deviation of the population to be tested is higher than
be increased expected

Sample Size will
be increased

If the auditor desires greater level of assurance than the tolerable

Covgy cipes Nok €3teed Mes tehuou dey aboy

.
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Sample Size will | =  If the auditor avaluates that the risk of material misstatement is high,
be Increased

—_—

Sample Size will | * If the auditor increase's the use of other substantive procedures,
be decreased

e

e
Sample Size will | + If auditor's level of tolerable misstatement is less than the actual leve| g

be increased misstatement. '
|
: ==
Sample Size will | * If the amount of misstatement is greater than the auditor expects to find j,
be increased the population.
Sample Size will | * If the auditor stratifies the population appropriatly. |

be decreased

Sample Selection Methods

¥ v
Monetary Haphazard Block
Unit Sampling Sampling
Sampling

* It ensures that all items in the population or within each stratum
1. Random Sampling have a known chance of selection.
* It may invalve use of random number tables

Random sampling includes two methods

’ 3 s
Simple Random Sampling | Stratified Sampling
* Under this method each unit of the whole * This method involves dividing the whole |.
population has an equal chance of being

population to be tested in a few separate |
selected groups called strata and taking a sample
from each of them,_ i
* Each stratum Is treated as if it was 2
separate population and if proportionate

1

of items are selected from each of these I
stratum. |
|

= Each item in a population is selected by use
of random number table either with a help
of computer or picking up a number in a
random way (may be randomly from a
drum).

By
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-:_ﬁ.ig method is considered appropriate + The number of groups into m_-.-l_ui;h the
provided the population to be sampled whole population has to be divided Is
consists of reasonably similar units and fall determined on the basis of auditor
within a reasonable range i.e it is suitable judgment.
for a homogeneous population having a 3
similar range. Stratification means dividing heterogeneous

._~"| (Diversified) population into Homogeneous
(having similar characteristics) subpopulation,
t-er{ | where samples are drawn from each sub
population.

2. Interval Sampling or Systematic Sampling

= Systematic selection is a selection method in which the number of sampling units in the
population is divided by the sample size to give a sampling interval.

* When using systematic selection, the auditor would need to determine that sampling units
within the population are not structured in such a way that the sampling interval corresponds
with a particular pattern in the population.

Total Number.of Sampling Units = Sample Size

[ Systematic Sampling I

! Population ; : . . |

[ l?l a ITI Fh 2 ;%'.I I.?I % A I.
1 2 1 10

l.‘““._ e i h.' I E _".“Iﬂlh '*“" |

3. Monetary Unit Sampling

* Itis a type of value welghted selection in which sample size, selection and evaluation results in a
conclusion in monetary amounts.

| o e | £
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4. Haphazard Sampling

* Haphazard selection, in which the auditor selects the sample without following a structurey
Jtechnigue.

* Although no structured technique is used, the auditor would nonet heless avoid any conscig,,
bias or predictability and thus attempt to ensure that all items in the population have a
chance of selection,

. ven use t
It has no structured approach, does not involve judgement and does not even use he
random number tables.,

2. Block Sampling

* This method involves selection of a block(s) of contiguous items from within the population

* Block selection £annat Brdinarily be used in audit sampling because most populations ars
structured such that items in a sequence can be expected to have similar characteristics 1
each other, but different characteristics from items elsewhere in the population.

Performing Audit Procedures

(i} Perform audit procedures, appropriate to the purpose, on each item selected.

(Ii) If the audit procedure is not applicable to selected item, perform the procedure on
a replacement item,

(iii) If the auditor is unable to apply designed audit procedures/alternative procedure to 2
selected item, consider that item as a devlation.

(iv) The auditor shall Investigate the nature and cause of any deviation or misstatements
identified and evaluate their possible effects.

MNature and Cause of Deviations and Misstatements

feature, and extend audit procedures to those items.

3

the auditor shall Investigate

The auditor may decide to identify all items In the population that possess the common J

The nature and causes of any

And Evaluate thelr possible effect on the
deviations or misstatements Identified,

purpose of the audit procedure and on
other areas of the audit,.

e -
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In the extremely rare circumstances when the auditor considers a misstatement or
deviation discovered — Ty g
na:nmpletub&anmm;!pﬁ}_u Yot s

'

the auditor shall by performing additionalaudit procedures

‘;{"’,'_f\\ﬁ_\_‘

Obtain a high degree of certainty that Obtain sufficient appropriate audit evidence
+ such misstatement or deviation is nat

that the misstatement or deviation does not
representative of the population, affect the remainder of the population.

oo s

Auditor is required to project misstatements for the population to obtain a broad view of the
scale of misstatement.

When a misstatement has been established as an anomaly, it may be excluded when
projecting misstatements to the population.

For tests of details : the auditor shall project misstatements found in the sample to the
population.

For tests of controls : No explicit projection of deviations Is necessary since the sample
deviation rate s also th;ﬁ;ﬂje:fed deviation rate for the population as a whole.

T,
e

Evaluating Results of Audit Sampling

The auditor shall evaluate

I el =<

The results of the sample Whether the use of audit sampling has
provided a reasonable basis for conclusions
about the population that has been tested.
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AUDIT EVIDENCE- SPECIFIC CONSIDERATIONS FOR SELECTED
ITEMS [SA-501]

Meaning of Audit Evidence — Specific Objective of the Auditor

Consideration for Selected ltems

e
To obtain sufficient appropriate audit evidence
SA 501 deals with specific considerations by regarding
the auditor in abtaining SAAE with respect to » Existence and condition of inventory
certain aspects of + Completeness of litigation and claims
- Inventory involving the entity
- Litigation and Claims & = Presentation and disclosure of segment
- Segment Information information in accordance with the
in an audit of F.5. applicable FRF.

When inventory is material to the 5.

\d
Auditor shall obtain SAAE regarding the existence and condition of inventory by
I

¢ !

A. Attendance at physical inventory. B. Performing audit procedures over the
counting, unless impracticable, to | |  entity's final inventory records

* Evaluate management instructions &
procedures for recording & controlling
the results of the entity’s physical inventory
counting

* Dbserve the performance of management’s
count procedures

* Inspect the inventory

* Perform test counts

- To determine whether they accurately
reflect actual inventory count results.

A. Attendance at Physical Inventory Counting

i ¥ ¥
Inspecting the inventory Observing compliance Obtaining Audit Evidence
* to ascertain its existence * with management’'s as to the reliability of
and instructions and management's count
= evaluate its condition, * performance of procedures procedures
and for recording and controlling '
» performing test counts the results of the physical f
inventory count .
|

o o
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memory Techniques : WIN TRIPPLE

o
W- Work in progress
I Internal control related to inventory
N- Nature of Inventory
1. Timing of physical inventory counting
R- Risks of material misstatements related to inventory
l.
p. Perpetual inventory system if maintained
p- Procedures for physical inventery counting
L- Location at which inventory is held

=

physical Inventory Counting Conducted Other Than at the date of the Financial Statements

|
[Trhe Auditor Shall :[ Perform audit procedures to obtain audit evidence
k4
about whether changes in inventory between the count ]
date and the date of the F.5. are properly recorded.
-
Relevant matters for consideration in this regard
1
! ' '
Whether the perpetual Reliability of the Reasons for significant differences
inventory records are entity’s perpetual between the information obtained during
properly adjusted inventory records the physical count and the perpetual
imventory records

If the Auditor Unable to Attend Physical Inventory Counting due to Unforeseen Circumstances

Make or observe some physical perform audit procedures
counts on an alternative date, on intervening transactions

Attendance at Physical Inventory Col nting becomes impractical

Auditor Shall
v

Perform alternative audit =
procedures to obtain If itis not Modify the opinion in the auditor’s
SAAE repardinpexistence possible to do so report in accordance with SA 705.

and condition of inventory.

o2 - |
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For example, where
imventory is held in a location
Ihat may pose threats 1o the

safety of the auditor

— |

When inventory under the custody and control of a third party — What will the auditordo?

Auditor Shall Obtain 5.A.A.E by performing the following :

N |

—

a. Request confirmation from third party b. Perform Inspection/other audit procedure

—

L |

Example of Other Audit Procedure

* Inspecting documentation regarding inventory held by third parties |

* Requesting confirmation from other parties when Inventory has beenpledged as collateral

= Attending, or arranging for another auditor to attend, the third party's physical
counting of Inventory, if practicable.

* Obtalning another auditor's report, or a service auditor's report, on the adequacy of the third
party's Internal control for ensuring that inventory |s properly counted and adequately
safeguarded.

o cans e

Auditor s required to identify litigation and claims by following procedures:
|

. Y ¥ =
A.Inquiry: of Mngt. & B. Review - minutes of C. Review — legal expenses ||
others within entity, meetings of TCWG, account, |
including in house legal communication between =i
counsel. entity & external legal counsel,

oo | o
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If the Auditor Assess a Risk of Material Misstatement regarding Litigation or. Claims —

communication with the Entity’s External Legal Counsel

« |f the auditor assesses RMM regarding litigation or claims that have been identified, OR
« when audit procedures performed indicate that other material litigation or claims may exist

.

Auditor shall, in addition to the procedures required by other SAs seek

¥

# Through a letter of inquiry requesting th

¥ Direct communication with the entity’s external legal counsel

legal counsel to communicate directly with the auditor.

e entity's external

counsel from communicating directly with the auditor

If law, regulation or the respective legal professional body prohibits the entity's external legal

The auditor shall perform =* alternative audit pr:-ﬂ:ed ures.

to a letter of general inguiry,

specific inguiry.

If it Is considered unlikely that the entity’s external legal counsel will respond appropriately

for example if the professional body to which the external legal counsel belongs prohibits
response to such a letter, the auditor may seek direct communication through a letter of

letter of specific inquiry includes:

¥ ¥ ¥
A list of * Manpagement's assessment of the A request that
litigation and oputcome of each of the identified + The entity's external legal counsel
claims litigation and claims and confirm the reasonableness of
* its estimate of the financial management's assessments
implications, including costs and
invalved * Provide the auditor with further

infoarmation

If the list |s considered by the entity's
external legal counsel tabe incomplete or
Imeorrect.

external legal counsel to discuss the likely outcome of t

In certain circumstances, the auditor also may judge it necessary to meet with the entity’s

he litigation or claims where

Auditor determines matter |5 complex
that the matter is a
significant risk.

There is disagreement

between management and the
entity’s external legal counsel

0



AUDIT EVIDENCE

Hello- Everyone /! ‘
How-are wall 77

Management Refusesto Permit
auditor to communicate

External Legal Counsel Refuses 4 Auditor Shall

respond appropriately Maodify Opinion in accordance with SA 705 |

Auditor unable to collect SAAE
fromalternate procedures

Segment Information

Definition of segment information _
Segment Information refers to information about different types of products ondservices of on

enterprise and its operations in different geographicol areas.

Obtaining Sufficient Appropriate Audit Evidence Regarding the Presentation and Disclosure of

Segment Information

Obtain SAAE regarding presentation & disclosure of segment fnfnrmat!an in accordance with the
applicable FRF by:

¥ '
A. Obtaining an understanding of the B. Performing analytical procedures or
methods used by manogementin - other audit procedures appropriate i
determining segment information, the circumstances.

B

» Evaluating whether such methods are
likely to result in disclosure In
accordance withthe applicable FRF and

* Where appropriate, testing the
application of such methods

Auditor’s Responsibility Regarding the Presentation and Disclosure of Segment Information

*  The auditor's responsibility regarding the presentation and disclosure of segment
information is in relation to the financial statements - taken as a whole.

+  The auditor is not required to perfarm audit procedures that would be necessary to express |
an opinion on the segment information presented on a stand alone basis,

ipiaza) B
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U sderstanding of the Methods Used by R S

pample of matters that may be relevant when obtaining an understanding of the methods used

ent i
py management in determining segment information and whether such methods are likely to
result In disclosure in accordance with the applicable FRF

o

i es, transfe .
¥ i:imjm, s and charges between segments, and elimination of intersegment

Il. Comparisons with budgets and other e
percentage of sales. xpected results, for example, operating profits as a

lil. The allocation of assets and costs among segments.

Iv. l:ﬂl'ﬁl“&ﬂﬂf with pﬂu-r FEt'iﬂds, and th
Inconsistencies. e adequacy of the disclosures withrespect to

e

L4 <t
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[ EXTERNAL CONFIRMATION [SA-505] ]

Objective of the Auditor

« SA deals with the auditor’s use of external
confirmation procedures to obtain audit
evidence .

« Audit evidence in the form of external
confirmations may be more reliable than
evidence generated internally by the entity.

« SA505 is Intended to assist the auditor in
designing and  performing  external
confirmations procedures.

Types of External Confirmation

When  using  external  confirmatig, |
procedures,is |
+ To design and perform such procedures i
obtain relevant and rellable audit E"-'idEn;E._ '
Definition of External Confirmatigniss

Audit Evidence obtalned

. s a direct written response to auditor
« from 3 Party (confirming party)

* In Paper/Electronic/Other form.

Positive Confirmation | Negative Confirmation Non Response Exception
Reguest request
Request that Confirming | Request that Confirming A failure of the A response
Party Party confirming party
respand directly to respond directly to to respond or fully | that indicates a difference
auditor auditor respond batween information
requested
indicating whether it only if it disagrees to a positive
agrees or disagrees confirmation request or
a confirmation request | and information provided
— . : : by the confirming party.
With the info in request with the information in
or the reguest returned undelivered.
providing requested
Info.

External Confirmation Procedures adopted by the Auditor to Obtain Audit Evidence

Selecting the

* Appropriate

Determining the
information to be
confirmed or requested

Confirming Party

Designing the Sending the
confirmation request including
Requests follow up.

o
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—
_.--—-II--.i What information to confirm
Select the parties to send the

confirmations

Send the confirmatian, Designing the confirmation
requests & Fallow up if requests
required

Factors to consider when designing confirmation requests
» Assertions being addressed,

Specificidentified RMM.
Layout and presentation of request,
Prior Experience of audit.

Method of Communication,
Management Authorization,
Ability of confirming party to provide the requested information

a N =

Abllity of
o Methad of canfiming
bl 4|1 Cammunication party to confirm
of the
auditor

= Layout of the
canfirmation

* The siarmions
being addressed

« Fizks of material
misstatement.
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Management's refusal to allow the auditor to send a confirmation request — steps t'a'ﬁia_-
Auditor '
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If management refuses to allow the auditor to send a confirmation request, the auditor shy)

5 T |

Inguire the Evaluate the Perform Alternative
reasons for refusal implications on RMM Audit procedure
\
v =

Refusal appears to be unreasonable = Auditor Shall Communicate to TCWG
Unable to Obtain Audit Evidences =» Determine its affect on Opinion

Megative Confirmations

Negative confirmations provide less persuasive audit evidence than positive confirmations,

Auditor shall not use negative confirmation requests as the sole substantive audit procedurs
to address an assessed risk of material misstatementat the assertion level unless all of the
following are present:

m

* The auditor has The population of A very low The auditor is not
assessed the RMM as items subjectto exception rate aware of
low and negative confirmation is expected circumstances or

* has obtained SAAE procedures comprises conditions that would
regarding the a large number of cause recipients of
operating small, homogeneous, negative confirmation
effectiveness of account balances, requests to disregard
controls relevant to transactions or such requests
the assertion conditions

Evaluating the Evidence Obtained

The auditor shall evaluate

* whether the results of the external confirmation auditor may categorise such
procedures provide relevant and reliable audit evidence, or results as follows

* whether performing further audit procedures is necessary.

+ * *’ Y
a. A response by the appropriate b. response C. Anon-response d. A response indicating
confirming party indicating deemed an exception.
agreement withthe information unreliable '

provided in the confirmation
request, or providing requested
information without exception

oz m




((INITIAL AUDIT ENGAGENIENTS - OPENING BALANCES [SA-510] ]'

Objective of the Auditor

To obtain sufficient appropriate audit evidence about whether:

E==

v

(a) Opening balances contain
misstatements that materially affect the
current period's E.5

| Initial Audit Engagement

(b) Appropriate accounting policies reflected
in the opening balances have been
consistently applied in the current period’s
F.5.

or
Changes in the accounting policies are
properly accounted for and adequately
presentedand disclosed in accordance with
the applicable FRF.

Opening Balances

——

An engagement in which E.5. for the prior
period are either:

a. not audited or

b. were audited by a predecessor auditor.

Predecessor Auditor

The auditor from a different audit firm, who

audited the F.S. of an entity in the prior
period and who has been replaced by the

current auditor.

‘Those account balances that exist at the

beginning of the period.

+ Are based upon the closing balances of the
prior period and reflect the effects of
transactions and events of prior periods and
accounting policies applied in the prior
period.

« Also include matters requiring disclosure
that existed at the beginning of the period,
such as contingencies and commitments.

e —— e e o s il
1 - - = - e
! =P
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Obtaining Sufficlent Appropriate Audit Evidence about Opening Balances by the Auditor

The auditor shall obtaln SAAE about whether the opening balances contaln misstatements
that materially affect the current perlod's financlal statements by

! ! e
Determining Determining Performing one or more |
whether the prior perlod’s whether the opening of the following e
closing balances have been balances reflect the |
correctly brought forward to the application of appropriate
current period accounting policles
T I 1
Where the prior year Evaluating Performing EPE-'Jfﬂ
F.5. were audited whether  audit  procedures audit procedures
+ perusing the coples performed In the current perlod o
of the audited F.5 provide evidence relevant to the
opening balances

* If opening balances contain misstatement detected = perform additional procedures to
determine their effect on current Perlod F.S,
* If misstatement exists in Current Period F.5. - communicate to Mngt. & TCWG.

Procedures Adopted by the Auditor to Obtain Audit Evidences regarding opening balances

Nature and Extent of Audit Procedures depend on such matters as :

* Accounting policies followed by the entity

* Mature of the account balances, classes of transactions and disclosures and the risks of
material misstatement in the current period’s F.S.

* Significance of the opening balances relative to the current period's F.S.

= Whether the prior period’s financlal statements were audited and, If 50, whether the
predecessor auditor’s opinlon was modified.

If the prior period’s financial statement were audited by the predecessor auditor

* Perusing the coples of the audited F.5.

The auditor may be able to obtain &

sufficient appropriate audit evidence * Other relevant documents relating to the |

regarding the opening balances by prior period F.5. such as supporting |
|

schedules to the audited F.S.

i
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I For Current Assets and Liabilities e
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< For current assets and liabilities, some audit evidence about opening balances may be
obtained as part of the current period's audit procedures.

E; < Inventories

The current period’s audit procedures on the closing inventory balance provide little Audit
4 evidence regarding inventory on hand at the beginning of the period.

Therefore, additional audit procedures may be necessary, and one or more of the following
may provide sufficient appropriate audit evidence:

h T e s N

Observing a current physical Performing audit Performing audit
inventory count and reconciling procedures on the procedures on gross

4 it to the opening inventory valuation of the cpening profit and cut-off
guantities. inventory items.

For Non - Current Assets and Liabilities

* Audit evidence may be obtained

¥ by examining the accounting records and other information
¥ through confirmation with third parties.

Consistency of Accounting Policies relating to Opening Balances

Auditor shall obtain sufficient appropriate audit evidence about
v '
whether the accounting policies whether changes in the accou nting

reflected in the opening balances And policies have been properly accounted for

have been consistently applied in the and adequately presented and disclosed
current period’s F.5.

in accordance with the Epp“came FRE.
= ]
Lo
- * Accounting policies are not consistently Express
applied

* A Qualified Opinion or
* An Adverse O pinion
as per SA 705

gm
——

* A change in accounting policies is not
[ properly accounted for




Reporting by the Auditor with regards to Opening Balances

AUDIT EUIDEﬂa

Unable to obtaln sufficient appropriate audit evidence regarding
the opening balances

Qualified or Disclaimay
of opinion, as appropria,

Auditor concludes
* Opening balances contaln material misstatements whose effect
has not been reflected / disclosed and

* The effect of the misstatement Is not properly accounted for or
not adequately presented or disclosed

—_
Qualified or Adverse
oplnion, as appropriate

a

Cr S\
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[ RELATED PARTIES [SA-550] ?
scopelof thissA Definitioniof Related Party I
SA deals with auditor's responsibilities EITHER
regarding ; :
+ Related Party Relationships and Related party as defined in applicable FRF
Transactions

OR

Where applicable FRF establishes minimal or
no Related Party requirements

+ Specifically, in relation to risks of material

misstatement associated with related
l - party relationships and transactions

r

¥ '
’ A. A person/entity having B. Entity over which C. Entity under common
control/ significant influence,

reporting entity has control control with the reporting
over reporting entity / significant infl uence, entity through

Y B
Common controlling
ownership

L

Common key Mngt.

Owners who are close
family members

Iieaning of Control and Significant Influence in reference to related party

FRF discuss the concepts of control and significant influence.

Generally Explain
S| i
B. Significant influence

And | * The power to participate in the financial
and operating policy decisions of an entity,

A. Control

* The power to.govern the financial and

operating policies of an entity to
obtain benefits from its activities.

but is not control aver those policies
i 1[, J,
Existence of the following relationships may indicate the presence of control or significant
influence
¥ ¥ =i
E&ct,’ Indirect The entity’s holdings Being part of TCWG or key Mngt.
equity holdings or of direct or indirect -
other financial equity or other K
Interests. financial Interests in A close family Having a significant
other entities. members \ business relatlunshipj

oon ] m



-

==

AUDIT EU!DEﬂ:

{

Heow-are wall 77

Meaning of Related PartieswithiDominant

Influence

Meaning of Special= PUrpase Entiteses
Related Parties '

* Related parties, by virtue of ability to « A special-purpose entity may be a relatey
exert control or significant influence, may party of the entity because the entity mg
be in a position to exert dominant influence in substance control it, even if the entiyy
over the entity or its management. owns little or none of the special- purpgs,

* Consideration of such behaviour is relevant entity’s equity. -
when identifying and assessing the RMM B
due to fraud.

Nature of Related Party Relationship andiTransactions

» Many related party transactions are in the normal course of business and may carry no higher

risk of material misstatement
* However In some circumstances may give rise to higher risks of material misstatement.

. F_ta:'nple:
h = L i
Related parties may operate Information systems may be Related party transactions
through an extensive and ineffective at identifying or may not be conducted
complex range of summarising transactions under normal market
relationships and structures. and outstanding balances. terms and conditions

Understanding the Entity’s Related Party Relationships) & Transactions

L B
Auditor to inquire management regarding Obtain understanding whether mngt. has
established controls to
* |dentity of entity's Related Parties ,
changes from prior period *  |dentify, account for & disclose Related
- Parties relationships & transactions
* Nature of relationships between entity *  Authorise & approve significant
and Related Parties transactions with Related Parties.
*  Authorise & approve significant
+ Type & purpose of transactions with transactions outside normal course of
Related Parties. business.

= Role of governance may be undertaken directly by the owner

* Control activities in smaller entities are likely to be less formal and smaller entities.

* Entities may have no documented processes for dealing with related party relationships and
transactions.

* An owner-manager may mitigate some of the risks arising from related partytransactions, of

potentially increase those risks, through active invalvement in alithe main aspects of the
transactions.

T o
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+ Auditor may obtain an understanding of the related party relationships and transactions, and
any controls that may exist over these,

- through inguiry of management combined with other procedures,

= such as observation of management’s oversight and review activities, and
inspection of available relevant documentation.

quefﬂnn.:- How can an auditor verify the exlstence of related party rzfurianslhfps and
transactions? '

* During the audit, the auditor should maintain alertness for related party information.
+ Auditor may inspect following records or documents that may provide information about

related party relationships and transactions,
Example :

¥ Entity income tax returns

¥ Information supplied by the entity to regulatory authorities
¥ Shareholder registers.

v" Statements of conflicts of interest.

¥ Records of the entity’s investments

¥ Contracts and agreements with key management or TCWG.

¥ Significant contracts and agreements not in the entity’s ordinary course ofbusiness.

¥ Specific invoices and correspondence from the entity’s professional advisors.
¥ Life insurance policies acquired by the entity.

¥ Significant contracts re-negotiated by the entity during the period.

¥ Internal auditors’ reports. _

¥ Documents associated with the entity's .ﬂlrngs with a securities regulator.
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LANAL?TIEAL PROCEDURES [SA-520] J

Meaning of Analytical Procedures

—

a

Evaluation of _| Through analysis Among both financial
Financial Information | of relatienships & non financial data
AND other relevant
Information
Also encompass L, identified fluctuations that are OR
such investigation or relationships inconsistent with

Analytical procedures include the consideration of comparisons of the entity’s financial

information with as well as consideration of relationships,

that differ from
expected values by ;
significant amount,

Consideration of comparisons Consideration of Various other .

of Financial Information with relationships among procedures
* Comparable information Fﬂj * Elements of financial cﬂ:l * Using advanced
for prior periods information statistical
* Anticipated results = Financial information and techniques.
* Simllar industry relevant non financial
information information
Types of Analytical Procedures
Industry data

Similar prior period data

—

Auditor’s determined
expected results

Expected results using
non financial data

Client's determined
expected results
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¢SE0pe of SA 520

To obtain relevant& reliable aydit Todesignfand perform analytical procedulres
evidence when UsingisUbstantive neanthelend ofitheaudit
analytical procedires » thatassistithe auditor when fo Tming an
overallconcllisionfas towhether the ES:
onsistentiwith auditor's
understandingof the entity,

Purpose and timing of Analytical Procedures

A. Purpose of Analytical Procedures

Comparisons & Relationships

¥ Analytical Procedures use » To assess reasonableness of

Account balances/ other data

Balances of Establishing :":‘t‘;'“ Comparisons Same setof Balances in
Balance sheets onship hm“ T previgus years
Ph Nnte . ; .lendlitlnn with
ﬂﬂhl balances # Financial Records
——  Bankers —I '
Obtain ecalidiles Reconciliation Balances In books
Bccounts 3 s e of Accounts
— ACopunt _J -
e mhh :
Outstanding Confirming Amounts » By preparing
Income & reconciliation statements
Expanies

All are helpful in detection of unusual state of affairs and mistakes In accounts

D e | E
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Balances of Comparisan Balances of Profit & Loss Afc Ta find . '.rmlat}nn In
prafit & loss #+ of another entity for same * "“H:ahllr:
of entity periad & tHime Pro ¥ .
Balances of Comparlsan Balances of Previous To find Increasef
Profit & loss of # year of Profit & Loss ' Decrease of profit |
FEE Increase/ Decrease n
expendltures in relation
Setting expenses Setting enpenies To find £ & tradi ;
mlmll:n Prafit & Comparlson . rayios in Profit & »| tosales & trading profi
Logs of Current year Loss of Previous Year J
ticllibrg = If these differences are found
| Auditer would
Assess whether accounts have Materia
been manipulated to inflate or
suppress profit

7 -E.. 'i'ilﬁing of Analytical Procedures

4 1 v

A. Planning Phase B. Testing Phase C. Completion Phase

C. Analytical Procedures in Planning the Audit

In planning stage analytical procedures assist the auditor in following

/ { | }
Understanding the Identifying areas of Determining the nature,
client’s business potential risk. timing and extent of his

other auditprocedures

Substantive Analytical Procedures

Auditor determine to perform (by using Professional Judgement)

T T ¥
Only Substantive Only Test of details Combination of
Analytical Procedure * Substantive Analytical
Procedure or
* Test of Details

—

* To reduce audit risk to an acceptably low level
* To response to assessed risk.
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Factors to be considered for Substantive Audit Procedures
(i} Availability of . " Reliable and i
relevant data will facllitate effectiy i
Data procedures, e
(it .

Degree of disa i i i
S geregation directly affect the degree of usefulness in
Disaggregation detecting misstatements

iil} Account x i i
!r }E un Substantive analytical procedures are more useful for the certain
¥p types of accounts then others

Income statements accounts are more predictable reflact
accumulated transactions

!ialam:e sheet accounts represent net effects subject to ma nagement
judgement

(iv) Source —t o

Some class of transactions are more predictable because of similar
transactions

Non routine & estimations are subject to management judgement
therefore difficult to predict.

(v) Predictability —

Substantive analytical procedures are more appropriate when an

account balance or relationships between items of data are
predictable,

(vi) Nature of *  Substantive analytical procedure may be more effective in providing

Assertion evidence for some assertions than for others

{vil) Inherent * Design audit procedure to address Inherent Risk consider nature of
Risk

Risk of MM to determine Substantive Analytical Procedure to obtain
evidences

* When Inherent Risk is higher design Test of detalls to address that
higher risk =

* When Significant risk Identified audit evidence obtained from SAP I¢
unlikely to be Sufficient.

Techniques available as Substantive An alytical Procedures

(i) Trend |, * Trend analysis is most commonly used technigue which Involves

Analysis comparison of current data with the prior period balance or with a
trend intwo or more prior period balances,

» The auditor evaluates whether the current balance of an account
maves in line with the trend established with previous balances for
that account.

ok b
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* Trend analysis implies analysing account fluctuations by comparin
current year to prior years.

(i) Ratio * Ratio analysls involves analysing revenue and capital items forming
Analysis part ofbalance sheet and profit and loss account. |
* Ratlos can also be compared over a period of time or to the ratjos o
otherentities within the industry. |
* Example : Financial ratios may include:
v Tradé receivables or inventory turnover
v" Freight expense as a percentage of sales revenue

(i) * Unlike trend analysls, this analytical procedure does not rely on evenys
Reasonableness —  of prior periods, but upon non-financial data for the audit period
Tests under consideration,

* These tests are generally more applicable to income statement
accounts and certaln accrual or prepayment accounts.

(iv) Structural A modelling tool constructs a statistical model from financial and/or non-
modelling financial data of prior accounting periods to predict current account
balances (e.g., linear regression).

Analytical Procedures used as Substantive Tests

T L ¥ ¥
Determine Suitability of Evaluate rellabllity of Develop an expectation Determine acceptable
Analytical Procedure Data o Of recorded amounts/ || differences
o For given assertions o Taking account of ratios and evaluate o Of recorded
o Taking account of source comparabliity whether the amaounts from
assessed risk of MM nature and relevance expectations is expected values
& Test of Details of information sufficiently precise to that is acceprable
available and controls identify material without further
over preparation misstatement investigation

Suitability of Particular analytical procedures for given assertions

* Generally more applicable to large volumes of transactions that are tend to be fictabl

overtime

Its application is based on expectation that relationship among data exist & continue unless
found contrary :

Suitability will depend upon Auditor's assessment how effectively it will be detecting 2
misstatement

In some cases even an unsophisticated predicative model may be effective
Different types of Analytical procedures Provides Different Jevel of Assurance
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» The determination of the sultability of particular substantive analytical procedure Is

Influenced by the nature of the assertion and the auditor’s assessment of the risk of
material misstatement,

+ Particular substantive analytical procedures may also be considered suitable when tests of
detalls are performed on the same assertion,

The Rellabllity of DATA

Following factors affects the reliabllity:

Source of
Informatlon

For example, Information may be more reliable when it is obtained from
independent sources outside the entity

Comparability of

For example, broad industry data may need to be supplemented to be
the information

comparable to that of an entity that produces and sells specialised products.

Mature and

For example, whether budgets have been established as results to be expected
relevance

rather than as goals to be achleved

Controls over the, For example, controls over the preparation, review and maintenance of
preparation of budgets.

' the information

Evaluation of whether the expectation is sufficiently precise

To identify a misstatement that when aggregated with other misstatements
May cause the financial statement to be materially misstated

‘ ,

The accuracy with which the The degree to which The availability of the
expected results of Information can be information both
substantive analytical disaggregated Financial & Non financial
procedures can be predicated

Amount of Differences of recorded amounts from expected values that is acceptable

Amount of differences from the expectation that can be accepted without further Investigation

Influenced by

A. Materiality And | B. Consistency with the desired level of

assurance, taking account of the possibllity that a
misstatement, individually or when aggregated
with other misstatements, may cause the financial
statements to be materlally misstated.
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Amount of

differences
considered

Investigation

Investigating Results of Analytical Procedures

Identify fluctuation or relationships that differ from expected values.

The Auditor shall investigate such difference by

T e L

Alditors g Aldit

i - _:_ . Assessment : """"dﬂmﬂ"
ucc_epm [ '. of Risk reqlired)
without r

a} Inquiring of management and b} Preforming other audit procedu
obtaining appropriate audit evidence as necessary in the circumstances

£

relevant to management's response

Analytical Procedures that assist when forming an Overall conclusion

Conclusiens from results
of Analytical Procedures

e

Conclusions formed of individual
bl components or elements

~

Assist alditor to Draw Reasonable conclision

To base Auditor's Opinion

Risk of Material
Misstatement

Unrecognized
Procedures E

Result of Analytical ”_

~

L Auditor will revise Risk Assessment Procedure (5A 315) ]
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AUDIT OF ITEMS OF FINANCIAL STATEMENTS

B AUDIT OF ITEMS OF FINANCIAL STATEMENTS

pefinition of Assertions

Refers to the — Representations by management explicit or otherwise, that are

embodied in tfle financial statements, as used by the auditor to consider the different types
of patential misstatements that may occur

In PIEpaning ffﬂﬂﬂ‘:ial statements, company's management makes various implicit or
explicit claims (i.e, assertions) regarding;

! S
* Completeness ; Vo
+ cut-off 5.
+ existence/ occurrence Of Assets, Liabilities, Equity, Income,
+ valuation, measurement * Expenses and Disclosures in accordance
« rights and obligations and with the applicable accounting standards.

* presentation and disclosure

'

INCOMESTATEMENT

a. Occurrence: Transactions recognized in‘the income statement have occurred and relate
to the entity. A B

] L .
ma W - - =
B '

b. Completeness: All _u_'éﬁ_.ﬁ!:_tin'r[s that were supposed to be recorded have been
recognized in the'income statement and further, transactions have been recognized in
the correct accounting periods. ' '

c. Cut-off: Whether all income and expenses are reported in the correct accounting period.
Cut-off Is_a separate assertion because the substantive procedures to verify it are
typically different from those applied to the other components of completeness.

d. Measurement: Transactions have been recorded accurately at their appropriate
amounts and further, transactions have been classified and presented fairly in the
income statement.

e. Presentation and Disclosure: Transactions have been classified and presented fairly in
the financial statements. Presentation and disclosure assertions are considered during
the course of the audit to determine that disclosures are complete and accurate.
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AUDIT OF ITEM3 OF FINANCIAL STATEMENTY!

i

1. Assortlon to be Examinced P EXISTENCE

* Check—
» whether there are controls in place to ensure that invoices cannot be recorded |
than once and
» receivable balances are automatically recorded In the general ledger from the or Einal
invoice.
Ask for
» A period-end accounts recelvable ageing report

» Trace the balance as per the report to the general ledger.
Check

~ whether - reallzation is recorded Involice-wise or not. .
# If not,= Check that money received from debtors is adjusted chronologically invig.
wise and on FIFO basis ie. previous bill is adjusted first,
If any large balance is due for a long time, auditor should
# Ask for reasons and justification for the same. \®

Direct confirmation procedures

Auditor employs direct confirmation proced ure with the consent of the entity under audit
This should necessarily bedone for all sigﬁfl‘in:ant account balances as atthe period- end.

Contact customers directly and ask ﬂ"lern_tn'cu nfirm the amounts of unpaid accounts
receivable as of the end of the reportingperiod under audit.

=

There may be situations where the management of the entity requests the auditor not to
seek confirmation from certaintrade receivables.

L
Auditor should consider whether there
are valid grounds for such a request

Also need to reconsider the NTE of his audit
procedures Including the degree of planned
reliance on management'srepresentations

Trade Receivables may be requested to confirm the balances either
a.  asatthe dateof the balance sheet, or

b. a: at any other selected date which is reasonably close to the date of the balance
sSheet

Date should be decided by the auditor In consultation with the Company
Form of requesting confirmation from the trade receivables may be either in

Form with balance outstanding amount as Form without any balance mentioned meru;:
!:er the company, * wherein the trade recelvable is requested |
wherein the trade receivable is to respond with the balance outstanding

requested to respond whether or not he as perhls records.

is inagreement with the balance shown,




AUDIT.OF ITEMS OF FINANCIAL STATEMENTS

Hello Everyone i/
How-ave w ali 77 J

Method of selection of the trade receivables to be circularised should not be revealed to

the Company until the trial balance of the trade receivables’ ledger is handed over to the
auditor.

A list nEII’ trade receivables selected for confirmation should be given to the entity for
preparing request letters for confirmation which should be properly addressed.

Auditor should maintain strict control to ensure the correctness and proper dispatch of
request letters.

It should be ensured that confirmations as well as any undelivered letters are returned to
the auditor and not tothe client.

Any discrepancies revealed by the confirmations received or 'h_-.-r the additional tests

carried out by the auditor may have a bearing on other accounts not included in the
original sample. :

Company should be asked to investigate and reconcile the discrepancies, if any.

Where no reply is received, the auditor should perform alternate procedures regarding the
balances, n,

¥ This could include

Agreeing the balance to cash’| | Preparing a detailed analysis of the balance,

received subsequently | ensuring it consists of identifiable transactions
and confirming that these revenue transactions
actually occurred.

* Related Party Receivables

r —_—— ¥
Review them for collectability as well as The value of such transactions were
whether they were properly authorized reasonable and at arm’s length,

Perform Analytical Procedures

* Review-> A trend line of sales and Heasuyetheaferage Make inquiries about
accounts  receivable, or  a || collection period reasons for changes in
comparison of the two aver time, to trends with the
check if there are any unusual T and
trends. document the same jp

* To check the reasonableness of ' audit work papers.

_ balances




AUDIT OF ITEMS OF FINANCIAL STATEMENTS

§
2 Asscrtion to be Examined’; COMPLETENESS
Cut off procedure |
For the p involces | | Check=~> that the || Ensure =  All || Ensure - No guud_s"
issued during the last | | goods should | | goods dispatched || dispatched after th,
few days (last 5 days || have been || prior to  the || year- end have beep
of the reporting year) | | dispatched and || period/ year-end !nmiced and ||
ie. cut-off date and || not lying with the || have been invoiced || included In debtors
which have been || Company and included in || forthe period under
included in the debtors on a test || audit. .
debtors check basis =
Invoices

* Testinvoices listed in receivable report. -

+ Select few invoices from the accounts receivable ageing report and compare them o
supporting documentation to see if they were billed with the correct amounts, to the correa

| customers, and on the correct dates.

* Match invoices to shipping/ d[spatth'lug.

* Match invoice dates to the shipment dates for those items in the shipping/ dispatch log, tosee |
if sales are being recorded in the correct accounting period. |

* This can include an examination of invoices issued subsequent to the period being audited, to
see ifthey shouldhave been included in the period under audit.

—

» If there Is a situation where the Company is billing customers for sales despite st
retaining thegoods on-site (known as “bill and hold™),
» Examine- supporting documentation to determine whether a sale has actually
taken place or not

*  Review the receiving log to see if the Company has recorded an in ordinately large amount
of customer returns after the audit period, which would suggest that the Company maj
have shipped more goods near the end of the audit period than what the customers had
authorized to inflate the profits of the company.

*  Review the process of giving discounts/ incentives and check whether the same were
given as per the Company’s policy/ general industry trends.

*  Review the process of giving discounts/ incentives and check whether the same wert
given as per the Company’s policy/ general industry trends.

EETE o




AUDIT OF ITEMS OF FINANCIAL STATEMENTS 5

Review credit memos, on a sample basis, issued during the audit period to see if they were
properly authorized and whether they were issued in the correct period.

Review credit memos issued after the period end to see if they relate to transactions
belonging tothe period under audit.

Where any deduction has been made against a bill, check the reason and correspondence
for the same.

3. Assention/to be Examined : VALUATION

Review — Process followed by the Company to derive an allowance for doubtful accounts.
Obtain —+ Ageing report of accounts receivable (both Dr/Cr balance).
Obtain — List of debtors under litigation and compare with previous year.

Scrutinize the analysis and identify those debtors which appear doubtful;

Discuss with management about || | Perform further testing where any
reasons as to why these debtors are not | - |- disputes exist.

included in the provision for bad debts, |

Check if provisions are made at Iaplpmpri-ate rates considering the recoverability of amounts
due. : e

Prepare schedule of movements of bad debts.

Provision accounts and debts written off and compare the proportion of bad debt expense
to sales for the current year in comparison to prior years to see if the current expense

appears reasonable.

Check that write-offs of the receivable balances have been approved by an
appropriate authority i.e. the Board of Directors in case of a company.

4. Assertion o be Examined : DISCLOSURE

Check that the restatement of foreign currency trade receivables has been done properly in
accordance with AS 11.

Proper disclosure of Related Party Transactions as per AS 18 or IND AS 24,

Ensure that the transactions with parties covered under Section 189 (Register of Contracts
or Arrangements in which Directors are interested) of the Companies Act, 2013 are reported
properly in Companies Auditors'Report Order (CARO),2020.
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. Ensure whether the following disclosures as required under Schedule Wl (Pant )
Companies Act, 2013 are made for each amount disclosed under the heading “Try,

Receivables”
(i) Trade Receivables ageing schedule

(Amount In Rs.) ™

Partlculars Dutstanding for following periods fromdue date of paymentil S
Lessthan6 |6 1-2 2-3 More than 3 [Tota]
months months-1year |years years |years

(1) UndisputedTrade T

receivables—considered good \

() UndisputedTrade
Recelvable-consldered
doubtful

(11} Disputed Trade Recelvables - 1
consldered good L W SR

[iv]) Disputed Trade Recelvables - e
consldered doubtful . | |

# similar information shall be given wﬁpre no. due date of payment is specified, in that case
disclosure shall be fromthe date of the transaction.
Unbilled dues shall be disclosed seporately.

(ii) Trade receivables shall be sub-classified as:
a. Secured, considered good;
b. Unsecured, considered good;
¢ Doubtful,

(iii} Allowance for bad and doubtful debts shall be disclosed under the relevant heads
separately.

(vi) Debts due by
* directors or other officers of the company or an '
y of them either severall
- e Iy or jointly with

firms or private companies respectively in which

any director {5 a
ora member should be separately stated. 4 partner or a director




AUDITOF ITEMS.OF FINANCIAL STATEMENTS

e Cash & Cash Equivalents

« |fthere are more than one cash
balances
# when there is a cashier,

¥ A petty cashier,

» Abranch cashier and, in

All ofthem should be
checked simultaneously.

1: Assertion|to bel Examined: EXISTENGE, COMEPLET ENESS

» Unless Cash are checked by surprise, there can be no certainty that the cash produced for
inspection was in fact held by the custodian.

+  Cash should be checked not only on the last day of the year, but also checked again
sometime after the close ofthe year without giving notice of the auditor’s visit either to
the entity or to his staff. (Surprise check)

['so that the shortage in
“one balance is not made

"

L

» good by transfer of

‘| amount

from

the

addition, _ ' " %
# there are imprest balances g
with employees

others.

* Itis desirable for the cashier 1
» Tobe present while cash is being counted :
> He should be made to sign the statement prepared containing details of the cash
balance counted along with denomination of cash. | A
If he is absent at the time the cash is being verified

.

he may hold the auditor responsible for the shortage, if any, in cash.

*  [Fthere is any rough Cash Book or details of daily balance are separately kept,
+ Auditor should — Test entries from the rough Cash Book with those in the Cash
Book to prove that entries in the Cash Book are correct.

*  If the auditor finds any slip, chit or LO.Us In respect of temporary advances paid to the
employees included as part of the cash balance,
» Auditor should— Check whether those are approved by an authorized official

and recorded in the appropriate accounts.

' hould also perform
Th; auﬁts; :hnsl:nsilhritpf analysis by compiling a summary of total cash receipts and

h month and
. ii.}::;l:nu:z:g trends=> to see if there have been variations in any specific month

and request brief descriptions fromthe management.
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Hello- Everyone !

Heoware wall 77

Verification of Bank Reconciliation Statement

i ~ :

Obtain bank reconciliation || Understand the || Ensure thall: B:S Is signed p,
statements (BRS) for all bank || client's process and || the authorize Ipersunnﬂ 50
accounts maintained by the || periodicity of || that hi.j s a1be to  assigy
entity as at the reporting period. || making the BRS. responsibility in case of ap,

errors.

