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PREFACE

This First Edition of “Practical Learning Serics — Auditing and Ethics” comes to your -
(e following unique feature for CA Intermediate level New Syllabus applicable from MAY 2024
exam onwards—

Complete Coverage of Syllabus: This Book from your trusted Padhuka’s publications has been
released in compliance with ICAI New syllabus exhaustively covers all relevant Concepts in
Auditing and The Standards on Auditing issued by the ICAI (as applicable at the Inter Level),

which is gaining more importance in the examinations are covered comprehensively and presented
in a lucid fashion.

Companies Act 2013: Provisions of Companies Act, 2013 with Rules (as applicable at the Inter
Level) is covered exhaustively and presented in a simple manner.

Revised Format and Structure: All principles/ procedures/ techniques/ concepts and ideas have
been arranged neatly in easy—to—read form, and numbered into Topics / Sub-Topics so that the
student can understand the subject easily.

Explanation and Improved Presentation: The presentation in each Subject Area has been
revisited and explained better, to help the student remember the ideas/ concepts/ points more easily.

Questions for Revision: A detailed list of Past Exam Questions in each Topic / Point / Concept,
with the Para reference for Answers, is appended at the end of every topic, so that the student can
correlate the question and answer, more easily in the examinations.

True or False / Concept Questions: A list of True or False Questions, with Hint Answers are
appended at the end of the Chapters, to confirm concept knowledge, and also to keep in need with
the recent examination requirements.

Chapter Overview: Chapter Overview at the beginning of every Chapter will help the student to
navigate through each Chapter—Topic— Sub—topic—Question in an organized and phased manner.
Guidance Notes: Guidance Notes on Audit Matters issued by ICAI, as applicable for the Inter
Syllabus have been incorporated in the relevant chapters.

Fast Track Referencer: Fast Track Referencer has been incorporated for quick revision of the
topics. The Standards on Auditing are presented in Flowcharts for easy remembrance of concepts.
Also, Chapter wise Multiple Choice Questions are provided for Exam Practice.

Our sincere thanks to the Institute of Chartered Accountants of India for their permission to use
questions from previous examinations and Revision Test Papers (RTP).

Many thanks to the Users of the Previous Editions of the Book, for their positive feedback, which
reflects the benefits they have reaped from this Book, and also their keen interest to reciprocate with
constructive suggestions.

I also thank the efforts and co—operation of the various service providers in bringing out this First
edition including the support of the Publishers, in quickly getting this Book in the current form.

Shri Guru Padhuka With Best Wishes,
27, Akbarabad Second Street,
Kodambakkam, Chennai 600 024 G Sekar, FCA

Phone: 24 83 76 67 / 24 84 76 67
E-mail : cabooks@shrigurukripa.com July 2023




NEW SYLLABUS AS PER ICAJ

| 7 IC}\I éyllahus B pad‘{];g\;\
I .

: wr}k
| 1. Naturc Objective and Scope of Audit ~

| 5 \ dit Strategy. Audit Planning and Audit Programme
;. Vg u - ol

m\
| 3 Risk Assessment and Internal Control & Digital Audit m
] - ‘ ) . ’)
tiA dit Evidence , Auditing Sampling & Analytical Review Procedures m
4. Auai ’

FAudit of Items of Financial Statements

6. Audit Documentation S
! SA 260,265 4
7. Completion and Review o

I

‘,
=

560,570,380
i i 10, SA 299 ¢
8.Audit Report & Reporting Requirements (CARO,2020) 700’701’705’706’ g .
9. Special Features of Audit of Different Type of Entities

14 |

10. Audit of Banks \13

11. Ethics and Terms of Audit Engagements \1

12. Standards on Auditing and Guidance Notes N\B
Exclusions from the CA Inter Sy B -

Following Engagement and Quality Contro] Standards are Excluded from the sy

abus~
| SL.No

SA Number & Description rm
" » . s e - - - “
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Financial Statements

Consideration of Laws & Regulations in an Audit of FS
Communication with those charged with Governance
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INTRODUCTION TO AUDITING
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Franoa [¥ormatvr  Auctor orovedes a high, but Agchcable ‘or Assurarm TrGaQeTTents
not abaoke e P of sssyrarce. ( Positive sther thar -lu.: P o <evnenw L
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moderate wved of assurance.. (Negative refated serwices, 230 Comeodacony of
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1. Books 4. JJanty
2 Evidence ‘ S. Disclosurs
3. Full incusion o .Trumancfawress !
1. Management 1S ms;nns:ne for preparation of Fmam:al Statements
2. Includes (a) Mantenance of records (b) internal controls (¢) selecton an@ appiicaten Cf acTountng
poixCies (8) safequarding the assets
3. The Audrtor s concemed only with evaluating the evidence in suppoert of transactens
4. The Auditor's opinion S NOL to be taken as an assurance as to the future viahility of an eneerpnse

Independence imphes that the judgement of a person is not sub—ordinate 0

tne washes or direcons of |
another person who meght have engagad him of to his own saif-inteyest. |

. Inmidation Threats

(3) Seff-Interest Threats (b) Self-Review Threats (c) Advocacy Thraats (&) Familianty Threats (@) |

Protecnion of Interest

. Maral Chech on Employees |
Semiement of Tax Liability
Credit Negotation !
. Trage Dispute Settlement |
. Control ‘
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ce that the Fi nancal Statement
Reflect rue ana

fair view.

ERRORS AND FRAUDS |
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7. Funds in guse
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1. Errors are nustakes made thmuqh WINFGICE OF Inadver teimee, v\n Q{1 Qi a.t\ Laken O D

innocent and not deliberate.

