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COST AUDIT

1
. . Basics of Cost Audit

A) Genesis of cost Audit :

-> concepts of costing and its principles are introduced pre-indepence when govt

was offering cost plus agreements/contracts to different companies during
world was It because of its increased demand .

-> But certain companies were involved in scams & Scandals in form of un justified

increase in cost of production due to which so manyCommissions like Vivian Bose

& Dutta Commission were alganised to look into matters due to which govt

realised that costing is a unique and important concept like financial accounting
and auditing practices.

B) History & Background of Introduction of CostAuditERules :

1944) The ICWAI was incorporated under companies Act ,
1913.

19591 The ICWAI Act
, was enacted under Act of parliament.

1965> cost Audit was introduced in 1965 on the turnover based limits.

1965 - 2008 > 44 industries covered under costAudit a cost Records

maintenance.

2008> Expert group was made to Analyse the existing systems.

2009> Reports submitted by Expert group .
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2011 > Final Set of CRA Rules framed .

2014 > CRARules , 2014 under companies Act , 2013 were introduced

C . Section 148 :

1.Cost Audit is not a statutury Audit, rather it is in addition to statutary Audit.

2. Industries covered are manufacturing -mining

- production
- Extraction

- processing - Assembling

3.Cost Audit is not a Regular Audit (periodical Audit/yearly Audit) .

4 who can do costAudit : only practicing CMA .

5. There are 6 Rules under CRA Rules , 2014

W
Y

Rule3 Rule4

[cost Records] [costAudit]

V

↓
To =35 crores Regulated sector (A) Non-RegulatedSector(B)

[For Regulated& Non Regulated sectors] L V

-manufacturing-mining 6Industriesare covered 33 Industries are

- production - Extraction -Sugar covered.

- processing - Assembling -Telecommunication

- Electricity
- petroleumhas

- Fertilisers

- Dorgs&Pharma
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↓ ↓

Regulated sectar (A) Non-Regulated Sector(B)

V

a) over all AnnualTo a) over all AnnualTo

from production from 150c from production from = 100ca

Goods a services (Immediately Goods a services (Immediately

Preceding FY) Preceding FY)

AND AND

b) AggregateTo of which b) AggregateTo of which

Individual Goods a services ! 250 Individual Goods a services ?35

for which costRecords to be for which costRecords to be

maintained maintained

G . What cost Auditor consider ?

Financial Auditor (PCA) cost Auditor (PCMA)

Management ES) As management cost of production (CAS

(Accountingstandards) (costAccounting standards)

Auditor standards1 SA Auditor standards > CAAS

Istandards on Auditing) (cost Audit Assurance standards)

Auditing of FS - GAAP Auditing of FS > GACAP

chenerally accepted chenerally accepted cost

Accounting principles) Accounting principles)

7.What a cost Auditor can not perform ?

-> Statutory Audit
-> UST Audit

-> Tax Audit

-> Internal Audit .
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8. whoAppoints/Qualifications & Disqualifications/completion

period/Intimation :

a Appointment :

-> By BOD with in 180days from commencement of FY.

-> BoD after appointment of cost Auditor ,
shall intimate Cu in CRA-2

with in 30days CRA-1 > Cost Records

Resigned
-> If cost Audital > Died S Again Bod shall appoint cost Audital

Removed [CRA-2 > Cu(30days)]

b) completion of time period (for Audit

-> with in 180 days from end of FY

-> After completion of Audit
,

Cost Auditor Shall Forward CostAudit Report

in Form CRA-3 to BOD along withModifications & Reservations.

-> BOD after Receiving Report with in 30days

↓ ↓

Pass comments on ~ Forward Cost Audit Report

modifications/reservations / +

AdverseRemarks Kept by ~ comments

Cost Auditor -

to centralgort

(in CRA-4)

Note : If Aum delayed/postponed-what ever extension ROC has given .

(This Extended period shall be added to 30days) ·

2) powers/Duties/Rights/Qualifications/disqualifications
same as Financial Audita

(sec 139 to 147)
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d) Removal

-> By BOD

-> After giving OBH

-> By way of passing Board Resolution.