Verification of BRS shall entail the following
1. Tallying the balance as per bank book to the bank confirmation/statement.

2. Checking of all material reconciling items included under cheques issued but presenteq
for payment to the underlying bank book forming part of books of account.
! y
The auditor should Where cheques have become stale i.e. 3 months
or more have lapsed since the issue date
L

* Request for bank statements of . !
subsequent period and

Verify if the cheques issued have LSame should not appear in the BRS andJ

—

subsequently been cleared by the bank. || should instead be taken back to liabilities

3. Checking of all material re:pnrﬁi:_ﬁ items included under cheques deposited but not

credited by bank
_ i : }
[_'ﬂil'ﬁﬁdﬂnrﬂhﬂuld' For any instances related to cheques not cleared
¥ beyond reasonable time, the auditor should
* Request for bank deposit slips, Il
duly a:hnuwlud;;d S o * Seek brief descriptions from the management

+ Verifying if the balances were || * Lnnmczs?a ;uch explanations are found to be
credited by bank subsequently by o

tallying to the bank statement of ¥ Verify - The revenue recognition related to
subsequent period. such parties was in order and as per the
Company's revenue recognition policy.
4,

Checking of all material reconciling

items included under amounts or charges
debited /credited by bank but not accoy nted g
¥

'
Auditor should Ifthe amounts are found to be materi
* Requesting for  bank i

* Ensure that the management records the adjustments
statements for the period for the same ip jts books of account. :
under audit &

* If management doe t : il
* Tallying the same. & 5 not adjust, the auditor sha

consider to qualify his report, _____J[
e ———

—)
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. Hello- Everyone /!
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Direct confirmation procedures

Auditor is required to confirm all year end account balance maintained with the bank.

In case of any discrepancies, client should be asked to investigate and reconcile the
discrepancies, including seeking written explanations/clarifications from the
banks/financial institutionson any unresolved gueries.

Auditor should emphasize for confirmation of 100% of bank account balances.

In remote situations were no reply is received, the auditor should perform additional
testing regarding thebalances. :

This testing could include

Agreeing the balance to bank statement | | Prepare a final summary of the results of
received by the Company or internet/online | | the circularization and draw the final
login to account in auditor’s personal | | conclusion

presence : :

7 Ascerptionto be Examined: VALUED

Th

e auditor should ensure PR ¥
All bank accounts holding foreign currency have been restated at the closing exchange rates
as per applicable FRFE. v

3 Assertion to be Examined: DISCLOSURE

U]

i)

lii] Balances with banks to the extent held as margin money or security against the

(¥) Repatriation restrictions, if any, in respect of cash and bank balances shall be

(v)

Cash and cash equivalents shall be classified as:

(a) Baian;usmmhanks;

(6) Cheques, drafts on hand;

{¢) Cash onhand;

(@) Others (specify nature).

Earmarked balances with banks (for example, for unpaid dividend) shall be
separately stated.

borrowings, guarantees, other commitments shall be disclosed separately.

separately stated.
Bank deposits with more than 12 months’ maturity shall be disclosed separately:.

T —
. a
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AUDIT OF ITEMS$ OF FINANCIAL nmmzm

Examined ¢ EXISTENCE

1. Assertinn Lo he

Review entity’s plan for performing inventory count.

Ensure that consigned goods have been segregated.

Auditor should participate in the inventory count with themanagement. |

Test counts of inventory by auditor should include:
« Observing employees are adhering to the agreed plan.
« Assuring that all items are properly tagged. _

« Assuring that there is appropriate supervision on the countprocedure.
« Observing that proper amounts are shown on tags.

» Determining that tags and summary sheets are controlled andreconciled.

« Reconcillation of test counts with tags and summary sheets and discrepancies noted,
if any, are summarized and agreed with client person nel.

« Staying alert at all times and specifically being cautious about empty boxes, etc. and
obsolete items. '

« Performing cut-off testing by documenting last 5-10 receiving reports and
shipping documents as of the period end.

« Ensuring exclusion of third-party stock and damaged or obsolete stock.

« Ensuring the accounting ofall stock sheets.

« Investigating any.significant differences between the physical stock take and the
stock records as per books. Further, the auditor should ask the entity’s personnel to

sign all stock count sheets and also agree the variances observed, if any, to avoid any
conflicts.

When the entity uses periodic system for inventory count,
« it should be undertaken at the end of the period.

+ If the entity uses perpetual system with proper and adequate records, inventory may
be counted at interimdates.

Confirm or investigate - Any Inventory of the entity lying with a third party (specifically
relevant for cases where the entity gets Job work done in its process of production).

L Assrriion o be Examined COMPLETENESS

Perform analytical procedures (comparison tests with industry ave d riof
years, trend analysis, etc.). Y rages, budgets, p
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L | }
(ompute inventory turnover Perform vertical analysis Compare budgetary
ratio[COGS/ average inventory) (inventory/ total assets) expectationsvis-a-vis

actuals

Examine non-financial  information related to inventory, such as weights and other
measurements.

. Perform purchase and sales cut-off tests.
% Trace shipping documents (bills of lading and receiving reports, warehouse
records, and inventory records) to accounting records immediately before and
after year-end -

. With respect to tagged inventory, perform tests for omitted transactions and tests for
invalid transactions. :

Verify = the clerical and arithmetical accuracy of inventory listings.

Ftecﬂlncile B,
L 1 R L4

Physical inventory || Physical _ ::u'uytr— Inventories which belong to client but

amounts with || with generalledger | | are held with third parties like

perpetual records. control totals transporters, warehouses, port
authorities etc.

3 Assertion o be Examined: RIGHTS

Vouch — recorded purchases to underlying documentation.
Evaluate— the consigned goods.

Examine— client correspondence, sales andrecel
Determine— existence of collateral agreements.
Review— consignment agreements.

Review—s material purchase commitmentagreements.
Examine— invoices for evidence of ownership i.e. the invoices shall be in the name of the

|
J client. !
* Auditor shall obtain confirmation forsignificant

vables records, purchase documents.

® ® w w ® = w

items of inventory.

4. Assertion Lo be Examined : VALUATION

* Depending on how the husiness operates, the management may value inventory using

First-in first-out (FIFO) or weighted average basis.
* Consider the reasonableness of the method adopted.
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1. For Raw materials and consumables

accounting records.

2. For Work in progress

e e e e e

Ascertain If standard costs arc Test check Follow up valyay,,
what elements || used, Cost prices used with of all damageq
of cost are || * Enquire into basis | | purchase involces thlm.
included of standards; received In  the || inventories pppy
« How these are || month(s) prior to || during obseray,
compared with | | counting. -:n‘: physical counting
actual costs and with a  view
* How variances are es,tﬂhlf_shmg %
analyzed and real{stn: net
accounted for/ realizable value,
treated in ———

Ascertain _
* how the various stages of | | areincluded,
production/ value additions | | *

are measured and

* |n case estimates are made,
understand the basis for .
such estimates.

by the entity.

Compare suchbasis with the
available costing and financial
l' data/ informationmaintained

Ascertain Swhat elements of cost Ensure
that material
IFoverheads are included, costs exclude any |
ascertaln the basis on which abnormal '
they are included and wastage factors. |

‘3. For Finished goods and goods for resale

/\

Enquire
«  what costs are included, how these

have been established and

Ensure
+ QOverheads included have been

appear reasonable In relation to the
information disclosed in the financial
l statements.

determined based on normal costs and

* Ensure

# that Inventories are wvalued at net
realizable value if they are likely @
fetch a value lower than their cost

* For any such items, also verify if the

relevant  semif partly  processed
inventories (work in progress) and raw
materials have also been written down.

=
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| Obsolete,Damaged, Slow moving Inventory

. Follow up for items that are obsolete, damaged, slow moving and ascertain the possible
realizable value of such items,

. Examine the valuation of obsolete and damaged inventory.

+ Request the client to provide inventory ageing split and follow up for any inventories which
attime of observance of physical co unting were noted as being damaged or obsolete.

S

» Compare - Recorded costs with replacement costs.

» Examine= Vendor price lists to determine if recorded cost is less than current prices.

» Calculate— inventory turnover ratio. Obsolete inventory may be revealed if ratio is

significantly lower.

In manufacturing environments, test overhead aflu_r:aﬁan' rates and ensure that only
direct labor, direct material andoverhead have been included.

______

Verify — correct application of lower-of- cost-or-net realizable value principles.

il |

A Assertion to be Examined: DISCLOSURES

¥

Ensure whether the following disclosures as re

[ quired under Schedule 111 (Part I) to the
Companies Act, 2013 have been made:

Whether inventory has been classified as:

# Raw materials .

o Wl}rk;iii-prﬁgrt?;s

* Finished goods

# Stock-in-trade [goods acquired fortrading)
# Stores and spares

# Loose tools

# Others (specify nature).

Whether goods-in-transit have been disclosed separately under each sub-head of
inventories.

Mode of valuation shall be stated.

e

e

g e

RN
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1VASsertion/to be Exantthed - EXISTENCE

» Review entity’s plan for performing physical verification of PPE

M

whether performed by own staff or whether physical verification shall be done

by a third party and the policy | | on annual basis or once in two years/ three
regarding periodicity years.

+ Evidence of appropriate supervision of those performing physical verification of PPE
should be examined.

+ Obtain PPE physical verification report backed by the wnrklng sheel:s frum the entity and
perform the following procedures .

v ' v
Assess if all items of PPE | | + Reconciliation of items of | Verify
are . PPE as physically verified || * Discrepancies noted,
* Properly tagged with the fixed asset based on  physical
 Carry identification register maintained by the verification undertaken
marks/ numbers entity as at the date/ and
* Physical verification period _ of | _undertaking || * Manner in which such
work papers do capture physl:alverlﬂcatinn. discrepancies have been
the asset identification || « Specifically’ verify if the dealt with in the entity’s
numbers for assets PPE additions up to the books and financial
physically verified. date, of physical statements.
' werification have been
updated in the fixed asset
register.

7 Asception o be Examined: COMPLETEMNESS

Verify the movement in the PPE schedule (asset class-wise like building, Plant &
machinery etc.) compiled by the management

Opening balances + Additions during the period - Deletions during the period =
Closing balances.

*  Tally the closing balance to the entity’s books of account.

*  Check the arithmetical accuracy of the movement in PPE schedule,

* Tally the opening balances to the previous year audited financial statements,

*  Obtain a listing of all additions from the management and perform the following
procedures: Verify= if such expenditure meets the criteria of PPE as per AS 10

(Revised).
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Z« Land, Bullding, Plant & Equipment, Furniture & Fixtures, Vehicles, Office |i-]‘-"""'
Compulters ete. referred to AS *Property, Plant And Equipment® (YPEE")

Recognition Criteria for PPE

Cost of an item of PPE should be recognised as an asset if, and only if:

A

It is probable that future economic And | The cost of the item can be rﬂ

benefits associated with the item reliably.
will lowto the enterprise,

* An enterprise evaluates under this recognition principle all its costs en property, plant
and equipment at the time they are incurred.

* These costs include costs incurred:

e

Initially to acquire or construct an Sl;lI:|51=.c1u12_t"|'1:l_-|.'-'r to add to, replace part of
item of property, plant and equipment ar service it.

1

. Measurement at Recognition

L]

* An item of property, plant amlf'izqu"ipf'nent' that qualifies for recognition as an asset should
be measured at its cost. \

-l ~ Elements of Cost |

Cost of an item of property, plant and equipment comprises

Purchase price Any costs directly Initial estimate of rh:l'
| + Import duties attributable to bringing the costs of dismantling
| + Non refundable + asset to the location and + removing the item and

purchase taxes condition necessary for it restoring the site on|

« Trade discounts & to be capable of operating which it is located

rebates) in the manner intended by =
management.

*  The expenses have to be analyzed and properly classified.

* The revenue expense like regular re
Statement of Profit and Loss.

pairs on assets have to be charged off to the
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+  Verify that the cost of an item of property, plant and equipment s as per AS 10(Reyjg, \

c d servicing equi
» ltems such as spare parts, stand-by equipment an Pmen;
recognised in accordance with AS10 (Revised) when they meet the definitig,
property, plant and equipment. Otherwise, such items are classified as inventgyy,

% Ensure-> Entity is not recognizing costs of the day-to-day servicing in the Carryiy,
amount of an item of property, plant and equipment.

» Test» Purchase invoice, installation certificate or report or ﬂ!h,er Simi
documentation maintained by the entity to verify the date of addition, f, il
additions samples of PPE during theperiod under audit.

W

Verify-» Whether the PPE additions have been approved by authorized personpg

-‘;r

Verify-» Whether proper internal processes and pmcgdqreslliltel illwiting COMPetity,
quotations/ floating tenders etc. were followed prior m.ﬁnallsln_g the vendor g,
procuring items of PPE/ awarding of work contract for capital projects by Checking
the supporting documents of the sample_smselectéq_l.' '

e

* Inrelaton to deletions to PPE

L] - 5 . *
Understand from the management the |\, ,up Manner of disposal |
reason and rationale for deletion.

* Obtain - Management appﬁ:ivél and discard note authoring disposal of the asset from i
active use. &

*  Verify - Process followed for sale of discarded PPE, for example - inviting competitiv
quotes, tenders and the basis of calculation of sales proceeds.

*  Verify =
> Mapagement has accurately recorded the deletion of PPE (original cost and
accumulated depreciation up to the date of disposal) and
# Resultant gain/ loss on disposal of PPE iter in theen tity’s books of account.

d.Assertion/tobe Examined : VALUATION

*  Verify - Entity has charged depreciation on all items of PPE unless any item of PPE is nor-
depreciable like freehold land.

Assess that the depreciation method used reflects the pattern in which the assets

future economic benefits are expected to be consumed by the entity.
It could be

= Straight line method,
* diminishing value method,
= unitof production method,
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. The auditor should also verify -
» Whether the mana
# todetermine whe

the requirements of

gement has done an impairment assessment

ther an item of praperty, plant and equipment is impaired as per
A3 28 - Impairment of Assets,

4 Assertion to bp Examined ! RIGHTS & OBLIGATION

+  In addition to the procedures undertaken
during the period under audit
The auditor while performing testing of additions should also verify

» Al PPE purchase invoices are in the name of the entity that entitles legal title of
ownership to the respective entity. B M

for verifying completeness of additions to PPE

+  For all additions to land and by
# Check the conveyance de
valid owner or not.

ilding in particular, the auditor J.i!hl;:l.l_'.lfd
ed/sale deed to verify whether the entity is the legal and

*  The auditor should s .
»  Insist and verify the original title deeds for all immovable properties held as at the
balance sheet date, U ¥

LU |

* In case the entity has given such .'mmnvzﬁ:bfe property as security for any borrowings
andthe original title deeds are not available with the entity
The auditor should P Wy &

# Request— Entity's man_a'géﬁent for obtaining a confirmation from the respective
lenders that they are holding the original title deeds of immoveable

property as
security. _ .
#  Verify— Register of charges, available with the entity to assess that any charge has
been created against the PPE.

5. Assertion to be Examined : DISCLOSURES

Ensure whether the followi ng disclosures as required under Schedule I11 (Part I) to Companies
Act, 2013 have been made under the heading “Property, Plant and Equipment";

[} Classification shall be given as:

v ¥ ¥ ¥ ¥ i |
|| Land || Buildings Plantand Furniture || Vehicles Office Others
Equipment and equipment (specify
Fixtures nature)

(i) Assetsunder lease shall be separately specified under each class of asset,




AUDIT OF ITEM$ OF FINANCIAL STATEMENTS

Howare w all 22

. The auditor should also verify —

» Whether the management has done an impairment assessment
» todetermine whether an item of property,

lant and equipment is impaired as per
therequirementsufﬂsza-Impaimemufp ki 5 i

Assets,

duAssertiontolbe Examined ; RIGHTS & OB LIGATION

» In addition to the procedures underta
during the period under audit
The auditor while performing testing of additions should also verify

» All PPE purchase invoices are in the name of the entity that entitles legal title of
ownership to the respective entity, e

ken for verifying completeness of additions to PPE

For all additions to land and building in particular, the nu.dim}-‘ should

¥ Ehn_::k the conveyance deed/sale deed to verify whether the entity is the legal and
valid owner or not. ey, e

+  The auditor should & 5

» Insist and verify the original title deeds for all immovable properties held as at the
balance sheet date. 'V

In case the entity has given such Immm':éi:urlbfe property as security for any borrowings
and the original title deeds are not available with the entity
The auditor should i T

» Request—+ Entity's m'a;_rxa'gei:ﬂfnt for obtaining a confirmation from the respective
lenders that they are holding the original title deeds of immoveable property as

security. s o P
® Verify— Register of charges, available with the entity to assess that any charge has
been created against the PPE.
" = :__- 5. Assertion to be Examined: DISCLOSURES

Ensure wheth..éi- the following disclosures as required under Schedule I1I (Part I) to Companies
Act, 2013 have heen made under the heading "Property, Plant and Equipment”:

[0 Classification shall be given as:

v ) Y ¥ s ik
Land | Buildings Plantand || Furniture || Vehicles Office Others

Equipment | | and equipment || (specify
Fixtures nature)

i) Assetsunder lease shall be separately specified under each class of asset.
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iil. A reconciliation of the gross and net carrying amounts of each class of assets g the
beginning and end of the reporting period showing additions, disposals, acquisiyy,
through business combinations, amount of change due to revaluation [:” change Is 10, o
more in the aggregate of the net carrying value of each class “_f Property, Plant gy,
Equipment) and other adjustments and the related depreciation and [mpairmg,
losses/reversals shall be disclosed sepa rately.

‘v Where sums have been written-off on a reduction of capital or revaluation of asseys
where sums have been added on revaluation of assets, every balance sheet subsequen y,
date of such write-off, or addition shall show the reduced or increased figures o
applicable and shall by way of a note also show the amount of the reduction or Increasy 5
applicable together with the date thereof for the first five years subsequent Lo the datg g
such reduction or increase. '

' To be disclosed as Additional Regulatory Information |

i. 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 duly executed in favour of the
lessee) whose title deeds are not held in the name of the company in format given below and
where such immovable property is jointly held with others, details are required to be givents
the extent of the company's share. -

Relevant | Description of | Gross, Title Whether title deed|Property |Reason for not
line itemin |item of carrying | deeds holder is a promoter, | held since | being held inthe
the Balance |property value held in | directoror relativeif of | which name of th|
sheet the name | promoter* /director | date company**
of or employee  of
promoter/director

= #2150 indicateil]

FPE- Land Building
: in dispute

Investment |Land Building
property
PPE retired | Land Building
from active
use and

for

# Relative here means relative as defined in the Companies Act, 2013
* Promoter here means promoter as defined in the Companies Act, 2013.

ii.  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 valuef

as defined under rule 2 of the Companies (Registered Valuers and Valuation) Rules
2017.

¥, |.'.".:J'-'|!l-.'-|1: e fire H
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ifi. Capital-Work-in Progress (CWIP)

a. For Capital-work-in progress, following ageing schedule shall be given:
CWIP ageing schedule

(Amount in Rs.)
Amount in CWIP for a period of Total*
cWIP Lessthanl | 1-2years |2-3years | More than3
year yoars

Projects in Progress

Projects temporarily
suspended

*Total shall tally with CWIP amount in the balance sheet.

(b) For capital-work-in progress, whose completion is werdue or:has exceeded its cost
compared to its original plan, following CWIP completion schedule shall be given**

(Amount in Rs.)

To be completed in
CWIP Less than 1 year 1-2 years 2-3 years More than 3 years
Project 1 :
Project 2

are etc.)

8. Intangible Assets (Comprising Goodwill, Brand/ Trademark, Computer Sofltw

+ Anintangible assetisan
% identifiable non-monetary asset,
* without ph:.rslcal substance,
% held for use in the production or supply of goods or services, for rental to others, or
for administrative purposes.

+ Examples: Eulﬁr;uter software, patents, copyrights, motion picture films, franchises,
marketing rights etc.

» As per AS 26 - Intangible Assets, in ternally generated goodwill should not be recognized as
an asset.

1. Assertion to be Examined: EXISTENCE
Auditor should ensure that intangible asset should be recognised only if

[ ¥
it is probable that the future economic The cost of the asset can be measured
benefits that are attributable to the asset reliably.

will flow to the enterprise.




2.

3.

iii.

| oz
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Ensure that
At initial stages After initial recognition
Intangible asset should be measured An intangible asset should be carrieqd g
at cost. cost less any accumulated amortisation ang
any impairment losses.
For verifying the existence of software, the auditor should
Verify »Whether such software is in Verify=» The sale of related services/gons

active use by the entity during the period-under audit, in whic
such software has been used.

| 1]

For verifying the existence of design/drawings, the auditur'vshquId '
* Verify=> the production data to establish if such products for which the

design/drawings were purchased, are being produced and sold by the entity.

In case any intangible asset is not in active use, deletion should have been recorded in
the books of account post approvals by|the entity’s management and amortization
charge should have ceased to be charged beyond the date of deletion.

2oAssertion tobe Examined: COMELETENESS

Verify the movement in fﬁ_e intangible assets schedule compiled by the managementie.
Opening balances + Additions — Deletions = Closing balances.

Tally the closing baiahcesltn the entity's books of account.

Check the arithmetical accuracy of the movement in intangible assets schedule.

For additions during the period under audit, obtain a list of all additions from the
management and undertake the following procedures:

For all material additions, Verify— Whether such expenditure meets the criterion for
recognition of an intangible asset as per AS 26.

Ensure = No cost related to research gets recognized as intangible asset.

Check= Certificate or report or other similar documentation maintained by the entity 0
verify the date of use of the intangible which could be linked to date of commencement
commercial production/economic use to the entity, for all additions to intangible assels

during the period under audit.
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+ Verify> whether the additions (acquisitions) have been approved by appropriate entity's
persnnnel.

verify-+ whether proper internal processes and procedures like inviting competitive

quotations/proper tenders etc. were followed prior to finalizing the vendor for procuring
item of intangible assets by testingthose documents on a sample basis.

[n relatliun to deletions of intangible assets, understand from the management the reason
and rationale for deletion and the manner of disposal

4 Dhtﬂif‘_} the management approval and disposal note authoring disposal of the asset
from its active use,

Verify— The process followed for sale of discarded asset, Example-» inviting competitive
quotes, tenders and the basis of calculation of sales proceeds.

Verify—» That the management has accurately recorded the deletion of intangible asset

[m:lginal cost ‘am:t accumulated amortization up to the date of disposal) and the resultant
gain/loss on disposal in the entity’sbooks of account. ;

3. Assertionto be Examined: VALUATION

Verify —» Entity has
charged amortization

on all intangible assets.

: _;_r_e" expected
/| eonsumed by the entity.

Verify =  Amortization
method used reflects the

{"pattern [n which the asset’s

future economic benefits
to  be

The auditor should also
verify=>  Whether the
management has done an
impairment assessment to

determine  whether an
intangible asset is
impaired.

For this purﬁ%se,,ﬁie auditor needs to

* Verify whether - The entity has applied AS 28 - Impairment of Assets for determining the
manner of reviewing the carrying amount of its intangible asset, determining the
recoverable amount of the asset to determine impairment loss, if any.

!

ownership to the entity.

4. Assertion to be Examined: RIGHTS & OBLIGATION

* The auditor while performing testing of additions should also verify that all expense
invoices/ purchase contracts are in the name of the entity that entitles legal title of

o Assertionto be Examined: DISCLOSURES

Ensure that the following disclosures as requiredunder Schedule 11l (Part 1) to Companies
Act, 2013 have been made under the heading “Intangible Assets";
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1. Classification of Intangible Assets into:

Goodwill

Brands/trademarks

Computer software

Mastheads and publishing titles

Mining rights : :
Copyrights and patents and other Intellectual property rights, services and
operatingrights

Recipes, formulae, models, designs and prototypes

Licenses and franchises

Others (specifying nature)

G e B,

LN

2. 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, diSPJGSEllsl afguisltinns
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 intangible assets) ang
other adjustments and the related depreciation and‘impairment losses or reversals shall
be disclosed separately. Yo

1

3. Where sums have been written-off on a i;edml_:tinn‘ 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 anote also'show the amount of the reduction or increase as
applicable together with the date thereof for the first 5 years subsequent to the date of
such reduction or increase.

To be dlscl_c;seﬂ as Additional l';‘.eg_ulatg;}r _II:‘l.Fl:II_".I.I'II.I[ﬂll“

= Fe T e R S S

Intangible assets under development:

a. For Intangible assets under development, following ageing schedule shall be

given:

Intangible assets under development ageing schedule

(Amount in )

Amount in CWIP for a period of Total*

Intangible assetunder | Less than lyear| 1-2 2-3 More than3 I
development years years years )
Projects in Progress R
Projects temporarily
suspended o Y

* Total shall tally with the amount of Intangible assets under development in the balant®
sheet.

Bz i
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p. 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**,

[l (Amount in Rs.)
B To be completed in

ntangible asset under Less than 1year | 1.2 2-3 years More than 3
Euilnpment years Vears

Project 1

Project 2

9. Trade Payables and Others Current Liabilitics

1. Assertion to be Examined - EXISTENCE

Check whether * Obtain the accounts payable ageing report
» There are controls in place to ensure that and trace its balances to the general
any purchase/ expense invoice does not | ledger. -
getrecorded more than once and il If there are any differences, investigate
* Payable balances are automatically | | _reconciling items. Journal entries
recorded in the general ledger at the ime | '|. specially for large amounts should be
of recording of expense. 0 7| carefully examined.

. Direct cnnﬂrmitiuﬁ prul:éd!ire; .

* The auditor employs direct confirmation procedure with the consent ofthe entity under
audit.

* There may be situations where the management of the entity requests the auditor not to
seek confirmation from certain trade payables.

‘_-"'/—”f_-\_g‘

-

In such cases, the auditor should Before accepting a refusal asjustified, the
consider whether there are valid grounds auditor should
for such a request. * Examine any available evidence to
i support the management's
e explanations, eg, correspondence
The auditor may also need to reconsider between the entity and the trade
the N.T.E of his audit procedures including payables.
the degree of planned reliance on
| management’s representations.
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ALUDITOF ITEMS OF FINANCIAL STATEMENTS

Hello- Everyone 1
How-are w all 7?

siAssertion tobe Examined SDISGLOSURES

gnsure whether the following disclosures as required under Schedule IIl (Part I) to Companies
Act, 2013 have been made:

+  Whether the Company has disclosed the following details relating to micro and small
enterprises in the notes:

= Principal amount and the interest due thereon (to be shown separately)
remaining unpaid to any supplier at theend of each accounting year.

* 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

payment made to the supplier beyond the appointed day during each accounting
year.

= Amount of interest due and payable for the period of-delay in making payment
(which have been paid but beyond the appointed day during the year) but
without adding the interest specified under the Micro, Small and Medium
Enterprises Development Act, 2006, .

* Amount of interest accrued and remaining unpaid at the end of each accounting
year. . -

* 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 expenditure under
section 23 of the Micro, Small and Medium Enterprises Development Act, 2006.

*  Irade payables due for payment
The following ageing schedule shall be given for Trade payables due for payment ;-

Trade payables ageing table
: : (AMGunE T /e
Particdlars Uuts ?}raltyllggn?:li OWINE perods romdue dake o
Lessthan | 1-2 2-3 More than| Total
1 years years 3
year years
T MSME
m ers
[lii] Disputed Dues-M5ME
[Tiv] Disputed DuesOthers
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AUDIT OF ITEMS OF FINANCIAL STATEM

Hello Everyone /!

Hﬂgrﬂm weall 77

Name of Nature of tran_s?lctlnns with | Balance Eelal::lnsh_imm?
struck  off struck off Company outstanding | Struck off COmpay, i
Company any, tobe disclosgy
Investments in securities F e
Receivables :
Payahles
Shares held by stuck off e
company
Other outstandingbalances
(to be specified)

urrent Ratio
Debt-Equity Ratio

a,

b.

€ DebtService Coverage Ratio
d. Return on Equity Ratio P
. Inventory turnover ratio, % |

f. Trade Receivables turnover raio L
B Trade payables turnover ratio {\ T
h. Net capital turnover ratio % y 7

i. Net profit ratio £ 7\

J- Return on Capital employed = -

k. Return on investment. 3

* The company shall explain the items included in numerator and denominator for computing
the above ratios. p

* Further explanation shall be provided for any

change in the ratio by more than 25% as
compared to the preceding year.
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[ B. STATEMENT OF PROFIT AND LOSS CAPTIONS ]

1,5ales of Products and Services

I Auditor needs to obtain a clear understanding about the organization and its revenue centers.

| rﬁeneral Steps to be performed

am———

1. Identify the control points over sales
2. Tests the identified controls to determine
# If controls are assessed
testing.

3. Selects a random sample of transactions and examines the related customer purchase
orders, invoices and customer statements, e '

4. Performing substantive audit procedures like vouching and Substantive Analytical
Procedure (SAP).

# SAP will consist of sales trend analysis, comparison of sales figures with previous
accounting period ete.

5. Verification of revenue may be carried out by em ploying the following procedures:
I 3. Examination of records;

. b. Analytical review procedures.

how strong and reliable they are.
as strong, the auditor can reduce the amount of substantive

1. Assertion tobe Examined : OCCURRENCE

1. To ensure that revenue is not overstated, auditor is required to perform the following
audit procedures: .

* Check whether a single sales invoice is recorded twice or a cancelled sales invoice
could also be recorded.,

* Test check few invoices with their relevant entries in sales journal,

* QObtain confirmation from few customers to ensure genuineness of sales transaction,

* Whether any fictitious customers and sales have been recorded.

* Whether any shipments were done without the consent and agreement of the
customer, especially at the year end to inflate the sales figure.

* Whether unearned revenue recorded as earned.

* Whether any substantial uncertainty exists about collectability.

* Whether customer obligations are contingent on other actions (finan cing, resale,
etc.).

. Review-» Sequence of sales invoices
3. Review-» Journal entries for unusual transactions,

%.  Calculate- Ratio of sales return to sales and compare it with previous year and enquire
for the reasons for increase/decrease.

5. Check-> Sales return with sales invoice, challan, credit note, stockregister, etc,
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2. Assertion to betExamincd 20 CCURRENCE:

1. To ensure that revenue is not overstated, auditor is required to perform the folloy,,
audit procedures:

* Check whether a single sales invoice is recorded twice or a cancelled sales jp, |
could also be recorded. ;

+ Test check few invoices with their relevant entries in sales journal.

* Obtain confirmation from few customers to ensure genuineness of sales transactig,

* Whether any fictitious customers and sales have been recorded. '

* Whether any shipments were done without the consent and agreement of the
customer, especially at the year end to inflate the sales figure.

* Whether unearned revenue recorded as earned.

* Whether any substantial uncertainty exists about collectability.

* Whether customer obligations are contingent on other actions (financing, resale,
etc.).

2.  Review-» sequence of sales invoices =

3. Review-» journal entries for unusual transactions. ™

1 -
]

4.  Calculate-> the ratio of sales return to sales and compare it with previous year and
enquire for the reasons for increase/decrease,

A s
- "'| "

5.  Check-» the sales return with sales invoice, challan, credit note, stockregister, etc.

3. Assertion to be Examined: COMPLETENESS

1. Perform cut-off procedures to ensure that revenues are recognized in the current
accounting period and sales were not tampered towards the period end.

2.  Cut-off errors will usually arise when companies recognize revenue based on the dateon

which the sales invoices are generated rather than the date on which the risks and
rewards are transferred to the buyer.

3. In order to perform a robust sales cut-off test, auditors need to understand and consider
the specific cut-off error risk of each engagement.

4.  Auditors should also verify the
»  Credit notes issued after the accounting period.

~  Sometimes sales team or sales personnel can make fictitious sales before the year

end to meet performance target and cancel out those sales with a post year ¢
credit note.

5. Trace from the shipping documents to the sales journal.
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. Check = whether quantity is appearing in sales register or not and check reconciliation of
total sales/goods dispatched as per stock records and financial records and statutory
records like GST.

. Review-» GST tax and GST returns and ensure that the same are reconciled with revenue
reported in the profit and loss account.

«  Verify=> reasonability say of GST by applying the applicable rate to the gross sales value
and compare the amount of GST as per statutory returns and analyze the reasons for
variance, If any.

4 Assertion to be Examined: MESUREMENT,

« Trace a few transactions from inception to completion. (Examination in depth)
Example : Take few sales transaction, and check from the receipt of sales order to the
payment of receivable balance, every underlying dncument to ensure if it is properly
recorded at every stage and measured accurately taklng into consideration all the
incentives, discounts, if any. The recngmtmn shall be according to the revenue

recognition policy of the entity.

+ Ifthe client is engaged in export sales, then com p.rfénce with AS 11 shallbe ensured.
» Auditor must understand client’s upgratic_mi and related GAAP issues.

+ Compare-» the rate of sales affected with related parties and review them for collectability,
as well as whether they were pmperl_-.r authorized and the value of such transactions were

reasonable and at arm s length.

3 GoAssertion o be Examined @ DISCLOSUILE

A Company shall disclose separately by way of notes on the face of the Statement of Profit and
Loss-
4 Inrespect of a company other than a finance company:

Revenue from-

a. Sale of products

b. Sale of services .

ba. Grants or donations received (relevant in case of section 8 companies only),

c. Other operating revenues

Less : Excise Duty

b.  In respect of a finance company:
Revenue form Operations
Revenue from

i. Interest; and
fi. Other financial services.
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ﬂ AUDIT DOCUMENTATION

Def initinnt nt{ Audit Objective of the Auditor
Documentation

¥ ¥

Record of ; | a. Sufficient and h. Evidence _thal:'ﬂudit Wwas
» Audit procedure performed appropriate record || o planned and performed
+ Relevant audit evidence ohtained of the basis for . in accordance with SAs
& auditor’s report. &
+ Conclusion reached by Auditor o other regulatory
reqmrements

Nature of Audit Documentation g -y s i1l

Lﬂudit Documentation provides evidence for :

|

i ; i | ! b | ]
The auditer’s basis for a conclusion about Audit was planned and performed in

achievement of overall objectives And . | accordance with SA's and applicable
% | | regulatory requirements

Purpose of Audit Documentation [

=

i

Assist them to plan and
perform the audit

H :

& - Assist them to direct and

] g

1] 4
- iy

=

S J T ] =rirli e b
Engagement Team | supervise the audit work

Furpose of Audit Enable the accountabilil ¥

Documentation for their wark

Enablethe conduct of |; Luality control reviews
and inspections

txternal inspections
Records for future

audits
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Form, Content & Extent of Documentation

Auditor shall prepare audit documentation that is sufficient to enable an experienced audity,
to understand :

¥ ¥ ¥
A B - C
NTE of the audit Result of audit procedure Significant matters
procedure performed & audit evidence * Arising during the audit
obtained * Conclusion reached thereon
* Professional judgments made jp
reaching those conclusions

Further in documenting the NTE of audit procedure preformed, the auditor shall |

A

¥ X Wl s - Y
A B = C
Identifying Who performed the ‘| =~ | Who reviewed the audit
characteristics of the audit work, date of | work performed and the
specific items or completion Wy date and extent of such
matters tested. 5T % review.

ll

£ T
Documentation of Discussion RSN

The auditor shall document discussion of :

= Significant matters discussed with Management And TCWG

*  When and with whom.the discussion took Place

*  How the auditor address?.ts the inconsistency (If any detected during discussion)

Factors affecting form, content & Extent of Audit Documentation

Memory Technique : BEST POEM

B - The need to document a conclusion or the basis for a conclusion not readily determinable
from

the documentation of the work performed or audit evidence obtained.
E - Nature and extent of exceptions identified.
5 - The size and complexity of the entity.
T - The audit methodology and tools used
P - The nature of the audit procedure to be performed
E - The significance of the audit evidence obtained
M - The identified risks of material misstatements

PeiT -
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Example of Audit Documentation
e

» Audit Documentation may be recorded on paper/electronic/other media.
. Audit Documentation include

Audit programmes

Analyses

Issues memoranda

Summaries of significant matters i o aanabi
Checklists. 1 (T B AT
Letters of confirmation & Representation

Correspondence (including e-mail) co ncerning significant matters.

» The auditor may include abstracts copies of the entity’s reu:nrds as part of audit
documentation. "

» Audit documentation is not a substitute for the entir_l,r's acmuntlng recurds

* In audit documentation auditor need not include superseded drafts of working papers and
ES. notes.

e s e, T S N S N

[ '
‘_*:n_

Timely Preparation of Audit Documentation % g ."{i

* Auditor shall prepare AD.on timely basis |+ TNTETI P
¥ To enhance the guality of audit o

¥ To facilitates effective review and evaluation of A.E. obtained ; & - s
¥ Conclusion reached before the auditor'sreport is finalized.
* Documentation prepared after the au:tit wurk pErfan'ned isli kely to be less ac::u rate

.
o " . i h LTS 1 |
g L] P | h - - o
r ] TRl et !

* One or more folder or other storage media
*  in physical or electronic form, containing the record that mmpnse
* the audit documentation for a specific engagement.

Assembly of the Final Audit File

4 L |

Assembly of the final audit file after auditor’s The auditor shall assemble A.D. in
report audit file on timely basis (within
- is an administrative process 60 days as per SQC1) and
- does not involve the performance of new complete the administrative

| audit procedures or drawing new conclusion process.




AUDIT DOCU

Hello- Everyone /!
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e

- Changes may be made to the Audit Documentation during final assembly process, if they
are administrative in nature.

* Examples of Changes :
+  Deleting or discarding superseded documentation |

+  Shorting collating & cross referencing working papers
»  Signing off on completion checklist relating to the file assembly process,

+  Audit evidence obtained ,discussed, agreed before the date of auditor’s
report with engagement team. ‘

« After assembly auditor shall not delete A.D. before the end of its retention'period. ,

* Retention period : As per SQC1 Seven (7) years from the date of audit report. \

Documentation of Significant Matters and Related Significant Professional

Judgements

* Judging the significant of a matter requires an nhiectﬁrq_?:nn]ysis of the facts and
circumstances. . - |

» Examples of significant matters N
¥ Results of audit procedures inl:liqti:]g that
a, FS,Could be materially misstated.
b. A need to revise the auditor's previous assessment of RMM and
auditor’s responses to those risks.
¥ Circumstances that cause the auditor significant dliﬂ:ull:y iﬁ'%ibplying :

necessary audit procedure.
N
v Finding that could resultin l
".1}_:: a modification to the audit opinion or
¢ the inclusion of Emphasis of Matter Paragraph in the auditor's report.

Completion Memorandum or Audit Documentation

Auditor may prepare and retain as part of the audit documentation a sum'niar}r:t'f:ét describe

| .
¥ [ 4 ___-—-"']
Significant matters identified during the audit And How they were addressed |

Somni g




AUDIT DOCUMENTATION

Assist in
v Effective and efficient review and ins

complex audits. pection of audit documentation for !.ar'ge anﬂ y

v Auditor’s consideration of the significant matters.

To consider whether there is any relevant SA objective that the audntor cannot achieve
that would prevent the auditor form achieving the overall objectives of the auditors.

ownership of Audit Documentation : 2

+  Asper SQC1 Audit documentation is property of auditor. .

F e o
* May at his discretion make portions of or extracts from ducumentat[nn available to
client provided :

¥ Such discloser does not undermine the validity of work perfurm ed or

¥ In case of assurance engagements, does not undermlne the Independenr.:e of the
auditc:r of his personnel. o grese
Il-\.
AN
& .
gn UV
P N &
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. COMPLETION AND REVIEW

r o 1 _-----““‘
| SUBSEQUENT EVENTS [SA-560]
Definition of Subsequent Events
¥ ¥ ¥
=
Events occurring Facts which become known to Facts which become knowp,
between the auditor the auditor
* Date of the FS. and = After the date of the auditor's = After the F.S. have been
* Date of the auditor's report but issued
report * Before the date the F.5. are I AL
issued '

of F M Events I_|:'i_|iltl'.'lf ditor's Facts :;J:t;ﬂ_f_- _“iu
'Dimfﬂ:f.— Occurring . RGEELS E| become ! issue of F.5. J

Pl e sy Koy

Subsequent Events

* F.5. may be affected by -:'Et‘tﬂil'l events that occur after the date of the F.5.

* Financial reporting framewarks specifically refer to such events which _
ordinarily identify Two Types '

¥ Y —
{a) Those that provide evidence of (b) Those that provide evidence of
conditions that And | conditions that .
- Enisted at the date of the financial - Arose after the date of the financial
statements statements. e A
Example : Declaration of insolvency of a major Exampre :
debtor of the entity between the date of Issue of new share capital.
financial statements and the date of auditor's * Planned merger of the company.
report providing evidence on the recoverability * Destruction of substantlal invenl.uﬂeﬂ_'“’
of the money due from debtor as on date of the to fire between the date of the finané? |
financial statements. statements and the date of al-l_dl'f_':i__,.--'
_——'_-_._.—FH—'H‘-

sA 560 Subsequent Event [ s 560 deals with the auditor's responsibilities reltios™
subsequent events in an audit of F35. ___,_._.-——*’"

-
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(a) Obtain sufficient appropriate audit eviden ce about
L 3 v;he;h:r E:E"“ ”“E'-'"E”E between the date of the financial statements and
- the cate of the auditor’s report that require adjustment of, or disclosure in, the F.S.
- @re appropriately reflected in those financial statements

T
—

(b) Respond appropriately to facts that

become known to the auditor after the date of the auditor’s report,

- that, had they been known to the auditor at that date, may have caused the auditor
to amend the auditor’s report,

audit Procedure relating to events

occurring between the date of the ES. and the

date of the auditor’s report

ﬁeﬁ.udlmrshall. _ | o A NS

=] Perform the procedures - To cover the period from the date of the financial statements
to the date of the auditor's report, or as near as practicable thereto.

Take into account the auditor’s risk assessment in determining the nature and extent of
such audit procedures, which shallinclude the following: -

3. Obtaining an understanding of any procedures management has established to
ensure that subsequent events are identified. ]

b. Inquiring of management and, where appropriate, those charged with governance as
L to - whether any subsequent events have occurred which might affect the financial
statements.

€. Reading minutes,=» if any, of the meetings, of the entity’s owners, management and
those charged with governance, that have been held ofter the date of the financial
statements and inquiring about matters discussed at any such meetings for which
minutes are not yet avallable.

d. Reading the entity’s latest subsequent interim financial statements, if any,
¥ =t
[_ﬂn the basis of procedures performed, the Auditor 1

a-zﬁ"ff,—f\\"“—

Identifies Determine
Events that require adjustment Whether each such event is
of, or disclosure in the F.5. appropriately reflected in those £.5,
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Written Representations with respectto subsequent events:

The Auditor Shall H Request management and, where appropriate, TCWG ]

‘ o

in accordance with SA 580, "\Written Representations”
date of the financlal statements and for which the
tment or disclosure

- To provide a written representation
- That all events occurring subsequent to the

applicable financial reporting framework requires adjus
- Have been adjusted or disclosed.

Note : Meaning of "Date the financial statements are issued”
The auditor’s report and audited financial statements are made available to third

parties.

Facts which becomes known to the auditor after the date of the auditor'sireport but

before the date the financial statements are issued

—

= However a fact becomes known to the auditor that, had it

obligation to perform been known to the auditor at the date of the auditor’s
any audit procedures report, may have caused the auditor to amend the auditor’s

in this regard report
The Auditor Shall

®* The auditor has no

v : v T |
Discuss the matter Determine whether the Inquire - How management
with management and, financial statements need intends to address the matter
where appropriate, TOWG amendment and, if so, In the F.5.

\f management amends the financial statements, the auditor shall:

Carry out the audit Unless the other circumstances apply: -
procedures necessary in the i, Extend the audit procedures, already referred, 10
circumstances on the the date of the new auditor’s report and
amendment. ii. Provide a new auditor's report on the amended
financial statements,
R

’

Note : The new auditor's report shall not be dated
] mﬂm the date of 'Fw[_ﬂfthalmmdtd kS

S—
e

|

=
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when law, regulationiorthe FRE'does not

s prohibit management from restricting the
;mendment oitne

5. to the effects of the subse quent events or events causing that

,mendments and those responsible for approving the F.S. are not prohibited from restricting
their appraval toithat amendment,

. The auditor is permitted to restrict the audit procedures on subseguent events to that
amendment.