2. Frzud is defined as the successful practice of deceptivon oo ahioe with (e adenbni o (Deabing OF

njuning another,

| 1. Self revealing and Non —self revealing
| 2. Intentional and Unintenticnal

| 1. Errors of Comumussaon

1
L
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4 bproey afivn Dy Nt alfecimg Traal Saiaince

(@) Posting Eroes (D) Castiond Eioe () Gty o0t Tie, (1) Dugetalon Eree
[ 2. Errors of Omussion - (a) Partial Omission (1) Total Ooiission (
I 3. Errors of Principle - (@) Errors which do not affes Upont (D) Ereoes Wiy affent peoiit f




F Issues

Forms of Frauds

Mgmt Fraud &
Employee Fraud

Examples of
Fraud

Examples of

Fraud by Ledger |

Keepers

Padhuka’s Fast Track Reference 1 CA Inter
- ! Atyef ting an
j d "} '!‘!"/'!

Pointsg
' ¢ ; 8 to remember
lation of records .
/ o o :
. IE (,,'!,‘]'.:} Of trae
P ane

13aCTjinr
4l J 143
13| 178 e > VY '_’r

ippropriation of Assets/Goods | ¢
! s | 2. Intentj,
ression of effects of transactions )
e Ar .

Management Fraud - Fraud involving one or More membere ..¢
governance T OF Managen,

2. Employment Fraud - Fraud involving only employees of 1+
] ' L L _ — T = "PIOYEES of ne entity

4 —1— :~F0r_cf,_‘fu]'~ tallying of Trial Balance [, OV o
2. Inclusion of forged vouchers by petty cashiers | 5, Supprr—;:;q%:a:d; issued
3. Putting wrong totals in various columns | 6. ‘,‘/irfdgf,,_DJ'm:":E:-E-":t: through 1,
1. Purchase Ledger: (a) Double Credit (b) Omitting Debits (5)717;5‘73?“\\\ g g
2. Sales Ledger: (a) Teeming and Lading (b) Unauthorised Cred;g'rz' 'G/Ff Ty
3. Nominal Ledger:(a) /‘Allqc_a.t;’ng and item of expense wrongly (b)\U)r;ghf c‘%
Assets and Current Liabilities (c) Booking of fictitious expenses 'aerstating o Overstyy:

Defalcation of

1. Infiation of Cash Payments
2. Suppression of Cash receipts

Cash 3. Casting wrong totals in Cash Book
1. Meaning: "Window-Dressing” stands for mis—presentation of accounts vy .
better picture of the state of financial affairs than its actual. [Note: t“rm e b
| referred as Fraudulent Financial Reporting], " SOMetimes
' 2. Methods: Windov/—Dressing can be done in various ways. Some illustrations are
aig —

Window
Dressing

} (c) Grouping items in a different manner, €.9. Sundry Creditors shown as Unsecureq |,
s CE-E e

' (a) Selecting inappropriate accounting principles, e.qg. methods of depreciation

(b) Capitalising revenue expenses or vice—versa,

Current Liabilities, to boost the Current Ratio,

Auditor is not
an Insurer

l

(d) Treating certain items differently on the basis of legal interpretations, etc

1. If a fraud has been detected after the completion Audit, it does m
perform his duty properly. at the Augitor did ny

2. If the Auditor vith the help of his working papers proves that he has followed adequate proces

necessary for the conduct of an audit, he cannot be held responsible for non—detection frauds & erm~
3. If the same cannot be proved, he is found negligent and would be held responsible, =

PRINCIPLES AND SCOPE OF AUDIT

| Basic Principles
| Governing an
| Audit

Integrity, Objectivity and Independence | 6. Planning

| Principal

1.
2. Confidentiality 7. Audit Evidence
3. Skills & Competence 8. Accounting System & Internal Control
4. Vork Performed by Others 9. Audit Conclusion & Reporting
5. Documentation !
S I 6. Comparison of Books with financials

1. Examination of Accounting & Intemnal Control System

2. Review of the System & Procedures 7. Asset and Liabilities Verification

|
| Aspects in an | 3. Checking of Arithmetical Accuracy 8. True and Fair view
Audit | 4. Vouching 9. Statutory Compliance
e e e 10.Reporting

Phases of an

| Meaning of
Principles and

' techniques of

hudit

—

Qualities of 4y,
Auditor

: | 1. Review of Internal Control
| Audit | 2. Enquiries and tests

4. Financial Statements Review
Techniques: It refers to the methcx_f,soi*“
means adopted by the Auditor for €=
and evaluation of audit evidence in G7E="
auditing situations

Personal Qualities:

P'i"FiP'e_Si It refers to the fundamental
| considerations that sustain the function of auditing
| and direct its activities.

{

5. Accounting Principles /
[ 3. Audit Processes
H

T

' Knowledge based qualities:

| lan& Auditor should have sufficient knowledge of 1. Tact
2. Caution
3. Firmness

e
- Specific Stat isi i
S Statutes and provisions applicable
- tdxation Laws
. gnwlledge of Client’s business
nowl e
. ¢ =Neral Economic Trends
- ACCountan i i
Y, ts principles, technigues, |

4. Good Temper .
5. Integrity, Objectivity & Independenc
6. Discretion
7. Judgment

O Urd W N

|

. Generg| principles of [ay l‘
{

5

!

|

|

|

|

| Account
———-74NUNg Stands x .
9 Standargs, { 8. Patience
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Relationship of
Auditing with
other

~Padhuka's Fast Track Referencer

CA Inter — Auditing aned Fthics

S - T—

I

Auditing - Standards, Procedures, Techniques ¢
Principles.

1

Y]

I

Points to remembar

9, Clear headedness & Commaonsenae
10.Reliability and Trust,

Accounting: Auditing process reviews the Financial Statements, which are the result of the overall
accounting process, The Auditor should have knowledge of Accounting Standards and Generally
Accepted Accounting Principles for reviewing the Financial Statements,

Behavioural Science: The Auditor should have the knack of gelling along with peaple, and obtain
relevant information to meet his audit needs.

