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CHAPTER 0]

Part | —Core Audit Process & S Introduction

Audit Offered |= |
!

- [I. Client should take responsibility to prepare financial statements

As per Professional Ethics covered under CA Act -
Chs should not solicit work through advertisements

| .
J

(T T
Pre- Conditions
(54 210)
2
Limitation of
Scope Prior to

2. Client should use acceptable Financial Reporting Framework

|1 Initial
Phase

Acceptance
(sA 210) Whether to Accept / Continue Engagement (SA 220)
i “In case of intial audit communicate with previous auditor also
ST SSTR
Prelimi
Enr;;;ne::)niy;)/t Evaluate compliance with ethical requirements
Activity (s 300) | | | & independence (s 220)
Nt
I [ Engagement Letter (SA 210) ]-
[ Audit Strategy ] 7]
[Planning (sA 300) ]  Initial Audit Plan for RAP J
1 [ Update & Change during the audit as suitable ]
RISI;,’;;:ZZSYZem _| 1t simply means collecting information & Obtaining
(sA 315) understanding which is relevant to audit.
i
Identifying & Identifying Risk— What can go Wrong ? 1. Planning /
Assessing | = Assessing Risk = Level (H / M / L) & Nature of Risk
Risk (sA 315) Risk (FST / Assertion) Assessment
Phase
’?iSk at Risk at
Financial .
Assertion
Statement
Level

Level

¥

Response to
Risk (s 330)

‘ Subsequent Audit Plan for FAP

[ overall ][ lerltgtzf ]
Response || p,  odures

[ Test of Controls |

Substantive
Procedures

[Substant/‘ve Analytical Procedures ]

[Test of Details ]
¥

Sampling (sA $30)
pling

1. Risk
Response/

v v
| Income / Expenditure |  Assets / Liabilities |
v

Verification |

Another Auditor
’ (g Br Auditor sA 600)

Execution
Phase

v
( Vouching | |
Sufficient &

Appropriate ’ -"
Evidence (SA $00)

We also rely on
work done by Others

[ Internal Auditor (SA 610) ]
[ Experts (SA 620) ]

} .

v
[ Written Representation (SA $30) |
[

L What if there is Misstatement? Follow SA S0

v
[ Frame Opinion & Draft Audit Report (SA 700) ]
13

[ Engagement Quality Control Review ( SA 220) | [ IV. Reporting Phase ]

¥
[ Sign Audit Report ]

0) Continue on next Column...

¥
[ Complete Documentation (SA 230) ]

L4

[ Inspection & Monitoring (sA 220) ]

]‘[ Other Points |

AUDITING STANDARDS, STATEMENTS AND GQUIDANCE NOTES - AN OVERVIEW

CNO—INTRO0.040

/xuditguruin

AUDIT VS REVIEW

A2

14

CNO—INTRO0.020

TYPES OF STANDARDS

2

[ Engagement Standards J

Assurance service
(where we assure
about reliability of
information, it generally
covers audit & review)

\

¥

¥

-

Standards on Quality
Control

[ J

[

¥
Related Services

S |«

] SQC

SAs SRE’s SAE’s
(100-999) | | (2000-2699) | | (3000-3699)
3% Stds 2 Stds 3 Stds
14 p ¥
For audit For Review | For audife th
. . . . review of other
of H/storlfai of Historical than Historical
Information Information

\Information

)

[Not a assurance
service, but such
service need similar
set of skills]

12
SRS’s

(4000-4699)
2 Stds

(1-99)

Provides principles,
policies, systems to be
followed to maintain
guality of services covered
in Engagement Standards

For assignments like
Compilation of Financial
Statements or Agreed
procedure (AUP)

[ Historical

Information

o| Expressedin |
financial terms

Derived from
accounting systems

Past economic events
or Past economic

condition or circumstances

More Time Available

J [

Less Time Available J

¥

12

All types of examination
procedures are applied

Generally, 2 types of examination
procedures are applied

( 1

1

A\

Risk is reduced to [ Q) nguiry ]
acceptably low level

T J [ (2) Analytical Procedure
Reasonable level of t

assurance provided

[ Risk is reduced to acceptable level ]

J

[

[ E.g., Annual Company Audit ]

Limited / Moderated level of assurance provided ]

[ Review of Quarterly financial statements ]

[ SRE 2400 ]*[ Review of Historical Info ]

{ Review Standards J

Specifically for Review of

SRE 2410 -| Interim financial info by

regular auditor

CNO—INTRO0.030

STANDARDS ON AUDITING

A

Matters Covered

J

v

[

Examples J

—| Overall Objectives of Audlit

>

| Planning of Audit

—

| Identifying & Assessing Risk

>

—| Audit Evidence

—

Audit Sampling

>

Going Concern

—| Forming Opinion & Reporting

[
[
[
[
|
[
[
[

—| Audit Documentation

)
)
)
)
] —
)
)
)

SA 200
SA 230
SA 318
SA S00

SA 700

[ CNO—INTRO0.050

STANDARDS ON ASSURANCE ENGAGEMENT

For assurance on information E.g., Prospective

other than Historical Financial Information

—»[ Applicability ]—»[

]q

-»[ Prospective Financial Information }

recast |=

et -

Difference
Between

[ Prepared on the basis of best estimate assumption about future
events and management actions

Prepared on the basis of hypothetical assumptions of future
events and management actions

l

[ SAE 3400 ]—»[ Examination of Prospective Financial Information ]

&

Historical Financial

Information

- Based on past events,
conditions, circumstances.

Prospective Financial

. management actions
Information & 9

] [Basea’ on future events
-

[Example] [ SAE 3402 ]

Examination of Proforma Financial Information

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

SAE 3420 |-

CA Ravi Taori
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CNO—INTRO0.060

STANDARDS ON RELATED SERVICES

{ Not a assurance service, but such services need similar sets of skills ]
[]

¥ ¥
[ Agreed Upon Procedure (AUP) ] Compilation of Financial Statement or
[ other Financial Information
Perform certain procedures as (g, Fixed Asset Register)
agreed between client & I
chartered izccountant [ Covered by SRS 4410 ]
[ Report FACTS Obtained

3
Related to individual item of FST
or FST or Complete set of FST
A
E.g., Accounts Receivable List

(2) call for confirmation & match them

[ )
[(l) Match with Debtor ledger ]
[ )
[ ]

(3) Reconcile Difference
¥
l Covered by SRS 4400 ]

|-[ GUIDANCE NOTE ]

L[ Provides quidance on matters which may arise during accounting or auditing ]
1
[ Recommendatory in nature, if there are justified reasons,members may not follow them ]

CNO—INTRO.140

v
¥

¥ 1
[Dutg w.r.t. guidance note on Accounting] [ Duty w.r.t. guidance note on Auditing ]
i i

Examine compliance in preparation
& presentation of FST

Ensure audit is performed as
per them

e ™
If there is deviation auditor should N ( If there is deviation auditor should
consider whether disclosure is consider whether disclosure is
required in audit report required in audit report

& RN J

CNO—INTRO0.070

BREAK-UP OF SAs

Introductory Matters -»[
A
General Principles &

100-199

—

{

[ Responsibilities }’
\

Risk Assessment &

E Response to Risk }-’
.4

{ Audit Evidence }»[ 500-599 ]
12

{ Using work of others ]-»[ 600-699 ]
A

{ Audit Report ]-»[ 700-799 ]
4

{ Specialised Areas }-»[ 800-899 ]

CNO—INTRO.090

DUTY OF MEMBER OF ICAI

I

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

[ Mandatory to follow relevant standards }
1

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

(" In 1982 ICAI constituted Auditing )
Practice Committee (APC) theg
use to issue Statement on Auditing

L Practices (SAPs)
[

In 2002 APC was converted to AASB
and name of SAP was changed to
_ Auditing & Assurance Standards (AASs) )
13
(" In 2007 under clarity project existing
standards were revised, new standards
were issued under nomenclature

A\

Vs

\_ Engagement & Quality Standards

12

/xuditguruin

| Objective of AASE )
¥ = 1
To review To identify
existing & areas where
. - To Formulate
emerging revision or
' / Develop
practices new document
worldwide is reguired
[ I
¥
Engagement Standards

Standards on Quality Control

Notes

General Clarifications

— JL _Jo _JC

[-
[-
[— Guidance
[_
[_

Technical

Guides, Practice Manuals, J

Studies & Other Papers (TPS0)

CNO—INTRO0.080

COMPLIANCE WITH DOCUMENTS ISSVED BY ICAI

-»[ STATEMENTS / STANDARDS }—»‘

Critical for proper accounting
& auditing by members

i

[ Mandatory in nature unless specifically exempted ]
1

¥ 1
Duty w.r.t. Statement on Duty w.r.t. Statement on
Accounting [AS/ Ind AS Auditing

4 1
Examine Compliance in Ensure that audit is
preparation & presentation of FST performed as per them
i i
If there is deviation disclose If there is deviation disclose
in audit report it in Audit Report

02

Continue on next Column...

CNO—INTRO.120

OBJECTIVES / ROLE | FUNCTIONS OF IAASB

"[ Formed in 1977

| | IFAC Formation _-»[ Objective to harmonise Accounting & Auditing
& Objective [

| Developed IFRS for accounting & 1SA for auditing

— L _JL _JC

| ICAl is member of IFAC, duty to implement in India

-»[ Established by IFAC ]

IAASB Formation Objective to develop & issue high quality
-
& Objective Auditing Standards in Public Interest

= [ Independent standard setting body ]

L, { Different standards & pronouncements issued to achieve objective }

{
[ High quality standards & quidance ]

¥ v ¥ ¥ v
[ — /For other For For other
FST (sAs) ssurance related Quality pronoun-
' i services Control cements
Generally accepted services (sRrss) (sqcs)
‘ % recognised by ] - ’
-»[ PE— ] on Financial Oy )
: & advancing
-»[Bank/ng Regulator ] Non-fnancial ol
-»[Securities Regulator ] matters (SREs understanding
»[Investors ] & SAEs) (implementation
Guide, Hand
»[Auditors ] Book etc.)
[

| Other key stakeholders ]

Point | |=
Point 2 =

[LCNO--SA200.020

MCQ-200.2

Part 2 —— SA 200 Series
OVERALL AUDIT OBJECTIVES

(Whether FST in all materail respect as per applicable financial reporting
framework. If it is fair presentation framework, we have to additionally
\specify whether FST give T&F view (Reasonable assurance)

i

(Obtain reasonable assurance (be highly confident) whether FST as a whole
(overall understanding given by FST after examining all material items) are
free from material misstatements.

P

o

1
[Point 3 }- { Material Misstatement can occur due to fraud or error }
i
0int 4 }- { Finally draft report as per findings & Shs & communicate client }
> {Efﬁciencg }
- > {Effect/‘veness }
[ Not an objective to comment on } =
~ Propriety/prudence |
L [Future Viability }
_ | Reporting on Internal Financial
Control over Financial Reporting

{Law & Regulation expand objectives

} 4 {Fraua’ reporting }

= {Proprietg of transaction }

Kingston Cotton mill

} -»[ Not responsible to detect deep laid fraud }

London & General Bank }-» Not a duty to advice whether transactions are
prudent

CA Vishal Bhattad's

VSMART
ACADEMY

Auditguruin

CA Ravi Taori
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ETHICAL REQUIREMENTS & INDEPENDENCE (_GI’
PRE-CONDITIONS OF AUDIT / PREMISES OF AUDIT =
T ir 1 [ Mandatory for Auditor to Comply with ] —— )
Nature of Financial { Niatae 6l Aol Pracedines J ‘ Time & Cost ’ T 1 1 [ Agreement of Management that they accept responsibility ] [ Acceptable Financial Reparting ] <
Reporting Limitation : : : a J .
1 ] ! [ Ethical Reguirement (To be ethical) ] [ Independence ] " Preparation of FST )
{ Practical & Legal Limitation J EXDECiotion oF f i ‘ Int Control system for FST Access to all information prepared by them
Judgement by management ' x’igf,s‘;,{;’ﬁ,g e [ Is expressed as fundamental Principle of Professional | | Independence of | | 0 G 520 50 ) rl — : e : o : )
in applying FRF Mgt Related > reasonable cost ] — [ Info to Auditor |4( Additional Information as required by auditor |
4 o Intentionally or un-intentionally L | Ethics given in Code of Ethics issued by ICAI | | Mind | | Appearance |  Unrestricted access to personnel fo inguiry )
Further it involves information ot provided or [ Delay reduces value ] 5 { S
o Subjectivity i " p ted b , i ( Short cut — €’BI Office explains Ethical Requirements | R ———
~ misinformation is provide m -
« Degree of uncertainty isnformat deSiPned - y mg YT T — 0 ©) ‘ e LIMITATION ON SCOPE PRIOR TO AUDIT
e Range of Interpretation P 9 time & cost T 1 il 1 1 : ENGAGEMENT ACCEPTANCE
il concealed frauds e.g. 1 orofessiond] o
Which leads to \CO””Si on, Falsify documents ‘ Hence has to a'q ’ Confidentiality || competence "0 X Integrity| | Objectivity [ Mgt/TCWG ]-»[ Imposes limitation on scope in proposed terms ]
Inherent level of variability | Appropriate planning & Due Care il Attitude of Prof ' ¥ !
' Auditor Related Skepticism [ Auditor believes the limitation will result in disclaimer of opinion |
oN f investigati h o . . v
Egs.olf;’ega:::ozz gﬁ;ve .MZ iozce;hi ;lezniai ;o:efj:;;ve [ For audit Assignment = Ethical Requirement + Independence ] [ Auditor should not accept engagement unless required by law |
estimates are most rather than conclusive for other Assignments — 0Only Ethical Requirement
affected * Use of sampling (Accounting, Taxation etc.) —
. - L Siicasiehs ENGAGEMENT LETTER (EL)
Auditor has to evaluate [ Difficulty, time & cost not valid basis ] v
e, ' [ Mandatory to agree terms of Audit Engagement with TCWG or Mgt |
. . . DY ‘
..[ — ] ‘ See if there is alternative procedures giving ’ PROFESSIONAL SKEPTICISM (el P i ot g Preferably before
- persuasive evidence i commencing work
i [D/sc/osure ] L : 1 Attitude to remain Alert for condition indicating possible [ Mandatory Clauses )
Quality of A/c Practices ’ Yes misstatement (Don’t just blindly rely on past) (Objectives & scope of audit |
Santbiang, 52 0 @) avoid audit procedure Perform audit ' ( Responsibilities of Management |
. (Mgt Biased ) o . | including [ Mgt Related | ———— ‘
[ involving DTC procedure involving DTC I  Identification of applicable FRF |
¥ 1

Responsibilities of Auditor |

[ Questioning Mind ] [ait/‘cal Assesment] 3 [
5 P Auditor Related
CNO--5A200.050 QN0-0.500 Reference to expected form ’

l & content of audit report

¥
POTENTIAL EFFECT OF THE INHERENT (_Examples : Shortcut -C-FAR |
If law or requlation prescribe terms in sufficient detail
LIMITATIONS OF AN AUDITOR'S ABILITY @ @ [ v }

TO DETECT MMST IN CERTAIN AREAS v L L L No need to make reqular EL, explain in letter law or requlation apply & ask Mgt
| Contradictory || Conditions including Audit Procedure Info which questions reliability acknowledge it and that they understand their responsibilities as given in Pre-conditions
Evidence possible Fraud in addition to Shs of Documents & Responses
Because of inherent limitations auditor's ability to detect material misstatement ry T
gets affected in certain assertions or subject matter as given below T CNO--SA210.030 ENGAGEMENT LETTER IN RECURRING AUDITS
( Reduces risk of | R
[ Shortcut — FiRaNG ] 1

P } 1 [ Not Mandatory to make Engagement Letter for each recurring audit |
l : — . . T
- - K o [ Overlooking ] [ overgeneralisation ] [ Inappropriate assumptions ] Auditor shall assess whether circumstances require change in
; To check To identify terms of engagement or need to remind existing terms
Fraud where senior existence & .
t l f Non-compliance erents & [ Considering following factors |
manag,em;n a’)em,p tetjr;esrst 0 of law & conditions that 9 9
BUATL T, elated party i COMPLIANCE WITH Shs Chg in Law or Regulation
collusion relationship & e wfay affect -[ External Changes }-[:{ g : 9 )
transactions Going concern [ understand sAs |
: T ! L | Planning | (Significant Chg in Ownership |
- . ; e : ; —— | Comply with shs | , [ Audit Procedure | o .
[ Relevant SA give specific audit procedures to mitigate this effect of inherent limitations Chg from (Chg in Senior mgt |
l | Sufficient & Appropriate Audit Evidence | - Managgment Side L T
SA not relevant ] T 3
[ Exceptions ]_[[ . ] ‘ _ o ( Misunderstand objective & scope of Audit |
| [ Reguirement Conditional & conditions doesn't exist | -‘ Cha from H:[Revisea’ or Special terms of engagement |
[ Dep a'rture )~ From specific procedure as it would be ’ auditor side (¢Chg in reporting requirement )
ineffective, perform alternative procedure . -
| e ... _CA Ravi Taori
[ Report ) Shall not represent Compliance with Shs \V oA Vishal Batad's ‘ —
P in Audit Report unless all SAs are complied. SMART @L)-‘i.‘.@
I lit ACADEMY TR
c : g Quality ?A ;s
Failure to achieve Not.ablfz to gch/gve [ Modify Opinion ] — o =Wl
objective - objective given in AUdlthfU.in T
03 J relevant SA '\ Withdrawal | T
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CNO--5A210.100

CHANGE IN TERMS

[ Shortcut- MCLR ]
[ Misunderstanding ]

[ General Reasons
v
[ Examine Reason ]

v v
Unjustified
i i

Agree & record new terms of || Not able to agree then
engagement in writing continue Original EL
v
[ Withdraw from engagement ]
v

[ Chg in need of Service ]

[ Lower level of Assurance ]

[ Restriction on scope ]

[ Report to other parties as required by law or EL ]

CNO--SA2]0.120

LOWER LEVEL OF ASSURANCE

[ (Change from audit to review or review to AUP) ]

CNO--5A220.040

ELEMENTS OF QUALITY CONTROL

G [Leadership Responsibilities for Quality Audit ]
4
@ [Human Resources (Including Assignments of Team) ]

i oo - -

Tl o/

3 [ Ethical requirements (Including Independence) ]

@ [ Acceptance &Continuence

]4—[ Audit offer |
@ [ Engagement Performance

)
(6" [ Monitoring )

"**Note : Part | & Part 2 omitted as not much relevant.

CNO--5A220.100

@ REVIEWS

EP should take responsibility tnat reviews are as per firm policies
& procedures on or before AR

/xuditguruin

| Be satisfied that S&A evidence obtained |
3

[

SQCI work of less experienced team member is reviewed by more experienced member |

If lower level of assurance is justified, issue report as per revised terms, & in order to
avoid confusion, no need to refer to original assignment or procedures.

[
‘ only if assignment is agreed upon procedure(AUP) then explain all relevant procedures
in report even if performed earlier.

ADDITIONAL CONSIDERATIONS WHILE
ENGAGEMENT ACCEPTANCE

\ v v
( . ) [ Audit report by Law Law & Accounting
P etz oy b Gaes el ‘ unacceptable Standards contradict
i i ¥
4 Accept only if A ChZI”C‘etS 02 ’ ( Whether legal
misunderstandin j
® Additional disclosure by mgt. J requirement
i " can be fulfilled by
D RIEAT GO (22 P e D 5 [ Give add/ tional ] ® Additional disclosure
Y of word fair in opinion D/sclosure in AR in FST or
V . If it cannot resolve ¢ ,fgg 00 ,dgicrip tion of
If the above things are not problem don't accept | \. "
possible, still compulsion by law aSSIngW)eVIt ——
& FST are misleading
\ J Yes
- L - But if tnere is L L
Wam Mgt in EL & Modify compulsion by law then Clean Modity
audit report (AR) don't 9/ve reference report
of SA's

QNO-5.020
(3] ETHICAL REQUIREMENTS (INCL INDEPENDENCE)
[Ethical Reguirement (covered in sA 200) ]
[Independence }
i
Engagement Partner shall form conclusion on compliance with independence
requirement, EP shall:-

Obtain relevant information from firm, network & evaluate circumstances &
ep- . :
relationship that create threats

[Step—z]-»[ Evaluate information on identified breaches, whether they create threats ]
l [ Reduce them by applying safequards ]
Step-3|= appropz-izl;: action [ Eliminate threats ]

[ Withdraw J

[ Promptly report to firm any inability to resolve matter ]

CNO--5A220.100

12
Review consists following considerations
: ]

(R

12
Appropriate consultations have taken place & documented |

Work is performed as per J

[

[ ¥

| Significant matters raised during audit |
[

[

Conclusions are as per work performed & documented |

¥
[ S & A evidence to support AR |

13
| Objectives are achieved |

| Revise NTE of work performed if required |

@ MANAGING DIFFERENCE OF OPINION (bor)

‘ Difference can be between engagement team, consultants, engagement partner, I

E®CR reviewer

[ Follow the firm’s policies & procedures for dealing with & resolving DOP ]

CNO--5A220.120

@ ENGAGEMENT QUALITY CONTROL REVIEW (EQCR)
!

Mandatory for audits of listed entities & engagements for
which firm has decided EQCR required

CNO--5A220.040

SA 220
QUALITY OF AUDIT IS MAINTAINED IF

1
v L 4

{ Compliance with } Report issued is appropriate in
I given circumstances
v

L4

v
| Legal Reg (LR) || Regulatory Reg (RR) || Prof standards (Ps) |

(saci )+

Firm Level Quality .| Systems at firm level to achieve quality for
control (FLQC) all assurance & related assignments

0 ACCEPTANCE % CONTINVANCE (A & ¢C)

[ EP shall be satisfied that appropriate procedures for A &C are followed
v

( Information which will assist in A & ¢

Competence of Team

J
)
Integrity of Owner, Key Mgt, TCWG }
)
)
J

[
{
[ Compliance with ethical requirement
[

Significant matters during current & previous engagement
¥

If after acceptance EP obtains info that would have caused
declining assignment

¥
[ inform firm promptly to take appropriate action. }

v v

[ Responsibility of EP ] [ Responsibility of Reviewer ]
| Ensure appointment of Reviewer | | Discuss significant matter )

[ Discuss significant matter } Review documents for significant

Judgements & conclusions
Not to date AR till EQCR is
complete (Sign) -’[ Evaluation of conclusion in AR ]
-’[ Review of FST & AR ]
i
[ Additional matters For EQCR of Listed entities ]
‘ ' ‘

[

Evaluation of

I difference of opinion, difficult, performed for significant

& contentious matters Judgements & conclusions.

} [ Appropriate Consultation for } [ Whether Documents reflect work }

Implementation of FLQC to individual
engagement level (only for audit of
historical FST)

(sA 220]» Engagement Level Quality Control |~

04

G ENGAGEMENT PERFORMANCE

[ EP Shall Take Responsibility for ]

1
I I I 1 1
| Direction | | Supervision | | consultation | | Review | | Managing Diff of Opinion |
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CNO--5A210.100

PURPOSE/ADVANTAGE/IMPORTANCE/NEED

|
\2

OF AUDIT DOCUMENTATION (AD)

SA 230

( Basic Purpose ) (

1
Additional Purpose ]

= | Evidence

\
[ Audit was planned & performed as per |
1

"[Assists in planning & performing audit

( LegaI'Req J ( Regulagory Req ][S;\s]

™| Assists in directing, supervision,
review (DSR)

Basis of Auditor’s conclusion
about achieving overall objectives

[, EQCR/Internal Inspection/External
Inspection

J
| Eng. team becomes accountable ]
)

-»[Signiﬁcance to future audits

CNO--5A230.030

COMPLETION MEMORANDUM

4 4
[ Auditor may prepare & Retain } [ Benefits |
!

‘ Summary of significant matters &
how they were addressed

Efficient & Effective Reviews & Inspection
of AD for large & Complex Audit

{

[ Cross referencing to other AD |

[ Assist in considering significant matter

—

Whether Auditor has achieved
objectives of relevant Shs

——

CNO--5A230.100

CNO--5A240.020

SA 240
FRAUD MEANS

Intentional
I. omission (Concealing Truth) Eg. Not Disclosing Contingent Liability
2. Misleading (Falsifying) Eg. Showing Advance from customer as Sales

.{ Fraudulent Financial Reporting Intentional misstatement ’
in financial statement to deceive users of financial statements

omission
(Not to account
or Disclose)

Eg ). Delaying expense
booking or advancing
income recognition

2. Not disclosing bonus or
revaluation details in notes
to accounts

v

- -

Manipulation (Falsification/
Alteration of Accounting
Records or Supporting

Eg I. Fictitious Journal

_| Entries (showing payment

to creditors to improve

2. Altering records (sales
Contract is altered after
SIgnmg, to pass incorrect

FACTORS AFFECTING FORM, CONTENT
& EXTENT OF AUDIT

Just Imagine
‘ =
[ Big Company |-

Size

| Complexity

> | Nature of Audit procedures

| Start Audit || Audit Methodology & Tools

( ]

( ]
> Risk of material Misstatement |
[ )

[ )

J

.,[ Significance of audit evidence

Result of audit )

[ Nature & Extent of exceptions ]

( Need to document conclusion or basis of conclusion |

CNO--SA230.060

ASSEMBLY OF AUDIT FILE

v v
( Supporting it ) ( Not Supporting it ]
{ [
[ General Principle of Law | [ Sec 123 of companies Act J
(Person with lawful possession J ( Books should be kept at RO ]

(Worked on it, non payment of dues |

Company has to give access to
Auditors, directors, authorized persons

Can exercise lien & same logic is ; ; ; ;
: 3 Impractical to give possession to Auditors
[apphcable to clients books ] (L T gvep )
= [ Saxena vs Sharma }
[ ICAEW Conditions ]

L Supreme court said professionals
should not exercise lien
4

[ 1cAl Ethical standard Board (ESB) |

L

= Possession is lawful

| Documents belongs to client

If CA exercise lien it will be misconduct ’

(Gliseioiesiioney even if fees it pending

¥
[ Legally it may appear that auditor has right to exercise lien but ]

( ]
( )
*[l«)orked on documents ]
( )
[ ]

= Then exerase lien

it is not practical & would lead to professional misconduct.

Performed after dt. of AR — Administrative Process (AP) [Not main audit work, it is supporting activity]}

i
[ No new audit Procedures or Conclusion ]

J

[ changes in AD are done which are in administrative nature. Examples |

CNO--S5A230.120

OWNERSHIP OF AUDIT DOCUMENTATION

¥ L4
[ AS per SQCI| ] Discretion to make portions or extracts available
1 to clients

law or requlation AD is [ Should not affect independence or validity of work ]

‘ Unless otherwise specifiedby ’ 4
property of Auditor

FHH

Branch Auditor is Owner of its audit documents, he may make it available to HO auditor
as per audit requirements but ownership remains with him.

] ] i
Documenting . _ Discarding s Signing off
Audit Collating | | Sorting Superseded Referencin completion
. 9 3
Evidence Documents checklist |
v v v v
Ti After ([ Retention | [Matters arising -(Subsequent event]
ime ; v
Assemb’!/ L Period ) after Dt. Of AR
on timely basis | ¢ N O . D %
) Sl Gtinanl e (__other thlan above |
’ A,:S per S;th delete/discard shorter than 7 Necessary to add or
comprezion ears from Dt. of modify AD Eg.
hould not b 4 ya» o4
should not be AD of any AR or later if T
more than or later | Clarification in AD after
60 days after AR nature Dt. Of group AR comments from Int/Ext.
- 7 o Inspection of Documents

[ Specify REa | ( When & by Sho J
I

3
Review was done |

¥
( Changes were made | (

" Note- Superseded documents means notes that reflect preliminary or incomplete thinking,

previous year document with typographical or other errors, duplicate documents or draft working
papers or financial statements which are no longer required because we have a final version of those

0s

Document) CA Ratio) Journal entries)
Misapplication Eg ). Adjusting assumptions / 2. Engaging in complex
(Misapply Judgements of depreciation, transactions so that AS is not
Accounting inventory valuation to applied properly, like repurchase
Princfples) increase profits transaction or finance lease
—»[ Misappropriation of Assets Theft of Assets ]
! ' 1
[ Misappropriation of CASH ] [ Misappropriation of Stock / Other Assets ]
i i
[ Eg |. Suppressing Cash Receipts ] [ Eg |. Stealing Goods ]
] ]
[ 2.Inflating Cash Payments ] [ 2. Using assets for personal use ]
... CA Ravi Taori
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CNO--5A240.040

FRAUD RISK FACTORS

Events or Conditions that increase chances that fraud can happen in the
form of Pressure / Incentive or Attitude / Rationalisation or Opportunity

->[ Fraudulent Financial Reporting ]

->[ Pressure / Incentive ]
¥
f Pressure is created because of financial stability or profitability is threatened by \
following factors:
(in sequence of importance)

LAW- New statutory or regulatory requirement

Market — High degree of market saturation or competition

Business — Increase in business failure

Customer — Significant decline in customer demand

Accounting — New accounting requirements

Operating losses — Threatening bankruptcy foreclosure or hostile takeover

Cashflow — Recurring negative cashflow or inability to generate cashflow
though there is earning or growth in earning

\_ >

-»[ Attitude / Rationalisation ]
13

/Following attitude related matters may suggest inappropriate ethical values)
or standards communicated or enforced

(Shortcut- HIT Require Nerdy Friends)

H — History of violation of security or other laws

| = Excessive Interest by management in increasing or maintaining earning
strength or inventory price

T - For tax motivated reasons using inappropriate means to minimize
earnings

R — Relationship between management & auditor is strained & exhibited
by following
(shortcut- DR- DU)
D — Freguent disputes /
R - Restriction on auditor /
D — Domineering management /
U - Unreasonable demands on auditor

N — Not distinguishing between personal & business transaction

\F - Failing to rectify significant deficiency )

Continue on next Page...

Ly

Opportunity ]

4
/ Opportunity may be created for FFR because of following:

(Shorteut - opportunity hai TU DRS le)

T — Tax haven jurisdiction are having subsidiary / branch [ significant bank a/c
without any business justification

U = Unusual or highly complex significant transaction having difficult “substance
over form ” question

D — Ability to dominate or strong financial presence in certain industry which
allows to dictate terms or condition to supply or customers

R — Significant related party transaction not in ordinary course of business or

where related party not audited
\S — Significant estimates affecting assets, liability, revenue & expenses

06

[ Misappropriation of Assets |

->[ Pressure / Incentive ]

\

/

a Following circumstances create pressure for misappropriation

v Personal financial obligations

v Adverse relationship between entity & employees who have access to

assets

v Adverse relationship may occur because of following — known or
anticipated layoffs / recent or anticipated changes to employee
compensation [ promotion / compensation not as per expectation &
expenses already incurred or committed

AU

N

)

-

Opportunity ]

[

4 Following may create opportunity for misappropriation
Characteristic of assets or circumstances increasing susceptibility
(chances ) of misappropriation
0 Fixed assets which are small / marketable / no identification mark
0 Easily convertible bonds / computer chips / diamonds
o Inventory items small in size & high in value or high in demand
o Large cash in hand
Inadeguate internal control because of following
0 Inadeguate physical safequards
0 Inadeguate segregation of duties
0 Inadeguate system of authorization
0 Inadeguate records of transaction or assets
0 Inadeguate access control over important records
o Lack of timely reconciliation of assets
0 Inadeguate oversight of senior management over expenditure
0 Inadeguate management understanding of IT systems
o Lack of mandatory vacation for employees

A

->[ Attitude / Rationalisation ]

{

Careless attitude evident from following increasing chances of
misappropriation
0 Not taking steps to reduce risks of misappropriation
0 Overriding existing control over misappropriation
0 No rectification of significant deficiency in internal control
o No monitoring of controls over misappropriation
o Tolerance of petty theft

CNO--5A240.020

CIRCUMSTANCES THAT INDICATES
POSSIBILITY OF FRAUD

12

I.Discrepancies in
accounting
system & records

2.Conflicting or
9 relationship between

auditor & management

/xuditguruin

‘ 3.Problematic or unusual

missing evidence

[ I. Discrepancies in accounting system & records ]

->[ Access to system & record inconsistence with necessary ]

[ Unauthorised or Unsupported transaction balances

| Transactions |- Not recorded in complete or timely manner |- Improperly
| recorded

[ Last minutes adjustments having significant effect

-»[ Tips or complaint about Fraud ]
( 2. Conflicting or Missing Evidence J
¥ : 1
[ Missing Evidence | [ conflicting Evidence |
¥ v 1 v
System development & program | ( Any Area ] [ Specific Area |

change testing & implementation
documents unavailable

3
(inventory) J

( Shortcut - Unusual MICA ) (

1)

Unusual changes in
= B/s. trend,

Missing
Inventory or

Documents in original form Conly
photocopies or electronic records

ovailable Ratios, Relationships physical assets
' | Mismatch between ned
[ Missing electronic evidence ] confirmation & records Unexplaine
1 items on
[ Missing cancelled chegues ] Inconglstent, vague, reconciliation
T R or /mplzuSIb;e ’ [
— : responses of analytica
[ Missing other important Documents ] P procedures 9 | (Account Receivable)
|| Fewer responses to ’ Large credit
Confirmation - entries & other
adjustments
Documents appears I
N Itered
AT Difference
between
|| sub-ledger &
control A/c or
Customer
statements
[ 3. Problematic or unusual relationship between auditor & management ]
I
\ 13 13 L4
Time ] [ Denial ] [ Management ] [ Gidhar ]
d 4 ! N ( ’I N b R J
* Unusual delays | |o To meet people or meet * Complaints by * A/c policy
in providing info in private TCWG/ L Mgt. ) varies as
I System Development p I compared to
o Undue time staff/ Key IT Operations/ | |« upwillingness industry
pressure imposed Security staff/ to address i
) Ve N
by Mgt. Employees/ venders/ internal control ° Frequent
customer deficiencies changes in
p ! N or revise estimates not
* To access records disclosures from chg.
electronic files for \_Clrecumstances
CAAT
- J
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CNO--5A240.100

RISK ASSESSMENT PROCEDURES FOR FRAUD
(COLLECTING INFO TO IDENTIFY RISK DVE TO FRAUD)

\
[ While performing risk assessment as per SA 31, obtain information for RMM due to fraud ]

12
( source of Information |

L| Understanding oversight over Mgt's process identifying
& responding risk of fraud (ROF) and Internal Controls
*[ TCWG ] - | over ROF
-»[ Actual, suspected or alleged fraud (ASAF) ]
| Understanding process of Identifying & responding ROF |
_’[ TIGTagETeTE J_*[ Assessment of ROF ]
| Communication of above with TCWG & Employees )
L ASAF )

Analytical

~ [ Unusual, unexpected relationship including revenue accounts |
Procedures

b( other Information | = Which indicates ROF |

Internal Auditor/
[ e st |
)
J

“(  Evaluation of | = | Fraud Risk Factors form above whether it leads to ROF |

CNO--5A250.020

RESPONSIBILITY OF AUDITOR W.R.T. VARIOUS LAW APPLICABLE

(Legal & Regulatory Framework (LR) |

| Obtain general understanding ]-l:

f [Compliance with framework ]
[ Identify LR having Direct Effect (DE) ] - [ Obtain S&# evidence regarding compliance ]
A

L Identify LR that may have

Identify instances of non- compliance
material effect Cother laws)

by following 2 procedure

[ Inguire with TCWG/Mgt )

Inspecting correspondence with
licensing or regulatory authorities

identified non compliance is identified

Not required to perform audit procedure unless
( Laws other than above | = [ 2 i A ]

instances of non- compliance (NC)
or suspected non -compliance (sNe)

Written Reguest WR that all instances of
Representation = | NCs or SNCs affecting FST are
(WRr) disclosed auditor

Shall remain
alert

} [Other audit procedure may brin }

( Lastly )

CNO--5A250.020

REPORTING (IN SEQUENCE OF IMPORTANCE)

No need to inform unless required by law, Rules or .
regulation otherwise it becomes Professional Misconduct

Reporting to

¥ Authorities

/xuditguruin

> [ Reporting to Shareholders (Audit Report) J

[ No app:opriate )

from mgt

¥
{ No S& evidence } E NOC due to circumstances ]

3
v Accounting of
| Adeguate Disclosure in FST | non comphance
¥ v
Yes Qualify /Aa’verse
¥ v

| Unmodified Opinion | [ Qualify/ Disclaimer |

v
| Quality/Disclaimer |

v
EMP
b | Reporting to TCWG | J

2 1 1 L4

( If ] ‘ All Non- ’ (it material | [ TCWG / mgt Involved |
3 s ¥ 4

([ TCwg=mgt ] B {/ance ( + Intentional | [ Inform Higher Authority |
¥ ¥ ¥

No need tot Info‘:;r; 875‘?06 L nform J [ No H/‘gher‘Authoritg )

communicate : . . .
again inconsequential immediately [ Take legal advice |

CNO--5A260.020

CNO--5A240.120
IDENTIFICATION & ASSESSMENT OF FRAUD RISK

1
v
L Identify at FST &j [

v
Presume ROF In
Assertion Level Revenue recognition

v
Treat ROF as significant Risk
& understand related controls

[ Documentation when Presumption not applicable }

CNO--5A240.120

SITUATION AUDITOR UNABLE TO CONTINVE
ENGAGEMENT DVUE TO FRAUD

Misstatement | [ Dueto fraud || Encounters exceptional || Bring into question
Identified suspected fraud circumstances ability to continue

12 ¥ ¥
Report problem Consider if it is If yes, inform discuss with Mgt.
appropriate TCWG, & Report decision to
as per LR/RR/PS o5 ppt e withdraw

INDICATORS OF NON- COMPLIANCE

( shortcut- ¢-puPATE )

() (v] (¢)

{ .5 { { { {
Payment ;
- Cyoun tro || Vnusual Unspecified || ) o || Purchase || Agent Tax Foye(; ,
Y Payments price Fees/ Haven 9
other Cash rised X Exchange
to related High comm Transac-

than Payments : Transaction ; ti ey
source parties etc. or Low n excess lons ments

SA 260
17 TCWG V/S MANAGEMENT _1

[ Meet Periodically ] Implement Policies
i i

{ Supervise Performance ] Take responsibility of day
[} to day operation

| Take Strategic long term decision |
¥

( Decide Company Policies )

[ Remaining Points ]-»[

Investigation |-

Think what happens after non compliance

Pagment of Adverse media
ﬁnes coverage

Document
Audit Trail
goes missing

Unusual legal
fees

CNO--5A240.140

CASE STUDY ON ACTVAL OR SUSPECTED FRAUD (ICAI ANSWER)