In such cases, the auditor shall either
-~ >y

.
A B
amend the auditor’s report Provide a new or amended auditor’s report
- Toinclude an additional date restricted to

that includes
that amendment - A statement in an Emphasis of Matter

paragraph or Other Matter(s) paragraph

e

- That thereby indicates that the auditor's
procedures on subsequent events are
restricted solely to the amendment of the
financial statements described in the
relevant note to the financial statements

- that conveys that auditor’s procedures on
subsequent events are restricted solely to
the amendment of the financial
statements as described in the relevant
note to the financial statements,

* Management doesn’t amend as law does not provide but auditer believes they need to be
amended then : -

Y
Audit Report not
yet given to entity

¥

Auditor’s report has already
been provided to the entity

4 J-E"‘-_ﬂ"‘\*
| Auditor shall F.5. not issued yet F.5. issued without
- Modify the opinion as required by S5A amendments
705 and l ¥

\;ﬂ'mn provide the auditor's report Notify Take appropriate
Management or action, to seek to
TCWG not to prevent rellance on
Issue the F.5. the auditor's report

Facts which becomes known to the auditor after the financial statements have been

5sued

The auditor has no However, when, after the financlal statements have been

'r. on to perform any issued, a fact becomes known to the auditor that, had it been
3udit procedures in this known to the auditor at the date of the auditor’s repart, may
Tegard have caused the auditor to amend the auditor's report,

- -
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The Auditor Shall
b p ¥
Discuss the matter Determine -»whether the Inquire = Hnwm
with management and, financial statements need intends to address the m attes
where appropriate, TCWG amendment and, if so, in the F.5.

Carry out the audit procedures necessary in the circumstances on Et_e amendment, | En_‘_‘_‘J
. Review the steps taken by management - to ensure that anyone in receipt uf the
- previously issued F.5. + Auditor’s Report thereon is informed of the situation.

e}

Unless such circumstances when law, regulation or the financial reporting framework
B does not prohibit management from restricting the amendment of the financial

statements to the effects of the subsequent events or events causing that amendments
and those responsible for approving the financizl statements are not prohibited from
restricting their approval to that amendment apply: -

i. Extend the audit procedures, already referred, to the date of the new auditor's
report and

ii. Provide a new auditor's report on the amended F.5.

When the dircumstances are such that law, regulation or the financial reporting
framework does not prohibit management from restricting the amendment of the
financial statements to the effects of the subsequent events or events causing that
amendments and those responsible for approving the financial statements are not

prohibited from restricting their approval to that amendment, amend the auditor's
report, or provide a new auditor's report as already discussed

In such cases, the auditor shall

o~ T t 3

| Emphasis of Matter Para or Other Matter Para

- Include in the new / amended auditor’s report an Emphasis of Matter paragraph of
Other Matter(s) paragraph

| - referring to a note to the financial statements that more emnsluell,r discusses |

- the reason for the amendment of the previously issued financial statements and
! - tn the earlier r&pnrt prmlided I:M_,l' thl: guditor.

= o



=
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A ‘

 managementicoesNotitake the necessary steps to ensure that anyone in recelpt of the
revious!y issued f'““F‘:'EI statements is informed of the situation and does not amend ' the
financial statementsiinicircumstances where the auditor believes they need to be

an}E‘ﬂ d.F EL

Hello Everyone 1/
Howare w all 77

In such cases, the auditor shall

=] i
i— . ' i il | EbR ey

3 ﬁ&tih'hiﬂﬂiemel'it and, unless all of these charged with governance are involved in
managing the entity, those charged with governance,
- That the ouditor will seek to prevent future reliance on the auditor’s report

———l =

. 4 !

+ If, despite such notification, 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 ouditor’s report,




COMPLETION AND

R

[ Going Concern [SA-EEU] ;

e —

—_—

i i sibilities in th T
Deals with the auditor’s respon € aUdit of figyy
statements relating to going concern and the implicatign, for
the auditor’s report.

- The preparation of the E.5. requires management to assess the entity’s ability to continye
a going concern even if the financial reporting framework does not include an explicit

requirement to do so.

*  Management's assessment of the entity’s ability to continue as a going DUI_'FEE rn invohaes
making a judgment, at a particular point in time, about inherently uncertain future outcom;
of events or conditions. ‘

The following factors are relevant to that judgment :- .
i. The degree of uncertainty associated with the outcome of an event or condition
ii. The size and complexity of the entity, : s
ili. Any judgment about the future is based on information available

Responsibilities of the auditor

v '

To obtain sufficient appropriate audit To conclude, based on the audit
evidence regarding and conclude on the evidence obtained,

appropriateness of management’s - use - whether @ material uncertainty exists
of the going concern basis of accounting about the entity’s ability to continue o5
in the preparation of the F.5. a going concern.

— ——
| « These responsibilities exist even if the FRF used in the preparation of the F.S. does not includean

explicit requirement for management to make a specific assessment of the entity’s ability to
continue as a going concern.

« Absence of any reference to a material uncertainty about the entity's ability to continue asa
golng concern In an auditor's report cannot be viewed as a guarantee as to the entity's ability 1o
continue as a golng concern.

Objective of the auditor

= i

To obtain sufficient appropriate audit || To conclude, based on the audit

evidence regarding and conclude on evidence obtained,

the appropriateness of management’s =» whether o material

- use of the going concern basis of uncertalnty exists about the

accounting in the preparation of the entity’s ability to continue as a

E.S. going concern. ﬂ

e
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pisk Assessment Proceduresiand Related Activitias

mgr shall consider
. Whether events or conditions exist that may cgs J ¢

continue as a going concern, ¥ cast significant doubt on the entity’s ability to
- §

—y

— )
jnso doing, the auditor shall determine

« Whether management has already performed o preliminary assessm
| ent of the entity’s
obility ta continue as a going toncern, and: > 7 i :
| st

B.If such aniassessmenthas not yet/been
perfarmed,

A. If such an assessment has been performed

The Auditor shall The Auditor shall
+ Discuss the assessment with * Discuss with management
management # - The basis for the intended use of the

going concern basis of accounting

* Determine whether

- management has identified events * Inquire of management
or conditions - whether events or conditions exist
# - that, individually or collectively, | that, individually or collectively, may
= may cast significant doubt on the cast significant doubt on the entity’s
entity’s ability to continue as a ability to continue as a going concern.

going concern and

* If so management’s plans to address
them

e

The auditor shall remain alert throughout the audit fa; audit evidence of events or conditions that
may cast significant doubt on the entity’s ability to continue as a going concern.

‘Examples of events or conditions that may cast significant doubt on the entity’s ability to

_tontinue as a going concern i
l_lm- following are examples of events or conditions that, individually or collectively, may cast
“gnificant doubt on the entity’s ability to continue as a going concern.

Financial * Net liability or net current liability position

Events or * Fixed-term borrowings approaching maturity without realistic prospects of
ifmdrrtrun, renewal or repayment; or excessive reliance on short-term borrowings to finance
- long-term assets

| « Indications of withdrawal of financial suppert by creditors

{ = NEE-HtivE apEFEITJI‘IE cash flows indicated h"f historical ar pfﬂ!ipEl:ﬂ'u'E financial

statements

e




Hello- Everyone /!

How-avre wall 77

* Adverse key financial ratios

* Substantial operating losses or SIgn
to generate cash flows

* Arrears or discontinuance of dividends

+ Inability to pay ereditors on due dates

+ Inability to comply with the terms of loan agreements

» Change from credit to cash-on-delivery transactions with suppliers Inability
obtain financing for essential new product development or other essen;y
investments

e

ificant deterioration in the value of a55et
5

Operating * Management intentions to liquidate the entity or to cease nperatiﬁ
évents or * Loss of key management without replacement

conditions * Loss of a major market, key customer(s), franchise, license, or principal SUpgii
* Labour difficulties '

* Shortages of important supplies

* Emergence of a highly successful competito

Memory Technique '

Labor and supplies nal mila and market mail itne competitor’s aah gaye, so key
management nai dedision liya to Hquidate the company.

I1I:

Other events | «+ Non-compliance with capital or other statutory or regulatory requirements, sus
or conditions | as solvency or liquidity requirements for financial institutions

Pending legal or regulatory proceedings against the entity that may, if successhy,
result in claims that the entity is unlikely to be able to satisfy |

Changes in law.or regulation or government policy expected to adversely affect |
the entity '

* Uninsured or underinsured catastrophes when they occur

Evaluating Management’s Assessment

= It is not the auditor’s responsibility to rectify the lack of analysis by management.

= The auditor shall cover the same period as that used by management to make its

assessment as required by the applicable financial reporting framework or by law or
regulation if it specifies a longer period. 4

= Assessment should have been done for a minimum of 12 months from the

statements date of finandal

+ If management’s assessment of the entity's ability t : |iese
0 continue covers &
than 12 manths from the date of the financial 45 d going concern

statements, the auditor shall request
management to extend its assessment period tg at least t':'u.relhre months from that date-

Eoamas 0
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v ¥ ¥ “‘
Rﬂﬂjﬁﬂ'ﬂ' Evaluating Analysis of Consider ony Requesting
management management’s cash flow information or facts written
forecast made avallable post || representations
¥ the going concern farm
g make its plans for future ossessment. management
t of the actions e
s ability to
| continue @5 @ going Evaluating the reliability Determining whether there
gancern | | of the underlying data Is adequate support for the
L——" | generated to prepare the assumptions underlying the
forecast forecast,

ramples of audit procedures when events or conditions have been identified that may cast s
significant doubt on the entity’s ability to continue as going concern

» Cash flow, profit and other relevant forecasts with
[;al-,rzing and discussing [——*  management
+ Entity’s latest available interim financial statements

« terms of debentures and loan agreements

J‘ﬂ“i "I minutes of the meetings
: Entity's legal counsel regarding the existence of litigation
Qauning |, and :aims i
| » The existence, legality and enforceability of arrangements
: | to provide or maintain financial support with related and
Confirming | third parties

* The existence, terms and adequacy of borrowing facilities

[ —

Evaluating
—eeeee

Entity’s plans to deal with unfilled customer orders

L J

Regarding subsequent events to [dentify those that either

Performing audit » mitigate or otherwise affect the entity’s ability to continue
| Procedures as a going concern

Obtaining and Reports of regulatory actions

HE\fiEwin,g
L[’iterm[nlng | & Adequacy of support for any planned disposals of assets

Lo ]
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v

| The auditor sholl
T v —
Evaluate | Conclude

whether sufficient appropriate audit Appropriateness of management’s .. .
. evidence has been obtained regarding Going I going concern basis of 2ceo unting i, ';;-.p-c

| Concern | preparation of the financial stater...

1 e
. ! —
_ Based on the audit evidence obtained, the auditor shall condude s
e ——

Whether, in the ouditor's Jjudgment, o materiol uncertainty exists that may mﬂm

~ doubt entity’s ability to continue as @ going concern 77

————

* Management's plans to
deal with these events ar
conditions

it may be unable to realize fts
assets and discharge its liahilities
in the normal course of business,

| Material Uncertainty Exists J |r No Material uncertainty gxi=
' —
Auditors Shall Determine wﬁelﬁzrthgﬁs. Auditor Shall evaluss
| B [ l
| Adequately disclose | } Disclose clearly " Whether, in view of t:
| | - requirements of the
| Of principal events or || = Thereisa material uncertainty applicable FRF, the 5
conditions that cast ' . | P :
: ond | related to events or conditions that
SRR e | i provide adequats
B = : | M3y cast significant doubt on the || gicclosures about thes
| Wiihﬂ?mm as | |  entity’s ability to continue 25 a ' n
| @ Eoing concern | going concern | events or conditions i
i and ! ! and
|
1
!
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3\
V.

Implications forthe Auditor’s Report

.

B

.

I
If use of Golng concern
basis of accounting is

]
If use of Going concern basls
of accounting is appropriate

m
Management unwilling to make
or extend its assessment

Adequate Disclosure of a Material
Uncertainty is made in the F.S.

inappropriate but a material uncertainty exits
¥ Auditar shall
Auditor shall express an « Consider the implications for the
adverse opinian. ouditor's report
+ Provide o Qualified Opinfon ora
Disclaimer of Opinion
¥ v
A B

Adequate Disclosure of a Material
Uncertainty is Not Made in the F.S.

¥
Auditor Shall

‘_-‘_’___'____...--—-\_\_“‘-* : K

TR b
Auditor Shall

Auditor's repuft shall include

Express a Qualified

' v

Draw attention State that

to the note in the « These events or conditions

F.5. that discloses indicate that a material

such matters. uncertainty exists that may
cast significant doubt on the
entity’s ability to continue as
a going concern and

* That the auditor's opinion s
not modified in respect of the
matter.

Provide In the Basis for Qualified
Unmodified | And | a separate section under the opinion or Adverse [Adverse] Opinfon section
opinion heading “Material opinien as per 5A state that
Uncertainty Related to Going || 705 - Material uncertainty
Concern™to exists that may cast

significant doubt on
the entity’'s ability to
continue as a- going
concern and

- the F5. do not
adequately disclose
this matter.
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|
Auditor's Evaluation |
(Of Management Assessment of Golng Concern Assumption )
J ' |
m_sumpt_lnn Is not Assumption Is
Appropriate Appropriate
' : !
Material Uncertainty Materlal Uncertainty |
Doesn't Exists Exists |
¥ ¥ By ¢
Adequate Disclosure Adequate Disclosure
not made in F.S. made in F.5.
Implication on Audit Reports in different Scenarios
Going Concern Assumption
L B
l Appropriate Mot Appropriate
E Material Uncertainty Material
| doesn’t Exists Uncertalnty Exists
Adequate Adequate Disclosure
Disclosure Made not Made
: l w
nmod Unmodified \
unﬂlﬂilﬂﬂﬂ"d ] I‘Jplnlnn- & QHIIHIHI f Adverse [ Adverse HEFM
Emphasis of Matter Opinian
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l_HEfCrFE forming an opinion on the F.5. the auditor
— |

— ¥
-» Evaluates effects of identified And - Uncorrected misstaterments on
misstatements on the oudit F.5. after consideration of materiality.

Meaning of Uncorrected misstatements

Uncorrected misstatements refer to those misstatements that rhe auditor has nccumu.!ated during
the audit and that have not been corrected,

Objectiveofithe Auditor.

¥ +
Evaluates effects of identified And Evaluates effects Uncorrected
misstatements on the oudit n misstatements on F.5. after consideration
af materiality.

Accumulation of Misstatements ldentified During the Audit

The auditar shall

¥

* Accumulate misstatements identified during the audit, other than those that are clearly trivial
| linsignificant)

Consideration of Identified Misstatements as the Audit Progress

[ Revision of Audit Strategy & Audit Plan ]

}

The ouditor shail determine whether the overall audit strategy and audit plan need to
be revised if

B
A

* Nature of identified misstatements and Aggregate of misstatements accumulated

Circumstances of their occurrence during the audit approaches materiality

indicate that other misstatements may as per 5A 320

exist that, all such identified and thahlfl

misst |d be materia

.__"sstatements together cou

y e LI
EVM.UﬂTIDN OF MISS'I'ATEMENT IDENTIFIED DURING THE AUDIT [5ﬂ-45[]] |

A
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[ Additional Procedures by the Auditor ]

If management, on auditor’s request has

//\‘

Examined a class of transaction, And Corrected misstatements that were \

account balance or disclosure detected

Communication and|Correction of Misstatements

The auditor shall

L .

|
[ * Communicate all Identified misstatements on timely basis with management |

4

[ * Request to management to correct those misstatements

4

[ * If management refuses to correct . i ]

-

The auditor shall . '

A

Obtain an understanding of Take that understanding into account when
management’s reasons for not making evaluating whether the F.5. as a whole are
the corrections free from material misstatement

Evaluating the Effect of Uncorrected Misstatements

[ Reassessment of Materiality ]

Prior to evaluating the effect of uncorrected misstatements, the auditor sholl J

Reassess Materiality determined in accordance with SA 320

¥

To confirm whether = itremains appropriate in the context of the entity's
actual financial results,

e G|
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[ Evaluation of effect of Uncorrected Misstatement ‘J

The auditor shall Consider
|

gize and Nature of the misstatements, Effect of uncorrected misstatements
both in relation to particular item and And related to prior periods on the relevant
the F.S. as a whole

account balance and the F.5. as a whole

communicate < (unless prohibited by law or regulation) with TOWG
¥ F ¥
Uncorrected Misstatements The effect that they, individually or
In aggregate, may have on the
.| opinion in the auditor’s report,
.- | unless prohibited by law or
' regulation.

Auditor
. Shall

Communication shall identify - Material uncorrected misstatements
individually.

Request -» Uncorrected misstatements be corrected

S

Also communicate with TOWG -» effect of uncorrected misstatements

related

« To prior periods on the relevant classes of transactions, account
balances or disclosures, and

- FS.asa whole.
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Written Representation Form Management Regarding Effects of Un:urrecteﬂ'ﬁ-
Statements e d

The auditor shall

Request a written representation from management

\ 4

whole. 77

* Whether - they believe the effects of uncorrected misstatements are
immaterial, individually and in aggregate, to the financial statements as a

\ 4

*  Asummary of such items shall be included in or attached to the written
representation ;

Documentation

:

|

:

Amaount below which All misstatements
misstatements would be accumulated during the
regarded as clearly trivial audit and whether they
(Insignificant) have been corrected

Auditor’s conclusion as to

* “whether uncorrected
misstatements are
material, individually or in
aggregate, and

* the basis for that
conclusion.
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e

Meaning of Written Representations

; | Wadj i b To confirm or to
Wrtten i L e T dide (=" supportother
statement i _ t_‘ .-Lp_L:_“i.__]_'. f T

auditevigence

e

Written Representations as Audit Evidence

b
'
[
L
s
ra
n
r

Written Representations recognized as audit evidence as a response to inquiries.

It is important source of Audit Evidence

W.R. do not provide sufficient appropriate audit evidence (SAAE)

Reliable W.R. provided by management does not affect the nature or extent of other audit
evidence that the auditor obtains about the fulfilment of management's respuns.rh:rmes or
about specific assertions.

# Ifmanagement modifies or does not provide the requested written representations, it
may alert the auditor to the possibility that one or more significant issues may exist.

Written Representations Auditor’s Responsibility

Auditor’s responsibility : - ;
-+ To obtain W.R. from management and, where appropriate, TCWG

Objective of the Auditor as Per SA 580

b T E ]
!-?ﬂ obtain written To Support other Audit To respond appropriately
' "presentations form Evidences
“-Iﬂagementncwﬁ * ToW.R. provided by
Relevant to F.5. orspecific management /TCWG or
. thatthl!v believe that they have assertions in the F.5. by * If management /TCWG do
|| Fulfilled their responsibility for means of W.R. if determined not provide the written
| the preparation of the F.5. and necessary by the auditor or representations requested
rthe completeness of the required by other 5As by the auditor,
| |I1Fnrmat[m provided to the
| duditor




Written Representation about Management’s Responsibilities

Written representation about management's responsibilities involves confirmation of fulm

of management’s responsibilities in :-

1 + _-_\_'_‘_‘—\-._,_\_‘_
. v
I. Preparation of the financial statements Il. Information provided and completengs,
; + ; of transactions
Auditor Shall Request to Management ' v

Auditor Shall Request to Management tg Proyide

/\

It has fulfilled its responsibility for the
preparation of the F.S. in accordance withthe |

-
applicable FRF Management has : All transactians
provided all relevant have been
Information and recarded and
Management would be expected to have access as agreed in are reflected in
# sufficient knowledge of the process followed the terms of the the F.5,
by the entity In preparing and presenting the audit engagement

* ES. and
* Assertions therein on which tobase the || L oo
written representations.

et —

In some cases, however, management may decide to make inquiries of others who participate in

preparing and presenting the F.S. and Assertions. Such individuals may include ;-

* Actuary-> responsible for actuarially determined accounting measurements

* Staff engineers» who may have responsibility for and specialized knowledge about
environmental liability measurements.

* Internal counsel-» who may provide information essential to provisions for legal claims.

Auditor may accept such wording if satisfied

Management may include in the W.R, that

qualifying language to the effect that | * therepresentations are being made by
representations are made to the best of those with appropriate responsibilities
its knowledge and belief. and knowledge of the matters included

in the representations.

S

To reinforce the need for management to moke informed representations

Auditor may Request

.

Management include in the written representations, confirmation that it has made swch ingquiries

as it considered appropriate to place it in the position to be able to make the requested written
representations,




o
[ a

Uhy Written Representationabout Management's Responsibilities arenecessary ?
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. pudit evidence obtained during the audit that management has fulfilled the responsibilities is not
,gﬂi'r.‘ﬁ!l'lt without obtaining confirmation from management about the some. This is because
the auditor is not able to judge solely another audit evidence.

, The W.R. draw on the agreed acknowledgement and understanding of management of its
responsibilities by requesting confirmation that It has fulfilled them. o

—

. The auditor may also ask management to reconfirm its ocknowledgement and understanding of
those responsibilities in written representations,

| This Is particularly appropriate when:

' v [

Those who signed the Terms of the audit There is any indication || Changesin

terms of the audit engagement were that management circumstances make
' engagement on behalf af prepared in a misunderstands those it appropriate to do

the entity no longer have previousyear responsibilities 50,

the relevant

responsibilities

Description of Management's responsibilities in the written representations

W.R. must describe the management responsibilities in the manner in which these
responsibilities are described in the terms of audit engagement.

Other Written Representations

* Other SAs require the auditor to request W.R.
* W, In addition to such required representations, the auditor determines that it is necessary to
obtain one or more W.R. = The auditor shall request such other W.R.

Which may include representations about the following

- Plans or intentions that may affect the carrying
Whether the selection and application value or classification of assets and liabilities

of accounting policies are appropriate ? J
(s g po PProp Liabilities, both actual and contingent |

Whether matters such as the following, Title to, or control aver, assets, the liens or i

where relevant under the applicable FRF encumbrances on assets, and assets pledged as

have been recognized, measured, collateral

Presented or disclosed in accordance J

il Aspects of laws, regulations and contractual B
agreements that may affect the F.5, including
non-compliance,

oozt =
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Additional Written Representations about Information Provided tothe A”d}w_ '

The auditer may request management to provide a written representation that
= It has communicated to the auditor all deficiencies in internal control of which managemg,,
is aware,

Written Representations about Specific Assertions
B

When obtaining evidence about, or evaluating, judgments and intentions, the auditor may
consider one or more of the following :

I BT
{ T ¥ ¥
- ) _‘_‘—__H
Entity's past history || Entity’s reasons for Entity’s ability to Emster_me or lack of any
in carrying out its choosing a particular || pursue a specific other information tha
|| stated intentions course of action. course of action. might have been

obtained during the
course of the audit thy
may be inconsistent wig
management’s judgment
or intent.

< Auditor may request management to provide written representations about specific
assertions In the F.5.

Date of and Period(s) covered by Written Representations

auditor’s report. '
# However, it should not be after the date of auditor's report.

# The written representations shall be for all financial statements and periﬂﬁ[sj referred ta in
the auditor'sreport,

|
# The date of the written representations shall be as near as practicable to the date of the ‘
|

Form of Written Representations

1. It shall be in the form of a representation letter addressed to the auditor

2. If law or regulation requires management to make written public statements about its

responsibilities, the relevant matters covered by such statements need not be included in the
representation letter.
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» Incase F‘f having concerns about competence and integrity of management ,
determine their effect in reliability of WR and other audit evidence in general.

» IFWRinconsistent with other eviden ces, perform additional procedures.

»  If conclude that WR is not reliable, determine possible effect on audit opinion

¥ Incase of sufficient doubt over integrity of management,

Auvditor shall

Issue a disclaimer of opinion as per 5A 705

Request Written Representations/Not Provided

.

' |
Discuss the matter Re-evaluate the reliability
with management and integrity of
management.

Determine possible effect
on the opinion as per SA
. 705 to the requirement of

disclaimer of opinion.

Disclaimer of Opinion in Case of Non —Reliability of Written Representations about

Management's Responsibilities/or Failure to provide such Written Representations

S —

Integrity of management about fulfilling its
responsibilities regarding preparation of F.5.
and about information provided and
tompleteness of transactions are not
reliable

-

Management does not provide the written
representations relating to fulfilling its

rrespansibilities regarding preparation of F.5.

and about information provided and
completeness of transactions.

e

The auditor shall disclaim an opinion as per 5A 705
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- SA-260

&

SIGNIFICANCE OF COMMUNICATION WITH THOSE CHARGED WITH GOVERy ANge

Communication from auditor is important with those charged with governance,
An effective two-way communication Is important in assisting: -

.

L

—

A
Auditor and TCWG in

Understanding matters related
to the audit in context, and in
developing a constructive
working relationship.

B
The auditor in

Obtaining from those

TCWG in

Fulfilling their responsibity

charged with governance oversee the financial Feporting

information relevant to
the audit.

process, thereby reducing the
risks of material misstatemer

Who are “Those Charged With Governance” ?

Scope of SA 260 — Communication with TCWG

of the F.5.

—

*= The person(s) / organization(s) with responsibility for overseeing the strategic direction and
obligations related to the accountability of the entity. -
* This includes overseeing the financial reporting process.

Deals with the auditor’s responsibility to communicate with TCWG in an audit of F.S.

Objective of Auditor in Accordance with 5A 260

w

k

« Overview of the
planned scope and
timing of the audit

Siai

*Relevant to their
responsibility to
oversee the financial
reporting process

F [ E—
To communicate To obtain from To provide TCWG with | | To promote effecti
clearly with TCWG TCWG two-way
= Responsibilities of * information *Timely observations communication
the auditorin relevant to the arising from the audit between the audit®
relation to the F5. audit that are significant & and those cha
audit, & with governante:

A
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uetEf”"i”i”g Appropriate Persons with whom to Communicate

The auditor shall determine the dppropriate person(s) within the entity's governance
qructure with whom to communicate.

watters to be Communicatedby Auditor

k
o v ¥ ¥
a, The auditor’s responsibilities || B. Planned Scope and Timing | C. Significant findings form
in relation to the F.5. audit of the Audit the audit
St
w l
A. Auditor is responsible for B. Audit of the F.5. does
‘ jorming and expressing an not relieve management
ppinion on the F.5. that have [ TCWG of their
been prepared by management responsibilities.
with the oversight of TCWG : '
iy 1 1 + ¥
w w w w l
' The auditor’s views about Unless all of TCWG Circumstances Significant Any other
significant qualitative are Involved in that affect the difficulties significant
' aspects of the entity's managing the form & content matters
* Accounting practices, entity . of the auditor's
including accounting report
policies,
* accounting estimates &
| * F.5. disclosures
Significant matters arising during the Wiritten
audit that were discussed, or subject to representations the
correspondence, with management auditor is requesting




—

Communication of Auditor’s Independence in Case Listed Entities

In the case of listed entities, the auditor shall communicate with those charged with Eove

¥

rﬂan:e X

A statement that the

firms

A

* Engagement team, the firm [network

have complied with relevant ethical
requirements regarding independence

L

e

The Communication Process

The auditer shall communicate with TOWG

i. All relationships and other mats
between the firm, network firms, ang
the entity that, in the auditor's
professional judgment, may reasonatl,
be thought to bear on independencs,

T —
s

———

acceptable level.

o ——
ii. Safeguards that have been appliedty
eliminate identified threats to
independence or reduce them toan

I
3
|

.

| LN

The form, timing
and expected
general content of
communications.

+
In writing
* Significant findings from the audit If, in the
auditor’s professional judgment, oral
communication would not be adequate.

* Auditor independence when required in
case of listed entities,

On a timely basi. |

v

Written communications need not include

all matters that arose during the course of
the audit.

Adequacy of the Communication Process

il

Auditor
shall
evaluate

whether the

¢ Two-way
communication
between the auditor
and TCWG has been
adequate for the
purpose of the audit 77

=

—rm__, Auditor shall I

N [ e

Evoluate

taf |
Take AM'

Effect, if any, on the
auditor's assessment
of the ROMM and

=

ability to obtain SAEE,
S e it A

g

A
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“‘Wm have been communicated

COMPLETION AND REVIEW

Where matters have been mmmun.f;ared in

. |nclude them in the audit documentation,

]
. when and to whom they were communicated.

prally writing
:j"___ .
‘he auditor shall The auditor shall

*  Retain a copy of the communication as
part of the audit documentation.

F_._.-——
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Scope of SA — 265 Communicating Deficiencies in Internal Control to Thn?ﬂ@hﬂf&!d
with Governance and Management

SA 265 deals with the auditor’s responsibility Bt
* to communicate appropriately to TCWG and management deficiencies in internal contrg) thay
the auditor has identified in an audit of F5.

Objective of Auditor in Accordance With SA 265

The objective of the auditor is
= L g
To communicate appropriately to TOWG * That, In the auditor’s professional judgmen, |
and management are of sufficient importance to merit their |
= deficiencies in internal control that the respective attentions.
auditor has identified during the audit =

Meaning of “Deficiency in Internal control * and “Significant Deficiency in Internal

Control™

|
\ }
(a) Deficiency in internal control (b) Significant Deficiency in internal control
H__________..-—-"-..___\-‘- * o
Inability of I.C to Absence of control « A deficiency / combination of deficiends
pravent OF | necessary in internal control that, in the auditor’s
SRR coryact o prevent, detect & professional judgment, is of sufficient
misstement REHRE importance to merit the attention of
misstatements TEWE.
.
¥ ]
Examples of matters that the auditor may consider in determining whether a deficlency or
combination of deficiencies in internal control constitutes 3 significant deficiency
» Ukelihood of the deficiencies leading to MM In the F5. in the future.
= Susceptibility to loss or fraud of the related asset of liability,

» Subjectivity and complexity of determining estima
estimates.

» Financlal Statement amounts exposed to the deficiencjes,

» Interaction of the deficiency with other deficiene

- Importance of the controls to the financial

= Cause and frequency of the exceptions
contrals.

+ Interaction of the deficiency with other deflciencles |n

ted amounts, such as fair value accod nting

s In Internal control.
feporting process, o he
detected ag g result of the deficiencies il

Internal contral. —

N
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"I';d.i-;t_;r.s_nf signiﬂcaﬂt deficiencies in internal control

1. Evidence of ineffective aspects of contral environment.

2, Entity’s Risk assessment process — Absent/ineffective.

3, Ineffective response to identified significant Risks.

4, Correction of prior period misstatements arising due to fraud/error,

|5 Management inability to oversee F.S. Preparation,

6. Misstatements detected by the auditor's procedures were not
corrected by the entity I.C.

|

prevented, or detected and

netermination of Signification Deficiencies in/internal Control

The Auditor

¥ ' 1

* whether on the basis of work * whether individually or in

performed any deficiency in combination they constitute
internal control is identified . significant deficlencies

Communication of Significant Deficiencies in Internal Control to Those Charged With

Governance

¥ ¥
Maode of Communication Content Communication
¥ '
In writing a. A description of the deficiencies and
an explanation of their potential
To TCWG To Management effects; and
1 b. Sufficient information to enable
=y TCWG and management to
hmrf‘“qt ) ElgrrFHl:arlt understand the context of the
deficiencies Deficiencies & ERE YR
e « QOther Deficlencies g

K

In particular, the auditor shall explain that: - !

L. The purpose of the audit was for the auditor to express an opinion on the F.5.

. The audit included consideration of internal control relevant to the preparation of the
financial statements in order to design audit procedures tha‘t are appropriate irkthe
':Ifﬂl-lmstan:es_ but not for the purpose of expressing an opinlon on the effe
internal control; and -

. The matters being reported are limited to those deficiencies th_a1_: the auditor has
during the audit and that the auditor has concluded are of sufficient importance to merit
being reported to those charged with governance.

oo v o




[ FORMING AN OPINION AND REPORTING ON FINANCIAL sm@

SA 700 (Revised) “Forming an Opinion And Reporting on Financial Statemens

Auditor’s rﬂspnnsiﬁi[iiy to Form an
Opinion on the F5

Scope of the SA Form and content of the Auditor's Repor

+ "
700 J\‘ issued asa rnsul::.n!f an audit of F§
Promotes cnnslg te.n_'r:_'.r and com parability in
audit report =

o'

l Objective of the ﬁmﬂimr.l J

Ty
vk

P

¥
To Form an Opinion on the FS

based on evaluation of the | To express clearly that opinion
conclusions drawn from the audit through a written report
evidence
R I| k!
1 . Whether the FS as a whole is free
due
'I‘h‘Fc_:rm an Conclude from material misstatement du
opinion the to fraud or error |
auditor shall J
Whether the auditor has obtained
reasonable assurance

Auditor’s conclusion Shall take into account of
following :-

a. Sufficientappropriate audit evidence has been
obtained

b. Uncorrected misstatements are material,
individually or in aggregate

¢. The evaluations.

== g

A
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Evaluations by the/Auditon;

C The Auditor shall evaluate 7

-

whether the FS are prepared

Consideration of the qualitative aspects of the
accordance ‘t";m; _ entity’s accounting practices, including
requirements of applicable indicator's of possible bias in management's

FRE | judgements.

1. Consider management judgements about the amounts and disclosures in the FS.

L Dis':'-lﬁf*:i?]“ of qualitative aspects of accounting practice with management as per SA 260
(Revise \

3. Consider the possibility of biasness ( lack of neutrality) in Management’s judgements.

| Indicators of lack a) Eeie.-t_l:i-l:re'c?qtectiun of misstatements by management
. of neutrality < 1

b) Management's biasness in making accounting estimates

4 Consider the possible management biasness in making accou nting estimates (SA 540).

Specification Evaluation By Auditors

—_—

: 3) The Financial Statements adequately disclose the significant accounting policies selected
and applied.

- b) The accounting policies selected and applied are consistent with the applicable FRF and
are appropriate.

¢} Management’s accounting estimates are reasonable.
4} Information in the FS is relevant, reliable, comparable and understandable.

€] F§ provide adequate disclosures of material transactions & events.

ilﬁrﬂnlgg}r uzed in FS is 3ppmpriEtE and 1"C|Udiﬂg {ts title.

= =




Specific
Evaluations

General Purpose Financial Statement

» Reasonable

estimates

Financial :
Statements

-'fTerminct!ugy is appropriate

% Has adequate disclosures

General Purpose Frame Wark

Info is relevant, reliable
comparable & Understandh
I

inchiding its title

Prepared in accordance with general Fair Presentation

purpose framework .

Compliance Framework
Framework
v R
. FRF that requires a. Compliance requirements
compliance with to framework
requirements of framework b. But does not contain
- Acknowledges acknowledgement in Far
1. Additional Di i e
isclosure Presentation Framew?”

2. Any departure from
material requirement

A B
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LN

audit evidence

LTide »

Unabile to ohtain
sullicient appropriate

[ FORM OF OPINION ]

yyditor’s concludes
hased an Audit
Fridence 0 bitained

L2

That the financial statements are
prepared in all material respects, in
accardance with applicable financial
reporting framework.

That the financial statements as a whole ‘
| arenot free from material misstatement

| That the financial statement as a whole .
are free from material misstatement

R

“x

4

4

e e T il

AUDITOR’S HEPDRTj

Title that clearly indicates thatitis the report of an independent auditor:

Eﬁtld:'eme >

Engagement.

| The auditor’s report shall be addressed, as appropriate, based on the circumstances of the

'* Applicable Law & Regulation may specify "addressee”.
'* AR normally addressed to those for whom AR is prep ared i.e. share- holders/TCWG.

| Auditor’s Opinion Heading “Opinion” >

— e W

s

ldentify the State that F5.
entity whose have been
| FS have been audited.
dudited.

' * Opinion Section of the Auditor’s Report shall also cover the following:

e

¥ : - ¥
Identify title of | | Refer to the notes, Specify date
each including the period
statement that || summary of covered by
comprises F3 significant each FS.

accounting policies
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# In our upmmn the iffumpqn ,;:"F-

Iy, in all materi
‘;L;;T;E'::;Et;n i accordance with (Applicable FRF) Pects, l1:
Framework of '
Unmodified » In our opinion the accompanying g i I
opinion shall be True 1& Fair view, in accordanc, Wik
expressed as (Applicable FRF)
B. In case of ]
EumF]Lan:: \ % In our opinion, the a{'mmpam
TR0y prepared in all material respects in ,
accordance with applicable FRF.
i _\_\_‘_‘-! |
4. Basis for Opinion Heading "Basis for Opinion” :
* The auditor's report shall include a section directly fn]luwmg the Dpininn Section with
heading "Basis for Opinion”
a. States that the audit was conducted in accordance with Standards on Auditing

b. Refers to the section of the auditor's report that describes the Auditor’s

responsibilities under the Sas

c. Includes a Statement that the auditor is independent of the entity in accordance with
the relevant ethical responsibilities in accordance with these requirements.

d. State whether the auditor believes that the audit evidence that auditor has obtained |
is {1} Sufficient {2} Appropriateto,provide basis for the Auditor’s opinion

5.Gning£om:em> ; N

7 %

&

&

Where applicable, the auditor i'hall: report in accordance with SA 570.

% The General pu rpﬂSE FS are prepared on the assumption that the entity is g going conce
and will continue its operations for the foreseeable future unless other intention appears ,

by the management or no realistic alternative but to do so.
» Aﬂ:uunﬁng is apprnpriate assets and flﬂbl]iﬂes are rei:urded on the basis that thEmﬂ'ﬂ-'

% The auditor shall cunclude whether in auditor's judgement, a material uncertainty Ei‘ﬁ”
related to events or conditions that Individually or collectively may cast signifi jcant doutl
on the entity’s ability to continue as a going concern.

Material uncertainty exists (Disclosures of nature & Implications)

a. In the case of a fair presentation —+ The fair presentation of the FS
b. In the case of a compliance framework — The FS not to be misleading T S

T v




mdi: Matters (In accordance with SA701) >
--"':"-_
= |

_——
for audits of complete sets of general
purpose F.S. of listed entities, the auditor
shall
» Communicate key audit matters in the

auditor’s report in accordance with SA
701
L—=

¥

When the auditor is otherwise required
by law or regulation or decides to
communicate key audit matters in the
auditor’s report, the auditor shall

> Do soinaccordance with SA 701.

-i_f._ﬂr.hurlﬂfnrmatinn >

Where applicable, the auditor shal] report in accordance with SA 720 (Revised).

-

B.Heading “Mngt. Responsibility for the Financial Statement” > a

Auditor’s report shall describe Management's Responsibility

‘__,..-F"""--_..____*- !
Preparing the ES. in accordance with the Ei:pﬁ:ﬁl:r'{é = Assessing the .ahilit_',l: of the entity
FRF e to continue as a going concern.

& = || * Whether the use of the going
Such internal control as management determines is concern assumption is
necessary to enable the preparation ¢ of FS. that are appropriate,
free from material misstatement, whether due to
fraud or error

This section will also identify those responsible for governance.

| 9. Heading "Auditor's Responsibility for the Financial Statement” >

1. This section of the Auditor’s report shall state. Obtain reasonable assurance whether the F§

as a whole are free from material
misstatement, whether due to fraud or error

Objective of the auditor

Issue an auditor's report that includes the b
auditor's opinlon,

That reasonable level of
assurance is high level of

assurance not a guarantee. A Describe that they are considered material if,

Auditors
Fesponsibility individually or in the aggregate, they could
Section state reasonably be expected to influence the

ecaonomic declslons of USETS,
That misstatements can _

arise from fraud and error

Provide a definitlon or description of
materiality.

oo )

.
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2. Auditor's responsi

bility section to further
I

.

To describe the audityy,

To exercises prnfes.s[nl:lal To describe an audit by responsibilities i 5
judgement and maintains stating that the auditor's Ll drinanbimais FA‘Erﬂi.u;.
professional skepticism responsibilities are SA 600 S Per
throughout the audit
el
i I I '
I To identify & To obtain an To evaluate the To E;ﬂf;:f:ﬂﬂ;;ﬁﬂ:; ':';::::uall
assess the Risk || understanding of || appropriateness e aadar Rbe of presen iy
of Material Internal control o il mmﬁﬂm
Misstatement || relevant for audit e b conte tl“
to design audit i, - L]
procedures :
% ¥ &5 1 l’ =
Accounting Reasonablenessof | |- Related disclosers made by
policies used accounting estimates By management. [
3. Auditor's responsibility for the auditofthe FS section of the auditor’s report also shall
l ‘ ; k. ¥
(a) State that the auditor (b) " State that the auditor provides | | (c) The matters
communicates with TCWG TCWG with a statement that the communicated as ky
regarding among other | atditor has: Audit matters are thos
matters: ; W ‘Complied with relevant ethical || matters  which
* The planned scope and || * requirements regarding | | auditor considers to be o
timing of the audit. : independence & most significant out of tie |
v Significantaudit finding . || ¥ Communicate with them all || matters  which are|
v Any slgnificant deficiencies relationships & communicate to TCWG. |
in internal control that || v Other matters that may —
auditor identifies during the reasonably be thought to bear
audit. on the auditer’s independence
and where applicable related
safeguards,
—_—

10: Location'of the description ofthe auditar's mFﬂMihlllti; for the audit of m:
_'_':—___——————___———_—-—'_____-—-—-"""_#"‘.

a) Within the body of the auditor’s report, | ,

b) Within an appendix to the auditor's report, in which case the auditor' art shall include '
a reference to the location of the appendix, or'srep

c) Byaspecific reference within the auditor's report to the location of such a description

website of an appropriate authority, where law repy| <o grandd
expressly permit the auditor to do s, Bulation or national auditing

= @
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porting responsibilities in addition to the auditor's
all be addressed in separate section with thr: headlng

If the auditor addresses other re
respnnﬂhlhliﬂﬁ umler the Eﬂs sh

rements” _or otherwise gs approp

mﬂﬂ:ﬂLﬂ)‘_—mﬂ—iﬁ‘:ﬂﬂﬂ._UnIEH these nther reporting responsibilities address the same
topics.

If other reporting responsibilities are presented in the same section as the related report
elements required by the SAs, the auditor's report shall clearly differentiate the other

mwﬂmm&nmthemmmwm

If the auditor's report contains a separate section that derESSEE nther reporting
responsibilities, the requirements stated above shall be included under a section with a
heading "Report on the Audit of the Financial Statements” The Repnrt on Other Legal and

Regulatory Requirements” shall follow the "Report on the Audit of the Financial
Statements.”

E.'Mamre of the Auditor > : -
|r ¥ Audit report to be signed in auditor's personal; name.

¥ Where firm appointed as auditor, report slgned in personal name & in the name of audit
Firm.

¥ Also mention membership number nf ICAL
|| ¥ Include wherever applicable tI_1_E registration number of firm allotted by ICAL

t_lﬂ Place of Signa I:ure_>

The auditor’s report shall name specific location, which is ordinarily the city where the audit
report is signed.

Fi*' Date of the Auditor’s Relmt‘t>

raudftnr*s report shall be dated no earlier than the date on which the auditor has obtained |
L f“?‘b:t&nt Appropriate Audit Evidence on which to base the auditor's opinion on the FS
ncludin
a Hllgl;‘he statements that comprise the financial statements, including the related notes,
have been prepared.
'b. Those with the recognized authority have asserted that they have taken responsibility
| for those FS.

o 3
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* To curb the malpractices, the Professional Development Enfﬂmittue of ICAI [mp]‘-‘fﬂe..{[-;
in phased manner an innovative concept of UDIN ie. Unique Document ldentificyy;,,
Number. i

* All Certificates were made mandatory with effect from 1st February, 2019 as o,
Council decision taken at its 379th Meeting held on 17th - 18th December, 2018, %
* Chartered Accountants having full-time Certificate of Practice can register on UDIN Porty)
and generate UDIN by registering the certificates attested/certified by them.
* An auditor is required to mention the UDIN with respect to each audit report being
signed by him, along with his membership number while signing an audit repory,
L ——

The following is the comrect way of signing an audit report

M/s TUV & Associates
Chartered Accountants
(Firm's Registration No)
Signature
{Name of the Member Signing the Audit Report)
[Designation)
(Membership No. 300000

Place of Signature: UDIN: 20037320AAAAAHT111
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MnDIFICATIDN TO THE OPINION IN THE INDEPENDENT AUDITOR’S

REPORT (SA 705)

G LSO PR

' | This standard deals with the
| puditor’s  Responsibilities to
jssue an appropriate report in
grcumstances when in forming
the opinion in accordance with
|54 700, the auditor concludes
| that modification to the
| quditor’s opinion is necessary.