Business Functions: Auditing deals with the financial results of operational affairs of an
enterprise.

. Economics: the Auditor also takes into account, the general economic environment affecting the

business, during the course of his work.

- EDP Systems: Clients carry out their financial accounting activities with the help of cornputers, To

keep pace with technological developments, Computer—Aided Audit Techniques are adopted,

- Financial Management: The Auditor should have a good knowledge of financial techniques such

as Working Capital Management, Funds Flow, Ratio Analysis, Capital Budgeting, etc.

b WN =

. Statutory / Mandatory Audit
. Voluntary / Independent Audit
. Internal Audit

disciplines 7. Language: The knowledge of language is essential as the Auditor is required to communicate in
day to day work

8. Law: Auditing involves examination of transactions from the viewpoint of whether or not they are in
tune with the legal provisions.

9. Logic: All audit processes and techniques focus on audit evidence evaluation and verifying
assertions, which are bound by the rules of logic.

10.Mathematics: The Auditor arrives at meaningful conclusions through analytical reviews or ratio
analysis, for which the knowledge of mathematics is essential.

11. Statistics: Test check and sample check procedures are considered generally accepted auditing
procedures. Knowledge of probability and statistical theory will help in arriving at meaningful audit
conclusions.

TYPES OF AUDIT
. Financial Audit 7. Interim Audit
. Management Audit 8. Concurrent Audit
Types of Audit . Cost Audit 9. Continuous Audit

10.Annual Audit
11. Balance Sheet Audit

Interim Audit

An audit that is taken up between two annual audits is called an Interim Audit. Assets and
Liabilities are verified for Interim Balance Sheet purposes

Interim Audit-
Advantages

i
2.

Immediate detection of errors and frauds
Acts as deterrent

3. Upto date accounts
4. Quick completion of Final Audit
5. Interim Dividend

Interim Audit- 1. Loose ends 3. Uneconomic
Disadvantages 2. Tampering 4. Missing Links
Continuous When the accounts of the client are checked continuously throughout the whole year or at intervals
Audit (fixed or otherwise) during the course of the financial period, it is known as Continuous Audit
Conti 1. Early detection of errors and frauds 5. Knowledge of the Client’s affairs
Azzi;n_uous 2. Acts as deterrent 6. Detailed Coverage
3. upto date accounts 7. Staff Planning
Advantages ] . .
4. Early final Audit 8. Interim Reporting
Conti 1. Loose ends 5. Missing Links
Aum;n_uous 2. Tampering 6. Boredom
Disadvantages 3. Uneconox.'nlc 7. Time Consuming '
4. Interruption of Work 8. No Guarantee of Fraud Detection |
Precautions to 1. Stage wise Completion 4. Checking of Nominal accounts i
Overcome 2. Documentation 5. Special Auditing Marks |
at_)ove 3. Surprise element in visit ;
Disadvantages
Cong:urrent It implies verification of transactions of a year on a continuous basis, at various points of time during
l_AUdL the same year. Assets and Liabilities are verified only at the time of finalization at year end

FTR.3




l' Issues
(
.
|
|

Concurrent
[ Audit —
[ Advantages

'
| Annual Audit—
| Advantages

| Annual Audit —
| Disadvantages

Balance Sheet

CA Inter = Auditing and Ethics

Padhuka’s Fast Track Referencer
Points to remember

Lecads to Short time o N wWrbwe t Y n t N 1ir } ;
f 1 |l s minati
al betweon tran
Cal i ( 1 Wery I

>, Detedtions of deviations
Substantive checking on key areas Eilp it

4 : : 3 ‘ : 4 WTectly e

4. Minimises time lag between occurrence of errors, n‘ N

3. Cost effective

} b ) L Metion
L. Commences after accounts comple 3

2oSmooth Audit . ontinuity
Delay in Final Accounts presentation |
2. Belated analysis ‘
Involves complete verification of all items contained in the Balance
The Auditor performs analytical reviews and investigates:
(@) material deviations from budgeted amounts (b)  items
items requiring statutory disclosure.

There is a reliable system of Internal Check and Internal /\udnl.r

1. l‘)evelo{)n}en't and Consolidation of Industries 4. Growth in size of Business

. Adoption of Formal Control Systems 5. Computerised data procesen-

}. Detailed heckin ] NOt navee

4. Poor Planning

Checd "
> Sheet and Prafs

> Of unusual and non—re.
- LT

Financial Audit

Cost Audit

Management
Audit

Statutory Audit
Voluntary Audit

Internal Audit
| BE—

Accounting vs

Auditing

Investigation vs
Auditing

Need for Audit
Evidence

Auditor’s
Judgement —
Factors

Audit Evidence
|~ Types
Internal &

External
Evidence

FTR 2 AUDIT EVIDENCE
F  ::ﬁ}}}}::::rm

Persuasive and Conclusive.
[ e A

2
Audit 3. Increase in number of Homogeﬂqggt%@niaiqip_ns;w T iy N
L. Evaluation of Internal Control Systems 5. Compliance with various ';'&’.;I[S‘ S
iai?:ce Sheet 2. Identification of Sample Test areas 6. Overall Tests and analytica| re.
uait — - . s . . 3 7 HAl TRV
Approach : Performing Compliance and Substantive procedures 7. Obtaining Audit assurance ang

. Verification of Financial Statements
Mandatory to all enterprises governed by the Statute.
Applicable only to those Companies specified under Law. Primarily covers the ¢o
enterprise,

Review of the decisions and actions of Management to anal
organisational objectives, policies, procedures, structure, controls and systems,
Audit is prescribed by law, i

Audit is purely optional and at the discretion of the governing body.
Appointed by Management of the enterprise to ensure

(a) adherence to Management policies, (b) safeguard of assets, and (c) completeness & acCuracy of
records.