" Circumstances indicating ) - If actual Check materiality &
possible misstatement ) misstatement ask for adjustment
A J
i ! p i .
( ; ; R Whether indicative
Consider potential effect, of Fraud 02 ot alile o0 @anahel
If material perform modified . about materiality or no
| & Additional procedures | adjustment
If yes implication on L Y
other aspects |
[ Qualify/Adverse |
[ Further Explain J
v t !
| Ability to Continue | | CARO | [ Sec143(12) Fraud Reporting |

07

AUDIT PROCEDURE FOR NON-COMPLIANCE (NC)

[ Information concerning NCs or SNCs (Suspected non compliance) ]
1
[ Understand nature of act & circumstances ]
[ Further information fo: possible effect on FST ]
[ Discuss wit; TCWG/mgt ]
( Doesn't give fi&A evidence J
[ )
[ )

¥
Consider need to obtain legal advice

12
If still no S&A evidence then Modify as per SA 705
¥

Also consider effect on other aspects of audlit like risk
assessment, reliability of WR & take appropriate action

Il CNO--5A260.020

TYPES OF TCWG

‘ ' ' 4

May be integral part but completely TCWG & mgt
different from management can be same

Not Integrated
part of entity

l ]
¥

[ 1dentify TcwG |
12

Some members can
be common with mgt

If Organisation Structure has committees, auditor will communicate with them,
they are called sub- groups
+
( Identify committee with responsibility of oversight of financial reporting |
[
If auditors is not satisfied with sub group then he may communicate with
governing body
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5
WHEN TCWG = MANAGEMENT COMMUNICATION RELATED TO KAM RESPONSIBILITY S
1 (e}
If matter Reguirement | [ Timings of u Preliminary view |, Communication with ¥ 4 f—_l
Happens in a[reaa’g No need to If auditor feels Communicate of SA 260 communication on KAM Draft of Audit Report : @ _ : _ o)
communicated | | communicate all persons in TCWG : 3y of KAM [ Specific/separate Responsibility For: | [ Joint Responsiblity For: | >
small ) > R , = again to . <
busi to people it again with doesn't have " Communicate ' Communicate when Draft of AR with @ [ Work divided. } @ [ Work not divided/ common areas }
HEHESS with mgt TEWG adequate info such person ) K,A’Z on Appropriate discussing planned KAM will be useful
responsibility b meTycwcésts to time, scope & timing for KAM discussion Assessment of risk relating to Decisions taken by all the J.A together w.r.t,
e _vary with the areas of work allocated . @ NTE of the audit procedures for common
circumstances Beneﬁts to Gy mas } s - audit areas .
and enhanced Evaluation of interal control
MATTERS TO BE COMMUNICATED TO TCWG o Towe disclosure in FST relating to the areas of work ( Matters brought to the notice of the 1A by )
QN SEQUENCE OF AUDIT PROCESS) b Commanication po Fenity o L allocated . ) @ other 3.A and on which there is an agreement
Robust 2 way among the J.A.
communication recogr;;sestthe,e/r " frftt;and ;(Al;ii &t P o y < . Y,
: Expressing Opinion on KAM Important role obtain further clarification N.T.E of the audit procedures — -
[ Just after Appointment ] - AUd't%r.‘j.t ’—[:[ 4 9P ] @ for work allocated to said joint @ Examining whether the F.5 of the entity
i responsibility ("Does not relieve mgt or TCwG ) e  auditor. ) comply with RELEVANT STATUTE.
. — SA 299 - :
| Just i}zggehfots(mng I ~|  overview of planned scope & timing of the Audit I - @ [ Presentation and disclosure Req of the FST . ]
l [ Significant bifficalties ] AUDIT PLANNING, RISK ASSESSMENT AND ALLOCATION OF WORK @ Ensurmg tlz’at AUDIT REPOdRT hcom ;,ahes i h
3 3 3 3 statutes, the app. SA's and tne relevant
T ( Significant  Significant Matters ) [ Joint audit Strategy, Joint Audit Plan(1-S) | | pronouncements issued by 1CAI. )
( During tne Auait )= Findings (WR which auditor requests ) @ ( Obtain Common Engagement Letter (Since its Joint Audit) |
l [ Significant Qualitative aspects | @ Engagement Partner & Other Key Member of each joint auditor shall be ( cNO--54299.040 )
involved in planning the audit. CO-ORDINATION
[ Before Signing Audit Report | ( Circumstances that affect Audit Report ) @ (Joint Audit Strategy ] (Rajneeti) ] n
" | Any other matter relevant to oversight of financial ) Q (Joint Audit Plan / (Yojana) J | buring course of the aua'/ttj t/;fo esio:ylyl' c;;;;rlrgzu: f/ctzt: :3 jl:e LRI g P
LS A reporting process - : P
J Q ( Results of Similar Engagements Performed Earlier ] ( [ }
: ; 4a) [ consider | -[ Matters which
_ | Engagement Team & Others comply with relevant ethical ( Results of Preliminary Engagement Activities )
requirement regarding independence | : Fi— : [ SI”OVtCUtI - RADA |
: 4b 4¢ 4 Ge
‘ Mat;ers only in ’_ All relationship & other matter which may be relevant \,> \,> \,E /,) Are Relevant to Deserve Require Require
Listed Companies for Independence I 1 Consider & Communicate ) o r Attention of <cl N Y ——
e NT.E of Factors Significant in Reporting: Objectives/ areas or ention o bisclosure 44 ! o Juag
Division of || Common || oo, o J other joint auditor the other J1.A or discussion by other joint auditors
-’[ Total fees for audit & non audit fees ] audit areas || audit areas : directing Eng. Team Manner/ Timings J S8 . Y J .
(Materiality level & Audit risk)

-»[ Safeguard to eliminate threats to independence ] |
By Mutual Discussion Due to:

. Business Units I. Their importance. I
3 Specified Areas. 5 Wi RELIANCE ON OTHER JOINT AUDITOR
SIGNIFICANT DIFFICULTIES 3 .Assets or Liab. Would not be divided l
(IN SEQUENCE OF AUDIT PROCESS) 4 .Inc or Exp & Covered by all 74 d) @

Work allocation document shall be signed by all joint auditors and shall be — -
Brief | | Restrictions Sabil Siomifeant Extensive Mgt unwillingness \) communicated to TCWG. [ JA. Is Entitled to assume that ] Where FST of division/branch are audited
Time imposed Unavailability lgnincant || ected b to make or extend I by one of the JA the other 74 is entitled
for by mgt of expected info delay . r’;?o te Going concern Note : Point S @ L 1 @ to proceeds
Audit assessment I.Documentation helps in Avoiding dispute or confusion among the J.A regarding the , s D 1
. . ; scope of work. h . Othe;]A Sd The other 7A's have on the basis of FST aadited ba other JAs:
[ In some circumstances it may constitute a scope limitation that may ] 2.Communication helps in avoiding dispute or confusion between the entity and the J.A a\ﬁ’g ferrpoarryt”e brought to the notice [ 1 the pasis o auartea by other Jhs: ]
ficati itor's opini ] of said Joint Auditor:-
lead to modification of auditor's opinion | Area Level Discussion Documentation & Communication i.e (6-3) | \ of the audit work ) \g | 1. comply with the legal and regulatory
~ N - | reguirements
@ | Assess RMM, document it, communicate it to other 7o | 2. Work has I. Any departure from
been performed app. FRF or 2. Present true and fair view of the affairs
\) Discuss & Document NTE of audit procedure for common and specific as per relevant L PP )| and operations of the division/branch
allotted areas and communicate to TCWG sas (1cAl) - - concerned
2.51g. observations :
@ (Written Representation letter | relevant to their
L responsibilities
1
© *
‘ Any review/Test by other JA to ascertain
the same is NOT NECESSARY
... CA Ravi Taori
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E
2
AUDIT CONCLUSION AND REPORTING STEP 2 NORMALI2ATION 3 S
' ' I | 1ocrores |~ |[Total Materiality Level | ©
— . 3 i X Prior period financia chg. in E ic Envi t i =
(__1. Before finalizing their Audit Report ] Financial [ statemints & positions J [ g 1N Eoononic Zrronmen J i [ 3 crores (30%) ]-* [Haircut for undetected misstatement ] 2
: ‘ ¥ ' : i i Data for Adjusted [Chg In Industry J S
[ la. 34 shall discuss and communicate w/th‘the other JA's their respective conclusions | Benchmarking Budget, forccast for . L <
" 2. Audit Report | comes from of current period [Chg. In Circumstances J - (7 crores (70%) || Performance materiality for uncorrected misstatement |
1 =
3 A reement | 4. Disagreement with regards to the o;inion ) Exceptional Items ] ) [ Suppose ]
bo/:thgregard to — f ! N [ Further Changes for ]'[ ; ; [ 10 x 70% = 7 Crores ]
the opinion 4a. JA is not bound by views of the majority regarding opinion or [T/me period can be less or more than 12 months ] [ FST Level Materiality ]-» ( 10 Crores J
? . . FST level Performance
' matter to be covered in the audit report Materiality
& J
1 CNO—SA320.020
Com:z;z;r? udt I (4b. In case of disagreement in opinion or any matter to be covered ) [ 6 x 70% = 4.2 Crores ]
by the audit report, they shall express their opinionin a separate STEP 3 DETERMINE PERCENTAGE T :
: [ TBD Level Materiality ]-»[ 6 Crores J
\aua'/t report. ) [ TBD level Performance ]
: . . Materiality
(4c. udit report by other 3A's (combined) shall make a reference ‘ E}(zg/:‘enle’;iﬁ ’ ‘ Beﬁi;;‘;":ih;f :e it:‘;;iz o
to the separate audit report, Separate a‘édlt report )sha/l also make g g
reference to Audit Report by other 3A’s (combined L |
o1 Eg. PBT from Low base high RELATIONSHIP BETWEEN TOLERABLE
; ) Generally Inverse | = continuing Operation S% ercentage
Qd. Such reference shall be made under the heading “other Matter 9 P P 9 MISSTATEMENT & PERFORMANCE MATERIALITY
Paragraph(OMP)” as per revised S 706.
9 7 { To‘tal Revenue ] [(1‘7 )J il 17233 LTS ~ : R
percentage [ Tolerable level of misstatement is generally same as performance materiality }

CNO—SA320.020 .
Part 3 —-- SA 300 Series But if we are doing sampling for part of the item
CNO—SA320.040 . s g
- MATERIALITY FST LEVEL VS TBD LEVEL Eg: Only credit sale of last guarter which contributes say 0%
SA 320
1

Tolerable level - 0% ™PM

BENCHMARKING First determine materiality
for FST as a whole. .| In Specific .| Lower amount of
. - _— Generally same materiality Circumstances materiality for TBD '
[ It is a method of computing materiality. ] is applied for TBD REVISION OF MATERIALITY

Materiality Level= Benchmark (Base) x Percentage
[ d J ] . Law, Regulation, FRF requirement affects user That would cause him :
Factors which During audit if auditor to determine ditferent ||  Auditor shall
revise materiality

S /E expectation of measurement or disclosure
ets new information o1
indicates separate 9 materiality

STEP | DECIDE BENCHMARK level of TBD ( Key Disclosures in relation to Industry ) _
Materiality . : : | 02 i AaNiE s | auditor shall I {[ Performance Materiality |

[ Attention is focused on particular aspects of business o - ¢ .
" e emduat. | lower materiality level determine need to revise (NTE of FAP )
¥
[ Factors affecting identification of benchmark | [ Views of TCWG/Mgt. will be useful in determining TBD level materiality ] New information, decision to dispose major
part of business

Examples when
revision ma (¢hg. In auditor’s understanding as result of FAP J

( Shortcut :- Items in OVEN |
) (0] (] PERFORMANCE MATERIALITY
¥ ¥ ¥

equire
v v requir During year actual financial result substantially ’
Attention of ; ; i different from anticipated
e Ownership Relative Elements of Nature of Entity it i ol 7
User of FST Structure e Economic Audit is not full proo
on ltems ® Financial \:)olatZi ty olf Financial Environment 3} '
S0 enchmar statements * Industr There will be always some undetected mistatement | CNO—SA320.100
of FST e Cg‘li e [ Y . } DOCUMEANTATION
Income Related | || Total Revenue (TR) | Some part of materiality level should be allocated to f ¥ ]
Examples of [ Categories | | Total Expense | _Gross Profit (6P) ) undetected misstatements [ FST Level Materiality | [ TBD Level Materiality | | Performance Materiality |
| Categories | I 1 Y M
Benchmark PBT |~ From continuin |
Tota/ Eqwtg operation g I1£ Volatile [ Audit team will deduct some part of materiality level & allocate } [ Any revision in above during audit ]

Net Asset Value (often used by |»| use others it for undetected misstatement, that's called Haircut.
profit-oriented TR 6P ]
‘ Remaining materiality level after deduction is of lower ’ | CNO—SA330.020 SA 330

entities)
amount and this is called Performance Materiality

.
{ This performance materiality is used for risk assessment, deciding ] OVERALL RESPONSE FOR FST LEVEL RISK

NTE of audit procedure, evaluating uncorrected misstatements
General Changes

! Assigning Ask to to Substantive

[ Audit team will check whether uncorrected misstatement are within performance materiality ] o More experienced staff |_| maintain |- UV’P;;;’ZCM’ - Procedures More
' o Staff with Special Skills Prof. o1y to obtain more Supervision
[ This will ensure total misstatement = uncorrected + undetected are within total materiality ] o Experts Skepticism WA persuasive
! evidence
[ Audit team will be able to conclude whether FST are free from material misstatements ] - (Test of Control l
Further Audit Procedures _[ ESAOIRCONEIOS
Continue on next column... for assertion level risk [ Substantive Procedures J

09
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CNO—SA330.040

TEST OF cONTROLS (T0C)

)

Audit procedure performed to obtain audit evidence of effectiveness of

[ Definition |

Design of ICS and accounting G S

system (Design to prevent
Y Cesgatop ? throughout the period.
detect & correct MMST)
Which controls Design & performed test of controls for
should be tested? relevant controls when
Auditors assessment of RMM Substantive procedures
includes expectation that :
alone cannot provide
controls are operating S&A audit evid
effectiveness auaie eviaence
‘ Nature of test ’-»[ Inguiry in combination of other audit procedures ]
of controls s
[ Inguiry + Inspection/ Reperformance =+ More effective ]
[ Inguiry + Observation» Less effective ]
v
[ Apply it to cover following |
1 L2
; Application durin
2 ""ZO‘;" & ConSI;’tency @glevant times 9 || ebfectiveness of
wha . :
application during period indirect controls
means ke under audit

Timing
of TOC

[ For particular Time ]
[ Throughout the period ]
]

| 2 ways of testing
can be done

2
EXAMPLE

I. It stock count is performed once at year end then TOC for
count should be done for year end

2. Sales occurs on daily basis, so TOC for sales will be
performed for the whole year.

Extent | | important Higher Degree Increase Obtain more persuasive
0 >\ princivle | of reliance o extentof |, evidence for
Controls princip on controls T0C effectiveness of controls
¥

(&)

[ Extent of TOC depends on following factors ]

[ Shortcut “Right- LEFT ]

Relevance &
Reliability of

Audit Evidence

Audit evidence
from Test of
other controls

Frequency of
performance of
the control

Length of time
during audit
period

Expected Rate
of Deviation

to be abtained

CNO—SA330.060
USING AUDIT EVIDENCE OBTAINED IN PREVIOUS YEAR

[ Auditor has to determined whether it is appropriate ]

L 4
Also after how much time ]

effectiveness of controls from PY ] [ retest of controls should be done
]

[ To use audit evidence about
1

L2
[ Following factors should be considered |

“P’M & CM are Chief Guest” ask them ]

CNO—SA330.100

DESIGNING & PERFORMING SUBSTANTIVE

PROCEDURES (sP)

/xuditguruin

[ I. Auditor shall Design & Perform Substantive Procedures for each MATERIAL TBD ]
}
[ Irrespective of assessed RMM J

| [ Risk assessment is judgement based & may not identify all risks
[

There are inherent limitations in 1S (Including Mgt. override) ]

[ Shortcuts
(~) : :
1 1 1 1 v 1 Only substantive analytical procedures ]
- i 3. Audit fi
Personnel Manual h Risk of Material Changing uartor mag perrorm [ Only test of details
Chg. or Coyf;t oi)ren ; misstatement || circumstances General IT any of the following
Having Auto- of Cf: trols & extent of but lack of Controls Combination of above 2
- )i ' .
Significant mated effectiveness re /ance’ change in Ty T T 1 1
effect controls on controls controls
\ [ 3A |=| Substantive Analytical Procedures ] [ 2B ]-» [ Test of Details (TOD) J
Previous year effectfvengss : + T 4 1
of controls & extent of Deviations o Suitable for large volume .
transactions Nature of risk & Eg. Direction
L | assertion are relevant of
] [' Apply SA $20 ] while designing TOD testing for

If after considering above factors auditor decides to use PY audit evidence for TOC

[Existence J'[ Financial Records to Supporting Evia'ence}

¥
o Can rely on PV audit evidence
« TOC atleast once in every Third audit

[ Then test control in

Current Year

o Test some controls each year

So as to avom’ testing all controls in single
year & then no testing for next 2 year

[
[ Auditor will have to determine whether PY audit evidence is relevant ]
/ [ Completeness J Eﬁupportmg Evidence to Financial Records J
[ For this he will have to check whether significant changes have taken place in controls ]
+ If TOC is unsatisfactory, increase extent of
[ Use inguiry combined with Observation or inspection ] [ 2. Effect of Test of Controls ] i ‘ Substantive Procedure (SP) ]
14
¥
; ; ?
[ L LR IS duai ) Cazi) ] In TOD extent can be increased by increasing sample size &
; L 3 using more effective selection method.
ves .
4. External N Shall consider whether external confirmation
Confirmation procedures should be performed

¥

Shall included
SP for

[ Agreeing/Reconciling FST & underlying records]

{

Examine material journal entries & other ’
adjustments during preparing FST

closing process

S. Closing |
Process

OF CONTROLS
¥
[Results] - [Evaluate]

R

[No Deviat/'on] [ Deviation ]

] )
[ Good ] [ Specific Enguiry ]
1
¥

4

\:

Areas where only

10

[ Additional Audit Procedures ]
Substantive

Result are providing
reasonable basis

[ I. Resampling ]

Procedures can help

Eg. Rate of Deviation
8% Tolerable Rate 20% [ 2. Check all signature of Junior ]

CA Vishal Bhattad's

CA Ravi Taori

VSMART h3
ACADEMY ?a; ;{;f’,
. N s
Auditguruin R 22
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Part 4 —- SA 400 Series

(sA 402 Applicable |

CNO—SA402.040

UNABLE TO OBTAIN SUFFICIENT

UNDERSTANDING FROM VE

CNO—SA402.100

SUB SERVICE ORGANISATION

SA 402 n é SO uses Services of If it is relevant for VE Significance of SO & h
[ Then audit or shall obtain understanding from following procedures ] Other SO to give services financial reporting , S50 depends on
CHART | . to UE then such other SO |~ auditors shall - degree of interaction
s called Subservi ] ali
[Cantact/‘ng } . Eobtaining Tgpe} . [ Using another auditor } . [ Visiting SO & } is ca oeyg(gsgsrwces cons,:;eg chntrol & n:ftt;-}rgepé’?tw;?c;zgghty
erforming procedures
(54 402 7 A€ 3402 SO 1/2 Report to perform procedures p 9 p > /

[ SAE 3402 Applicable ]

e A

|

L

{

USER AUDITOR | [ S0 AUDITOR |

14 14

[

USER ENTITY |

[ SERVICE ORGANISATION |

L
From auditor of
service organisation

These 2 methods are called h

inclusive (includes assurance
on $S0) or carve out method
(Doesn’t includes assurance

If carve out methods
is used then auditor
needs to apply

SO Auditor may either
includes
or exclude testing of

+

it with signature

converts it in electronic

CNO—SA402.060
RELEVANCE OF SERVICES TO FINANCIAL REPORTING

+
| Services are relevant to audit if they are relevant to info system ’

[
[ Shorteut Financial Reporting on E - TAPE ]

(7]

@

Controls at $SO on $S0) SA 402 for $SO

)

CNO—SA402.120

l| |

- or business process related to Financial Reporting If user auditor is giving unmodified report, no need to refer
[ SALARY PROCESSING J l,;{: =E ' T REPORTING =>| Type | / Type 2 report. If it is modified report then reference can
N . A . .
IS OUTSOVURCED - | Services will be covered in above category if it affects any of the following | be given, if it gives better understanding.

CNO—SA450.020

[ Type 2 Report |

+ + + 4 4
CHART 2 (" Einancial ([ N ( N N ([ N ( MISSTATEMENT & SOURCES
Reporting Controls ; Procedure
ransa-
( SALARY PROCESSING IS ] — Process Journals o Related " ;’f/fi e Events & Between
OUTSOURCED g g used to Entries 4 ’ " T Reported Can arise
] | to conditions ;i Classification P
prepare FST . . significant ) L o ; L - D/fference - & Reguired as |*| from fraud
significant including - Accounting Process, significant misstatement n Presentation per applicable 7 T
: Correct, 3
accounting Non-Sstd. Records ’ to FST FRF
es?/‘mates & J'ournal entries FST Tr;; ;iﬁL P ’ "
[ vserentiry ] 4. 28" of Every Month, One SEREE disclosures ) 7 7N 7 7 In accuracy in Aep:lcichZ'oonr E3 G )
5 ORGANISATION . . ] ] )Si
(" 3.¢cFO Finalise & ) Copy of al! letters is sent to SO 6 Omission = gathering or |~ of accounting |+ Estimates | | e’st/mate g;/smg 7c:)utt.of
puts signature with other Info N rocessing data i Unreasonable clear misinterpretation
~ S.Naresh Receives and CNO—SA402.080 P 9 ey . & effect of over looking
t ’ . Inappropriate
- ~ | 10.Management 1/¢/s ) | confirms it from clerk DEFINITION OF TYPE | & TYPE 2 REPORT AL
2.HR heads n n
approves f ; )
PP I. Compares with Master File 6.Mahesh types it and CNO—SA4S0.040

/xuditguruin

t 2. fgij{j{f Vi’osfi"’:flfé/:é;; Z’c heck L form ) v W WHAT TO DO WHEN MISSTATEMENT ARE DETECTED?
n er 8
[ 1.Clerk prepares ) detailed calculation (5 Jiomesh uploads it and SAE 3p4,0 2 orts Description of SAE 3402
documents in 5 G AR s . ’9‘;"":: AL 5 eLo V Internal / Applicable [L Accumulate misstatements unless clearly trivial. ]
15 ~ starts processin o o )
\__ Triplicate ) i ’; 9 ® Preparation of Control System ‘
— Description is a a7 2. Revision of Overall Audit Strateqy & Audit Plan: - if aggregate misstatement reaches
EEZE 8.Ganesh evaluates it , management v materiality or if aggregate misstatements & other misstatements which may exist together
__ finalises & send email responsibility I— — a reaches materiality.
— R A -
* We performed I 'Pé\"’,qt +
our audit as per ‘\5& [ so AuDITOR | [3. Communicate on timely basis all misstatements and request to correct them. ]
OBTAINING UNDERSTANDING OF SERVICES PROVIDED SAE 3402, +
BY SERVICE ORGANISATION (S0) INCLUDING ICS CUEC is not our (4. Additional hudit Procedure to check corrections. ]
" responsibility +
Y :
Wohile anderstanding User Entite COE) auditor shall obtain anderstand: S. Mgt Refusal / Uncorrected Misstatement: - If Mgt refuses understand reasons &
[ IS ST G A8 AT pal@icESaIRoDEdR N aciSEaua ] * Description is evaluate whether FST are materially misstated
how VE uses services of SO including following points FAIR .
' l N p § SERVICE [6. Reassesses materiality before evaluating impact of uncorrected misstatements. ]
[ 4 Info points are related to Services ] [ 4 Info points are related to SO ] '?ef;%" s ( ORGANISATION ] P hd
— (SUITABLE J 7. While Evaluation impact of misstatements consider them individually or in aggregate.
. [Nature of services ] . [Nature of Relationship w; o Consider size as well as nature of misstatement at TBD level and FST level. Also consider
— - perating effect of uncorrected misstatements of prior periods while aggregating misstatements.
. [S/gn/ﬁcance of services J [Contractual Terms Effectiveness N

n

. [Degree Interaction with SO

)
. [Effect of services on ICS ]

‘ Nature & Materiality of

TBD affected by services

. | Relevant Controls applied on
Transactions processed by SO

Type | Report Contains Everything
Except Last Point of “Operating
Effectiveness”

¥
(8. Communicate to TCWG all uncorrected misstatements. Identify material misstatements
individually, also uncorrected misstatements of previous period. Explain effect on opinion.
| And request them to correct all misstatements.

J
¥
9. WR From Mgt/ TCWG on whether they believe effects of misstatements in individual or
aggregate is immaterial. WR should have attached list of such misstatements.
¥
[IO. Consider effect on Audit Opinion as per SA 705 ]
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CNO—SAS00.020

Part S —- SA S00 Series

METHOD OF COLLECTING AUDIT EVIDENCE

-

[ |.Factory Visit : Observation ]

Z,
12

|

e
A

3. Cross guestioning
Employee: Inguiry

4
:!:kjl

6. Graph: Analytical

[ 3. Letter of BOD: Written } {

4. Recalculate GST:
Representation

Recomputation

‘ 7. Top customer: I ‘ S. Generating TB/sales }

|

External Confirmation Procedure report: Reperformance
[ Some Important Points ]
7 looking at a process or procedure being
B performed by other

(1. observation |

Limited to the point in which the observation takes

~| place & the fact that act observed may affect how

the process or procedure is performed

[ 2. Inspection

(3. Inguiry }]"[ Discussed in detail later ]

( 4. Recalculation | » [ Checking Mathematical accuracy, manually or electronically

|+ [ Independent execution of procedure or controls

)
)
|- sn 520 |
)
)

5. Reperformance

6. Analytical
procedure

(7. Ext confirmation |~ sA s0S

EXR ] (sA s%0

CNO—SAS00.040

INQUIRY

 Seeking info from knowledgeable person |

( Financial or non financial |
[ Within or outside entity |

Written or oral

Def

]

| Corroborative audit evidence (consistent info)

Responses = responses can

]

Evaluation of ‘E[ Obtain information not previously possessed (New Info)

lead to 3 things

| Info that differ significantly (Contradictory Info)

)

Past History of carrying out

Evidence stated intention
about ; Ma
o Use || Corr oborate Current reasons for choosing bt 9
manage- |10 L obtain
nquiry responses course of action
ments WR

Intent

Future ability to persue specific
course of action

<
USING THE WORK OF MGT EXPERT s
| Qualification ) f—_cl’

( Competence ) P (Published papers or books ) g

| Step | |- capability || information (Personal experience with expert | <

(Objectivity of expert | L1 [Discussion with expert }
Discussion with others
familiar with expert

[ Aspects of mgt expert field |

[ Step 2 |=[ Understanding work of expert ]_[:

[ Assumptions/methods ]
Evaluating ¥ 7 1
-» appropriate- | | Source Data |+ Assumption |+ Method |=(_Report/Conclusion |
ness i |—‘—| 4

of expert's

( Evaluate )
work

[ ¢- completeness

I:

Reasona-
(R - Relevance bleness

(Relevance )

(Reasonableness |

)
[ A - Accuracy |
)

SUFFICIENCY 8 APPROPRIATENESS OF
AUDIT EVIDENCE

v L4
| Sufficient & Appropriate | | Factors affecting sufficiency |
1

( shorteut - MRP |
-»[ Materiality | =( Direct Relationship |

(R)~(RMM

(P )~(Population ]~ Direct Relationship ]

{
e )

(Quantity | [ Quality |

[ Interrelationship | | =»( Direct Relationship |

Higher Quality may lead to
lower quantity but higher
quantity may not lead to

lower guality

( Homogenous |- Less |

[ Heterogenous ]-»[ More ]

Consistency with
other evidence

CNO—SAS01.020

SA S0)

] nd [ Shall obtain S&#A evidence for ]

1
v v v

Existence & Condlition Completeness of Presentation & Disclosure
of Inventory (Part 1) Litigation & Claims (Part 2) | | of segment Information (Part 3)

[ Objectives

CNO—SAS01.040

Part | :- Existence & Condition of Inventory

( If inventory is material : Obtain S&A evidence for existence & condition |

CNO—SAS00.040

INSPECTION

Paper or electronic or

other Media (Printed

on machines, vehicle,
stock etc)

]" Internal or | =
OR External

| Physical examination of assets |

[ Examine Records or Documents
| Def J-[

L Degree of Reliability ] - [ Depends on Reliability of records or documents ]

| Example of

Use in TOC

Inspection of records to check evidence of
authorisation (signature)

[ Inspection of financial instruments: gives evidence of existence ]

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

Example of
Use in TOD

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

12

CNO—SAS00.030

RELIABILITY

[ Factors affecting reliability ]
4
Think about external confirmation |

{

( shortcut |=(

{

Obtained by
} ¥

Independent Documentary original Document Directly obtained by
outside source as paper/ Electronic/ as compared to auditor as compared
compared other as photocopy, fax, to received through

to internal compared to oral filmed, digitised etc others

¥

[ Is more reliable }

[ Further in case of Internally Generated evidence ]

i
[ Effective related Controls = increased reliability ]

| Step I: Attend Physical inventory counting ,Unless impractical |

Evaluate mgt instruction & Observe mgt Perform Inspect
procedure + obtain AE as to count Test the
reliability of count procedures procedure Count Inventoryj

It simply means to )

Slop 3 Performing Over entity's Whether they reflect
" Audit > final inventory | actual inventory match records &
Procedures records count results actual inventory )

CNO—SAS01.060

SPECIAL CASE | : COUNTING IS CONDUCTED AT DATE

OTHER THAN YEAR END
i

Perform above procedure +0btain evidence whether changes
in inventory between count date & date of FST are properly recorded

(Reliability of perpetual records (PR) |

Reconciliation of
Inventory between
count date &

Accuracy &

| changes |- Perpetual ‘Reasons for Significant Difference ’

Records between PR & actuals

are proper

B/S date

(Adjusted Changes in reconciliation |

CA Ravi Taori

CA Vishal Bhattad's

VSMART e

ACADEMY ?,{E’
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SPECIAL CASE 2 : COUNTING IS IMPRACTICABLE

|
v v v

Reason for Impractical |( Perform alternative Alternative procedure
Inventory counting audit procedure doesn't give S&A evidence
3 3 3
(
(¢ Nature of Inventory | (. Inspect prior If not possible to give
(e Location of Inventory | | Purchase documents || & evidence regarding
¥ p - existence & Condition
Threats to ] _{ Acceptable "V;Spegt docur:;en’ts of Inventory
of subseguent sale
safely onson L g ) .
( N . N
General _>| Not acceptable | | * Comparison with Modify opinion as
Inconvenience on<on | (AEIOES greely ) per SA 708
N [ internal Auditors )
Difficulty No alternative audit ) report
Time procedure available or | \- P J
Cost audit evidence will be
involved less than persuasive )
'
‘ Can not avoid physical
verification

Use letter of inguiry, designed by auditor, prepared by mgt& sent by
auditor, response will be directly sent to auditors

(I prohibited by law then auditor shall perform alternative audit procedure |
¥

Meeting: In certain cases because of Complexity/Significant Risk/Disagreement }

between external legal counsel & mgt then-meet external legal counsel needs
mgt permission & held in presence of mgt representative

[ Disclosed to Auditor
[ Accounted
[ Disclosed properly in FST

All known actual or
possible LoC
relevant for FST

Steps 3:- Asl for written | |
representation

CNO—SAS0).100

SPECIAL CASE 3 - CUSTODY CONTROL OF A THIRD PARTY

4

| For material Inventory obtain S& evidence by following |

v v
Confirmation '\ [ other Audit Procedure | \ Perform Inspection |
from TP
e ‘_ﬁ”f? Depending on circumstances
Quantity & Integrity/objectivity of TP
Condition '
[ -
Apply SA S0S ( Shortcut easy to difficult |
[. Inspecting Documents ]
° Reguesting confirmation from other parties when pledged
as collateral (ware house owner)
* Obtaining service auditor or another auditor report on
adeguacy of I1CS on counting & adequate safequard
\« Arranging for another auditor to attend, TP physical counting )
o Attending physical verification )

CNO—SAS01.160
PART 3 : SEGMENT INFORMATION
'

[ S&h evidence regarding presentation & disclosure as per applicable FRF ]

v

v
Understand methods used in
determining segment information
¥
[ Evaluate Methods as per AS & IND AS |
[

Perform analytical procedures
or
other audit procedures.

[ Test application of such methods |

CNO—SAS0S.040
EXTERNAL CONFIRMATION PROCEDURES

¥

[ Auditor shall Maintain control over external Confirmation request sent to Third Parties ]
+
{ Following are important § Steps J

A\ Z v v v
( Step | ] Step 2 ] | Step 3 ] Step ¢ ]
¥ [ v ¥
c ; N N e N
mzertys;r;;r;eto Selecting Designing Sending Reguest
be confrmed appropriate Confirmation p +
j Follow up Reguest
or reguested \Conﬁ' ming P a’tf/) Reguest L s )
¥ ¥ — ¥
c At/; Ba/,ancest& h Having Contain Additional/
gEher elements knowledge Properly return Follow-up reguest
* Transactions & authority to d address or sent when
s Terms of respond on Aaare- (Directly replies to previous
greements | ey | |5 | s e
4 entl dit are not receive
Y ) auditor) S )

EXTERNAL CONFIRMATION (EC)

[ Direct written response to auditor from TP |
(oefnition .

[ Paper/Electronic or other medium |

| Source || Independent outside entity )

Form | =( Documentary form & Original |

reliable because

[ EC is considered ]

| Recipient || Obtained directly by auditor |

( Examples | =(  Shortcut just imagine B/S & P&L |

CNO—S5AS01.120

PART 2 LITIGATION & CLAIMS

(sA S0l objective talks about completeness & then as per
detailed procedures it covers all assertions)

'

Design & perform audit procedure to identify RMM in litigation
or claims (Loc) following are some procedures

o Inguiry of mgt inhouse legal counsel & others within entity

o Corresponding between entity & External legal counsel

{
[o Reviewing minutes of TCWG
{
E

« Jo _JGL_JL

o Reviewing legal expense accounts

[ Step 2:- |[ what if RMM is identified? |

Loc exist (List incomplete)

\
Auditor should seek direct communication with entity's external
legal counsel

12
[It RMM is identified in litigation or claim (LOC) or risk that other }

13 Continue on next column...

B/s
—
.| Property title deeds ’
with 7P Transa- Terms of
(2ank Loans ] ctions & t
(oo {22 s Poie? )| S || =57
[_creditors ] but ot delivered betals | |transactions
[ Stock ]-»[ Held by Third Party ]
[ Debtors ]*[ Balances ]
[ Bank )% Balances & other info |

CNO—SAS0S.040

FACTORS TO CONSIDER WHEN DESIGNING
CONFIRMATION REQUESTS INCLUDE:

l.Layout & Presentation
Letter Head Vs Blank

( Letter Head of the Company 4

[

2.Management Encouragement
| More Encouragement—More Response

3. Assertions being examined
Existence — Debtor Balance
(Ledger Folio Number)
Occurrence-Transactions (Dates)
Completeness — Total Transactions

[Sulg/‘ect:— Confirmation Reguest

/

our annual audit is being conducted by
ABC & Associates; it's their reqular audit

procedure to call for confirmations. This ,(T/Vne Period)
time gour account is selgcted for' Cut off — Last Bill & Last Cheque
confirmation process. This doesn't

/| | (Number)

change or has any impact on our legal

understandings & balances. It has nothing

. Ability to Confirm information
to do with discounts and other issues. 4 Y

L Invoice wise balance vs total balance

d .
/[ 1| epending on software & Its access
[ Balance [ Transaction [ Chegue / ’ ) -
N 0\
Agreement etc as per our records is...... S. Management Authorization Sign
*'Higher Authority—More Response
Please write balance as per your records (6. Risk of Material Misstatement h
in cut out area given below Low Risk-Negative Confirmation Reguest
High Risk-Positive Confirmation Request
7.Method of Communication ) (3. Prior Experience h
Paper Form [ Electronic When it should be sent / How
Form [ Any Other Form many should be selected )
e, A Ravi Taori
VSMART - 250
ACADEMY F. “,,
Auditgur e
L B
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CNO—SAS0S.060

NEGATIVE CONFIRMATION

¥
Def: Confirming Party/ TP will reply only if they
disagree with information provided in request
¥

Less persuasive evidence as compared to positive confirmations
so positive confirmation is preferred

¥
Negative confirmation as sole substantive audit procedure
for RMM only if ALL following conditions satisfied

¥
[ Shortcut: Imagine Herba Life Nutrition Co. (Notional) ]

[ |. First it takes $0000 deposit from each agent ]-»[ Assess RMM is low

{
[ 2. App based dealings & daily cash deposit

operating effectively

Controls relevant to assertions are

)

l ( comprises large number of small,

[ 3. Agents spread across world 10000 agents ]-» homogeneous transactions,
1 _balances, conditions

[6;‘ Past experience says generally no mismatch ]-»[ Very low exception rate is expected
l Not aware of circumstances as

conditions that would cause
recipients of negative confirm

replying to disregard request

LS . Present experience, Agents are prompt in ’-*

ation

CNO—5AS10.020

APPLICABILITY: APPLICABLE TO INITIAL AUDIT ENGAGEMENTS

[ Initial Audit J_’[ Immediately }[[ Not Audited ]
Engagement preceaing gear [ Audited by a predecessor auditor(someone else) ]

- [ 0p bal contain material misstatements
Objective | Obtain S&A
evidence whether Consistency in implementation of A/C policy if

There are changes whether properly accounted,
presented, disclosed

[

[L\)ith prior period ]-»[ Trend Analysis ]
Types of [LO/‘th budget or forecast ]-»[ Comparative Analysis ]
Comparison [Aua’itors own estimates ]-’[ Predictive Analysis ]
[L\)/‘th similar Industry Information ]-»[ Inter Firm Analysis ]
\ . . . .
Types of Mathematical -[[ Financial V/s Non-Financial ]
ety J [ Simple V/s Complex ]

CNO—SAS10.040
AUDIT PROCEDURE TO EXAMINE OPENING BALANCES

v 1 v
Obtain S&A evidence whether there is consistency
in implementation of A/C policy, if there are changes
whether properly accounted presented, disclosed

Check whether op
bal is misstated

1
v v v

Evidence from Last year Evidence from current year ] [ Misstatement Detected ]

IIf misstatement is detected
in op bal then perform
additional procedures

I. Whether cl. Bal have I. Evaluate whether current
been correctly brought

forward from LY ledger evidence relevant to op bal

2. Perform specific audit

DOUBTS OVER RELIABILITY OF RESPONSES

If there are Perform If .
factors further audit confir- Adjust Modligc NTE
that give rise |+| procedures |*| wmation |*| RMM/ other audit
to doubt over to resolve is not
. ROF ol
reliability doubt reliable proceaures

Get
S&A

evidence

procedure to obtain
evidence about op bal

current year also follow
SA 450

most recent FST

} [ year audit procedure provide

[2. If there is misstatement in]

3. Read predecessor AR,
If any modification evaluate
whether it leads to RMM

[ 2. Agree op bal with the

4. If any prior period item then trace it to previous period documents ]

[ CNO—SAS20.040
APPLICATION/PURPOSE OF ANALYTICAL PROCEDURES
!