—

Unmodified

Audit
Report

M O e

REport
Emphasis Modifred
ofiMatter : Opiniom

Qualificd
Upinlon

Adverse
Oplnion

' Note: This SA also deals with how the form and content of the auditor's
_report is affected when the auditor expresses a Modified Opinion.

Disclalmer
OOl ian

CIRCUMSTANCES WHEN A MODIFICATION TO THE AUDITOR'S OPINION IS REQUIRED

The auditor concludes based on audit
evidence obtained”’

The auditor is unable to obtain
sufficient appropriate audit evidence to
conclude

l'o Express clearly an
ppropriately modified
opinion on the financial
slatement that 15

necessary when:

Thatthetfinancialfstatement hs alwhole
are nobifree [rommaterial misstatement.

fiat the hnancial scitement as a whole
arelfreciromimaterialimisstatement

OBJECTIVE OF THE AUDITOR

fhjaine auditor concludes, based on the
audit evidence abtained, thatthe

11070 Y |||| sEitcments s il 'n.'.'ll'i!-ll.' A8 101
[ree lorm material misstatemoent

(13) The al ditor is unable to obtain

suliicient appropriae it evidence to

conclude that the Nnancial statements A%

awhole are iree form: material
misstalement
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TYPES OF MODIFIED OPINIONS
. 1 . - x
OPINION ‘FIHIEH" " 47 A OPINION
(a) The auditor | MATERIAL || The auditor | BOTH (a) b’:‘he auditor s E‘T’H"“--
having obtained having obrained unable to obtain|
sufficient appropriate sufficient MATERIAL | | cufficient WATERuy
audit evidence, | But Not appropriate audit| appropriate  audit | oy
concludes that evidence evidence on which to
misstatements concludes  that| pervasive base the opinion | PERvey;
individually or in|PERVASIVE | | misstatements and auditor
dggregate are individually or in concludes that the
{b) The auditor is|MATERIAL | | 2B8regate are possible effects on
unable to obtain the financial
sufficient appropriate statements of I-
audit  evidence on|But Not < J undetected
which to base the s misstatements if any
opinion but concludes . could be
that the possible | PERVASIVE ' b T
Eﬂecl s on F5 of (b) In extremely rare circumstances involving r;||.:,||'|'l|'||||';-i
tacted uncerfainties, the auditor concludes that notwithstanding having|
L‘L"‘mm““ could obtained sufficient appropriate audit evidence regarding each o
the indlvidual uncertainties, it is not possible to farm an apinix
on the financial statement due to the potential interaction of itz |
-Luncertaintics and their possible cumulative effect on the FS.

Pervasive effects on the FS are those that in the auditor’s judgement

|

(Al Areinottconfined to
specilic

5

elements,
accounts or itemsof the

50

[B] |

represent

confined
0r could
substankial

(C) Inirelation| to distlosures

arel fundamen talStoRusers
understandingofthelESs

represent o

propartionofthe ES

WHICH TYPE OF OPINION 1§ AFPROPRIATE 7

(A) ' i

Thatis whether the FS are i
I materially misstated

In case of an inability to obtain suffi
may be materially misstated.

(B) The Auditor’s judgment .

About the pervasivene _
on the financial Etﬂtemg:n'::.the effects or possible effects of the matle
2

cient appropriate audit evidenc®
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e

l_RE'-'I“ESt the ma nagement to remove the limitation ]

[ Management removes the limitati
| Itation _] LManagement refuses to removes the limitation ].

[_pmr.eed with audit prucedureﬂ L :

Communicate with TCWG and perform
alternative procedures

]

evidence

[Still unable to obtain sufficient and appropriate audit]

|

Possible Effects
Material but not
Pervasive

1 -
[ Qwalified Opinion ]

-

Possible Effects Material
and Pervasive

]

T

B R

Withdraw from audit
engagement or disclalmer
of opinion




Form and Content of the Auditor’s Report When the Opinioniis Modifjay

nion, the auditor shall use the heading ),
ali

When the auditor modifies the audit Opi : t
ito i f Opinion” as appropriate for the Opinigy Hq;ﬂ;!

Opinion” “Adverse Opinion” or “Disclaimer ©
Qualified {lpininnJ

o a material misstatement in the FS, audito, hy

(1) Auditor express qualified opinion due
state that, in the auditor’s opinion , expect for the effects of the matter(S) describeq in u,:

basis for qualified opinion section,
‘ |
(a) When reporting in accordance with a fair  (b) When reporting in accordance wit
presentation framework- the accompanying compliance frameworik- the

ES. present fairly in all material respects ( accompanying  FS.  have e
or give True or Fair view of ) in prepared, in all material respects, j;

accordance with ( Applicable FRF) accordance with (the applicable FRF)

(2) Modification arises due from inability to obtain SAAE the auditor sha_ Il use corresponding
phrase “except for the possible effects of the matters(s) for the modified opinion”,

Adverse Opinion

Auditor express Adverse Opinion, auditor shall state that, in the auditor’s opinion becauseof |
the significance of the matter(s) described in the Basis for Adverse Opinion section:

.|
} .

(a) When reporting in accordance with a (b) When reporting in accordance witho
fair presentation framework- the compliance framework- the
accompanying ES. do not present accompanying ES. have not been
fairly ( or give True or Fair view of) prepared, in all material respects,in
in accordance with { Applicable FRF) accordance with (the applicable FRF)

Disclaimer of Opinion |

When the auditor disclaims an opinion due to an inability to obtain sufficient appropriat¢

audit evidence the auditor shall:
|

State that the auditor State that because of the  Amend the statemen! ”
does not express an significance of the matter(S) the Opinion gaction, Wit
opinion on the described in the basis for indicates that the financid
accompanying F3. Disclaimer of Opinion section the  statements have

auditor has not been able to  audited to state that 'J::
obtain 5"’“""5 to provide a basis for auditor was engaged
an audit opinion on the FS. audit the F5.

&

il

T
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When the auditor modifies the opinion on the FS. the auditor shall in addition to the specific
JJements e quired by 54 700

1

)
A

+
B

Opinion”

| % Amend the heading

+ “Basis for Opinion” to

« "Basis for Qualified Opinion”
» “Basis for Adverse Opinion”
» “Basis for Disclaimer of s

Within this section include a
description of the matter giving
rise to the modification.

Cause of Modification

Description in the Basis of Opinion

Material misstatement | Auditor shall include in the basis for opinion section —
of ES. relating to ¥ Description and quantification of the financial effects of the
Specific amounts in ES. misstatement unless impracticable.
¥ Ifitis impracticable to quantify the financial effects state so.
Material Misstatement | The auditorshall- include in the Basis for Opinion section an
of ES. relating to explanation of how the disclosures are misstated.
| Narrative disclosures W\
Material misstatement | The Auditor shall- _ .
of ES. relating to Non- a) Discuss the non disclosure with TCWG
disclosure of b) Describe in the Basis for Opinion section the nature of the
information required to omitted information. '
be disclosed ¢) Unless prohibited by law or regulation include the omitted
disclosers provided it is practicable to do so and the auditor
e has obtained SAAE about the omitted information,
|l1|a!.'-llit-_|-r to obtain SAAE | The auditor shall > include in the Basis for Opinion section the
]l,_____ reasons for that inability.
| When Auditor Express | The auditor shall
2Qualified or Adverse « amend the statement about whether the audit evidence
|| Opinjop obtained is sufficient and appropriate to provide a basis for
the auditor's opinion to include the word “Qualified”" or
| Ly * as appropriate.
B . Adverse pprop
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When Auditor The auditar’s report shall not include the following ele n;m|
Disclaim the report: . ,
a) Hcfgre.,.;e to the section of the auditor's report wher, e

sibilities are described ; and
hether the audit evidence nhtajnedh
jate to provide a basis for the audj, 5

auditor’'s respon
b) A statement about w
sufficient and appropr

opinion.

Bl
If the Auditor has The auditor shall:- e A :
expressed an a) Describe in the "Basis for Opinion™ section the reason for 4y
adverse opinion or other matters of which the auditor is aware that would hy,
disclaimed an required a Maodification to the Opinion.
opinion on F§ b) The effects th ereof.

es for the Audit of the Financia
Auditor Disclaims an Opinion’ on the Financial

Description of Auditor's Responsibiliti

Statements When the
Statements

| _i}Es-c_rI;;tIun of Auditor's Responsibilities for the Audit of the FS when the Auditor ]|
Disclaims an Opinion on the F5

|
- [
I

—_— ———

(a) A smtementthatthe (b} A'statement that® however (c)The statement
auditor’s responsibility 1use ofithe matter(s) aboutauditor
iz toconductan auditof vl i the Basis fon independence and
theentity's ES:in disclaimer of Opinion Scction otherethicl
accordance with SAs the auditor was notable to responsibilities s
and tc aal) obtaimSAAE to provide a basis required under
Auditor's foran auditopinion on'the £S5 SAT00.

Considerations When the Auditor Disclaims an Opinion on the FS

Unless requiredbythe ' The auditor’s Report shall not include 3 leey
Law or Regulation Audit Matters section in accordance with SA 701

Communication with TCWG

i - — " il '_.__-\.-_':

When the auditor (i - At %';+ETH'E.'éirmH15tances thaflﬁr-’f._t“fs*a:’

expects to modify the T | theexpected modification _
opinion in the it RN
auditor’s report

e

. The wording of the modifict®

o g
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Eg.li:;ﬁés; EF MATTER PARAGRAPHS AND OTHER MATTER
HS IN THE INDEPENDENT AUDITOR’'S REPORT

| Scope/ Objectives of the Auditor

706 deal with additional communication
: on i the Auditor'
consider necessary to draw users’ attenting o r's Report when Auditor

] ' 1
() Matt&;}r{s]: presented / disclosed in Fs (b) Matter(s) other than those presented/
are  SUC rmpnrtttnce that they are | OR| disclosed in FS that are relevant to users’
fundamental to user’s understanding of F understanding of audit/ auditor’s

Definitions/ Meaning

Emphasis of Matter Paragraph (EMP)

Other Matter Paragraph (OMP)

# AParagraph include in the Auditor's | * . A Paragraph include in the Auditor's
Report that &% |4, Reportthat

» refers to matter appropriately presented,’ + refers to matter other than those
disclosed in F.5. that - - presented/ disclosed in ES. that

* inthe Auditor's Judgement, Is such # in the Auditor’s Judgement, is relevant
importance that ' » To user's understanding of audit,

® itis fundamental to user's understanding auditor’s responsibilities or auditor's
of F.S. b - 4 report.

1. Emphasis of Matter Paragraph (EMP)

The Auditor shall include an Emphasis of Matter Paragraph in the auditor’s report Mﬂ;]
|

I'_ ¥

() Would not be required to modify the (b) The matter has not been determined
opinfon in accordance with SA 705 asa And | to be key audlt matter (KAM) as per SA

result of the matter £




“AUDITREPORT
RN /

LWh en the Auditor includes an EMP in the auditor’'s report, the Auditor sha)j- |

[ ! R

o Include the paragraph o Include in the paragraph o Indicate thﬁ
o Within a separate o Aclear reference to the o The auditor's Opiniay
section matter being emphasized is not modifieq
o In the Auditor’s Report & respect of the mattap
o With appropriate o To where relevant
heading "Emphasis of disclosures  that  fully
Matter”, - describe the matter can be
found in FS. ( only to
information
presented/disclosed in F3).

Circumstances where the auditor may consider it necessary to include an Emphasis of
Matter Paragraph

Anuncertaintyirelating tolthe futlire outcomelofeXceptional
litigationonregulatoryaction.

Significantsubsequent eventthat occurs between the dateof

| Bl - - 1 4
F& and the date offauditor's [Eport

Examples oy . .
Early application of new accounting standards|that hasa
material effect onlthe FS.

Majar catastrophe thathas had or continue to have significant

eliectonithe entity's financial position,

Emphasis Of Matter Paragraph is not substitute for

§ WP |
1. A modified opinion in 2. Disclosures in the 3.Reporting in accordanc®
accordance with 54 705 Financial Statement with 5A 570 (Going Concert)

2. 0ther Matter Paragraphs in the Auditor’s Report

The Auditor shall include an Other Matter Paragraph in the auditor's report provided:

- £
a) Fhis i3 B0F it A And | (B) The matter has not been dfmm”;:] :
regulation be key audit matter (KAM) as per SA 7|

S e <

il
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: The Auditor shall include the p

HI’E ra h W & ' a
Matter " in the Auditor’s Repart Eraph within a separate section with the heading “Other

communication with Those Charged with .
. The expectation and Governance Regarding

. Wording of the paragraph

COMMUNICATION KEY AUDIT MATTERS IN THE INDEPENDENT
AUDITOR'’S REPORT (SA 701)

Definition of Key Audit Matter

' e k

* Key Audit Matters are thase matters that * Key audit matters are selected from

* In the auditor's professional judgement * Matters communicated with TCWG
* Were of most significance in the audit of

financial statement
* Of current period.

I -
L IJ: N

e @ =T

A I'i.ll ';J.'“-'_'_ I

Purpose of SA 701
' ]
To enhance the ‘| . Provides additional Assist intended users :
communicative value of information to intended
Auditor’s Report - bl users of FS: In understanding the
% | entity and areas of
By providing grater | | To assistthemin significant management
transparency about the understanding those matter judgement in the audit of
audit that was performed. that in auditor's judgement FS.
i were of most significance in the
audit of FS of current period.
Objective of the Auditor
|
' v
(A) (B)
Determine key audit matters Communicate those matters in the
auditor's report
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Determining Key Audit Malters

In making this determination the auditor shall take into account the following:

¥ ¥ ¥
Area of higher assessed + Significant auditor || The effect on the aygj
risk of material judgements significant events g

misstatement

Or that Involved significant || during the period
Significant risks management judgment
identified in accordance * Including accounting
with SA 315 estimate that have been

* relating to areas in the FS§

transactions that ocourrgg

identified as having high & 3
estimation uncertainty.

Communicating Key Audit Matters

* The auditor shall describe each key audit matter
* By using an appropriate subheading in a 45¢pa rate sec:inn of the auditor’s report under

heading "Key Audit Matter" &

The introductory Eanguag'e’lq'u}_is section of the auditor’s report shall state that

.

-

—

Key audit matters are those matters that,
in the auditor's prufnssiul_'tii.] judgement,
were of most significant in the audit of the

FS. F .y

And

These matters were addressed in the
context of the audit of FS as a whole and In
forming the auditor’s opinion thereon.
And

The auditor does not provide a separate
opinion on these matters.

B

Communicating Key Audit Matter is not substitute for

'

.

Disclosures in the
financlal statement

The

with SA 705

auditor
expressing a Madified
Opinion in accordance

o nk

R

Repo rting in
accordance  with
SA 570 (Going
Concern)
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| Communication with TCWG

= A
| B

Those matters the .auditﬂr has | or If applicable, the auditor’s determination
getermined to be key audit matters, that there are no key audit matter to

communicate in the auditor’s report. |

~
STANDARD ON AUDITING -710 "EEIJMFAHATWE INFORMATION
CORRESPONDING FIGURES AND COMPARATIVE FINANCIAL
STATEMENTS ]
Auditor’s = When prior period “Nature * Approach often
responsibilities F5 are audited by Comparative Info: specified by Law
to comparative another auditor/ Depends upon & Regulation
information in unaudited || applicable FRF
' theauditof ES. || * Also apply issue *Two Approaches » May also specified
' raised SA 510 to_ ‘(&) Corresponding by terms of
auditof Opening . figures engagement
balances. P Y (B) Comparative F5

Audit Reporting differences between two approaches

._.--""“.‘H-—f{_-_-‘“"'—:-*

Corresponding Figures , Comparative F.S.
Auditor's [:Ipi'n_inn on ES. refers to Auditor’s Opinion refers to
Current Period only. Each Period for which FS. are presented,

Objectives

evidence

1. whether the comparative information
included in the ES. has been presented
in all material respects.

2.In accordance with the requirements
for comparative information in the

___#Pplicable FRF.

1. In accordance with the auditor's
reporting responsibilities
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| Definition

: £
= ! ' 3
COMPARATIVE COMPARATIVEFs
+ Comparative information
# The amounts and where amounts and other # Comparative informatjy,
disclosures included in disclosures for the prior where amounts & othe,
theF.5. period disclosures for the prior
= Inrespect of one or » Areincluded as an integral period
more prior period part of current period F.5. = Are included for
# Inaccordance with & comparison with thefs,
applicable FRF # Are intended to be read only of the current period
in relation to the amounts & » Butifaudited are
other disclosers relating to referred to in auditor's
the current period opinion

—_—

AUDIT PROCEDURES REGARDING COMPARATIVE INFORMATION

I I e l

Determine Evaluate b, Aware about existence Obtain Written
—___ | of possible Material Representation
a) Whether  FS. | | a) Whether . the || Misstatement SA 580
include Comparative
Comparative Information _~ agrees | | « Perform additional » Form
information with ‘the amounts & audit procedures to management for
required by FRF other disclosures abiain ffici I eriod
b) Whether such presented in the prior AL e ” P i
information  is period appropriate  audit referred to In
classified | b) Whether accounting evidence to the aUdimﬁ
appropriately policies  reflected in determine existence opinion.
the comparative of material
information are misstatermnent. * Also obtain
cansistent with those SpEEiﬁE Written
applied in the current | | « NOTE: sA 560 also Representation
peund ; applies if auditor || to re-affirm thil
c]) Whether changes in had audited the the WR it
accounting policies if prior period R
any have been period F.5. preyiousiy with
properly accounted for made cior
& adequately respect 10 PT
presented & disclosed period remd
3Ppmp]'iat'e

o
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AUDIT REPORTING CORRESPONDING FIGURES

msﬂﬂﬂﬂiﬂﬂ Figures are available Auditor's opinion shall not refer to
corresponding Figures: Except

mpurt in prior period included

Matter which gave rise to the
; AND | modification is still
» Aqualified opinion Modified Unresolved

| A disclaimer of opinion

» An adverse opinion Opinion

—— ;. J

i Modify Auditor's opinion on the Current Period’s financial statement

:

For this Auditor shall in Basis for Modification Paragraph
|

= “n W 1
Refer both WY Explain
Current Period's Figure __€%, DRy, Audit O hash dified
2 N N udit Opinion has been mo ifie
Corresponding Figures - 4 b because of effects or possible
. » effects of unresolved matter.

Ftudltﬂruhtaln aundit evidence that a material misstatement exists in the Prior Period
ES.on which Unmodified Opinion was issued:

(S—

The auditor Shall
Verify Express gol
Whether the misstatement IF NOT
has been dealt with as 4 Qualitisd Upinicn Modified
"Bquired under applicable 4 L
FRE PP An Adverse Opinion Opinion
e On the current period financial
statements
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3. Prior Period FS Are Not Audited

[
The Auditor Shall

i

Include in Other Matter
Paragraph

But this does not relieve

1
——

The auditor from negd
obtain Sufficient
appropriate audit Evidence
| thatthe opening balance g,

*  That corresponding figures
are unaudited

not contain misstatemen;
that materially affect the
current period’s FS.

——

Comparative Flh?qncial Statement

[

Auditor's Opinion to refer each period

For which ES. are presented and on
which opinion is expressed.

. | | prior period

1
If wopinion on prior period Fs
v.| expressed in current period differs
~ | from opinion expressed in the relevant

Give substantive reason for difference
in the Other Matter Paragraph

1. Prior Period F5 Audited by Another Auditor

v

LS

Audit Report to alse contain Other

Matter para, stating that :

* FS of prior.period were audited by
predecessor auditor.

» Type of opinion expressed by him
(Reasons for Modification if any)

= Date of that report.

If material misstatement exists in prior peried
FS (not reflected in previous audit report): el

P e

TN

1. Communicate misstatement to
management/ TCWG

Z. Request that predecessor auditor be
informed.

* I
IfPrior period FS are amended
&

The predecessor auditor agrees to issue new

audit report P
) =il

The auditor shall report on the

current period only -

B
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|

The auditor from need to obtain
+ Sufficient  appropriate  audit
; : evidence that the openin
nclude in Other Matter Paragraph | But this does balance do not cf:mtaiﬁ
not relieve o misstatement that materially
affect the current period’s ES.

unaudited

. That corresponding figures are ‘

[ AUDIT OF BRANCH OFFICE ACCOUNTS ]
section 128(1) of the Companies Act, 2013 : I

+ Company must keep it's (including branch/branches)
v Books of accounts
* Papers &
* Financlal 5tatement
* Glving True & Fair view
v |n Double entry
¥ On Accrual basls
* At Place — Registered office,

'BOD may decid e another place in India ta F:'eep them. Notice of such place must be
given to ROC within 7 days.

* Companies have the option to maintain it's Books of Accounts & other papers in
electronic form. -

. 3

*Branch accounts may be maintained at the branch provided periodically summarized
return is sent to the registered office.

Duties and Powers of Company Auditors
¥ Section 143(8) of the Companies Act, 2013
YBranch Audit shall conducted

In INDIA Qutside INDIA

The Auditor appointed for compary ’ :!l mt;:mpl:r:.: Auditor  ar

ar = By an Accaun ar
Ay other person qualified for * By any other person duly qualified to act as an Auditor
Appointment as an auditar of of the Branch office In accordance with laws of that
Fempany, Country.

¥ : %
Branch Auditor shall

* Prepare a report.
; * Send it to the auditor of Company.

| "hule 12 canr, 2014
* Reporting of fraud by the auditor shall also extend to such branch audltor to the extent It relates to

the concerned branch.




Usrnq the work aF Another Auditor SA 6'00

v'Where another auditor has been appointed for the component.
* Principal auditor would normally be entitled to rely upon the work of sych,

auditor,
* Unless there are special circumstances to make it essential for him to :

a. Visit the component or/and
b. To examine the books of accounts and other records.

¥ Discuss audit procedures by other auditor.
v'Review a written summary of other auditor’s pmced!.lres and findings through
questionnaires/checklist.

Audit
procedures

by principal
auditor

-

Principal auditor | Advice the other

: auditor of significant
b would inform the | reporting requirements
and obtaln

other auditor of |

matter such as | representation as o

. nurnpll:m with “'"'

— — = e e —

ldentificati
Areas requiring inter l.-.:n:p::::t

Time table for
completion of

special transactions that
consideration may require audit
disclosers,
_-_-._-.-.-'
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Meaning

. The practice of appointing Chartered Accountants as joint auditors is quite widespread in

big companies and corporations,
. Joint audit basically implies

» pooling together the resources and expertise of

% more than one firm of auditors

¥ torender an expert job

% in a given time period

» which may be difficult to accomplish acting individually.
+ ltessentially involves sharing of the total work, .
+ This is by itself a great advantage. . s

Advantages |

i, Sharing of expertise. '

ii. Advantage of mutual consultation. g W

ili. Lower workload. Wl

Iv. Better quality of performance. :

v. Improved service to the client.

vi In respect of multi-national companies, the work can be spread using the expertise of the
local firms which are in a better position to deal with detailed work and the local laws
and regulations,

Vil. Lower staff development costs.

Vili. Lower costs to carry out the work.

% Asense of healthy competition towards a better performance.

Disadvantages

——

L The fees being shared.
If‘ Psychological problem where firms of different standing are associated in the joint audit,
Il General superiority complex of some auditors.

. Problems of co-ordination of the work.

V. Areas of work of common concern being neglected.

:L_“_fﬂu‘rtainty about the liability for the work done.

P o
" The Institute of Chartered Accountants of India has issued Standard on Auditin E(SA) 299

ised), “Joint Audit of Financial Statements”

" This : clal considerations in carrying out audit by joint audi
| uh__h___j_tilﬂiard deals with the spe i itors.

s ]

Q




1. Engagement partner and other key

members of the engagement team
from each of the joint auditors should

be involved in planning the audit.

Identify division of
audit areas and
common audit areas |

2. jointly establish an overall audit
strategy which sets the scope, timing
and direction of the audit, and also
guides the development of the audit
plan.

Ascertain the
reporting objectives

3.Before the commencement of the

audit, the joint auditors should

discuss and develop a joint audit plan

* In developing the joint audit plan,
the joint auditors should

Consider and
communicate
significant factors

— |

o

Special
Consideration

4.Each of the joint auditors should
consider and assess the risks of
material misstatement and
communicate to other joint auditors.

Consider the msuit:;gwI
preliminary
engagement activitias,
or similar
engagements
performed earlier

5. Discuss and document the nature,

timing, and the extent of the audit

procedures for

(I) common and

(I1) specific allotted areas of audit to
be performed.

Ascertain the nature,
timing and extent of
resources necessary o
accomplish the
engagement

6.0btain common engagement letter
and comimaon management
representation letter,

7. Work allocation document should
be signed by all the joint auditors and
communicated to those charged with
governance.
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‘ Responsibilities of Joint Auditor’s 1

'm/ X_

l Joint & Several

'E]['h jﬂiﬂt auditor shall b responsible l]-'['ll!,l a. For work not divided _
including proper execution of the audit of common audit areas '
procedures. c. For matter brought to knowledge of all by

any ane of themn and nr}.whlch they all
agree. -

d. Compliance of audit report wT'Eh statutory
requirement K

g. presentation and disclosure of the
financial statements as required by the
applicable financial reporting framework

f. ensuring that the audit report complies

- with

| >, relevant statutes

« || '\® applicable Standards on Auditing

4 “sl== *® other relevant pronouncements

gy, o, issued by ICAI

= 4| Co-Ordination

In case a joint auditor comes across matters which are relevant to the areas of responsibility
of other joint auditors and which deserve their attention, or which require disclosure or
Tequire discussion. with, or application of judgment by other joint auditors,

¥
The said joint auditor shall
¥
Communicate the same to all the other joint audltu;‘

in writing prior to the completion of the audit.

l Reporting
[ Generally a Signal Report If Joint Auditor's msagr._._._'
(i, Comnion Autlit Ropart Separate Audit Report |

In such circumstances Joint Auditor(s) shall
! make a reference to each other's Audit Report(s)

s L)

Y




| REPORTING REQUIREMENTS UNDER THE COMPANIES ACT @

Section 143 of Companies Act, 2013 contains, inter alia, reporting requirements of auditor 5
a company in form of duties.

1. H{!]_‘.I |::r|'1_i|'u:rI ]'Equirﬂjnent |'{:I';|I:j'||g tomatiers _'iliiT_Ed in section I'I-:-i[l-i

Auditor shall inquire into following matters

T
a. Whether
* Loans and advances made by the company on the basis of security have been properly
secured
AND

* The terms on which they have been made are prejudicial to the interests of the company
or its members

b. Whether

Transactions of the company which are represented merely by book entries are prejudicial
to the interests of the company

¢. Where the company not being an investment :ump'an:,r or a banking company,
Whether %

S0 much of the assets of the company ,aé_' consist of shares, debentures and other securities
have been sold at a price less than that atwhich they were purchased by the company.

d. Whether - Loans and advanpe's._nﬁd;g hft]l& company have been shown as deposits.

e. Whether — Personal experises have been charged to revenue account.

f. Where it is stated in the books and documents of the company that any shares have been
allotted for cash, :

+ Whether —+ Cash has actually been received in respect of such allotment, and if no cash
has actually been so received

» Whether — The position as stated in the account books and the balance sheet is correct,
regular and not misleading.

————
I

l ]
- The auditor is not required to report on the matters specified in sub-section (1) unless he
has any special comments to make on any of the items referred to therein.
- If he is satisfied as a result of the imquiries, he has no further duty to report that he is 50
satisfied.

« the auditor should make a report to the members in case he finds answer to any of these
matters in adverse.

_-—-_--.-.-.

S -
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Ly | =g S S .
2-Reporting on'accounts examined

gection 143 (2) of Companies Act 2013 the auditor shall make a report to the members of the
gompany on

.
@;_ﬁ examined by him | aApd | Every financial statements which are required by or

under this Act to be laid before the company in
general meeting

[ he report shall after taking into account the provisions of this Act, the accounting and
auditing standards and matters which are required to be included in the audit-report under

the pmﬂﬁiﬂﬂﬂ of this Act or any rules made thereunder or under an}r: m'c_le]: made under sub-
Eﬁnn |:11]- N Ve,

L

Further, auditor has to report Ly
whether to best of his information and knowledge, the said
*  Accounts, financial statements give a true and fair view of the state of the company's
affairs as at the end of its financial year and profit or loss and cash flow

v for the year and such other matters as presmbe‘_é{.under Rule 11 of the Companies [Audit
and Auditors) Rules, 2014,

1

i
&

i
. i -}

[thﬂr. in terms of section 143(3), the auditor’s report shall also state
3. Whether > il
# He has sought and obtained all the information and explanations which to the best
of his knowledge and belief were necessary for the purpose of his audit and if not,
the details thereaf and the effect of such information on the financial statements.
b.  Whether, in his opinion,.
# proper books of account as required by law have been kept by the company =o
far as appears from his examination of those books and
* proper returns adequate for the purposes of his audit have been received from
branchés not visited by him
& Whether= the report on
* the accounts of any branch office of the company audited under sub-section (8) by
a person other than the company's auditors has been sent to him under the proviso
to that sub-section and the manner in which he has dealt with it in PTEPEI‘iHE his
report.
& Whether
* the company’s balance sheet and profit and loss account dealt with in the report
are in agreement with the books of account and returns.
Whether, in his opinion, .
¥ the financial statements comply with the accounting standards,
The ohservations or comments of the auditors on
= H“E"'I-'I:iﬂl transactions or matkters which hawve any adverse effect on the f“ nctioni ng of

th
Eae.. E COmpany

&

i,

[
e
o=
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g Whether = any director is disqualified from being ap pointed as a director '-lﬂdm

section (2) of the sectlon 164.
h.  Anyqualification, reservation or adve
and other matters connected therewith.
i.  Whether . .
# The company has adequate internal financial controls with reference to financig)

statements in place and the operating effectivenessof such controls.

» However the reporting requirement on adequacy of internal Fmanr.:ltai contrals
(IFCs) with reference to financial statements shall not be applicable tp 4

private company which Is a
i. One person company or
ii. Small company or
iii. Company having ; X
% Turnover less than Rs.50 crore as per latest audited financial statement
% Aggregate borrowings from banks / financial institutions / any body
corporate at any point of time during the financial year less than Rs.25
crore =
J.  Such other matters as are prescribed in Rule 11 of the Companies (Audit and
Auditors) Rules, 2014 which are as under

a. Whether — the company has disclosed the impact, if any, of pending litigations
on its financial position Iin Its ﬂxnéncla'[;statement.

b. Whether = the company has made-provision, as required under any law or
accounting standards, Eurfmatp;'jal foreseeable losses, if any, on long term
contracts including derivative contracts.

c. Whether — there has been any delay in transferring amounts, required to be
transferred, to the Investor Education and Protection Fund by the company.

d. Whether a2
* The management has represented that, to the best of it's knowledge and

belief, other than as disclosed in the notes to the accounts, no funds have
been;

1. Advanced or loaned or invested (either from borrowed funds or share
premium or any other sources or kind of funds) by the company to or in any
other person(s) or entity(les), including foreign entities ("Intermediaries’)s
with the understanding, whether recorded in writing or otherwise, that the
Intermediary shall, whether, 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 on behalf of the Ultimate Beneficiaries

2. Received by the company from any person(s) or entity(ies), including foreig”
entities ("Funding Parties"), with the understanding, whether recorded i0
writing or otherwise, that the company shall, whether, directly or indirectly
lend or invest in other persons or entities identified in any manner
whatsoever by or on behalf of the Funding Party (“Ultimate Beneficiaries’)

or provide any guarantee, security or the like on hehalf of the Ultimate
Beneficiaries: and

rse remark relating to the maintenance of accoyny

_-—._._.-._.-.-'—

TS S




— 3. Based on such audit procedures that
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the auditor has considered
priate in the circumstances, nothing has come to
used them to believe that the representations under
sub-ciese-{1)- [is.-pt 1] and (ii) [i.e. pt 2] contain any material mis-
statement, - mé !

e. Whether - the dividend declared or paid during the year by the company is in
compliance with section 123 of the Companies Act, 2013, i) el
f. Whether = the company has used such accounting software for maintaining its
books of account which has a feature of recording audit trail (edit log) facility and
the same has been operated throughout the year for all transactions recorded in
the software and the audit trail feature has not been tampered with and the audit

trail has been preserved by the company as per the statutory requirements for
record retention. , -

reasonable and appro
their notice that has ca

While reporting, where any of the matters :I.',Equireil:llm be included in the audit report is
answered in the negative or with a qualification, the report shall state the reasons therefor

interms of Section 143(4). Further, every auditor shall comply with the auditing standards
3 required under section 143(9).

[

3. Reporting on any other matter: specified by Central Government

5 il

As per section 143(11), the Central I_.".n"}er'nr:'l_enl:'ma:.r. in consultation with the Mational
Financial Reporting Authority, by general or special order, direct, in respect of such class or
description of companies, as may be specified in the order, that the auditor's report shall
also include a statement on such matters as may be specified therein,

1

4. Reporting on Frauds

|, e

 Reporting of Frauds by Auditors [Section 143(12) & Rule 13]
: |
§ l

l Reporting to the Central Government Reporting to the Audit Committee or Board

Fraud involving amount of ¥ 1 Crore | | Fraud involving amount of less than % 1
Of more - Report to Central || Crore = Audit committee constituted under
Government within such time and in | | section 177 or to the Board in other cases

Such manner as PrﬂSEﬁ.hEd. within such time and In such’ manner as
prescribed.
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D2g

Applicability Non-Applicability
Every Company includin g i. Banking Company [defined in clause (c) Section 5
a Foreign Company Banking regulation Act 1949 (10 of 1949)]
defined U/s 2 (42) of the ii. Insurance Company [defined under Insurance Act 193p (4
Companies Act 2013 of 1938)]
ili. Company licensed to operate U/s 8 of the Companies pq
2013
iv. One Person Company
v. Small Company
vi. Private Company (Other than holding or su bsidiary of;
public company with-
© Paid-up Capital + Reserves & Surplus < 1 Crore s,
(As on balance sheet date)’
o Total Borrowings < 1 Crore Rs.
(From Bank or Financial Institution at any point of time
during the Financial Year)
o Turnover Revenue < 10 Crore Rs.
(During the Financial Year as per Financial Statements)

Auditor’s Report to contain matters specified in paragraphs 3 & 4
[ W |
Paragraph 3 Paragraph 4
Matters to be included in auditor’s report Reasons to be stated for unfavorable or
. qualified answers

I—

v Every repnr;_ﬁi ade by the auditor u/s 143 of the Companies Act, 2013 on the accounts of
every company examined by him to which this Order applies for the financial year

commencing on or after 1** April 2019 shall in addition contain the matters specified in
paragraphs 3 and 4 as may be applicable

¥" Note: This Order shall not apply to the auditor’s report on Consolidated Financial
Statements except clause (xxi) of paragraph 3,

e g
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@I‘S to be included in the Auditor's Report: Paragraph 3 of the order !

T :
" Whether the company
A, Maintaining proper records of PPE showing-
- Full particulars
- Quantitative details &
- Situation
B. Maintaining proper records of Intangible gssets showing
- Full particulars (R U, LT
: Physical verification : - 4]
: Whether o
o PPE have been physically verified by the ma nagem'&nt at reasonable
intervals.
o Any material discrepancies nutl{:ed on such '.r'eriﬁcatm .
Ifso ak
: o  Same have been properly dealt in I:-nnks ofaccount.
€. Titledeed:
Whether

o The mle_ieﬂs_:a[niuhummﬂnﬂumﬂmiﬂﬂuther than properties where the

company is the lessee and the lease agreements are duly executed in favour of
the lessee) d:lsr:luged in the Fnanmal statement

o Are hefdﬂtbiﬂﬂmf_ﬂﬂilﬂmumﬁﬂ

o  Ifnotprovide the detaiis thereof in the format below

Description | Gross Heldin | Whether Period held Reasons for
ofproperty | carrying | nameof | promoter indicate range not being
value director or where held in name
their relative appropriate of company
or employee
*Also indicate
if in dispute
—— B R ——— "
d.  Bevaluation:
Whethe
o 11-:; company has revalued its PPE {Including Right to use assets) or Intangible
Assets or both during the year
Ifso

Whether the revaluation is based on the valuation by a Registered valuer

: the amount of change
- isrpc?-f; 'I‘;'fgE i< 10 % or more in the aggerate of the net carrying value of

L each class of PPE or intangible assets.

o
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€ Proceeding for holding Benami Property:
Whether
©  Any proceedings have been initiated or are pending against the Company fy,
holding any benami property under the Benami Transactions (Prohibition) pq
1988 (45 of 1988) and rules made thereunder
Ifso
©  Company has appropriately disclosed the details in its Financial Statement.
(ii) Inventories
3. Physical verification : |
Whether e AP
©  Physical verification of inventory has been conducted ﬂiﬂﬂmwiﬁie_iﬂtmﬂﬁ_hy
the management o -
o ini itor the coverage and procedures-of such verification by
the management js appropriate e
©  Any discrepancies of 10% or mare in the aggregate for each class of inventory
were noticed :
Ifso | SR
o  They have been properly dealt with in the books of account.
b.

Whether NN !

©  During any point of time of the!year, the company has been sanctioned working
capital limits in excess-of 5 crore Rs. in aggregate form banks or financil
statements i

o The guarter i '. ments filed by the company with h bank o

financial institutionsare in agreement with books of account of the compan
If not " il
0 Give details  ~

0

.

2

(iii) Investments Guarantee/ Security/ Loans / Adv

ances to Companies,
firms, LLP or Other Parties

Whether during the year the company has made

If so

- investments in

- Provide any guarantee or security or

- Granted any loans or advance in nature of loans secured or unsecured
- To companies, firms, Limited Liability Partnerships or any other parties

a. Whether during the year the company has provided
o Loans /Advances in nature of loans /Stood guarantee /Security

©  Tootherentity [not applicable to companies whose principal business
is to give loans].

o If so indicate

£

= =)
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--""'";-A_ggregate amount during the year and

o Balance outstanding at the balance sheet date

o with respect to such loans or advances and guarantees or security
o I

I

e I

A
; o B
To Subsidiaries, Joint venture & To other parties other than Subsidiaries,
Associates Joint venture & Associates
b. I&ﬂﬂi&mﬂiﬁnﬂﬁmmmmmmmmmmﬁmm
Whether

E wwmmmmmmand th'-? terms and
conditions of the grant of all loans and advances in'the nature of loans and
Buarantees provided A :
o Arenot prejudicial to the company’s interest .
c. Repayment Schedule: ;
o Inrespectof loans & advances in the na.l:ure ufluans.
o 5Schedule of repayment ﬂfpr[nclpal and pa}rment of mrerest has been
stipulated and . BN
o the repayments or receip ts:re regular
d.  Overdue Amount: 2 N
If the amount is overdue sl:ate lt?.
o The total amount l.‘.r'l.l'El'l:[IlE for more than 90 days
o Heasonable steps taken for recovery -
e. Loan/Advances fall die, renewed/extended/ settled :
Whether any loan or advance in the nature of loan granted which has
Fallen due during the year
Has been renewed or
‘Extended or
~ Fresh loans granted to settle the overdues of existing loans given to

same parties
'!Ifm.f SFEC@
o  The aggregate amount and
o  Percentage(%) of the aggregate to the total loans or advances in the
nature of loans granted during the year.
L =
Whether the company has granted any loans or advance in the nature of loans
either
- Repayable on demand or
- Without specifying any terms or period of repayment

If s0, specify
;:rr ‘ll'lhe aggregate amount and Percentage(%) thereol to the total loans

| gm.nl:ed

‘ o  Aggerate amount of loans granted to Promoters, Related parties,

e =

000




(iv) Compliance of section 185 & 186

g In respect of Loans, Investments, Guarantees & Security
o  Whether -+ provisions of section 185 & 186 of the Companies Act 2013 has heey
complied with
o  Ifnot - provide details thereof

(v) Public Deposits

In case the r:umpan_-.r has au:m:pted deposits
o  Whether — The directives issued by RBIl and the Prnwsinns of sections 73
to 76 or any other relevant provisions of the Companies Act 2013 and the
rules framed there under where applicable has been complied with.
o  Ifnot— the nature of such contraventions be_staleid
¥ .D.I:d.&l: : . ]J
Ifan order has been passed by Company Law Board/ Hah u:l:laE Company Law
Tribunal/ RBI/ Any court/ Any other Tribunal -
o Whether - the same has been com plied with or nnt.

—

T i

(vi) Maintenance of Cost Record

== ==
-

Whether | Y
o  Maintenance of custrecurﬂ has heen specified I:-].r the CG U/s 148 (1) of the
Companies Act Eﬂlaqnd

o  Such accounts & rerqrds have been so made and maintained.

(vii) Deposit of Statutory Dues

a.  Undisputed statutory dues: - it bl .
H-"hether-—r Company Is regular in depusltingundisputed statutory dues including
- Goods and Service Tax
- Provident Fund
- Employees’ State Insurance
- Income Tax
- Sales - Tax
- Service Tax
- Duty of custom
- Duty of excise
- Value Added Tax
- Cess and other statutory dues
To appropriate authorities
If not = the extent of arrears of outstandin
Financial Year concerned for a period of
became payable shall be indicated.

B statutory dues as at the last day of
more than 6 months from the date they

BT -
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a

where statutory dues h:we not been dEpusited on account of any disputc then
o Amount involved and

o  Forum where dispute is pending
shall be mentioned _
| e - - L

. Whether

Any transactions not recorded in the books of account have been surrendered or
disclosed as income during the vear in the tax assessments under the Income Tax Act

1961. P : ; I, W
i !,FS'E : ..|_ F i L' a
Whether the pre ;

(ix) Repayments of Dues
a.  Defaultin repayment of Loans/Other Borrowings/ and Interest thereon:
Whether —+ the company has del’aultaiin repayment of loans or other borrowings or
in the payment of interest thereun tu an]r Iender

If yes — the period and the a[nu_unt ﬁf del‘autt to be reported as per the format below

i} & o el

Nature of Name | Amountnot | Whether No. of days Remarks if
borrowing of | pald on due princlpalor | delay orunpald | any
including lender | date Interest

debt

securities

b Wilful Defaulter:
Whether— the company is a declared wilful defaulter by a bank or financial
institution or other lender.

“  Application of Term Loan obtained :
o  Whether - the term loan were applied for the purpose for which the loans were

obtained
o Ifnot—
v Amount of loan so diverted and

| ¥ the purpose for which it is used
May be reported

£
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T,
d. : o
o  whether — fund raised on short term basis have been utilized for long term
purpose
o  Ifyes, indicate — the nature and amount. .
e, i
yenture : :
o Whether - company has taken any fund from any entity or person on account
of or to meet the obligations of its subsidiaries, associates or joint ventures
o Ifyes provide =
. details thereof with nature of such transactions and
‘ The amount in each case : :
yenture : _ "
o  Whether - Company has raised loans during the year on the pledge of securities
held in its subsidiaries, joint venture or associates companies
o Ifsogive— B
*  Details thereof and <) %
*  Also report if the company has defaulted in repayment of such loans
raised.

i oy P =%
r

(x) Application Money raised by Public Offer & Preferential Allotments

Whether — £ 2N :

o  Money raised by'way initial public offer (IPO) or further public offer (FPO)
[including debt instruments] during the year

o  were applied for. the purposes for which those are raised F

Ifnotreport— . | Rk

o  The details together with delays or default & '

o ISubsequehr rectification if any as may be applicable.