- Recording of transactions vs Verification of transactions
- Management job vs Auditor’s job

- Output - Financial Statement vs Audit reports
- Approach — Suspicious vs Non suspicious
- Appointer — Any Person vs Shareholders
. Nature - Voluntary vs Mandatory

Opinion on Financia| Statements oo

4. Conducted by — Any person vs CA
5. Evidence — Conclusive vs Persuasive
6. Aspects - Financial & Non-financial vs Financial

only

ik
audic

opinion on the Financial Statements,

(a) Risk of Mis—statement, (b) Materiality,
and (f) Analytical Reviews.

(c) Previous Experience, (d) Results of work, (e) Information,

Impact: Confirmatory, |

Source: Internal and External. Nature: Documentary, Oral and Visual.

Particulars Internal Evidence  External Evidence
Meaning Created, used and retained within the Originates outside the Client |
client’s organization. organization. -

FTR.4
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Issues

i VP;}»dhuka's_Fas_t Track Referencer — CA Inter — Auditing and Ethics

Points to remember A
Duplicate copy of sales invoice,

May nol always constitute a direct
accounting source,

Examples
Use for
accounting

Bank Sratemfznts

Prepared in the ordinary course of

: business & forms part of its records.
Auditor's Role

Provided to the Auditor by the sources

Obtained directly by the Auditor.
‘ in_tcrri]nl to organization.

“Reliability

Not as reliable as External evidence More reliable than internal evidence

Factors: (1) Extent of effort required, (2) Reliability, (3) Source, (4) Ease of obtaining, (5) Nature
| gbtaining of evidence, (6) Objectivity, (7) Cost of effectiveness, and (8) Suspicion cases.
evidence
| Audit 1. Risk Assessment Procedures: These are performed to obtain an understanding of the Entity
 Procedures to including its Internal Control and to to identify and assess the risk of material mis—statement.
‘ 03:;;‘1 é:a”d't 2. Further Audit Procedures, viz. (a) Compliance Procedures, and (b) Substantive Procedures.
| €
L e Designed to obtain reasonable assurance that internal controls are in effect and to assess its |
Compliance efficiency.
| Tests e It helps in determining nature, extent and timing of substantive procedures to be carried out.
e Assertions: Existence, Effectiveness, and Continuity.
Designed to obtain evidence as to the completeness, accuracy and validity of the data produced by the
accounting system.
Types — (a) Tests of details of transaction and balances, and (b) Analysis of significant ratios
Substantive and trends.
Tests Assertions: (a) Existence of Asset/ Liability, (b) Asset is a right and liability is an obligation, (c)
Occurrence of a transaction, (d) Completeness of transactions, (e) valuation of asset/liability, (f)
Measurement of a transaction, and (g) Presentation and disclosure of transactions in accordance with
acceptable accounting policies and legal requirements.
Identify assertions to be examined.
Evaluate the assertions as to their materiality and relative importance.
Judgement

formation steps

Collect the necessary information or evidence about the assertions.

Formulate the judgement on the Financial Statements.

Accepted auditing procedure wherein only a part of its transactions is checked to form an opinion.

1

2

3.

4. Analyse and evaluate the evidence.

5

1

2. Advantages — Saving in time, serves the audit objective, Volume of work is reduced and Time

Test Checking available for other audits.
3. Disadvantages — Carelessness, some errors and frauds may go undetected, all items and
transactions are not checked, an element of doubt and risk is present in the Auditor’s opinion.
1. Detailed checking of all fransactional aspects.
Routine 2. Advantages — Checking of postings, Ar_ithmetical_accuracy, .Tri.al Balance tallying is facilitated, Easy
. detection of errors and frauds, Delegation of audit work to junior staff.
g g 3. Disadvantages — Highly mechanical and monotonous, high level intricacies and complexities may
not be revealed, compensating Errors and Errors of Principle will not come to light.
Examination of a few selected transactions from the beginning to the end through the entire
flow of the transaction.
Aspects of verification —
Auditing in e At each stage, relevar_\t records and .aut_horities_ are examined, it 'is als_o j-udged whther the
Depth person who has exercised the authority in relation to the transactions is fit to do so in terms

of the prescribed procedure.

e While auditing in depth, the Auditor reviews all the accounting and operational aspects of the
transaction from the origin to the end. This enables him to have an overall view and evaluate the
procedures through selected transactions.

e

Test Checking
;_fEatures

(a) Scientific, (b) Estimation Process, (c) Coverage of material items, (d) Full Coverage over a time
period, (e) Surprise Element, (f) Flexibility, and (g) Judgment Based.

Extent of
checking

e

Factors: (a) Size of the organization, (b) State and efficacy of the internal control,

(c) Adequacy and reliability of books and records, (d) Tolerable error range, and (e) Degree of the
desired confidence.

FTR.5
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Points to rememboy

Issues
- 1. Number of transactions is larqe
Test check — 2. Time available is less,
circumstances 3. Transactions are identical and homoaeneors
4. Satisfactory internal control system,
F‘ ' L. Serves the audit objective in obtaining reasonable auedit A%GUFANC o
/ 2. Enables the Auditor to use his expertise offe tively,
/ Test Check — 3. Adopts the principle of exception in control.
advantages 4. Assessment of risk in a scientific manner.
,! 5. Saving in time.
L | 6. Volume of work is reduced. 7
| 1. Opportunity for the Auditor to be naive and biased,
,'{ 2. Test checking lacks authenticity.
[ Limitations 3. Higher risk — material error may nqt be d{scoygred.
| 4. Arbitrariness of the auditor makes it unscientific.
[-" 5. Not possible when there is difference in activity levels.
| 6. Absence of surprise element. L
1. Transactions should be classified. = o
2. Proper study of the system.
3. Study and evaluation of efficacy of the internal control system,
Precatiions 4 Clgrity. of plan. .
5. Scientific sample selection.
6. Test check should not be done in areas requiring detailed check.
7. Sample size should be pre determined.
8. Decide the criteria to judge what constitutes a material error.
1. Concerned with the determination of a measure of the probability of certain BVents happar
not-happening. NI O
Theo 2. Justification for test checks lies on theory of probability, which states that a sample selectas +..
ry of . . : &L . . &ctegd from s
probability series of items will tend 'to show the same cha-racterlstlcs pre:sent m' the .qu series of jtems. .
3. Usefulness — (a) Determination of the proportion of transaction verification, (b) Identification o .
Sample Size, and (c) Assessment of the measure of risk taken by the Auditor for not examining o
entire population. s
Advantages of 1. Sample Size Control 4. Better Analysis
Statistical 2. Objectivity 5. Economy
Sampling 3. Risk Assessment