To assists auditor in forming
overall conclusion as to
whether FST are
consistent with auditor's
understanding of the entity
]

Obtain relevant & reliable
audit evidence using
Substantive
Analytical Procedures

Assist the audlitor in
planning NTE of other
audit procedures

L 1
v

[ To reduce detection risk to acceptable level ]

evo—snszaseo)
ANALYTICAL PROCEDURES IN PLANNING AUDIT

Use Financial & Non-Financial data [ Understand Business } Helps in
E.9. Number of EMP volume of Identifying
Potential Risk

production Sq. feet selling space

Understand new
developments

NTE of other

audit procedures

Compare Amt & Ratios with
PY & other in industry

Helps in determining }

FACTORS AFFECTING RELIABILITY OF RESPONSES

| Reliability of Responses to Confirmation Request |

| |. Appropriate I

EC Process & Control (" Third Party

J

[ 6. Received D/'recM 2. Proper

Source

&% Person

1

S. Language Used
(Restrictive Language
such as subject to
conditions cannot
give full assurance etc.)

3. Medium
(Paper form is more
reliable than
electronic form)

4. Secured Environment
(specifically, in case of
electronic EC encryptions,
digital signature)

AUDIT CONCLUSION & REPORTING

v v

v
[ Opening Balance } [Consistencg of A/P ] i
; ¥ — 1 predecessor AR

13

L CNO—SAS20.020
ANALYTICAL PROCEDURES USED AS SUBSTANTIVE TESTS

[
[ Substantive Analytical Procedures (SAP) can be used alone or in }

combination of Test of Details
4
[ Factors to be kept in Mind }

-| Suitability for given assertion, where there is RMM J -»[ Also see Test of Details J

-| Evaluate Reliability of data to be used for determining expected values }

v v
c N
Unablg to (contain material Not Changes| | chanoes
@ :bta_;l‘” misstatement C"V’St’,St’ not notg If relevant &
evidence en ;
\ S&#evidgence | | (po proper AlC ity 4 material
) ol s o GPP//%O',OW properly Justified e
Exp lr%ssd \ disclosed) op ba i
Qualifie : ; Modify (as per
opinion or (oo o oD ® Accounte SA 708 (Better
disclaimer oixapgi‘:'sguoﬂ/{gzi explained in
0 * Presented
(g per SA 705 ) as per SA 706 resene sh 710)

* Djsclosed

«-I I I-

Express Qualified or
Adverse Opinion

Develop an expectation of

_ | Should be sufficiently precise
recorded amounts, ratios

to identify MMST

Y ) )
2
()
AN
w
;};‘)\_/_/
M )

Determine the amount of any difference between recorded amounts
& expected values that is acceptable without further investigation

' FACTORS AFFECTING SUITABILITY

( Shortcut - V-RAT is suitable for all formats )

:
MGT'S REFUSAL TO ALLOW AUDITOR TO
SEND CONFIRMATION REQUEST

[ Inguire & Determine Reasonableness of Management Reasons ]

v ¥
[ 1f its not reasonable | ( 1f its reasonable |

l [ Further evaluate effect on RMM/ROF |
v
[ Apply Alternate Audit Procedures and ]
Inform TCWG Obtain S&A Audit Evidence
& v 1 v
Consider Implication |e— No, S&A Yes, S&A
on Audit & Opinion Evidence Evidence Obtained

14

CNO—SAS20.020

SA $20

ANALYTICAL PROCEDURES

( Definition |+ Evaluation of Financial Information through |

Cstepl

[
[ Step 2 ]|
[ J

Step 3 | Determine expected values )

Analysis of plausible relationship among both Financial &
Non-Financial data (Check suitability for assertion to be checked)

Collecting reliable data ]

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

(S 4]~

Continue on next column...

v v v
: - N
Volume of Transactions & Risk of Level of Assurance Test of
predictable Material obtained Details
1 Misstatement ¥ N (top)
Suitable for large volume — ¥ Some Analytical ¥
of Transactions Depends on Procedure provide more
1 Assessed persuasive evidence Use of 70D
visk of - alongwith
They tend to be predictable . A4 Analytical
9 P Material 9
over time ateria Rental Income Procedures
i Misstate- vs GP Margin ives
ments 1 corrgbomtive
Expected that relationship " i 2
among data exist & continue | If elements are properly eviaence
. Relevant verified TOD can more
. Assertion be eliminated assurance
Check effectiveness
before applying

/xuditguruin
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CNO—SAS20.120

FACTORS AFFECTING RELIABILITY OF

DATA/EXTENT OF RELIANCE ON SAP

[ Following are the criteria's that should be considered while designing SAP ]

[ Shortcut - Sr NCC candidates are reliable ]
]
Nature &

Relevance of
Data

Completeness
Validity

Control over
preparation
of information

Source of
Data

Comparability
of Data

CNO—SAS20.140

INVESTIGATION RESULTS OF ANALYTICAL PROCEDURES

2
[ If after performing analytical procedures, auditor ]
4

{ Identifies fluctuations, Inconsistent relations or differences as }

compared to expected values

A
[ Audit shall investigate difference by J
1

L 1
Inguiring of Mgt. & [ Performing other audit procedures as necessary ]
Obtaining evidence for responses i

When Mgt. is not giving explanation or
explanation is inadequate

CNO—SAS30.020

SAMPLING RISK

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

¥
[ Sampling risk can lead to two types of erroneous conclusions |

[ Type | — Error ]-[ All good when it is not] [ Type Il — Error ]-[ All bad when it is not ]

(under Reliance on Controls)

In the case of a test of controls, that
controls are ineffective but in reality they
|_are effective

(over Reliance on Controls)
In the case of a test of controls, that

controls are more effective than they
actually are

( (Incorrect Rejection)

In the case of a test of details that
material misstatement exists when infact
it does not

( (Incorrect Acceptance)
or in the case of a test of details, that a
material misstatement does not exist
when in fact it does

e e
(Reduces Effectiveness of Audit) (Reduces Effeciency of Audit)

6. jecti . . .

. Projecting | L\ 1£ there are fake sales in sample, then how much in whole population.

Misstatements

. J . J

(" 7. Evaluating " h
Results of Audit Whether misstatements are within tolerable limit?
Sampling& Whether further audit procedures should be applied.

\_ Taking Action |

/xuditguruin

- J
Cevo—snsz0060
STEP - ) SAMPLE DESIGNING
( Define ( )
A7 ulapon =+| Al sales transactions.
and its

\_ Characteristics ) \_

s N

Stratification  |»

~
J

Area wise bifurcation in East West South North

Consider -
Purpose

4 0

Examining Sales Transaction. Whether any of the transaction is fake.

[ Check sales transaction from customer order, gate pass, transporter

CNO—SAS20.160

ANALYTICAL PROCEDURES THAT ASSIST WHEN FORMING

OVERALL CONCLUSION
4

Mandatory to design & perform analytical procedures near the end of audit
for overall conclusion
+

Above procedures are performed to corroborate conclusion formed
during audit regarding TBD
This assists auditors to a’mto condition & form opinion
[ May identify previously unidentified :ZMM & further plan audit procedures
L4
[ Similar to those performed for risk assessment procedure at planning stage.

) )

—

 J CJ ) ___J

Is

The auditor is primarily concerned with Thi ; ; ;i
is type of erroneous conclusion affects Consider Audit i ; ; ;
this type of ervoneous conclusion s Zﬁﬁdem e o Procedures - rgpgrt, Zellvery memo, confirmation.Inguire from sales executive and
because it affects audit effectiveness t0 additional 9 % to establish thyt onitial L R\ VSR G0N, Y,
and is more likely to lead to an 0 aaditionar Work to estanlish that Initia £ rudi
inappropriate audit opinion conclusions were incorrect. Nature of Audit || 1,cumentary / oral / Visual
pprop p » < Evidence v
AN J
e N : : ST D
What Constitute If essential documents of transaction are missing it can be a
CNO—S5AS530.020 . | misstatement. Different dates in documents is fine if its within 3-4
NON-SAMPLING RISK L Misstatement ) | days of sales transaction. )
Chances that auditors reachs inappropriate conclusions because
. [ CNO—SAS$30.080
of reasons given below
- STEP - 2 SAMPLE SI2E
v v v
Failure to Sample size Auditors Then Now Sample size is determine
Inappropriate recoanise Misinterpretation amp | decide -> ] . P oo
rocedures misstai oment R & Sample visk | " audit risk at detcfrmn?e in such manner that audit risk
p em of Audit Evidence are inversely planning detection risk & is reduced to acceptable low
o PEREs related stage sampling risk level (Predecided)
Statistical Formula or Prof. See following Shortcut to remember
Judgement is used to determine | »| factors affecting |»| the points in the form
SAMPLING PROCESS 9 9 P
sample size sample size of Story
Ve N\ e . o . . N\
It is preliminary sampling step. Suppose we have to examine
1. Sample .| occurrence of sales. We have to determine our objective
Designing (catch fake sales) , audit procedures (match with despatch report)
q )\ etc are decided in this step. )
4 N (O . . . . N
5. Sl After analysis of various factors it was set as 200 units from each
- +| Of East / West / South / North area so total 200 x 4 = 800 from
die population of 5000
A8 .\ J
(" 3.Selection \ [ N
of Items for
Testing (Sampling | = | Stratified Random Sampling
Selection
\ Method) ) L Y,
4 0\ 4 0\
9. f’er forming |, Inspection of documents & Inguiry from sales executive.
Audit Procedures
A J A J
4 N\ = =
s. Naturs and e, A Ravi Taori
ause o ; ; ; : —
peviations and |~ Intentional or Unintentional / Manual or Automated XSMART @.3&.@
| Misstatements ) | ) CADEMY ?3‘ Pl 31
- N vl
/k HE - . .".;:'3 =
Continue on next column... UdllgUfU.ln aelRl)
Telegram




CNO—SAS$30.080

CHUNNU, MUNNU ARE ASSIGNED TO AUDIT “WAGES” IN

THE CONSTRUCTION COMPANY

)

Increase in

p
He reads that Int. auditor
assessed RMM

detects fraud in wages

Increase
sample Size

)

Next day Chunnu
start travel from p
home to Co. Site. Got call from Munnu, R Decrease in other N Increase
he won't be coming substantive procedure sample Size
AN
Checked few transaction Increase in Expected | Increase
Chunnu meets and found misstatements Misstatements sample Size
Account Officer
€)) AO says stratification Stratification not Increase
not possible possible sample Size
p
He want Vnore] - Increase in desired ]_{ Increase
Get call from Assurance level of Assurance sample Size
N 4
senior He says misstatements | | Decrease in tolerable || Increase
should be taken seriously misstatements sample Size
o
-
He comes to know Increase Negéigible effect
. . See next
Aty > number of labour [ o _ chart for Detailed
increased Population Analysis)
.

Above points are presented from point of sampling in test of detail, similar points applicable
for sampling in TOC

RMM VS EXPECTED DEV/MST

[ Timing ] [Initial Stage] [ Just before sampling ]

[ Basis ] [/nfo collected} { Some testing before determining ]

Decisions by comparison

¥ : L4 Simple
[ If expected Dev > Tolerable Dev ] [ If expected MST > Tolerable MST ] random or Systematic Sampling
sampling sampling (Mus)
| 40% > 15% | [ solakhs > 30 Lakhs ]
; ;
Cancel TOC Cancel Sampling for TOD RANDOM SAMPLING
Focus on substantive Procedures Focus on 100% checking
Def :- All items in population or strata have equal chance of selection.
Then we may be use random number table,
random between excel function or anything like this to select sample.

CNO—SAS$30.090

CNO—SAS$30.120

INTERVAL BASED/ SYSTEMATIC SAMPLING

STEP 3 SELECTION OF ITEMS FOR TESTING
i

[ Approaches to sample selection ] Constant ‘ o
i nterval First un/td/s s’elected interval is used to in mumber
2 approaches is used for o r a; omiy ) select other or monetary

I selection witnin first interva units in sample value

Then Constant

Interval can be

/xuditguruin

=2

Population 5000 ] first interval | = @ 2 3 s

L 1
Statistical Non Statistical
L ‘ ]

[ Sample size 1000 )

()7 % (9] 10

t

[ Important points }
I
[ Sample should representative of population ] Interval -~ 5000/1000 = S ()12 13 Is
T (interval in number) 17 18 20
T 2T 0SS T B o T A T B IR0 Ol J ( For example of interval in monetary amounts see monetary unit sampling |

selected as sample

CNO—SAS30.100

whole population

If population is structured in particular manner & intervals are similar to
these structures similar types of items will get selected, not representing

)

( solution )+

To resolve above we can have random starts after few selections

ADVANTAGES OF STATISTICAL SAMPLING

[ Benefits of Statistical Sampling “ Large Powerful & MOR” ]

) O

0

Il CNO—SAS30.120

CLUSTER SAMPLING

~

Step 2: Randomly

Step |: Divide population
select clusters

into groups
called Cluster Eg. Cluster of
10, 20 or 30 etc

sampling to

Step 3: Either select ALL
items in cluster
or again apply random

select units from clusters y

A4
Better description 50"”P_IG size dqes Means to estimate More
of Large mass not increase in Minimum Sample o
of data than proportion to Size with objective || Calculated
complete increase ) ; 2 Risk
examination of in size of speaﬁecf .nSk fonsibl
P population & precision Detensiole
SAMPLE SELECTION METHOD
[ Method should be such that sample should represent population ]
[ : ]
v v v v v
Statistical Stratified Non-Statistical/
S;w:S ,;:’a random Ss}’/zsﬁz Judgement Bloclf
ping sampling ping Base Sampling Selection

Method is
as compared

cost effective

While applying
random sampling

from all the clusters}

But result are less effective

to simple random sampling

within cluster use

}
‘i

v

Simple random Stratified
sampling/ random
unrestricted sampling sampling

Monetary Unit
o [ Haphazard Selection ]

Interval Based

EFFECT OF POPULATION SI2E ON SAMPLE SI2E

[ Present Population Size |
: )

(10 Labour | = [ 500 Labour |

v
Blg
—

(10000 Labour |+ 12000 Labour |
(508 Sample items | (4 Sample items }»( 100 Sample items |

[ 500 sample items |
|—;—|
[ If there is increase In population size | If there is increase in population size |
¥

( Sample size Increases )
¥
( Less efficient )

¥
[ Negligible effect on sample size |

( Efficiency Increase )

But if there is pm{:
misstatement le

¥
ortionate increase in materiality/tolerable
vel then increase will get compensated

Il CNO—SAS30.120

[

[ Monetary Amounts are used for ]IJE[ Selection Method |
[ Evaluation of Results |

MONETARY UNIT SAMPLING / VALVE-WEIGHTED SELECTION
Sample size )

| Total Sales 20,00,000 | [ Sample size s | Starting Point randomly between
I t0 4,00,000 say 620
[ Monetary Interval 20,00,000/S = 4,00,000 || [ Selection points |
[ 620, 400620, 800620, 1200620 |

" Suitable for No division Every Unit has unknown/equal h
Simple homoaeneous . of . chance of selection,
Random 9 ) ) random number table, picking
L population population numbers from drum etc.
a h : d h
Suitable for Divide Each stratum is treated as separate
Stratifed hetero- ot population & random sampling is
- _ popaiation done. Different percentage selection
Random 9 er;ou.s in group called can be done for different strata
L popuiation Strata (Recall Trade Receivable Example) p

Taori
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([ Bill No ] (Bill Amount )( Cumulative total | [ Base |
( ] ] 100000 ) [ 100000 | [ 620 |
(2 ) [ 4900 ) [ 140000 ] | J
(3 ] (20000 ) [ 160000 ] | J
(¢ ] [ se000 ] [ 210000 ] [ ]
(s ] [2000000] [ 40000 ] [ 4,00620]
(6 ] (160000 ) [ 470000 ] [ J
(7 ) (20000 ] [ 4490000 ) )
(3 ] [ 70000 ) [ se60000 ] | J
(9 ] (60000 ] [ 620000 ] | J
(10 ) (250000 ] [ 370000 | [ %00620)
[ n ] (4500 ) [ 91500 ] | ]
(12 ) [ 35000 ] [ 950000 ] [ ]
(13 ) (100000 ) [ 1050000 ] | ]
(16 ] (65000 ) [ mis000 ] | ]
(s ) (10000 ] (1265000 ] [12,00620]
(16 ) [ 20000 ) [ 12,8500 ] | ]
(17 ) [ 40000 ] [ 1325000 ] J
(13 ) [ 6so00 | [ 1390000 ] | ]
(19 ] (35000 ) [ 1425000 ] | ]
(20 ] ([ 9s000 ) [ 1520000 ] | ]
(21 ) (350000 ) [ 1870000 ] [16,00620)
(22 ] (40000 ] [ 19,0000 | | ]
( 23 ) [ 4s000 | [ 19,5500 | | J
(24 ) [ 2s000 ] [ 19,30000 ] | ]
(25 ) [ 20000 ) [ 2000000 ] | ]

CNO—SAS30.160

STEP - S NATURE & CAUSE OF DEVIATION
& MISSTATEMENT

[ Investigate ] -»[ Investigate nature or cause of any deviation or misstatement ]

Rarely auditor may come across ANOMALY perform additional
procedure to ensure that it is not representing population

[ Type of Transaction ]

: Identify all items
[ D Ly y— ] Location ] with common feature
et ] || S

[ Period of Time ]

[ Cause ]»[ Unintentional or Intentional ] ‘ Allonge with Br A &
Br B may be selected
p” R Consider Possible effect on defined g
Etfect audit objective + Effect on other areas

‘ Effect on reliability
of Emp / systems

CNO—SASS0.020

CNO—SAS30.120

HAPHA2ARD SELECTION

}_{ Use of personal } [ Avoid bias or }_{ All items should have }

Judgement Predictability chance of selection

No Structured
Technique/Pattern

[ Not a Statistical Technigues |

PROJECTING DEVIATION/MISSTATEMENT

ForTest |_| Not necessary to do explicit |_| sample rate | _| Projected Rate
of Control projection generally of Deviation of Deviation
o Shall project To obtain broad Not sufficient to

determine amount | =
to be accounted

—| misstatements found in |=| view of scale of |=

of Details sample to population misstatement

Exclude effect of
= | anomaly while |-
doing projection

While making final conclusion if it is not corrected then
anomaly needs to be considered along with projected
non-anomalous misstatement while Evaluating Sampling Result

SA $50
NATURE OF RELATED PARTY RELATIONSHIPS AND TRANSACTIONS

[ If RPT are in normal course of business ]
! 3
¥
In other circumstances they
may have higher risk of MMST

¥
Yes

4
There may not be higher risk of MMST

as compare to transactions with
unrelated parties

A

Transactions not may be ineffective at

conducted under normal range of relationship and
identifying, summarizing
market terms and structure which increase.
o transactions and
conditions

Extensive and Complex Informat/on S
S
the complexity of RPT

outstanding balances.

CNO——SASBO 200

Projected v
Levels

STEP - 7 EVALVATION OF SAMPLING RESULTS
Expected v Tolerable | ¥
Levels Levels

CNO—SAS30.120

BLOCK SELECTION

But selecting group
of consecutive -
items say 20/30/40 etc

Starting point can be as per
auditor preference for each
block selection

Not selecting single
-
item in selection

[ Sometimes it may be ] [ But majority times ] [
- -

Because items with similar
appropriate it won’t besuitable

characteristicswill get selected

CNO—SAS30.140
STEP - 4 PERFORMING AUDIT PROCEDURES

[ Shall perform selected audit procedure for each item selected |

¥ 1
If audit procedure is not [ If auditor is unable to apply audit procedure on selected item ]
applicable on any item ]
) 4 [ Perform alternative procedure. If there is no suitable ]
Replace it with new item alternative then it is deviation / misstatement
& perform procedure on it [}
v o [ Eg. Unable to apply audit procedure on debtors ]
e N 4
Eg. Cancelled cheque get Because documents are lost or no reply received
selected while auditing for positive confirmation request
L payments i
[ Checking subseguent receipts is alternative audit procedure ]

a T0C — I

Controls are reliable
and low RMM

0D —

T0C — a T0C — I\
Controls are not reliable and high Controls are not reliable
RMM unless there is further audit and high RMM
evidence to prove opposite 70D —

Q}o material misstatementj TOD — Material Misstatement
Material misstatement unless K Exists j
Reasonable Basis there is further audit evidence -

to prove opposite Reasonable Basis

for conclusions ) L for conclusions

Sampling alone do not provide reasonable basis. Unacceptable sampling
[ risk that actuals are more than tolerable limits }
A
Request management to investigate misstatements & potential for further
misstatement.Modify NTE of further audit procedure (toc / ToD)
\

Special Case :- If there is anomalous misstatement, consider it long with projected
misstatement and then compare with tolerable misstatement. if its close or more than
tolerable then sampling is not providing reasonable basis for conclusions.

[ Levels = Rate of Deviation / Misstatement }

[l CNO—SAS50.040

UNDERSTANDING ENTITY'S RELATED PARTY
RELATIONSHIP AND TRANSACTIONS

[ (¢ollecting information and this is part of RAP) ]
4
[ Auditors and engagement team shall gather following information from management ]
1

¥
Type and purpose of
transactions entered with

v
Identity of related parties
including changes from
prior period

Nature of relationships

with these related parties et e e

| ]
v

[ SA 318 & 240 requires that engagement team should have regular discussion ]
4

E

SA §50 says that such discussion should include discussion regarding RP }

relationship and transactions so that it is useful to identify risk of MMST due to them.

CA Ravi Taori
. O Fee O
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CNO—SASS0.060

MAINTAINING ALERTNESS FOR RELATED PARTY

INFORMATION WHEN REVIEWING RECORDS OR
DOCUMENTS (FOLLOWING DOCUMENTS OR RECORDS ARE
600D SOURCE OF INFORMATION)
{
Auditor should remain alert while inspecting records or documents given below as they
may give information about related parties relationship and transactions which were

not told by management previously.

-»[ It is mandatory to inspect following documents J

[ External Confirmations ]-»[Ex: From Banks, Legal Counsel, 3° Party ]

[ Minutes ]-»[ Ex: Minutes of meeting of shareholders ]

[ Other records or documents ]-»[ Ex: Scheme of Restructuring ]

-»[ Documents which may be inspected to give information J

{

[ In the sequence of importance: - ]

-»[ Sec. 189 Register ]
-’[ tay Rtz ]- Information supplied to requlatory authorities
)
(filing with SEBI, SEC, tax returns)
- [ Renegotiated contracts ]
-»[ Contract Related ]-

> [ Contract not in ordinary course of business ]

-»[ Shareholders Related ] - [ Shareholder register J

[ contract with TCWG/

[ Director register ] >
| Director/KMP )
->[ Director Related ] -
For transaction _-»[ Life Insurance policies ]
with directors R <
| Pensions plans with
| directors )
( statement of conflict of )
= | interest by directors on
\var/‘ous transactions )

-»[ What if auditor confirm (identifies) existence ]

[ Promptly communicate information to other team members ]

[ Where applicable FRF establish requirements w.r.t. RPR & RPT:- ]

[Inquire why entity's control related to RP & SRPT failed to identify or disclose ]

Reguest management to identify and disclose all transactions with newly ’

identified RP
-v[ Perform substantive AP on identified transactions ]
*[ Before we close the issue ]
[Re—consia’er risk that there are other undisclosed RP & SRPT and perform ]
additional audit procedures

[ If such things appears intentional, it indicates risk of MMST due to fraud ]

L[ Evaluate implications on the audit ]

Call for management explanation and check whether
it is consistent with the underlying documents

and disclosed as per applicable FRF Transactions (SRPT)

/xuditguruin

Whether such transactions are properly accounted J L*Signiﬁcant Related Party ]

[ CNO—SAS60.020 / SAS60.040

SUBSEQUENT EVENTS

[ Subsequent ]_»

events

All the events which occur
between balance sheet date and
date of approval of FST by BOD.

Basic

As per AS- 4, -
Principles

IND AS- 10

\Z L4

-»[ Professionals

-[[ Internal audit report

[ Invoices and correspondence with professionals

—

-»[ Subsidiary and Associates ]-»[ Investment Register ]

IDENTIFICATION OF PREVIOUSLY UNIDENTIFIED OR
UNDISCLOSED RELATED PARTIES OR SIGNIFICANT RPT

(rP OR SRPT)

|
[That suggest existence

of RP or SRPT]

-{ Confirm ]-> [ If Auditor identifies ]-[

[Not previously identified or disclosed to Auditor, then Auditor shall confirm
the existence]

Continue on next column...

12

CNO—5AS50.100
SRPT OUTSIDE ENTITY'S NORMAL COURSE OF BUSINESS

Meaning: - Professionals will have to apply judgements on transactions
which are outside normal course of business

To exercise these judgements they should see whether such things
happens in particular industry or business

-

[They can also see whether such transactions happens on recurring basis

[Following may become transactions outside normal course of business ]

*[ Asset Related J ->[ Leasing premises without consideration ]

J N { Corporate Restructuring ]

Complex Equity

-»1 Equity Related ,-»l .
transactions

(internal restructuring or
acquisitions)

-{ P&L Related }»[ Transactions ]

-»[ With offshore entity where corporate laws are weak

Under a contract who's terms are changed before
=
expiry (unusual)

consideration

[ Unusually large discounts or returns

=
[ Sales with circular arrangements (sale with

commitment to repurchase)

_{ Rendering management services without ]

CNO—SASS50.120

AUDIT PROCEDURES FOR SRPT OVUTSIDE

NORMAL COURSE OF BUSINESS

t[ Authorization ] - [ Obtain evidence that transactions are authorized and approved ]

[ Inspection of contracts, agreement and other documents ]

Understand business rationale behind transactions, if there is lack of business
rationale whether it suggest that the transactions were entered for

t [ Fraudulent Financial reporting J

[Conceal mis-appropriation of assets J Continue on next Columm...

Additional requirement as per IND AS- 10 which are existing as

L4 on balance sheet date

Material non- adjusting events should be disclosed in
notes to accounts

[ As per SA S60 Subsequent Events ]
1

¥
[ Events ]
13
Events after the balance
sheet date till
the date of signing Audit Report

[ Non-Adjusting Events ] [ Adjusting Events ]
] ]
Events other than the adjusting events Events which give more
are non-adjusting events information regarding
{ . J uncertainties (conditions) .

1 4
4

Facts which were existing as on date of signing
Audit Report but which became known to auditor
afterwards

1

Audit procedures differs when auditor came
to know about facts

1
v L 2

[Before publishing FST & AR ] [After publishing FST & AR ]
[ 15" July } [20” September J

[31“ March } [ 10" June }
< i i i i |
| | | | |

[Balance Sheet Date ] [Approval Date ] [S/'gn/'ng date of AR ][Publishing of FST ] [ AGM Date ]
L 11 ] |

]

Note: - Auditor may came to know about facts any time in future. If he comes to
know facts before AGM then it is easy to amend FST and AR. If he comes to know
after AGM, it legally becomes difficult to amend, so it better amend in next year.

Facts Facts Before
Before publishing FST || publishing FST

CA Vishal Bhattad's

CA Ravi Taori
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CNO—SAS60.060

EVENTS OCCURING BETWEEN THE DATE OF FST
AND THE DATE OF AUDITOR'S REPORT

[3!“ March ] [Io“’ June } [ 15" July ] { 20" September ]

« t t t t {

! | | | |

[Balance Sheet Date ] [Approval Date ] [Signing date of AR ] [Publishing of FST ] [ AGM Date ]
L |

'
[ Subseguent Events as per SA S60 ]

-»[ (1) buty of Auditor ]

(" Even after year end auditor is suppose to perform audit procedures and
=| collects SAAE that management has identified events which needs
adjustments and things which needs disclosures and gave them proper

_accounting treatment as per FRF.

“If Auditor has checked SE of some areas like debtor, creditor etc., then no
|| need to check them again.

[ (2) Audit Procedures ]

| Understand management procedures to identify subsequent events ]

—| Inguiring management and TCWG whether any subsequent event has occurred }

matters discussed in such meetings (Eg: - Information about proposed dividend,
bonus issue etc.)

[Reaa’ minutes of meetings or where minutes are not available inguire about the

—| Read entity latest subsequent interim financial statements ]

-»[ (3) Treatment of Adjusting Events ]

-»[ If Auditor identifies events require adjustment or disclosure ]

-»[ Auditor should ensure that such events are properly reflected in FST as per AFRF J

-»[ (4) Written Representation ]

L Written representation from management or TCWG, assuring that all the
events occurring after the date of FST are properly analysed and
accounted for as per AFRF.

CNO—SAS60.100

FACTS WHICH BECAME KNOWN TO THE AUDITOR
AFTER THE DATE OF AUDITOR'S REPORT BUT

BEFORE THE DATE OF FST ARE ISSVED

I

Auditor's Duty

i
[ Auditor has no obligation to perform any audit procedures after date of Audit report ]

1

CNO—SAS60.120

FACTS WHICH BECOME KNOWN TO THE AUDITOR

AFTER THE FST HAVE BEEN ISSVED

4
All the steps / points in these area are similar to previous concept,
there are few notable change given below
4
[ If management decides to amend FST and Auditor gives new Audit Report ]

{ 4

But if he comes to know any facts (existing as on date of Audit Report) which if known earlier
would have change opinion of Auditor, then auditor has to perform audit procedures

CNO—SAS60.020

MATTERS WHICH SHOULD BE INCLUDED WHILE

INQUIRING SUBSEQUENT EVENTS
|

A 14

Auditor may inguire from management or TCWG regarding
current status of financial items which are uncertain and
accounted on the basis of preliminary or inconclusive data

Auditors specific inquires
in following matters

¥ v 12
[ Assets ] [ Capital or Liability ] [ overall ]
; s ; : N s N
Sale or acquisition of assets | | | | Increase in capital or Unusual
| which are occurred or issuance of debt instruments | ||  accounting
planned ; - < adjustments
\_ Y, New commitments, \
; ™ | borrowings or guarantees (" Any event wh/ch\
Assets appropriated by \ J question the
government or destroyed (Events affecting | appropriateness
e > | measurements of estimates of accounting
Events have occurred that \0" provisions ) S policies Y,
L, | affects recoverability of p S
—_— Any development
— | regardingcontingencies
A

19

[ Discuss matter with management and TCWG ]

[ Determine whether FST need amendment ]

[ Inguire how management intends to amend FST ]
¥
-»[ If management amends FST ]

Management should inform everyone who | [~

receive old FST and AR not to rely on it
and wait for new set

If management does not take
appropriate step to inform people
J receiving old FST to discard it,

4 \_ Auditor should inform TCWG

~

\

J

In new AR, Auditor should put EMP / OMP, h [

If TCWG does not take necessary steps,
Auditor should take steps to prevent
reliance on old AR. (public notice or

explaining revision of FST and Referring to ‘
para in notes to accounts, which explain
detail .reason for revision )

Perform audit procedure on the amendment unless restricted by law (In India auditor
has all the rights till the date of AGM, so Auditor can perform these audit procedures)

speak at AGM)

~

[ These Audit procedure include: - }

[Extending audit procedures to the date of new audit report

[Provfde new Audit report on amended FST

[Auditor should not sign (date) till the new FST are signed (approved) by BOD.

)

-»[ If management does not amends FST ]

> [If magt is not amending fst} -

|
¥

1
Law says it [ Law doesn’t make it mandatary J
is required f

{ But auditor thinks it is required ]

reguires amendment

[L\)hether Law, requlation or FRF }

1
If Audit Report already being issued,
auditor should notify management and
TCWG not to issue FST to 3° party
before amendments

¥

If Audit Report is not provided to

the entity, Auditor should modify
the opinion and give his report

If management doesn't listen to Auditor, then auditor should take
appropriate action to seek to prevent reliance on Auditor's report
(public notice, speak at AGM)

~

*[ Other Amendments ]
{

Law, regulation and framework not prohibiting management from making other
amendments i.e., amendment other than the amendment because of subsequent event

[ Dual Dating

\
In such cases, Auditor may go and check other amendments or Auditor has option to
restrict his Audit procedures only to the amendment because of subsequent event
4
[ He shall do either of the following if he want’s to restrict his checking ]

1
v L4

] Auditor can include EMP or OMP which clearly express that auditor
has restricted audit procedure solely to subsequent event amendment.

!

Amend Auditor's report to include additional date along with the original audit report date,
specifying that we restricted audit procedures only to subsequent event amendment as
described in Notes to accounts.

~

CA Ravi Taori
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CNO—SAS70.020

STEP ) Events or condition may cast significant
doubt over going concern

Few examples of events or condition that individually or collectively may cast
significant doubt about the going concern assumption

[ Negative liability or net current liability position

Financial ] Substantial operating losses or deterioration
in value of assets used to generate cash flow
T S 6 | Negative operating cash flow ]
falling business [ Arrears or discontinuance of dividends J

[ Adverse key financial ratios

— | Inability to comply terms of loan & agreements |
" Fixed term borrowing approaching maturity without |
- listic prospects of renewal or repayment
Borrowings < realistic prosp pay <
related points -, Excessive reliance on STB Short term borrowing to

L finance long term assets

/
(Inability to obtain financing for essential new product |

development or other essential investments

J

( Inability to pay creditors on due dates |

-»[ Creditors related points ]

Indications of withdrawal of financial
support by creditors

[ Changing terms from credit to cash ]
Operating ]

{Management intents to liguidate the entity or cease operations }

- (Management |-

Employee ] - [Labour difficulties ]

{ Loss of key management without replacement }

-

-»[ Raw Material] - [ Shortage of important supplies, loss of principal supplier's ]

-»[ Production ] - [Serious breakdown ]

L sdes )

[ Loss of major market, key customers, franchise, license or ]

[Emergence of highly successful competitor ]

—>[ Others ]—b[ Catstroph ]

[ Uninsured or under insured catastrophes whey they occur |

[ Law related J

[ Non-compliance with capital or other statutory requirements )

[ Adverse change in law or govt policy or regulation

—J

Pending legal or requlatory proceedings against the entity
that may if successtul result in claims that entity is unlikely
to able to satisfy

CNO—SAS70.040

STEP:- 2 ADDITIONAL AUDIT PROCEDURES WHEN

EVENTS OR CONDITIONS ARE IDENTIFIED

L4
o)

(" If events or conditions identified that may cast significant doubt on entity's ability to
continue as going concern, Auditor shall obtain SAAE to determine whether or not a
material uncertainty exists through performing additional audit procedures including

S consideration of mitigating factors

Compulsory Audit Procedures ]

Management's Management's assessment if not prepared yet then
> -
assessment requesting management to make it assessment
( ) Evaluating management's plans for future actions in
Management's lati ; heth
lons - relation to going concern assessment, whetner
L P outcome of such plan is likely to improve the situation
¢ N [ where entity has prepared the CF forecast, analysis of h
| Cash flow | forecast is a significant factor in considering the future
forecast outcome of events or conditions in evaluating
L ) U management plans for future actions )
L : 1
Evaluate reliability of underlying Determine whether adequate support
data generated for assumption underlying the forecast
additional Consider whether any additional facts or information
inf ! /o;tag have become available since the date on
inrormation which management made it assessment
- Reguest WR from management & TCWG
Ly -
regarding plan for future actions & its feasibility

|

Optional, if required }

-.[ Management & third party plan (in sequence of power) ]

Inguiring of entity's legal counsel reqarding existence of litigation & claims and

their financial implications

Obtain & review reports of requlatory actions

Reading minutes of share holders & TCWG

Determine adeguacy of support for any planned disposals of assets

Reading terms of debentures and loan agreement & determine whether any
have been breached

"{ reasonableness of management assessments of outcome and the estimate of
L
i
-
e

CNO—SAS70.060

STEP 3 - CONCLUSION & REPORTING

[ Events or Conditions may cast significant doubt over going concern identified ]

/xuditguruin

4
PART | [ Additional procedures were performed as per SA 570 }
!

After collection of sufficient & appropriate evidence auditor shall first conclude
about WHETEHR “"MATERIAL UNCERTAINTY EXISTS? relating to events or
conditions may cast significant doubt over going concern

“*Material Uncertainty

A material uncertainty exists when the magnitude of its potential impact
and likelihood of occurrence is such that, in the auditor's judgement,
appropriate disclosure of the nature and implications of the uncertainty
is necessary

A L4
EVENTS & CONDITIONS EVENTS & CONDITIONS EXISTS

& &
MATERIAL UNCERTAINTY EXISTS But NO MATERIAL UNCERTAINTY

[

1 {
Auditor shall determine whether financial Auditor shall determine whether
statements adequately disclose financial statements adequately disclose

Principal Events & Conditions

1
J Principal Events & Conditions as
per requirements of FRF

Disclose clearly that there is Material Uncertainty
regarding going concern and it may not be

able to realise assets & discharge liabilities in
normal course of business.

¥
After concluding about Material Uncertainty & its treatment, auditor
-PART 2 \ Lo )
should evaluate about going concern and its implications on audit report
1
! ! |

)

Going Concern Appropriate but

Going Concern in Doubtﬁ)
whether material uncertainty exists?

and Management is not

Going Concern
inappropriate

-»[ Evaluate entity's plans to deal with unfilled customer orders

- JL_JL L _J

»[ Cash flow, Forecast & Interim FST ]

-»[ Analyzing & discussing CF, profit and other relevant forecasts with management

|

| i willing to extend its
¥ 1
I T 1F MU exists But management still use AESEEEE )
oesn ) .
exists and disclosare 9oing concern assumption M
3 ; : )
! is adequate as base then auditor shall give Auditor may qualify
Express ADVERSE opinion or give disclaimer as
Unmodified Opinion | appropriate.
\J 1
Yes -No
L4 [

-»[ Analyzing & discussing latest interim FST

-»[ Subseguent Event (SE) ]

20

(* Perform audit procedures regarding SE to identify those that either
| mitigate or otherwise affect the entity ability to continue as going concern

W.R. from 3 parties
»[ from 3’ ] ]

(" Confirming the existence, legality and enforceability of arrangement with
related and 3° parties and assessing the financial ability of such parties
_to provide additional funds

[ Confirming the existence terms and adeguacy of borrowing facilities }

Then express unmodified opinion
BUT q separate section “"MATERIAL
UNCERTAINTY RELATED TO
GOING CONCERN™ to be included
in audit report

Then express qualified or adverse opinion as
appropriate and in basis of para, explain
that disclosure was not adeguate

' i

Refer to note in
financial statement

‘ Express that they cast significant doubt
over going concern but opinion in not modified

CA Vishal Bhattad's
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5
DATE AND PERIOD COVERED S
| oumew reeeseranons | e | 4

WRITTEN REPRESENTATIONS Date =
[ ate ] 3

»[ Definition ] A L4
As near as practical to the date [ Period ] <

-»  — [ Written statement by the management J of Audit report but it should never 1

P 1 ) be after Audit report | It shall be for all FST and I

periods referred in Audit Report

N 1
To c?nﬁrm certain matters (matter's To support other audit evidences
which promised under engagement e

letter under S 210) (like sA s60, 570 etc.)