Whether — _
o Eumparfj.r has made any preferential allotment or private placement of shares or
convertible debentures (Fully, partially or optionally convertible) during the year

and if so

o  The requirements of section 42 and section 62 of the Companies 2013 have been
complied with & ]

o  Fund raised have been used for the pu rpose for which the funds raised

If not report —+

o  Provide details in respect of amount involved &
o  Nature of noncompliance

o 2 =
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(xi) Eraud Reporting
S

Whether = Any fraud by the com pany or any fraud on the company has been noticed
or reported during the year.

Ifyes indicate - The nature and amount involved,

b Whether = Any report U/s 143 (12) of Companies Act 2013 has been filed by the
auditors in Form ATD -4 as prescribed under rule 13 of Companies (Audit and
Auditors)

Rules 2014 with the Central Gove rnment, -

¢ Whether = The auditor has considered whistle-blower complaints if any received
during the year by the company, Bt e T

- N 4

a, i [ x i '

| Whether =+Nidhi Company has complied with the Net Owned Funds to Deposits in the
ratio of i %

1:20 to meet out the liability. LT "

b. !
Whether = Nidhi Company is majritaining 10% Unencumbered Term Deposits as

specified in PN

the Nidhi Rules 2014 to meet out the'liability.

Uy
t ' I :
Whether —+ There has been any defaultin payment of Interest on deposits or repayment
thereof for any period

If so provide — Details thereof

(xiii) Related Parties Transactions

Whether —
@ All the transactions with related parties are in compliance with section 177 & 188 and

@ Details have been disclosed in the financial statements etc. as required by the applicable
Atcounting Standards.

(xiv) Internal Audit System

"--_._____
a. Whether — Company hasan Internal Audit System commensurate with the size and

Nature of its business.

b Whether - Report of the Internal Auditor for the period under audit were
~—__onsidered by the Statutory Auditor

ez =

[
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(xv) Non Cash Transactions with Directors

Whether - Company has entered into any non- -cash transactions with the directors u\‘
wtth

persons connected with him.

If so - whether the provisions of section 192 of Companies Act have been complied

(xvi) Registration with REI

Whether -+ Company is required to be reglstered U/s 45- |1A of RBI Act 1934
Ifves - Whether the registration has been obtained.
b. Conduct of Activities of NBFC & HFC without valid CoR:
 Whether — Company has conducted any Non- Banking Financial or Housing Finance
activities without a valid Certlﬁ::ate of Registration frnm HE] as per RBI Act 1934,

Whether = the :umpany is a Core Investment Cﬂmpan}r as defined in the regulations
made by the RBI :

Ifs0 —
- whether it continues to fulfil the criteria ofa EIE and

- in case the company is an exempte& ur unreglstered CIE whether it continues to
fulfil such criteria o

d. Whether— the Group has more th:m nne CIC as part of the Group
If yes — indicate the numhpr of EICs which are part of the Group

@ (xvii) Cash Losses

Whether — The company :l'ias incurred cash losses in the Financial Year and in the
immediately preceding financial year.
If So — State the amount of cash losses. 2

{xviii) Consideration of issue raised by the outgoing auditors

Whether —+ There has been any resignation of the Statutory Auditors during the year

Ifso = Whether the auditor has taken into consideration the issues objections or concerns
raised by the outgoing auditors.

e

(xix) Existence of Material uncertainty as to me
o  On the basis of

- Financial ratios

- Ageing and expected date of realization of financial assets.
- Payment of financial liabilities

. Other information accompanying the financial statements

] B

‘et its liability
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r,—-—""':-_ ThE aUditﬂ t".‘.i I{r.l DW]-E dEE‘ of th _
i e Board

whether the Auditor is of the opinion t of Directors and management plans.

. : hat
. No material uncertainty exists as on the date of the audit report

: g: :‘;!P; ny 1s capable of meeting jts liabilities existing at the date of balance sheet

When they fall due within 3 period of one year form the balance sheet date.

(xx) Transfer of unspent CSR amount

o. Whether = in respect of other than ongoing projects , the company has transferred
unspent amount to a Fund specifi

. ed in Schedule VII to the Companies Act within a
period of 6 months of the expiry of the financial year in compliance with second proviso
to Section 135 (5). ' i

b Whether = any amount remaini

to any ongoing project has be
provision of section 135 (&),

Ng unspent U/s 135 (5) of the E::-'m.panies Act pursuant
en transferred to special account in compliance with

(xxi)- Qualifications or adverse remarks in the GARO Reports of Group

Companies

o Whether -+ There have been any qualification/ adverse remarks by the respective
auditors in the Companies (Auditor's Report) Order (CARD) reports of the companies
included in the Consolidated Financial Statements.

o Ifyesindicate — B

¥ Details of the companiesand

¥ The paragraph number of the CARO report containing the qualifications or

adverse remarks.

1. When Auditor’s response to any of the reporting matters is
UNFAVOURABLE/QUALIFIED The auditor should state the reasons of such response.

Z Where the Auditor is unable to express any opinion on any specified matter,
Auditor's re port shall indicate: - Facts together with reasons as to why it is not

Possible to give opinion onsame.




e L = -

.!PECIALFEATI.IHEiGF;'H]b_IT'_F'__F.n.,lEEFR-_-., . ""éf'-'llh'n'u'_r_j] y

Hello Everyone V!
Howare wall 77

SPECIAL FEATURES OF AUDIT OF DIFFERENT TYPES OF ENTITIES

—_—

[ GOVERNMENT Aumrj

MeaningohGovernmentAudit

U.N. Handbook on Government Auditing and Developing Countries ; Government auditing is

—

¢+  the objective, systematic, professional and independent examination
¢ of financial, administrative and other operations
¢+  ofa public entity

¢  made subsequently to their execution ~

* for the purpose of evaluating and verifying I:hem_ : !

¢+ presenting a report containing explanatory comments on audit findings
together with conclusions and recommendations for future actions
L i

T

¢ by the responsible officials o |

¢ and in the case of exam!na;_i:_:—ln"-'iqf financial statements, expressing the
appropriate professional opinion regarding the fairness of the presentation.

A. Accounting for. Public Funds
—s Government audit serves as a mechanism or process for public accounting of

government funds.

—

B. Appraisal of Government policies
Provides public accounting of the operational, management, programme and palicy
aspects of public administration as well as accountability of the officials
administering them.

P
e

- Base for Corrective actions:-
' | Audit observations based on factual data collection also serve to highlight the lapses
~| of the lower hierarchy, thus helping supervisory level officers to take corrective

measures.
e

Iy

Administrative accountability: -

. Government audit is neither equipped nor intended to function as an investigating

—+  agency, to pursue every irregularity or misdemeanour to its logical end.

« The main objective of audit is a combination of ensuring accountabllity of
administration to legislature and functioning as an aid to administration,

B B
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== EATURES OF AUIDIT OF DIFFERENTTYP

. appointment: CAG shall be appointed by the President of India.

. Removal:
¥ CAG shall not be removed from office except on the ground of proven mis-behaviour
or incapacity.

/ He can be removed only when each House of Parliament decides to do so by a
majority of not less than 2/3™ of the members of the House present and voting.

. Remuneration:

v The Parliament is competent to make laws to determine salary. and other
conditions of service and they cannot be varied to his ‘disadvantage after his
appointment.

v The Constitution further provides that the conditions of service of person
serving in the Indian Audit and Accounts Department and the administrative
powers of the C&AG shall be determined by the President after consultation with
him.

¥ CAG should be paid remuneration equivalent to that of SC judge.

* Tenure : The Comptroller & Auditor EEﬂl:lﬁll:l'S (Duties, Powers and Conditions of Service)
Act, 1971 passed in pursuance of the provisions of the Constitution lays down a fixed
tenure of the office prescribing that he shall be paid a salary which is equal to the salary
of the Judge of the Supreme-Court thereby further strengthening hisindependence.

]

ok ! v !
Article 149 Article 150 Article 151
| C&AG shall perform such The accounts of the the reports of the
duties and exercise such Union and of the : C&AG relating to the
Powers in relation to the States shall be kept in accounts of the
ittounts of Union and such form as the Union/State shall be
State ang any other body President may on the submitted to the
| prescribed by the advice of the C&AG President/Governor
' Parliamenent prescribe. who shall cause them
to be laid before House
of Parliament/State
Legislature,

o =
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Duties of CEAG

. i. Compile and submit Accounts of Union and States -

The Comptroller and Auditor General shall be responsible for compiling the accounts of th,
Union and of each State and submit those Accounts to the President or Governor g
Administrator.

» The C&AG shall, give to the Union Government, to the State Government or to the
Governments of Union Territories having Legislative Assemblies, as the case may be, such
information as they may, from time to time, require and render such assistance in the

~ preparation of the annual financial statements as they may reasonably ask for. |
 ii. General Provisions relating to Audit:

It shall be the duty of the Comptroller and Auditor General-

To Audit and Report |

Y

A, On all expenditure from the || B. All> transactions of || C.  All  trading
Consolidated Fund of India and of each || the Union-and of the manufacturing and
State and of each Union Territory || States ' relating to || profit and  loss
having a Legislative Assembly | Contingency Funds and | | accounts and
1 |*Public Accounts balance-sheets and

And L&) LE Lot
N other subsidiary
" : :.Jx.-{ " accounts kept in any
To ascertain < ta department of the

- — Union or of a State.

whether : s

+ the moneys shown in the accounts
as having been disbursed were
legally available for and applicable
to the service or purpose to which
they have been applied or charged
and whether the expenditure
conforms to the authority which
governs it.

------

Where anybody or autherity is substantially financed by grants or loans From the
Consolidated Fund of India or of any State or of any Union Territory,

the CRAG shall
Audit all receipts and expenditure of ) To report on th 7
that body or authority ol B dited by Etl‘[‘l.ﬂ receipts and expendi

BTl =




| Meaning of Substantially financed

where the grant or loan to a body or authority from the Consolidated Fund of India or of
any State or of any Union Territory having a Legislative Assembly in a financial year is

Not less than Rs.25 la kh:ﬁ The amount of such grant or loan is not

less than 75% of the total expenditure of
that body or authority

s

(iv) Audit of Grants or Loans ARt b s SR Tauk-

Where any grant or loan is given for any specific purpose from the Consolidated Fund of
India or of any State or of any Union Territory to any authority or body, not being a foreign
Srate or international organisation i,

the C&AG shall — scrutinise the procedures by which the sanctioning authority satisfies
itself as to the fulfillment of the conditions subject to which such grants or loans were given

(v) Audit of Receipts of Union or States __ eoin gt B T e

A e il W

It shall be the dilty ofthe C&AG

“To satisfy himself that the rules and
procedures in that behalf are designed to
secure an effective check on the assessment,
collection and proper allocation of revenue.

To audit all receipts which are
payable into the Consolidated Fund®
of India and of each State and of.
each Union Territory . «

(vi) Audit of Accounts of Stores and Inventory

The Comptroller and Auditor General shall have - Authority to audit and report on the
accounts of stores and inventory kept in any office or department of the Union or of a State

["’f-ij A;lﬂit of Gnuer_nmant r::ﬁmp;nies and Corporations

P

The duties and powers of the Co mptroller and Auditor General in relation to the audit of the
accounts of government companies shall be performed and exercised by him in accordance

o i jes Act, 2013,
-ﬂﬂ provisions of the Companies

| "

||| SeAg ditor the There upon the auditor so appointed shall

i =|Fﬂ'|:u:|ir:.5th :;:IE E.Li; ::Eﬁ;h‘:;lich the submit a copy of the audit report to the CAG of

||| ¥ditor ynder accounts of the Government India which, among other things, include the

|| %ection 139(5) company are required to be directions, If ;E ny. :lssue:l by the CEAG of India,

Lo 139(7) dited the action taken thereon and its Impact on the
-“-‘---___ b accounts and F.5. of the ml“pﬂn}'.

s £

.
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; ; ; B
The C&AG Act gives the following powers to the CRAG in connection with the performanee af

his duties

¥ 3 ¥ ¥
To inspect To require To put In c._lrr],rlng out the

any office of accounts that any accounts, such questions or make audit, the C&AG has .

under the control af boaks, papers and such ohservations as he tI:IE power tll:} [

the Unjon or a Srate ather documents may consider necessary dispense with any

Government which deal with or to the person in part of detailed audj

including are otherwise charge of the office and || ofany

office responsible for relevant to the to call for such accounts or class of

the creation of the transactions under information as he may transactions and to

initial or subsidiary audit, be sent to require for the apply such limited
Lﬂfc““nﬂ’h specified places. preparation of any checks in relation to

account or such accounts or

report which is his duty
to prepare.

transactions as he
may determine.

The basic standards set for audit of expénditure:are to ensure that there is provision of

funds authorised by competent authority fixing the limits within which ex-penditure can
be incurred. v

* These standards are

i. that the Expenditur:‘:.. ip:ﬁuﬁed conforms to the relevant provisions of the
statutory enactment and in‘accordance with the Financial Rules and Regulations

framed by the competent authority. Such an audit is called as the audit against
‘rules and orders’,

ii. thatthere is sanction, either sp
authorising the expenditure.
iii. thatthere isa provision of fu

ecial or general, accorded by competent authority
Such an audit is called as the audit of sanctions.

; : nds out of which expenditure can he incurred and the
same has been authorised by competent authority. Such an audit is called as audit
against provision of funds.

iv. thatthe expenditure is incurred with
financial propriety. Such an auditis a
v. that the various programmes, sch
expenditure has been incurred a
results expected of them. Such an

due regard to broad and general principles of
Iso called as propriety audit.

#mes and projects where large financial
re being run economically and are yielding
auditis termed as the performance audit. e |

Expenditure Audit—

d—
Audit against Audit of Audit against Propriety
Rules & Orders Sanctions provision of funds Audit

T
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Audit against Rules & Orders >

. pudit agalnst rules and orders seeks to satisfy that the expenditure Incurred Is In accordance
with the financial rules, regulations and orders Issued by a competent authority.

. These rules, regulations and orders agalnst which regularity audit s conducted malnly fall under
the following categories:

R bt Siaie. R

——

pules and orders Rules and orders dealing with Rules and orders
regulating the powers to the mode of presentation of regulating the conditions
incur and sanction clalms against government, of service, pay and
expenditure from the withdrawing moneys from the || allowances;and pensions
tonsolidated Fund of Consolidated Fund, of government servants.
india or of a State Contingency Fund and Public
- Accounts of the Government of
the India and of the States

v Itis the function of the executive government to frame rules, regulations and orders, which
are to be observed by its subordinate authorities.

» Auditor is required to carry out examination of the various rules, regulations and orders
issued by the executive authorities to see that:

they are not they are consistent they do not come in case they have not
l Inconsistent with any with the essential In canflict with the been separately
pravisions of the requirements of audit orders of, or rules approved by competent
Constitution or any . and accounts as made by, any authority, the issuing
laws made “ || determined by the higher authority authority possesses the
I thereunder || CAG. necessary rule-making
. power.
Audit of Sanctions >

* The auditor has to ensure that each item of expenditure is covered by sanction, either

general or special from the competent authority.
* The audit of sanction is directed both in respect of ensuring that:

| =
- = isfy that the authority sanctioning i
The expenditure is properly To sat ning it, is
L-:wureﬂ by a sanctisn competent for the purpose by virtue of
i y powers vested by constitution,

Loz =



~5

SPECIAL FEATURES OF AUDIT OF DIFFERENT
Hello E reryond i
Howare wall 7?

TYPES OF ENTTIRY

I.
#

Audit against Provision of Funds >

* Audit against provision of funds aims at ascertaining that the expenditure incurred ha,
been on the purpose for which the grant and

appropriation had been provided and that the amount of such expenditure tipes
not exceed the appropriation made,

————

Propriety Audit

*  According to 'Propriety audit, the auditors try to bring out cases of improper, avoidable, o

ine ffez:‘tive expenditure even though the expenditure has been incurred in confor mity with
the existing rules and regulations.

A tran%a_cl:inn may satisfy all the requirements of regularity audit insofar as the varigys
formalities regarding rules and regulations are concerned, but may still be highly wastefyl,

* Example :- A building may be constructed for installinga telephone exchange but may not
be used for the same purpose resultin B in unproductive expenditure or a school building

may be constructed but used after five years of its completion is a case of avoidable
expenditure

Audit against propriety seeks to ensure that expenditure conforms to

these principles
which have been stated as follows:

o

o

A. . : B. G
* The expenditure should notbe || No authority should Public moneys should
prima facie more than the exercise its powers of not be utilised for the
occasion demands. sanctioning expenditure to || benefit of a particular
= Every public officer is - pass an order which will person or section of the
expected to exercise the same || be directly or indirectly to || community unless:
vigilance In respect of its own advantage.
expenditure incurred from

public moneys as a person of
ordinary prudence would
exercise in respect of
expenditure of his own money.

f l the amount of allowances, such as

the amount of a claim for the the expenditure travelling allowances, granted 0
expenditure amount could Is in pursuance of | | Meet expenditure of a particular
involved is be enforced ina | | a recognised 'ype should be so regulated that the |
insignificant Court of law policy or custom allowances are not, on the whole,

sources of profit to the rerlpl_erl'f-____r_,

e o
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; It is the responsibility of the executjye departments to enforce economy in public
expenditure.

The function of audit is to
wastefulness in  public administration
ineffective /unproductive expenditure
.

bring to the notice of the proper authorities of
and cases of improper, avoidable and

Performance Auﬁlr>

. The scope of audit has been extended to cover efficiency, economy and
effectiveness audit or performance audit, or full scope audit T e
+ Efficiency audit looks into whether the various schemes,/projects are executed and
their operations conducted economically and whether they are yielding the results
expected of them, ie, the relationship between goods and. services produced and
resources used to produce them; and examination aimed to find out the extent to
which operations are carried out in an economical and efficient manner.
Economy audit looks into whether government have acquired the finaneial, human
and physical resources in an economical manner, and whether the sanctioning and
spending authorities have observed economy.
Effectiveness audit is an appraisal of the performance of programmes, schemes,
projects with reference to the overall ‘targeted objectives as well as efficiency of the
means adopted for the attainment of the objectives.
Efficiency- cum-performance audit, wherever used, is an objective examination of
the financial and operational. performance of an organisation, programme,
authority or function-and'is oriented towards identifying opportunities for greater
economy, and effectiveness.

F

The procedure for conducting performance audit covers

identification |’ | preliminary planning execution of
ﬂ[h]pj;; study, audit,

reporting

Audit of Receipts >

r&-E.a.I.lEit_""f receipts provides for checking

" Whether - All revenues or other debts due to government have been correctly assessed,
Fealised and credited to government account by the designated authorities

" Whether - Adequate regulations and procedures h‘ave been framed by the

departmen t/agency concerned to secure an effective check on assessment, collection and

Proper allocation of cases
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* Whether - such regulations and procedures are actually being carried out

= whether - adeguate checks are imposed to ensure the prompt detection and investigatiq,
of irregularities, double refunds, fraudulent or forged refund vouchers or other |gg
revenue through fraud or willful omission or negligence to levy or collect taxes or to s,
refunds

- Review - of systems and procedures to see that the internal procedures adequately secyrg
correct and regular accounting of demands collection and refunds and pursuant of dues y,

to final settlement and to suggest improvement.

e

Audit of Stroes and Invenmriei>

e

* To ascertain - whether the Regulations governing purchase, receipt and issue, custody,
sale and inventory taking of stores are well devised and properly carried out.

* To bring to the notice - of the government any deficiencies in quantities of stores
held or any defects in the system of control. i

* To verify - that the purchases are properly sanctioned, made economical and in
accordance with the Rules for purchase laid down by the competent authority.

* To ensure = that the prices paid are reasonable and are'in agreement with those shown
in the contract for the supply of stores, and that the certificates of quality and
guantity are furnished by the inspecting ‘and receiving units. Cases of uneconomical
purchase of stores and losses attributable to defective or inferior quality of stores are
specifically brought by the audit. : j

* To check - the accounts of receipts, issues and balances regarding accuracy, correctness
and reasonableness of balances in‘inventories with particular reference to the specified
norms for level of consumption of inyentory holding.

Audit of Commercial Accounts >

Public enterprises. are required to maintain commercial accounts and are generally
classified under three'categories

Departmental enterprises Statutory bodies, Government companies
engaged in commercial and corporations, set up under the
trading operations, which are created by specific Companies Act, 2013. |
subject to the same laws, statutes mostly financed
financial and other regulations | | by government in the
as other government form of loans, grants, etc.
departments and agencies
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The audit of

S

pepartm ental concerns
jsundertaken in the
same manner as any
department of
government where
commercial accounts
are kept.

Statutory bodies or .
corporations

depends on the
nature and type of i
the statute

Boverning the bodies
Or corporations.,

|

Companies Act, 2013.

Government companies is conducted by
their own auditors under the statute

. .appointed by CRAG.

In addition, the CEAG mndur:r{a
supplementary test audit of the accounts,
as well as periodical financial audit and
appraisal of performance.

The C&AG also issues dlrection to the
company auditors for reporting on
specific aspects of their audit work.
These are reviewed, and condensed in
the audit reports to the
government/legislatures.

C&AG has adopted the mechanism of an
Audit Board-co mprising of
representatives of the audit and
nominees of government including

~ functional specialists to process reviews

or appraisals on performance.

Role of C&AG is prescribed under sub section (5), (6) and (7) of section 143 of the

S

(1) Power to appoint Government Company Auditor :

The CAG of India shall

A//_,—N
e — i . —

Appoint the First direct such auditor the thereupon the auditor so
Auditor [Section manner in which the appointed shall submit a
143[5]] or Subsequent accounts of the Government copy of the audit report
Auditor [Section company are required to be to the Comptroller and
iflE]] audited and Auditor-General of India,
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(2) Power to conduct Supplementary Audit & comment tl‘ETE“Pﬂﬂj

The CAG of India shall within 60 days from the date of receipt of the audit report have a right

to, Pl o &7

a. conduct a supplementary auditunder || b, comment upon or su pplement such
section 143(6)(a), of the financial audit report.
statement of the company - || Any comments given by the Comptrollerand |
* By such person or persons as he may Auditor-General of India upon, or
authorize in this behalf; and supplement to, the audit report
* for the purposes of such audit, require shall be sent by the company to every person
information or additional information entitled to copies of q.u:iited financial
to be furnished to any person statements

(3) Test Audit: ,

The CAG of India may, if he considers + the provisions of section 19A of the
necessary, by an order, cause And ‘Comptroller and Auditor- General's
* Testaudit to be conducted of the (Duties, Powers and Conditions of
accounts of such company Service) Act, 1971, shall apply to the

- | reportof such test audit. i

- ')

*  The CRAG shall direct the manner in which the company’s accounts shall be audited by
the statutory auditors and give such auditors instructions in regard to any matter
relating to the performance ofthis functions as such.

*  The C&AG has power
# To conduct a supplementary or test audit of the company's accounts by such
person as'he may authorise in this behalf and
# For the purposes of such audit require information or additional information
to be furnished to any person or persons so authorised on such matters by
such person or persons and in such form as the CRAG may by general or special

order, direct.

« The statutory auditors shall who shall have a right to comment
submit a copy of their audit $ C&AG || upon or supplement the audit
report to report submitted by the statutory

auditors in such manner as he
may think fit

et
—

Section 134(3) of the Companies Act, 2013 imposes a duty on the board of directors of a
company to give an explanation or comments on every reservation, or adverse remarks or
disclaimer contained in the auditors’ report and secretarial audit report of the
Company Secretary in practice.

e

R ]
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.in the absence of similar proyisions re

reservation made by the C&AG, the hoarg
w give information or explanation

OF AUDITOF DIFFERENT TVPES OF ENTITIES

Quiring the company to give reply on the
of directors of such a company is not bound

in respect of such comments.

H.L‘I;'“‘Tti"E Frocedures

B

The effectiveness of an audit depends on |
reporting results to the proper authority
so that appropriate action may be taken to
rectify the irregularities or impropriety
where possible or to prevent

[EOCCUTTENCE.

Article 151 of the Indian Constitution
enjoins that the C&AG shall report on the
accounts of the Union and of each of the
States to the President or the Governor
concern and the latter shall cause the
report to be laid before the legislatures

The reports should not only be presented
to the legislatures but thereafter also
publicised adequately in order to create a
proper climate of public opinion for taking
remedial action where necessary, on

the findings of the Auditor General.

A
In India, the reporting is factual and the
conclusions are left to be drawn by the

reader, This is presumably to ensure total
objectivity. . *
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{ AUDIT OF LOCAL BODIES ]

'+

LJ .T

Meaning of Local Body/ Municipality

* A unit of local self-government in an urban area.
* By the term ‘local selfgovernment’ is  ordinarily  understood the
administration of a locality - a village, a town, a city or any other area smaller than ,

state - by a body representing the local inhabitants, possessing fairly larpe |
auitonomy, |

Municipal government in India covers five distinct types of urban local authorities

! 3 ¥ 4 Y
Municipal Municipal Notified area Town area Cantonment
corporations councils committees committees committees

Municipal authorities are endowed with specific Iuca-] functions covering

Regulatory Maintenance | \ Development activities

=)

[

Expenditure incurred by the municipalities and corporations can be broadly |
classified under the following heads '

General administration_||-public || public || education || public others such as
and revenue collection || health || safety works interest payments

Property taxes and octroi are the major sources of revenue of the municipal
authorities |

+ Other municipal taxes are profession tax, non-mechanised vehicles tax, taxes on
advertisements, taxes on animals and boats, tolls, show-tax, etc. '

* The taxation powers of the corporations are confined to a fow items and are of a
generally compulsive nature

* On the other hand, the tax powers of other types of urban local authorities cover 3

wider range, optional in nature and subject to a procedure for their imposition
requiring the final sanction of the state governments

So o
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Iﬂﬂl podies may receive different

' types of nts from the state administration
|45 well. Broadly, the revenue grants 5 4

re of three categories

| general purpose grants E-"’ﬁﬁf purpose grants Statutory and ‘

compensatory grants ‘
These ~ are primarily These grants which are .
jtended  to  substantially tied to the provision of These  grants, under |
wridge the gap between the certain services or various enactments, are !
qeeds and resources of the performance of certain given to local bodies as '
local bodies tasks. compensation on account

of loss of any revenue on

taking over a tax by state
government from local
. government.

Einancial'Administration

The salient features of Financial Administration of Local .ﬁudie'g may be grouped under three
beads: . :

A, Budgetary Procedure

* This is geared to subserve the twin considerations of
> financial accountabilityand ,'
» control of expenditure, =

* The main objective is &

- - ; 3

To ensure that funds are raised and And | within the limits of sanction and
mineys are spent by the executive authorisation by the legislature or
departments in accordance with the council.

Wles and regulations

e r

Budget preparation is usually the occasion for determining the levels of taxation
and rates and the ceilings on expenditure.

One important feature of the municipal budgets is that there is no strict separation
between revenue and capital items;

Usually there is a ‘head’ called extraordinary items which cover most of the capital
ransactions

There are, however,
* A number of special funds (e roads) or

~ In some cases separate budgets for specific municipal functions (eg, education)
or

i ¥ En'-EI‘PI'iSE activities (e.g. water supply and sanitation, transport, e‘iectrlc!t;,r, ete.)

e £

=
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B. Expenditure Control

The system of financial control existing in the state and central government lpyel ig

conditioned by the fact that there is a clear demarcation between the legislature and
executive.

The integration of legislation and executive powers in the municipal council makes j
difficult for its executive to function as itsinquisitorial body as well.

Moreover the separation of executive powers and functions in municipal governmen

cannot accommodate the existence of an independent finance officer responsible to
the municipal council or its executive committee.

This leaves the system of external audit by state government as the only instrument of
controlling municipal expenditure.

C. Accounting System

Municipal accounting and budget format have been criticised as neither simple nor

comprehensible, sometimes providing inadequate information and at other times a
surfeit of information. i @

L)
A& i |

Both these situations are not conducive to a proper system of management information.

Objective of Audit of Local Bodies

(a) Reporting on the fairness of the content and presentation of financial
statements .

(b) Reporting upon the strengths and weaknesses of systems of financial control
(c) Reporting on the adherence to legal and/or administrative requirements
(d) Reporting upon whether value is being fully received on money spent

(¢) Detection and prevention of error, fraud and misuse of resources

AuditPropramme of Local Bodies

APPOINTMENT

' ! g
The Local Fund Audit Wing of the | | « Sometimes bigger municipal corporations &
State Govt. is generally in-charge of

Delhi, Mumbai etc. have power to appoint
the audit of municipal accounts. their ownauditors for regular external audit

* So the auditer should ensure  his
appointment.

R

Co =]
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AUDITOR'S CONCERNS

The auditor while auditing the local bodies should report on the

irness  of  the the strengths and the adherence to whether value is
contents and weaknesses  of legal andfor | . | being Fully
presentation  of | | system of administrative " | received on
FS. financial control requirements money spent

Auditor objective should be to detect errors and fraud and misuse of resources.

The auditor should ensure

»{ RULES & REGULATIONS

* The expenditure incurred conforms to the relevant provisions of the law and

* Is in accordance with the financial rules and regulations framed by the competent
authority. i

* AUTHORISATIONS ¢

* All types of sanctions, either I-s;'lg}_:iil or general, accorded by the competent
authority,

"1 - PROVISIONING

* There is a provision of funds and the expenditure is incurred from the provision and
the same has been authorized by the competent authority.

PERFORMANCE

The auditor should check that
* The different schemes, programmes and projects, where large financial
expenditure has been incurred, are running economically and getting the expected

results.

S
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LAUDIT OF NON GOVERNMENTAL unenmsmmﬂ

Meaning

NGO's can be defined as non-profit organisations which raise funds from members or donors
apart from receiving donation of time, energy & skills for achieving their social objectives,

Incorporationof NGOs

* Society under the Societies Registration, Act, 1B60 or
* Trust under the India Trust Act, 1882, or
* Section 8 company under Companies Act, 2013,

Source and Application of Funds

1. SOURCE OF FUNDS _

' T
Donations and grants received || These mﬁ}r' either be in A contribution made
in the nature of promoter's || the form of towards the capital or
contribution are in the || > corpus contribution or the corpus of an NGO
nature of capital receipts and || * acontribution towards is known as corpus
shown as liabilities in the revolving fund. contribution.
Balance Sheet of NGO,

B

Section 11(1)(d) of the Income Tax Act 1961:

Income in the form of voluntary contributions made with a specific direction that they
shall form part of the corpus of the trust or institution shall not be < included in the
computation of total income.

C

The objective of a contribution or grant towards a Revelving Fund is

}

» to rotate the amount by giving temporary And then recover the loan s0
loans from the fund to other NGO or " as to give temporary loans
« beneficiaries for their projects again and so on.

=TS
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interest earned from the beneficiamy. -
Any ! Id be either Clary on such temporary loans from the revolving

nd cOU
{l‘r:mdcd back to the fund or

. Credited to the Income and Expenditure Account

D

ﬁ:‘.r-u;;i-ﬂ_ﬂﬁ and grants received for acquisition of specific fixed assets are those grants whose

. ’Pﬁm?w condition is that an NGO E_CEEpl.'i'ng them should pun;ha_ge, construct or otherwise
! acquire the assets for which the grantis given,.

E % .
» Many a times NGOs receive contributions in kind.

« These contributions include assets such as land, buildings, véh_l::.'ie'é* nfﬁce equipment,
\:tc. and articles related to programmes / projects such as food, books, building
|

materials, clothes, beds, and raw material for training purposes, e.g, Wool, reeds, cloth,
elc. oy |

2. APPLICATION OF FUNDS

The areas of application of funds for an NGO.include
+ Establishment Costs, b,

+ Office and Administrative Expenses, :;f
Maintenance Expenses, o %

L}

|*  Programme / Project Expénses, -

1

o

Charity, ALY
Donations and Contributions given, etc.

rl._
Provisions Relating to Audit

Appointment of auditor
'r‘-—-_

: EﬂE}EhES Registration Act, 1860 or Management of the Society or Trust

Indian Trusts Act 1882 =]

P =
The auditors of NGO registered under o Appointed by the members of the
tction 8 of the Companies Act, 2013 company

I"---..______
| ™e Foreign Contribution (Regulation) Act 2010 has prescribed the format and
|"Equirf_-5 that the same be furnlshed to tt:}e Ml;:s:g of Home Affairs within 60 days from
~—*lose of the financial year i.e. by May 30 each year

ey EH
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While planning the audit, the auditor may concentrate on the following;

* Knowledge — of the NGO's work, its mission and vision, areas of operations g4
environment in which it operate.

" Updating knowledge - of relevant statutes especially with regard to recent
amendments, circulars, judicial decisions viz, Foreign Contribution

(Regulation) Act 2010, Societies Registration Act, 1860, Income Tax Act 1961 etc. and
the Rules related to the statutes.

* Reviewing .
L
. ! -

legal form of  the || NGO's Organisation chart, then || previous year's
Organisation and its | | Financial and Administrative || Audit Report.

Memorandum of Association, | | Manuals, Project and
Articles of Association, Rules | | Programme Guidelines,
and Regulations Funding Agencies

[Requirements . and ° formats,
‘budgetary policies if any.

Examination2 of minutes of the 'Eﬁ_h:df'ﬁanaging Committee/Governing Body/

Management and Committees -thereof to ascertain the impact of any decisions
on the financial records. '

* Study-» the accounting® system, procedures, internal controls and internal checks
existing for the NGO and verify their applicability.

*  Serting of materiality levels for audit purposes.
* The nature and timing of reports or other communications

* The involvement of experts and their reports.

The audit programme should include in a sequential order all assets, liabilities, income
and expenditure ensuring that no material item is omitted.

i Corpus Fund:

* The contributions / grants received towards corpus be vouched with special
reference to the letters from the donor(s),

* The interest income be checked with Investment Register and Physical
Investments in hand.
ii. Reserves:
« Vouch transfers from projects / programmes with
resolutions of NGO,
+ Also check transfer of gross value of asset
reserve and adjustments during the year,

&

donors letters and board

sold from capital reserve to generd!
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gar-marked Funds:

- Earmalrkling refers to a fund allocation practice in which an entity, a government, or
an individual sets aside a determined amount of funds to use for a specific goal.

« Check requirements of donors institutions, board resolution of NGO, rules and
regulations of the schemes of the ear- marked funds.

. Project /[ Pltgenl:}' Balances: Vouch disbursements and expenditure as per
agreements with donors for each of the balances,

v, Loans: Vouch loans with loan agreements, counterfoil of receipt issued.

vi. Fixed Assets: : .
* Vouch all acquisitions / sale or disposal of assets including depreciation and the
authorisations for the same, 2% & &

* Also check donor's letters/ agreements for the grant. In the case of immovable
property check title, etc.

vii. Investments: _
* Check Investment Register and the investments physically ensuring that
investments are in the name of the i"I'I}EL :
*  Verify further investments and dis- investments for approval by the appropriate
authority and reference in the bank accounts for the principal amount and interest.

vili, Cash in Hand: _
* Physically verify the cash in hand and imprest balances, at the close of the year and
whether it tallies with the books of account.

ix. Bank Balance:
* Check the bank reconciliation statements and ascertain details for old outstanding

and unadjusted amounts.

L Inventory:
*  Verify inventory in hand and nhtain_ certificate from the management for
the quantities and valuation of the same.

5. Programme and Project Expenses: .

*  Verify agreement with dnnnr,u’cnr‘ttnbumr[s] . SUPp_urtlng P it
programme or project to ascertain the cpnditmns with respect to unde rtaking
the programme/project and accordingly, in the case of programmes /projects
involving contracts, ensure that income tax is deducted, deposited and returns
filed and verify the terms of the contract.

. Establishment Expenses: :
* Verify that provident fund, life insurance premium, employees state insurance

and their administrative charges are deducted, contributed and deposited

l within the prescribed time.

h
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Also check other office and administrative expenses such as postage, statinnen,
travelling, etc,

The receipt of income of NGO may be checked on the following lines:

i. Contributions and Grants for projects and programmes:

*  Check agreements with donors and grants letters to ensure that funds received haye
been accounted for

Check that all foreign contribution receipts are deposited in the forejgy
contribution bank account as notified under the Foreign Contributipn
(Regulation) Act, 2010.

ii. Receipts from fund raising programmes:

Verify in detail the internal control system and, ascertain who are the persons
responsible for collection of funds and mode of receipt.

* Ensure that collections are counted and deposited in'the bank daily.

iii. Membership Fees:
*  Check fees received with Membership Register.
* Ensure proper classification is made between entrance and annual fees and life

membership fees. s Rl W
* Reconcile fees received with fees to be received during the year.

iv. Subscriptions: .
* Check with subscription register and receipts issued.

* Reconcile subscription received with printing and dispatch of corresponding
magazine /circulars / periodicals,

* Checkthe reéeipts with subscription rate schedule,

v, Interest and Dividends:

+ Check the interest and dividends received and receivable with investments held
during the year.

| AuDIT OF sOLE TH.ADERT
|
t ' }

A sole trader is || However, many such individuals get
under no legal || their financial statement audited

e |

Appointment of Auditer

obligation to || due to regulatory requirements, such || + Auditor shall be appointed
have his accounts | | as by the sole proprietor
audited. * Inventory brokers OR himself,

* On a specific instructions of the ol

bank for approval of loans, ete,




e of change of auditor,
; would be duty of incoming  auditor to
mmunicate with the previoug auditor,

n €38 Sole Proprietor can determine the scope of

the audit as well as the conditions under
which it will be carrled out.

—

W

* The contract of appointment of auditor should be In writing
and
* also It should clearly define the scope of the work which
the auditor is expected to carry out.

LAUDIT OF Frnnﬂ

+ Appointment of Auditors : = By the partners either ofi the basis of a decision
taken by them or to comply with acondition in the partnership agreement.

* Remuneration : = Fixed by the partners, Y Wiy

|+ Letter of Appointment : - Should clearly state the nature and scope of audit which is to
be carried out and particulars of limitations, if any,

* In case of change of auditor : - it-would be duty of incoming auditor to communicate
with the previous auditor.

* In case the firm is required to g'et its accounts audited under the requirements
of any statute, the auditor ‘will have to
# Qualify the report in casé of non-compliance with theaccounting standards.

Matters to be considered before starting audit:
Before starting the audit, he should examine the partnership agreement and note the
Provisions therein as regards the following matters:

" Name and style under which the business shall be conducted.
i * Duration of the partnership, if any, that has been agreed upon.
|' Amount of capital that shall be contributed by each partner

L be closed periodicall
Period at th d of which the accounts of the partnership will p cally and
the Prﬂpnn;::z: in which the profit shall be divided among the partners or losses shall

Ve to be contributed by them.

" Provisig aintenance of books of account.
~_'slons as regards m

s
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* Borrowing capacity of the partnership. __hj

* The rate at which interest will be allowed on the capitals and loans provided by partners
and the rate at which it will be charged on their drawings and current accounts.

* Whether any salaries are payable to the partners or withdrawals are permitted againg
shares of profits and, if so, to what extent?

Duties of the partners as regards the management of business of the firm.

Who shall operate the bank account of the firm? How will the surplus funds of the
partnership be invested?

_—

Limitations and restrictions that have been agreed upon, the rights and powers of
partners and on their implied authority to pledge the firm's credit or to render it liable.

Advantage of Audit of a Partnership Firm |

Disputes : -+ Audited accounts help in settling accounts between the partners reliably.

]

Dissolution : = Audited accounts provide reliable evidence for computing the amount due
to the retiringpartner or representative of deceased partner.

* Reliable : -+ 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 and its financial position.

* Admission: -+ Audited accounts can be helpful in the negotiation for sale or admission of a
new partner.

» Control: = It is an effective safeguard against any undue advantage being taken by a
workingpartner as against the non-working partners.

Matters which should be specially considered in the audit of accounts of 2

partnership:

» Letter of Appointment ;- Confirming that the letter of appointment, signed by a partner,

duly authorised, clearly states nature & scope of audit contemplated by the partners
specially limitation, if any.

« Partnership Documents : -+ Study the minute bool, if any, maintained to record the policy
decision taken by partners specially the minutes relating to authorisation of extraordinary

and capital expenditure, raising of loans, purchase of agsatrs and other such matters which
are not of a routine nature.

TS o
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L s I FEI’UIEI."S[‘IIF = Verifyi . -
, Objects O ifying that the hus i i engaged
.« uthorised by the partnership ey iness in which the partnership is engag

i
e

. pooks of Account : - Examining whether
ond are considered adequate p relation

partnership.

books of account appear to be reasonable
to the nature of the business of the

» Mutual Interest: = Verifying gengrally
pm}udicia!l}r by an activity engaged in by
1o do under the partnership deed or by a
agreements.

that the interest of no partner has suffered
the partnership which, it was not authorised
ny violation of a provision in the partnership

« Provision for Taxes: — Confirmin
partmership has been mad
among the partners.

! g that a provision for the firm's tax payable by the
e 1n the accounts before arriving at the amount of profit divisible

* Division of Profits: — Verifyin

g that the profits/losses have been divided among partners
in agreed profit-sharing ratio. w §y w

=1

[' AUDIT OF LLP q

* LLP is governed by Limited Liability Partnership Act, 2008

*Itisaform of business organisation which enshrines in itself the advantages of both
the Company and Partnership forms of Organisation.

* Minimum of 2 Partners_can_form an LLP and at least 2 partners would be Designated
Fartners who would be required to take DPIN (Designated Partner Identification
Number)

* The Partners in an LLP and their rights and duties are governed by way of an agreement
between them.

Small Limited Liability Partnership

[ — *’ 1
Contribution of which, does not | | Turnover of which, as per the Statement
Exceed of Accounts and Sﬂh"&ﬂw for the
" Twenty-five lakh rupees (INR immediately preceding financial year, does
. 25,00,000) or not exceed
' Such higher amount, not exceeding | | * Forty lakh rupees (INR 40,00,000) or
: crore rupees,(INR 5 Crore) as « such higher amount, not exceeding
may be prescribed Fifty crore rupees, ,(INR 50 Crore) as
T—— may be prescribe

e £y
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An LLP shall be under obligation to
maintain annual accounts reflecting

FESOREN -E ; '

|_.¢

True and Fair View of its state of njj";;'::ﬁ‘

—_—

LLP's are required to maintain books of accounts which shall contain-

s e O

Particulars of all sums
of money received and
expended by the LLP
and the matters in
respect of which the
receipt and

expenditure takes place

in-progress, finished
goods and costs of
goods sold

A record of the Statements of Any Inther

assets and costs of goods particulars which
liabilities of the || purchased, the partners may
LLP inventories, work- decide.

Audit of the Accounts of an LLF

Rule 24 of LLP Rules, EDDE Reguirement of Audit

o

-

A LLP whose
* Turnover does not

exceed

,, i “any
financial year, Rs, 40 Lacs, or~

* Contribution does not exceed Rs. ‘25
Lacs

shall not be required.to get its accounts

.
&

If partners of such LLP decide to get the

accounts of such LLP audited, the accounts
shall be audited in accordance with these
rules.

audited.

.J
i

T

L=

Advantages / Purpose / Need of Audit

k J Y

w

'

|

Detection of || Disputes Reliability Better

Errors Resolving Banks & || Compliance
Helps i disputed financial and

detecting among  the || institutions lend || Management
ISR & partljers in || money to the || Helpful i
frauds & [ relation  to || firmsonly on the || improving  the
verification of | 2ccounting basis of audited || management of
financial matters. accounts. the LLP
statements.

Reconstitution
Settlement of
accounts
between
partners at the
time of
admission,
death,
retirement,
insolvency,
insanity, etc.

R

—
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* SECIALFEATURES OF AUDIT OF DIFFERENT TYPES OF ENTITIES

Returns to be maintained and filed by an LLP
gvery LLP on Closure of
every financial year
- File Annual Return
in Form 11

0 Days o TEEY

o

Registrar

60 Days

Registrar.

—— = 3
annual Return will be available for public inspection on payment of prescribed fees to

} | Statement n.l‘
l - Account and
' Solvency in Form 8

0 Days 6 Months

=

B

Appointment of Auditor

.