9. Exemption us 148

↓ ↓ ↓ ↓

operating from Small Er 100% Export 775% Of TO companies
Special Economic Zone medium ariented Exportariented having it's

(SEI) Enterprises undertaking undertaking own power

(SME)
(100%1 . EOU) (75% EOU) plant

↓

usingfarcaptive

consumption

D. Miscellaneous Topics :

I . Cost Records applicability

↓ ↓

114/2014 114/2015

↓
->Coffee ETea ->Class

Remaining sectals . -> milk powder -> other machinary
-> Insecticides & Mechanical

-> plastic a polymers appliances

-> Tyres atubes
-> Electricals/

Electronic
-> pulpE paper

-> Textiles Machinaly

5 

P17 - CMAD

CA ROHIT GROVER

2. Declarations

a)The individual/Firm is not disqualified US 141 .

6) The individual/firm is qualified to be a cost Audital (also Cop)

1) They are qualified to accept this cost Audit as it is with in their

limits of doing Audit.

d) The firm/Individual/partners are not having any pending cases a

litigations in Statutaly Authority/courts in India Coll outside India.

E. List of cost Records :

I . production
~ material wise

9) material consumption Records
- productwise

b) wastage a scrap reports/records

2. Machinary

a machine utilisation reports i . e Running hours ,
idleness etc.

3. WIPE FU
>Centrewise

a) wip costs in related to

> product wise

> product wise

b) Fu costs in related to spackwise

stypewise
4. Repairs a maintenance

a) material , spaces and labour

b) Additional Records when it is workshop.
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5. utilities

a) Input , outputRecords.

b) Centre wise cost consumption Records.

C) source wise power generation Recalds.

F
.

Section 141 : Disqualifications

1. Body corporate & company except LLP.

2. officer/Employee of the company .

3. In employment and in partnership with officer/employee of the

company.

4. Holding an security of any value in the company
I

↓ ↓

Youl partner Relatives (All)

- holding any security - Limit upto El lakh Facevalve

-

Any value - Disqualified if breaches

↓ ->I lakh but attracts after

Immediately sodays.
Disqualified

5.You/ partne relatives : Indebtree far goods aServices> 5 lakhs

6.Youl partner/relatives -> Indeptness for guarantee & security >El lath
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7. Breaching/voilating ceiling limit of company Audit (>20 Audits)

Inclusions Exclusions

- public co - OPC

- Yout co -Small co

- Secs - Dormat Co

-Nint Audit - put co (puS< 100Cr)

- Guaranteeco. having
share capital

- put co (puSc = looc)

> professionals
Note : It's a limit of practicing A single practicing partner can sign

all Audit Reports (taxAudit & Co . Audit)
J

otherthan you , yourpracticing paltner can

Sign .

8. Relatives Disqualifications

you / partner Relative

Employee Disqualified Qualified

offices/kMP Disqualified Disqualified

Relative

M+SM #+ SF
M 1

StSs < Spouse > B+SB

L I

D+ DH
St Ss+ sw
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9. you / partner/relative shall not establish busines relationship

with client. [professional relationship is allowed

BusinessRelationship

L J

BECBB ↓

Disqualified Qualified

10· You/partner/firm found guilty of offence of fraud by govt and

convicted for same and loyeals of such period have not elapsed.

loyears
Disqualifications = corl

whichever is

Service of Imprisonment S later.

NCLT / 5yeals Ban + Sec 447 penalty
NFRA> GMonths to loyeals + Fine Min . Eslakhs

Max . 10 X Remuneration

Received.

11 providing prohibited Services uIS 144

a) Internal Audit 9) Investment Banking
b) Accounting system h) Investment Advisory
) Book keeping system i) Financial services outsourcing
6) Financial Info system 5) portfolio mangt

3e) Acturial services underwriting services

Management Consultancy Brokerage
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4 . Qualifications :

In all cases "Firm Registration Number" (FRN) to be generated.

I. sole proprietalship Firm (single person holding cop)

Majority of partners Must be practicing In India

2. PartnershipFirm > There is no upper limit

~ Multi-disciplinaly P.Firm with CA/csILLB/MBAIASI

BEIB .Tech 1 B. Arch

(professionals from foreign country notallowed

3. LLp (India) .

H . Section 140 :

Resignation Removal

↓
I

↓
-> By BOD

Sec 140(2) Sec 140(3) -> By palsing Board
-> Duty to Intimate Reasons -> failure of Intimation Resolution

of resignation to company Penalty -> By giving OBH

& Roc with in 30 days of E50, 000

Resignation in ADT-3
cor) &which ever

Remuneration is lowes
&

Estolpay &2 , 00, 000

I . Section 142 :

Remunaration

↓ ↓

If there is AuditCommittee (AC) other case

~ V

-> Recommendation by A -> Recommendation & approval by BOD.