REQUESTED WRITTEN REPRESENTATION NOT PROVIDED
Financial statements, assertions therein or
~| Excludes |= supporting books or records (because we

want evidence to prove FST, hence
these documents cannot be called as 'WR') {[ Discuss with management J

[ Auditor shall follow the following steps ]

Re-evaluate the integrity of management and evaluate whether can rely on
other Written Representations or audit evidence in general

. As Auditor request the WR management consider the matter
"_' more rigorously and thereby enhancing the guality of WR
Written Representation about ’

Compulsory | —
i management responsibilities
[ Other Written Representations ] CNO—SAS20.020

: but it i hei 4 ; - DOUBT AS TO RELIABILITY OF
A T -[[ It Is necessary but it is not sutiicient and appropriate on its own ] WRITTEN REPRESENTATION
substitute [ ]

It cannot substitute other audit procedures and evidences ] T 1

Take appropriate actions, including determing the possible effect on opinion
in Audit report as per SA 70S.

- S

1 other Audit evidence

. :
TYPES OF WRITTEN REPRESENTATION If auditor has concems | :
1 Auditor shall perform

L2 14

[ Concerns [ Doubt ] ‘ Inconsistency with

¥
: ; ToTE : : T audit procedures
[ Written Representation about management responsibility ] Integrity, ethical Diligence of management
- . values Competence or its commitment to resolve the matter
. . . 1 i ‘
For preparation A;’L/{,It;t;,”dwtlg request m?;.ﬁiem;nt to p{'owge WR .tl;)m; t:;eg hc;ve 3 S
N of Fnancial —|  fulfilled their responsibility of preparing financial statements [ Determinet e oot ] unresolved than
statements in accordance with financial reporting framework & if there is I il osil e
a fair presentation framework then also — bty of = - L to repeat the
financial statement give true & fair view Al G U0 Audit ‘concermn/
N Y, Coral or written) all information | | evidence in ' ;
SR . doubt' steps again
i N\ N is given in oral or written form) general
For information Management has provide auditor with all relevant information | |
~ provided | & given access to all records & people as agreed in terms of 7
for completeness \engagement ) [ What if WR is still not reliable ]
S of transaction ) 1 1
[ All transaction have been recorded & reflected in FST ] [ Auditor shall take appropriate action including determine the possible effect on opinion. ]
/ ipti N
bescription o: Management responsibility shall be described in written
N manag.ztj’niten - —| representation in same manner in which these responsibility
resp Z;:;;t;:; gm are describe in terms of audit engagement (key paragraph

about management responsibility will be same in WR & in
terms of engagement)

Other Written _[ Many sA's like sA s0l, S40, 550, 560, 570 require auditor to obtain
Representation written representation from management
I
{ Apart from these SA auditor may decide to obtain WR to support

\__ representation )

other audit evidence for one or more specific assertion in FST.

~—
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CHAPTER 02

CNO—SA300.010

Part ]| -- SA 300

After Planning

[ Before Plamoing ]

[

—
i
Preliminary Eng agement } (overall Aud/t Strategy | | Changes in Plan )
4
Activity(PEA) Aua’/t Plan ) ( Documentation )

[ Additional Cons;a’erat/‘on ]

Initial _Audit Engagement
L

¥
[ Advantages & Disadvantages ]

AUDIT PLANNING, STRATEGY AND EXECUTION

QNO-30.000

ADDITIONAL CONSIDERATION IN INITIAL
AUDIT ENGAGEMENT (I1AE)

[ Additional Activities Prior to starting initial audit |
1

MCQ-300.4/300.9

CNO—SA300.020

]
] [ Communication with predecessor auditor ]
]

L
[ Acceptance procedures as per SA220
L

T
[ Additional matters the auditor may consider in overall audit strateqy & audit plan ]

CNO—SA300.020

PRELIMINARY ENGAGEMENT ACTIVITIES (PEA)

(Performed at the beginning of Audit & it helps in planning |

2 ¥ 1 4
dMaj or /'.:jsueih Arrangements Oth e:_ P roce;a’urt € Audit Procedures to
fseussed wi with predecessor | | 45 PE" "ITMS SYSLEM | oprain sga evidence
mgt during dit of Quality Control veoardine op balances
auditor selection auarcor (FSQC) in 1AE 9 9 op

ADVANTAGES % DISADVANTAGES OF PLANNING

Advantages Disadvantages
i

¥

QNO0-30.320

CNO—SA300.100

CHANGES TO PLANNING DECISIONS

1
(Shall update & change 0AS & AP as necessary |

¥
| Factors many lead to modify 0AS & AP |
L

14
| [Result of Audit Procedures |

¥ T

(Changes in Condition | [ Result of unexpected event
¥

[Further if there s revision in assessed risk modify NTE of FAP ]

1

1

[ Consider Changes in business )

( Flexibility — as per circumstances |

¥ ¥ 1
( Continuance Establishing & Understanding Evaluating Compliance with )
Procedures terms of engagement ethical requirements including
as per SA 220 as per SA 210 independence as per SA 220 )
! ! !
4 N\
Ex: Whether there : N
[EabiEbeee Ex: Whether auditor is
are mgt is misunderstanding R
integrity issues regarding TOE maintaining independence
J
CNO—SA300.040 QNO-30.100

ESTABLISHING OVERALL AUDIT STRATEGY
(OVERALL AUDIT PLAN)

Shortcut — Rajasthan CRPF

(=)
:

P

NTE of
Resources

Characteristics
of engagement
defining SCOPE

PEA & Knowledge
gained from other
engagement by EP

Factors significant
in directing
engagement Team

Reporting objectives
& Nature of
Communication

14

vy ¥ ¥
©  ® O

DOCUMENTATION OF AUDIT PLAN

¥ ; 1

0AS | Significant changes in 0AS & AP |
4 1 {
Record of Ke N Record of Record of significant
g planned NTE of changes in OAS &AP
decision for 3
proper planning e | Why Changes |
[
& communication FAP " Final 0As 24P |
of significant L
Y Oi}P | Response to changes |

\ matters )

Standard Audit Programs/
Checldist Tailored as per

[ Minimum requirements )

[ Identify & resolve potential problems | Work may become mechanical when work
v . . . .
[ Selection of Assistants ] is done without un’derstandmg object
sl (0 a'/'t{Pro o Programme tends to become rigid &
9nng . 9 o inflexible without considering changes
Accepting Responsibility 3
[ , g Ad J Inefficient assistants may take shelter of
é Set of instructi
ear Set 0 ins ractions programme that there were no instructions
. v
( Attention 0’: IMP areas ) [ May kill initiative of efficient assistants |
; ¥
( Less chances Of overlooking ) [ How to overcome disadvantages ? J
( Helps in controlling audit ) L[ udit programme framing |
+
( Helps in supervising ) | Nature of Business
+ ; .
( Assists in Co- ordinating ) ~ | suitable ]‘[[ Scale of operation
¢  Value of Transactions |
| Serves as guide in succeeding year ) :
3 > | Review of controls )
[ Serves as evidence in case } | Participative Approach |
of charge against negligence s After framing audit programme |

Part 2 -~ Sh 540

NATURE OF ACCOUNTING ESTIMATES
— Definition

-»[ Whenever we don't have exact amount, we use approximates that's called estimates

-»[ When we use estimates in financial statement items is called accounting estimates

-

-»[ Why estimates are required }

Changes in Law] Materiality Jevel Particular engagement " Uncertainties inherent in business activities. [e. 9.- market demand, useful life
Industry/Business/FRF \ ‘ RMM ’ ‘ s ’ 1 % Material TBD ofmach/nerg, productivity of labours] J
Specn‘ic characteristics of asset, liability or component of equity. [e.g.- valuation )
CNO—SA300.060 QN0-30.200 of unlisted shares, provision for litigation, unlisted shares]
C )
PIAHALEARE Gt L ( Method of measurement prescribed by FRF. [e.g.- Ind AS 113, 'Fair value h
- Ly Measurement' ask us to use assumptions, from estimates for value of items
Det:ermme iy | which are not having observable market] )
¥ 7 1
Planned Risk Planned Further Planned other Audit Procedures -'[ el vespasiaiiy o el ]
Asff“mg”t ) dA”dit (F47) (04P) to I compliance ves | = Evaluate judgements and its assumptions on the basis of current
Proceaure (RAP, Proceaures (FAP, With SAs &S information available
No |— Not responsible to predict new future conditions, transactions or
0 events which may occur in future.

22
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CNO—SAS540.100

c
- - Derivative financial instruments valuation which are not 2
TYPES OF ACCOUNTING ESTIMATES "[ overall information to be collected for all estimates J @ { ublicity traded 5
High estimation & H (Gﬁ
_’[ el valhie aeag GSmEEs ] | [ How mgt i.deint/ﬁes Frans?ct/ons, events a.nd conf!ition (Tec) ‘w‘h/ch gives rise unc?e reainty (oFL) Fair value accounting estimate for which highly specialized o
for recognizing or disclosing new accounting estimates or revising existing Examples > F |~ entity developed model used of which assumptions & inputs o)
It includes fair value, where there is estimation uncertainty [ that means chances accounting estimate are not observable. =)
that getdatioytcomeliniiiibelaifferent fionitnelestimatediamount] | [ Auditor shall enguire of mgt about CHANGES IN CIRCUMSTANCES that may L[ 1 |- Litigation outcome related accounting estimates. ) <
Fair value means estimating market price at which asset will be sold or liability will give rise to new or revise existing accounting estimate PRI - >
be transferred — - - - — Frequently made and updated because they relate to routine
: L, Obtain list of accounting estimates and related disclosure along with important * F |~ transactions
[ [Using Balance Sheet sequences to remember examples] J requirements of applicable FRF. P -
r I - y — . . . . v | Method of measurement prescribed by applicable FRF s
@ [ i ] ; ] - S@ecn‘ic information to understand how mgt calculate & determine accounting estimates } s i simple and easily apply for asset & liability
ssets iability ommon _ __J
[ T ] s — TR T -»[ Understand relevant I1CS ] - »‘;Zcqeza;Z;zﬁ) -»[Complexity involved in business activities is extremely low ]
i Y R s Value of share asset or liabilities
RV. of fixed assets at the ;Ptf"”bs Md | acquired in business _'[ Understand data used & it source ] Examples . Generally accepted or well known model is used for fair
end of useful life. ’ SP:;iﬂeZii . combination ) -»[ Understand assumptions & their basis ] valuation and assumption or inputs are observable.
Value of property, equipment ’ ("~ [2] value of asset or ) N Which method or model is used for computing estimates and -»[ R ]-»[Reaa’ily available data is used to deriving accounting estimate. ]
held for disposal. || liabilities acquired in whether there is any change from prior period method or model
-»[ [2] Investment ] exchange of other asset -»[ Whether mgt has used experts ]
(Value of complex financial instraments \___orliabilities L[ Special Point | sTEP 3 | RESPONSE TO ASSESSED RISK OF MMST
1ot traded in active market / open market. S— :
-»[ Other accounting estimates ] »[L,Esmmatlon S ] [ Glueals wnzingy e 18 epprepdale ]
It includes estimates other than fair value accounting estimates where there is [ L T e s e ] [ Method ] [ Whether consistently followed ]
estimation uncertainty -»[ Review of Prior Period Estimates ] _’[ e el ] [If there are changes, whether changes ]
{b\)henever we are estimating any amount other than market price of asset or liability ] It is mandatory for Auditor to review outcome of previous year accounting ’ Qi GpGpaR il e GeUnsaass
estimate or their subsequent re-estimation. P T ———— - :
; icable eck whether relevant requirements
L[ [Using Balance Sheet sequences to remember examples] ] Nature and extent depend upon nature of accounting estimates & its ’ L] ” fulflled 4 ’
. 1 " relevance (connection) with the current period accounting estimates. are ruimiiea.
[ o ] [ el ] [Rev,-ew not intended to judge whether prior period estimates properly computed. ] _’[ Audit procedures to achieve above responsibility (One or more of the ]
-’[ [1] Fixed Assets ] [ Provision for warranty obligations ] following should be applied)
[ Vsefal life of asset ] [ or ] CNO—SAS40.060 , SAS40.080 -»{ Testing effectiveness of controls }
> Useful life of assets Provision for litigation
— od F STEP 2| IDENTIFYING AND ASSESSING THE RISK OF MMST -»[ Appropriate substantive procedures J
"[ Depreciation method for asset ] ( Provision for losses arising from ]
long term contracts. Examine reliability of data
»[ [2] Investment ] -»[ Basic Principle ] % I %
; . Check reasonableness of assumptions
'{ For investments held to maturity (Long tem), } L Auditor shall evaluate degree of estimation uncertainty associated with I A : Fmethod
-»{ Provision for loss of value, if there is uncertainty regarding recoverability } accounting estimates [ ppropriateness of metho ]
_’[ [3] Current Assets ] If we identify high estimation uncertainty than it is considered as area Whether mgt has computed or determine appropriate ’
— of significant risk. accounting estimate. (re-calculation, re-computation)
I:[Prowswn for doubtful debts ] _.[ e G, e e i (5 G ] -»[ Point Estimate (Single value) & Range Estimate (Minimum or Maximum value) ]
Provision for loss of inventory due to obsolescence - 5 - - - -
[ v ] _,[ 7 ]_,[ Judgement ]_,[ Extent to which estimate depends on judgement. ] IR this auditor computes point estimate or range estimate using set of
assumptions and method which are different from the managemen
CNO—SAS40.040 -’[ S J_’[ Sensitivity J_’[ Sensitivity to changes in assumptions. } (" And then evaluate whether there is significant difference from mgt's estimates. )
RISK ASSESSMENT PROCEDURES AND RELATED @ 2\ ( Existence of measurement of recognized —| (Auditor should understand mgqt assumptions and method to ensure that he
ACTIVITIES FOR ACCOUNTING ESTIMATES —| T |=| Technigues — | techniques and subjectivity of assumptions \_has taken all relevant variables while making calculations) J
_ )\ used as inputs _f If range estimate is used auditor should ensure that range should be h
[ Introduction -»[ 0 ]-»[ Observable inputs ]-»[ Whether inputs are observable or unobservable ] -f”’cﬁCief”t’y narrow such that estimates which comes within these range
p p - _is considered reasonable. )
i ; ; Length of forecast .
S# 315, tell us about what overall information and understanding should be " Length of forecast period and relevance of Subsequent Check whether there are events after balance sheet date
obtained for a particular entity to identify RMM. ~| L |=| period and relevance |— - - : L \ . .
of past data data drawn from past events. Events which provide additional information for accounting estimates.
SA $40, tell us what understanding should be obtained to identify and assess ’ ~ o
risk for accounting estimates. -»[ D ]-»[ Data reliability ]-»[ Availability of reliable data from external sources. ]
“Higher the degree of estimation uncertainty, more are the chances that mgt may
use these particular area for manipulation that means it is susceptible to mgt bias. CA Ravi Taori
VSMART 2 @)..;‘3@
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Basic
Principles

CNO—SAS40.140
STEP 4 DISCLOSURE RELATED TO ACCOUNTING ESTIMATES

Auditor has to check whether the disclosures
of accounting estimates as per the requirement
of applicable FRF.

For all account/ng

estimates
N J

-

risk in accounting

("If there is significant E
L estimate )

Auditor should additionally evaluate adequacy
of disclosures w.r.t estimation uncertainty

[

Further Explanation ]

| For all accounting estimates (FRF Focus on material items and generally ’

reguires following disclosures

]
v v v

Assumptions e Sources of estimation uncertainty
used ewno and its implications.
|
v v

[ Method us;d } [Basis of selecting methods } [ Changes in methods }

If there is a significant risk ]

{
¥
In this, even if all the requirements of FRF are followed still auditor may conclude that
‘ disclosures are inadequate and ask mgqt for more disclosures and go beyond FRF. ’

Part 3 -- SA 600

USING THE WORK OF ANOTHER AUDITOR

[ Accepting acceptance of work as principal auditor ]
A4

[ Auditor should ensure that his own participation is sufficient, for this consider following points

¥ 1
[ For area covered by principal auditor J [ For areas covered by other auditors ]
i ; : 3
[ Materiality of the portion of FST [Rlsk of MMST involved in components ]
Principal Auditor's degree of knowledge
regarding components

procedures as per SA 600 on components.

Can principal auditor perform additional I

PRINCIPAL AUDITOR'S PROCEDURES

[(I) Basic Principles regarding relying / using the work of another auditor J

Principal Auditor is normally entitle to rely / use work (communication)
— A .
and reports which are made by another auditor

CNO—SAS40.160, SAS40.170
STEP S WRITTEN REPRESENTATION

[ It is mandatory to obtain written representation from mgt & TCWG. ]

-{ Ensure that all the points related to assumptions are covered. }

Depending upon estimation [ Step | ]-»[ Specific estimate Related points ]

uncertainty include more things
N ) ) . [Step 3 ]-»[ Subseguent Events ]
(connecting with earlier steps for
ease & retention) [ Step 4 ]-»[ Disclosure related point ]

[ Estimates not recorded or disclosed ]

-»{Basis & Appropriateness }-l:

[ Fair value presumption not followed ]

[ Review of prior period estimates ]

|
v v

’ ‘ Benefits (B EER) ’ Not with objective to find out

Mandatory to review outcome

of estimates and re-estimation mis-statements in prior period.

¥ L2 L4
2 ]I £ J : J | R )
¥ 12 12 ¥
Whether mgt Effectiveness of Degree of estimation Audit evidence
Is biased estimation process uncertainty involved for re-estimation

[In special circumstances (unusual things or fraud at branch [subsidiaries) ]
i

[ Auditor may perform following ]

1
\ ¥

[Examine books of accounts and other records ] [ Visit the branch, subsidiaries ]

-»[ Most important factor which affect Principal Auditor's procedures ]
A
{ Principal Auditor should evaluate / consider competence of J

another auditor, is it appropriate for the given assignment

\
[ If another auditor is a CA, then such evaluation is not required. ]

(2) Procedures which principal auditor should apply before
using / relying work or report of Another Auditor

[ prveple | |

> Main - [Genemlly Principal Auditor is suppose to perform following things J
Procedures
Inform another auditor what work or report principal auditor
| is planning to rely / use and make sufficient arrangement
among themself for co-ordination at planning stage

Principal Auditor is supposed to collect SAAE that work or report of ’
another auditor is adeguate and he can rely on them

»[ Inform ] [Shortcut—SlT ]

CNO—SAS40.130

STEP 6 DOCUMENTATION

|
¥ 12

Basis for Auditor's conclusion for reasonableness of

estimate and disclosure that give rise to SR(Significant Risk). VIEHGEEaS OF Fgis G, 0F ey ’

[ | Eg. treatment of interest during moratorium period given
in COVID

Procedures which another auditor should perform to ’

Speaal consideration to be applied by another auditor ’

ensure Intercomponent transactions (RPT between
holding & subsidiaries)

-»[ Time Table for completion of audit ]

24

Obtain representation, inform another auditor regarding

L | significant reporting requirements like CARO, Tax Audit
Report etc. and obtain representation as to compliance
with them.

Continue on next column...

L[ Additional procedures that may be applied }

-»[ Might discuss audit procedures applied

-»[ Review written summary of another auditor's procedures & findings ]

-»[ Review findings of completed questionnaire or checklist

—»[ Visit another auditor ]

/xuditguruin

Appl/cat/on of above procedures will depend on circumstances of engagement and
| professional competence of other auditor

Pr/napal auditor may not apply all this additional procedures, if he thinks he has
| SAAE that other auditor has good quality control procedures & policy for
conducting their work.

[ (3) significant Findings ]

|:[ Principal auditor should consider significant findings of other auditor ]

[Principal auditor may perform following things for findings ]

Discuss with other auditor and management of component regarding audit
findings

[ Decide supplemental test of records, FST to be performed

[ These tests can be performed either by principal or other auditor

[ (4) Importance of above procedure in particular circumstances }

If another auditor is not professionally qualified which may happen in case of
foreign branches, importance of all the above procedures increases drastically

[ (s) Documentation ]

-»[ List of components audited by another auditor's

| Significance of each of these components like there total T/0, Profits, Assets.

| Who performed their audit

| Conclusions and nature of reports received from another auditor

reports

If report from another auditor is modified then how principal auditor dealt with

| such things while framing his own report.

- J . _Jouo o JoCJCJ

-»L Audit procedures applied by principal auditor before relying / using the work or

=D
CO-ORDINATION BETWEEN THE AUDITORS

->[ There should be sufficient liaison between principal and other auditor ]

-»[ Advise OA on any matter which are important for PA's work.

Communication from - - : .
—=| PA may sent detailed questionnaire on particular matter to OA.

PA to OA

| PA may sent [ issue written communication to OA.

-»[ 04 should ensure statutory compliance of communication if
any.

OA knows context in which way his work is used. If 0A comes
to know about significant findings which can be resolved at
entity level and important for PA, he should sent such
information immediately Eg: - If there is any problem is
following time table given

|, Communication from
OA to PA -

-»[ 04 should respond to guestionnaire on timely basis.

]
]
]
j
}
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CNO—SA600.100

REPORTING CONSIDERATIONS

(How to report)
1

¥ 1
[ Report of 0A not reliable } [ Report of 04 reliable but modified
4 1
After performing procedures as per SA 600, PA should carefully consider subject
PA conclude that report or work of 0A not matter of qualification especially nature and
L reliable. significance w.r.t to financial information
] of whole entity. )
8 PA is not able to perform additional N }
procedures required to evaluate financial Then PA should make conclusion whether
information of component, this is consider as modification is required in PA's report.
limitation of scope and PA should gualify or
_ give disclaimer. Y
DIVISION OF RESPONSIBILITY
1
¥ 1
[ Responsibility of PA ] [ Disclosure in Audit Report }
. 4

P# is not responsible for work and P4 should clearly specify in his Audit
report made by 04 on the component report number of branches, subsidiaries
i which are not audited by him and also
indicate gquantum of financial activity
and balances at components in
monetary terms or in percentage terms.

(" But if he had information which aroused
suspicion about reliability of work of 0A,

then he should perform additional procedures
to confirm reliability else PA will also be

\_ responsible for inappropriate work or report J

L[ Internal Control (In sequence of Importance) ]

-»[ Review of Compliance of Law & Regulation }

[ Internal Auditor may be required to review requirements of law, I
requlation and rules

‘ Intermal Auditor require to evaluate management policies and directives I

given for comply these laws

-»[ Review actual compliance of laws, requlations and rules ]

»[ Evaluation of Internal Controls }

[ Internal Auditor may be required to review controls whether they are
adequately designed

[ Evaluating their operations (are they implemented properly) ]

13

v

Recommending improvements thereon. (Internal Auditor may be required to
provide assurance regarding design, implementation and operating
effectiveness)

-»[ Examination of Financial & Operating Information }

e : : ; = :
| Internal Auditor may be required to review how system identify, recognize,

measure, classify, record, summarize and report financial & operating
_information.

After reviewing the system, Internal Auditor may go and examine like
transactions and balances.

-»[ Review of Operating Activities }

Internal Auditor may be assign work to review economy, efficiency and
= . . PR . . . S
effectiveness of operating activities (including non-financial activities)

c

SA 610 EXPLAINS THAT STATUTORY AUDITOR e
CAN TAKE HELP OF INTERNAL (8’

AUDIT FUNCTION IN FOLLOWING TWO WAYS:- 4

| ©

¥ 1 =

Using work of Internal Auditor } [ Taking Direct Assistance } <

{ i

Statutory Auditor refers the work performed
by the Interal Auditor as per instructions

Statutory Auditor appoints Internal Auditor as
a separate assignment to help him in doing
statutory audit and work as team member.

by the management

Ve N\ . . N
Step I: - Evaluating Internal Audit step Ii- VBB 172207 Aucf'/t .
Function Gohether we can use his work) > function for the purpose of taking direct

L ) assistance.

., f Step 2: - Determining which work of
_Internal Auditor should be used

| Step 2:- Determing which work can be
assigned to Internal auditor

f Step 3: - Using the work of Internal
| Audit Function

Step 3:- Taking direct assistance from
internal auditor

————
USING THE WORK OF INTERNAL AUDITORS

[ Definition and scope (range of activity) of internal audit ]

-»[ Definition ] - [ In Internal Audit function we evaluate / examine 3 areas ]

1
A ¥ L4

Governance of entity
(How they are managed)

13
[ So that we can give assurance and also suggest improvements }

H Risk Management l Internal Control Systems \

-»[ Scope of Internal Audit Function (Activities related to) ]
)=

¥
Performance management and
accountability with which employee
work to achieve performance.

Interal Auditor may be require to evaluate ]
1

->[ Governance

1
Appropriate

communication
with respect to

T
Compliance with ethics
and values while
running organization

¥ 1
‘ Communication of risk and related H Communication between TCWG, ’

control information to appropriate Management, External Auditors, Internal
areas/department Auditor.

-»[ Risk Management ]

thereby improving risk management system of entity and improving internal

Assist entity to identify areas where there is significant exposure to risk and ’
controls to compensate those risk.

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

28 Continue on next column...

CNO—SA610.030

INTERNAL AUDIT AND EXTERNAL AUDIT

External Audit

) |

[ Particulars ] [ Internal Audit

c a

In I.A. we evaluate 3 areas: -
Governance of entity risk
management, Internal control
system so that we can give
assurance and also suggest
improvements

Systematic independent
examination of financial
records with ultimate
objective to give opinion on
FST whether they gave True
& Fair view or not

Definition

A A

e I N [

applicabilit It is voluntary compulsory to some blt /sk comp ulsory to companies,
pp Y companies uls 133 ank, insurance company, trust
N _J N\ etc. J
e D ; e T D
CA, CWA such other professionals Qualifications and
Auditor may or may not be in practice, may dis-qualifications
be employees are given in Companies Act
N J J
Only CA in practice can do audit
. By Audit committee or BOD as the
Appointment case may be Generally by shareholders
) . . Oriented to the needs of users of
Orientation Management oriented FST and management
Scope of | [ 4s determined between management | [ Depends on law / SA's [ terms
L Work )| and internal auditor )L of engagements
Format of No format prescribed quidelines o
‘ Audit Report given in SIA § Proper format is given to SA 700
Submission of | [ To the management [ To the shareholders
Report

CNO—-SA6I0 060

USING WORK OF INTERNAL AUDITOR

STEP | EVALVATING INTERNAL AUDIT FUNCTION, WHETHER WE CAN USE ITS
WORK

Follo»omg factors should be evaluated for this purpose

[Level of Competence

[Eva/uate objectivity of internal auditor, for this purpose

system Organizational status and policy and procedures related to

Check Systematic and disciplined approach including quality control
Internal Audit Function (authority, restriction, conflict of interest etc.)

->[ In following situation we should not use work of 1AF }

—)

[ Lack sufficient competence

Organisational status, policy and procedures related to IAF
(not adeguately support objectivity)

-

Does not apply systematic and disciplined approach including
guality control system.

-
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N DETERMINING WHICH WORK OF IAF TO BE USED

-»[ Factor which should be evaluated ]

-»[ Work Related Points ]

Consider nature and scope of work performed and planned to be
performed

Relevance of this work to External auditor and overall audit strategy
and plan

-»[ Area Related Points ]

( (In these circumstances we should use less work of Internal Audit
| Function and we should work more)

Areas where more Plannmg and performing audit ’
| Judgement is involved in I-I: procedures
Evaluating audit evidence ]

-»[ Where there is higher RMMST and SR ]

Internal audlitor related points ]

\
o

(In these circumstances we should use less work of 1AF and we
should work more)

STEP 3 | USING WORK OF 1AF

External auditor should discuss planned use of work with Internal

auditor and establish co-ordination between there activities

Discussionand |
Co-ordination

External auditor should read report and understand nature, timing & extent

Read
‘ of audit procedures performed by internal auditor and related findings

Report -

[ Perform audit procedures on body of work (files) ]

Work was properly planned, performed, supervise,
reviewed, reported and documented

( Perform audit

[ Communication with TCWG

L Doing communication with SA 260, external auditor should communicate
nature and extent of direct assistance which will be given by internal auditor
and ensure that it should not be excessive

/xuditguruin

| Principal of sufficient involvement |

L External Auditor shall evaluate whether in aggregate he sufficiently involve in
performing the audit and it is his sole responsibility to express his opinion.

o procedures | SAAE was obtained

to ensure following

[ Conclusion are appropriate as per evidence available

(" Factor affecting nature and

12

extent of external audit

-[[ Area related points ]—»[Same as previous step

procedures

‘ Intermal auditor

related points ’-» [Same as previous step

|
)
)
)
)

\__on Internal auditor's work

External auditor shall mandatory reperform some

-»[Mana’atorg Reperformance ]—»l

of the work
Evaluating external auditor's own conclusion Step 1/ Whether they
whetherconclusion formed by external auditor in Step 2 were appropriate

[ Organisational status ]

-»[ Less objectivity because of ]-l:

[ Policy & Procedures related to I1AF. ]

-»[ Lower Level of Competence ]

-»[ Principal of sufficient involvement and significant judgement ]

| External auditor should always ensure that he is sufficiently involve in doing
audit and expressing opinion

-»[ All the significant judgement of audit to be made by external auditor

—

-»[ Communication to TCWG ]

> of audit, external auditor should communicate how they plan to use the

While communicating to TCWG under SA 260 regarding plan and scope
work of Internal Auditor.

EXAMPLES WHERE EXTERNAL AUDITOR HAS TO MAKE SIGNIFICANT JUDGEMENTS

(shorteut - GrADES |
-»[ Evaluating Going Concern assumption ]
—(  Assessing Risk of MMST ]
—(  Evaluating matter affecting Audit report ]
- Adeguacy of Disclosure in FST ]
-»[ Evaluating significant accounting Estimates ]
L sufficiency of test performed ]

CNO—5A610.020

TAKING DIRECT ASSISTANCE

EVALVATE WHETHER INTERNAL AUDITOR CAN
SIERH BE APPOINTED TO TAKE DIRECT ASSISTANCE.

(If we compare this with step | given earlier, one additional point regarding law
prohibition is included and one point regarding systematic and disciplined
approach is removed because it is not relevant)

[’. P AT ] . [ Checlc whether taking direct ]

assistance is prohibited by law.

Auditor has

to evaluate Objectivity of Interal Auditor (also

inguire into rights, interest, relationship

following points

2. Evaluate of Internal Auditor which may create
Significance of threat)
Gt [ W.r.t. level of competence

—

[ Don't take direct assistance in following case

I:[ If there is significant threat to objectivity ]

[ If level of competence is not appropriate for the proposed assignment. ]

STEP 3 TAKING DIRECT ASSISTANCE FROM INTERNAL AUDITOR

-»[ Two Agreement should be taken ] [

’ -[[h)l” keep confidential specific matters ]

Internal auditor will be
allowed to follow instructions

Written agreement from
entity Will not intervene in work I

of internal auditor

‘ Written agreement from
Internal Auditor

Inform external auditor of any threat
to their objectivity

External Auditor shall DSR (Direction, Supervision, Review) of work of
Internal Auditor as per SA 220. Also consider following points

Shorteut - I'As |

NTE of DSR shall be framed taking into consideration that internal auditor are not
" | Independent and also consider area related and Internal auditor related points

SO Also consider whether there are indications suggesting that
' = | internal audit function is not appropriate as per step |
rodit External auditor shall check back work performed to underlying ’
udi
{
External auditor shall evaluate whether Audit evidence is sufficient
to draw conclusion from internal auditor work.

Audit evidence
-[ DSR should be as per SA 220 ]

CNO—SAé6l0.100

CAN DIRECT ASSISTANCE FROM INTERNAL

AUDITOR IN CASE OF EXTERNAL CONFIRMATION
PROCEDURES CAN BE TAKEN ?

!

EXAMPLES OF WORK DONE BY IAF WHICH CAN BE USED BY EXTERNAL AUDITOR

[ Law Related ]

|:[ Testing compliance with requlatory requirements ]

[Testing of operating effectiveness of control ]

ubstantive Procedures Related ][Shartcut - JAIN ]

- [ Substantive procedures where limited Judgement is involved

N Performing audit or review of Non-significant component

n
1 1

Tracing transactions CAudit trail) through information system ]

- [ Observation of Inventory counting

26

STEP 2 DETERMING NATURE AND EXTENT OF WORK THAT CAN BE ASSIGNED
TO INTERNAL AUDITOR

[ Area related points

[Same as given in step 2 earlier

[lntemal Auditor related points ]—» [Same as given in step 2 earlier ]

[ External auditor shall not use internal auditor in following procedures ]

If JAR is Dirty

—| Making significant Judgement in Audits ]

Work Already done or will be done and reported to management / TCWG

performing audit procedures and evaluating audit evidence

Relates to Decisions external auditor makes in accordance with this SA regarding
Internal audit function and use of its work and direct assistance.

CICRE

t Relates to higher Risk of material mis-statement where judgement is required in

Continue on next column...

As per SA 610, in determing the nature of work that may be assigned to internal
auditor, external auditor is careful to limit such work to those areas that would be
appropriate to assigned.

\

As per SA S0S, External auditor is required to maintain control over external
confirmation requests and evaluate the result of external confirmation procedures,
it would not be appropriate to assign this to internal auditor.

\
However, internal auditor may assist in assembling information necessary for
external auditor to resolve exceptions in confirmation responses.
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Part S -- SA 620

USING THE WORK OF AN AUDITOR’S EXPERT
EXPERT

A\
[Specfal/‘sed knowledge, skills and experience in particular field other than accounts & audit ]

1
\2 I4

M jal Expert
‘ Auditor Expert(to help in auditing) ’ (to ::;?f te ;I;))e ex/“ig n

1 preparing the FST)
L (sA 500)

¥
Internal Expert
(Who is partner or staff,
including temporary staff of
auditor's firm or network
firm) (sA 220)

External Expert
(External to the firm)
(sA 620)

CNO—SA620.020
EXAMPLES OF EXPERT IN SOME AREAS

4
[ Shorteut — [Balance Sheet Sequence] ]

[ Liability ] Asset

L&B
P&M
0%¢q

[ Insurance

[ Tax

- | Fixed assets

| Env liability Intangible assets

)
)
[ Emp. Benefit plan ]
)
[ Law, contract ]

Impairment

Financial Instrument

Jewellry -»[ Investment J

[ ]
[ J 1
[ )
[ )
[ J
[ Business Combination J
[ ) -
[ ) 1
[ J
[ ) -

Art & Antiques

FACTORS AFFECTING NTE OF AUDIT PROCEDURES

[_@ Significance of expert work ] [_@ Nature of the matter

0il well valuation Rs. 3000 cr Valuation depends on depth /
and total assets Rs. 10000 crore. width / density / viscosity / soil

It account for 0% of B/s level of surface / drilling cost /
oil burning

)

(" Whole worlk will be done by 3
experts team Auditor is dependent [ \2) Risk of MMST 1
on experts work in this significant
400% change on compared to last year, there
matter. ) ) _ :
is no policy / system on how to value oil well.

Auditor's knowledge of and
experience with expert

g

Auditor has work with the expert
before, expert sometime works
in haste and misses some
important point so Auditor should
be careful /

r@auality Control Policies ]
If it is a interal auditor's expert, then he is considered J

as member and QCPP (Quality control Policies &
Procedures) is applicable but if he is external then he
is not member therefore QCPP is not applicable, then
auditor need to alert and do more evaluation

( Shortcut:- SNAR] ]

27

Factor suggest need for different and more extensive procedures
(It is mere repetation of above points, explaining when to perform more procedures)

[Expert's work relates to significant matter ]

»[S/‘gn/'ﬁcance of expert's work ]

Expert is performing procedures integral to audit
expert is not just a consultant or advisor

= Nature of matter

- [It involve subjectivity and complex judgement ]

=3

Risk of MMST - [ Area is having high risk of MMST ]

Auditor doesn't have any previous knowledge of
expert's competence, capabilities, objectivity and
no prior work experience

R Auditor's knowledge of and
experience with expert

-

-»[ If expert is external expert ] - ’Such expert is not subject to firm's QCPP

CNO—SA620.060

STEPS IN SA 620

NEED FOR AUDITOR'S EXPERT (FOLLOWING POINTS

STEP | |ud

SHOULD BE CONSIDER FOR THE SAME)

v ¥
[ I 4 points similar to the factors ] ‘

Additional point
affecting NTE of audit procedures ML (2225 ]

| Significance of matter

Whether management has
used management expert

Availability of alternative
source of audit evidence

—

Risk of MMST and expected nature of

™| procedures to respond those risk

Auditor's knowledge of and

=> . .
experience with expert

[ )
-»[ Nature of matter including complexity ]

Examples of activities in which Auditor's expert assistance can be taken ]

i
[ These points are arranged in sequence of core audit process for ease in retention ]

\

Understanding entity and its environment ]

4
Identifying and assessing the risk of MMST ]

[

l [ overall response for risk of FST level ]
[ Response to risk ] - - - -
Further Audit procedures at assertion level (including
l test of controls and substantive procedures)
[ Evaluating sufficiency and appropriateness of audit evidence J
Factors to be considered whether to appoint auditor's expert when
management expert is already appointed
]
v ¥ 14
Expert related points J [ Management related points J [ Work related points J

[ Competence and capabilities ] (

Whether management has Nature scope and

|

objectives of
management
expert's work

Whether employed by entity

or engaged by it

established controls to evaluate
J management expert's work

J
N\ J

Can management exercise
control or influence expert's

work to get favorablel results.
N

Whether management
expert follow technical
J | performance standards
or other professional
or industry requirement

\bohile performing his work

CNO—SA620.080, SA620.90

MATTER TO BE CONSIDER WHILE SELECTING AUDITOR'S
EXPERT (BASIC PRINCIPLES)

v 12 L4
Competence C oo o Evaluate of objectivity shall
(knowledge, Ctime Obje.c_t' i include inquiry regarding
qualifications, availability (ability to interest and relationships
tm/"f’”% team remain of expert with entity
experience, equipment) unbiased)
reputation) L
Important [l«)hether expert is following any legal or requlatory requirement )
consideration w.r.t. work J
while evaluating [ Whether expert have accreditation from any licensing body J
cco
S

Whether expert following professional standards and technical
performance standards

J
[ Other Matters ]
— [ Whether competence of Auditor's expert is relevant
4
For matter of audit E.g. acturary may be specialist in property and
—> | in which expert's work casualities insurance, but audit may have
will be used requirement for pension calculation expertise
[ Wrtto accounting E.9. FRF may require expertise of particular
— and auditing methods, model or assumptions in which expert
L requirement may not be having enough experience
[ Unexpected events (expert is not able to work as promised) ]

|, | During the Changes in condition (because of change in business different
audit expertise required)

[ Audit evidence obtained (contradictory to expert's opinion)

S

[ Evaluation of significant threat to objectivity ]

= [ Inguire about expert's relationship with the entity J

~> Audit Procedures -

[ ] Discuss with expert whether safequards are

applied to reduce threat to acceptable level
- - > [Financial interest ]
Examples of interests and
| relationship that create | 4> [Business relationship ]
threat to objectivity - = .
\ = [Serwces given by expert to the entity ]

| For above points auditor may obtain written representation from experts
about interest and relationship

Auditor may identify threats to objectivity but
he thinks safequards like more supervision,
evaluation and time can reduce threat

I* Situation |=

R Two types
of situations

Threat cannot be reduce to acceptable level J

2" Situation - : -
Basic work which expert is suppose to evaluate

is prepared by expert itself for the entity
(self-review threat)
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CNO—SA620.100
STEP 3 kud OBTAINING UNDERSTANDING THE FIELD OF EXPERT

-»[ Sufficient understanding is required in the field of expert ]
I

v 14
[ Before expert starts his work ] [ After expert has done his work ]
4 {

To determine nature, scope and
objective of the work which
should be done by expert (Agreement)

To evaluate adequacy of the
work done by expert

Activities which can be done to obtain understanding(Such activities
can sometime give so much understanding that auditor may work
without expert)

A |2

Obtain understanding from education
or professional development of this
particular field. This may include
formal courses or discussions with
individuals who posses expertise
in this field.