Every LLP on Closure of Y,
every financial year e =

The auditor may be appointed h_-,r the designated partners of the LLP

Registrar

_.|

30 Days

| First Financial Year

L_ financial year,

|*  Atany time but before the end of first

Other than the First financial year

+ At least thirty days prior to the end

of each financial year

I'____

!

«" Tofill the casual vacancy in the office of auditor
 Tofill the casual vacancy caused by removal of auditor.

* The partners may appoint the auditors if the designated partners have failed to
4ppoint them.

Auditor’s Duty Regarding Audit of LLP

' E“Eagement Letter - The auditor should get definite instructions in writing as to the
Work to be performed by him.

' Minutes Book :- If partners maintain minute book he shall refer it for any resolution

Passed regarding the accounts




SPECIAL FEATURES OF ALIDITOFDIEFERENTIYP
: Lhls

* LLP Agreement:-The auditor should read the LLF agreement & note the ﬁ:nl]a;n..-.»inE
provisions

(a] Nature of the business of the LLP.

(b) Amount of capital contributed by each partner.

(c) Interest - in respect of additional capital contributed.
(d) Duration of partnership.

(¢) Drawings allowed to the partners.

() Salaries, commission etc. payable to partners. %
(e) Borrowing powers of the LLP.

(h) Rights & duties of partners.

(i) Method of settlement of accounts hétﬁreén,"-'parm:—:rs at the time of
admission, retirement, admission etc.

T
|

(i) Any loans advanced by the partners. g_&- o
(k) Profit sharing ratio ",
F e T W -

Whether the records | |'Whether he was able to obtain Whether any
of the firm appear to | *_|'all information & explanation restriction was
be correct & reliable. necessary for his work imposed upon him.
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[ AUDIT OF CHARITABLE INSTITUTION J

— =
SSRECIALREATURES OFAUDIT OF DIFFERENT TYPES OF ENTITIES

jn the case of audit of a charitable institution, attention should be paid to the following

matters-

| Studying the constitution under which the charitable institution has been set up.

whether the institution is being managed in the manner

contemplated by the law under which it has been set up.

deposited in the bank regularly and promptly.

The income and confirming that the amounts recelved have been

The system of internal check, espec]ﬁll}r as regards

accounting of amounts collected,
Examining :
Trust Deed or the Regulations as laid down.

Ascertaining, if any, the changes made in Whether official receipts are issued

subscription during the year,

amount of annual or life membership l

a. Confirming - that adequate control is Imposed over unused receipt books

=

- Obtaining - all receipt books covering the period under review

n

Test chenh-l'ng.-} the counterfoils with the cash book.

=

the total collections shown in the accounts.

e

Examining =

collections, flag days, etc. and

collections made have been accounted for and

M, etc, Issued by the charity.

« Obtaining - the printed list of subscriptions and donations and agreeing them with

* The system of internal check regarding moneys received from box
* checking the amount received from representatives, with the correspondence

and the official receipts Issued; paying speclal attention to the system of
control exercised over collections and the steps taken to ensure that all

f "'Erlf.':'ing = the total subscriptions and donations received with any figures published

e
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Verifying > the amounts received by reference to correspondence with any figures e
other available information,

Vouching the amount received with Obtaining  a cérl:lﬁcate from g
the relevant correspondence, receipts responsible official showing the amount
and minute books. of grants received.

a. Investments Income

Vouching = the amounts received with the dividend and interest counterfoils.

* :Iht:cking =» the calculations of interest received on securities bearing fixed rates of
nterest. 9 R

Checking - that the appropriate dividend ha.-s -Eizen'recei\red where any investment
has been sold ex-dividend or purchased cum-dividend.

. l:omlpnﬁng—} the amounts of dI_irIHenE;'-;reneived with schedule of investments
making special enquiries into any investments held for which no dividend has been

received.

Examining the rent roll and inspecting Vouching the rent on to the rent roll
tenancy agreements, noting in each from the counterfoils of receipt books
case: and checking the totals of the cash book
a. Amounts of the rent, and

b. Due dates.

c—

= Vouching gross receipts and outgoings in respect of any special functions, .. concerts,
dramatic performance, etc, held in aid of the charity with such vouchers and cash
statements as are necessary.

* In particular, verifying that the proceeds of all tickets issued have been accounted
for, after making the allowance for returns.

e

= o
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where income-tax has been deducted at source from the Investment income, it should be

geen that a refund thereof has beep obtained since charitable Institutions are exempt
irom payment of Income- tax,

This involves

e

youching=> the lhtnn!&tax refund with Checking»the  calculation of  the
the correspondence with the Income- tay repayment of claims.

Department.

. Vouching - payment of grants, also verifying that the grants have been paid only for
a charitable purpose or purposes falling within the purview of the objects for which
the charitable institution has been set up and that no trustee, director or member of
the Managing Committee has benefited there from Eli{ﬁ!r' directly or indirectly.

i Verifying-> the schedules of SEcurthes':he]ﬂ.I' as well as inventories of properties
both movable and immovable by inspecting.the securities and title deeds of property
and by physical verification of the movable properties on a test- basis.

iil. Verifying—> the cash and bank pEjFII'IETIII.S.

Iv. Ascertaining <»that any'hl‘uﬁds' contributed for a special purpose have been utilised for
the purpose. = N’

[ AUDIT OF EDUCATIONAL INSTITUTIONS ]

The special steps involved in audit are the following

—

|* Examine the Trust||In the case of a || Read through the minutes of the

iversi tings of the Managin

Deed or ulations, || university, refer to the || mee ilng

in the casI:EﬁF school || Act of Legislature and || Committee or Governing Buody,

or college and the Regulation framed || noting  resolutions  affecting

* Note all the provisions || thereunder. accounts to see that these have

: been duly complied with,
affecting accounts specially the decisions as regards

the operation of bank accounts
and sanctioning of expenditure

iz £
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2, Fees fromstudents
e

Check — Names entered in the Students Fee Register and Verify -+ that there operates 5
system of internal check which ensures that demands against the students are properly |
raised.

Check - Fees received through comparison of counterfoils of receipts issued with entries in
the Cash Book.

Examine- Fee paid in advance, if any, have been carried forward and th at the arrears that
are irrecoverable have been written off under the sanction of an appropriate authority.

Check— Admission fees with admission slips signed by the head of the institution and
confirm that the amount has been credited to a Capital fund, unless the Managing
Committee has taken a decision to the contrary. ' '

Ensure— Free studentship and concessions have been gr;'htéd by a person authorised
to do so, having regard to the Rules prepared by the Managing Committee.

Confirm— Fines for late payment or absence, etc. have been either collected or remitted

under proper authority. o | _
g e

Confirm— Hostel dues were recovered I;Ef;;:re student’s accounts were closed and their
deposits of caution money refunded.. |

3, Other Receipts/ Grants & Donations

I N\ ) ] ]
verify . | ~ Vouch Verify

Rental income frum || Income from endowments and | | Any Government or local
landed property with legacies, as well as interest || authority grant with the memao
the rent rolls,etc and dividends from || of grant. If any expense has
investment; also inspect the || been disallowed for purposes
securities in respect of || of pgrant, ascertain the

investments held. reasons thereof.

s

4. Expenditure

Verify— Provident Fund money of the staff has been invested in appropriate securities.

Vouch— Donations, if any with the list published with the annual report. If some
donations were meant for any specific purpose, see that the money was utilised for the

purpose.
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youch, 2 All capital expenditure in the usual way and verify the same with the sanction
- for the Committee as contained in the minute book.

. youch,= in ”.'E usual manner, all establishment expenses and enquire into any unduly
heavy expenditure under any head.
5 If there was any annual budget prepared, see that any excess under any head
over the budgeted amount was duly sanctioned by the Managing Committee.
5 |fnot, bring it to the Committee's notice in your report.

. see that increase in the salaries of the staff have been sanctioned and minuted by the
Committee. 4 ‘

-
"

=k

s Assets & Liahilities

e F A E

. Report=> Any old heavy arrears on account of fees, dormitory rents, etc. to the Managing
Committee. Py,

. Confirm-> That caution money and other deposits paid by students on admission, have
been shown as liability in the balance sheet not transferre;.'l' to revenue, unless they are not

refundable.

» See that the investments representing Enauy:nr]n_ent funds for prizes are kept separate and
any income in excess of the prizes.has been accumulated and invested along with the
COFpUS. : :

» Ascertain—» that the sy:.teh"i ordering inspection on receipt and issue of provisions,
foodstuffs, clothing and cﬁthe'r'.eqii{pment is efficient and all bills are duly authorised and
passed before pa}.rrnéri_t; ™

+ Verify—> Inlwemnries 6F furniture, stationery, clothing, provision and all equipment etc,
These should be checked by reference to Inventory Register or corresponding inventories
of the previous year and valuesapplied to various items should be test checked.

——

f. Compliances

M

1. Confirm— The refund of taxes deducted from the income from investment
(interest on securities etc.) has been claimed and recovered since the institutions are

generally exempted from the payment ofincome-tax

L Verify— Annual statements of account and, while doing so see that separate statements
of account have been prepared as regards Poor Boys Fund, Games Fund, Hostel and

. Provident Fund of staff, etc.

iz ]
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| AUDIT OF HOSPITAL |
1.  Register of Patients:

Vouch — Register of patients with copies of bills issued to them.

Verify —Bills for a selected period with the patients’ attendance record to see that
the bills have been correctly prepared.

Also see ~ That bills have been issued to all patients from whom an amount was
recoverable according to the rules ofthe hospital.

2.  Collection of Cash:

* Check— cash collections as entered in the Cash Book with' the receipts,
counterfoils and other evidence.

* Example-» copies of patients bills, counterfoils of dividend and other interest
warrants, copies of rent bills, etc.

3. Income from Investments, Rent etc: See with. reference to the property and

Investment Register that all income that should have been received by way of rent
on properties, dividends, and interest on securities have been collected.

4. Legacies and Donations:

* Ascertain-> that legacies _ahd' donations received for a specific purpose have been
applied in the manner agreed upon.

5. Reconciliation of Subscriptions:

Trace— All collections of subscription and donations from the Cash Book to the
respective Registers,

* Reconcile— The total subscriptions due (as shown by the

Subscription Register
and the amount collected and that still outstanding).
6. Authorisation and Sanctions:

=  Vouch= all purchases and expenses and

* Verify— that the capital expenditure was incurred only with the prior sanction of

the Trustees or the Managing Committee and that appointments and increments to
staff have been duly authorised.

7. Grants and TDS:

= Verify that grants, if any, received from Government
duly accounted for.

* Also, that refund in respect of taxes deducted at source has been claimed.

B =

or local authority has been
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OF/AUDIT/OF DIFFERENT TVPES OF ENTITIES 9

g Budgets:

Th i
., Compare— lne totals of varjgyse items of expenditure and income with the amount

ted for them
budge e and report to the Trustees or the Managing Committee,
significant variations which have tajep place

g, Intern al Check:

. lf‘:mmme-r The internal check as regards the receipt and issue of stores; medicines,
linen, apparatus, clothing, instruments, etc. sq as to insure that purchases have been

pt'ﬂIFEﬂ!r' recorded in the Inventory Register and that issues have been made only
against proper authorisation. .’

10.Depreciation: See that depreciation has been written off agqiﬂsl: ,aI.I the assets at the
appropriate rates, & '

11.Registers:

* Inspect—+ the bonds, share scrips, title deeds :l::lf-pll‘aperties and compare their
particulars with those entered in the property and Investment Registers.

12.Inventories: |
||

*  Obtain inventories— especially of stocks and stores as at the end of the year and
check a percentage of tI}_&' items physically; also compare their total values with
respective ledger balances. » ~

I3.Management Representation and Certificate: Get proper Management
Representation and Certificate with respect to various aspects covered during the course

of audit.

—

' [ AuDIT OF cLUB )

|'--—

[1) Entrance Fee

* Vouch— The receipt on account of entrance fees with members’ applications,
counterfoils issued to them, as well as on a reference to minutes of the Managing

Committee.
[2) Subscriptions

* Vouch- members’
them, trace receipts for a selected peri

* Also reconcile» The amount of t
~__ Collected and that outstanding.

subscriptions with the counterfoils of receipt issued to
od to the Register of Members,

otal subscriptions due with the amount

=
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(3) Arrears of Subscriptions

L]

Ensure— That arrears of subscriptions for the previous year haye
correctly brought over and arrears for the year under audit and subscrip
received in advance have been correctly adjusted.

hEEn
tiong

(4) Arithmetical accuracy :-

Check —totals of various columns of the Register of members and tally them
across,

(5) Irrecoverable Member Dues

See the Register of Members to ascertain the Member's dues which are in arrear
and enquire whether necessary steps have been taken for their recovery;

The amount considered irrecoverable should be mentioned in the Audit Report.
(6) Pricing

I
* Verify— the internal check as regards members being charged with the price of

foodstuffs and drinks provided to them and their guests, as well as, with the fees
chargeable for the special services rendered, such as billiards, tennis, etc.

(7) Member Accounts :-

* Trace— Debits for a selected 'p_grip'd from subsidiary registers maintained in
respect of supplies and services to members to confirm that the account of every
member has been debited with-amounts recoverable from him.

(8) Purchases

* Vouch= purchase of sports items, furniture, crockery, etc. and trace their entries
into the respective inventory registers,

[(9) Margins earned
* Vouch= purchases of foodstuffs, cigars, wines, etc, and test their sale price 5o as
to confirm that the normal rates of gross profit have been earned on their sales

The inventory of unsold provisions and stores, at the end of year, should be
verified physically and its valuation checked,

(10) Inventories

* Check-» The inventory of furniture, sports material and other assets physically

with the respective inventory registers or inventories prepared at the end ﬂfl
the year.

oo | &
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)
» Inspect— The share scrips and bonds i respect of investments, check their current
values for disclosure in fina) accounts:

. Also ascertain = That the arrangements for their safe custody are satisfactory.

(5) Management Powers

» Examine—» the financial powers of the secretary and, if these have been
exceeded, report specific case for confirmation by the Managing Committee.

[

U.unn' OF CINEMA ]

Verify — The internal control mechanism-

a. Entrance to the cinema-hall during show is only through printed tickets.

b.  They are serially numbered and bound into books

c.  Number of tickets issued for each show and class, are different though the
numbers of the same class for the show on the same day, each week, run
serially. L

. Advance booking a separate series of tickets is issued,
e.  Inventory of tickets is kept in the custody of a responsible official

i

L J

*  Confirm— that at the end of show, a statement of tickets sold is prepared and cash
collected is agreed with it.

" Verify— that a record is kept of the ‘free passes’ and that these are issued under
| proper authority.

" Reconcile— amount of Tax collected with the total number of tickets issued for each
class and vouch and verify the tax returns filed each month.

" Vouch— entries in the Cash Book in respect of cash collected on sale of tickets for
different shows on a reference to Daily Statements which have been test checked as
aforementioned with record of tickets issued for thedifferent shows hald,

Verify— charges collected for advertisement slidl_es and shorts !::y reference tg the
Register of Slides and Shorts Exhibited kept at the cinema as well with the dgreements,
entered into with advertisers in this regard.

Vouch— expenditure incurred on advertisement, repairs and maintenance. No part of
such expenditure should be capitalized

. Confirm— depreciation on machinery and furniture has been charged g an
' 3ppropriate rate.
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« Examine— unadjusted balance out of advance paid to the distributors against film hire
contracts to see that they are good and recoverable.
¥ If any film in respect of which an advance was paid has already run, it should be
enquired as to why the advance has not been adjusted.
» The management should be asked to make a provision in respect of advances
that are considered irrecoverable.

» The arrangement for collection of the share in the restaurant income should be
enquired into either a fixed sum or a fixed percentage of the taking may be receivable

annually.
» In case the restaurant is run by the Cinema, itsaccounts should be checked.

> The audit should cover sale of various items of foodstuffs, purchase of foodstuffs,
cold drink, etc. as in the case of club. ;

LAUDIT OF HIRE PURCHASE AND LEASING COMPANIES ]

—]

A. HIRE - PURCHASE

1. HIRE = Purchase Apreement

Means : — An agreement under which gﬂuﬂs_are'!et on hire and under which the hirer has an
option to purchase them in accordance with the terms of the agreement and includes an

agreement under which;-
i. Possession of goods is delivered by the owner thereof to a person on condition

that such person pays the agréed amount in periodical instalments

ii. Property in the goods is to pass to such person on the payment of the last of such
instalments, and

jiii. Such person has a right to terminate the agreement at any time before the property

S0 passes.

| . Hirer Means : >The person who obtains or has obtained possession of goods from an
owner under a hire- purchase agreement.

. Owner means 2 The person who lets or has let, delivers or has delivered possession of
goods to a hirer under a hire- purchase agreement in order to complete the purchase
of, or the acquisition of property in the goods of which the agreement relates; and

» Includes any sum so payable by the hirer under the hire- purchase agreement
by way of a deposit or other initial payment.

B
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while checking the hire- purchase transaction, the auditor may examine the following:
wa purchase agreement is
Hire Pl afil {5’ ‘Sened Hire purchase agreement Ensure that instalment
in writing 'gned by | | specifies clearly- payments are being
rties.
iu_i'a— received regularly as
per theagreement.
P L 4

(a) Hire-purchase price of the goods to which

() Cash price of the goods, that is to say,
by the hirer for cash;

the agreement relates;

the price at which the goods may be purchased

(c) Date on which the agreement shall be deemed to have commencad:

(d) Number of instalments by which the hire- purchase price is to be paid, the amount
of each of those instalments, and the date, or the mode of determining the date,

upon which it is payable, and the person to whom and the place where it is payable;
and ; ]

(] Goods to which the agreement relates, in a manner sufficient to identify them.

BE. LEASES

"acquires the right to use oo
A party ' | an asset for an agreed to anather
a
A ' » period of Gtme in » 1 party
(called fessee”) |-~ | consideration of payment (called Tessor”)
; ] of rent

Finance Leasag
The legal ‘'ownership of the asset remains with the lessor (the leasing company), but in

Substance, all the risks and rewards of ownership of the asset are transferred to the
Essee,

?F!I'i_ting Leases
Simple arrangement where, in return for rent, the lessor allows the lessee to use the

“Sset for a certain period.

A Norma| finance lease transaction usually goes through the following modality

Lessee will select the equipment, and satisfy hin_lself about its functional fitness angd
i sp“iﬁtatiuns_ the lessor has no participation at this stage.
aving chosen the equipment, the lessee approaches a lessor, either directly or through 4

®ase-brokin B agency.
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Lease agreement is broadly negotiated and the rates are finalised.
Lessor places an order on the manufacturer as chosen by the lessee.

Manufacturer delivers the equipment at the site of the lessee, and the latter gives
notice of acceptance to the lessor.

Lease agreement giving detailed terms of contract Is signed between the parties,
Leases will normally be full pay-out, with term varying as perrequirements.

During the lease period, the lessee:

» Will pay rentals regularly at periods agreed-upon, which are usually ea:h calendar
month;

> Will keep the equipment in good repair and working condition, etc
* Will be entitled to any manufacturer’s warranties or after-sales services.
At the end of the lease period, the equipment shall retreat to the lessor.

% The lessee may, however, be given a renewal right, or may be allowed to participate in
purchase of the equipment when the léssor intends to sell it.

» No purchase option shall be given ta ﬂ_lé !I,es'sée in the lease agreement itself.

Auditor s Procedures

The object clause of leasing.company to see that the goods like capital goods, consumer
durables etc. in respect of which the company can undertake such activities.
Further, to ensure that whether company can undertake financing activities or not.

Whether there exists a procedure to ascertain the credit analysis of lessee like lessee’s
ability to meet the commitment under lease, past credit record, capital strength,
availability of collateral security, etc.

The lease agreement should be examined and the following points may be noted:
> Description of the lessor, the lessee, the equipment and the location where the
equipment is to be installed.

% The amount of tenure of lease, dates of payment, late charges, deposits or
advances etc. should be noted.

» Whether the equipment shall be returned to the lessor on termination of the
agreement and the cost shall be borne by the lessee.

Whether the agreement prohibits the lessee from assigning the subletting
the equipment and authorises the lessor to do so,

Sina

"‘1

9




gramine the lease proposa| for, subm i
e SOITASTE o A itted by the lessoe requesting the lessor to provide

Bussw thak (16 Invice retained Hfﬁl}' as the lease is a long-term contract.

Examine the acceptance letter obtained from th — ==
has been received in order and { e lessee indicating that the equipmen

See the Board resolution authorising 5 particular director to execute the lease agreement
has been passed by the lessep,

See lt_g“ the copies of the insurance Policies have been obtained by the lessor for his
records, .

An arrangement with the followin
‘qualifies as a Finance Lease:

g attributes * An arrangement that does not

R transfer substantially all the risks

. || and rewards incidental to

L The lease arrangement transfers ownership of | ownership  qualifies as an
the asset to the lessee at the end of the lease

Operating Lease,
term; ) * In other words, an operating lease
P is a lease arrangement “Other than

L The lessee has the option to purchase the asset L

finance leage®.

ata price that is expected to be suiﬁci'entiy lower

|

than the fair value at-the date the option
becomes exercisable for ‘it to be reasonably
tertain, at the inception of the lease, that the
option will be exercised;

* The lease ‘term is for the major part of the

®onomic life of the asset even if title is not
h'inaferred;

L Atthe inception of the lease, the present value of
the minimum lease payments amounts to at

'east substantially all of the fair value of the
leaseq asset: and

* The leased assets are of such a specialized
"ature that only the lessee can use them without
Major maodi

x\_______q____l'icatians

P




‘ h \ Hello- Everyone !! ‘

SPECIAL FEATUFIH EF AUDIT OF DIFFERENT TYPES OF ENTITIES

ER .—.:-1"!|I-i-r.-lq. .;Iq._:.ﬂ:.'.n .

How-are wall 77
[ AUDIT OF HDTELSJ

Internal Controls

cannot be undermined.

9

* Pilfering is one of the greatest problems in any hotel and importance of internal contrg|

* It is the responsibility of management to introduce controls which will minimize the

leakage.

Evidence of their success is provided by preparation of regular trading accounts for each

sales point and a detailed scrutiny of resulting profit percentages, with any deviation
the anticipated.

Auditor should

Obtain these regular trading accounts for the period under review, examine them and

obtain explanations for any apparent dev:atluns

fmml

Verify a few restaurant bills by reference to I'LD Ts [E{ltchen Order Tickets) or basic record.

This would enable him to ensure that controls regarding revenue cycle are in order.

Satisfy himself that all taxes cuIIected frum occupants on food and occupation have been

paid over to the proper author rities.

Room Sales & Hall Bookings

Charge for room sales is normally posted to guest bills by the receptionist/front office.

Source of these entries is invariably the guest register and audit tests should be carried out

to ensure that the correct numbers of guests are charged for the correct period.

Any difference between the charged rates used on the guests' bills and the standard room

rate should be investigated to ensure that they have been properly authorized.

In many hotels, housekeeper prepares a daily report of the rooms which were occupied the

previous night.

This report tends not to be permanently retained and the auditor should ensure that a
sufficient number of reports are available for him to test both with the guest register and

with the individual guest's bill.

G



gnsure that proper valuation of ocey
' and included in the accounts,

—_—

" Many hotels account for certain quasi-fixed assets such as silver ang cutlery on

Ii This can lead to confusion between each inventory items and similar assets which, are

Gz =

Muditor Should

independently of the hotel.
R S

pancy-in-progress at the balance sheet date is made

Ensure that proper records are maintained for booking of halls and other premises for
special parties and recovered on the basis of the tariff,

auditor should carry out tests to ensure that all such documentation is accurately
processed. h 3

Areas where large quantities of inventory are held should be kept locked, key being
retained by departmental manager.

(%

Key should be released only to trusted personnel and unauthorized persons should not be
permitted in the store's areas except under constant supervision,

B

o B AN
Many hotels use specialized professional valuers to'take and value the inventories on a
continuous basis throughout the year. - . °

-
L

Such a valuation is then almost _i,n'w_ﬁri}ahnlj.lr used as the basis of the balance sheet inventory
figure at the year-end. v

satisfied himself theﬁ: the aﬁuunts included for such inventories are reasonable,

For this purpuse,.cunsider attending the physical inventory taking and carrying out certain
Pricing and calculation tests.

The extent of such tests could well be limited since the figures will have been prepared

Fixed Assels

i”““tﬂry basis.

at':mll'il.'ed for on a more nurmal form on assets basis.
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In such cases, it is important that very detailed definitions of inventory items

exist. and the auditor should carry out tests to ensure that the definitions have begn
closely followed.

The auditor should see that
» costs of repairs and minor renovation and redecoration are treated as revenue

expenditure, where as costs of major alterations and additions to the hotgl
building and facilities capitalised.

Casual Labour

The hotel trade operates to very large extent on casual labour.

The records maintained of such wage payments are frequently inadequate,

The auditor should< ensure that defalcation on this account does not take place by
suggesting proper controls to the management.

Travel Agents & Shops

For ledgers coming through travel agents or other booking agencies the bills are
usually made on the travel agents or booking agencies,

The auditor should ensure that money are recovered from the travel agents or
booking agencies as per.the terms of creditallowed.

Commission, if any, paid t6 travel agents or booking agents should be checked by
reference to the agreemem on thatbehalf.
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. A Cooperative falso known as Co-operative, co-op, or coop) is "an autonomous association
of persons united voluntarily to meet their common economic, social, and cultural
needs and aspirations through a jointly-owned enterprise”,

+ Co-operative society is a business organisation with a special mode of doing business,

by pulling together all the means of production cu—uperanvem elimination of
middlemen and eup]mtal:mn from outside forces.

L

» The Co-operative Societies Act, 1912, a Central Act, contains the fundamental law
regarding the formation and working of the mruperative societies in India and is
applicable in many states with or without amendments. -

#In many states, viz, Maharashtra, West Bengal, ﬂnssa. the co-operative societies
are governed by specific state Acts. An auditor of a co-operative society should be
familiar with the provisions of the particular Act gmrernmg the society under audit.

Roletnf Ehartﬂred Accountant

fpart from audit, some t}ther pmf&ssmnal services could be rendered by chartered
aoountants such as: ; E »

= TN R S
_ T:nmuauun of linternalaudit | Management ]thntiun il
ts writing | acmunullg_qmtem ﬂnrnunting U —

Section 17 of the Co-Operative Societies Act, 1912
I

-] 1 ‘
Yegistrar shall Audit shallincludean || + Registrar, Collector or any persop
B dit o coisectoise | ik catian ot authorized shall at all times haye
udiregd + Overdue debts, if access to all books, accounts, papers
' by authorized any, and and securities of a society,
"*-'Tinn accounts of || * A valuation of the and
“Very registered assels and || + Every officer of the society shall furnish
*0ciety once at least liabilities of the f“':h E:S}f::?:é'““ rl:lm regard o
In eve society. e working of the socje
"""'--..____l}r__?_e_a r-F as I_‘hE 'F-EII'SHT'I maklng such EHSPEEI_'EQ[:F
may require,

Sy 4 =
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“Registrar” means a person appointed to perform the duties of a Registrar of [::|

operative Societies under this Act.

Dualifications offAuditors

L 3 ¥
Apart from a CA within the || Some of the State Co-operative Acts have p&rmlll:ted .
|| meaning of the CA Act, « Persons holding a government diploma In co-operative
1949, accounts and accountancy as also a person who has served

as an auditor in co-operative department of a government to
act as an auditor.

Appointmentofthe Auditor

. ! ¥

An auditor of a co- | | Auditor so appointed conducts the :ﬁ-ll.lldit fees is paid by the society
operative society is | | audit on behalf of the Registrar || on the basis of statutory scale
. appointed by the and submits his report to _ of fees prescribed by the

Registrar.
\

* U/s 43(h) of Co-operative Societies Act,.a state government can frame rules prescribing
books and account to be keptby a co-operative soclety.

+ For example, in Maharashtra, co-operative societies are required to maintain books of
account for the following:™

-

£

v J v +
All sums of money received All sales and purchases Assets and liabilities of the
and expended by the society of goods by the society. society

+ Society is at liberty to maintain such additional records according to its convenience and
which it thinks fit more useful for clarity and detailed explanation.

Examples of such additional records are:
|

i . i ' }

Daily cash || A register of Loan A register of Any other

sales collection from || disbursement recovery of loans columnar

summary || debtors if register in case || from salaries and subsidiaries

register credit sales of credit || directly by depending upon
are allowed by || society. receipts from the nature and
bye-laws of members in case functions of
society. of credit society. society.

o




o 5 Provides that in the cage of a soc
is limited, no member of a society oth
2 rnﬂﬂ of share capital as would

ety where the liability of a member of the
er than a registered society can hold such

' o
puceed a maximum of 20% of the total | or | Of the value of shareholding to T 1,000
qumber of shares :

— L 2 '
The auditor of a co-operative society will be concerned with thjs prﬂﬂslnn 50 as to
watch any breach relating to holding of shares.

+ Also watch whether— any provision in the bye-laws of the mdet]r I's not contrary to
this statutory position.

Restrictionsioniloans v

s Sﬁ:u:n 29 = A registered society sha!] not make a loan to any person other than a
member.

I| However, with the special sanr.tmn of the Registrar, a registered society may make a

loan to another registered society,
L e R

= =_———_______—
The State Government _may’ further put such restrictions as it thinks fit on the
loaning powers uf the. snciety to its members or to other societies in the interest of the

| society concerned ‘and its members.

—

‘Srictions 'on borrowings

+ 1 g
Section 30 of the | | A registered society shall accept | | The auditor will have
Centra Act further | | loans and deposits from persons | | to examine the hye-laws
who are not members subject | | in this respect,
to the restrictions and limits of

the bye-laws of the society
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Investment of Munds

As per Sec. 32, a society may Invest its funds in the following:

—* Central or State Co-operative Banlk.

—+ Securities specified in section 20 of the Indian Trusts Act, 1882

el |

_'l Shares, securities, bonds or debentures of any other society with limited liability.

|_,| any co-operative bank, other than a Central or State co-operative bank, as approved by
the Registrar on specified terms and conditions.

Appropriation of profits

other moneys permitted by the Central or State Government.

A prescribed percentage of the profits should be transferred to

Reserve Fund, before distrlhu:inn as dividends or bonus to
members,

the Central Act

Contributions to' Charitable Purposes

Section 34 -» Aregistered society ;'rlg:'..’r, with the sanction of the Registrar,
4—_=é"__.__-'__ —_=-______________==_ "
Contribute an amount 'not ex’ceeding For any charitable purpose as defined

10% of the net profits*remaining after in section 2 of the Charitable

the cnmpulsnr_-.r h-ansfer to the reserve Endowments Act, 1890.
fund

Investment of Reserve Fund outside the business or utilisation asworking

capital

Some of the State Acts provide that a society may use the Reserve Fund
|

¥ + 1
In the business of a society, May invest as per
as working capital (subject provisions of the Act. .MW be usedfor’some
to the rules made in this public purposes likely to
behalf). promote the object of the
soclety.
The auditor should ensure strict compliance with the State Act and Rules in this regard

= o




+ Education Fund of the State Federal Society, at the appropriate rate as
per the class of the society.

« Contribution to Education Fund is a charge on profits and not an
appropriation. _

l Sllecial Features of [.‘u-npamtlve Audit J N

= e L A
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Tm;rdue debts for a
period from

+ fmonths to 5 years and

» more than 5 years

will have to be classified
and shall have to be
]repurted by an auditor.

A further analysis of overdue
debts from viewpoint -of
chances of recovery will have

to be made, and they.will have

to be classified as "

— Gnnd'nr Bad,

Auditor will have to
ascertain whether

— proper provisions
for doubtful debts is
made and whether the
same is satisfactory.

A
-

-
S (verdue [nterest

*Overdue interest shnuld be exr:luded from interest outstanding and accrued due while

| Glculating profit.

——

Certification of Bad Debts

Bad debis ang irrecoverable losses before being written off against Bad Debts Funds, Reserve

Fend ot
II---_-—-—

I

[

1

Where no such requirement exists

Where law requires certification by the :
» Managing committee must authorize

Wditg

fsbad debts or irrecoverable losses should

the write-off

tertified so,
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Valuation ofASSELS and Liabilities

Assets : & Regarding valuation of assets there are
such due regard shall be had to the general princip
and standards adopted.

no specific provisions under the Act and as
les of accounting and auditing conventions

! 1 ' '
Auditor will have Fixed assets should Current assets be | [ The incidental
to ascertain be valued at valued at cost or | | expenses incurred in
existence, cost less market price, the acquisition and the
ownership  and | | adequate provision | | whichever is | | installation. expenses
valuation of assets. | | for depreciation. lower. ‘of assets should be
properly capitalized.

Liabilities := Regarding liabilities, auditor should see that all known liabilities are brought

into the account, and contingent liabilities are stated by way of a note.

Adherence to Co-operative Principles

¥

¥

¥

Auditor will have to
ascertain, how far the
objects, for which the
co -operative
organisation is set up,
have been achieved.

Assessment  is= not
necessarily in:terms.of
profits, but in terms of
extending - benefits to
members' . who have
_ formed the society.

“While

auditing
expenses, auditor
should see that they
are economically
incurred and there is
no wastage of funds.

Principles  of
propriety audit

should be
followed for the
purpose.

Ohservations of the Provisions of the Actand Rules

¥ - ! !

Some State Acts contain
restrictions on payment

Financial implications of
such infringements should

Auditor is required to point
out infringement with the

provisions of Cooperative be properly assessed by of dividends, which
Societies Act and Rules and the auditor and should be should be noted by the
bye-laws. reported. auditor.

—

Verification of Members Register

Examination of entries in members pass books regarding the loan given and its repayments,
and confirmation of loan balances is very much important to assure that the entries in the

books of account are free from manipulation.

oazi




Special report to the Registrar

uring the _::uurs}:- of ];ludlt. if TR Registrar on receipt of
quditor nf}nces_ that t ere are AL ol such a special report may
ome serious irregularities in = necessary action

. : take
working of society, he may to the Registrar against the society.

Circumstances in which special report is required

T

. Personal profiteering by members of managing committee in transactions of society,
which are detrimental to interest of society. - N
i Detection of fraud relating to expenses, purchases, property and'stores ofthe society
i, Miz-management r x
iv. In case of “rtl'ﬂ"l co-operative banks, disproportionate advances to vested interest groups,
such as relatives of management, & deliberate negligence about recovery thereof
» EaE_EE of reckless advancing, where the management is negligent about
taking adequate security and proper safeguards for judging the credit
worthiness of the party, |

Audit classification of s0ciety

* After judgment on overall:| | If management is not || Auditor should be very
performance of society, |/| satisfied about award of || careful, while making a
auditor has to award aclass | |‘audit class, it can make an | | decision about the class

to the society: appeal to Registrar, and | | of society.
* This judgment is to be || Registrar may direct to

bised on the criteria | | review the audit
ﬂed by the Registrar. classification.

Discussion of Draft Report with managing committee

minn of audit, auditor should ask P-“dj.t PApOE should never be
finalized without discussion with

E:* sE‘:r'l!l:ar;q.r of society to convene a : :
i:Et[“E of managing committee 10 managing committee,
FUss draft audit report.

ey 3
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Audit of Multi-5State Co-Operative Societies

1-Qualification of Auditors

Section 72 of the Multi-State Co-operative Societies Act, 2002 states that a

._-—-—--""'—_,--_r-h--——__"""'---—.______

person who is a Chartered Accountant appointed as auditor of multi-state
within the meaning of the Chartered operative society.
Accountants Act, 1949 can only be

ﬂ

However, the following persons are not eligible for appointment as auditors of a multj-
state co-operative society- :

employee of the

A person who is a
member or whoisin

A person wha is indebted to the
multi-state co-operative society

First Auditor shall be appointed by

* BOD within one month of date of
registration.

» If BOD fails, society may appoint
first auditor at General meeting

!

The auditor or auditors so appointed
shall hold office until the conclusion
of the first annual general meeting

e

multi-state co- the employment, of an . || or who has given any guarantee
operative society || officer or employee of or
the multi-state provided any security in
co-operative society. connection with the
x = indebtedness of any third
&, T person to the Multi-State
g & cooperative

4 Z-Appointmentof Auditors

society for an amount exceeding
1000/- rupees.

Subsequent Auditor

* Subsequent auditors are appointed
ateach AGM,

* Auditor so appointed hold office till
conclusion of next AGM.

The auditor or auditors so appointed
shall hold office from the conclusion
of that meeting until the conclusion
of the nextannual general meeting,

E|
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E;_:Liun 73 every auditor of 3 Multi-State co-operative society shall have

pight of access at all times to the books, Require from the officers or other
sccounts and vouchers whether kept at the employees, such information and
pead office or elsewhere. explanation as the auditor may think
necessary for the perfurman.l:-e of the duties
as an auditor.

mﬂ (2) Conduct Inquiry

[) Whether = loans and advances made by the Multi-State m-nperanve society on the
basis of security have been properly secured and whether the terms on which they

have been made are not prejudicial to the interests nf the MutH- State co- operative
society or its members, .

[t} Whether - transactions of the Multi-State co-operative society which are
represented merely by book entries are not ].‘.ll'EjI.ld]I:iiﬂ to the interests of the Multi-
State co-operative society,

() Whether - personal expenses have, been charged to revenue account, and

| (d) Where it is Stated in the books and papers of the Multi-State co-operative society
that any shares have been al]ntted for.cash,

¥ whether cash hns_:al::tua:l]jr. been received in respect of such allotment, and if no
cash has actually been so_received,

# whether the_,pns[ri__un,a_s. stated in the account books and the balance sheet as
correct regular and not misleading.

Y Content ofAudit Report

I"’Tlmr sub-section (3) & (4) of section 73 of Multi- state Co-operative Societies Act,

2002

[ ——— report to the members of the Multi-State co-operative society on

@ Every Balance-sheet and Every ﬂﬂw; document required to

Bamj : d Loss account be part of or annexed to the

| ned by him Profit an balance-sheet or profit and loss
account.

iz ]
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* Report shall state

# whether —in his opinion and to the best of his information and according to the
explanation given to him, the said account give the information required by
this act in the manner sorequired, and give a true and fair view:

e

—

v

of the state of the Multi-State co-

In the case of the balance-sheet In the case of the profit and loss account

w

of the profit or loss for

its financial year

Operative society’s affairs as at the -

T —

— |

end of its financial year

The auditor’s report shall also state:

I Whether he has obtained all the information and explanation which to the best of his

knowledge and belief were necessary for the purpose of his audit.

il.  Whether, in his opinion, proper books of account have been kept by the Multi-State co-
Operative society so far as appears from his examination of these books and proper
returns adequate for the purpose of his audit have been received from branches or
offices of the Multi-State co- operative society not visited by him.

li. Whether the report on the accounts of any branch office audited by a person other

than the Multi-State co-operative society’s auditor has been forwarded to him and

how he has dealt with the same in preparing the auditor's report. |

iv. Whether the Multi-State co-operative society’s balance sheet and profit and loss

account dealt with by the report are in agreement with the books of account and || |
return,

5. Power of Central Government to'direct special’audit in) certain cases

Power of Central
Government to
Direct Special Audit

Affairs Mot Managed in Msnaget st woull Camsal B e Paiirion Is sch
Injury to Interest of 55
Accordance With Prudent Trade or Industry or as would endanger
Commercial Practices Businass Insolvency

e
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The Central Government may at any time by arder direct that a special audit of the Multi-

State co-operative society's accounts for such period or periods as may be specified in the
order shall be conducted,

ZiAppointmentofithe Auditor

It may appoint either
* A chartered accountant or
+ The Multi-State co-operative society’s auditor himself to conduct the_special audit.

3. 5harcholding Restriction

Central Government shall order for special audit only if that Guvernment or the State

Government

* Either by itself or both hold 51% or more of the paid-up sl:lare capital in such Multi-
State co-operative society.

+Special’Auditor's Powers, Duties & Report

Special Auditor shall

Have the same powers and_L Instead »of making his Include all the matters
duties in relation to the || report'to the members of || required to be included in the
special audit as an auditor |f the  Multi-State  co- || auditor’s report under section
of a Multi- State co- || operative society make || 73 and any other matter as
operative  society  has || the report to the Central || directed by the Central
under section 73. . Government, Government.

5. Action by the Central Government

Special Auditor

— Government

L.Shbmlhpﬂ@ﬁ .I Central

Within 4 Months
May take such action on the report as it considers
necessary in accordance with the provision of the
Act or any law for the time being in force.




« However, if the Central Government does not take any action on the report within 4
maonths from the date of its receipt,

—

s Sa:ui eiull:t;p;.nf or relevant extract fmm. | Multi- State Co- |
| therepurl:with llscummﬂnuthereuntn i operative society

== LT —

And
Government shall _ S

| Require the Mu!ti-State Co- uperatlve mclet_-.r either
~+ tocirculate that copy or
* thoseextracts to the members or

= to have such copy or '
= extracts read before the Mult-State Co-operative society at its next
general meeting, y e
6. Expenses pertaining tothe Special’Audit

The expenses of, and incidental to, any special audit under this section (including the
remuneration of the special auditor) shall be

Determined by the Central Paid by the Mu]u State In default uf such payment,
Government which Eu-npqauve ‘society shall
determination shall be final 7 N
e :.,;.! b 4 Recoverable from the Multi-
. HH_ State Co-operative society as
¥, # , Y g an arrear of land revenue.

Inguiry by Central Registracunder section 7 8

1.When:- The Central Registrar may, on a request from
1 v

» Federal co-operative to which a Multi- State Co-operative society is affiliated or
* A creditor or

» Not less than one-third(1/3™) of the members of the board or
* Not less than one-fifth(1/5") of the total number of members of a Multi-State co-

operative society

Hold an inquiry Direct some person authorized by him by
order in writing in his behalf to hold an
inquiry
= =

into the constitutions, working and financial condition of a Multi-State Co-operative sncieg

o
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LE!. Opportunity of Being heard

Before holding such inquiry 15 days notice must be given to the Multi-State co-operative
society.

4.Powers of Person Conducting Inquiry

/N

He shall at all reasonable times

have

+ Free access to the books,
accounts, documents,
securities, cash and other
properties belonging to or in
the custody of the Multi-State
co-operative society

and
« May summon any person in

possession or responsible for and branch thereof and
the custody of any such || »+ Where the officersof the may examine such
books, accounts, documents society refuse or fail to person on oath.

He may,

* Require the officersof the
society to call a general
meeting of the society by
giving notice of not less
than 7 days at such time
and place at the head
quarters of the society to
consider such matters as
may be directed to him,

_have any knowledge of

Summon any person
who is reasonably
believed by him to

the affairs of the Multi-
State co-operative
society to appear
before him at any place
at the headquarters of
the society or any

securities, cash or other
properties to produce the
same at any place specified
by him. =

call such a meeting, he
shall have power to callit
himself.

L
i

5. Follow up

The Central EEE;E-EI?I'. shall, within a period of 3 months of the date of receipt of the report, —I

'

communicate the report of inquiry to

Multi-State co-operative Financial institutions, To the person or
society if any to which the society is authority,
affiliated if any at whose instance

the inquiry is needed

L i
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1. When:-The Central Registrar may, on a request from
!

+ Federal co-operative to which a Multi- State Co-operative society isaffiliated or

* A creditor or

= Not less than one-third(1/3™) of the members of the board or .

* Not less than one-fifth(1/5%) of the total number of members of a Multi-State cp.
operative society

e S

e —

2. How:- By
|
¥ . : T
General in writing || in this behalf inspect or | | to make an inspection into
or direct any person authorized | | the constitution, working
Special by him by order in writing | |'and. financial condition of a
order in this behalf ¢ | | Multi- State  co-operative
. = soclety.

3. Opportunity of Being heard

No inspection shall be made unless a notice of ot less than 15 days has been given to the
multi-state co-operative society,. o n Lo

- | 4. Powers available

The Central Registrar or '!:j_‘tE person authorized by him shall have the following powers:

A

(a) He shall at all times (b) Every officer or member of a Multi-
. have access to all books, accounts, || St® Co-operative society shall furnish

papers, vouchers, securities, stock and | | Such information with regard to the

other property of that society and working of the society as the central
registrar or the person making such

inspection may require.