-> Approval by BOD -> ratification by SH's.

-> Later on ratification by SH's .
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J. Section 143(1) : Duty to Inquire
< properly secured ?

I. Whether loans a advances granted
> proper TEC ?

2.whether sales a purchases are mere book entries ?

checking bogus/Fake sales a purchases

> Revenue Ak ?
3.Whether personal expenses debited to

> PELAIC ?

4. Whether loans & advances categorised as deposits ?

5. Being Non-investment Company Investments in shares and

securities shall not be disposed/

sold below it's cost.

6. whether pusc is fully received cal not ?

K
. Section 143(3) :

Sec 143(3)

I

Audit Report companyAudit Chapter
Lother legal a regulatory [buty to report on certain

requirements para] matters]
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clauses :

a) whether information and explanation Received from company as to our

knowledge a belief ,
if not what is it's impact on financial statements

of company.

b) Whether Bot & Cost Records are properly maintained (or) not ?

c) Whether Branch reports ReceivedConnot?

d) Whether Is all in agreement with BOA?

e) whether FS are prepared in accordance with As ?

# Whether Any Adverse/negative remarks on companies functioning has
been given ?

9) whether any director has been disqualified vis 164(2) ?

h) whether any Adverse remarks has been given on Bot of company ?

i) whether company has installed an efficient an effective Internal

Financial control System (FFCS)
Non applicability

↓ ↓ ↓

OpC Small co companies
I

↓ ↓

To < 50Cr Borrowings<25s
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5) other matters :

1) Impact of pending litigations on companies Financial position .

2) provisions on perivative contracts ·

3) Delay in transferring unpaid dividend Amount to IEPF

[Investor Education a Protection Fund]

4)

=> obtaining management representation that management has not

financed/loaned any other party other than mentioned
in

notes toAccounts

-> obtaining managementRepresentation that management has not

borrowed any loak from any other party other than mentioned

in notes to accounts.

=> Audital has no reason to doubt in above two points .

5) Dividend is paid / declared as per Sec123 .

6) Accounting software has feature of "AuditTrail" care not .

↳. Section 143(2) : Duty to Express an opinion

[Reasonable Assurance]

M . Section 143(4) : Duty to give Reason in case of modified/Adverse

Qualified/Disclaimer of opinion

↓ ↓

modified Repart unmodified Report

↓ ↓

-> Qualified -> clean opinion

-> Adverse Cunqualified opinion)

-> Disclaimer

13 

P17 - CMAD

CA ROHIT GROVER

situations
Audita's judgement

Material but not pervasive Material a pervasive

Auditor does have

sufficient a appropriate Qualified Adverse

Audit Evidence (SAAE)

Auditor does not have Qualified Disclaimer

SAAE

N . Section 14315)
,
(6), (E) : Duty to follow instructions of CGECAG in

gout Audits .

Audit of commercial undertakings

6900+ & Statutely Auditor
Audit Report

, CUSCAC

gout entities

V

can be appointed by CAU

0. Sec 143(6) : suplementally Audit (on specific dept)
ordered by Cay with in Godays

P. Sec 143(7) : Test Audit

Internal Control system Audit (ICs) of govt entities with in

Go days.

AOA
I

[ ~

operationaldiministration
Attitude
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Q . Sec 143(8) : Duty to Verify Accounts of Branches
(Branch Audit)

-> GenerallyHo Audital only gets appointed as Branch Audital unless

specified otherwise .

->

Foreigh Branch-Audit shall be done by the accountant of that

country-forward the report to Ho Auditor.

R. Sec 143 (9)
, (10) : Duty to follow Standards on Auditing (SA)

↓
38 SAS

5. Sec143(II) : CARO , 2020

Auditor Duty to report under CARO Requirements.