Past experience of
auditor himself of
auditing entities
which require
such expertise

Past experience of
other auditor who
has perform similar
engagement where this
expertise is required

Factors which may lead to more detailed agreement as
compare to normally required

[ Shortcut - Nuclear DEAL is Complex ]

Not previously used work of this expert

Different roles and responsibility as compared to normal

Expert have Access to sensitive and confidential information

Multi-jurisdictional Legal and requlatory requirement

[ Extent of expert's work is more and its significant
[ Work is highly Complex

— L _J_J L _J

CNO—SA620.120

AGREEMENT WITH AUDITOR EXPERT
STEP ¢ =g
(THEY SHOULD AGREE IN WRITING)

3
|’<> Scope

@
[ Nature of work ]

)

~

Eg: - Analyzing company [Eg: - only oil wells in Orissa

)

drilling data of past 2 years

‘ Without considering

-»[ Satellite image Evaluation climate change

/ \ VAN

10 samples from different
spots for lab testing

[@ Role & Responsibility of Expert

AN

-»[ Drilling $000 ft. ] [ To arrange equipment
M\ [ To arrange team
(O ogect
LT ] [ To follow time limits

[ i
|

Width, Depth, Quality, Valuation ] p
[_G Communication & Reporting

s
[_Okole & Responsibility of Auditor

( (identify partner or staff that will liaise
with expert and also fix the procedure
| which will be used)

R
drilling data source data)

p
(In case of SR (Significant risk), their

should be oral communication as well

as formal written report at the conclusion

To get permission to access & use

equest mana ement to send ]

[ To arrange satellite images

oil well from management M \Of work)
[ U Confidentiality
‘ [ Status report every IS days ]

Confidentiality procedures as applicable to

auditor same will be applicable to expert also [ Mid term report after 3 months ]

[ Final report after 6 months ]

Continue on next column...

28

CNO—SA620.140

| ..ﬁ .\ ..b ..rn : ..Z

STEP S WEM EVALUATING THE ADEQUACY OF EXPERT'S WORK

[ Source Data ] + [Assumptions & Method ] = [ Findings & Conclusion ]

12 12

I«

‘ Completeness, Accuracy, ’ [Relevance and reasonableness ] ( Relevance, Reasonableness
Relevance (CAR) i & Consistency with other
[ Factors used for Evaluation ] _audit evidence )
5 — /o ] Il N ( )
[ . Verify Origin ] Compareipicilg eneraty Specific Procedure -
accepted assumptions in il hods of
| 2. Test Ics & Transmission | | the field Similar to methods o
—— o Reguirement of AFRF collecting evidence in
C.om leteness & Internal C G (31(0) $4 500, Observatio,
c p N management assumptions Inspection, Inguiry,
ASISEENE) & methods .
. Re-calculation,
e Is it suitable for specialized .
Re-performance, Analytical
models
& /| Procedures, Confirmation,
match things with published
data such as statistical
¥ 1 reports from reputable &
Ve ; Ve L authoritive sources )
Case I: - If expert's work Case 2: - If expert work is -
is to evaluate assumptions to develop point or range Inconsistency
& methods of management estimate for auditor (If expert's findings is h
Auditor Procedures Audit Procedures inconsistent with other
Coaah /) cxaring e o Evaluate assumption and audit evidence, auditor
adeguacy of renew of methods used by expert SI"OUL"' discuss it f";'th |
assumptions and o SA 540 explains how to anot r;'fr expert with relevant
methods of management expertise

evaluate assumptions & _ Y
methods of management.
Same principles can be
used to evaluate methods
& assumptions of expert

[ Final Discussion ]

Audit should discuss expert's
report with management

1
[ If work not adeguate ]

[ I. Agree with that expert for further procedures ][ OR ] 2. Perform further audit
1 procedures

[ If Auditor concludes that work of expert

is inadeguate & he cannot resolve matter

STEP 6 [ad REFERENCE TO THE AUDITOR'S EXPERT IN AUDITOR'S REPORT

]-» [ Express modified opinion ]

CNO—SA620.160 1

14

Unmoa'/ﬁed Opinion ] [ Modified Opinion ]
4
. [ Refer if its relevant for the understanding ]
No reference, unless required
by law, if referred explain no If referred explain no reduction in
reduction in responsibility of responsibility

auditor
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CHAPTER 03

Part | -- SA 318
AUDIT RISK & ITS COMPONENTS

] [Non—SampIing Risk ]

[ Inherent Risk Control Risk

] [ Sampling Risk
¥

Chances that
conclusion obtained
from sampling

‘ Assan/ng no Internal Internal Controls

Chances that

Controls chances are not able to conclusion goes

that transaction, prevent / detect & doesn't mateh with b;nong becanse
balance & disclosure correct population of inappropriate
s audit procedure etc.
. are matenallg misstated | misstatements (Detailed in SA $30)

v
| Detection Risk |

Risk of Material Misstatement (RMM) Combined Risk
(Inherent X Control)Circumstances that transaction,
balance & disclosure presented in financial
statements are materially misstated.(Prior to Audit)

Chances that material
misstatements are not
detected by auditor

v
| Audit Risk |

Chances that final opinion given by auditor is inappropriate.
Unmodified opinion is given when modification was required

RISK ASSESSMENT AND INTERNAL CONTROL

(Assessment | » [ Separate or Combined | »( Quantitative or Non-Quantitative |

a— Separate }
[ Big Client |»( Good ICs |~ '|:

Not having Combined
Small Client |~ properly - -
documented 1CS assessment

P eno=snsis-uscos
RISK ASSESSMENT PROCEDURE
(HOW TO COLLECT INFO?)
_ B [ Entity & Environment | To /dent/fy 2
-’ { Including 1€S } assess RMM

Inguiry

CNO—SA31S-RISK.020

RISK OF MATERIAL MISSTATEMENT (RMM)
[ Chances that FST are materially misstated J
[ Presented to auditor prior to audit J

(Components 21t X
Components
Control Risk

[ shall Include |+ Observation & Inspection]

Analytical Procedures |

eno—swai-siscoss
UNDERSTANDING OF THE ENTITY AND ITS
ENVIRONMENT (What Info should be collected)

State of Economy

CNO—SA31S-RISK.020

INHERENT RISk (IR)

T 7 v !

12

Before considering | | Susceptibility Individually or
[ related controls ] [ of Assertion About TED 7o be MMST in aggregate

[ Examples of higher Inherent Risk J

[
v v v v
| Business Risk | [ Complexity | [ Estimates | Factors in entity affecting several
TBD assertion
Eg. Factor affecting going concern

CNO—SA31S-RISK.020

DETECTION RIsk (DR)

(Risk that audit procedures are not able to identify |

-[[

Material misstatements individually or in aggregate |

[ Planning ]
Factors | _[ Effectiveness of [ Assignment of Personnel )
affecting DR Audit Procedures (Prof. Skepticism J

[D/'rect/'on, Supervision and Review (DsSR) J

(IR & R (RMM) )= Not controlled by auditor = P€P ends on Busivess J

& Environment

[ Interrelationship || DR |=( Controlled by Auditor | Depends on TOC & SAP |

[ Relationship | - DR & RMM are inversely related |

[ Objective |~

acceptable low level

To reduce DR to such low level that audit risk comes down to ’

Nature of Industry

Regulatory Requirement

Ownership & Governance

Financing & Structure

Types of Investments

Nature of Operations

Financial Reporting Framework

Selection & Application of Accounting Policies

Financial Performance

Objectives

L J o JL JL J L JL J J Joe Jo Jue J

[
[
[
[
[
[
[
[
[
[
[
[

Strategies & Business Risk

[l CNO—SA31S-RISK.080

CNO—SA31S-RISK.020

CONTROL RISk (CR)

[ controls not able to prevent, detect & correct (PDC) )
[ Defnition | {[ Material misstatements individually or in aggregate )
[ In assertion at TBD ]

{ Design J
[ Reasons | = [Ineffective) {[ Implementation |
{ Maintainace J

[ can reduce it but not eliminate |
(Top Level Mgt Override J

{

( Because |1+ Mid-Level collusion

L

[Lower Level Human Error

Continue on next column...

29

CNO—SA31S-RISK.020

AUDIT RISk (AR)

( Definition | = Expressed unmodified opinion |- Where FST are having MMST |

Expressed modified opinion |- Where FST are not having MMST |

[ Not Included in AR ]'[:{

Does not refer to auditors business risk |

| AR=RMM xDR |
( Formula 1'[:
[ AR=IR x CR X DR |

IDENTIFY & ASSESS RISK OF MATERIAL
MISSTATEMENT (1A-RMM)
| FST Level |
( Assessed 2 levels ]-|:

|
[ Audit pmcea’ure for 1A- RMM |

Identify risks [ Assertion Level | Likelihood
throughout the |=(  Relate risks ]-[: :|' & Magnitude
process of RAP FST Level | of MMST

[ Assertion Level |
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CNO—SA31S-RISK.080

FINANCIAL STATEMENT LEVEL RISK

L4

risk at

[ Definition ] T :
1 ; -
Affect i M
[ Related to FST as a whole | [ meacnl;lg ] [Ngit’ﬁi';’fe’?l%’i’e] [ ay Increase ]
assertions assertion

assertion level

[ General cases of such risks |
1

¥ v 1
Deficient Control Concern about Concerns about conditions &
Environment integrity of Mgt. reliability of entity records

Risk of Mgt. Misrepresentation
can be such that audit cannot be
conducted

2
Such that it is unlikely to get S&A
evidence, it may lead to qualification
or Disclaimer as per SA 708

RISK THAT REQUIRES SPECIAL
AUDIT CONSIDERATION

i
| Determine whether risk is significant risk, exclude effect of controls |
i
Consider following factors, Shortcut “ CFO-CSR” |

(o]

(&)

[
4

14 4 14 4 14
o Outside the Related
Significant | | isk of Normal Complexity Subjectivity Parties
Changes Fraud Course Sign/‘ﬁcqnt
of Business Tmnsacpons
: 7

[ After determining for Significant Risk obtain understanding & relevant controls ]

CNO—SA31S-RISK.020

ASSERTIONS

{
| Representation (Info) by Mgt. in FST |

1
[ Examined by auditor for potential misstatements |

+ L
( Explicit J ( Implicit J
[ i
1 Pl yaEy I Not Directly written
stated in FST

but generally assumed

—
or understood.

[ Positive | Negative |

[ Account Balance (Assets & Liabilities) |

( Balance sheet |

100 Cr.

(Existence ]

Land & ( Completeness ]
Building ( valuation J
)

(Rights & Obligation

{ Transactions (Income/Expenses/Inﬁow/Outﬁows) J

[ Presentation & Disclosure (Notes to Accounts) ]

[ Profit & Loss A/c |

Sales 1000 Cr.

[ Occurrence/Rights & obligations

Lease Rent

Completeness

of In Next

S years. [ Accuracy & Valuation

[ Classification/Understanding

DOCUMENTATION

RAP performed Identified and Discussion
understanding || Assumed RMM at |~ Related concerning
obtained & FST Level & Controls Engagement Team.
sources Assertion Level

|. CONTROL ENVIRONMENT

o Attitude (Importance)
-~

o Awareness
° Abi'ftg
o Action

-»[ of TCWGE&mgt ] -»[ Concerning 1CS ]

| Elements of Control Environment |

(Experience & Stature )

T ATErbutes & \Independence from mgt )

Participation \Extent of Involvement & Info they receive |

. | Asking Difficult Questions |
Appropriate
Action Interaction with internal

& external auditors
Approach towards Business Risk ]
gl)a :Z%t - &P;g;ef Zg;‘;oé’ :’g%e [ Attitude towards info processing & accounting function ]
| [ Attitude & Action towards financial reporting ]

evaluation, counselling, promotion,

Compensation remedial action

Recruitment , Orientation ,training,
Practices

1. Policies & I_,[

(c)Human _,l
Resource
Related

Their translation

Mgt consideration
to skill & Knowledge

of competence level |~

related allocation

CNO—SA31S-1€S.020

SA 31S PART 2
DEFINITION OF INTERNAL CONTROL SYSTEM(ICS)

Designed, By TCWG, to practice with Reasonable
Process |- Implemented |= | Mgt, other |- following -
assurance

|

& Maintained Personnel
T T T T
Laws & Regulation Safeguarding Effect/:veness & Reliability of
i Efficiency of i i .
Compliance Assets Operations Financial Reporting

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

‘ 2. Competence ’

[
[ 3. Organisation Structure to

To achieve objectives of planning
connect employees & teams

execution, Control & reviews

-

l Assignment of authority & responsibility,
| 4. Authority & Responsibility | - authorisation hierarchies and reporting
relationships

( 5. communication | = Communication & enforcement of integrity & ethical values |

[ Positive Factor ]
I ‘ Not absolute I

Affects evaluation of
other components of ICS

deterrent to fraud

Only SCE does not prevent,
deterrent correct material
’ misstatement

Satisfactory Control
Environment (SCE)

( Reduces RMM

Affects NTE of further
audit procedure

COMPONENTS OF INTERNAL CONTROL

i

4. Monitoring Controls

|
3. Control Activities
l
2. Risk Assessment Process
{
I. Control Environment

30

CNO—SA31S-1€S.080

2. ENTITY'S RISK ASSESSMENT PROCESS

Significance
- -(Ma nitude)
(Definition How mgt | | Business Risks _[[ Preparation of FST | : 9 :
Identifies relevant to | compliance of FRF | Likelihood

‘ Action to

respon
Includes { vents }{ Affects }

!

. Record - -
Internal Financial Data

Process
or external

ability to

CA Ravi Taori

CA Vishal Bhattad's

 VSMART T
ACADEMY ?{E’
. =Nl
Auditguruin ke
Telegram

/xuditguruin




CNO—SA3IS-1€5.080
CIRCUMSTANCES LEADING TO RISKS

Shortcut “PFA- TRAGIC” risk assessment ]

—

i

New Personnel

{

Expanded Foreign operations

{

New Accounting pronouncements

{

New Technology

i

New Business models, Products or Activities

{

Rapid Growth

{

New or revamped Info System

FEHEEEDEEE
{

1

[ )
[ )
[ )
[ )
[ Changes in Regulatory or operating environment ]
[ )
[ )
[ )
[ )

Corporate Restructuring

CNO—SA31S-1CS.100

3.CONTROL ACTIVITIES

( Control Activities Relevant to Audit can be categorised as )

To reduce
Assigning  Authorising Transactions ) opportunity
i } that serve person
(a) Segregation | D’p’:foe;i:t  Recording Transactions perpetmfe 2
of Duties e

responsibility | b [ Maintaining Custody of Assets | C"V;?e?rlai’g‘” s

[ Physical Security of assets & records )
Physical e

@ [ Authorisation of access to complete programme & data )
 Periodic Counting & Comparison with control records )

[ Actual vs Prior period, Budget, forecast |

[ Operating vs financial
Reviews

( Intemal vs External

G {[Geneml IT Controls ]:H Meaning &
Processing ( Application Controls |d| Examples

Analyse & investigate I
relationship

]  corrective Actions J

= Refer AAE Chapter |

CNO—SA31S-1CS.120
S. INFORMATION SYSTEM, INCLUDING

THE RELATED BUSINESS PROCESS, RELEVANT
TO FINANCIAL REPORTING & COMMUNICATION.
COMPONENT OF CONTROL ENVIRONMENT

- oefmiion]

[ Physical & hardware component

=| statements & adequate disclosure are given in notes to
accounts

., Information system I [Saftware ]
consist of [ People ]
[Data ]
-»[ Many information system makes extensive use of information technology ]
-»[ Reporting objectives of information system (same as Assertion) }
L completeness |~ ?‘heg fhould ensure that all valid transaction are
identified & recorded
Ensure that transaction are recorded & measured at
| Accuracy
proper monetary value
\ ( Ensure that transaction are classified & ensure that sufficient
L\ Classification |-| detail is available regarding transaction so that on timely basis
L \they can be classified
-»[ Cutoff ]-»[ Transaction should be recorded in correct accounting period
»[ Presentation Ensure that transaction are properly presented in financial

& Disclosure

J

Quality of information generated from the system directly affects

L | Effect -{management’s ability to make a;:épropriate decision in managing &

controlling entity & preparing its financial reports

To improve information system there should be proper
communication regarding roles & responsibility pertaining
L to information system

Role of proper |
communication

¥

It can be in the form of policy manuals, financial reporting
manuals (communication can be made orally; electronically
or through actions of management)

A\

CNO—SA31S-1CS.180

FLOW CHART

|+ Graphic presentation of ICS J

[ Definition

| Disadvantage |- [ Most concise way of review

/xuditguruin

Minimise amount of narrative explaination

JJ L JuJ

| Birds Eye View of system, flow of transaction & Integration

Easy to spot deficiencies & suggest improvement

CNO—SA31S-1CS.220

CHECK LIST

 Series of instructions or questions

( Which member of staff must follow & answer

( He completes instruction, put his initials after performing instruction

( Answered in Yes/No / NA

( Example | | Check list for purchases |

( Tender |~( Written order |~ Po Standardised |~+( PO Pre-Numbered |

!
Stock Control

v v v v
[ Purchase | [ Receipt | [ Inspection | [ Custody |

| Evaluation | = Studied by Principal/Manager/Senior |

4. MONITORING CONTROLS

Process to assess effectiveness of Internal Control performance & I

| Definition |- taking remedial action.

Aud/tlo( . »[ Shall obtain understanding of how entity maintains controls. J
Responsibility

( Through ongoing activities )
Separate Evaluation
Ways of (sep )
Monitoring ( combination of above J
May use info from external parties
(E.g. customer complaints, regulator comments etc.)
( Significant
Close variations
small Monitoring involve- 7o fr @ Performing
-. Accomplished { [ pyoper / ment - " 4l expectations || yepmedial
by Manager in identify L~ rate © | actions
Opsiasien Financial
Data

3

CNO—SA31S-1CS.160

TOOLS OF 1CS REVIEW

1
v v v v

[Narmtive Records ] [ Flow chart ] [ Check List ] [Questionna/'re ]

CNO—SA31S-1€5.240

INTERNAL CONTROL QUESTIONNAIRE
)

»[ Comprehensive series of Questions

»[ Questionnaire is usually issued to Client ]

b ( Client is requested to fill it | p(Yes - satisfactory ICs |

> Questions framed where answer is |4 (No - Suggest weakness |

(oefnition )-

b Most widely used | L(NA - Not relevant J

b Framed in one complete set or in sections |

> Done Annually J

> If inconsistencies or incongruities noticed, the matter is further discussed |

NARRATIVE RECORDS

> [ Complete & Exhaustive description of 1S ]
[ Definition ] T+ [ Prepared after observation & Actual Testing ]
> [ Recommended where there is no formal control system ]
*[ To Comprehend System ]
[ Disadvantage ]»[ To Identify weakness ]
-v[ To Incorporate Changes ]

CNO—SA31S-1CS.260
INTERNAL CONTROLS IN SMALL BUSINESS
1
v v v v

L4

. Controls in . In same case Extensive
Segregation
/?ua//.t swall £ greg ‘ compensated use of
Objectives Large is not of duty is bq owner | Substantive
are same same missing supervisory contro Procedure
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CNO—SA31S-1€S.080

RISK BECAUSE OF IT SYSTEMS

First comes Then Comes - Then - Then
IT Personnel Data Processing Changes
| | | |
IT personnel Unauthorised Manual Failure to
9aining access access leading to Intervention make changes
privileges [ [ I
beyond necessary . Inaccurate Unauthorised
Destruction .
Processing | changes to system |
[ [ I
( .
Potential loss Processin Unauthorised
of data | /naccurate data | changes to Master
[ L File y,
Non-existent
Transaction
[
Unauthorised
Transactions

CONTENTS OF COMMUNICATION OF I1CD
(MGT Letter/Letter of weakness)

+| Description of Deficiencies

Shall be
in writing

Explain purpose

of Audit &
related matters

[
| Potential effects
[

S| Sufficient Information to get understanding of issue & context

> Purpose of Audit to give opinion on FST

»( 1t includes evaluating Interal controls related to financial reporting

“b( But not for the purpose of expressing opinion

"\ during audit

Matters reported are limited to important deficiencies identified

for

Vsefulness {[ Mgt |+( Valuable for revising system & insisting strict compliance

Chaditor 1|

Minimises auditor's liability in event of major
defalcation or loss due to ICD

LIMITATION OF ICS

[ Even if ICS are effective, there is only reasonable assurance J

v

| Related to TOP Level

L4
| Judgement by Mat.

| [ Collusion among people |

v
| [ Related to MID Level | [ Related to LOWER ]

Level Employees

|

v
Human Judgement

in Decision making

v
Lack of Understanding
Purpose

CNO--SA265.020

Part 2 - SA 26S
DEFINITION-INTERNAL CONTROL DEFICIENCY (1€D)

[ Internal Control necessary to prevent, detect & Correct (PDC) misstatement is J

v
[ Missing

] — [ or ] - [ Not designed, implgmentea’ or operated properly ]

CNO--SA265.080

FACTORS CONSIDERED WHILE DECIDING WHETHER
DEFICIENCY IS SIGNIFICANT DEFICIENCY (SD)

Whether ICD is
SD depends on

[But also an likelihood that misstatement(mst) could occur ]

’ {[ Not only on whether misstatement has actually occurred

(50 SD can exist even if there is no mst

( Matters/Factors which can be considered

| = ( Shorteut: Very Amazing FLOSS

)
A4 ¥

VOIWT'? of Amount
Activity in EST
in TBD

Frequency || Livelihood of
of Deficiencies
leading to
MMST

Exception
Detected

) Susceptibility
Interaction o
with other fraud of
deficiencies related asset

or liability

[ Also depends on importance of controls

) = Shortcut: Public - FORAM

)
i v

Period end || Fraud prevention Outside normal
Fin reporting & Detection course of Business

A/C Policies
Relat.ea' Selection &
Parties application

CNO--SA265.040

RESPONSIBILITY OF AUDITOR IN CASE I1CD

in Internal Control.

Determine on the basis of work performed one or more deficiencies
Step | | =

| Step 2 | —[ Whether individually or in combination it is Significant Deficiency )

[ Step 3 | =( Communicate to TCWG on timely basis |- All significant Deficiencies

CNO--5A26S5.100

TIMING OF COMMUNICATING
SIGNIFICANT DEFICIENCY

v

[ For Listed Co ]

+
[ Before Dt of approval of FST ]

v

For other Entities

12

[ Before Dt of Final Assembly of audit File ]

[ First give oral communication & then go for written communication

(in Writing)

( Step 4 | —[ Communicate with Mgt. |
I

v v
[ Significant Deficiencies (In Writing) | | Other Deficiency J
[ v
Unless inappropriate to communicate Unless communicate to Mgt.
directly to Mgt. By other parties

32
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CHAPTER 0§ COMPANY AUDIT

Meaning of Business Relationship(Direct/indirect)
Part | = Co Audit Sec 139 to 143

/xuditguruin

CNO--CA.020
Meaning of directly or indirectly in case of Individual Auditor:

[ Any Commercial Purpose Transaction. ]
SEC 191(1) & (2) QUALIFICATIONS I : | . Through Relative
b Doing Business together & Joint Providing Goods & Procuring Goods
[Sec 141C1) Individual Chartered Accountant holding COP ] Venture, Partnership etc Seriiaee fa Alams I o & Through other _>‘ Where significant influence/
: — - ( Exception J Exception 3 ] Company Control of auditor
Sec 141(2) Partnership Firm including LLP (Majority Partners should be CA holding cor) ( No Exception provided ) ] ! v ) shortCat e e
only partners who are CA+COP can perform audit and sign FST & Audit report Can provide CA related ordinary course of 2 l L Té’; (Z‘lt%h —»‘ Where samke/,:amde/tma’e ’
services which Business +Hotels(H), [ a7 mark/bran
are not prohibited by Hospitals(H), Airlines [ Any person Associated or Connected ]
25;””?3"55 g‘t’ J (A), Telecommunication
and Chartere, !
SEC 191(4) - DISQUALIFICATIONS Accountants Act (D)+Am's length Prohibited services directly or indirectly in case of Audit Firm:
\ ' prices (All conq’/t/ons
*** For Direct/Indirect refer Sec 144 are cumulative)

[ Disqualifications are to be checked at the time of appointment & after that ]
|

[ Through Partner ]

v 15 1} CNO--CA.030
Disgualification before ] Disgualification on date of Disqualiﬁ;ation after SEC 191(3) (1) P-PROHIBITED SERVICES DISQUALIFICATION Through other | _,| Where significant Influence/
appointment appointment appointment [~ com pany Control of auditor
; ! Iy . _ua’itor
[ No problem ] [ '(V\? Zpioé"’lt"'j’:”)t } [ A ) ] [ Prohibited services ] | [ Through | _ | Where same name/trade
oid-Ab-Initio Entity mark/brand

l
4 ¥ ¥
— | Company | — | Subsidiary [ Through Parent/ Subsidiary/ Associate ]
SEC 191(3) - DISQUALIFICATIONS

] CNO--CA.030
SEC 144 - AUDITOR NOT TO RENDER CERTAIN SERVICES

[ Shortcut :- In Big PROPS there is Challenge & Chance of Failure. ]

D B E 6 J G P

o

v v v eI
I Partner or 2
Relative Employee s g
. " ecurities -
Business || Prohibited is AR of (officer or / ceiling|| Body L .
) X . & | Indebtedness/ Fraud Auditor Firm Auditor
Relation || services ||Director Empl Emp. oyee) Limit || Corporate
mpioyees That Guarantee ' '
or KMP
company

[ Prohibited services ]

3
[ Shortcut : BAD MAFIA ]
0

CNO--CA.080
SEC 141(3)(c) B-BUSINESS RELATION DISQUALIFICATION

Investment banking Services

& -»>
QYN ' . ~ T
3 o [ Holding ] _’[ Co-Subsidiary ] = Investment Advisory services
(Person (cA) ) ! o -

Busjness Relationship | _, (company | — | Associate (includes ~|_ Designing & Implementing FIS

(Direct/indirect) pany JointVenture also) :
l Management Services
— Actuarial Services

¥

[Subsia’iarg] [ Subsidiary ]

¥

Outsourcing of Financial services

Intermal  Audit

4

HHOHEEEEE
i gyl Sgpt SQPs Zgpi Ags SgWs I\

>
2N

— J J _J J _J _J

Accounting & Book keeping Services

"Note: CA can give some services which are not covered in Section

CA Vishal Bhattad's
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CNO--CA.060
SEC 149) (3)(f) R-RELATIVE IS DIRECTOR/KMP DISQUALIFICATION

|

mp S

Director (In employment ’

Khp & Not in employment)
Sec 2(77) - Definition of relative: Sec 2(S1) - KMP Means
[ Father & } | Mother & ’ " In Sequence of Power
Step Father Step Mother L[ Managing birector

oy rther |~ -
Step Brother spouse

Sister &
Step Sister

= Whole Time Director

CNO--CA.060
SEC 141(3)(d) S-SECURITIES/ INDEBTEDNESS/GUARANTEE

GIVEN DISQUALIFICATION

Holding

G—
- > . . .
Securities or interest in

[ Holding ]—P [60 subsidiar_(/]
+
— [ Company ]—> [ Associate ]
X !
‘ ~ Subsidi
_ R Guarantee [ Security ]

Rs.100000

{ is indebted >Rs. $00000 ]

"*No Disqualification if relatives holds any security in the company of face value Rs.100000
"In the event of acquiring any security or interest by a relative, above 100000,

the corrective action to maintain the limits as specified above shall be taken by the
auditor within 60 days of such acquisition

Rk

All limits are cumulative eq. 1,00,000 is for all relatives taken together.

[ Announcement by ICAI: ]

[ Directors cannot become auditor for 2 years after leaving Directorship. ]

[ Tax Auditor ST Auditor & Company auditor can be same. ]

([ co. Auditor )
[Intemal auditor can not a’o] Tax Auditor
Gst Auditor

[ cost Auditor |

/xuditguruin

CNO--CA.120

SEC 139 - APPOINTMENT OF AUDITOR AND ROTATION

APPOINTMENT OF FIRST AUDITOR
1

\J v

Section 139(6) Section 139(7)

Section 139(6) Appointment of Auditor for I Section 139(7) Appointment of Auditor
company Other than Government company Government company

company (Incorporation) | (company (incorporation) |

| Daughter + I
Husband

Son & Step J
Son + Wife

*Note: Also HUF members if auditor has HUF
(s per Income tax)

!

CFO

f—

@S

[ ]
[ ]
_{ CEO/Manager ]
[ ]
[ J

Designated KMP

One Level below
L,| director+ Whole Time
Employment+
by Board

CNO--CA.060
SEC 191(3)(d) 0- OFFICERS & EMPLOYEES OF THAT
COMPANY DISQUALIFICATION

SEC 191(3)(c) P-PARTNER OR EMPLOYEE OF OFFICER OR EMPLOYEE
OF THAT COMPANY DISQUALIFICATION

In sequence of power

— [ Key Management Personnel J

— | Directors

[ Officers includes J—

— | Manager

Any person on whose instruction board is Accustomed J

“Partners of Officers/ Employees are disqualified.

“Partners of Partners of Officers/ Employees are not disqualified.

"I any partner is disqualified, firm will get disqualified, but even if firm is
disqualified, individual partner may be eligible.

Director of holding company can not become auditor of subsidiary

34

c-ceiling Limit

[ A person cannot hold appointment in more than 20 companies. ]

v v

[ Exemptions while counting: | | Full time employment : Limit zero J
+

[ Part-time employment : Limit zero ]

+
Multiple Partner : 20"No. of partners

‘ (imit of | partner can not be used by other)

Pvt Co. whose Paid up - itip] ﬁ’ . Gt o i
Capital < Rs.100 crore ‘ Partner in multiple firms : Total audit in tne I

name one person not exceeding 20

Dormant Company

)
| One Person Company |
)
)

Small Company

"Solve problems as per limit 20 only, unless specified about guidelines.

CNO--CA.060

B-BODY CORPORATE
i

[ Body Corporate other than LLP. ]

CNO--CA.060

F-FRAUD
.

Convicted by court of offence involving fraud and a period of 10 years
has not elapsed from date of conviction.

CNO--CA.100

OTHER DISQUALIFICATIONS BY OTHER

SECTIONS /CA ACT & GUIDELINES

[ ShortCut :- CAR RALLY is PLANNED VANIMOUSLY on MELTING ICE with Liguidator. ]

= )
! | ! | | ! !

Relatives P
. artner or .
s holding Firm holding Unsound | |Membership Insolvent | | Liguidator
Auditor 20% or ind removal
more 20% or more

Continue on next Column...

Bharat
Petroleum

4
:

C&AG

[L\)ithin 30 dags} - [Board of Directors}

[L\)ith/'n 30 a'ayS]-»[ Board of Directors ]

Within 90 days | _,

Shareholders at
EGM (From the l

end of 30 days)

[l«)ithin 60 daySJ —{ Shareholders at EGM J

[ Following are not proper appointments of first Auditor ]

[ Other than Government Company

1
[ By MD/WTD ] [ X ]
[ Power delegated to MD ] [ X ]
[ By AOA or MOA ] [ X ]

[

Power to appoint auditor cannot be delegated.General rule applicable to all appointments. }

CA Vishal Bhattad's

CA Ravi Taori
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Sec 2 (45) - Defniion of Govemnment company R ————

Central

/xuditguruin

If BOD agree
Government [ No Auditor Appointed ] -»[ At AGM ]-»[ Existing Auditor will get reappointed ] ‘5. ‘ Recommend 020 Auditor
State Paid up Share capital |_, | ¢ - ‘

Government [ L) ]-[ St @7 Gpeles ]_{& Preferef;’oce share F;apital] M CNO--CA.120 (Board of Director | [ Shareholders @ AGM |
contral ) ! SEC 139(9) - REAPPOINTMENT OF AUDITOR

) t&tOtheCt [ MBI E R COLH P2 ]‘— [ Treated ] STEP 2 Consent & Certificate
(State Govt. ) [ A Retiring Auditor may be ]

[ Subsidiary of Government Company ]
" Paid up Share Capital shall mean total voting power where shares [ Reappointed at AGM, if ] (Auditor) Send
S . . i Auditor 2
with differential rights are issued r T 1 I Committee.
[ Not Disgualified under Law ] Not given Unwillingness No Special resolution [ 1
to reappointment

has been passed w.r.t.
_C t
SUBSEQUENT AUDITORS r 1 1 l //wemome [ certificate |

‘ Appointing someone else ’ ‘ P ‘:Z‘;'ﬁi:gti;f ;Z{Z’Zp?;zg;e ’ auditor of the company | (! certify that following is true & Correct.

sec 139(1) - Appointment in Other than Government Company:(06¢) * 1 am gqualified u/s 14.
i ] He should communicate | am Not disqualified u/s 141. -0

v

to previous auditor * Appointment is correct as per other sections P 5
[ Shareholder will appoint in ] Tenure of Till the conclusion AUDIT COMMITTEE before sending consent ! have limit to accept audit. .
| Subsequent Auditor |~ of 6" AGM as per CA Act 1949 List of orders & proceeding s provided to (ca ) [caFim)

l company is True & Correct.
If no AGM s Same Auditor will SEC 177
— — I

‘ et AGh 1 conduct
) i s AGM 1o conducted I 1 STEP 3 Resolution at AGM % Intimation of Appoinment
AGM Applicability
—»[ No Ratification is reguired. ] I Sl
{ ; b’l i ' Wholly owned I A&Q
All Publi j ] o 1] 25

CNO--CA.140 unligte:'!c Al CZZ/;G%Z?M Al Public unlisted || |Subsidiary Annual General Meeting w

Sec 139(s) - APPOINTMENT IN GOVERNMENT cOMPANY (6¢€) Al listed| |~ companies having in aggregate companies having |H(Joint Venture ) Resolution will be passed in AGM
Public with a PUSC o/s loans or bgyyow/‘ngs or Turnover of 100 [Dormant Company ] (Special Notice will be requ/'rea’ for ) O'Qy\r slnkicty of Corp
= withi nanci L - company||  of 10 crores debentures or deposits no reappointment or new appointment, Y emmentof i
[ CAG ] [Lo/thm 180 days from start of Financial gear] [ Tenure upto conclusion of next AGM ] or more; exceeding 50 crore AT I ﬁ

[ “Form ADT- is not required to }
be filed in case of First Auditor”

ROC

PROCEDURE FOR APPOINTMENT OF AUDITOR

SEC 139(8) - CASVUAL VACANCY

[ CASUAL VACANCY ] STEP | Selection and Recommendation of Auditor SEC 139(2) - ROTATION OF AUDITOR
I

[ Govemme; R | SELECTION BY AUDIT COMMITTEE / BOD AS THE CASE MAY BE [ Listed companies & other prescribed [ Other Prescribed Companies:
. [ Factors that should be considered | \ COAZIES S 72 ol J Public company whose paid up share
L |
. — - [ capital is Rs. 10 cr. Or more ; or )
i R rders o ; ey can ca
Petroloum Whether competence || orders of Misconduct || TV ) An individual as an auditor for more : . ~
[; 1 ) % capabilities are misconduct || "o e or more than one term of five consecutives years. Private company whose paid up
( Due to resignation J [ G rease } [ Befilled by cAG | Qualification | [Experience commensurate passed P pon a’ingg OV - : : D B R S G G 05 0
1 i 1 with requirement against aoainst eA from CA or An audit firm as an auditor fo_r more J
[ Be filled by BOD ] [ To be Alled by BOD } (" Within 30 days ) of company. auditor. 9 CA Firm than two terms of five consecutive years. TG g o
i i L ! borrowings from fl, bank or public
( Within 30 days || Within 30days | _If ¢AG does not fill | Cooling period an individual auditor and deposit of Rs. S0 crores or more )
i RECOMMENDATION PROCESS (AUDIT COMMITTEE- APPLICABLE) G B st clfoile fer respma T o — :
[ Such appointment shall be | [ 1t will be filled | -~ 7 BOD N S years after completing tenure. ‘ Rotation is not Applicable to
) agrees p— . X
] : A e following companies:
3 : Recommend Name Recommendation 4 R
( Approved in EGM | [ Board of Directors | [ of Auditor ] ﬁ.é { of Auditor v t 1
! Committee. : — [ One person Company, | small Co, | Dormant company |
[ convened within 3 months | [ Within 30 days | < 5
< ( Board of Director ) ( Shareholders @ AGM |

]
( By Shareholder ) (" I1f BOD disagree refer Back + Reasons |

If AC doesn't reconsider, then BOD
will send its own recommendation

By

Casual Vacancy : Vacancy after proper appointment before end of tenure

CA Ravi Taori

CA Vishal Bhattad's

E If AC Reconsiders, then they will recommend }

“*Special Case : Improper appointment - Void ab Intio - Not a Casual Vacancy nd also record reason for rejecting new name and process will continue VSMART oES0
AC recommendation : e L
ACADEMY Fw«
=Nl
oq . AL
Auditguruin e
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IMMEDIATELY SEND
COPY OF SPECIAL
NOTICE

/xuditguruin

+
(" If these is break in term If individual | = Gooliag 7 e(iod Cal) [Partner cuthaly oo rsetion ety }
ibte;?;;feo;szzygn gza:;::); W D (7 »[ Cooling period ] [ Example there is a firm ABCDE & Associate ]
vocates office) S G will get applicable [ Company can pass resolution to change partners every year J

It will be assumed that he has served cooling
- period of S year he will get eligible for
7 (SHOULD NOT BE USED FOR NEEDLESS
: . o < PUBLICITY OR DEFAMING COMPANY)

CNO--CA.120
Key Point | ( Delhi )
P N key Point 7 (Jamma) Complaint to NCLT - Right is abused
®%0 7 = 5 pany by audlitor - if NCLT satisfied - Stop Circulation Auaitor
ﬁ, \ fw Joint auditors
o > ¢
{1 *
the company may follow the rotation of auditors in such « "
STEP ¢ SEND COPY OF "SPECIAL NOTICE™ ATLEAST
7 DAYS BEFORE MEETING
. << , 1Y 3 'yf{

Break of
S years

N

a manner that both or all of the joint auditors, as the
+ ~

[ AB & Associates (CA Firm) ] [ ABCD & Associates (CA Firm) J
- case may be, do not complete their term in the same year.
Other firms with common partners
SPECIFY THAT REPRESENTATION IS MADE T P
b TRV B
QNO 295.000 + SAARENQIDER  POWER
el ey T

e
[If they are not eligible for § gearsj _— [ ey —— [ &
|
SEC 140 - REMOVAL % RESIGNATION COPY OF REPRESENTATION BY AUDITOR
. If representation is not circulated because Shareholder
Key Point 2 (Kolkata) ; o received too late or because
? ‘ of mistake of company-
W om 2 i
“oniENgIDER POWER

It should be read at AGM & Copy should be
P 4 44
im‘ m: %ﬂ‘“’ m | REMOVAL OF AUDITOR BY SHAREHOLDER |
JE S f ' 1 .
| BEFORE AGM | v ™ o
SETvoLVED >
AGM ¢

sent to ROC
[ AUDITOR REMOVED ]

[ Resolution will be passed in AGM J

of firm and signing financial | = | "0 eligible for S years

rj Partner who was in-charge LFI.M, (New / Existing) will]
-

This firm was not eligible fo
S years as they completed
their maximum tenure. statement left the firm CNO--CA.220
REMOVAL BEFORE AGM - Sec 140 (1) & CAAR Rule 7
Key Point 3 (Chennai) =
Incomina Auditor or ) ) ) = % : [ CIRCRININOES ERVAIONS ] [I. No re appointment of retiring ]
[ aui’t o ] If outgoing Auf!/tor or quq’/t firm = () Frcadnes o caa i 16ale) @ auditor at AGM
' .assocmtedtor Itkls applicable in following cases (Removal) o di her th »
n same networi Step | Au ditor Step .2 Board step 4 Spec/‘a/ [2. gipOI;ltrg I;u itor other than retiring ]
should be given Resolution should Step 3 Centrl Resolution should I O S
opportunity of being be p assea{ and 4 Gl be passed within
heard before shgulcf be /nform?d AP 60 Days of receipt g (b)Reconstitution of audit firm does not mean
within 30 Days in for removal of Approval. automatic removal of auditor.
If there is dissolution then it means removal.