AUDIT PLANNING & MATERIALITY

FTR 3
Points to remember

L Issues I
i [ AUDIT PROCEDURES AND TECHNIQUES
nd determination of scope.

1. Preliminary discussions with the client a

2. Formulation of Audit Plan.

3. Examination and evaluation internal control.

Ascertaining the arithmetical accuracy of the books of accounts.

Vouching of documentary evidence.

Verification of Statutory compliance. ‘

Verification of the existence, ownership, title and value of assets and determination of the extent |

and nature of liabilities.

8. Overall tests and analytical reviews. F
financial information so as to convey the “true and fair view” of the |

draencidl

4,
5.
Audit Process 6.
7.

9. Ensuring adequate disclosure of
financial position and financial performance. ]
LMethods employed for carrying out the Audit procedure.— SR
Audit 1. Posting Checking 6. Year—end scrutiny
Technique 2. Casting Checking 7. Re-Computation
3. Physical Examination & Count 8. Tracing in Subsequent Period

FTR.6



Isnues

Audit Procedure
selection

Voudher

Vouching

Verification

Confirmation

Surprise checks

Meaning

Advantages

Disadvantages

Overcome
Disadvantages

Suitability. s

1. Audit Programme should commensurate with factors like nature of the entity’s business, scale of
operations etc,

2. Review and evaluate internal controls and revise the audit programme,

3. Obtain information about new business lines.

Podbuba s ot e b tofegone o CA Tber At o EHREe

Podnta to someonlio
O il e o liation
PO Al e ol oo P B Eaties /ol g0

Lo Cantivniation ‘
Collecting it ovidens o hy crploying Aiforent 1oepinl et ;

) Ty
|

\

\

S o thal the oot ovtdence obbalned rom Qiorent sonees e ot cantiadict eat by edhie
\ l\ll"llln\ [RLERL celi e e e ||||]|||||\'4 |-|'I‘||||||| In ||||||||' e |n.'.'.||ri|l|/ Gl froted anel eppen

Ao Rnowledoe o acconunting Ao ||.\||.~. Lo senea Pl e edires o e st rabianial aned
natueal manne,
S NMatter o protesedonal oxpettence aned jadgrnent,

Documentary evideneo ed ncsappont of entyles pacdecn Hher Dok of acconnt of o btsiness
Esamination of ol di tmentony evidenon while hy P avallables ber sippont e entineniess of ansaetions
enteted i Clientsrecords Voudching Beescential hecatse
() Lo oblain Basde evidence an Lo the conpleteneass, accaracy and validity of data praduoeced by thie
accountineg system,

(DY OB Teasomable aestranco on e asserons for the tansactions recorded i the fiooke,
(¢) 1o know the genuineness of the traresactions recorded i the cient’s boolke,

(D To lnow the requitarity of o Hones,

() Substantial accuracy of the acconmts and Flnanclal Statements can be knovi,
(1) Basls for veritication of arscts and labilites,

Examination whether assets and abilitiees are properly stated i thee Balanee Sheet, 10 may aluo apply
Lo ems of Prd A/ tor - checking of the acconnt halances and thedr presentation,
Response to an inguiry W corroborata information norecords,

Fhere must be lextbility and o sensee of sorprise in e manner cerfaln checkes are carrled out e, Canh
Veutication, Tnvestments Veritication, ole,

Signiticance:

Lo tmprove the elfectivencass of the andit,

Ascertain efficacy of internal contirol,

d. Detecton of corors and frands,

A Moral check on the cient™s stalf.,

Y Suitable tor diversitied activities,

To ensute that hooles of primary entry are kept up-to-dale,
y b To enstre TP system s operating <otisfactondly,

AUDIT PROGRAMME

1. Detailed plan of work, prepared by the Auditor, Tor carrying out an audit,

2. Factors to be considered — (a) scope and limitation ol the assignment, (h) cvidence reasonably
available, (¢) apply only necessiry steps and procedures, (d) consder all possibilities of error, and
(¢) co-ordinate the procedures to be appliced,

1. Instractions help the assistants and staff in knowing how much

15 to be checked and in
whal manner,

2. Serves as aready Checklist

3. Work can be planned and phased properly,

4. Helps in selection of Team Members,

5. Betler supervision and control of worl,

6. Progress of work ot any time can be readily known,

7.  Basis for draowing the future audit Programme,

8.  Helps in delegating responsibility,

9.  Provides a sound basis for the expression of Auditor’s opinion.

10. Record of the work done — particularly for defending a suit against the auditor,

(a) Mechanical work, (b) Rigidity, (c) False sense of security, (d) Lack of Initiative, and (e) Lack of

FTR.7
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Materiality

CA Intor

Foet Trie ko Hefegend ey Al“““l[(' aned | thics

'
Pradhikin

Points to remoembey

[ e andit el tants Lo kecpran open mind o Mmake LGPt e
(IIRRLLIN ' g ’

Yot programina ahonled e Hesiblo

I
|l e Chonld anly Do the mdpimmm recpualiement adeditiona) tests 4 |
o) ) NG SUrprs
nndertalen ’ ""lu,;
MATERIALITY
Meaning Iformation s matetial af st stalement cogle) Inflerc e the
o talen on the basis of the himancial information, FEONG, o
TR e,
1t i the fundamental ta the process ol pecognition, agaregation, claseifi i
i . HHON ane
finonclal information, Fpres, 1t s
[ actors ta determine materiality — facts aned circomastane o, of Cach caee -
{ ' h ' W Deyeeis
hardd and fast rales, aaditor judgement, amount aned natore of Misstatamens HO%%ibie t
‘ rep ' o
Indicators value or amount of transaction, percentage analyis, IMPact on oy
i er;
previots yea “ figues comparison, estimation orrors in determinable AMont " prany A
ns Y r
from statutory requirements, substantial effect of all small INACCUT e ’Umuf,-' Mirigy d
L Hiadlive

fe
Cifeey .

and inslgnificant iteme,

Note: Refer Accounting Concepls In Chapler 3.