= may, in the event of serious
irregularities  discovered during
inspection, take them into custody and

« shall have power to verify the cash
balance of the society and subject to the
general or special order of the central
registrar to call a meeting of the
society where such general meeting is,
in his opinion necessary.

e =
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5. Inspection Report

A copy of the report of inspection under this section shall be communicated to the

Multi-SI'Tl.te CD-:::peratim society within a period of 3 months from the date of completion
of such inspection,
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[ AUDIT OF TRUSTS & SOCITIES ]

There are three basic legal forms of charitable entities under Indian law

Societies Section 8 companies
¥ +
| - Governed by the Public Governed by  the Governed by Companies
Trust Act applicable in Societies Registration Act, 2013
the relevant State. Act, 1860.

if no Public Trust Act
exists in that state, then
the applicable
legislation will be the
Indian Trusts Act, 1882,

Apart from the above legislations, the Income Tax Act 1961 will be applicable to charitable
institutions. i 1P

And in the case of foreign contributions to these charitable institutions, the Foreign
Contribution [Regulation) Act, 2010 ,ﬂﬂ be applicable.

il

| BOOKS OF ACCOUNT

The Auditor is required to report whether the Trust has maintained proper books of
accounts, including the following, namely

Cash book
Ledger
Journal

Copies of bills, whether machine numbered or otherwise serially numbered, wherever

such bills are issued by the trust, and copies or counterfoils of machine numbered
or otherwise serially numbered receipts issued by the trust:

Original bills wherever issued to the person and receipts in respect of payments
made by the person;

Any other book that may be required to be maintained in order to give a true and fair
view of the state of the affairs of the person and explain the transactions effected;

I

o
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| FINANCIAL STATEMENTS

e
. Trust has to prepare financial statements
% Balance sheet

% Income and expenditure statements

» Format for preparation and presentation of financial statements is pl‘ESEf[hEd under
respective state laws,

|

Auditor’'s responsibility

The auditor should

+  Obtain the list of the books and records maintained by the Trust List should be matched

with the above requirement for maintaining mandatory books and records as may be
applicable in each case.

+  Verily the records for the purpose of its audit

*  Comply with the Accounting Standards (AS) iq;l Standards on Auditing (SA) prescribed
and made mandatory by the ICAI I )

* Apply the test checks depending on the" evaluation of internal control procedures
followed by the assessee.

*  Keep in mind the EﬂI‘lEEﬁtl_ﬂt_' materiality depending upon the circumstances of each
case. e

*  Keep detailed notes about the evidence on which he has relied upon while conducting
the audit and'also maintain all his working papers.

Suﬁh working papers should include his notes on the following, amongst other

matters: 5o (e = _

T ¥ v ¥ 3

Work  done || Explanation and Decision on || Judicial Certificates
while information given || the various pronouncements || issued by
conducting to him during the || points taken || relied upon by || the client /
the audit and || course of the audit him while || management
by whom and by whom drafting the || letters
e audit report

Lozt |

2
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|[ Audit working papers prepared and/or obtained by the auditor jJI'D"l"lIiE evidence that

e
——

»  Opinion expressed by the auditor is based on the examination made by him.

*  Auditor has given due cognizance to theinformation and explanations given by the
assessee and that his opinion is not arbitrary.

* Information and explanations obtained were full and complete

* Auditor did not merely rely upon the information or explanations given by the
assessee but that he subjected such information and explanations to reasonable tests to
verify their accuracy and completeness '

The auditor has to ascertain
Whether

* Accounts are maintained regularly and in accordance with the provisions of the
applicable Act and the rules.

*  Receipts and disbursements are prpp-jé’rly ar;tl'i:é:rrectly shown in the accounts and
money received in the form of donations. is being applied as per the objects of the
trust and as per the specific direction by the donor, ifany.

*  Cash balance and vouchers.in the custody of the manager or trustee on the date of
audit were in agreement with the accounts.

= All books, deeds, accounts, vouchers or other documents or records required by the
auditor were produced before him.

*  Register of movable and immovable properties is maintained, the changes therein are
communicated from time to time to the regional office, and the defects and inaccuracies
mentioned in the previous audit report have been duly co mplied with and rectified.

*  Manager or trustee or any other person required by the auditor to appear before him
did so and furnished the necessary information required by him.

*  Any property or funds of the Trust were applied for any object or purpose other than
the object or purpose of the Trust.

*  Amounts of outstanding for more than one year and the amounts written off, if any.

*  Any money of the public trust has been invested contrary o th isi i
applicable Act which have come to the notice of the .|'lu.m|:|it+;:l1‘-{IIr BEESCRHRRS

]



. Maximum and minimum number of the

trustees is maintained.
. Meeting are held regularly as Provided in such instrument.

. Minute books of the proceedings of the meeting is maintained.
+  Trustees has any interest in the investment of the trust.

v Trustees is a debtor or creditor of the trust.

+ Any special matter which the auditor may think fit or necessary to bring to the
notice of the Deputy or Assistant Charity Commissioner A

* Ascertain governing legislation of society e, Societies Registration act, 1860 or any
applicable state law under which it has been registered.

Object of society needs to be ascertained from its memorandum of association/bye laws.

Ascertain whether registration u'ntain__ed_ under FCRA, 2010 in case of foreign
tontributions, -

Ascertain whether it is also n:gistere'd'under relevant provisions of Income-tax Act which
may make it eligible for tax exemption on its income. .

Obtain an understanding of internal control to design audit procedures with special
reference to donations and various expenditures incurred.

Evaluate appropriateness of accounting policies with special reference to donations and
Erants,

Ascertain, if a ny inquiry has been held by Registrar under _appH:uhle law in the working
or financial condition of society and its implications for auditor's opinion,

Ascertain al| f irregular, illegal or improper expenditure and check whether such
E‘Hpgndiltura.e :,::E;a:s;dnff consequence of breach of trust ar misapplication or any other

Misconduct on the part of governing body.
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Types of Banks

1. Commercial + Commerclal banks are the widest spread banking institutions in India, that
Banks provide a number of products and services to general public and other
segments of economy.
* Two of its main functions are
a. Accepting deposits &
b. Granting advances.

2. Regional + Regional Rural Banks known as RRBs are the banks that have been set up in

Rural Banks rural areas in different states of the country to cater to the basic banking
and financial needs of the rural communities.

- Examples are Punjab Gramin Bank, Tripura Gramin Bank, Allahabad UP

Gramin Bank, Andhra Pradesh Grameen Vikas Bank, etc.

3. Co-operative | * Co-operative Banks function like Commercial Banks only but are set up on

Banks the basls of Cooperative Principles and registered under the Cooperative
Societies Act of the respective state or the Multistate Cooperative Societles
Act and usually cater to the needs of the agricultural and rural sectors.

+ Examples are Gujarat State Co-operative Bank Ltd., Chhatisgarh Rajya
Sahakari Bank Maryadit; etc.

4. Payment » Payments Banks are a new type of banks which have been recently

Banks introduced by RBI. -

+ They are allowed to accept restricted deposits but they cannot issue loans
and credit cards.

« However, customers can open Current & Savings accounts and also avail the
facility of ATM cum Debit cards, Internet-banking & Mobile banking.

* Examples are Alrtel Payments Bank, India Post Payments Bank, Paytm
Payments Bank, etc.

5.Development | * Development Banks had been conceptualized to provide funds for

Banks Infrastructural facilities important for the economic growth of the country.

= Examples are Industrial Finance Corporation of India (IFCI), Industrial
Development Bank of India (IDBI), Small Industries Development Bank of

Indla (SIDBI), etc.
6. Small « Small Finance Banks have been set up by RBI to make available basic
Finance Banks financlal and banking facllities to the unserved and unorganised sectors like

small marginal farmers, small & micro business units, etc.
+ Examples are Equitas Small Finance Bank, AU Small Finance Bank, etc.

Pz =
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+ In India, banking industry is regulated by the Reserve Bank of India (RBI) known as the

central Bank,
Responsibilities of RBI
pevelopment and supervision of the Determining, the Regulate the activities
hanks and non-banking financial monetary and of commercial and
institutions credit policies other banks.
| Important function of RBI
lssuance of Regulation of Acting as banker to Acting as banker to commercial
currency currency issue | | the central and and other types of banks including
state governments term- lending institutions.

| “ No bank can commence the business of banking or open new branches without obtaining
license from RBIL. adld

% The RBI also has the power to Inspect ~ Tl

' Banking Operations Conducted only at Hnncl:iu

ey e s ol e

* Banking operations are con dgc’g_ed n.'-nly_ at the branches,
* While other offices act as controlling authorities or administrative offices that lay down

Policies Systems Internal control
; ] |
procedures for conduct of business in compliance with the statutory/ regulatory

impositions and in compliance of accepted accounting principles and practices that cover
all transactions and economic events.

* Controlling/ administrative offices also stipulate
Delegation of powers Fix responsibilities and a::uuntahlllty_]

e ——

These are involved generally in

* effective supervision,

s monitoring and

* control aver the business activities and operations, : _

- including seeking faithful compliance of the bank's laid down sl
procedures/controls and deal with deviations therelrom.

-I-._‘_‘_-_

—

G o
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[ ' n;;;ln;t;ry Framework

(a) Banking Regulation Act, 1949;

(b) Reserve Bank of India Act, 1934;

(¢) Banking Companies (Acquisition and Transfer of Undertakings] Act, 1970;

(d) State Bankof India Act, 1955;

(e) State Bank of India (Subsidiary Banks) Act, 1959;

(N Regional Rural Banks Act, 1976;

(g) Companies Act, 2013;

{h) Cooperative Societies Act, 1912 or the relevant State Cooperative Sﬂfitlﬂiﬂs Acts;
(i) Information Technology Act, 2000;

(i}  Prevention of Money Laundering Act, 2002;

(k) Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest

Act, 2002;

()  CreditInformation Companies Regulation Act, 2005; and
(m) Paymentand Settlement systems Act, 2007

 Features n_rnmdﬁng Operations |

£on |
¥ ¥ LY Y ¥
Huge Volumes Wide L% ||, Diversified and Extensive use || Strict
and complexof || geographical /|| large range of of technology || vigilance and
transactions spreadof . || productsand compliance.
banking network || services offered
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 Types of Bank Audit Reports

statutory Central Auditors (SCAs) have to furnish the following reports in addition to their
main audit report:

Report on adequacy and operating effectiveness of Internal Controls over Financial
—*| Reporting as an Annexure to the main audit report (as per the Guidance Note on Audit

of Internal Financial Controls over Financial Reporting issued by the ICAI).

—+ Long Form Audit Report. (LFAR)

—+ Report on compliance with 5LR requirements

Report on whether the treasury operations of the bank have been conducted in
accordance with the instructions issued by the RBI from time to time.

Report on whether the income recognition, asset classification and provisioning
have been made as per the guidelines issued by the RBI from time to time

Report on whether any serious irregularity was noticed in the working of the bank
which requires immediate attention.

Report on status of the compliance by the bank with regard to the
implementation of recommendations of the Ghosh Committee relating to frauds and
malpractices and of the recommendations of Jilani Committee on internal control and

inspectionfcredit system.

—+ Report on instances of adverse credit-deposit ratio in the rural areas,

Bank Audit Approach

f : }
1.Drawing an 2.Control Environment at 3.Engagament team
Audit Plan the Bank discussion
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1. Drawing an Audit Plan

An audit plan should be drawn up based on

Mature and Nature of Level of compliance Audit risks based on inadequacy

level of adverse based on previous in or breach of internal controls

operations features reports and the familiarization exercise
carried out

|:2. ;:Dl;tl‘ﬂl E;lﬂl'ﬂ]lmﬂl_ltﬂt the _Ba_rik_ 1

e e e ———

A bank should have appropriate controls to mitigate its risks, including .
+ effective segregation of duties (particularly, between front and back offices),

* accurate

= vyerification and approval of transactions ] _
= reconciliation of positions and results "l
+ setting up limits -y .

* reporting and approval of exceptions -t

» physical security and contingency planning.

measurement and reporting of positions

Common questions fsteps, which have to be kept in mind while undertaking/ performing
control activities: "

Mature of Questions to be considered [ answered
Questions
Who « Who performs the contral?
* Dpes the above person have requisite knowledge and authority to perform the
control?
What = ‘What evidence is available to demonstrate /prove that the control is performed?
When * When and with what frequency is the control performed?
= |s the frequency enough to prevent, detect and correct risk of material
misstatements?
Where * Where is the evidence of performance of the control retained?
* For how long is the evidence retained?
* s the evidence accessible/ available for audit?
Why * Why Is the control being performed?

What type of errors are prevented or detected through the performance of the
contral?

U P T il = P
LAk A fie
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o = How is the control performed?
* What are the control activities? Can these activities
be bypassed?
* Can the bypass, if any, be detected?
* How are exceptions / deviations resolved on Identification? What Is the time
frame for resalvj
s ng the exceptions /deviations?

3. Egggge_n}e_uiﬁam Dl-s‘cus-s-lun

——

v

.

¥

4 l

for material

+ tp assess the potential

. misstaterments of the F.5.

misstatements.

2 I -
To gain better All these discussions || The discussion should || These
mderstanding of should be be done on the discussions are
« banks and appropriately susceptibility of the ordinarily done
+ jts environment, documented For bank’s financial at the planning
+ internal control future reference. statements to material stage of an audit.

Matters to bediscussed

(d)

misstatement may have occurred.

[2) Errors that may be more likely to occur; %,
Errors which have been identified in prior years;

(] Method by which fraud .-n{ight be' perpetrated by bank personnel or others within
particular account balances and/or disclosures;

Audit responses to Engagement Risk, PervasiveRisks, and Specific Risks;
) Need to maintain professional skepticism throughout the audit engagement;
1 Need to alert for information or other conditions that indicates that a material

Advantages of such a discussion

e §

1

Enables the engagement

ip: to consider an

P “Priate response to fraud
.Including those related

P'ErE'!u:E:fm-lent risk,

ks slve risks, and specific

"“‘--u..._,_____‘_____

| ey

m

Enables the audit engagement
partner
« to delegate the work to the
experienced engagement
team members &
« to determine the
procedures to be followed

when fraud is identified.

Audit engagement
partner

may review the need to
involve specialists to
address the issues
relating to fraud.

o
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e ; Form & Content of F.5.
Income Recognition Palicy

—

[ — T e = » Section 29 (1) & (2] of Banking Repulation
* Policy of income recognition should be 1949 deal with Lhe]rnrm and mnlnEnr of o
objective and based on record of financial statements of a banking company
recovery rather than on any and their authentication.
subjective considerations. « Applicable to Nationalised banks, State Bank
* Income from non- performing assets of India, and Regional Rural Banks
(NPA) is not recognized on accrual basis * "Every banking company is required to
but is booked as income only when it is prepare a Balance Sheet and a Profit and
actually received. Loss Account in the forms set out in the
Third Schedule to the Banking Regulations

Audit of Accounts Act, 1949 or as near thereto as the

circumstances admit.
Section 30(1) Banking Regulations Act, « Third Schedule Form A: Balance Sheet and
1949 s Third Schedule Form B : Profit and Loss
Balance Sheet and Profit and Loss Account Account. _
of a banking company should be audited by » Every banking company needs to comply with

the disclosure requirements under the
various Accounting Standards, as notified u/s
133 of the Companies Act, 2013.

a person duly qualified under any law for
the time being in force to be an auditor of
companies,

Eligibility, Qualification and Disqualification of
Auditor

Appointment of Auditor

Applicable as to a Company Auditor

Auditor ofra Auditorola
banking company nationalized bank

Auditors of the Stite Auditors of regional
Hank of Indis rural banks

Appointed at the Appointed by the Appointed by the Appointed by the bank
AGM of the " bank concerned CAG Inconsultation concerned with the
shareholders acting through its with the Central approval of the Central
Board of Directors. Government. Government.
1 I

s

In elther case, approval of the Reserve Bank
Is required before the appointment (s made Powers of Auditor

. —— : 1 | © Banking company or
» Of a banking company is to be fixed In * Nationalised bank, SBl or
accordance with the provisions of section 142 * Regional Rural Bank
of the Companies Act, 2013, has the same powers as those of a com
pany
« Of Natlonalised Banks and SBI is to be fixed auditor in the matterof access to the books,
by the RBI in consultation with the Central accounts, documents and vouchers.
Government. =5

LAecbita A fe E\
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Auditor's Report

in the case n.f a nationalised bank, the auditor is required to make a report to the Central
government in which he has to state the following:

1. Whether, in the auditor's opinion, = the balance sheet

* isa full and fair balance sheet containing all the necessary particulars and
* s properly drawn up so as to exhibit a true and fair view of the affairs of the bank.

2. In case the auditor had called for any explanation or information,
* whether it has been given and whether it is satisfactory

3. Whether or not the transactions of the bank, which have come to the auditor's
notice, have been within the powers of that bank.

4. Whether or not the returns received from the offices and branches of thebank have
been found adequate for the purpose of audit.

5. Any other matter which he considers should be brought to the notice of the Central
Government

Mote : Auditor's Report of State Bank of India is also to be made to the Central
Government and is almost identical to the auditor’s report in the case of a
nationalised bank. oy, .

Format of Audit Report P

Auditor should ensure

e ==

* The audit report complies with * Not only information relating to number of
the requirements of Standards on unaudited branches is given but quantification of
Auditing on-Audit Report. advances, deposits, interest income and interest

| expense for such unaudited branches has =
been disclosed in the audit report.

In addition,

* Auditor of a Banking Company is also required to state in his report the matters covered by
Sec. 143 of Companies Act, 2013. : |
* However, reporting requirements relating to the CARO 2020 is not applicable o 3 banking
company.
B

Long Form Audit Report

* The terms of appointment of auditors of public sector banks, private sector banks and
foreign banks (as well as their branches), require the auditors to also furnish 3 long form
audit report (LFAR). !

' The mas;ers[whifg the banks require their auditors to deal with in the long form audit
report have been specified by the Reserve Bank ofindia,

m
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« The Statutory Central Auditors are required to submit the LFAR to the banks latest by
30th June every year.

« To ensure timely submission of LFAR, proper planning for completion of the LFAR is

required.

« The format of LFAR does not require an executive summary to be given, members may
consider providing the same to bring out the key observations from the whole document.

Reporting to RBI
. T ST : e Fissi :dec |
* Circular issued by RBI regarding liability of accounting and auditing profession, provides
that

¥ “If an accounting professional, whether in the course of internal or external audit or in
the process of institutional audit finds anything susceptible to be fraud or fraudulent
activity or act of excess power or smell any foul play in any transaction, he should refer
the matter to the regulator. Any deliberate failure on the part of the auditor should
render himself liable for action”

» Auditor should also consider the provisions of SA 250, "Consideration of Laws and
Regulations in an Audit of Financial Statements”. The said Standard explains that the
duty of confidentiality is over-ridden by statute, law or courts.

* 5A 240, “The Auditor's Responsibilities Relating to Fraud in an Audit of Financial
Statements” states that an auditor cenducting an audit in accordance with S5As is

responsible for obtaining reasonable assurance that the financial statements taken as a
whole are free from material misstatement, whether causedby fraud or error.

* Auditor is not expected to look into each and every transaction but to evaluate the system
as a whole.

« Therefore, if the auditor while performing his normal duties comes across any instance, he
should report the matter to the RBI in addition to Chairman/Managing Director/Chief
Executive ofthe concerned bank.

LInitial Consideration by F:-t;ltutunr Amlitur- |

— — = a

i. Declaration of Indebtedness

+ The RBI has advised that the banks, * Indebtedness refers to the situation of

before  appointing  their  statutory owing money to the bank in any case,
central/branch auditors, should whatsoever,
obtain adeclaration of indebtedness.
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W;sﬁgnments in Banks by Statutory Auditors

'._._._._._.—l—-_._
The RBI decided that

conducted monthly during the year)

. Audit firms should not undertalke statutory audit assignment while they are associated with
lntm.l-m] assigiments in the bank d“““ﬂ the same year, like Concurrent audits [fﬂtﬂma] Audit of Banks

lil. Planning

: (SA) 300, “Planning an Audit of Financlal Statements”
Auditor shall undertale the following activities prior to starting an initial audit

v

.

Performing procedures required by SA 220,
“guality Control for Audit Work" regarding
the acceptance of the client relationship

Establish understﬁnding of terms of
engagement as (per SA 210, "Agreeing
the Terms of Audit Engagements”.

10

iv. Communication with Previous Auditor:

As per Clause (8) of the Part | of the First Schedule to, the Chartered Accountants Act, 1949,

« A Chartered Accountant in practice cannot accept position as auditor previously held by another
chartered accountant without first communicating with him inwriting.

* He should get a NO Objection Certificate (NOC) from the previous auditor.

v. Term of Audit Engagements

* SA 210, “Terms of Audit Engagements” requires that for each period to be audited, the auditor
should agree on the terms of the audit engagement with the bank before beginning significant
portions of feldwaork.

* It is Imperative that
confusion as to the terms that have been agl
responsibilities of the management and the auditor,

the terme of the engagement are documented, in order to prevent any
agreed in relation to the audit and the respective
at the beginning of an audit assignment.

——

vl Initial Engagements

*The auditor needs to perfﬂm'l the audit prl:ll:l!dl.lrl'.'s a5 mentioned in SA 510 “"Initlal Audit

Engagements-Opening Balances” and
" il after performing that procedures, the

b

Opening balances contain
misstatements which materially And
affect the Minancial statements for

the current period

auditor mln:ludes that

¥

The effect of the same is not properly
accounted for and adequately disclosed, the
auditor should express a qualified opinion or

an adverse oplnion, as appropriate,
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vil. Assessment of Engogement Risk

The assessment of engagement risk is acritical part of the audit process and
should be done prior to the acceptance of an audit engagement since it affects the
decision of accepting the engagement and

also in planning decisions if the audit is accepted.

vill. Establish the Engagement Team

* Assignment of qualified and experienced professionals [s. an  important
component of managing engagement risk.

* Size and Composition of the engagement team depend on the size, nature and complexity
of the bank's operations.

ix. Understanding the Bank and its Environment

SA 315 "ldentifying and Assessing the Risks of Material Misstatement Through
Understanding the Entity and Its Environment” lays down that the

« auditor should obtain an understanding of the entity and its environment, including its
internal control, sufficient to identify and

assess the risks of material misstatement of the financial statements whether due to fraud
or error and sufficient to design and perform further audit procedures.

~ 2.1dentifyingand Assessing the Risk ﬂf RMM as per SA315

SA 315 : Auditor to 1denttfy and assess the risks of material misstatement at the financial
statement level and the assertion level for classes of transactions, account balances and

dis:lnsures to pmwde a basis for designing and performing further audit procedures.

——te——e

3. Underst:ndlngthe Bankand Its Enﬂmnmﬂnt Im:lﬁ:ling Inl:ernal Enntrl:;l '

Understanding of the bank and its environment, including its internal control, enables the

auditor
¥ ! 1
Identify and Develop an audit plan to determine Address the
assess risk the operating effectiveness of the specific risks.
controls

P = |
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1, Undﬂrs_tand_ingt]!g Bank Accounting Fl'ﬂ'l-‘_Eﬂ_ —I
ynderstanding of the accountin
., identify and assess the pi

and
. todesign and perform further audit procedures.

e

& Process is necessary to
sks of material misstatement whether due to fraud or not

 ——— e gz d.r

5._I]nd_er§tanﬂl}g the Risk Mar;;gement Process

- Management develops controls and uses performance indicators to aid in managing
key business and financial risks,

» An effective risk management system in a bank generally requires the following

| :
v ¥ ¥ : ¥ ¥
Oversight & invalvement in identification, Control Monitoring Reliable
the control process by those measurement ond activities activities information
charged with governance monitoring of risks : . systems
E;Engigement'l‘aam'mscus;ln; . |

il BT —{

The engagement team should hold discussionsito
* Gain better understanding of banks and its environment, including internal control, and
* Assess the potential for materi_al.niis_statem&nts-of the financial statements.

T R R T T
- 7. Establish the Overall AuditStrategy
— — —_—— e l —_—— o ]
FENN }
As required by SA 300, Involve key engagement team members and
* Establish the overall audit strategy, other appropriate specialists while
prior to/the commencement of an establishing the overall audit strategy,
audit . which depends on the characteristics of the
audit engagement
| 8.Develop AuditPlan

Deve] op an overall audit plan which cover details of NTE of audit procedures planned 1o be
Performed.

Requires : involvement of all the key members of the engagement team while planning
an audir,




Provide evidence that they
have planned the audit
engagement appropriately

extent of the audit procedures issues and risks identified

[(—. -—_—— -

| 10.Determine Audit Materiality

* The auditor should consider the relationship between the audit
when conducting an audit.

* The determination of audit materiality is a matter of prufesﬁiﬂﬂﬂl
upon the knowledge of the ban

for the financial statements.

judgment and depends
k, assessment of engagement risk'and the reporting requirements

I G )

Describe the expected scope and || Highlight all significant

— |

materiality and audit rﬁ-

AUDITIOF BANKs! | I
 Hello Everyone /1| 1 '
How-avre wall 7?2 |
i_ H.Audi-t Planning Memm:;ndum |
The auditor should summarise the audit plan by preparing an audit planning memm
in order to

-

11. Consider Going Concern |

— -y el e R L i

While obtaining an understanding of the bank, the :i.udltdr_r should consider

* —+*whether there are events and mndi'lr._iq_'ﬂ: i-'.rhijh ‘may cast significant doubt on the bank's
s 1

ability to continue as a going CONCerf,

i a

s TR '

=

12. Assess the risk of Fraud Including Money Laundering

ke Sl S R

* As per SA 240 the auditor's objectivé is

¥ to identify and assess the risks of material misstatement in the financial statements due to

fraud, to obtain sufficient appropriate audit evidence on those identified misstatements and to
respond appropriately.

* The attitude of professional skepticism should be maintained by the auditor so as to recognise the
possibility of misstatements due to fraud.

* The RBI has framed specific guidelines that deal with prevention of money laundering and "Know
Your Customer [KYC)" norms.

* The RBI has from time to time issued guidelines ("Know Your Customer Guidelines - Anti Money

Laundering Standards”), requiring banks to establish policies, procedures and controls to deter and
to recognise and report money laundering activities.

= ———

- 1
| 13.Assess Specificrisks |

Auditors should identify and assess the risks of material misstatement at the financial statement
level which refers to risks that relate pervasively to the financial statements as a whole and
potentially alfect many assertions.

= E



-

AUDIT OF BANKS

——

14. Risk Associated with out P
o ASED with r-. G
“sociated with Outsourcing of Activities |
, Modern day banks make exteps;
anumber of risks associated wit

quintessentlal for the banks tg e

Ve use of outsourcing.

h outsourcing of activities by banks and therefore, itis
fectively ma nage those risks.

15. Resp

onse to the Assessed Risks J'

S S

PRI P

SA 330 : Auditor to design and implement overall responses to address the assessed
risks of material misstatement at the financial statement level

« Auditor should design and perform further audit procedures whose® nature, timing
and extent are based on and are

responsive to the assessed 'risks of material
misstatement at the assertion level, d

|-_Meaning - Stress testing is a software testing activity that determines the robustness of
software by testing beyond the limits of normal operation,
* Stress testing is particularly important for "mission critical” software, but is used for
all types of software. i

* RBI has required that all commercial banks'shall putin place a Board approved 'Stress

Testing framework’ to suit their individual requirements which would integrate into their
risk management systems. M N

17. BASEL 11l framework |

* Basel norms or accords are the International Banking regulations issued by
the BCBS.

* In the document titled ‘Basel I11: A global regulatory framework for more resilient banks
and banking systems, released by the BCBS in December 2010, it has inter alia
proposed certain-minimum set of criteria for inclusion of instruments in the new
definition of regulatory capital.

* The set of agreement by the BCBS, which mainly focuses on risks to banks and the

L__ﬂnam:ial system are called Basel accord.

The auditor should take into account the adverse comments, if any, on advances appearing
In the following-
" Previous year's audit reports.
* Latest internal inspection reports of bank officials.
Reserve Bank's latest inspection report.
Eﬂnturre:]t / Internal audit report
@ £ ion of security.
"lﬂf'u:::hc:: r::::s::lfepnrts specially related to particular accounts.

o

P

: i is changed.
“'--EEEEETJS charge-handing-over report il o e -

Czrra o
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'I‘:,rp;;qf ﬂdvar_lce_s

L

r—

Non-fundedfacilities

Fundedloans

« Loans where there is an actual transfer of « Eacilities which do notinvolve transfer of
funds.
funds from the bank to theborrower. » Examples: Letters of credit, Bank guarantees,
s Examples: Term loans, Cash credits, etc.
Overdrafts, Demand Loans, Bills Discounted
and Purchased, Interest-bearing Staff L _I.Requiremenl:s of Disclosurein the !
Loans, etc. Balance Sheet _ = |
| - | ¥
What Advances Comprise X _ B.
A tsb '
wda;a:ge A (i) Bills purchased (i) Secured by tangible
| M and discounted assets
*  Cash credits, Overdrafts, Demand Loans ,| (i) Cash credits, (ii) Covered by
*  Bills Discounted and Purchased @ | Overdrafts and Bank/Government
*  Participation on Risk Sharingbasis _" . | _  loans repayable guarantees
*  Interest-bearing Staff Loans % 7 | on demand {iif) Unsecured
% N (iif) Term Loans
' Prieny
W ——  Sector wiss — —— :
E— L — Han Priarity
E = Secured
= | Security wise ——
E — Unsecurad
—— Prudential Nopma —
" MPAS
C. Location wise
T
I.Advancesin India II. Advances outside India
(I} Priority sectors (] Due from Banks
(i) Public sector (i) Due from Others:
(i) Banks & Bills Purchased and discounted
b. Syndicated loans

(iv) Dthers
c. Others

] iz
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Banks ask If‘ﬂ?]"fl“}' or Eu.llatem while lending to assure that the Borrower will return the
money to bank in prescribed time else the Banks have legal authority to sell the collateral
‘ to

recover its money.

Lﬂature of Security

A. Primary securit:,r_] B. Collateral security

E Security offered by the borrower for
bank finance or the one againstwhich
credit has been extended by the banlk.

* This security is the principal security
for an advance.

* Itis an additional s-e_l:l_.lril:_',_r and can be
in any form i.e.tangible orintangible
asset, movable or immovable asset.

Most common types of securities accepted by banks

I

* Personal Security of Guarantor

L]

Goods/Stocks,/Debtors/Trade Heceh'ahlés Gold Ornaments and Bullion

* Immovable Property
* Plantations (For Agricultural Advances)
* Third Party Guarantees

* Banker's Generﬂ Lien"

* Life Insurance Policies

* Stock Exchange Securities and Other Instruments

Mode of Creation of Security

(i) Mortgage

Hﬂﬁgage are of saveral kinds but the most impﬂ'rtaﬂt are the HEElEtErEd Mur‘[‘gagu and
the Equitable Mortgage 1

+ E
Registered Mortgage Equitable mortgage
mg;mred Mortgage can be affected by Equitable mortgage, is affected by a mere
2 'Mort Deed' signed by the delivery of title deeds “r“lhﬂrducummu
mﬂl‘tgagise " E ﬂt—“ﬂE with Intent to create sﬂcur[ly th ereof.

- )
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(ii) Pledge

It involves bailment or delivery of goods by the borrower to the lending bank with the
intention of creating a charge thereon as security for the advan_r:e. .

Legal ownership of the goods remains with the pledger while the lending banker gets
certain defined interests in the goods.

The pledge of goods constitutes a specific (or fixed) charge.

(iii) Hypothecation

* Creation of an equitable charge, which is created in favour of the lending hém!c by execution
of hypothecation agreement in respect of the movable securities belonging to the
borrower.

Borrower holds the physical possession of the goods. Neither ownership nor possession
are transferred to the bank.
Borrower periodically submits statements regarding quantity and value of hypothecated

assets (like stocks, debtors, etc) to the bank on the hzisiis.r;itf which the drawing power of the
borrower is fixed. ' , :

o

(iv) Assignment |

= It is a transfer of an existing or
favour of another person. ;

Only actionable claims such as book debts and life insurance policies are accepted by banks
as security by way of assignment.. ~

An assignment gives the assignee absolute right over the moneys/debts assigned to him.

fiture debt, right or property belonging to a person in

(v) Set -Off

» Set-off is a statutory right of a creditor to adjust, wholly or partly, the debit balance in the
debtor’s account against any credit balance lying in another account of the debtor.

* The right of set-off enables a bank to combine two accounts (a deposit account and a
loan account) of the same person provided both the accounts are in the same name
and same right (i.e, the capacity of the account holder in both the accounts should be
the same).

+ For the purpose of set-off, all the branches of a bank are trea

3 ted as one single entity.
* The right of set-off can be exercised in respect of time-barred d

ebts also.

(iv) Lien

Lien is creation of a legal charge with consent of the owner, which giveslender a legal right
to seize and dispose/liquidate the asset under lien.

) =
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“prudential Norms on Income Recognition, Asset Classification and Provisioning Pertalning to
advances :
' classification of Advances as per RBI Prudential Norms

Classification of Advances a5 por

Prudentinl Norms

Standard Loans MPA Loans
|
Standard :
ndar SMA — Special Mention
Regular Accounts s e
SMA O [(Accounts Doubtful
showing stress signals)| = [D1/D2/D3]
S5MA L [Overdue Loss
batwean 31 to 60 dayq
SMA 2 (Overdus

between 61 to 90 days)

W (IIMNon-performing Assets

* An asset becomes NPAwhen it ceases to generate income for the Bank

* A non-performing asset (NPA) is a loan or an advance where
|

! ¥ ¥
|ﬂlﬂm5[ and;‘ or installment The account remains “out The bill remains overdue for
of principal remain overdue of order’ In respect ofan a period of more than 90 days
for a period of more than 90 Overdraft/Cash Credit in the case of bills purchased
days in re spect of a termloan (oD} CC) and discounted.

(i) Out of Order

Out of Order: An account should be treated as ‘Out-of-order’ if
I

i ¥ X
The outstanding In cases where the outstanding Credits are there but are
Alance remaings balance in the principal operating not enough to cover the
“Ontinuously in on| account Is less than the sanctioned |OR | interest debited durin
®XCESS of the limit/drawing power, but there the same period, these
Sanctioneg are no credits continuously for 90 accounts should be
mm days as on the date of Balance Sheet | treated as ‘out of order,

2z o
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An account is said to be ‘Overdue’, if It is not paid on the due date fixed by the Bank.

10

Categories of Non-Performing Assets: Provision required

Substandard Assets:

Would be one, which has remained NPA for a period less | 15%
than or equal to 12 months.

Doubtful Assets:

Would be one, which has remained in the substandard

category for a peried of 12 months. (Secured + Unsecured) 25%
Sub-categories: + 100%

Doubtful up to 1 Year (D1) Doubtful 1 to 3
Years (D2) Doubtful more than 3 Years (D3)

40% + 100%

100% + 10004
Loss Assets:

Would be one, where loss has been identified by-the bank
or internal or external auditors or the RBI inspection but
the amount has notbeen written off wholly.'

100%

%:s‘

Hﬂu b " .

1. Classification as NPA should be based on the record of recovery. Availability of security
or net worth of hﬂmwerfgual_‘antbr is not to be taken into account for purpose of
treating an advance as,;NPA.or otherwise.

2. Asset classification would be borrower-wise and not facility-wise. All facilities
including investments in securities would be termed as NPA.

iv. Accounts regularised near B/S date

* The asset 'clglss_i'ﬁ_mtiﬂn of borrower accounts where a solitary or a few credits are
recorded before the balance sheet date should be handled with care and without scope for
subjectivity.

» Where the account indicates inherent weakness on the basis of the data available,

—+ the account should be deemed as NPA.

*+ The auditor should check for sample transactions immediately before the
+ closing of the Financial Year and

v Immediately after the closing of the Financial year

¥
To get a knowledge of the objective behind the transactions
o If they have any relation to each other in the Borrower accounts or
o if any/some transactions are being reversed during the first few days after closing which

might show an arrangement to prevent the Borrower account(s) from slipping into
the NPA category.

sy =
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{{Gove puaanteed advances

A

mﬂwt guaranteed Advances, where the guarantee is not invoked/ repudiated

would be
| ________———‘—_‘——_—-_1_—‘-‘\_—_-_-_-“
| Classified as Standard Assets | But regarded as NPA for
Income Recognition purpose

i

« if the advance is puaranteed by State Government,
¥ Where advance is to be considered NPA = if it remains overdue for more than
90 days for both Provisioning and Income recognition purpases.

e

vi. Advances under Consortium

Meaning of Consortium advances

* Consortium advances mean advancing loans to a borrower by two or more Banks jointly
by forming a Consortium. .

I * Jeint appraisal, control and monitoring will facilitate for exchange of valuable
information among the Banks. i

* Usually, a Bank with a higher share will lead the consortium.

* Consortium advances should be based on the record of recovery of the respective
individual member banks and other aspects having a bearing on the recoverability of
the advances. "

* Where the remittances by the borrower under consortium lending arrangements are
pooled with one bank and/or where the bank receiving remittances is not parting with the
share of other member banks, the account should be treated as not serviced in the books of
the other member banks and therefore, an NPA.

* The banks participating in the consortium, therefore, need to arrange to get their share of
recovery transferred from the lead bank or to get an express consent from the lead bank for
the transfer of their share of recovery, to ensure proper asset classification in their

respective hooks.

* Drawing Power Allocation in case of Consortium Cash Credit Account:
|

= ¥
The Lead Bank would be responsible In certain special circumstances, at the
i computing the drawing power (DP) request of the Borrower, the Lead Bank
of the barrower and allocate the same (o may allot a higher or lower share of
Menber baulke. drawing power to the member bank,
as against their share of advances.

- zxp -]
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llustrative Drawing Power for December 2022
as per Stock Statement November, 2022
(Rs.in Crores)
Description of Stocks Market Value | Margin | Advance Value
Raw Materials 636.27 25 477.20
Finished Goods 37275 25 279.56
Stock in process 65935 25 49451
Stores and Spares 124.51 25 9338
Book Debts (Upto 120/180 days) 37379.90 35 24296.94
Stock in Transit 573 25 39.23
Total 39225.09 25680.82
Less: Unpaid Stocks under LC 0.00 100 0.00
Total 39225.09 , 25680.82
: (Bs. in Crores)
BANKS . Share % LIMIT/D.P.
State Bank of India Wi 8225 500,00
Bank of Baroda AL, 258 40,00
Bank of India s WV 645 100.00
Canara Bank BV " 516 20.00
Standard Chartered Bank~ = 9,03 140.00
Union Bank of India - 6.45 100.00
HSBC p 13.87 215.00
Citi Bank . 6.45 100.00
Bank of America 129 20,00
BMP Paribas 1.84 30,00
Punjab Mational Bank 6.45 100.00
ICICI Bank 484 75.00
IDBI Bank 323 50.00
Unallocated
TOTAL 100.00 1550.00

] =
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L r f e
v ErosioninValueioliSecurities / Frauds commited by Borrowers

Erosion means the H’:ﬂdﬂ-‘-_ﬂ destruction or diminution of something not prudent to follow
stages of asset classification,

panks can directly classify these acco

: ; unts as Doubtful Assets or Loss Assets, Irrespective
of the period for which the account h i

as remained NPA.

lv |

'
ra‘:l;ﬂﬂ in the value of securities by more than The realisable value of security as assessed by
50% of the value hank/approved valuers/RBLIs less than 10%
+ assessed by the bank or accepted by RBI of the outstanding in the borrowalaccounts,
inspection team at the time of last » the existence of the security should be
inspection, as the case may be. ignored and :
‘ + Such NPAs may be straight-away classified + the asset should be classified as loss
under doubtful category and provisioning asset.
should be made as applicable to doubtful In such cases the asset should either be
assets. written off or fully provided for.

yviii Advance Against Term Deposits, NSCs, KVP/IVPs etc.

Need not be treated as NPAs, provided adequate margin is available in the account.

ix: Agricultural Advance Affetced by Natural Calamities

Where, in the case of natural _r:a]éthilﬂﬂe.é,t »
* short-term agricultural loans are .+ |L

* Term loan as well as fresh short-term
- -~ loan may be treated as current dues
* there is rescheduling of repayment 2o Y
period or : s g » need not be classified as NPA.
* fresh short-term loans are sanctioned,

—

* Interest-bearing staff advances as a banker should be included as part of advances
portfolio of the bank.

converted into term loans or

* Housing loan or similar advances granted to staff members where interest is payable
after recovery of principal, interest need not be considered as overdue from the first
quarter onwards.
¥ Should be classified as NPA only when there is a default in repayment of installment of

principal or payment of interest on the respective due dates.

* The staff advances by a bank as an employer and not as a banker are required to be included
L_':'_'l"-‘_&r the sub-head ‘Others’ under the schedule of Other Assets,

| D)
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As per the guidelines, Agricultural Advances are of two types:

M
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Long duration crops : mean the crops
with crop season longer than oneyear

other than long duration crops.

Short Duration Crops : means the crops,

—

NPA if

Interest and for Instalment of principal
15 overdue for -

one crap season

NPA if

overdue for -
two crop seasons,

Interest and /or Instalment of principal is

+ The crop season for each crop, which means the period up to harvesting of the
crops raised, would be as determined by the State Level Bankers' Committee in

each State.

-

Computation of Drawing Power

Meaning of DP

Sanctioned Limit vs. DP
_._=____.--"-_ _-'_-‘-'-'—-—-l-

The limit up to which a firm or |\,

‘San ctioned limit is the

DP refers to the

company canwithdraw from the ‘total exposure thata amount calculated
working capital limitsanctioned.. | /| bank can take on a based on primary
Important concept for Cash™ particular client for security less margin
Credit (CC) facility. *= " facilities like cash credit, as on a particular
overdraft, export packing | | date.
credit, non-funded
exposures etc.
Considerations Bank's Duties

e

-

All accounts should be kept within
both the DP and the sanctioned limit
atall imes.
The accounts which
+ exceed the sanctioned limit or
v drawing power or
v are  against
securities or
« are otherwise irregular
should be brought to the notice of the
Management/Head Office regularly.

unapproved

should ensure that drawings in the working
capital account arecovered by the adequacy

of the current assets.
DP is required to be arrived at based on
current stock statement.

stock statements relied upon by the banks
for determining drawing power should

not be older than three months.
outstanding in the account based on DP

calculated from stock statements older than 3

months is deemed as irregular.

S
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Auditor's Concern

2 . !
srock state ments, quarterly Audited Annual Monthly stock statement of the
relurms and other Report submitted by month for which the audited
gtatements submitted by the borrower should accounts are prepared and
e horrower to the bank be scrutinized submitted should be compared
| chould be scrutinized in properly. and the reasons for deviations, if
| detail. any, should be ascertained.
[
Computation of DP
| :
v ~ 4

itneeds to be ensured that the DP Is calculated Special consideration should be given to

as per the extant guidelines formulated by the proper reporting of sundry creditors for the

+ BeD and purposes of calculating drawing power.

+ agreed upon by the concerned statutory
auditors.

L

v
-

g

Stock Audit

of more than 5 crores.

[+ Stock audit should be carried out by the'bank for all accounts having funded exposure

'+ Auditors can also advise for stock audit in other cases if the situation warrants the same.

+ Branches should obtain the stock audit reports from lead bank in the cases where the
Bank is not leader of the consortium of workingcapital.

+ The report submitted by the stock auditors should be reviewed during the course of the
audit and special focus should be given to the comments made by the stock auditors on
valuation of security and calculation of drawing power.

.| Particulars of current assets DP
{A) | Stocks
" | Stocks at realizable value 1000
Less: Unpaid stocks:
- Sundry creditors 300
- Acceptances/LCs ete. 200 00
Paid for stocks 400
Margin @ 25% 100 300
Debtors
Total Debtors 1000
Less: Ineligible debtors 200
Eligible debtors 200
Margin @ 40% 220 480
780

E Total DP
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Auditor is primarily concerned with obtaining evidence about the following

(a) Amounts included in balance sheet in respect of advances which areoutstanding at
the date of the balance sheet.