[ ↓

First 25/2/20
clauses

PYG1-22

Implementation

T. Sec143 (12) , (13) , (14) , (15) : Duty to Repart fraud
If an Audital

I
↓ ↓ ↓

Secretarial Audit Statutaly Audit Cost Audit

(PCS) [PCA) (PCMA)

-
while doing an Audit

↓

comes across any fraud/ommission/material misstatement

V

Duty is to report to cy with in Godays
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Note: Secretly of MCA

Cu means

> MCA

Rule3 of CAAR , 2014 (when to report fraud)

↓ ↓

Fraud Amount < KS Fraud Amount ? ICS

w V

-> Report to Audit Committee/BOD
-> Report to Audit Committee/BOD

with in 2days.
with in 2days.

-> wait far 45days to Justify/
Explain reasons ofFraud .

Reasons of Fraud

< ]

If replied No reply from
↓

Attach with Repart. Board/AC

~

send/post
Reportonly

> In the next 15 days

a) Report must be prepared .

b) as per ADT-4

2) on Auditals Letter head

al posted via registered post with acknowledgement due/speed post
2) In case of Failure

L & & penalty on failure

Listed Co. otherco . on Auditar :

25, 00, 000 =1 , 00, 000
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U. Roles of a practicing 5 Non practicing CMAs

1. As anIndependent director

2. can be appointed as kMP
~ NCLT (10 years of Practice)

3. can beTechnical Member in

> NCLAT (25years of employment

Practice)

4. can be appointed as company Liquidator (10years ofexp)

5. As an Administratal) as specified by c

6. Included in the definition of expert us &(35)

7 can beAssistent to Serial fraud Investigation officer (SFIO)
8. can be appointed as registered values.

9. can be appeared before NCLT/NCLAT fal winding up/revival of

sick company cases.

10 · can be Mediator/Conciliatal > Not yet Notified .

v. Liabilities

↓ ↓

under companies Alt , 2013 other Acts

H ↓

1 section 34 (Criminal liability) -> Income tax Act

↓ -> RBI Act

Penalty uIs 447 -> LIC Act

-> Bankingregulation Act

-Misstatement in Prospects
-> IndianContract Act

Reasons
↓ such Misrepresentation is ↓

false/materials Penalties as per

Respective Act.
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2.Section 35 (Civil liability)

~

Penalty us 447+ unlimited compensation

- Misstatement in prospectus

Reasons : > which is false/material

I somebody believed it

I bought-securities a suffered loss

3. voilation of Sec 139/144/145

Fine = min25,000

Max E5, 00 ,000 (or) 4 X Remunulation Received . 3 I

4.Section 147 : If Audital found guilty of deceiving /heating of

L
L

L
Ste creditas) ItDept etc

Lendors

Fine - min 5, 00, 000

Max E25,00, 000 Cor 4 x Remuneration Received 3 I
cors

Imprisionment-up to 1year Coll Both

5. Fails to provide Documents

Fine = Min E25, 000

Max E1 , 00 , 000

Er

Imprisonment up to smonths + E2000 perday of default.
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S. Involved in fraudulent winding up
Fine - ElL-E3L

E

Imprisionment - 3 to 5 years

7. providesFalse statement

penalty vis 447

Imprisionment extend to 5years

Cors

Fine extended to E25Lakhs / Both .

8. provides False Evidence

Imprisionment · 3 to 7 years

Er

Fine upto -10, 00 ,000
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22. Professional Ethics

A)principles of professional Ethics/code of Ethics/Ethical Requirement

-
Honest

-> Integrity : A professional is expected to be > sincere 3 in his

Duties
'

straightforward

> Impartial
-> objectivity : A professional shall always maintain

> unbaised Latitude

-> confidentiality : A professional isExpected to maintain confidentiality on

sensitive/secretive Information of his employer/client ,
which was acquired

during his employment/practice.
> prior permission of employer/client

Exception : can bedisclosed only if

'Thereis a statutary requirementobligation
> (capability)

-> competence : Must be updated & upgraded with New skills & competence to

serve his profession in the best possible Manner.

-> professional Behaviour : Expected to always maintain reputation of

profession/himself/ council .
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Schedules under CWA Act

↓ ↓

ScheduleI Schedule it
-

(General-PMCEOMC) (connected with practice Mostly)

↓ ↓ ↓ ↓ ↓ ↓ ↓

partI Part2 part3 Party PartI Part2 Part3

PMC PMC PMC OMC PMC PMC OMC

(professional lother

Misconduct) Misconduct)

MIP MIS MIG MIL MIP MIG MIG

(members in (members in (members in

Practice) service) Generall
- ↓ W ↓ ↓ ↓ ↓

7 clauses 2clauses 3 clauses2clauses loclauses 4 clauses Iclause

Total = 29 clauses
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Schedule I

* PART 1 : professional Misconduct in relation to MIP

ClauseI : allowing any person other than your own employee/partner to practice
Inyour name/practice in firm's name.