CNO--CA.120
Key Point 4 Bengaluru i i G
form ADT-2
(&
4 . T g
(If any of the joint auditor is not re-appointed

:
Gap should be S years or more. CNO--CA.220 nyg ¢ e !
- Else it will be counted - SEC 140 (4) - REMOVAL OF AUDITOR AT AGM - then it will lead to removal of that joint auditor
L and section 140(4) will be applicable
Company

as consecutive
I STEP |

l
!

In above example it will be counted as consecutive two e e

terms if gap is less than S years Shareholder ‘?‘j ",‘ oAy SPECIAL NOTICE
L]t Y e MBS
~cAREWQLDER POWER >
, PROPOSAL TO REMOVE ATLEAST
14 CLEAR DAYS BEFORE AGM

[ “CERTAIN MEMBERS ]

Key Point S (Mumbai)
[ Not earlier than 3 months. ]
Either individually or collectively

[ Number of years completed before company act 2013 become applicable will be counted )
by such number of members If rotation is applicable

{ e R ] holding at least 1% of total voting i.e maximum term is over,
power; or Holding shares not then special notice will

FY 14-18 FY 15-16 FY 16-17
{ ] y e { ] , , less than Rs S lakhs paid up capital. not be required.

T CA Ravi Taori
SMART e

ACADEMY |=¥.'zex. ?,i@
Auditguruin _,:,Q’

Continue on next Column...

[ Applicable from 26/3/2014 ) )
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CNO--CA.220 CNO--CA.240 CNO--CA.240

A e

( compulsory to report on all matters unless Not Applicable )

£
>
5
@
2
£

RESIGNATION File statement giving reasons > A . [ Obtain all the information and explanationfor the audit ]
q in ADT- 3 within 30 Days S
_§ ~ ¢ [ Directors disqualified u/s 164(2) ]
AUDITOR [ Slegelpleas vl dsieie vamuEetion o ezeliing o gzl i of ] g . [ Adeguacy and effectiveness of IFCwith reference to Financial statement ]
[ They can decide manner in which it may be determined . (That means they can delegate it) J = ( No IFCR Reporting to Private Company If |
= [ OPC or Small Company j
‘5@ [ In case of FIRST AUDITOR by BOD, BOD will decide remuneration ] Logical Turnover < S0 Crores as per latest audited FST and
Minkatry f Comen - Flow Aggregate borrowing from Banks, Fis, Any Body Corporates
ﬁ CNO-~CA.280 during the FY < 28 Crores
Company

ROC Che RIGHTS OF AUDITOR .

[ Proper books % return has been maintained as per the law J
) ) ) ) - [ Balance sheet and P&L account is in agreement with books of accounts )
Penalty :(a) Non-Compliance will lead to penalty of 50,000 or remuneration of auditor ( SHORTCUT : A-GIRL has right to do Audit J
whichever is lower (b) In case of continuing failure, with a further penalty of $00 per day . { Financial statement comply with accounting standards u/s 133 J
after the first day of non-compliance during which such failure continues, subject to a L o [ Batialh el i e vzn reaeis) e e 5 Rl i 15 ga }
2ioh Right to Right to o | Comments on financial transaction having adverse effect on
--CA.220 . ight to - S
CNO--CA.22 Right to e obtain Kepo,z to the _ funcf/on/nlg of compan?
SEC 140 (S) - REMOVAL BY TRIBUNAL ﬁBccekss notices and to [nfo;r;;st/on :Z.:VZ;;Z:Z Right to Lien > . [ Qualifications w.r.t maintenance of accounts ]
ooks
eAVouchers attend gfneral explanation examined (_Rulen )~ shorteut -L’AFDa_ ]
meeting from officers by him [ Probability more ]_{ Provision ]
than $0%

Fraudulent Change it Auditors

. manner Shall not be eligible
[ TRIUBUNAL ]M or abetted or to be appointed as DUTIES OF AUDITOR

colluded auditor of ANY Co

in fraud with | | for s years from SEC 143 (1) - INQUIRY BY AUDITOR including derivative

‘ on Applicat/‘on bg any ’ Co/ Directors / date of order Whether it

Officer ; - - : records audit
Concerned Person Also liable U/S 447 [ Auditor has to comment only if outcome is adverse ] _ |If using Alc Ltm/" Cedit log)
% + Whether issued for cash oftare software

oOther cases |~ [Contingent Iiabilitg}
disclosure

Adeguate provision for losses on long term contract,

(s \ o Pendling litigation
[ SUO MOTO ] Auditor acted in | DIrect company to - | Litigation -»[ impact

[ On Application by CG

(- Caasees -

-

throughout the year &
for Books of accounts

For all terms actions ’

If application is sent by €6 & tribunal is satisfied that “ﬂ;{ [ If shares are issued for cash J - [‘ Whether accounting and presentation is proper } Applicable from Ist April 22 Maintainefi as per »‘ not tampered. ’
change is required, it shall make an order within 1S days legal requirement
and €6 may appoint new auditor . In case of Secured loans R Adeguacy of security
& Advances given * Whether terms are prejudicial to terms of company Fl- Funds given ]_’ Whether mgt has represented properly ’
. as received”™ in notes to A/c as per sch Il
: fﬁ [ Whether Personal Expenses are charged to Revenue Account ] ¥ 1 3
SECTION 447 PUNISHMENT FOR FRAUD = [ Funds given | [ Funds received |
OD [ If assets such as Shares / Debentures J - ( Not applicable to Banking & J . Y
i & Other securities are sold Below Cost- Investment Company [ To Intermediary | [ By funding party |
[ Any Person Found Guilty of FRAUD ] r L 3 T L 3
1 Transactions presented merelg bg lbook entry (Fake Book Entry) [ To pay | [ 7o give gua.yantee for | [ To pay | (To give guaran tee for
Amount of Fraud>=Limit are they prejudicial (Harmful) T T
Limit = 10 Lakhs or 1% of Co Turnover which ever is Lower : To Ultimate beneficiary on To ultimate beneficiary on
i % [ Whether loans and advances made by the company have been shown as deposits J behalf of company behalf of funding party
] 4 E 1 .
¥
[ Yes ] [ No Then See Public Interst ] ;i i i
. | ‘ Based on audit procedure nothing has been noticed ’

which suggest that there is material misstatement

v v
—> | Min 6 Month Max 10 Years I [ Ves ] [ No ] SEC 143 (2)
. - Min Amt of Fraud I . Min NIL MAKING AUDIT REPORT B
l Max 3x Amt of Fraud | S I Max S Years I 6
1
1! ¥

Whether dividend declared as paid
v - ‘ Dividend™ ’-> .
Is as per sec 123

Fund transfer Education & protection fund

_{ Whether there is delay in trf of funds to Inv ]

l If Public Interest Involved Then

Min NIL I
Imprisonment Min 3 Years

Il Silent I

Max 20 Years On every Financial . Whether
Shall Make Statement To best of his Financial “Applicable from Ist April 21
Report laced i | Information .
N placed in ?enem & Knowledge Statement gives
Meeting true & fair view

CA Vishal Bhattad's

CA Ravi Taori
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193 (4)(c)REASONS FOR NEGATIVE COMMENTS

{ For matter reported with a qualification - Auditors shall state reasons thereof }

CNO--CA.360

SEC 143 (8) - BRANCH AUDIT

Section 2(14) Branch Office, in relation to a company, I
means an establishment described as such by the company.

| What do you -
mean by branch

SEC 197

Whether remuneration paid to any director is in excess of the
limit laid down under this
section and give such other details as may be prescribed in Audit Report

DUTY TO REPORT ON FRAUDS U/s 143(12)

RS j 3 [ Amount | CR or above ] ‘5@
an s Report of B
[ Officers/employees j Fraud (2 days)

Reply (4S days)

Ministry of Corpor,
Lo et

—

REPORT + REPLY (Government)
LETTER HEAD + ADT-4 SECRETARY
SEALED ENVELOPE (IS DAYS) MCA

RPAD / SPEED POST
+EMAIL CONFIRMATION

@ Reason to believe that fraud is being committed / already committed
@ Also applicable to Cost Auditor (CMA) & Company Secretary (CS)

@ Will not be considered as breach of principle of confidentiality

“For listed company Rs. $,00,000 For any other company Rs.),00,000

Who can become
branch auditor

]{[ In case of local Branches ]-»[ Company auditor | —( Appointed u/s 139 |

In case of foreign (company auditor }—(_Appointed u/s 139 ]
companies I-[ In accordance with
laws of that

company

Accountant duly
gualified
to act as auditor

—

Appointment will be similar to appointment
of auditor U/S 139

E Who can appoint branch auditor ? } -{

Same as Company's

Audit Powers -’l Statutory Auditor

auditor Rule Reporting

->| To the Company's Auditor
12 of CAAR 2014.

{ Power & Duties of branch }

Same as Company's
Statutory Auditor

Remuneration -‘

audit report in
case of separate
branch auditor?

Presentation in {[ If there is separate Branch Auditor | —( SA 600 applicable |

To highlight that Branch Audit ]

[ Put OMP (A 706) ] -'l is done by other auditor

m —) [ Notice of General Meeting ] —) @y_*

/xuditguruin

nnnnnnnnnnnnnn

l I
i

[ COMPANY can exempt auditor from attendance J

Auditor shall have right to be heard at such meeting on any part
of the business which concerns him as the auditor.

CNO--CA.340

SEC 143 (5)/(6)/(7)

POWERS OF C&AG IN CASE OF GOVERNMENT COMPANY

Submission
of Auditor's
Report to C&AG

Auditor Report
should show
ACTION TAKEN

Power to
give him
DIRECTIONS

Power to appoint

auditor

C&AG can comment Comment [Supplement

Power to order

or supplement shall be sent to everyone | ) + o —
Audit Report to whom AR is sent + supp ae;;';:’ ay 2 purppose
(within 60days) Present in AGM / J

AR of such test audit will be presented in parliament
as given in Sec 19A of C&AG Act 1971,

C&AG can conduct
TEST audit

’ ‘

N

C&AG will A

CNO--CA.3230

AUDITING STANDARDS

sec 143 (3) / Qo)

AUDIT
[ Mandatory to comply with J COMPANY

Standards on Auditing

STANDARD APPROVAL PROCESS

A
Qj’ »
O%
-
v

AUDITOR

RECOMMENDS RECOMMENDS
® 5 FINAL
. » . APPROVAL
Vel National Financial

Reporting Authority

Central
Government

CNO--CA.430

Sec 147

PENALTIES

[ Sec 139 /144 / 14S J

o

Sec 139 to 146

C .u

v v
Fine Officer of -Fine
Min 25,000 Company ‘

Min 25,000 Max (5,00,000 or 4 x ’

Max (5,00,000) the audit fees whichever is less)
1

[h‘ lenowingly / willfully / Intention}

Fine
Min 10,000 Max 1,00,000

'_I_;
i F}“{;’j 000 Imprisonment
mLE% of | year

Max (25,00,000 or
Refund Remuneration 8 x Audit Fees whichever
+ Pay for damages to the company, statutory is less)
bodies or authorities or to members or creditors L ]
for loss arising out of incorrect or misleading !
statements in audit report. C— [ If convicted for any contraventions J

BOTH

32

SIGNING AUDIT REPORT

Qualification

A U DHT . Adverse Financi al
Observation Effoct ) |Transactions/
RE P@ RT Comments | Matter

—
N [ ]
Read before Open to Inspection

CERTIFICATE l General Meeting to members I

oc:

[ Eg Prospectus / GDR / Deposits / MR / Dormant Company etc ]

CA Vishal Bhattad's

CA Ravi Taori
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CNO-C0ST.020

COST AUDIT

APPLICABILITY OF COST RECORD & AUDIT
Provisions of sec 143 & cost audit rules

Cost records are mandatory to all companies including foreign companies Engaged in
production of goods or providing services

CNO-C0ST.040
WHO CAN DO COST AUDIT ?
I
v 12 v L4
Practicing Disqualifications of Company huditor This audit is in
CWA/CMA 191 are applicable cannot be appointed addition to company

as cost auditor financial audit

Cost Records if overall
To = > 35 Crores

A B
Regulated Sector Telecom/ Electricity/ Non regulated Sector There are
Petroleum/ Drugs & Pharmaceuticals/ around 33 different
Fertilizers/ Sugar industries which are covered

Cost Audit if overall

TO> = 100 Crores and

Aggregate Individual
TO > = 3§ Crores

Cost Audit if overall

TO> = S0 Crores and

Aggregate Individual
TO > = 28 Crores

[ All turnovers referred above are of PRECEDING YEARS. ]

[ Shorteut to Remember Industries in Requlated Sector SET — PDF ]
) [
i } { {

\
( Sugar | ([ Electricity | (_Telecom | ( Petroleum | [ Drugs ] [ Ferti

-

=

izers ]

NOTE: Cost Records / Cost Audit will not be applicable in firstyear of newly formed Company.

CNO-C0ST.020

EXEMPTIONS FROM COST AUDIT RECORDS

Not Applicable
|
v

[ Foreign companies having ] (

Company classified as ]

CNO-C0ST.040

APPOINTMENT OF COST AUDITOR
v : v ¥

[ Before appointing the Cost Auditor J [ Appointment by ] [ Company ]
i ]
Inform the cost

{
Company (BOD) | : ‘
Certificate from him [ il a‘p st
\ Within 180 Days File a notice with Central
1

[ Contents of Certificate: - J Government (Form CRA-2)

‘ Take written consent & ’

Commencement v
of every financial

Within a period of 30 days
The individual or the firm- is eligible of the Board meeting in which
.| for appointment and is not S0 7 omt:nent 807023
disqualified for appointment under
the Act, and the rules or requlations

made thereunder;

year

Within a period of
180 days of the
| commencement of the FY, )

i

|| Criteria provided in section [ Whichever is earlier ]
141 of the Act is satisfied
=

The proposed appointment
is within the limits

[ The list of proceedings pending with
respect to professional matters

of conduct, as disclosed in the certificate,
\_is true and correct.

CNO—COST.OQO

REMOVAL & RESIGNATION OF COST AUDITOR

{

[ COmemEsmnor e |
v

|

Removal before the
expiry of term

[}

[

Through a board resolution ] S

Form CRA-2 to be filed with the

Right of the cost
auditor to resign

Central Government for
intimating appointment of
another cost auditor P,

from such office
of the company

i

i
After giving a reasonable
opportunity of being heard &

& also enclose the relevant
Board Resolution

recording the reasons for
such removal in writing

CNO—COST.OQO

CASUAL VACANCY OF COST AUDITOR

v
[ casual Vacancy due to |

[ Resignation, death or removal |

.
[ Filled by the Board of Director |

[ Within 30 days of occurrence |

v

Provisions of sub-section (12) of section

143 of the Act and the relevant rules shall

apply mutatis mutandis to a cost auditor
appointed under section 148 of the Act

COST AUDIT RELATED FORMAT

[ crA-1 ] |

Format of Cost Records J

( crRA-2 ] [ Intimation of Appointment to C6 |

((crA-3 ] |

Format of Cost Audit Report |

( CRA-4 | [ Intimation of Cost Audit Report |

CNO-C0ST.040

COST AUDIT REPORT

liaison office in India ;
1 i The cost To be annexed to Before they are signed on
Micro ) or statements | = . |=| Shall be approved | = | behalf of the Board by any
Small as per + the cost audit by the BOD of the director authorized by
MSMED Act other statements ) report the Board
CNO-COST.020 ( Every cost h . Shall submit the cost audit report 4 Observations or )
along with his or its reservations Suggestions,
EXEMPTIONS FROM COST AUDIT auditor 4 o o
L ) or gualifications if any, in form CRA-3.
1
) L e . ™\
Revenues from, e . Within 130 daus Particularly
exports, in foreign Operating from . P Y . 949 . Cost auditor Hm ags rrom Board of Sh‘,’” Such any
» ‘ in generation of electricity for captive : - the closure of the |- = consider |~ - .
exchange,_ exceeds a Special consumption through Captive Signs report Snancial vear Directors 4 i report reservation or
75% of its total Economic 2one . y and examine qualification
revenue; Generating Plant \_ .
i e ; ;
5 ; ; Every From Full information and ;
Capt ting Plant:- 26 f h . ;
aptive ‘Genem {ng ant:- 26% or more o omfers ip o Within receipt Furnish the explanation on every If Ex?ensmn
with captive users & S1% or more power is reservation or received for
. covered under 30 |»| ofacopy |- central . . . - .
used by captive users gualification contained holding Annual
these rules days of the cost | | Government ; ; .
X in audit report eneral Meetin
dit report 7 9
S shall auait repo (Form CRA-4)

39

Till he submits the
cost audit report, for the
financial year for which

he has been appointed

File Form CRA-4
within such Extended |»| Tenure |+
period of Filing FST

Expiry of 180 days
from the closure of - Or
the financial year

CA Vishal Bhattad's

CA Ravi Taori
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Part 2 — CARO PRIVATE COMPANIES 4™ CONDITION TOTAL REVENVE SHOULD NOT EXCEED 10 CRORE S
APPLICABILITY OF CARO ! ' ! J I . o

. L Al 4 con ditions [ Private l/‘yrfited ] [ Pr/‘vcate unlfm/‘ted ] %
All Companies (From FY 2021-22) ] satisfied S e M ¢ >
[ ! (- Sale of Good/Services [ - 1T (Exclusive method) ’ <

[ radhehin R sampATES ] v v v - :Sales Ret.um(deduct all returns - Advance Received

irrespective of ﬂear of sale)
- IDT (nclusive Method)

CNO-COST.040 CNO-C0ST.040 - Sale of Scrap

- Interest/Dividend Income
EXEMPTION FROM CARO I’ CONDITION- HOLDING/SUBSIDIARY SHOULD NOT - P/L on sale of FA
BE A PUBLIC COMPANY \- P/L on sale of Investment )

[ Shortcut : 1B-COPS ]
1

[ Check status as on B/s date ]

!

[:j [Il’j [ Private Company is subsidiary of foreign company (Public status abroad) ]-> v

i
. Charity One Private Small ;
Clnsumnc.e Banking Purpose Person Companies o CNO-COST.040 [ (other than public co.(Pvt. Co.) ]
ompanies i Companies [ ypany companies | | (All 4 conditions (Cofv;er,eq/ in 2" CONDITION- PAID UP CAPITAL & RESERVES SHOULD !
Cotim 3) satisfied) o S%fﬁ,”; NOT EXCEEDS | CRORE AS ON BS DATE vor ;’:fvt, ;;%‘,’;n’; f)‘;’;’fgs‘”igfary
Company .
[ Company Paid-up Capital & Reserves ] - Not governed by special Act
CNO-COST.040 T ' 1 !
IMPORTANT PARTS IN EXEMPTIONS [ Paid up capital should not exceed ¢ cnire (Limit can be increased to 10 crore) ]
! !
-V /_ i) 0 G N = Calls in Advance [ Turnover of LY should not exceed 40 Crore (Limit can be increased to 100Crore) ]
- X - Preference Share Capital . ,S:f?cilr.; :Lip Xﬁgﬁgn “If Private company satisfies either 4 conditions or definition
i} gﬁgﬁe’ﬁoﬁg ?furrse(—/’«)/c @orede) of small company they will get exemption
- General Reserves
CNO-COST.040 - P&L Balances

GENERAL CASES INSURANCE COMPANIES - P&L debit Balances(-)
- Securities Premium
; ; - Capital Reserves
prepare

Financial Statements L Employees Stock Option 0/s A/c

[Geneml Insurance ]—* v

[ Audit report of Branches }-» [Requirea' to prepare]

CNO-COST.040 CNO-COST.040

BANKS 3 CONDITION LOAN FROM BANKS AND FI'S SHOULD NOT
: EXCEED | CRORE ANYTIME DURING THE YEAR
! T T T 1 :

. : + 14
Co-operative Foreign NBFC Converted Bank converted

[ crperme ) (SR e || o comened | [ Bark o
) | ] ] | p ! . i

(NA) - Loan from NBFC - Loan from Individuals

v v X v X = IEaEs: PIE - Unfunded facilities till the
- Funded Facilities time they don't devalue (Eg. LC

CNO-COST.040 - Portion payable within 12 months —%gg@@nﬁggu od

- Short term/ Long Term
s
- Secured by Fixed Deposit
- ¢c Limit (see actual loan taken)

- Loan crossed above | Crore but
Note:- When to check these conditions, if no specific instruction, check if as on B/s date L epaid by year end Y,

[ No Specific cases ]

FHH

CA Vishal Bhattad's

CA Ravi Taori
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CNO-CARO.090

CLAVUSE 2
INVENTORY
]
!

|
[ Working Capital Limits (more than S Cr. Bank/Fls) ]
i

/xuditguruin

_|_

)

(}
Reliance

Industries Limited

7 O\

Network m

IndianQil

CNO-COST.040
SHORT CUT TO REMEMBER CLAUSES OF CARO 2020
SLIDE | (After Passing CA)

{ Physical Verification }

«()

Flipkart to buy professional
accessories Cl | Plant,
Property & Equip.

«(D

Live.com to send emails

Vom)

n

)

h

India’s biggest network, Network

18 ¢l 12 Nidhi Company

India’s biggest Company
¢l 13 Related Party Transactions

India’s biggest petrol manufacturer
¢l 14 internal Audit

v

Linkedin to search contacts

for job application
¢l 3 Loans given

%

CNN to get updated about
current affairs

Indian Airlines to book
flight tickets
¢l 2 Inventory

«($)

Dropbox to get soft copy

G

¢l 1S Non
Cash Transaction

Slide 3 (Good Food V/s Bad Food )

Registrations by RBI

By giving current Asset as security

{Reasonable Intervals J [ n
[ Whether Discrepancies J Whether Quarterly Return or Statements agree ’

with books of accounts, If not give details

10% or more property dealt

CNO-CARO.100

INVESTMENTS/LOANS/GUARANTEE OR SECURITIES (IF YES )
[ Sub/IV/Associates ]

CLAVUSE 3

Nuts Carrot Chikoo Loans/6&S . . } Given ]
‘ incl, regate amoun
) 16 cerfliiRte of ¢l 17 cash Losses [~ (”02’00'_ principle "[ 99rég ] ofs as ——
usiness,) o .
B/S Dt Sub/IV/Associates

= {Not prejudicial to Interest of Company

L [Repayment Term specified l—»’Regularitg of Repayment ]

> (over due more than 90 days | . steps of Recovery |
[ Aggregate amount & ]

for jobs of his documents
¢l 4 Loans given under Sec ¢l $ Deposits Taken ¢l 6 Cost Records
185 186
Renew, extend,
~N > )
Loan fallen due —‘ Frosh loan ‘I:
% of total loan given during the year

(Directors & Others)

e Spotify:
Rabd/ Mad/ra Choco’ate
¢l 13 Resignation of ¢l 19 Material ¢l 20 ¢SR
Uncertainty hagreqate
Aggregate amount of
Promoter & related parties
%

«(D

Will listen music on spotify
to chill. ¢l 7 Reporting on
statutory dues

7\
¥

the statutory auditors

7 O\

SLIDE 2 (Job Interviews)

M\

nfosys’

Navigate your next

Finolex
Cables Limited

)

ELic

T e o ST

Avocado
¢l 2] Adverse remarks/
Qualification w.r.t consolidated entities

W

CNO-CARO.ll0

CNO-CARO0.080

CLAUSE |

FIXED ASSETS (TANGIBLE & INTANGIBLE)
{ L

(NA if Business)

on Demand or No
Repayment term

CLAUSE 4
LOAN/INVESTMENT/GUARANTEE & SECURITIES

Compliance of

4 ¥

If Non Compliance amount
+ Closing Balance

-I‘-

‘If Non Compliance maximum

o/s + Closing Balance
CNO-CARO.120

One of the biggest steel LIC biggest Infosys India’s Biggest Finolex biggest
manufacturing company  insurance company Software Company cable company T T T 1
of India ¢l 8 Unrecorded of India ¢l 9 ¢l 10 Application of funds of India Maintaining Physical B e [ Benami Property ]
transaction Loan Repayment  from IPO [ FPO/ Preferential ¢l Il Fraud Records T el Frsars) el GE
allotment or private placement (PPE) N /N Proceeding ’
uantitative Initiated/Pendin
& Details Reasonable | b N /t}(.)csLeizsed If Yes, / 9
Intervals ‘ . > Reg(/)sht/iryed BTP Act DEPOSITS ACCEPTED
> | Situation Material L, | Details Description/ :
Di Gross Value Amt if 10% Disclosure
L[ 7 iscrepancy i o |
Name/Promoters/ | L change m T T 1
> Directors, or VZOV f of
Relatives/ ey Eess { RBI Directions } [ Co. Act Sec 73 to 76 ] [ Orders ]
Employees r T 1 T 1
-»1 Period/Reason/Dispute ] [ Court ] [CLB (earlier) / NcLT (Now) ] [ Tribunal ] [RBI ]

4l




_|_

E
CLAVUSE 6 CLAUSE )0 CLAVUSE 13 S
@
COST RECORDS APPLICABLE SEC 142 FUNDS RAISED RELATED PARTIES 6
. ' =
[M de & Maintained ] [ | Revi WR ] [Prl‘ma facie Opinion ] ' k [A” Vs ] <
ade ameamne General Review, p [/po//:po (shares & Debentures) J Preferential allotment/Private Placement ' 1 N
(Shares/Convertible Debenture)

(A EATINLTY)  QNO- 399.500 / §00.000/ 401.000/402.000 MCQ-CARO0.03 / Incs.10.2 / Incs.31.3 Compliance Sec 177 & Sec 188 Disclosure as per AS/Ind AS
i
CLAUSE 7 G 5o 45/5ec 62 \( o ) !
ompliance of Sec ec urpose
Delays/Defaults/Rectifications ’ ’ [Ap provals of AC/BOD/Shareholders ]
STATUTARY DUES (Details) )i /* faults (Details)
. 1 . [ Non-compliance/Defaults (Details ]
CLAUSE 14
CLAUSE
d T s o/ls For more [ Amount not deposited ]
‘Regular/‘tg H e e ) i INTERNAL AUDIT
FRAUD REPORTING T 1

¥ — T 3 | 1 T 1 ‘ 1A System commensurate With size & nature ’[Report considered by Statutory Auditor

[Nature] [Amount ] [Authontg] [Year ]
1

Whistle Blower

Any Reporting

under complaints
CNO-CARO.150 v v section ,43('2) considered CNO-CAR0.220
[By the company ] [ On the company ] Form ADT-4 . CLAUSE IS

CLAUSE 8
—
UNRECORDED TRANSACTION o T | [ Non cash Transactions |
1 _ \

[ Nature and Amount ] [ Directors/Connected Person ]

v ¥
,
| ]
v

[ Provision of Sec 192 ]

CLAUSE 12 '
Ordinary Resolution, if connection with holding company J

NIDHI COMPANY Ordinary Resolution in Holding Company also.

[ During the year under IT Act, 1961 Properly recorded in books of accounts

CLAVUSE ¢ I 1
‘ Ratio Compliance ’ Unencumbered Term
CLAUSE 16
—

DEFAULT & USAGE 3 Deposits (FD)

[Repayment J (Interest J

]
v
10% of Deposit
[} [— NBFC
120 Deposit(Details) ¥ 1
] i ] 7 7 1 ——
Repayment of Willful Term Loans Short Term Any Funds | |Loans raised L Registration [Core Investment companies (€IC) ]
Loan'sé & Payment | | pofaulter [ P ] ~ raised 1 L 1
0 Inierest PP roper Usedfor |y [ By pledge ) : ; ‘ ;
urpose long e [ T : ] : (" NBFCor Unregistered More than |
Any LENDER 1 rord O For ) of Subj V] Eg. For maintaining deposites Reguired to ‘ : ‘ (9 ) wohether Criteria
T Amount obligations e get Housing Financial | |€IC (exempt P clc
: of loan | [P £ Sub/Iv/ registration ARG whether G @i if Yes then
Diverted & i (; < sz ciate " ‘., & 30" June 1 - 1 conditions fulfilled number
(G2 etails
_» AU Amount & | T 7l P hout valid still fulfilled of Cics
ature 1 Defaults June ‘ uly ugus Valid COR Witnout vali
nature . | l l COR
| Name (only if Govt/Banks/Fis) gjﬁgl’;‘;ﬁ f — . ;1
nd ; st ; "COR-Cretificate of Registration
> | Amount not paid on due date 2" Preceding Months ’ [, Preceding Month ]‘10% Term Deposit (FD) ’

CNO-CARO.240

Own Deposit level 10Cr. Deposit ]4/;07
| - CLAUSE 17

]
[ Maintain FD of | Cr. in August ]

> | Principal/Interest

L | Delay (No. of Days)

[ )
[ |
[ )
[ )

- . o ) ) Cash Losses (Losses before
10% Term Deposit has to be maintained as per level of deposits received as Non-Cash Expenses »[ Current Year + Preceding Year ]»%mount of Cash Losses ]
on last working date of second preceding month E.g. Depreciation)

42



_|_

CNO-CARO.250

CLAUSE 18

( Resignation of statutory auditor |
[
[ Auditor taken into consideration |

v
| Issues, objections or concerns raised |

¥
( By outing auditor )

CNO-CARO.260

CLAUSE 19

MATERIAL UNCERTAINTY

1

On the basis of
[

¥
Ageing & expected dates of
realization of financial assets &
payment of liabilities

Other Information
accompanying
Financial statements

]
¥ 1

Financial Ratios

Company capable
of meeting its liabilities

No Material Uncertainty exist
as on date of audit report

CNO-CARO.260

CLAVUSE 20
SEC 138

[}
[ Every year spend 2% of average profit Eg. suppose it comes to 200 Lakhs ]
1

4
[ Unspent Eg. 80 Lakhs ]

!
Amount spent on CSR activity (Sch ViI)
Eg. 120 lakhs

1
. ¥
| For ongoing project (multiyear project) I Other than ongoing project
Eg. 60 Lakhs Eg. 20 Lakhs

Trf it within 6 months from
end of FY to Fund in Sch Vil

special Alc “Unspent Corporate

[Trf within 30 days from end of FY to J

Social Responsibility Alc”

[ Spend within 3 years ]

[ If not trf within 30 days from end of 3 years to FUND in schedule Vi ]

CNO-CARO.260

CLAUSE 2]

CARO REPORT OF COMPANY INCLUDED IN

CONSOLIDATED FINANICAL STATEMENTS

(]
(Qualifications or Adverse remarks |~ If, yes | + [By respective auditor ]
E —Escalation Claim

( Indicate details | [ Paragraph number of the CARO reports |

43

CNO--COACCL.020
Part 3 — OTHER CONCEPTS (0 ACC & MISC)

SEC — 128 & RELATED COMPANY A/C RULES

L 5 It is mandatory to prepare & maintain Books of A/C, other
.

l books % related documents required to prepare FST

@_" Maintained at ’»‘ Place can be changed to
ace Registered office any other place in India

)

|:[Pass BOD resolution
[w/'th/‘n 7 days inform ROC in form AOC-S

)

[ Receipt & payment ]

. Books should contain [50’93 & purchases ]
Which Books -{ tollowine detail J

ollowing aetails [Assets & liabilities ]

[ Cost records if required u/s 143 ]

-»@-»[ Double entry system ]
->[ Accrual Basis ]
->[ True & Fair view ]

_> Explain effects of Transaction between
Registered office (HO) & Branch office

—

Electronic form ]

->[ Electronic form is allowed ]

| It can be on local server or it can be on cloud ]

L4

which present original information accurately

| Data should be complete & unaltered (HO & Br) ]

| It should be in Legible form ]

-

[ Data should be in original format or it should be in format ]

It should be accessible from India ]

v

Backup server should be physically located in
| India & Backup should be periodic

Intimate ROC on annual basis: Name [ IP address /
| cloud address / physical location (if any)

[ Audit committee, if not BOD should establish system
‘I:“ of storage, retrieval, print out, etc

[ No Deletion unless permitted by law }
[ Accounting software ]
i
[ For company using accounting software it should have following features
1

- Record audit trail (Edit history for each transaction)
- Edit log for each change in books of accounts

- These features can not be disabled in software

Continue on next column...

maintained at 2 locations

W _{ Books of Branch office in India or outside India can be ]

¥ 1
[ At Registered office ]

/xuditguruin

At Branch office provided proper summarised
returns are sent periodically from Branch to HO

Books maintained at Registered ’ Any director can inspect it ’
office or any other place in India during business hours

Summarised returns should be sent
guarterly & it should be maintained
at registered office (Directors can inspect)

Directors can call for details by
9iving written request

R Books maintained ’
outside India

Within 1S days company shall
produce such information

(556

Power to inspect can be delegated by director to

> | Delegation |=| attorney / agent / representative but power to call

information from foreign branch cannot be delegated

of subsidiary

_»1 Inspection of Books J_" BOD can pass resolution & authorise a ’

person to inspect Books of subsidiary

[ 128(4) ] -»[Compang should provide all assistance for inspection as discussed above ]

_{ Books should be maintained for past 8 years & if company is under ]

investigation CG may direct for more years

| [ Person made in charge by BOD for Books
Fine of minimum 50,000

2 @)- g

maximum $,00,000

[ If not then WTD in charge of finance

]
| If not then cFO ]
]
]

[ If not then MD

CNO--COACC.180

Sec 138 INTERNAL AUDIT

[ Chartered Accountant ]
[ Cost Accountant ]

[ Such other professional ]

[ Who can do Internal Audit }E

[ They may or may not be in practice ]

[ They may or may not be employee of the Co. ]

[Legal form of Auditors J-»[ They can be ]

¥ 7 1
[lna'ivia'uals ] [Partnership firm ][Boa’g corporate ]

[ Applicability of Internal Audit J-»[ All Listed companies ]

[ Public co. ][ Private co. ]

[ Deposits ] [ 2 Rs 2§ Cr ] [ — ]

Unlisted [ Paid up share capital ] [ 2 Rs S0Cr ] [ — ]

- | Ofs Loans /Borrow,ing from, I 2 Rs loocr I 2 Rs loocr I
(Banks & FI's)

_[ Turnover ] [ 2 Rs 200Cr ] [ 2 Rs 200Cr ]

Note — Deposits & loan to be seen at any point of time
of preceding financial year
PUSC & T.0. - To be seen during preceding FY

- [ It will be done by audit committee, if not, then BOD ]
1
They will decide scope, functioning, Periodicity &
methodology, in consultation with Internal audit