(b) Advances represent amount due to the bank

(c) Amounts due to the bank are appropriately supported by loan documents and other
documents as applicable to the nature of advances.

[d) There are no unrecorded advances.

(e) The stated basis of valuation of advances is appropriate and pro PH'J' applied and the
recoverability of advances is recognised in their valuation.

() The advances are disclosed, classified and described in accordance wlth recognised
accounting policies and practices and relevant statutory and regulatory requirements.

(g) Appropriate provisions towards advances have been made as per the RBInorms,
Accounting Standards and generally accepted aﬂtnunﬂng practices.

The auditor can obtain SAAE about advances by study and evaluation of internal
controls relating to advances, and by: : '

Larrying oLt

appropriate
- h Compliance anatytical
Validity of Loan Existence, . Operation with RBI procedures
the docume Enfarceability of the el
recorded ntation ‘|| and,Valuation accounts i
amounts = of the security appruprigate
classification
and
provisioning

Substantive Procedures

Auditor Should

S e

Examine all large Accounts identified to be Advances which are

advances while other problem accounts, however, + sanctioned during the year or
advances may be need to be examined in * which are adversely commented
examined on a sampling detail unless the amount by RBI inspection team,

basis. involved is insignificant concurrent auditors, bank’s

Internal inspection, ete.

should generally be included in
the auditor’s review,
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l Evaluation of Internal Controls over Advances

-_'_._._ -

in general, the internal controls over advances should include, inter alia, the following:
e

+ The bank should make an advance only after satisfying itself as to the credit worthiness

of the borrower and after obtaining sanction from the appropriate authorities of the
bank.

All the necessary documents (e, agreements, demand promissory notes, letters of
hypothecation, etc) should be executed by the parties before advances are made.

The compliance with the terms of sanction and end use of funds should be ensured.

Sufficient margin as specified in the sanction letter should be kept against securities

taken 50 as to cover for any decline in the value thereof. The availability of
sufficient margin needs to be ensured at regular intervals,

If the securities taken are in the nature of sharas,_ debentures, etc, the ownership
of the same should be transferred in the name of ﬂ%e bank and the effective control of
such securities be retained as a part of documentation..

All securities requiring registration should be registered in the name of the bank or
otherwise accompanied by documents sufficient to give title to the bank.

In the case of goods in the possession‘of the bank, contents of the packages should be
test checked at the time of receipt. The godowns should be frequently inspected

by responsible officers of the branch concerned, in addition to the inspectors of the
banl

Drawing Power Registér should be updated every month to record the value of
securities hypothecated. These entries should be checked by an officer.

The accounts should be kept within both the drawing power and the sanctioned
limit.

All the accounts which exceed the sanctioned limit or drawing power or are otherwise
irregular should be brought to the notice of the controlling authority regularly.

The operation of each advance account should be reviewed at least once a year and at

more frequent intervals in the case of large advances.
"—-_-_-_-_
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Audit of Revenue ltems -Profit and Loss Account

INCOME

Compaosition oflncome

ﬁﬁ""*ﬁ

10

» Interest Income on

other interest/discount income
il not includedin the above heads

Interest Earned Other Income
 Interest/Discount on Advances » Commission, Exchange and Brokerage
/ Bills:

« Profit on Sale of Investments

neais: » Profit/Loss on Revaluation of Investments

s P ildi 1

« Interest on Balances with REI rofit on sale of Land, Buildings and Other Assets
and Other Inter-bank Funds: « Profit/Loss on Revaluation of Fixed Assets

» Others: This includes any « Profit on exchange transactions: This includes

revaluation gains/losses on forward exchange

contracts. and . other derivative contracts,
premium income/expenses on options, etc.
. Il{Eq'me earned by way of dividends, etc., from
.|~ subsidiaries and joint ventures abroad/in India.
; - Miscellaneous income.

& =

5

Audit Approach and Procedures

Auditor's
Concern

;he auditor is primarily concerned with ob taining reasonable assurance

at

* Recorded income arose from transactions, wh
relevant period and pertained to the bank,

* There is no unrecorded income and the income is recorded at
dppropriate amount.

ich took place during the

RBI's
Directions

RBI has advised that in respect of any income
* which exceeds 1% of the total income of the bank
* ifthe income is reckoned on a gross basis or 1
S % of the net profit before
* ifthe income is reckoned net of costs,
should be considered on accrual as per AS 9,

Materiality

* If any item of income is not considered to
norms, it may be recognised when
qualify their report in that situation,

be material as per the above
received and the auditors need not

]
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gertainty

Banks reeg
basis, i.e.
it should

Bnise income (such as interest, fees and commission) on accrual
+ A5 it is earned, It is an essential condition for accrual of income that
not be unreasonable to expect its ultimate collection.

|

fevenue
Uncertainty

In view of the significant unce rtainty regarding ultimate collection of income
arising in respect of non-performing assets, the guidelines require that banks

Eh"l‘:lgd“”t FECOBnize income on non-performing assets until it is actually
realised.

When a credit facility is classified as NPA for the first time, interest accrued

and credited to the income account in the corresponding previous year which
has not been realized should be reversed or provided for. This will apply to
Government guaranteed accounts alsa,

Rills Purchased

In the case of bills purchased outstanding at the close of the year the discount
received thereon should be properly apportioned between the two years.

Bills for
Collection

The auditor should also examine the procedure for crediting the party on
whose behalf the bill has been collected. b

The procedure is usually such that the customer’s account is credited only
after the bill has actually been collectéd from the drawee either by the bank
itself or through its agents, ete. : T

This procedure is in consonance.with the nature of obligations of the bank in
respect of bills for collection. '

The commission of the .branch becomes due only when the bill has been
collected. ;

Renegotiations

Fees and commissions earned by the banks as a result of re- negotiations or
rescheduling of outstanding debts should be recognised on an accrual basis
aver ﬂue_pgi-lgc_l'df time covered by the re-negotated or rescheduled extension
of credif® . " o7

Test check the interest earned by the banks for the sample selected,
T:st‘i:he_;:h the fees and commissions earned by the banks made for

commission an bills for collection, letters of credit and bank Euarantees,

[ ——

Reversal of Income

aCCounts also,

" If any advance, including bills purchased and | *
discounted, becomes NPA as at the close of any year, |
the entire interest accrued and credited to income

account in the past periods.
Note : This will apply to Government guaranteed

Should be reversed or
Provided for if the same |s not
realised

[r—

" In respect of NPAs, fees, commission and similar
income that have accrued

* Should cease to accrue in the current
period and shauld be reversed or

* Provided for with respect to past
periods, il uncollected.

--""-—-.__

" Incase of banks which have wrongly recognised
Interest as income in the past.

* Should reverse the Interest or
* Make a provision for an equivalent

e

o
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+ Auditor should enquire if there are any large debits in the Interest Income account that have nat
been explained.

+ It should be enquired whether there are any communications from borrowers pointing out
differences in interest charge and whether appropriate action has been taken in this regard.

+ On leased assets: component of finance income on | * Should be reversed or provided for
the leased asset which was accrued and credited to in the current accounting period.
the income account before the asset became non-
performing and remaining unrealised

 On Take-out finance : If based on record of recovery, the account is classified by the
lending bank as NPA. : ¥
* It should not recognize income unless realised from the borrower/taking-over institution

OBJECTIVE OF TAKEOUT FINANCE |.-
v ¥ ' ' ¥
To expand sources of To address . W To h'ﬂﬂl'-r‘t Y
Finance for infrastructure sectoral /group/entity 'Expﬁ.sur.e the availability of
projects by facilitating issues and asset liabillity l’qrm'is- longer tenor dﬂ:ht
participation of new entities match concerns of tenders finance for projects

On Partial Recoveries in NPAs:

* In the absence of a clear agregrﬁEnt I?Etu':reen the bank and the borrower for the
purpose of appropriation qt: mm“riés in NPAs (ie, towards principal or interest
due), banks are requig-e:i to adopt an accounting policy and exercise the right of
appropriation of recoveriés in a uniform and consistent manner.

* The appropriate policy to be followed is to recognise income as per AS 9 when
certainty attaches to realisation and accordingly amount reversed/derecognised or not
recognised in the past should be accounted.

 Interest partly/fully realised in NPAs can be taken to income.,

« However, it should be ensured that the credits towards interest in the relevant
accounts are not out of fresh/additional credit facilities sanctioned to the horrowers
concerned.

Memorandum Account

« On an account turning NPA, Banks should reverse the interest already charged and
not collected by debiting Profit and Loss account and stop further application of
interest.

+ However, banks may continue to record such accrued interest in a Memorandum
account in their books for control purposes.

=N a




AUDIT OF BANK}

f—— 5

nterest This includes all income derived from Government securities, bonds and

|ncome on dehentgres of corporates and other investments by way of interest and dividend,

nvestments exceptincome earned by way of dividends, etc., from subsidiaries and joint
ventures abroad /in India.

profit on Sale Investments are dealt in the course of banking activity and hence the net profitor

of Investments | loss on sale of investments is taken to profit and loss account.

profit/Loss on | In terms of guidelines issued by the RBI, investments are to be valued at
Revaluation of | periodical intervals and depreciation or appreciation in valuation should be

[nvestments recognised and taken to profit and loss account, B .
EXPENSES & O
Composition of Expenses )
- 1
§ ¥ W B ¥
Interest Expended OperatingExpenses Provisions and
: -~ Contingencies
v Interest on « Payments toand Pmﬂslmn.s for
Deposits Employees » % .. = Provisions made in
R ALd v Rent T“E,!‘.“ﬂ_d Lighting respect of the MPA
Riserve Bamic oF + Prifitingand Stationery * Provisions for Taxation
Indiaflnt&r—ﬂank s “Advertisementand Publicity . El:ﬂi;isil:in! f-lI:hl‘ | f
B : & o . iminution in value o
U;Trsmngs s« Depreciation on Bank's Property investments
—_— | & Directors' Fees, Allowances and « Provisions for
Expenses contingencies

« Auditors' Fees and Expenses

« Law Charges Postage, Telegrams,
Telephones, etc.

« Repairs and Maintenance
« [nsurance

« Direct Marketing Expenses
« Other Expenditure
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Audit Objective

respective liabilities during the year.

To assess the overall reasonableness of the amount of interest expense by analysing ratios of
interest paid on different types of deposits and borrowings to the average quantum of the

The auditor should

N

L

Obtain from the bank an apalysis of
various types of deposits outstanding at
the end of each quarter.

4

The auditor may work out a weighted
average interest rate,

¥

auditor may then compare this rate with
the actual average rate of interest paid on

accounts and  enquire

into _the
difference, if material. . N

the relevant deposits as per the annual.

Compare the average rate of interest
paid on the relevant deposits with the
corresponding figures for the previous
years and analyse any material differences

10

¥

Obtain general ledger break-up for the
interest expense incurred on deposits
(savings < and term deposits) and
borrowing each month/quarter.

. 4

."L'ﬁ:ll_',rse month on month (or quarter on
quarter) cost analysis and document the
reasons for the variances as per the

benchmark stated.

Examine whether the interest expense
considered In the cost analysis agrees with

the general ledger.

Understand the process of computation of
the average balance and re-compute the
same on sample basis.
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Audit Procedure

‘ Interest Expended

The auditor should, on a test check basis, verify the calculation of interest and ensure that

e I = O,

Interest has been [nterest rates are in Interest on savings Interest on inter-
provided an all accordance with the accounts are in branch balances has
deposits upto the * bank’s internal accordance with been provided at
date of the regulations, the rules framed by the rates prescribed
balance sheet * the RBI directives the bank/RBI by the head
i and office/RBL.»

*  dgreements | ' i S

The auditor should »

Ascertain whether
there are any changes
in interest rate on
faving accounts and
term deposits during
the period

Obtain the interest rate
card for various types

of deposits and analyse
the interest cost for t'hn

period accﬂrdingl_',r ;

L L

b
i

-

‘Examinie the Re-compute
‘completeness that interest the interest
\has been accrued on the accrual

entire borrowing portfolio
and the same should
agree with the general

ledgers.

: Operating Expenses

The auditor should

Study and
Maluate the
¥stem of
Internal control

should examine
whether there are
any divergent trends
in respect of major
items of expenses.

perform verify expenses with
substantive reference to
analytical supporting
procedures documents and

check the calculations
wherever required,

—

il
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Provisions and Contingencies

The auditor should

» Ensure that the compliances for various regulatory requirements for
provisioning as contained in the various circulars have been fulfilled

*  Obtain an understanding as to how the bank computes provision on standard assets
and non-performing assets,

Obtain the detailed break up of standard loans, non-performing loans and agree the
outstanding balances with the general ledger.

Dbtain the tax provision computation from the bank's management and verify the
nature of items debited and credited to profit and loss account

Examine the other provisions for expenses uis-a-u_rtsl the circumstances
warranting the provisioning and the adequacy of the same by discussing and obtaining
the explanations from the bank’s management.

i o
Disclosure of the prior period items

Since the format of the profit and, loss, accounts of banks prescribed in Form B under ]
Third Schedule to the Banking Regulation Act, 1949 does not specifically provide for

disclosure of the impact of prigr period items on the current year's profit and loss, such
disclosures, wherever warranted, ‘may be given.
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yieaning of Ethics - A State of mind

» The term "Ethics” means moral principles which govern a person’s behaviour or his
conducting of an activity.

. [tis the branch of knowledge that deals with moral principles.

. Ethics is something which comes from an individual in trinsically.

| |+ Ithas to be inculcated in the habit and temperament of an individual, so that there is
an overall culture of ethics. h '

» Itis a state of mind to act and perform in accordance with moral prinéi ples.

+ Ethicsis the science of morals in human conduct. g o

s
o e

Need for Professional Ethii:ﬁ

| I’ Professions like law, medicine have their code of ethics.Auditing profession is no exception.
Rather, in the profession of auditing. requirement of ethics.is manifold. It is due to the
reason that society in general, governments, clients, taxing authorities, employees,
investors, the business and financial community in particular, have reposed tremendous
trust in services rendered by Chartered Accountants.

The purpose of assurance engagements is to enhance confidence of the intended users.
Therefore, users need to trust the person who is providing such services.

* Professional ethics are based on morality.

The respect and confidence enjoyed by a profession, to a great extent, is dependent on
the strictness and scrupulousness with which such ethics are adhered to by self-
discipline. :

Professional ethics seek to protect the interests of the profession as a whole and actas a
shield that enables us to command respect.

A Chartered Accountant, whether in practice or in service, are required to comply with
the provisions of Code of Ethics.

Any deviation from the ethical responsibilities brings the disciplinary mechanism into
action against the Chartered Accountants which may result into fines, suspension of
membership, removal from membership or other disciplinary actions.

Principal Based Approach vs Rules Based Approach to Ethics (Ethical or
Legal)

Principal Based Approach 4 .
' W% mesance o tirle approach to ethics is that it requires compliance with spirit of ethics,
" Itrequires
- Accountants to exercise professional judgment in every situation based upon their
professional knowledge, skill and expertise. :
- Accountants should use profession al judgment to evaluate every situation to arrive at
conclusions.




Rule Based Approach

* It strictly follows clearly established rules.

* It may lead to a narrow outlook and spirit of ethics may be overlooked while strictly
adhering to rules.

* Further, rules- based approach is somewhat rigid as it may notbe possible to deal with
every practical situation relying upon rules.

It is necessary that spirit of code is followed.

Fundamental Principles of Professional Ethics

N E |
Profezsional Professional

Bahaviour

Integrity Dbjectivity Competence Confidentiality

and Due/Care

| 1. Integrity

* An Professional accountant to be straightforward and honest in.all professional and business
relationships. ,
* Integrity implies fair dealing and truthfulness.
* A professional accountant shall not knowingly he assm:]ated with reports, returns,
communications or other information whera he believes that:
a. the information contalns a rnaterlill'.r false or misleading statement
b. statements or information prl:n.rir.ied negIngEntI-.r or omits required information where such
omission would be misleading..”

= An auditor not to compromise professional judgment because of bias, conflict of interest or
undue influence of others.

= A professional accountant shall not undertake a professional activity if 2 circumstance or
relationship unduly influences his professional judgment regarding that activity.

3. Professional Competence and Due Care

A professional accountant is require

+ To attain and maintain professional knowledge and skill at the level required to ensure that a
client or employing organization receives competent professional service, based on current
technical and professional standards and relevant legislation; and

+ Act diligently and in accordance with applicable technical and professional standards.

+ Diligence includes responsibility to act carefully, thoroughly and on a timely basis in ;
accordance with requirements of an assignment.

= @
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, Reguiresa professional accountant to respect the confidentiality of information acquired as a
cesult of professional or business relationships.

. confidentiality serves the public interest because it facilitates the free flow of information from
client or employing organization to the accountant with the understanding that the information
will not be disclosed to a third party.

. |nformation may be disclosed in following circumstances :

i, When required by law; or
ii. Wauthorized by client or employer; or
iil. There is a professional duty to disclose when not prohibited by law.

o. professional Behaviour . , .

« It requires an accountant to comply with relevant laws and regulations and avoid any conduct
that the accountant knows or should know might discredit the profession.

» Aprofessional accountant shall not knowingly engage in any employment, occupation or
activity that impairs or might impair the integrity, objectivity or good reputation of the
profession, and as a result would be incompatible with the fundamental principles.

.In:lnpumlnnﬂ of Auditors |

* Independence implies that the judgementof a person is not subordinate to the wishes or
direction of anather person who. might have engaged him, or to his own self-interest.

* |tis not possible to define ”ih?:l;e'pghder!fm" precisely.

* Independence is a condition of mind as well as personal character and should not be confused
with the superficial and visible standards of independence which are sometimes imposed by

law.
| Independence of Mind Independence in Appearance
The state of mind that permits The aveidance of facts and circumstances
- the provision of an opinion without being that are so significant that
affected by Influences - areasonable and Informed third party,
B ﬂ"la‘t mmpmmlse prq-fggsiunai jUdImEﬂt. ha"l"lng knuWIEdEE of all relevant
- allowing an individual to act with integrity, information,
and exercise objectivity and professional - including any safeguards applied, would
scepticism reasonably conclude a firm’s, or a

member of the assurance team's,
integrity, objectivity or professional
skepticlsm had been compromised.

151




+ Independence of the auditor has not only to exist in fact, but also appear to so exist to all
reasonable persons.
+ Relationship between the auditor and his client should be such that

Firstly : <»He is himself satisfied about his Indepe ndence
Secondly : - No unbiased person would be forced to the conclusi

on that, on an objective

assessment of the circumstances, there is likely to be an abridgement of the auditors’

independence.

+ |ndependence is dependent on the state of mind and character of a person and is a very

subjective matter.

It is therefore the duty of every Chartered Accountant to determine for himself whether
or not he can act independently in the given circumstances of a case and quite apart from
legal rules, in no case to place himself in a position which would compromise his
independence. e

Threats to lmlnpnmlﬁm:n

The Code of Ethics for Professional Accountants identifies five types of threats

Selfinterest Self Review |} Advocacy Intimidation

Familiarity

Threat

Thraat Threat Threat Threat

Self Interest Threat F

= Self-interest threats occur when an auditing firm, its partner or associate could benefit from a
financial interest in an audit client.
» Examples include
¥"  Direct financial interest or materially significant indirect financial interestin a client
¥ Loan or guarantee to or from the concerned client
¥ Undue dependence on a client’s fees and, hence, concerns about losing the
engagement
¥ Close business relationship with an audit client
¥ Potential employment with the client and
¥ Contingent fees for the audit engagement

Self Review Threat

* Self-review threats occur when during a review of any judgement or conclusion reached in 2
previous audit or non-audit engagement, or when a member of the audit team was
previously a director or senior employee of the client,

* Non audit services include any professional services provided to an
entit a dit
other than audit or review of the financial statements. ¥ by an auditor,

I
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. These include management services, internal au
Instances where such threats come

i. when an auditor having recent

ii. when auditors perform seryic

» It occur when the auditor promotes,
where people may believe that objectivity is getting compromised,

[ Fﬂr E]LEr'I‘iplE - 'l.|'|.r|'|'EI1 an HUd I-tﬂr dEﬁI!’. 'l,!.lith mares Or 58y ritiES cr thE HuditEd company, or

becomes the client’s advocate in litigation and third party disputes. =

. In EUEh E-ituatiﬂ-l'li-. EUditﬂr can hE 'pEI‘tEl'I.FEd as hatking and champlﬂnlhg muses'bf aud tea
client and it may lead to belief that auditor is nat acting and working o hjé.;ti-.reln,,r_

w ] AN 4 1Y

] i P T T L
* It may occur when, because of relationship, a professional accountant becomes too: 1 ¢ -
sympathetic to the interests of others. This can occur In many ways:
= close relative of the audit team working in a senior position in the client company,
former partner of the audit firm being a director or senior emplayee of the client,
* long association between E-p_l_!fﬂlﬂl:'. 'zludi_EdFs and their specific elient counterparts, and
* Acceptance of significant gifts or hospitality from the client company, its directors or
employees, R "

dit, investment advisory service etc.
into play are: -

ly been a director or senior officer of the company.
es that are themselves subject matters of audit.

or is perceived to promote, a client’s opinion to a point

&

intimidation Threats

Intimidation threats occur when auditors are deterred from acting objectively with an
adequate degree of professional skepticism. :
Basically, these could happen because of threat of replacement over disagreements with the

to reduced audit fees or being threatened with litigation.
* Such threats attempt to intimidate auditors to deter them from acting objectively.

iﬂeguurds to Inﬁpﬁdﬁﬂi

Safeguards are actions, individually or In combination, that the professional accountant

'akes that effectively reduce threats to comply with the fundamental principles to an acceptabie
leve),

application of accounting principles, or pressure to disproportionately reduce work in response

11

i
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To address the issue, the following guiding principles are to be applied:

a.  Forthe public to have confidence in quality of audit, it is essential that auditors should always
be and appears to be independent of the entities that they are auditing.

b. Before taking on any work, auditor must conscientiously consider whether it invelves threats
to his independence.

c.  When such threats exist, auditor should either desist from the task or eliminate the threat or
at the very least. Put in place safeguards which reduce the threats to an acceptable level.

d.  If the auditor is unable to fully implement credible and adeguate safeguards, then he must not
accept the work, ' :

..:I 1

Professional Skepticism

*  Professional skepticism refers to an attitude that includes a questioning mind, being alert
toe conditions which may Indicate possible mfsstutemenr due to error or froud, and o
critical assessment of audit evidence. B :

* It signifies that auditor has to remain a]gr.f forever. The auditor’s attitude should be of
questioning mind of challenging the th.l'ngr in .'Ig.ﬁr of available evidence.

*  Professional skepticism includes being ilm“t to, for example:
i Audit evidence that mntr‘adfcts other audit evidence obtained.
fi. Information that’ hrlngs into question the reliability of documents and responses
to Inquiries to be used as audit evidence.
ill.  Conditions'that may Indicate possible fraud. _
lv.  Circumstances that suggest the need for audit procedures in addition to those

required by the SAs,

= Maintaining professional skepticism throughout the audit is necessary if the auditor is to
reduce the risks of:
i. Overlooking unusual circumstances.
ii. Over generalising when drawing conclusions from audit observations.
lil.  Using inappropriate assumptions in determining the nature, timing, and extent of
the audit procedures and evaluating the results thereof.

»  Professional skepticism is necessary to the critical assessment of audit evidence.

«  Auditor cannot be expected to disregard past experience of the honesty and Integrity of
the entity’s management and those charged with governance. Nevertheless, a belief that
management and those charged with governance are honest and have integrity does not

relleve the auditor of the need to maintain professional skepticism.
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[ AGREEING THE TERMS OF AUDIT ENGAGEMNTS [SA 210]
F{_:hle:tlwes of the auditor
ThE objective of the auditor is to accept or continue an audit engagement only when the basis
upon which it is to be performed has been agreed, through :
A Establishing whether B. Confirming that there is @ common
The preconditions for an audit | And | understanding between the ouditor and
are present management and, where appropriate, TCWG of
the terms of the audit engagement.

=

 Preconditions fnr an Audit -

Preconditions for an audit may be defined as the
|

¥ : ¥
Use by management of an acceptable And | Agreement of management and, where
FRF in preparation of F.5. ; _'_' - apprupr]ate.TEWG to the premrse on which

an audit is conducted.

LR

In erder to establish wh!thgr.th;; pre;mﬁﬂitiuns for an audit are present, the auditor shall;

Pre —Conditions for an Audit

+ ¥
Determine whether the FRF is Obtain the agreement of management that it
acknowledges and understands its responsibility

1

acceptable

= * :
r such Internal control as To provide the auditor with:
::;:al:gl:ei:aratlun ::anagemlﬂt considers I.  Access to all infermation
T s ot necessary to enable the il. Additional Information the
RS s preparation of F.S. that are auditor may request from
firs, free from material management for the purpose of
misstatement, whether due the audit
to fraud or error iil. Unrestricted access to persons
within the entity from whom the
auditor determines it necessary
to obtaln audit evidence.
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Agreemant uf Audit Engagement Term;

il

audit Is @ matter of contract
between auditor and client.

Engogement

Letter

Engagement letter shall include

a. Objective and scope of the audit of the F.S.

b. Responsibilities of the auditor

€. Responsibllities of manaogement

d. [Identification of the applicable FRF for the preparation of the F.5. and

e. Reference to the expected form ond content of any reports to be [ssued by the

auditor and a statement that there may be circumstances in which a report may
differ from its expected form and content.

Audit is a matter of contract between }:uﬂ.'rnr'und client,

Each party should be clear nbuut the {iarure of the engogement.

It must be reduced to writing and shuu.'d' exactly specify the scope of the work.
Agreed terms of the audit engagernent ‘shall be recorded in an audit engagement letter
or other sultable form of written agreement.

The audit engagement letter is sent by the auditor to his client. It is in the interest of

both the auditor and the client to issue an engagement letter so that the possibility of
misunderstandlng is reduced to a great extent.

Whit happens i'l Preconditions for an Audit are nut Present ?

Audltor
y ¥
Determined that the FRF to be Agreement of monagement Is not obtained on matters
applied in the preparation of relating to
the F.5. Is unacceptable = understanding of responsibility of mana gement on

preparation of F.S. ,
* Internal controls for preparation of F.S. ,
* providing access to all information & unrestricted access

[ * Discuss the matter with management \

= Shall not accept the proposed audit engogement

=] =]
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_ Limitation on Scope Prior to Audit Engagement Acceptance |

11

\f management or TCWG impose a limitation on the scope of the auditor's work in the terms of a
proposed audit engagement such that t

he audi i i ‘ :
disclaiming an opinion on the £, itor believes the limitation will result in the auditor
The Auditor shall
¥
Not accept such a limited enga
: Eement as an aud law
or regulation to do so, audit engagement, unless required by

= —

Acceptance of a Chgnge in the Tbrrﬁ: of Ii:l_nz Audit E;ngage_ment 1
- —— _— o | SR — - — |
A request from the entity for the auditor to

vasilk from change the terms of the audit engagement may
: A change in circumstances affecting the need for the service

A misupdlersta nding as to the nature of an audit as ori ginally requested or
¢ Arestriction on the scope of the audit engagement, whether imposed by management
or caused by other circumstances. :

The auditor shall not agree to a change in the terms of the audit engagement where there is no
reasonable justification for doing so. :

Management does not provide g el bt o ]
reasonabl tifi

2 &% applicable law or regulation
Management requests —|
auditor to limit his scope ,| Ifreasonable — Agree
during assignment and provide If not reasonable = Withdraw form engagement
lower level of assurance

What should auditor consider before agreeing to change the audit engagement to
the engagement providing lower level of assurance ?

Auditor shall determine

*  Whether there Is reasonable justification for doing so

Also assess legal or contractual implications of the change.

*  Concludes that there is reasonable justification to change the audit engagement

*  To avoid confusing the reader, report on the related service would not include reference 1o:
a. Original audit engagement or '
b, Any procedures that may have been performed in the original audit enga Py

*  Ifterms of audit engagement are changed, auditor & management shall agree on and record

new terms engagement in an engagement letter or other suitable form of written agreement.
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engagement and lack of permission from management to continue original audit
engagement

Recourse available to auditor in situation of non- agreement to a change in terms of

*  Withdraw from the audit engagement where
possible under applicable law or regulation

Auditor is unable to agree

to the change in terms.

+  Determine whether there is any obligation,
either contractual or otherwise, to report the
circumstances to other parties, such as those
charged with governance, owners or
regulataors.

TE_rm_s of Engagement in Recurring Audits

v' Recurring audit is an audit which is performed by an auditor over years.
v" The auditor shall assess

f A 4
whether circumstances require the = whether there is a need to remind the
terms of the auditengagement tobe |« 44 | entity of the existing terms of the audit
revised 1Y | engagement.

v The auditor may decide not to send o new audit engagement letter or other written
agreement each pe.-_'fgm_

v However, the following factors may make it ppropriote to revise the terms of the audit
engagement or to remind the entity of existing terms:

i. Any Indication that the entity misunderstands the objective and scope of the audit.

ii. Any revised or special terms of the audit engagement.

ili. A recent change of senlor management.

iv. Asignificant change in ownership.

v. A significant change in nature or size of the entity’s business.

vi. A change in legal or regulatory requirements.

vil. A change in the financial reporting framework odopted in the preparation of the
financlal statements.

vili. A change in other reporting requirements.

=
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[ STANDARD ON QUALITY CONTROL [SQC-1]

Requirements

SQC 1 requires that

» Firm should establish a systam of quality control

- designed to provide it with reasonable assurance
- that the firm and its personne!

- comply with professional standards and regulatory and legal requirements and
- that reports issued by the firm or engagement partners are appropriate in the
circumstances. i

h - P
. Flrf'n’s system of quality control should eonsist of policies designed to achieve these
objectives. .

[Elements of System of Quality Control | Ny

The firm's system of quality control should include
each of the following elements: -

pﬁlléi'es_ and procedures addressing

11

[A) Leadership responsibilities for quality within the firm.

(B) Ethical requirements = I?“-‘I‘:. by

(C) Acceptance and continuance of :IIeﬂi_rElatinnihips and specific engagements
SN

() Human resources Y.

g ]

(E) Engagement performance

(F} Monitoring
Quality control policies and procedures should be
Documented And

¥

Communicated to the firm's personnel.

system from Its personnel.

By this firm recognizes the importance of
obtaining feedback on its quality control

quality control matters.

Firm should encourages its personne| to
communicate thelr views or concerns on




(A) Leadership Responsibilities for Quality within the firm

* Firms should establish policies and procedures designed to promote an internal culture based
on the recognition that quality is essentlal in performing engagements.

* Such policles and procedures should require firm's CEO or managing partners to assume
ultimate responsibility for the firm's system of quality control.

* Persons assigned operational responsibilities for the firm's quality control system by the
firm’s chief executive officer or managing partners should have sufficient and appropriate
experience, abllity and the necessary authority to assume that responsibility :

Summary

* Firms Should establish policies and procedures to promote quality-focused mternal culture in
performing engagements. 4

* The firm's CEQ or managing partners should take ultimate responsibility for thl: guality control
system,

* Persons managing the quality control system must possess relevant eupérreni:e, ability, and
authority assigned by the CEO or managing partners,

(B} Ethical Requirements Wy

* The firm should establish policies and procedures designed to provide it with reasonable

assurance that the firm and its personnel comply with relevant ethical requirements
contained In the Code of ethics issued .ﬁr H:A'I' s

* The Code establishes the fundamentat prJnerres of professional ethics which are

= Integrity k
¥  Objectivity P
#  Professional com petence and due carg
»  Confidentiality
#  Professional I:reha'u'mur
Independence

» Observance of “Independence” in all engagements is the basic requirement.

» The firm should establish policies and procedures designed to provide it with reasonable
assurance that the firm, its personnel and (including experts contracted by the firm and
network firm personnel) maintain independence where required by the Code.

* Such policies and procedures should enable the firm to: -

Communicate its independence - Identify and evaluate circumstances and
requirements to its personnel relationships that create threats to Independence,
and

- totake appropriate action to eliminate those threats
or reduce them to an acceptable level by applying
safeguards, or,

- Ifconsidered appropriate, to withdrow from the
engagement.

s o




ETHICS AMD TERMS OF AUDIT ENGAGEMENTS

A ey

Hello Everyone ,f
8 How-are wall 77

»  There should exist a mechanism = by which engagement partners provide the firm
=» relevant Information about client engagements and personnel of firm prompt ly notify
firm of elrcumstances and relationships that create o threat to Independence.
All breaches of Independence should be promptly notified to firm for appropriate action.
«  Annually, the firm should cbtaln written confirmation
- of compliance with its policies and procedures on Independence

from all firm personnel required to be Independent In terms of the requirements of
the Code,

(C) Leadership Responsibilities for Quality within the firm

+ Aflrm before accepting an engagement should acquire vital information about the client. Such
an information should help firm to decide about; - '

v

"

11

“ Fd — :
Integrity of Client 1 Competence (Including capabilities, P | Compliance with ethical
req

time and resources) to perform | ulrements

engagement

* Firm should obtaln such Information .
- before accepting an engagement with a new cllent,
- when deciding whether to continue an e_;i‘r::ting engagement, and
- when considering acceptance of a new engagement with an existing client.
Documentation how Issues were resolved 2
Where issues have been Identified, and the firm decldes to accept or continue the client
relationship or a specific engagement, it should document how the lssues were resolved.

Consideration as to Integrity of cllents
With regard to the Integrity of a cllent, matters that the firm considers Include, for example:

* The Identity and business reputation of the client’s principal owners, key management,
related partles and those charged with Its governance,

* The nature of the client’s cperations, including Its business practices.,

« Information concerning the attitude of the client’s principal owners, key management and
those charged with its governance towards such matters as aggressive Interpretation of
accounting standards and the internal control environment.

* Whether the client Is aggressively concerned with maintaining the firm’s fees as low as
possible.

« Indications of an Inappropriate limitation in the scope of work.

+ Indications that the client might be Involved in money laundering or other criminal activities,

* The reasons for the proposed appointment of the firm and non-reappointment of the previous
flrm.
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Conflict of Interest between the Firm and Client

* Ifthereis any conflict of Interest hetuﬂeen thE firm anl:l client, it should be properly resolved
before accepting the engagement.

* Where the firm obtains information that would have caused it to decline an engagement if
that information had been obtainable earlier, policies and procedures on the continuance of
the engagement and the client relationship should include consideration of:

3. The professional and legal responsibilities that apply to the circumstances, including
whether there is a requirement for the firm to report to the person or persons who
made the appeintment or, in some cases, to regulatory authorities; and

b. The possibllity of withdrawing from the engagement or fram both the engagement and
the client relationship, '

(D) Human Resources

*  The firm should establish policies and procedures designed tr:n pruulde it with reasonable
assurance that

- it has sufficient personnel with the capabilities, mmpetence, and commitment

- to ethical principles necessary to perform its engagements in accordance with
professional standards and regulatory an:l legal requirements and

- to enable the firm or engagement par‘tners tu issue reports that are appropriate in the
circumstances. #F N

*  Such policies and procedures should ad-:lress relevant HR issues including

F recruitment, ; 4

¥ compensation, ¢ .

# training,

# career development, : ol an poi
» performance evaluation etc.

(E) Engagement Performance

Consistency in quality of engagement performance is achleved through briefing of engagement
teams of their objectives, processes for complying with engagement standards, processes of
engagement supervision and training, methods of reviewing performance of work, appropriate
documentation of work performed.

I:unsulﬂﬂnn. |

« Consultation should take place in difficult matters pertaining to an engagement and includes
discussion, at appropriate professional level, with individuals within or outside the firm who
have specialized expertise, to resolve a difficult matter,

« "A firm needing to consult externally, for example, a firm without appropriate internal
resources, may take advantage of advisory services provided by other firms or professional &
regulatory bodies,

] &3
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gngagement Quality Control Review (ECQR)

« Significant judgments made in an engagement should be reviewed by EQC reviewer for taking
an objective view before the report is issued.

« The extent of the review depends on the complexity of the engagement and the risk that the

report ﬁ:liEht not be appropriate in the tircumstances. The review does not reduce the
responsibilities of the Engagement Partner.

= EQCRis ma "dﬂh_:nr fc-r all audits of F.5. of listed entities. In respect of other engagements, firm
should devise criteria to determine cases requiring performance of EQCR.

'niﬁarences of Opinion

* There might be difference of opinion within Engagement The report should only be
Team , with those consulted and between Engagement ‘ jissued after resolution of
Partner and Engagement Quality Control reviewer. such differences.

) ! by following established

* In case, recommendations of engagement quality | procedures of firm like by
control reviewer are not accepted by engagement - ‘ consulting with another
partner and matter is not resolved to reviewer's = practitioner or firm, or a
satisfaction, the matter should be resolved . | ° professional or regulatory

body.
Engagement Documentation

The firm should establish policiesand pr&:edur&s for engagement teams to complete the

assembly of final engagement files on a timely basis after the engagement reports have been

finalized. »

¥ The assembly of engagement files should be completed in not more than 60 days after date of
auditor's report in case of audit engagements and in other cases within the limits appropriate
to engagements.

v Policies and procedures should be designed to maintain the confidentiality, safe custody,

Integrity, accessibility and retrievability of engogement documentation.
¥ Unless otherwise specified by law or regulation, engagement documentation Is the property of

the firm.
¥ The firm may, at its discretion, make portions of, or extracts from, engagement documentation

available to clients, provided such disclosure does not undermine the validity of the work
performed, or, in the case of assurance engagements, the independence of the firm or its
Personnel.

¥ En gagement documentation has to be retained for a perful:l of time sufficientto permit those
performing monitoring procedures to evaluate the firm's compliance with its system of quality
tontrol, or for a longer period if required by law or regulation. .

¥ In the specific case of audit engagements, the retention period ordinarily is no shorter than
seven years from the date of the auditor’s report, or, if later, the date of the group auditor's

feport.

ik £
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(F) Monitoring

* The firm should ensure that policies and procedures relating to the system of quality control
are relevant, adequate, operating effectively and complied with in practice.

= Such policies and procedures should include an ongoing consideration and evaluation of the
firm's system of quality control, including a periodic inspection of a selection of completed

engagements.
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[ QUALITY CONTROL FOR AN AUDIT OF F.S. [SA 220] }

Objectives of the auditor

|

To implement quality control pm:edmes at l:he engagement level that provide the auditor with
reasonable assurance that:

i —————_'_______==-_ _-\-‘-\:A
a. Audit complies with professional i

| % ;
standards and regulatory and le gal b. The tiI.JIjH_:I:II' ; re!mrt issued Is
requirements; appropriate in the circumstances.

; F_IEspunsihlhtles of Engagement Partner Tf.l

RESVRCS TR S SR LR T R

(A) Leadership responsibilities for quality on audits )

(B) Relevant ethical requirements

1 e ek

|C) Acceptance and continuance of client relationships and audit engagements

(D) Assignment of engagement teams i

(E) Engagement performance - . ¢ N

(F) Mcnlturlng oo ,_I N\ I1.I I

{A] Leadership responsibilities for quality on audits

* Leadership responsibility of ah-éngagemem partner is to take responsibility for = The overall
quality on each oudit engagement.

* The actions of the eﬁgagnment partner and appropriate messages to the other members

of the engagement team, in taking responsibility for the overall quality on each audit
engagement, emphasise

1
A. The importance to audit quality of:

B. The fact that quality is essential in oA (8
fi i dit :
I. Performing work that complies with bicillioh o G b S

professional standards and regulatory
and legal requirements
li. Complying with the firm’s quality control
policies and procedures as applicable
iil. Issuing auditor’s reports that are
appropriate in the circumstances and
iv.The engagement team's abllity to ralse
concerns without fear of reprisals.

e mi) o)
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|B) Relevant Ethical Requirements

The responsibilities of an engagement partner in relation to ethical requirements in an audit
engagement are :-

e, S
R ",
Identifying a threat to independence Reporting by engagement partner to the
- regarding the audit engagement relevant persans within the firm
- that safeguards may not be able to - To determine appropriate action,
eliminate or reduce to an acceptable level. || - which may include eliminating the activity or

- interest that creates the threat, or
- withdrawing from the audit engagement,
where withdrawal is legally permitted.

(C) Acceptance and Continuance of Client Relationships and Audit Engagement

The responsibility of an engagement partner in this regard in an audit engagement is on lines
of SQC1

e 1 -
~ - =
The firm should obtain such information as Fﬂ“li'ilul:]nﬂ information assist the engagement
it considers necessary in the circumstances partner in determining

before accepting an engagement with a 3| J= Wﬁerﬁer the conciusions reached regarding

new client _ % Jthe acceptance and continuance of client
v w1 || relationships and audit engagements are
When this procedure is to done 70 . appropriate.

..--"'"""-H""‘--.L & * Integrity of principal owners

* Competence of engagement team

While deciding | While considering * Consideration of necessary capabilities
whether to And | acceptance of a including time and resources
continue an _ new engagement * Campliance with relevant ethical
existing with an existing requirements
engagement client. * Significant matters arisen during current or
previous audit engagement and their
implications
(D) Assignment of Engagement Teams
Engagement Partner should ensure
¥
« Engagement team and collectively have the :-: :{E:cr'ful:::!r:nt::\:ir:ﬁagement
» Any ouditor’s experts who || * Appropriate ;
—
ore dist Bartiel i st & ]::-L?;:m nal s;alndalrds and
engagement team, * Capabilities reﬁuhe:nr':::s. ega

=
I

g
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(E) Engagement Performance
Following responsibilities are of Engagement Partner in this regard

= Direction, supervision and performance of audit engagement in accordance with
professional standards and regulatory and legal requirements.

= Auditor’s report being appropriate in circumstances.

* Review of audit documentation before issue of audit report.

* Ensure that sufficient appropriate audit evidence has been obtained to support the
conclusions reached and for issuance of auditor's report.

* Ensure undertaking appropriate consultation on difficult or contentious matters by

engagement team not only within the team but also with others at appropriate level within
or outside the firm

Engagement Quality Control Review

11

For audits of financial statements of Listed Entities, and those other audit engagements, if

any, for which the firm has determined that an engagement quality control review is required,
the engagement partner shall:

@ ‘@ e

Determine Discuss ! Not date the auditor’s

ThaT_a" engaglerne Nk Significant matters arising during report

qLIH- Ity Cﬂ:trﬂh the Btl_d.ft engagement with the until the completion of the

ml@” el engagement guality control engagement quality control

appointed. - . P S

Difference of Opinion

When Difference of Opinion Arise - The engagement team shall follow

= Within the Engogement Team, with ‘.—
those consulted or, TR

- Between the Engagement Partner and - Firm’s pm'd‘ef and :mm:: u_ms
the Engagement Quality Control - For dealing with il Resohving
Reviewer differences of opinion.

(F) Monitaring

Monitoring process designed to provide the firm with reasonable assurance that its policies and
procedures relating to the system of quality control are relevant, adequate, and operating
effectively.

m ]?.i .I
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Engagement Partner Shall
1
v '

Consider the results of the firm's whether
monitoring process as evidenced In the - Deficiencies noted in that information may
latest information circulated by the firm affect the audit engagement.
and, if applicable, other network firms

Documentation

Engagement Partner Should Document

Issues identified with respect to compliance with relevant ethical requirements and
how they were resolved.

Conclusions on compliance with independence reunrtements'that apply to the audit

engagement, and any relevant discussions with the firm that support these
conclusions.

4

Conclusions reached regarding the acceptance and continuance of client
relationships and audit engagements.

06 0 6

The nature and snﬁpe of, and conclusions resulting from, consultations undertaken
during the course of the audit engagement.
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Hello gyes ... | hope you enjoy the
digital copy of the summary book of
Auditing & Ethics by CA Deepika Rathi
maam .

One warmest request to all of you
please don't share the PDF of this
book to any group in telegram,
whatsapp , etc.

"« You can print this book & complle
by spiral binding & could be used as
regular book

» Happy Reading.
* Best wishes from bottom of my.
heart
 Be a CA finalists soon &
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