V

Allowing clause
-employee to practice

Explanation1 : A PCMA shall allowonly his 3 in his name/spracticing partner firm name
,

otherwise guilty of professional Misconduct.

Explanation2:

Employee -practicing employee

spracticing partner .

clause 2 : -> pays/Agrees to pay & Allow/Agrees to allow

-> to share profits/fees/commission/brokerage from professional
- wark

sharing clause -> Directly/Indirectly -> Another Member of Institute

-> with persons otherthan - partner

->Retired Partner

-> legal representative ofdeceased

partner

Explanation : As a PCMA , you are allowed (o) can allow your partner to

share fees/profits with

↓ ↓ ↓ ↓

Any other member Retired Partner LegalRepresentative
of Institute Partnes Camy other of deceased partner

PCMA) (Ifdeed provides)
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Clauses : -> Accepts/agrees to accept

v
-> profits/fees/commission from another professionals

Accepting clause + other than members of Institute .

Clause 4 : -> Enters into partnership with

L
-> otherthan > Members of Institute

Partnership clause
~

such other professionals whose Qualification is

recognised.

Explanation : A PCMA can enters into partnership with

~ CA/CMA/CS ~ Actorial Scientist

~ MBA/LLB ~ BE/B .Tech/B . Arch

Explanation : In case of foreign Residents, their qualifications must have

been approved by "C4.

> Council (Institute) .

clauses : - Securing professional wark from persons

~
-> otherthan "Employee

securing clause '
Partner

'

people mentioned under clause
---

clauses : -> soliciting clients cor) professional wark

-> directly/Indirectly
-> via >Personal Interview

V

soliciting clause
-
personal communication

Advertisement
- circular

>soliciting work from another PCMA

-> Allowed > Responding to tenders inviting professional
Services:
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Clause t :

-Advertising
> professional attainments

V

~

usingdesignation other than cost Accountent

Advertising clause

-> Allowed : al other qualifications are allowed but in shalt suffixes

like CA/cs/EP/MP/MLA/B . COM

6) In advertisement , base statement of facts

Eg : change in office address,

Telephone Numbers ,

Advertisement for Articles

Website shall be on "pull technology . "

* PART 2 : professional Misconduct in relation to MIS

clause t : pays / Allow to pay emoluments/salaries / benefits to another person

~

sharing clause

clauses : Receives /agrees toReceives emoluments from Booker/Cost Accountant

~ lany other person
Accepting clause
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*PART3 : professional Misconduct in relation to MIG
clause 2

clauseI ↓ clause3

↓ Not provided / supplied Info ~

Nota fellow , but acting by - Institute Council solicited work from

as a fellow member of - committees another PCMAE

Institute - Directal (Discipline) Responding to tenders

↓ - Board of Discipline (clauses)

Nonmember -> FCMA- Guilty - Appellate Authority Er

Member -> NOCOP-FCMA-Guility - Quality Review Board Advertised as per

Member- > Cop- not completed -> FCMA-Guilty guidelines (Clause7)
5years

~

But given Info knowing it
to be false.

*PART4 : Other Misconduct in relation to MIG

ClauseI clause 2

-> guilty of civil/criminal activity -> done an Act which bring
Es disrepute profession E

-> convicted by a court with imprisonment Institute /Council .

not exceedingmonths (16M)
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Schedule II

* PART 1 : professional Misconduct in relation to MIP

Clause t : Discloses confidentialInto acquired during his professional

capacity without
L &

any clients any obligation of

permission haw

Clause2 : reports for certifies any cost Audit Report coul cost certificate

without getting it examined by-- either himself (or)
-> his partner (a)

-> his employee for

->

Any Other PCMA.

Clauses: Engaged in project warks & Reports androuching accuracy of

contingent transactions and future forecast.