& Condition

E Appointments [ Terms }




£
)
=
2
CHAPTER 06 AUDIT REPORTS e
)
=)
CNO--5A700.040 L <
Part | — SA 700 C Heading— Depending on circumstances ) [ Branch related points }
‘ - (law applicable , nature of entity etc) (I Other Reporting L Division of Responsibility by Auditor (Division / Branch
. Title ’ — | Clearly Indicate report of Independent Auditor heading can refer to management or also TCWG as the case may be. ~ Responsibilities / Subsidiaries covered by another auditor)
. “ itor' ? Vil. Respons- N
(Generally used “ndependent uditor's Report”) ib/'lit/’ie < . Description of Responsibility for FST (BASIC) i L T 1
| Ve . . ‘ ™ of Management If compliance framework — Preparation of FST as per compliance FRF . reporting responsibilities other than those specified N ( 3 Options R
Addressed as Per Circumstances (It may be prescribed in for the FST If fair presentation framework—> Preparation of FST as per Fair FRF in earlier sections as per any law or requlations I. Include in Report
. Addressee | = ia?‘)c/l«) RGegulzzlon l{) CZrm‘S 0725”9 72;?29)”1:’ ': notjtcatz be adyz;’rtessed - Ensure FST give True & Fair View — If topics are same include it in above sections only, but 2. Include it in Appendix /
0 or Shareholders) (sec asks auditor to report to : ; o ; St f .
share holders) (2 MORE TO SUPPORT ABOVE) specify as per which provision so as to differentiate it I G A
AU / 2. Also responsibility to create & maintain interal control system to — If we include this as a section of audlit report then we Reference
K i — \ SUPPOVt above. need to give heaa’ing to above pth as “Report on 3. Descr/‘ption given on
Heading — Opinion | Financial statement” | website of Authority
i) ot 3. Responsibility to Assess whether going concern assessment is 4
N N S p— appropriate, disclosure of issues regarding going concern and Itis as per SA700
I, Auditor's - 2 R L statement on appropriateness of going concern Given reference is allowed
Opinion ‘
2 3. Identify title of each statement in set of FST. 4. Identify people who are responsible for oversight of financial asp e;r D
4. Refer to notes, including summary of significant accounting policies. reporting process. If TCWG s responsible include their name in ‘ Name -|: g Give line )
S Dates / Period - heading (As per company law IFCR is responsibility of BOD X. Signature
. Dates / Period covered by ~ | (By Individual - | Membership Reg. Number (MRN) |
Ultimate Content (Opinion) & ) or Partner [ eg. No. ]'[[ ' bor (FRN) ]
Firm Reg. Number (FRN,
3 A4
Wordings Vil Auditor . . ) -
AR 3 Para's Govern This Section XIl. DT - Dt of signin _ %
If Fair FRF - Whether FST are as per applicable FRF (Fair FRF) ‘ Responsibility ’ ‘ 6 ’ [ gring | Place - Where report is signed
- Whether FST give True & Fair view/Presents Fairly . | (Generally it is city where office is situated)
in all material t M v v
W all matenial respec [ Para 37 Objectives ] Para 38 Scope ] [ Para 39 ] [ XIll. UDIN - Unigue Document Identification Number ]
If Compliance FRF - Whether FST are as per Applicable FRF . Communication (1t should be generated within 60 days of signing document)
\ .(Compliance FRF) J e Reasonable B -»[ Auditor related points }
I. Statement on wex . i i
: Note : Generally questions are not asked in
Assurance L e
e Why Opinion is Reliable ? Y ¥ ‘ ?Zf:;iﬁf:’(ggrgtgment & ’ comry;lqn/ w:l'l) on , CA Final but we have included this for knowledge.
- . . L . : regarding ethica
IV. Basis of I. Declaration by auditor that he is independent as per code of ethics FREE FROM Material garaing e 2 END==SAT00.105
o - . . : X sstatement P o Led Do requirements - !
Opinion and also fulfilling other ethical requirements (Such as Integrity / Miss o —| Process related points TdlEaEd s
Objectivity / Professional Competence & Due Care | Professional \__ % Issue Auait Report _’[ \dentify RMM ] 2. Planned scope & FORMING OPINION ON FINANCIAL STATEMENTS
Behaviour & Confidentiality) p ‘ N = = timing of audit,
- ; - Meaning of RMM aue to Fraud may significant audit i ; ?
2. Audit is conducted as per SA's , Issued under Sec 143(10) Al S - | dale e, findings (including -»[ phat opinion Auditor has to frame! ]
3. For Further details on how work was conducted refer “Auditor --Meaning of Materiality misrepresentation, forgery, significant deficiencies) User expects FST as per standard principles and format, that means they should
Responsibility Section” - Comment about collusion & override of ICS 3.1f KAM applicable, be as per AS, IND AS, IFRS etc.
Misstatement ; 3 explain matters in KAM
4. To assure everyone statement that, auditor obtained sufficient and \ . J "l ﬁf:cli Zu%ei’erform L I a,f most significant ( So, auditor has to make opinion whether FST is as per applicable FRF.
. t .d t .d d‘t 1] s
\OPP"’P”Q 2 QUIEENER 190 [ATIeR CUEIEAT S ERnaet) J Include aliwags in Audit _’[ obtain Audli Eord ] selected from [ If it is a fair presentation framework
; @iy sl EeEneE communication to
- . ] ] ] ] N Report, No Other Option TEWG L[ Auditor also needs to express whether FST give true & fair view }
V. Going Concern | Where applicable, the auditor shall report in accordance with SA $70 L[ IMP Points
(I Reguired) (Revised) (This is generally required if there exists material uncertainty, -»[ How to frame opinion ]
unless it is covered in basis of opinion paragraph). |, | Evaluate Accounting Policy / Reasonableness of = - . : -
\_ ) g ] To frame opinion on FST, auditor will have to make a conclusion about all material
l Estimates & Disclosures . . o .
) ; : - items in FST whether material items in FST are free from MMST may be because
VI. Key Auait ) As per requirements of SA 70 IF Fair FRF evaluate overall presentation, £ fraud
R of fraud or error.
Matter structure, content & disclosures
(if applicable) While making this conclusions, auditor should be reasonably assured Chigh level
-»[ Appropriateness of Going Concern ] of confidence)
—»[ Internal Control System related points ] [ How to draw conclusions |

-»[ For drawing conclusions following should be done ]

-»[ Non Corporates ]
| . Perform audit procedures and obtain sufficient and appropriate audit
L[ We Understand 1CS but not for expressing opinion ] evidence for all material items
_,[ Corporates ] (2. 0n the basis of evidence, identify misstatements in FST and ask mgt to
> | rectify them and then make list of uncorrected misstatements, now auditor
L Because of legal requirement to report on IFCR _have to check these misstatements individually or in aggregate.
b tat t di t ] ni O : o oo 5
acaﬁjozsb: S:;’tet:,n ,(-:,ei j:n Iy;i’ n(;ufw’);tp Vrzssolzg AR (3 Apart from quantitative misstatements it is important for auditor to
pany P | understand the quality of FST / accounting practices / mgt bias to form
\_opinion on FST.

44



SPECIFIC EVALVATION BY AUDITOR'S

!
‘ SA 700, makes some evaluation mandatory for auditor because they are ’

extremely important and they don't want auditor to miss it in any manner
4

[ Shortcut — MASTER (Auditor has to evaluate following) ]

(Material transactions and events are properly accounted and
disclosed in the FST, so that user understand their nature and
\financial effects

=]
1

Whether applicable FRF is followed consistently while selecting
and implementing accounting policies

)
1

[ Whether significant accounting policies are properly disclosed in
|_notes to accounts

(‘Whether terminology used in FST including the title of FST is
appropriate (e.q. title for profit oriented and non-profit oriented
_company is different)

E|- [ Whether estimates made by the mgt appear reasonable (realistic) ]

&)

_ | Whether FST as a whole are relevant, reliable, comparable and
understandable.

“Note : Generally guestions are not asked in CA
Final but we have included this for knowledge.

CNO--5A700.060

AUDIT REPORT PRESCRIBED BY LAW

i
If law prescribes format of audit report then as law overrides standards.
Hence auditor will have to follow format given by law
A4
[ He will give reference to standards on auditing in his audit report only if J
L4

‘ Audit reports includes basic elements which we have discussed earlier ’

(other than conditional elements)
13

[ Which means all elements from title to date ]
A

In India, we don't refer to standards in tax audit report because it does not
contain management responsibility & auditor responsibility paragraph

MULTIPLE FRF'S

= Situation

L As discussed above there can be different users demanding financial statements
as per FRF like IFRS & Ind AS. We can mentioned both FRF in one audit report
provided below conditions are satisfied

There should be full compliance of both the FRF's that means all income,
expense, assets, liabilities, notes to accounts should comply with the standards

Final result like profits, net assets should be same as per both the FRF
& no reconciliation need to be prepared

Sometimes entity prepares financial statement as per one FRF &
then they give reconciliation of profit from framework they follow
to other framework in notes to accounts. In this situation we will
not refer to two FRF in audit report because only FRF is followed
in FST.

| Typical case -

CNO--SA700.100

SUPPLEMENTARY INFORMATION

[ Additional Information ]—>[ Not Reguired by FRF ]
4
Either Voluntary or as per Law/Requlation
E.9. MSMED / Profit Reconciliation/list of Debtors/Employee
¥
[ If it is integral part of FST ]

1
v R4

YES NO
Examine it, cover it as normal

information in notes under heading “Unaudited” + No cross referencing

Ask management to clearly differentiate it and put it

3
YES NO
Mention in report “we don’t take Responsibility”.
oK It will be treated as Other info as per SA 720

EXAMPLES

In notes to accounts company can explain to what extent financial

CNO--SA700.020

REFERENCE TO MULTIPLE STANDARDS ON AUDITING &

MULTIPLE FRF IN AUDIT REPORT

MULTIPLE SA’s

> { Situation ]-»{ There can be situation where there are investor from different region }

For Ex- US, Japan, India. They will demand audit as per international standards
on auditing, Japanese standards, Indian Standards. It is possible that we refer

to multiple standards on auditing in audit report & say that audit was conducted
according to them if following conditions are satisfied

Type/Form of opinion ]

between standards w.r.t.

‘ There should not be conflict H:[
[ Inclusion / exclusion of EMP or OMP ]

[It should contain minimum elements of audit report from title ]
to date.

When the auditor’s report refers to both the ISAs or the auditing standards

statements are as per another financial reporting framework & they
can reconcile profit as per applicable framework with profit as per
another framework by indicating which financial items should be reversed

Example | |
Integral

J

A

In this situation it is not possible to segregate these things from financial
statements as they have very close connection with the items presented
in financial statements

4

Hence the auditor needs to cover it as reqular notes to accounts &
cover it in his audit

additional P&L has items of income & expenses which are altogether
different as what are presented in current P&L. Then this is the
information which can be clearly segreqated & differentiated.

Example 2
Non Integral

{ If entity gives additional P&L in appendix to financial statements & this
-

EVALVATION OF QUALITATIVE ASPECTS
INCLUDING MQGT BIAS

-»[ Qualitative aspects of accounting practices / FST. ]

SA 260, explains what are the qualitative aspects of accounting practices
and they majorly focus on 3 things
1

¥ T 1
[ Significant accounting policies ] [ Mgt estimates & judgements ] [ Disclosures in FST ]

( Management Bias |

(Mgt has to make many judgement while doing accounting and preparing
FST. There is a possibility that they misuse this opportunity and enforce
_there hidden agenda of manipulating FST.

12

-»[ So auditor should be careful and understand whether mgt appear bias. ]

v

To understand whether mgt is biased or lack neutrality, auditor should
see following: -

(" Whether there are selective correction by mgt w.r.t. misstatements
identified by auditor which may either only increasing earnings or
L decreasing earmings

(" Mgt is not rectifying deficience in the s;/stem which are focusing on h
particular transaction, balances or disclosures leading to in inappropriate
. reporting

12

U

(" whether there is possible Mgt bias while determine accounting estimates.
b | Now, how to understand whether Mgt is bias in estimate is explained in
SA $40 which gives examples and circumstances of Mgt is bias in making
\_accounting estimates.

nd [ Effect of low quality accounting practices and mgt bias ]

if we identity that quality of accounting practices is low or mgt is biased, this in
itself is not a material misstatement which should be reported

But while evaluating misstatements then we should consider effect to low quality
accountingpractice and mgt bias while drawing opinion and because of this we
may draw opinion which is unfavorable, so they effect opinion making process.

"Note : Generally guestions are not asked in CA
Final but we have included this for knowledge.

4

In such situation company should differentiate it from financial
statements & put it under the heading supplementary info + unaudited

{ And auditor is not supposed to cover it. ]

Explain of a specific jurisdiction and the standards on auditing issued by ICAI, the
Origin auditor’s report shall clearly identify the sameincluding the jurisdiction of
origin of the other auditing standards
4s

CA Vishal Bhattad's

CA Ravi Taori

VSMART e

/ ACADEMY ?,{E’

g 5 B
Auditguruin ik

/xuditguruin



_|_

AUDIT REPORT V/S AUDIT CERTIFICATE

Audit Report Audit Certificate

Vouch Accuracy

[ )
[ Coverage ] [ Generally whole FST ] Limited Info
[ ;ﬂgjjgnrise J [ Similar methods }
[ Use of Judgement } [ Yes } No

[ )
[ )
[ Similar methods J
[ )
|

Opinion with ’
reasonable Assurance

‘ Final Result

L Here we comment
Opinion is based
Facts on accuracy of facts
on facts .
itself
Examples /Examples: As per A

Section 66 of the
Companies Act, 2013,
an auditor is required
to file a certificate in
the tribunal where
company Is proposing
for the reduction of
\cap/‘tal )

under section 143 of
the Companies Act,
2013 js an opinion
based report and not
a certificate

Examples : the report }

CNO--SA700.140

REPORTING TO SHAREHOLDER V/S REPORTING TO TCWG

Reporting to shareholders ] [ Reporting to Those Charged with Governance

4 O\ (section 143 of the companies Act, \_, [ sk 260 deals with the provisions )
—| 2013 deals with the provisions relating to reporting to those
relating to reporting to shareholder. charged with Governance.

Thus, it is a Statutory Audit Report
S~ \ which is addressed to the members. )

Reguirement
J

(" it is a reporting on matters those )

( "\ (Statutory Audit Report is on true | | charged with governance like
Content and fair view and as per prescribed scope of audit, audit procedures,
L ) \_ Format. ) \_audit modifications, etc. )

(" Reporting to those charged with

Availability i_. Statutory Audit Reports are in public |_ | Governance is an internal
domain. | document i.e. private report. )

46

CNO--5A701.020 TO CNO—SA701.020
Part 2 — SA 701

(1. Audit of “Complete Set” of “General Purpose FST” of “Listed

Entities”
S

I.Applicability of

KAM Para (Given | = [ ii. Reguired by Law / Requlations

in SA 700) P
iii. Auditor decides to Communicate kKAM (Eg Significant Public

 Interest Involved)

SA 708 Prohibits putting KAM if Opinion is Disclaimed, Unless required by
Law / Regulation

( 2. Determining KAM items ? ]
I

\ ¥ 12 ¥
( stepl ) Step 2 Step 3
Make list of Identify matters Identify items Step 4
matters which need of Most Current Period
Communicated | |Significant Auditor Item

Significance

\ toTwe ) Attentsion
+ [}
List given in Indepth, frequgnt, robust
SA 260 m?emctwns,
efforts, time, resources etc
v v v
Significant Risk Significant Management Significant Event
or High RMM Judgement or Transactions
L4 14 14
Eg Dominos ) Eg Mondi Ltd Eg Philips
L UK AR ) (South Africa) (Netherland)
¥ ¥ ¥
- Revenue N a Separation of Health )
Recognition Cut el of hc{ge _ Tech & Lighting Business
0ff is Highlighted expansion capitalisation as 2 sperate companies
as High RMM of fixed asset needs from across group
hence significant judgement companies Is S/gn/ﬁgant
hence KAM Event or Transaction

Hence KAM /

NN VAN

{ 4. Relationship with Other paras ]

i
1
v ¥ ¥
Modiification Material Uncertainty EMP / OMP

If common, Include it in KAM.
Such items can be put
first in KAM sequence

to highlight them

/xuditguruin

Include in “Basis of
Modification”
Give Reference in KAM

Include in “Going
Concern”
Give Reference in KAM

CNO—SA705.020

Part 3 — SA 708

TYPES OF OPINION
1

1
[ Modified Opinion ]
1

v

| Sufficient & Appropriate Evidence & No
MMST

Introductor
3. How to 9 } | Main content of KAM

‘ Heading ’ [ L

communicate

¥ 1
i 3
No S&A Ewdence MMST
[ Unmodified/Unqgualified/Clear Opinion } [ ] [ | ]
12 v 1
‘ Financial Statements gives True & Fair [ Pervasive ][ Not PervaS/ve H Pervasive ]
View . !
Disclaimer ] [ Quahﬁed } [ Adverse
1 1
Not able to Subject to/ FST does not
express Except True & Fair
opinion Effect of View
PERVASIVE MATTER
1
¥ 2 1
Affecting many ( Affecting single item but h Disclosure fundamental to )
items it is substantial portion of understanding FST not
l L FST ) appropriate )
4 1
(" Ex: Indore Branch | Ex: Fixed Assets not g )
Ex In‘ ore sranc Lo Ex: Amalgamation disclosure
not included in impaired, it accounts for not given
L FST ) L 80% of Assets VAN y

KAM ? ¥ 1 1

Key Audit (2 standard statements [ « Description of KAM
Matter |. Definition of KAM — * Reference to related

Matters which in Disclosure

Z‘ggﬁ%:ﬁgﬁﬁsﬁna, o Why matter is considered

Most Significance KAM?

2. Auditor is not * How the matter was
addressed?

providing sperate
opinion on these matter | \-

(& )

[ No Communication of some KAM items ]
]
¥ 3

2. Adverse Conseguences more than
Public Interest (Eg Cyrus Mistry
Vs TATA)

1 1
¥

If there is No Key Audit Matter or Key Audit Matters Exist but not
Reported as per reasons given above then include a statement under
heading “key Audit Matter” and explain this fact.

I. Law / Regulations Prohibits
(&g sFi0

Continue on next Column...

INABILITY TO OBTAIN SUFFICIENT APPROPRIATE
AUDIT EVIDENCE DVE TO A MANAGEMENT- IMPOSED

LIMITATION AFTER THE AUDITOR HAS ACCEPTED
THE ENGAGEMENT
4

[ Reguest the management to remove the limitation ]
1

1
[ Management removes the limitation } [ Management refuses to remove the limitation ]
4 i
[ Proceed with procedures } Communicate with TCWG and perform
alternative proccedures
i

[ Still unable to obtain sufficient and appropriate audit evidence ]

1
A2 L4

[ Possible Effects Material but not pervasive ] [ Possible effects material and pervasive ]
\: .
[ Qualified Opinion ] [ Withdraw from audit engagement or disclaimer of opinion ]

CA Vishal Bhanad s
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CNO—SA705.060 £
EFFECT OF MODIFICATIONS ON AUDIT REPORT [ ualification [ adverse ][ bisclaimer ] ficati isclai S
[ Qualification ][ Adverse ][ Disclaimer ] )
Sh. Content —»[ Depending on the reason of modification } - — g
[ Qualification ][ Adverse ][ Disclaimer ] 1 s bl Uneaeaiaty) - No Change )
. ‘ ‘. related to Going concern S
[ . Title } —_ [ No Change } [ Material Misstatement J No Sucient <
I o 1 & Appropriate [ 7. Key Audit Matters ]—» [ No change(No KAM in case of disclaimer) ]
[ 2. Addressee ] — [ No Change ] e D D Y k22 [ bil Bl h ]
8. MGT Responsibility - No Cnange
4
(3. Report on FST (Part 1) | — | No Change ] , R:"'t"d , ’i,e"’tej %) Re’:‘tej 0 e - -
0 Amounts arrative isclosure ; 2 ABallar N :
[ 4. Opinion ] ;he”alud;t(;r [ 9. Auditor Responsibility ]_, If there is disclaimer only following will be written
shall include
[ 4a. Heading ] — [ Qualified / Adverse [ Disclaimer Opinion ] Description and Disclosures (Eg: contingent ey Our responsibility is to conduct an audit of the entity’s
T .- Gl ﬁcatw.n of || An explanation Liability for Opinion financial statements in accordance with Standards on
[ 4b. Ist Line ] engaged to the financial 7 ey Undisclosed) section the Auditing and to issue an auditor’s report.
[ 4c. Opinion Wordings ] \__qudit the FST ) GHIEE 67 e the disclosures are (a) Discuss the reasons for However, because of the matters described in the Basis for
L 1 misstatem‘en.t misstated. hon=disclosure Disclaimer of Opinion section of our report, we were not able
8 N /Because of the (" Because of the "\ (Eg: bepreciation (Eg: company bty T — to obtain sufficient appropriate audit evidence to provide a
(Misstatement) el significance of the under charged by has disclosed (b) The na‘tur e of basis for an audit opinion on these financial statements.
. S crores) that Y losses the omitted
P the matter(s) || matter(s) described 2 . nformation: and
effects . . covers ne inrormation, an We are independent of the entity in accordance with the
described in the in the Basis for If it is not worth, instead it © Unless _ )
of the matter(s) s fp s Disclaimer of practicable to should be prohibited by law
described in the Opinion section Opinion section, quantify specified that or requlation, [ 10. Other Matter }—» [ No Change }
Basis the auditor has not th; ﬁr;antc;al CY losses are mcluii t:re Z Rep,ort on othef' legal o
for Qualified . GG, Une omitte and requlatory requirements |— o Change
o been able to obtain disclosures, (Part 11)
ek sufficient provided it is [ 12. Signature/Place/Date ]—» [ No Change ]
section ; ;
appropriate practicable and [ 13. UDIN ]—»[ No Change
(No s&h Evidence) audit evidence to S&A audit
Except for the provide a basis for ew;)!ence :tbc::t
] the omitte
possible an audit opinion on inf, .
effects of the ; ntormation.
the financial L AN ) fg: If it is relateﬂ
matter(s) ... statements; and
for the modified State that the
opinion. auditor does not BN /L\)hen the auditor expresses a qualified or adverse opinion, the \
L N\ VAN J auditor shall amend the statement about whether the audit
[ S. Basis for Opinion } evidence obtained is sufficient and appropriate to provide a

basis for the auditor’s opinion to include the word “qualified” or

[ Sa. Heading ] — [ Basis of Qualification / Adverse / Disclaimer Opinion } “adverse”, as appropriate.

When the auditor disclaims an opinion on the financial
statements, the auditor’s report shall not include the following
Those elements are:

(a) A reference to the section of the auditor’s report where the
auditor’s responsibilities are described;

and
(" Even if the auditor has expressed an adverse opinion or h
disclaimed an opinion on the financial statements, the auditor
shall describe in the Basis for Opinion section the reasons for
any other matters of which the auditor is aware that would CA Ravi Taori
have reguired a modification to the opinion, and the effects VSCM"AIBﬁ'i' - @@
L ) ACADEMY Fﬂ*
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Part 4 — SA 706

EMPHASIS OF MATTER PARAGRAPH

If auditor wants to highlight any matter which is presented or disclosed }

in FST so that it improves users understanding of the FST, then auditor
should put EMP.

|. Definition *{

[ 2. Examples ]--» (We have arranged in chronological flow so that it is easy to remember)

[ Major amalgamation

¢Y related ]-[:[

=

[
-»[ Last year related] - [ Major prior period item
[

Major catastrophe having significant impact on FST

Early application of new accounting standard

B End of year H:%

-»[ After year end ]-» ‘

Uncertainty related to litigation or requlatory action

Significant subsequent event between date of FST
and date of AR

[ 3. Conditions ]-»[ Auditor should include EMP, provided following conditions are satisfied: - ]

( (1) Matter of EMP should not be a matter which needs modification of
| opinion

=
(i) Matter of EMP should not be determined as key audit matter as per
SA 701,

-

[ 4. Content ]-»[ (i) Heading ]-»[ Separate section with heading EMP ]

(e.g. :- EMP for

Gi) If multiple EMP's, we can differentiate one from
subseguent event)

another by appropriate addition to the heading -

[ Gir) Description of matter ]

(iv) There should be clear reference to the matter in FST which we ’
are highlighting generally, note no. FST is provided for the same.

(v) Auditor should clearly specify that though he is highlighting ’
matter in FST, auditor opinion is not modified w.r.t. this matter.

[S. Placement] [ If EMP relates to applicable FRF

E.g. - If it is related to shift from AS to Ind AS, then in such
circumstances it should be placed immediately below 'basis of opinion’
section to increase its importance.

L

In other cases. EMP can be presented either before or after 'key audit matter'
based on auditor's judgement as to relative significance given in EMP.

L E.g. :- If prior period item is very significant, changing profits
drastically than EMP may be placed before 'key audit matter'.

[ (We have arranged in chronological order so that it is easy to remember)

[ No audit was conducted in previous year

[ Last year related }-l:

[ Someone else performed the audit of previous year

[ CY related } = Audit of branches, subsidiaries done by another
auditor

A\ )L

(Auditor has reported more than one set of FST
such thing can happen if company has prepared
FST as per multiple FRF. (e.g. :- Ind AS, IFRS,

[ Year end related } \ US 6AAP) )
(If auditor wants to restrict distribution & use of h

audit report then auditor can explain in 'other
 matter para'. )

[

[ (i) Disclosing matter should not be prohibited by law or regulation

(i) Matter of OMP should not be a matter which is determined as 'key ’
audit matter'.

[ (1) Heading — 'Other Matter Paragraph' ]

i) If multiple OMP's, we can differentiate one OMP by another by
appropriate addition to the heading. (e.g. :- OMP for scope of audit)

[ Giii) pescription ]

It is not clearly mentioned, but after analysis we can conclude that OMP should be
placed always below KAM, it may not be immediately after KAM but any suitable
position below it.

To distinguish KAM and information given in OMP we can add more words to the
heading so that user can differentiate between KAM & OMP like other matter -
Scope of audit.

If matter in OMP is related to 'other reporting responsibility' then we can place it in
section 'Report on other legal and requlatory requirement'

(If matter is such that it is important for all auditor's responsibility and understanding
of his audit report then it may be included after 'Report on FST' and 'Report on
\other legal and regulatory requirement'.

CNO--5A710.040

COMMUNICATION WITH TCWG

Part $ — SA 710
COMPARATIVES AND WAYS OF PRESENTING COMPARATIVES

Amount and disclosures of one or more prior periods as
per AFRF are called as comparative information

[ Ways of presenting comparatives }

Comparative financial

‘ Particular ’ ctatements Corresponding figures
If detailed information is given If detailed information is
Bt o for | or more prior periods. not given for prior periods
Information /

Importance given to prior
period is same as current
period.

Not given importance
similar to current year

(" Information of prior year is just\
a comparison not treated as
separate FST, infact it is
considered as integral part of
\_ current year FST. Y,

Prior period information
treated as separate FST.

‘ Is it a separate ’
FST?

In intro and opinion para,
we refer both current year
and prior year
e.g..- Prospectus

In Intro and opinion para,
we refer only current year.
e.g..- Company audit report

[ Audit Report ]

(Note | - Corresponding figure approach is popular across the world, generally FRF
specify that where ever current year amounts are given we should provide previous year
amounts also which shows that importance is given to current year and previous year
(amounts is just for comparison nothing more. Same thing is given in Schedule 11l

(Note 2 :- This standard gives reporting approach. It doesn't say that we are suppose to
do audit of 2 years in comparative financial statement approach. That means if we have
done audit of 2 years, then only we will able to refer current year and previous year in
opinion and intro para. If we have not done audit of previous year, we will have to put
OMP explaining either previous year audit was not done or it was done by predecessor
auditor, also provide the type of opinion with reason if it is modified and date of audit

report.
L p

If auditor plan's to include EMP or OMP, then auditor should communicate with TCWG
proposed wordings of EMP or OMP.

It will make TCWG aware of such matter, TCWG / auditor may obtain further clarification
on such matters.

If OMP s recurring in each successing engagement then its repeated communication to
TCWG may be unnecessary

OTHER MATTER PARAGRAPH

If auditor wants to highlight other than matter which is specifically presented
. Definition |=| or disclosed in FST but in auditor's judgement it is important to improve user

understanding of audit or auditor's responsibility or auditor report then auditor
should 'other matter paragraph'.

Continue on next column...

432

CNO--SA706.080

DIFFERENCE BETWEEN 'KEY AUDIT MATTER' AND

'EMPHASIS OF MATTER' PARAGRAPH

A2

1
We can distinguish between KAM & EMP
related to definition, purpose and
placement.

If any matter is identified as Key audit matter
then such matter will be included in 'KAM' only
it will not be covered in 'EMP'.

CA Ravi Taori
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) CNO--5A720.020 TO CNO—SA720.140
AUDIT PROCEDURES FOR COMPARATIVES |/ COMPARATIVES AUDIT REPORTING Part 6 — SA 720

FINANCIAL STATEMENTS |/ CORRESPONDING FIGURES

Axudit§uruin

3 Ny )
(" Basic Evaluation of Comparative Information ] —— _»l FI;z;reisZ:npil;nagm — _»l Comzvprraot;\éz FST THE AUDITOR'S RESPONSIBILITIES RELATING TO OTHER INFORMATION
, Auditor should understand requirements of AFRF w.r.t. to comparative information ‘ Financial or Non-Financial information included in an entity's
and check whether this information is appropriately presented in FST [ other information | — annual reportother than FST and Auditor's Report
> Agree comparative information with amount and disclosures presented in prior Refer only current ; . . e . .
period FST. @ Basic Principle |»|  year no need to @ -»[ Refer €Y & PY Both } @ Discuss with Mgt — Which documents are included in Annual
refer previous year principie T T Report ? [ Planned manner and issuance of these documents.
Ensure that accounting policies reflected in comparative information are [ oth ‘;’ ";’”9 t"f ] —| Appropriate Arrangements — To obtain in timely manner, if possible,
S| consistently followed and if there is a change it is properly accounted, disclosed er Inrormation before issuing Audit Report Such Documents
and presented in current period Pervious year audited by Documents not available till Date of AR — WR that final version will
@ redecessor Auditor be available before issuance so that auditor can perform
"y : : 5] ook P
-»[ Additional procedures in case of possible material misstatements } 1 procedures as required by SA.
(If auditor becol:ne Z,boare ofdpos;ib/e m;terial misstatemendg in compagative y ) pat OIMP ©) 4 4 - 4
information while doing audit then auditor can perform additional audit procedures ¥ L 1 ) X X . . other Info
as suitable to draw conclusion whether material misstatement exists ) Statementithat i @ Reading & Material Inconsistency Material Inconsistency Materially
; Type of || Dt of Audit Considering the Other Info % Financial Other Info & Auditor's .
C X : X X : : > PY audited by o= ] Misstated
If material misstatement exist then either previous year FST should be revised predecessor auditor opinion Report Other Information | | Statements (MI-0I&FS) || Knowledge (MI-01&AK) Coi-MM)
and such revision should be done as per requirements of SA $60 which deals with T T J 4
subsequent events. It will be auditor's responsibility if he was auditor of previous Fmodifed o 3 <
year. Generally this is possible before AGM easily In other cases rectification are [ PRI GV TEES S ] . Remain alert info
done in current period as prior period items. Consider whether there Consider whether there || not related to FST
~ J is MI-OIZFS { Evaluate is MI-01&AK which is or AK obtained
[ Written Representations ] Consistency by Ca T G aua’i)t
~ PY not ; Carmaaiing e vty EST as audit evidence or appears to be
@ "[ put omp ]-»[Exp lain f“t] @ paring conclusion reached materially
| The Auditor shall request WR for all the periods which are refer in opinion ’ \__ misstated
para. 4 . ,
Responding When a Material Inconsistency Appears to The auditor shall Discuss the
In case of comparative financial statements we will request WR MMST identified in PY FST [ Additional guidance ] Exist or Other Information Appears to Be Materially matter with MgtPerform Other
| CFS || for current period as well as prior periods which are referred @ While doing €Y Audit : : : : Misstated Audit ProceduresConclude
inﬁua’ZE report. Even if we hc;qve tgl;en WR in previous year we 1 @ [MM;T ;dent/ﬁez’ in PY FST b\?h/ch were ] T I 1 .
Wi tate it agéwél to)ensure tnat information Is appropriate as on [ Ask management to resolve it ] audited by predecessor Auditor é Material Misstatement Material Misstatement Auditor's Understanding of Entity
BUNEE 2ty (Hoey) | ] of Other Info Exists of FST Exists & Its Environrzentheeds to be
; Update
-»[ Corresponding figures ]—»[ WR will be reguested only for current period ] [ If not resolved } [ASk management to resolve it } ! . P .
: — : S ! ! 7
| Specific WR may be obtained if there is any prior period [ Modify opinion for PY figures ] If resolved If not 1 Ived @ Further Rej” onse When i Further Response LohenlAuditor Concludes that
financial items if disclosed in current year's P&L. yop 9 VESINE hot resoive Auditor Concludes that Material s A e
! ! i Misstatement of Other Info Exists arenay Tisstarement o or nuareors
‘ D attects CTmadify ’ Modify opinion . ; Understanding Needs to be Updated
CNO——SMIOJM for ¢Y also They azree;: tthey ‘ for PY figqures ’ Ve Request Mgt to Comrect 01 N - y n 4
reach out to Co S Revi. M
CHANGE IN OPINION redecessor ! If Mgt Agree — Check Conrection is R;fipozo Z;fpe; 0; Uey o iAdgﬁ;' Rf er RMt
i P auditor to If it affects Y Made If Mgt Disagree — Communicate < ‘;60 S bec 0 tnz‘o”etc eA o ’S; é;ew;ezks
In case of comparative financial statement approach, if auditor has given one opinion on amend EST modify to TCWG & Request Correction N ubsequent Zvents Arer bate o
previous year in last year's audit report and then auditor has changed opinion of previous for ¢Y also \_ Other Info Still Not Corrected ) @’ . _ \
year in current year audit report because of additional information which he got during 1 I Reporting on Other Information
current period audit then to explain such fact auditor has to put other matter para. " o L] ¥
[ Additional guidance ] [ rzv‘;zgze:uil?t rfsgris ] Audit Report I ‘ ?"d’ct/ e g Listed Entities=Obtained or Expects to Obtain Ol
\ P Not Yet Issued Already Issue (Expectation Sufficient)
] ] @ Y il e ) Unlisted Entities= Obtained Some or ALL 01 (At
A A port moditie
[ ) ) [ No :gea’ Lo report any 0 least Something Reguired) )
! 1 ¥ 2 [ Ask management to resolve it } thing in C¥ report (o Appropriata
| Fv20-21 | FY 21-22 | | Fy21-22 | Fy 22-23] 1 action mplication | | Take Appropriate | ( D
L | [ If not resolved ] on Audit Report & Action Include Separate Section “Other Information” below
Unm{)af/ﬁed Moc?'/ﬁed 1 Communicate Considering KAM / If Misstatements in Ol or FST then above
Opinion Opinion [ Modify opinion for PY figures ] them to TcWg (f Legal Rights & || KAM
L 1 N . .
T i Doubt over Obligation Bring
If it affects CY integrity or uncorrected (1) Mgt responsible for 0l
I : i 4 reliability of misstatements to || (1) Identify 0l obtained and 0l to be obtained for
Highlight VoG representations attention of users || Listed Entity '
1 5 " thi;; é);ncfs‘//g)er of AR(Speck at glll) Auditor Oglln/on doesn't cover 01 / No Opinion %
_ ] Explain comparabilit : 6M/ Withdraw, ssurance on
Modify for CY y of CY l«)lgh py g Withdraw from send Reasons. | | (V) Auditor Responsibility read, consider, report on
ﬁgures a/so . engagemey)t 0l
is affected £ possible und to Regulator)
IT possible unaer (V) If obtained before audit report Statement that
\ Jaw or regulation ] Auditor has Nothing to Report / Statement that
there is Uncorrected If MMST in Ol Consider effect
of modifications while reporting on above point.