FTR 4

INTERNAL CONTROL, INTERNA| CHEC;

Issues

Internal control

Objectives of
Internal control

L]

____saleguarding of assets, and (d) compliance with applicable laws and regulations
1.

~Process designed, implemented and maintained by -

Sa— R

—~——

& INTERNAL AUDIT

Points to remember
(a) those gham—r

governance, (b) Management, and (c) other personnel, argeq

to provide reasonable assurance about the achievement of an entity’s objectiye

i i S w
to — (a) reliability of financial reporting, (b) effectiveness and efficiency of g With regy,

Perations

Specifying authority to
various transactions
Recording the transactions
Safeguarding of assets

Providing the flow of work 5
Breaking the chain of work in a manner so that no
single person can handle a transaction from the | 6.
beginning to the end. 7
Segregation of accounting and custodial functions.

Securing proper documentation at each stage.

enter th e

Good internal
control system

VAWM R W

Proper organization structure with segregation of duties.

Proper authorization and procedures.

No single person is authorized to carry out all the operations involved in a transaction,
Competent and honest person should alone be employed.

Establishment of an Internal Audit department with supervisory functions.

Auditor’s Role

Auditor’s role with regard to internal control —

1.
2.

S*‘

Duty of establishing Internal Controls is primarily that of Management.

Examination and evaluation of the Internal Control System is an indispensable part of the overall |
audit programme.

Auditor needs reasonable assurance that the accounting system is adequate. Internal Control
normally contributes to such assurance

Auditor should gain an understanding of the accounting system and related Internal Controls.
Decide upon appropriate audit procedure to be applied in different areas.

Review of the Internal Control System of the client deciding upon a plan of selective checking.

Tools for review
of internal
control

N n A

Narrative Record: Complete and exhaustive description of the system as found in operation by the auditor.

Checklist: Series of instructions and / or questions which a member of the auditing staff must

follow and / or answer. Instructions are usually “Yes"”, “"No” or “Not Applicable.

Internal Control Questionnaire: Set of questions designed to provide a thorough view of the state |
of Internal Control in an organisation.

Flowchart: Graphic presentation of each part of the Company’s system of Internal Control.

Limitations of

LInt(-*:rnz-xl Control

ek hd

Provides only reasonable assurance.

Break down in internal control can occur due to human error. ‘
Controls can be circumvented by the collusion of two or more people or inapprepriate
management override of internal control, ;

FTR.8
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Issues

Points to remember

Sales and
Debtors

f,n_i.lefif—-

Mgﬁhjgdﬁent’ judgements on the nature of controls and risk assumptions,
Segregation of work is not possible in smaller entities.
INTERNAL CONTROLS IN OPERATIONAL AREAS
All documents should be serially numbered.
Decisions on granting credit should be decided by a responsible official,
There should be division of work. Despatch, sales and invoicing functions should be segregated.
DC should be verified with customer’s purchase order by an authorized person before despatch.
Acknowledaement for goods dispatched should be obtained.
Invoices prepared for all deliveries should be sent to customers.
Goods despatched but not invoiced should be dealt properly.
Suitable control arrangements to deal with stock transfer.
Prices should be as per the standard price list.
Proper recording of returned goods.
Credit notes should be authorised and verified with related invoices.
Debtors ledger balances should be listed regularly and balanced with the control account.
Ageing schedule should be prepared to follow up old balances.
Defined procedure for sending periodical reminders to customers.

| Purchases and
Creditors

W N O U D W

[
o O

Definition of re—order level for various items of materials.

Prepare a Purchase Requisition at the Re—order Level and forward the same to the Purchase Department.
Tenders should be invited on an objective basis before placing order.
Decision on purchase should be confirmed by formal Purchase Order.

Gate pass should be prepared as evidence of inward movement of materials.
Inspection and Receipt Department should be adequately staffed.

Goods Received Notes should be pre-numbered and serially controlled.
Division of Work — Duties relating to purchase must be segregated.

Invoices should be recorded promptly in an Invoice Register.

Defined procedure for raising and recording debit notes.

GRN unmatched with invoices should be duly followed up.

Balances in Creditors Ledger should be listed periodically and reconciled with the
Control Account.

| Cash and Bank

1

il balance Cash balances be checked by independent officials at reasonable intervals.

i Special insurance arrangements should be based on the nature of the business.

- Arrangements should to be made for the control of funds to be held in trust for employees.

Rules regarding the size of cash floats to meet expenses should be laid down.
Petty cash / reimbursement funds should be handled only by authorised persons.
Restrictions should be imposed on access to cash registers and offices.

Cash and Bank
receipts

Authority for receiving cash should be clearly defined

Cash Sales and receipts of cash and cash equivalents are to be evidenced through valid receipts.
Receipts of Cheques by post / mail should be by a responsible person, independent of the Cashier.
All cheques received should be immediately recorded in the “Cheque Received Register.

Suitable persons should be appointed for different stages with clearly defined responsibilities.

The duties and responsibilities of the Receiving Cashier should be separate.