Note : In these kind of Assignments , MIP shalldisclose

- Assumption
- Basis of Assumption
- sources of Info

Clause 4 : Express an opinion on entity
< Partner (a) is substantially

where either - Firm (or) Y insterected

> Relative (220%Share)
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clause5 ClauseG

Fails to disclose material Facts Fails to report material misstatement

(Important Info) known to him known to him (frauderrors)

↓ ↓

which was very much needed which was very much need for users for

to disclose in FS
.

their attention.

clause 7 : Didnat apply duedeligence and mosity was (grossly) negligent
while discharging his professional duties.

Note : This clause can be expressed with all other clauses.

clauses : Failed to obtain sufficient a Appropriate information a explanation
required for expression of opinion (mandataly for drawing conclusions.

Clauses : Failed to draw attention on material depatures from Generally
Accepted cost Audit Practices (GACAP) [Didn't perform the

procedures properly/effectively

Clause 10 : Fails to keep clients money in a separate bank Alc other them

-> payments made in shart time

-> Advance Fees/Remuneration.
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* PART2 : professional Misconduct in relation to MIA

clauseI clause2 clause3 Clause4

↓ v v V

voilation/ Discloses confidential providedInto to defalcates !

Contravention to Info acquired during - Institute emblezees the

sections/guidelines / course of employment - Council money received

regulations made by without employer's - D. D inprofessional

Institute/Council : Permission - BOD capacity
~ DC

- AA

- QRB

knowing to be false

* PARTS : Other Misconduct in relation to MIG

clauseI : convicted for civil/criminal offence with imprisonment

exceeding 6months (> GM)
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B) Disciplinary Mechanism under CINA Act , 1959

Disciplinaly Directorate : The Authority where complaint related to schedule/

#/ Both offences are made.

Disciplinaly Directorate (DD
After further Investigation

↓

may conclude that Member is not

Member is guilty guilty
I

I ↓ ↓
↓ ↓ Yes NO

and offence is related to and offence is related to curisty (Notguilty)

schedule I Schedule#I 10th ↓
I

↓
↓

↓ ↓ Scheduled Schedule iBoth case

↓ ↓ closed

Forward to BOD Forward to DC BOD DC

↓

After Investigation
↓ ↓

I
Ifguilty Ifnot guilty

↓ ↓ ↓ ↓

Ifguilty Ifnatguilty - Reprimand the member caseclosed

↓ ↓ -> may
cancel themembership

case closed
-> Reprimand the permanently.

members -> Fine upto5, 00, 000

-> concellationof Membership

upto 3months

-> Fine upto1 , 00 ,000-
If member/dd not satisfied with BOD/DC Decision

~
with insodays +sodays Extensionwine son

File an Appealto AA

powers of AA Carder is final a conclusion)
I

↓ ↓ ↓ ↓

can cancel the older can confirm can modify can revert back

alder given above the ardees of the alder TO BOD/DC , fal

BOD/DC further Investigation
29 
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Cost Records & Audit Rules ,
2014

A)Meaning :

-> TheseRules are framed by Centralgovt in relation to lostRecords and audit

a per sec 148 .

-> It was framed in Companies Act , 2013 which got later on Amended in the

year 2019.

-> There are total 6 Rules as per CRA , 2014.

Rule I : shart title a commencement

companies (CRA) Rules , 2014 - Commencement (30thJune,2014) .

Rule I : Definitions

= costRecards - customs Tariff Act heading

- Form ·Cost Accountant in practice

- Institute -cost Auditar

- IAS -cost Audit report

Rule III :Cost Records applicability

- Be it regulated/unregulated sectors

- The threshold to maintain cost if Annual To in preceeding FY
is =35cU

- Being Micro/small Enterprise , they are exempted under

Rule 3 .
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Rule #V : Cost Audit Applicability

↓ ↓

ListA category List B category

cregulated sector (non-regulated sector
- sugal -> petroleum

-Telecom - Fertilisers

- Electricity · Drugs a Phalma

conditions : Both conditions to be

satisfied

1. AnnualMo from production

of goods a services = 500s => 100 crores

⑮
2. To from such goods & services

individually for which cost 2 35crores

Records to be maintained25

Exempted Industries

↓ ↓ ↓ ↓

operating from SE2 100% For -> 75% Of TO Se having ownpower

in foreign country plant using it for
capative consumption
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RuleI : maintenance of cost Records

E S

As per CRAI , all entities to be some entities are covered

covered from FY 14-15 under CRA1 from FY 15-16

-> coffee diTea

- milk powder

·Electricity
· Electric machinary

Rule : cost Audit provisions
- Only PCMA Can do Audit .