49 \ J




CHAPTER 07 AUDIT COMMITTEE & CORPORATE GOVERNANCE

/xuditguruin

[ Further Clarification | #Amendment QNO - 421.500 MCQ - Incs.2.6
¥ 4
CONCEPT OF CORPORATE GOVERNANCE & APPLICABILITY OF LODR [ Market Capitalization Criteria ] [ High Value Debt Entities (HVDs) ] COMPLIANCE CERTIFICATE

A 4

Concept of Corporate Governance ] e : 3 3 ™\
[ 4 4 Certain Requirements are applicable | [ NCD of S00cr or more as on last day of PFY. | | 1t should be certified by CEO & CFO to the Board (SEBI) |
_ o to for top $00,1000,2000 entities {
Corporfzte Governance Is a system‘(Set‘of principles ‘procedures etc) _,[ Corporate Governance ] based on Mkt. Cap. as on last day ( Once entities become HVD it will always ’
= by which management of the entity Directs, Supervises & Controls i L of Previous Financial Year ) remain so, even if NCDs go below limits [ PR ]
activities in the best interest of stake holders SUCter 1
N ~ s N 5 ™ : 5 -»[ Related to Internal Controls for financial reporting ]
( . - n Once criteria is fulfilled requirements [ LODR- Chapter IV-Regulation 1S to 27 ]
Good corporate Governance ensures Fairness Accountability & or peop will always remain applicable 1  Responsibility for establishing & maintaining |
Transparency by office bearers in management. In India Co. o | even if entities falls below criteria | [ They deal with corporate Governance ] BT ] : :
Act 2013 listing obligation disclosure requirements 201S (LODR) v valuated the errectiveness [ Disclosed to Auditors & ’
KSpecify good corporate governance practices ) l Now applicable to HVDs also earlier they were [ Deficiencies ] Audit Committee
" applicable to listed Equities & Convertible securities
-»[ In simple terms it means how company is managed ] who take decisions Steps taken or proposed to be taken to
an behalf of co. rectify these deficiencies

5 T 1 CNO--ACC6.040
»L

[ To Direct ] [Supervise ] [ Control ]
; . ISSUES ADDRESSED IN LODR REGARDING CORPORATE GOVERNANCE

¥
Activities
[ Shorteut ;- C’R°A’BS* on MIC get DS’LR -V ] CO)C)

Related to No transactions Illegal, Fraudulent, Violative
. — — WD
Transactions entered are of entity’s code of conduct

—>[ Reviewed FST & CashFlow Statement ]

| Related to Financial

E Simply to check compliance of all above points one by one. }

- | Security Debt instruments (Ownership of good loans) Information to shareholders ]

Note :-In exam if there is a question specifically on Auditor's responsibility then explain
all above points one by one from the point of view of Auditor's Checking

L _J _JL _J

[

(v
(v -
(s )
s

- | Security Receipts (Ownership of bad loans)

Code of conduct

Disclosure principles

[ Any other security as specified by SEBI ]

Secretarial audit

Sexual harassment

)
)
)
)

CA Vishal Bhattad's

CA Ravi Taori

» Statements I
[ In Best Interest of stake halders ] - [ Compliance certificate by CEO & CFO ] l l
- [ Compliance certificate regarding compliance of LODR requirements ] [ It doesn't ] [ It Does ]
@ - [ WA ) Gl 2 Gl e 0 ] [ (1) omit any Material fact ] [(l) Comply with applicable Law & Regulation ]
APPLICABILITY OF LODR (r])-(~ ‘ . \ \
_ [ Risk management committee ] [ (2) contain any Untrue statement ] [(2) Comply with Accounting Standards ]
: ", : . — | Related party transactions disclosures
Applicable to all the entities whose designated securities @ [ ey ] [ (3) contain any Misleading statement ] [(3) Presents True & Fair view ]
are listed in the recognized stock exchange (RSE) - -
. - [ Audit committee ]
[ Designated Securities(list) } #Amendment _ [ Accounting Treatment ] ->[ Indication (communication To auditors & audit committee) ]
{ : :
- iti In Internal Control over financial reportin
[ Shortcut:- SINUS Securities ] [ Board composition ] ( Significant Changes H:[ (g ]
. - [ In Accounting policies & whether same is disclosed in FST }
a = [ Stakeholders committee ]
Specified securities listed on any platform of RSE i.e., the main 3
| voard ) : b Dloth [ <ecaritios trameh ] Significant fraud instances | = Involvement if any, of management or
oard or SME exchange or innovator growth platform RIS Ul employee having significant role in Internal
] . .
- ati ati Control over financial reportin,
[ Specified securities means equity shares & convertible securities ] [ Statement of beviation & Variation ] ey
] ] _ [ Indian depository Receipts - [ Subsidiary Related Requirement ]
— [ oblioation of director & Senior m ‘ AUDITORS RESPONSIBILITY
_ [ NOW’conVth/lb,e SeC(lVit/‘eS @ [ Igation o lrector enior anagemen ]
: : : 4
[ Unit of mutual funds - [ Management discussion & Analysis ]
( [
[
[

- [ Limited review of audit ] VSMART R*EE

R

@ - [ Nomination & Remuneration committee ] AcADEMY ?:.A:.:'“V‘f

N vy

] H5 ¢ . BIRALAS

Continue on next column... _ [ Vigil mechanism ] AUdllgUfU-ln T

So Telegram

Note : Content of Chapter is arranged as per above shortcut.
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QNO-431.000

CNO--ACCG.080

COMPLIANCE CERTIFICATE ON CORPORATE GOVERNANCE

Company is required to obtain compliance certificate
[ Who can give this Certificate ] = | either from the Auditors or practicing Company
Secretary & it shall be annexed to Director's report

Examples of situation where Certificate can be Qualified, Adverse Statement
can be given or Disclosures can be given without making it subject matter
of Qualification (In the sequence of importance)

p
Power to transfer shares not delegated to transfer
[ (1) Shareholder Related ] - L agent, committee or officer ]

Non-Executive Director less than S0% J

[ @ lDieciorRelated ] Director is member of more than 10 committees, ’

chairman of more than S committees

Time gap between 2 Board Meetings
s more than 120 days

Committee not constituted

Chairman is not Independent

Not met 4 times a year

[ (3) Audit Committee Related ] [
[ Powers not given as mentioned in LODR

[ (4) Financial Reporting Related ]-»

Exchange & not hosted on the

Quarterly Results not submitted to Stock
website of the company

CNO--ACCG.120

REPORT ON CORPORATE GOVERNANCE

#Amendment

[ Authorization }—»[ Shall be signed either by compliance officer or CEO ]

Shall submit Quarterly compliance report to Stock
{ Submission J—> o

exchange within 21 days from end of each gquarter

There should be a separate section on corporate h
[ Inclusion in Annual Report ]—» governance in Annual Report with detailed

compliance report on corporate governance )

‘ Auditor ’ No iV;tconsiCstencg tof gata Betwezo [ If there is inconsistency
—| report on Corporate Governance
should check Financial Statements apply SA720

QNO - 422,100

CNO--ACCG.100

#Amendment

RISK MANAGEMENT COMMITTEE

BOD shall define

Roles & -»[ May delegate monitoring & reviewing of risk management plan
> R - . 2.
responsibility -»[ Specifically covers cyber security

= Mandatorily include function given in part D of sch Il

—

o Jo JoC JC

—»[ Part D if sch Il specifies roles of various committees

—»[ Seelc information from employee ]
-»[ Powers ]—-»[ Obtain outside legal or other professional advice ]
-»[ Secure attendance of outside experts ]

Rest of the points, Covered in Table of committees given at the end of the Chapter. ]

sl Continue on next column...

#Amendment

ROLE RMC

[ Detailed Risk Mgt policy ]

[ Which include J

-Framework for Identification

-Appropriate methodology, process & system

- Periodical review at least once in 2 years

)
)
-Monitor & oversee Implementation ]
)
]

Keep Board informed

- Appointment, term, remuneration of chief Risk officer
(if any) subject to review by RMC

CNO--ACCG.190

QNO - §22.200

RELATED PARTY DISCLOSURES #Amendment

[
3 3 1
Material Transaction fanjol;'dateg & O e ionsaity
(Quarterly) s % o} 322,,;)5/5 Promoter Group
f i (Annual Report)

¥ L
(" compang has o\ (-M ¢
Company has to -Means, Exceed 10% of \[ |5ishin 15 days from

disclose policy, how | | consolidated the date of publishing
they deal with T/0 of last audited FST (Every 6 months)
Related party -If related to brand #From 1/4/23
transactions on usage or royalty On date of publication
its website & link to t\hen limit is $%
this document shall

[ Policy

Company has to
disclose transactions
with any person /
entity belonging
to promoter/promoter
group

be provided in /“"AII Material Transaction with A /
Annual Report Related Party, shall be disclosed ‘
\ % on quarterly basis along only when there
4 with Report on Corporate holding

~ldentification Governanceto stock exchange is 10% or more
-Arms length terms
-Approvals Disclosure of Related party Transactions on consolidated™ basis as per
-Records Accounting Standards should be sent to Stock Exchange & it should
-Disclosures also be published on Company's website

4 R
~Clear threshold limit Incase of HVD related party disclosuers should be
-Approved by BOD submitted on standalone basis for half year

\—Review once in 3 years

**Material = Exceed 10% of consolidated TO of last audited FST or 1000 crore which ever is lowe

Transaction — If related to brand usage or royalty then limited is $%

SCHEDULE V

]-»[ Additional Disclousers }

A2 L4

[ . For Holding co ] [2. For subsidiary co.]
]
)
[Advances in nature of Loan (Given)]

[Same as for holding Co]
Investment by Loanee in shares Co’s / Firm where directors
of parent / Subsidiary A TS

#Amendment

[ Annual Report

[Loans

¥ ¥
[Nature ] [Amount (Year End & maximum O/S)]

[*“ Listed non convertible securit[eS]»[D/'sclosure as per AS would be sufﬁcient]

[ "™ Not Applicable to listed Banks ]

CNO--ACCG.130

QNO — 422,000, 422.050, 427.000

SEC 177 — AUDIT cOMMITTEE (AC)

Note: For provisions related to applicability, constitution of Audit Committee
refer table of committee at the end of Chapter

/xuditguruin

Sub-section 4 Functions of Audit Committee

Every Audit committee shall act in accordance with Terms of Reference,
specified in writing by Board which includes following

—>[ Auditor Related Points J

{Recommendation for Appointment, ™ Remuneration & terms of J
appointment of Auditors
[ Review & Monitor Auditors Independence & performance ]
[ Examination of FST & Auditor's Report ]
[ TNOTE: In case of Govt. Company, it is limited to recommendation of remuneration ]

—»[ Related Party Transactions Points J

[ All related party transactions need approval of Audit Committee (including modification) ]
¥
[ If approved by AC, no further Approval, if rejected send recommendation to BOD ]
¥
[ BOD will decide. If BOD goes against AC, write reasons & disclose in annual report ]
¥
[ However in following special circumstances the procedure to be followed will be as fol/ows]

¥ ¥ ¥ (!
[ Repetitive ] [ Small ] [ Abnormal ] [ Family ]
¥ ¥ ¥ ¥

Repetitive (" Transactions Not ) Specified Transactions || Other than Sec 138
Transactions Exceeding Rs. | Cr. (sec 188) Transactions
i \ i j ! If bet
Ve N O . . I L etween
I”Steladfif o Entered by diyectoy/ zes: Not in Ord/nary Ho’d/ng £ who”y
approva’ of hual officer without course of business &) Sulbsiah
Committee for Approval of Audit or Not at arm's length e
. - 7
every transaction Committee L ) 1
¥ A J + Provisions of
Omnibus Approval | v — BOD approval is Clause not
can be obtained ’LM Not _Rﬁlf’ﬁed required applicable
(one time approval Y A;rfoﬂism = I 1
with conditions) ) ' - [ If limits are crossed J That means AC
Such Transaction | } GPZOZ?r’eZOt
shall b‘? voidable oOrdinary Resolution 4
L at option of AC is to be passed
4
[ If Voided ]
L2
[ AND — if it is with Related party to Director OR Authorised by any D/'rector]
¥
[ Director concerned shall indemnify the company against any loss ]

—»[ Financial matter related points ]—»[ Shorteut - LIFA ]

- [ Scrutiny of Inter Corporate Loans & Investments

E] - l Evaluation of Internal financial controls & Risk management system

Continue on_ - [ Monitoring End use of Funds raised through public offer
next page...

@ - 1 Valuation of undertakings / Assets of company




—*[ Power of Audit Committee}

[ -Seek Information

-Investigate

-Secure Attendance of outside experts

ROLE OF AUDIT cOMMITTEE (LODR)

(12) Recommendation
for Appointment AND

)
[ )
[ -0btain legal Advice ]
[ )

QNO - 429.010

Q1) Review

: Auditor's
Terms of appointment of
Independence
Statutory Audlitors

.
/ (13) Nature &
Scope of Audit

CNO--ACCG.19S

IF AS IND-AS NOT FOLLOWED

[ Auditor Responsibility ]

[ Mgt Responsibility ]
3 : {
[ - Disclose in FST ] [ Treatment Acceptable by AS / Ind-AS ]
[— Disclose in Director Responsibility statement ] [ L 1
(- cE0 / cFo certification J [ yfs ) Nf )
[ Unmodified J [ modified }

QNO — 430.500 / 434.200

CNO--ACCG6.200
MCQ-AC.), AC.4, AC.6, AC.7, Incs.09.2, Incs.27.6, Incs.27.7, Incs.33.4

#Amendment

BOARD COMPOSITION VERIFICATION (REGULATION 17 & 174A)

->[ Non-Executive Director & Women Director ]

[If he has attainea]
=
age of 7S years

SR is to be passed along with
explanatory statement indicating
Justification for such appointment

Not less than

NED
$0% of BOD

Women {
Director [

-»[ Independent Director ]

[ 1/3“ should be Independent directors ] — [ If Chairperson is NED J

Top 1000 Listed Entities J-»[ Atleast | Independent women director ]

J{

Others Atleast | women director ]

—)

[ Y% should be Independent Director ]
-Is a promoter or

-Is related to promoter or

[ Chairperson is Executive Director ]
-person occupying management

[ Chairperson is NED BUT
position at Board or

] -1 level below board

[ Superior Right Equity Shares

(2) Review Risk
Management System )
Statutory Aud/t —
) before start of
(1) #pproval (3) Review Internal erore start 0
of . . Audit, also review
Financial Controls
appointment Gs) Recommend performance and
of CFO (4) oversight of Remuneration & effectiveness
Financial Reportin approval Payment of
poring 4 g (14) Post Audit
process AND any other service ~ ’
. % Discussion
¥ v regarding area
(s) () of concern
Statement Reviewing Reviewing - -
of Uses & Quarterly Annual FST [ (16) Adequacy of Internal Audit Function ]
Application | | FST before & Audit t
of Funds Submission Report before Internal - (17) significant findings of
(ipo/Fpo) to BOD Submission Audit Internal Audit function
to BOD
t 2 I_' (13) Reviewing performance
of Internal & Statutory Auditor,
T T 3 Internal Control system
. e N\
(38) Valuation (34) ©)) (10)
i ; Reasons
of undertaking || - scruting for default || Approval Q19) significant findings
of hssets of || of inter ||, payment of of Internal Investigation
company Corporate to Modlification
by sl of (20) Whistle Blower
deb holders lated i
Share Related party Mechanism
l holders transaction [
Nl .
("~ (21) consider and
comment on

rationale, cost
benefit, impact
of Amalgamation etc.
on listed entities &

Reviewing the utilization of loans/advances/investment by the
holding in the subsidiary exceeding 100 cr or 10% of the asset
size of the subsidiary. whichever is lower including existing

loans/ advances/ investment.

shareholders

4

A /

[ Note: Fraction if any in number of 1/2 or 1/3” — Rounded off to next integer ]

[ Annual disclosures submitted by Directors

1

Auditor's Responsibility
ascertain independence, auditor should examine the same

If Board has followed any particular procedures to
(To examine)

BOD recommendation for such person

c
@ @ somendment S
[ ! 2
Shareholders Shareholders E’
1 1 %
Appointment or Reappointment [ Appointment [ Reappointment of MD/WTD/Manger ] S
of Director / Manager <
' Earlier rejected by shareholders at 6M ]
[At next AGM as within 3 months] '
whichever is earlier [ Notice of AGM U/S 102 should contain ]
l
[ Detailed explanation & justification by NRC ]
4

QNO - 434.400 MCQ-AC.9 / Incs.1S.3

FUNCTIONS OF STAKEHOLDER RELATIONSHIP COMMITTEE
(SHARE HOLDERS |/ DEBENTURE HOLDERS & OTHER SECURITY HOLDERS)

[ Note: For provisions related to applicability, constitution of Stakeholder J

Committee refer table of committee at the end of Chapter

[ In the sequence of importance ]
A

REVIEW OF

¥ ¥ — 3
[ (ownership Related) ] (voting) " (Receipt of dividend & | [ Grievances ]
important docs)
¥ ¥ C Y, 3
Ve Servi : b 12
ervices given M .
Reg/'sgtrar I + aiii;u;eosr (" Measures taken to Resolving the
& Share Transfer effective exercise ensure timely receipt Grievances of Security
Agent of voting riahts of dividend warrant/ holders & statutory
- 979 annual report notices & also reducing
Quantum of unclaimed
dividend
‘ 1
[ Auditor is supposed to check all above points using following 3 things J

[ Minutes of BOD Meeting ]

[ Minutes of Committee Meetings ]

Certificate / report from SEBI/Stock Exchange on
pending grievances of stakeholders (If any)

} CNO--ACCG.260

Effect of changes in composition of Board and/or chairman
& its impact on compliance

} TRANSFER / TRANSMISSION / TRANSPOSITION OF SECURITIES

—»[ Minimum Directors & Maximum Directors ship ]

[ Minimum ] —>[ Top 2000 Listed Entities J#[ Not less than 6 directors ]

[ Maximum (Including Alternate Directorship) ]

[ Director/Independent Director J - [ 7 Listed Entities ]

( (22) Any Other function as mentioned in terms of the Audit committee)

[ If MD/WTD J - [ Can Serve as ID ] - [ In 3 Listed Entities ]

Note: For Count of Listed entities only those Entities whose
Equity Shares are Listed in Stock Exchange

¥ T 1
Delegation of Power} [ Transfer formalities J [ Responsibility of Auditor J
¥
g BOD and/or delegated [ To confirm delegation ]

Mandatory to delegate
power of transfer

of securities to trf formalities

G ARy Sl oo To confirm at least fortnight
at least once in fortnight

performance

Transfer Agent [ concerned authority shall |
] L, | report on share transfer to

BOD in each meeting
] A J

[Registmr / Share ]

[ Committee

[Compliance officer

$2

Continue on next column...

N [Verify trf pending more than fortnight}

Q1) Transfer - Buy / sell shares
(2) Transmission - Transfer by operation of law (2) Transposition - change in order of joint holder
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CNO--ACC6.240

STATEMENT OF DEVIATION / VARIATION

[ Applicability ]-» [ Applicable for Money raised through J

1
v v v

[ Public Issue J [ Right Issue J [Preferential Issue J

[ Meaning of Statement of Deviation ]

—»[ When Money raised is not used for the object, ]

-»[ As specified in the offer document / explanatory statement to notice of 6M ]

)

Meaning of Statement of Variation ]

-»[ Offer documents [ Explanatory statement explains, ]

'

Category wise (internal allocation) utilization of funds Internal Breakup
(Cap Exp, Sales & Marketing, Working Capital etc.)

= If there is difference in utilization of funds as against category wise prcy'ections]

[
~{

It is explained in Statement of Variation ]

@

Reporting ]

_{ Quarterly Reporting J

Statement of deviation / variation, should be submitted to
stock exchange on quarterly basis Ceven if there is no miss utilization)

Such statement should be submitted till the time money is
fully utilized or the purpose for
which proceeds were raised is achieved (whichever earlier)

-»[ Annual Reporting™ J

Statement of Deviations & Variations
(only if used for other purpose)

| Certified by Statutory Auditor + also
give explanation in directors report

(" Statement explaining utilization
of funds raised from
preferential allotment / Qualified
institutional placement
L should be disclosed in Annual Report

[ Statement of Total fund utilization ]—>

“This point was missed by module but we included it from LODR for better clarity

[ MONITORING AGENCY REPORT ]

E If issue size is of $00 crore or more, then company }

has to appoint Monitoring Agency %

Any comment [ report received from monitoring
agency should be submitted to stock exchange

[ AUDIT COMMITTEE REVIEW (Basically all the statement as explained above)]

1
v v v v

Annual statement of
deviation / variation as
certified by statutory auditor

Report received
from Monitoring
Agency

Quarterly statement
of deviation /
variation

Annual total fund
utilization report

$3

QNO - 434,250 [ 434.260

REQUIREMENT OF LODR FOR SUBSIDIARIES

->[ For all unlisted subsidiaries ]

| Periodically | _
(Not Defined)

NOTE: Significant Transaction | Arrangement means any individual Transaction /
Arrangement that exceeds / likely to exceed 10% of Total Revenue / Expenses /
Assets / Liabilities as the case may be of that unlisted subsidiary for immediately
preceeding accounting year

Minutes of Meetings of BOD of unlisted subsidiaries
" —{ shall be placed at Meeting of BOD of Listed Co. }

FST of unlisted subsidiary shall be submitted to Listed

> Annually |=|  Co & Audit Committee should review them in particular.

They should review Investments made by unlisted subsidiary

CNO--ACCG.220

Unlisted Subsidiaries should submit statement of all
significant transactions & arrangements to listed company

-»[ For Material Subsidiary ]

At least 1 ID of listed company shall become
director in Unlisted Material Subsidiary
i
For requirement of ID — Material Subsidiary means — subsidiary whose Income / Net
worth exceeds 20% of consolidated Income (or) Net worth of previous year

Unlisted Material Subsidiary |— ‘
> o
(incorporated in india)

For all Material
L | Subsidiaries(Ms) |—
(unlisted & listed)

Except for the requirement of 1D, Material Subsidiary means
whose Income / Net worth exceeds 10% of consolidated
Income [ Net worth respectively of previous year

i

[Policg of material subsidiary ==» Website +Link in annual report]

14
[ Selling / disposing / leasing of Assets ]
i
Special Resolution will be required to Sell /
Dispose / Lease more than 20% of Assets
of Material Subsidiary on an aggregate
basis during financial year

v
[ Selling shares of Ms J

Special Resolution will be required to
bring shareholding $0% or less

[ To cease to exercise control over subsidiary ]

[ Inform SE within | day ]

12

1
¥ L4

| (1) Scheme of arrangement l (2) Resolution plan approved
approved by Court / Tribunal under Insolvency code

Then such subsidiaries will do
reporting to Listed subsidiary &
not to ultimate Listed Company (i.e
Immediate holding & not ultimate holding)

Which is further
having
more Subsidiaries

If Listed company has
a listed subsidiary

CNO--ACC6.300

QNO-434.100 MCQ-AC.S

Obligation of BOD, Directors, Independent Directors, [T L2 3

Non-Independent Directors & Senior Management
(in the Sequence of Importance)

[ A ] [ Board of Directors ] Review compliance report of all Laws
applicable to Listed Entity

|. Compliance Report
[ & 4 } -|: As well as steps taken by Listed Entity to
[ 2.Meetings } rectify instances of Non-compliance

I Continue on next column...

| Meet at least 4 times in a year

| Max Gap between two meetings | — [ Not more than 120 days ]

| Max Gap between two meetings

/xuditguruin

]
]
]
]

— [ Not more than 120 days |

[
[
-»[ Meet at least 4 times in a year
[
[

1/3° of Total strength or 3
Directors w.e. higher (Including
at least .I Independent director)

| Quorum for Top 2000 Listed Entities ]—»‘
¥
‘ Participation by video conferencing /
other audio visual means

’—»[ Shall also be Counted for Quorum ]

—{ 3. Succession Plan J —

Ensure that plans are in place for orderly succession
of Board % Senior Management

[ B ] [ Independent Directors ]

Atleast one meeting in FY without presence of
non-independent Director and member of management.

- (et |

[AII ID's should try to attend ]

Occurred with his knowledge, Attributable through
Liable for acts { Board process & with his Consent / Connivance

— of Omissions / (security allow illegal acts)

Commissions by Co. if

Not acted diligently with respect to LODR Regulations ]

—>[ Director & Officer Insurance (DOI)]

It is insurance to cover Personal liability arising due to wrong act of
director or officer while managing company

[Applicable to top 1000 Cos.by Mkt. Cap. and HVD's ]

[For all independent director, guantum and risk will be determined by BOD

-»[ Time to replace Independent Director ] - [ If ID has resigned [ removed ]

[Shall be replaced within 3 months]

Note: If even after resignation, Company is fulfilling the requirement of Independent
director then Above Provision for replacement of new 1D will not be applicable

c |— [ Directors

] —»[ Max limit on Membership & Chairmanship of Committees ]

L [ Max 10 committees ]
[A Director can be ]—l:

[Chairperson ][ Max S committees ]

"NOTE: Committees for this subclause includes only “Audit Committee”
and Stake holder relationship committee

[ : For purpose of Calculation of Limit ]

[ Included ] [
4 4
[ All Public Limited Companies (Whether Listed or Not) J

Excluded

Foreign €o’s.

J
[ )
[ HVDs }
[ )
[ )

Pvt Limited Co’s.

[ D ] [Sem‘or Management ]-»
Commercial Transactions

Shall disclose to the Board all Material Financial & ]

4
[ Where there is a conflict of Interest with company ]




+ +

—>| Interest Coverage Ratio

21 days before AGM

whether Notice of appointment had [ Note :- Time Limit = Not less than ]

L all these information

—>| Inventory Turnover Ratio}

AMENDMENT @ [Also give details of listed entities from person resigned in past 3 year]

-»[ (4) sales in Numerator ] -

c
——— PE— T ano-sszan 33020 [l
=
1
¥ 1 2
MANAGEMENT DISCUSSION & ANALYSIS (MDA) X 5 : X CODE OF CONDUCT >
[ Not required to verifiy J [ Reguired to check consistency J =
hould f ; ! g
Co should incorporate MDA as part of Directors TN & . . : Meaning of code of conduct
[ Part of BOD Report ] - ‘ Report / as an addition to Director’s Report ’ MDA will include along with financial, / Checl whether Segment wise /\ <
lot of Non-financial information Product wise performance
} I information is consistent with It is a document which explains overall Responsibility of director & senior management
[ Which is ultimately included in Annual Report ] . X — ; ) S & also provides principles which they should use while taking decisions for company
[ Auditor is not supposed to verify this information ] information disclosed
- in Notes to Accounts as per
MATTERS WHICH ARE COVERED IN MDA _{ He is only supposed to check whether ] 4S 17/ Ind AS 103 — Seament Development of Code of Conduct
requirements of LODR are complied eeport g
eportin
[ Shortcut = SOFT discussion with RISHI for Management Discussion & Analysis ] If possible, he can check Reasonableness of \ porting / ,
; bili Incorporate requirements
data with understanding he has obtained in SA 31§ Ry p 4 Posting on Website
: ; of BOD of Co's Act
[ S ] [ Segment wise or product wise performance ]
¥
vk G , | —
[ (/] ] [ Outlook (Future of Economy & Industry) It is responsibility of BOD to frame It should incorporate It shall be
; ; ; ; code of conduct for Board COAS G 2 T posted on website
[ F ] [ Financial performance with respect to operational performance ] Bl INFORMATION TO SHAREHOLDERS Members & Senior Management D/rzziz:’sazlsez/\;ir; in of company
[ T ] [ Opportunities & Threats [For business Units in Economy] ] P ] )
[ R ] [ Risks & Concerns [for Entities & its departments] specific & quantified ] [ ] irector Relate ending Annaa ep ot to sharenolaers ] 4
Every time a new director is appointed / old . M v v
[ | ] [ Industry structure & development (past year) ] Sharehola'ers who Shareholders who : - — -
director is Reappointed following information have reg/sterea' their | | have not registered [ Affirmation Declaration ] [ Responsibility of Auditor ]
( Significant changes in key financial ratios along with detailed ] should be given sy ) ciliess \ { 4
explanation [change of 25% or more will be considered as significant] M iV .
’ ! / -»[ (1) Brief Resume ] e All Board Members & Senior CEO shall sign a declaration in Simply compliance
Soft Copy of full Management shall affirm Annual Report that Board Members of above
—>[ (1) Assets in Numerator ] = | Current Ratio [ Individual ]—-»[ (2) Nature of his expertise ] Annual Report summary compliance with Code of & Senior Management has sent
of all documents as Cconduct on Annual basis affirmations to companies
-»[ (2) Liability in Numerator] - [ Debt-Equity Ratio ] -»[ (3) Relationship with other directors ] prescribed in sec
\_136 0f Co's Act
"[ Operating Profit Margin (%) ] — (G0 Wames il B L p N Definition of Senior Management: Senior Management means all persons in core
is director& membership of committee If some one requests o Judes BOD Members includes (In S £ Importance)
_>[ Net Profit Margin (%) ] _ S s ol ) e management team excludes embers Includes (In Sequence of Importance
—»[ (3) profit in Numerator ] - : send it rather than 1
-Tketum on Networth ] -»[ (8) Shareholding of NED ] lent ¥ ¥ ¥ v
g CEO/ All members one level
(Any change needs explanation) e Note: Auditor is supposed to check ‘ Manager] [ CFO ] ‘ ES ’ [ below MD/WTD/CEO/Manager

—> Debtor Turnover Ratio J i
@ [In case of NED also include beneficial holding ]
— [ Major Devel t in Human R Industrial relation front .
[ H ] [ ajor bevelopment in Human Resources [ Industrial relation fron ] @ [In case of ID how skills & capabilities meet requirement of role ]
[ ! ] - [lntemal Control system % their adeguacy ]
DISCLOSURE OF ACCOUNTING TREATMENT
¥
[ If there is a Non-Compliance of Accounting Standards J
04
[ Details should be explained in FST along with explanation ]
¥
[ Also same should be incorporated in MDA ]
e, A Ravi Taori
VSMART - 250
ACADEMY F. .‘.,,
Auditgur e
s
. .ﬁ» . ....
Auditguruin e
S‘f Telegram




+ +
CNO--ACC6.500 QNO- 434.300 MCQ - Incs.IS.)

DISCLOSURES LIMITED REVIEW OF AUDIT REQUIREMENT VIGIL MECHANISM

/xuditguruin

[ Disclosure & Transparency Principles ] Disclosure of Material Events
/ Information ‘ Statutory Auditor of listed entity should perform limited review of Audits of all the Entities ’ ¥ : : 1
which are consolidated with the Listed Entity as per AS / Ind AS 3 :
@ Under LODR Co is supposed to disclose / 20D <hould authoriee ome or : gesp / [ For Directors & Employees ] [ Purpose J [ Disclosure
communicate lot of information related to KMP to determi { — ——
; more o aerenmime. [ SEBI has issued Guidelines on how to Conduct such Limited Review of Audits ] (Provide divect accessto
Ownership, Governance, Performance & > | Materiality of Event / information ] 5 : hai f Audi hould b
. o . . . 1 Listed Entity should establish | || chairperson of Audit It should be B o
Financial Situations to different persons & then to disclose it to - . Committee so that they disclosed )
— Stock Exchange These Guidelines are applicable to vigil Mechanism so that can Report Matters . Director's
® While making these disclosures following 1 M directors & employees can AN J e coyzp :” les Report
principles should be followed Contact details of sach e ) ¥ ¥ \ 4 report Genaine Concerns | p : ’ website
peopie . . . . Safequard Director's
‘ shall be disclosed to stock Listed Entities whose Equity || Statutory Auditors| |All the entities which| | Auditors of Entities Matters to the company Em p?ogees or any other
Kolnfarmat/on prepared should be as per ) exchange as well as presented Shares & Convertible Securities|| of such Entities are consolidated which are L | person against
: 1 ) on website ) are listed on RSE consolidated victimization after they
report matters
N N /
Standards on /Standam's on F[nanc[a}\ Whenever Material Events CNO--ACC6.430 QNO - 434.400/434.150
Accounting - ol - jal i ' CNO--ACC6.330 NO-429.000
Of its '2’0”’ ﬁ”a;’;’ Z" disclosures ocear / Iwzte”alhlnfotzna_m; Role / Function of Nomination and Remuneration Committee Ll
Value Added Statement, is available such authorise
e Reporting of Human person should disclose it ROLE OF AUDITOR IN AUDIT COMMITTEE &
Related) P 9 . ) Note: For provisions related to applicability, constitution of Nomination & CERTIFICATION OF COMPLIANCE OF CONDITIONS OF
Resources, CSR .Rep orting, 1 Remuneration Committee refer table of committee at the end of Chapter
Energy & Environment ¥ 4 CORPORATE GOVERNANCE
reporting etc.) To stock a Also host it on N ¥ $ 3
\ J exchange .,,ofgbs,‘te for. . [ For all Directors ] [ For Independent Director's (ID) ] [ For Remuneration ] [ Audit committee is important part of corporate governance ]
minimum perio 5 [
—»[ Channels used for giving information should ensure for ] of S years & -»[Devise policy on Board Diversity ] [ Independence of director } ecommend Both Co's Act & LODR makes it mandatory to Constitute
thereafter as per Formulate criteria for J Audit Committee for Certain Co's
ol | Formulate Criteria regarding B Remuneration for
[ HEERES D LR J policy of Listed I This reflect how important Audit Committee is for Corporate
¥ T 1 \ Entity / Qualifcation ( fter evaluation of h Key Governance of Cos
; ~>| Management )
. . [ Positive attributes ] performance decide %9
Egually || Timely || cost Efficient . Person
whether to continue or .
Role of Auditor

Identify persons for directorship \_extend the term of ID L
& Senior Management &

Directors

Minutes are also communicated at some instances,

Minutes should always record dissenting .
o : . : recommend their name to Board il ) )
opinions discussed in Meetings L, But it assists management through AC to understand
Management . 3
requirements & ensure better Compliance of Corp Governance

Other
ea - acio
#Amendment FOR ID SELECTION & APPOINTMENT ¥ Emplogees [ Meet[y)gs as Mea’ium of Ccommunication ]

SECRETARIAL - . -
SEELATIL GO COMPLIANCE REPORT [ First evaluate skills, knowlfdg e & experiences on BOD ] [LODR specifies that representative of statutory Auditor can be invited

L Auditor directly doesn't frame & implement Corporate Governance

[ Prepare required roles & responsibilities for 1D } for Audit Committee meetings
To Listed Entity & its Material [l : = = = =
[ Applicability ]_ et ety only to listed entity [ Can use services of external agencies for getting suitable candidates ] Sec 177 states, Auditors & KMP have the Right to be heard in the Meeting of Audit
7 Committee when they discuss Auditor's Report But they won't have Right to Vote

incorporated in India — -
[ Consider time commitments ]

[ Areas in which Auditor can Contribute ]
(@Nno - 434.160) e —
- N -»[ €6 related ] —| Help in improving Corporate Governance

A + oith A | Report With in 60 days from [
) nnex it with Annual Repo .
[L\)here to disclose J—» N the end of FY, send it to APPROVAL OF REMUNERATION OF DIRECTOR UNDER LODR [ e (ers R Rl

[z,\)loo will conduct ]—»[ Company Secretary in Practice ] [ Same ]

stock exchange 9af) E .
N o\l 9 J [ Remuneration of NED including 1D ] Material Misstatement in FST

J

=
Examines compliance of all N ( Examines compliance R Strengthening of Internal Control System
about financial reporting

Remuneration to single NED > $0% of ’

[ Recommendation by BOD } total annual remuneration payable to all NED

[ Coverage ]—» the laws, rules, requlations of SEBI Act, Regulation i

— )

-'[ ACC related

applicable to company L & Guidelines, etc. ) Approval by shareholders in 6M (Not required Approval by l ) _ .
for sitting fees within limits approved by ~| special Resolution |- = | Oversight of financial reporting process
QNO - 433.030 Co’s Act without €6 Approval) every year

— L JU

-»[ Compliance of Accounting Standards

- "[ AS related ]- ‘ ‘ —
SEXVAL HARASSMENT [ Resolution should specify max stock options that can be granted in aggregate in any financial year] ~| Implementation of Accounting policies
Meeti
[ Disclosure in Annual Report } l —l
¥

r L ) Auditor should [ ] [ ’ L ] [ L2 y ] [ L4 ]
; ; Notice || Explanatory statement || Agenda || Minutes
[ Complaints filed J [ Complaints disposed J [ Complaints pending J verify above with 4 y g
Also correlate with Disclosure in annual report

Ss




+ +
CNO--ACCG6.520 MCQ — Incs.23.]
-»[ Format of Resignation given by Annexure A to the Circular ]

CIRCULAR ON RESIGNATION OF AUDITOR _’[ As co. receives resignation letter ]_’[ They should communicate to ]

Communication . o
= of resionation |1 | from auditor along with Reasons stock exchange within 24 Hours
[ Applicable for all Listed Entities & their Material Subsidiaries ] o1 resignation
After resignation Audit Committee should discuss all the concerns of auditor with

. . ; — : SRS | the Management & Finalize their view & such views should be communicated to
(A) Compulsion to issue Audit Report / Limited Review Report even after resignation stock exchange within 24 Hours from the date of Audit Committee Meeting
4

/xuditguruin

[ Resionation Timin ] N Non-Applicability - In case the auditor is rendered dis-qualified because of Sec 14)
g | g of this Circular of Co's Act, then the provisions of this Circular shall not apply
¥ ¥ 1
— N [ After 45 days from the end of Quarter If signed the Limited
If within 4S days from i Review/ Audit Report For CNO—ACCE 600
the end of Quarter - — - the first 3 Quarters of FY
\ 1 J [ Issue Audit / Limited Review Report ] '
4 s the Ii@/‘ted A For such For next Issue Audit / Limited Review AMENDMENT TABLE ON COMMITTEES
Review / Audit Report G AS quarter Report for LAST Quarter
for such Quarter WELL | of such Fy
(Quarter (Qtrwhich | ps | e Current [ AUDIT COMMITTEE ]
] . STAKEHOLDERS NOMINATION &
S ) . Quarter) | Also Audit Report for such FY I . M MENT L
~ = (Annual) Coysm'ttee RISKCOZ:ZGTLZEEN M d RELATIONSHIP REMUNERATION
ame
[ Co's Act Sec 177 ] [ LODR COMMITTEE COMMITTEE (NRC)
(B) Non-availability of Information [ No Co-operation by management
' [ Applicability ] [Top 1000 & HVDs Listed Entity] [ Sec 177 ] [ LODR ] [ LODR ] [ Listed Public Company ]
Auditor should report concerns to Chairman of Audit Committee (AC) ] C N 0
[ p . 2 N\ N\ [ Y it . { ID be present at AGM }
Ji : ould ve it with - , - L Director J L ) (" chairman of co
[ Audit Committee snould receive it without waiting for Quarterly Meeting ] Chairman Member of BOD p . o cannot ch ?,‘, this
‘ Present Present commitiee
[ Discuss it with management ] at AGM at AGM He may become
' N\ V2R V2R L ) U )\ memberof NRC )
[ If still Matter is not resolved then it will lead to lack of SAAE ] o i B Min 3 Min 3 Min 3 Min 3
3/
Hence they may Qualify / Disclaimer as per Standards on Memb T - - Majority from BOD [ T ] [ 27— 1 ] [ At least | 1D ] e
embers ajori e eas
Auditing or he may think about withdrawal YAy - At least | ID e
. Senior Executive can Majority be able to .A’ I financially
— 2/3 Ind dent
Gy i become member read FST (Incl Chairman) //tcesrfggclrft)%zrt (3inacpenaen
Procedure to be followed while Resigning If Auditor proposes to resign . — - p ./ . ~ -
Effect of Superior 2/3" Members should be I "
4 Right Equity Shares Independent Directors All 1D 2/3° 1>
[Inform Audit Committee all concerns (reasons) J \ /X ZERN J\ /) \ J J
e ™ e TR e N O A
| Ifit s due to Non Receipt of information / explanation | - At least twice in a year [ | [ Min g times | |
Meetings - Gap not more than - At. east once At least once
L Gap not be more in a year in a year
[ Give all details ] 180 days than 120 Days
v - J . o PZERN J
[ AC/BOD shall deliberate and communicate to management and auditor ] 4 A /,, /3 or 2 member whichever\ ( N ( . 1/3% or 2 ) ( h . 1/3° or 2 )
L. Quorum is higher _ whichever higher . whichever higher
- J - J
[Aua'/tor will consider these communication & then decide about Resignation ] L ) _At least | member of BOD L ) [ T ] L ) [ FrAT——— ]
s N ” , N I N ef chart ’ f\ e o R N N
. All the conditions which are mentioned above b ~Risk mgt pian Re‘ enart on er chart on roie o Ref chart on Stake
Other points Cireular should b tioned in E b L té/ %5?3:;: -Cyber security functions of Audit Audit Committee as holder relationship Ref chart on NRC
lreutar shoula oe mentionea In Ehgagement Letter -Seek info Committee ufs 177 per LODR committee
[ Inclusion in Engagement Letter ] — | for knowledge & clarity about the matter between (S J J X J J J J
Management & Auditor . . N\
g Power -Obtain legal Za’wce Note :-(I) Top 1000 Note :-(2) Top 2000
Centification by | _ | Practicing CS shall certify compliance of above conditions & - ;ié;zutg daetii‘;ef:ce —Ri;l; mgt ;ommitee ‘ ~Minimum 6 Dir ectorsf _ J ‘ a4
Co. Secretary (CS) mention it in Annual Secretarial Compliance Report R TS —’D Z’oe;f’izr::::‘)(‘;m;‘; )D” ector -Quorum requirement for BOD meeting 1/3rd as 3 Director (1 1D

in Ac’s domain
J
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