Moneys received should be paid into the Bank promptly.

Bank Reconciliation Statement should be prepared periodically.

Cash and Bank
payments

NRloNo s WN ROV R WN

Disbursing Cashier should not be entrusted the job of writing up books of account.

Cheque payment -

(a) Passing payments — authorization, payment made within discount period, duplication of
payment, stamping of documents.

(b) Preparation of cheques — safe custody, controlling supply and issue of cheques, use of
printed signatures, preparation based on approved invoices, issue of blank/ bearer cheques,
crossed cheques, preparation of bank payment voucher.

(c) Signatory of cheques

(d) Despatch — Arrangements should be made for prompt despatch of signed cheques.

Cash Payment — limits should be set, cash records should be balanced daily, payment vouchers to

be serially numbered, payments to be authorized, control of payments under each head, avoid
duplication, specific ryles for cash advances to employees.

FTR.9



Receipt of Bank Statement | 4
Frequency of Recone iliation |
Authorisation

o e [
Padhuka’s Fast Track Reforonc or ~ CA Intey Au(hlinf; nd F
AaNd Ethjcq

Points to remembar

{ Speci;

il attention .

'lfl[n'ut'r.hwq d

Givoy
rht(“y. J en 'f'f 1

Master recorcs Lo be maintaine hy the Persaonne) Departme
1D cards should e ssued to all employecs
Maintenance of time records with the he

:'ﬂ,

Ip of mechanical de e

Overtime work should be authorized by a competent official
Payroll preparation by staff not connecte with the p,;/mvl'l'l,;.. ¢
;’nymll ;‘Imul(l :)('. checked an authorizod by a f_r,,rﬁpc-n-r,r (,f,c:,r,)?:;n”'?'
1 ssue of a single cheque for the exact ¢ f ‘ . B
Wages and 8. Supervisor should he present at the tlnrr:::':j'f”yl)ta\(/‘rfrn‘:-l;]tq i
salary 9.  Obtain acknowledgement from the 43m[)|;)y!:!13. o
10. Surprise check should be conducted at time of payment
11. Proper records should be maintaine for unclaimed v;a(j;': and salarie<
12. Deductions on account of EPF, ESI etc should be rernirfﬂ;J brx‘ar-;fjri»::ﬂ-
13. Recovery of advances should be made regularly. r e
14. Payment to managerial personnel should be systematically kept
15. Calculations in respect of bonus payment should be maintaim-ed'
16. Distinction between salaries and wages and reimbursements, '
1. Adequate protection against loss and misuse. —
2. Classification of stock based on their importance and value. i
3. Documentation of movement of stock items.
4. Responsibility should be fixed on independent persons to receive the goods, recore
and issues etc e ey
5. Responsible person should be appointed for safeguarding the stocks,
6. Lay down stock levels such as Maximum and Minimum Stock Levels, Reorder Level ang Danger i am
Stores including 7. Independent persons should bg assigned responsibility for recording sales and purcna'g;\':'
WIP 8. Stock records should be reconciled with the financial accounts at regular intervals,
9. Intra—Firm movement should be authorized by a responsible official.
10. Returnable Containers should be properly dealt with.
11. Sufficient controls should be exercised on stocks held on behalf of others.
12. Periodic verification of stock.
13. Cut off procedures
14. Proper valuation of stock.
15. Periodic review of slow and non-moving items.

16. Proper control and accounting for scrap and waste.
1. Clear Distinction for (a) Services under warranty, (b) Services under AMC need to be maz
adequately documented.
2. Cards given to Customers for After Sales Servies need to be ipdated.
Aftef SE 3. Proper mechanism to handle customer complaints need to be in place.
REIices 4, Charges collected on account of various services rendered including replacement of sparzsn
to be accounted under appropriate head of Account. _ .
5. Periodical reconciliation to be made for spare parts issued & Invoices raised.
1. Preprinted Tickets to be used
i i Tickets
i in | 2. Strict control over sale of _
f{zlcei‘:aft-:-:r:::ts 3. Day end reconciliation for cash collected - Tickets sold to be made
iliti _ Cash collected to be banked on daily basis s
Facilities ; Surprise Checks to be done by Internal Audit Dept, to ensu{re correct func%
1- Authorisation for Capital 4, Asset Registers é 7. Sale, Scrz?np; g9
. Expenditure 5. Physical Verification [ 8. Safegu:arfon
’ eciati
o 2. Accounting for Assets 6. Asset Transfers 9. Depr
. Ownership Rights : . =
i Purchase and sale of investment should be authorized by responsible pers
2. Detailed investment register should be maintained. l
fovesiments 3' Accretions to the investment should be accounted properly. e e
4l Property documents, share certificates, etc should under prop




Inauns

| Meaning

Meaning

Basic Principles

Independence of
internal audit

Effectiveness of
internal audit
department
[Factors]

Good Internal
Audit Report

Padhuba’s Fast Track Beferencer — CA Tnter — Auditineg and Ethics

Points to remember
INTERNAL CHECK

€ hiese bee .
'u tl. one day to doy teansactons vibich aperates continuousty an part of the routine systermn
shvesres . J Uy ’ b
:.l ereby theviark of ane persan P proved independently o i corplementary to the work of .erlhr-r'
1 object Leing the prevention or catly detection of crrors or fraued, Considerations I

1o Ho sangle peraon should have an independent control auer any important aspect of the business
Zo buaties of stafl members shionld be changed from time to timee, e
o Frande suceesafully concealed by employecs are often uncarthed when they are on leave.