- To be appointed by BOD with in 180days from commencementof Fy .

- To beIntimated to4 with in 30days in CRA2
-To complete Audit With in 180days from end of FY.

~ Removal
- In case of

Ibeath

3 casual vacancy> with inzodays by
Resignation BOD (CRA2)

- cost Audit Report in CRA3

- CAR With BoardComments & Explanations to C4 in CRA4 within

30days from it'sReceipt .

Amendment : The above 30 days will be Extended with extension period allowed

by Roc to conduct AUM as per Sec 137.
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FORMS

a) CRA1 : cost Records shall be maintained under 31 headings

1) Material cost 17) Any other Items of cost

2) employee cost Is) capacity determination

3) utilities 19) WIP E Fu

4) Direct Exp 2) captive consumption

5) Repairs amaintenance 21) By products & joint products

6) FAEDep 22) Adjustment of cost variances

7) OH 2)3) Reconciliation of Cost Fin Al's

8) Admin .Oh 24) Related party transactions (sec 18s)

9) Transporation cost 25 Expenses/ Incentiveson Exports

10) RED 9) production Records

11) Royalty &Tech know How 27) sales Records

12) Qualty control Exp 28) cost statements

13) pollution control Exp 29) Statical records

14) Service Dept Exp 30) Records of physical verification

15) Packing EXP 3)) units of measurement.

16) Finance cost

b) CRA2 : Intimation of cost Auditar & company details to cu

I . Corpalate Identity Number/Faleign Company Registration Number

2: General Info

3. products/services to which cost Audit is related to

4 . Details of cost Audit/Auditors appointed
5. Fy to which cost Audit is concerned

6. Details of previous cost Audital who has not been reappointed .
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> BR Copy (Appointment of cost Audital)
7. Attachments

-

Any other optional attachments.

1) CRA3: Cost Audit Report

1)Para giving detailed Info on cost Auditor" that they have Audited cost

statements "E following below statements
a we have received Info a Explanation to best of their knowledge .

b) In their opinion , whether costRecalds are maintained properly cor

nat

1) whether adquate returns from branches Received (or) not.

d) whether books & Recalds give Info required under companiesAct, 13

Cors nat

2)whether cost of production of products/services
,

cost of sales
, margin

&other Into is true a fair .

f) Whether admulate Internal Audit of Cost Records have taken place I

nat.

9)Detailed unit wise a product wise/service wise cost statements

Enschedules have been dulyAudited a certified by us.

Annexures to CAR :

-
General Info

> General details of costAuditals

PART A -cost Accounting policy
s product/service details .
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PARTB In case of manufacturing sectar

-> Quantitative Info

- Abridged cost statement

-> Details of materials consumed

-> Details of utilities consumed

-> Details of Industry specific operating expenses

PARTC In caseof Service sectar

-> same as manufacturing sectar

PARTD Other

-> product a service profitability statement
-> profit Reconciliation

-> value addition a Distribution of Earnings
-> Financialposition E Ratio Analysis
-> related party transactions.
-> Reconciliation of Indirect taxes

d) CRA4 : contains following disclosures

I . Corporate Identity Number (CIN) /FCRN of company
2. General Information (particulars ofthe company including FY to

which this report belongs)
3. Details of Industries/sectar/ product/service (whether Regulated/

non regulated) covered in this report.

4. Details of Industry/sectar/product service . (whether regulated
non regulated) not covered in this report.

5. Details of cost Audital Appointed .

6. Details of observation kept by cost Auditor .
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7. Attachments

-> XBRL Document in respect of the CAR a company Into d

Explanation on every ovalification a Reservation contained.

-> Any other (optional) attachments.
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CAAS
cost Auditing and Assurance standards

CAAS/SCA 101 : planning a Audit of cost statements

1. planning is the preliminaly step what an Audital shall take befale execution of

his Audit :

2. It includes coordination with the Auditee
, thinking about Resources , deciding

the Scope and Audit procedures to acheive audit objectives ·

>Timely
3. objective of planning : to do Audit > Effectively

- Efficiently
-> cost statements

4. Scope : cost Audital scope is - cost Records

-> Related costdocuments

-> strategy
-> Audit plan

5. Definitions :

=> Audit :

An Independent & systematic examination of financial a cost Info

of entity , whether profit alientedCorl not , irrespective of it's size , nature

a structure with only objective of expressing an opinion.