A4, Persons having physical custody of assets should not be permitted to have access to the

Lok of account,
b, There should be an accounting control in respect of cach class of assets,
. Mechanical devices, may be employed to prevent loss or misappropriation of cash.
/. Stock Laking activities should be suspended during the financial year end.
B, Delegation of povier amoneg different officers.
9, Periodical verification and testing of different sections,
10, Periodic revieyr of accounting procedare,

INTERNAL AUDIT ! i

A independent appraisal function, established within an organisation to excam-lne_ar‘ldemafe—ltsf

activitices an o service Lo the organization,

Internal Audit b, tyio aspects — Operational Audit and Management Audit,
1. Independent status in the organization. S
Objectives, should be made very clear and unamhbiguous.

3, Scopt must be specified in a comprehensive manner.

4. Review of operations as a part of internal control system,

5. Size and qualification of staff should be commensurate with the business.

6. Programime of internal audit should be time: hound.
sufficient scope for follow up action on various points raised in Internal Audit Report.

fnternal audit report should ¢ made available to the statutory auditor.
Exarination and evaluation of the organization’s activities.

N

1, Purpose

2. Status — Independent Status in the organization.

3. Appointment — by the management.

4, Seope of work — fized by the management.

voluptary and management oriented.

les when compared to statutory auditors.

2

5. Oricntation
6. Degree of independence
Organisational status of Internal Audit department.
Degree of independence of the Internal Auditor.

Mature and depth of coverage of Internal Auditor’s assignment.

Internal Audit objectives with the top management.

and proficiency of Internal Audit Personnel.

review and documentation of internal audit work.

Consistency of the:
5, Technical training
6. Proper planning, supervision,
7. Effectivencss of the Reports,
6. Follow up and remedial actions.

Features: 7. Timeliness — TO be submitted promptly
1. Objective & Unbiased 8. Findings and conclusions
2. Clarity = Simple & Straight forward 9. Recommendations for improvement
3. Accurate 10. Auditee’s views on recommendations
4. Conciseness 11. Summary at the end
5. Constructiveness — Destructive criticism to 12. Supporting information

he avoided 3. Draft Report
6. Readers interest to be captured & retained | 14, Writing & issuing the Final Report

15. Review of Follow-up action LA




Padhnkas Faut Travkd (A In ity el By
INSUIeS Points to rovpyean ey
companies requiresd to appolnt Tntam ol Avdditor
l\ l\\'\("“"‘*""l""\
Pvery Unli tesd Pollic Company (during the p ey | Wi ) it
(@) Pakd Up Shate Capital of 50 Crotes or maor I
Internal Audit (1) Turnover of T 200 Crotes of more, of
under (¢) O/ Loans or Botrowings from Banks or Public Financlal Institutions ax lng 2 Lo
Companies Act, or more at any point ol ime during the preceding financd 1 W, O
2013 [Sec.138] (d) Qs Deposits of T 2% Crores of more at any point of fimne during the preceding fina
A Pvery Private company having
(@) Turnover of < 200 Crofes or more duaring the preceding financlal year, of
\l\\ O/< Loans o Borrowinas from Hanks ot public Financial Ine titutions exceeding 7 10
ar more at any point of ime during the preceding finarnd 1l year
1 ternal Auditor may be an Individual o a birn,
Inbern.?l Auditor Yo Internal Auditor, can be a CAora Coal Accountant, or other Profession Il a4 decided by t
— Appointment | 3. The term Chartered Accountant Chall mean a CA, whether engaqged in practice or not
aspects | - The Internal Auditor may or may not be an Fmployece of the Company.
—_— -
FTR 5 DIGITAL AUDIT — AUDIT IN AUTOMATED
ENVIRONMENT
e ————
{ Issues o Points to remember
i 1. Meaning: Business Environment where the processes, operations, accounting and sometimes |
f Automated even decisions are cartied out by using Computer Systems /1T Systems.
; Environment 2. Areas of Automation: (a) Entries posting, (D) Computations, (¢) Policies, Procedures ang
- Controls, 7(7(71)_7chmtsr, (e) User Access and Security.
} 1. Extent of Usage of Systems & Application Software in Business (e.g. use of ERPs)
2. Degree of Comiplexity of Transactions and Business Processes, (e.9. Network)
3. Hi-tech nature of business (e.g. Telecom, e-Commerce).
Relevance of ) : . . z X i e o e
Automation 4, High Volume.of T‘lan.sact.lons (c:g. Fc.le,(.t‘)m, Banking, Railways Ticketing).
5. Company Policy (in relation to Compliance).
6. Legal Requirements — Companies Act 2013, Internal Financial Controls, 1T Act 2008.
7 Req@gnj_eptggfﬁlﬂdijland International Standards = 1SO, PCI-DSS, SA 315, etc.
Computer based 1. Input Documents, 4. Complexity,
vs Conventional 2. Design, 5. Reliability, and
Auditing 3. Effect on organisation structure, 6. Audit Trail.
1. Faster Operations = ]
Features of 2. Reliability (7) :Ill(l]itl‘lszi?ltmg:lﬁt:lci transaction
Automated 3. Accuracy in Data Processing and Computation 8' IIT{C(]IWU&I\ R S
Environment 4. Large Volumes 9 U xl'xL:‘d
5. Better Security and Controls e PP Fv o B
| Benefits to 1. Increase in the effectiveness and efficiency of auditing procedures, 2. Scientific Random Sampling,
Auditors 3. Better applic’a_ti_grlgf_;\_hna_ly_tig_a_l_l}_eqy‘igw procedures, 4. Speed in Processing
‘ 1. Line=Staff Conflict, 6. Lack of Visual Record, 11. Modified Procedures,
E Problems with 2. Manipulation, 7. Lack of Processing Trail, 12. Concentration of buties,
grl:\t.'(i)rr:::::nt _ 3. Coding & Processing, 8. Lack of Audit Trail, 13. System Gvnvm@ Transactions,
E for Audit 4. Processing Speed, 9. Communication aspects, 14, Impact of Poor systems, j
e 5. No lnp_uigoi:u_nﬁn_t‘si B 7_179_.‘__*5‘}_@“5 & Competence, 15, Data Security. ,;
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