=> Audit Partner :

a) the one who is a member of Institute holding fulltime cop

b) Responsible for AuditEn it's performance

& Issues repalt on behalf of firm

d) Having appropriate Authority from Regulatory bodies .
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=> Audit plan :

It's a Recald of planned Risk Assellment procedures (RAP) and

planned further Audit procedures (FAP) in response to risks identified .

= Audit Risk :

2) It is an Act of cost Audital giving wrong car) inappropriate opinion

when cost statements all materially misstated.

b) Therefale
,
Audit Risk is a function of

ROMM X Detection Risk

where as RomM is due to irresponsible management activities which

bring Inherent Risk X Control Risk .

AR = CIRXCR) X DR
--

mangmt Auditar .

11

4) IR = Misstatements which will occur due to NO ICS
"

CR = Misstatements which will occur due to "Poor ICs"

DR = Those misstatements not detected by Audital due to"Poor

PETS" (procedures , Evidences ,Techniques)

d) There is inverse relationship blw (IRX(R) with DR

Explanation :

Higher (IRXCR) means > Higher sample size
↓

More coverage
↓

Less DR
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=> Audit Team : It includes

a) Engagement Partner (main lead)
b) Audit Manager
C) Paid Assistents

↓) Senial anMial Article Assistants

e) Employees
f) Auditee - The client on which cost Audit is conducted.

=>Misstatement :

- Applicable a Required ABCDS

# Difference blu

~ Actual ABCDs of entity

( which is either due to Fraud/Error .

A > Accounts (Amount)

B- > Balances (presentation)

c -> classification

D -> Disclosures .

=> Overall AuditStrategy :

> scope

(*) It helps in Timinganion 3 of Audit

(STD)

#) Audit strategy guides the detailed development of Audit plan,
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=> Risk Assessment :

# It Includes acquiring knowledge of -
*

Entity
-> Environment

#knowledge of client Business] -> ICS

-> Al system
->
Book keeping system .

(*) To Identify & Assees the ROMM .

Requirements :

=>Before planning a Audit ,
these are preliminary Activities:

1 obtain letter of appointment & ensure appointment has legally happened.

2) EthicalRequirements of ICAI (professional Ethics)

3) There should always be participative approach while planning a stratging
the Audit .

=> Following Factals to be considered while making Audit strategy :

1) Results of the preliminary Activity .

2) knowledge from previous Audits

3) knowledge of client business

4) statutaly deadlines

5) Nature , timing & Extent of Resources available.

40 



P17 - CMAD

CA ROHIT GROVER

6) DRS (Direction , Review a supervision) over the team.

7) Nature& Scope of Audit.

=> once Audit is completed , Auditor shall document the following
1) Audit planning

2) Audit strategy
3) changes in plan a strategy

4) Reasons far such changes

=> It is mandatory that incoming cost Auditar must communicate in writting
with outgoing cost Auditar (or) previous Auditar to consider his issues

& objections.

=> Both planning a Strategies should be continuous a flexible in nature.

Acquiring knowledge ofclient business (Kock)
External Factals Internal Factals

a) legal Framework with in which clients a) Identify the strategies
operates b) know theirobjectives a goals

b) regulately framework > Portfolio
↳ Industry knowledge 2) Check investment E

" Pattern
d) majal customers a supplies

e) price competition d) Analyse
- Financial YPerformance
-operational

f Industry Norms
9)Demand & supply market far clients e) Examine Al policies & changes ,

ifany

product a service

h) It's opportunities athreats. f) verify their strengths En

Weaknesses .
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CAAS 102 : cost Audit Documentation

Effective Date of CAAS 102 : Sep11, 2025

Al Nature a purpose objective

Documentation provides

(i) Evidence on the basis of which cost Audital expressed has his opinion

(ii) Evidences that cost Auditor has done his Audit in accordance with CAAS

and laws a regulations.

Note: Following are additional purpose a advantages
a) helps in planning a performing the Audit .

b) serves as a guide for future Audits.

2) Acts as self defence tool.

↓ makes the team accountable

e) Helps in DRS

f) Helps in Conducting PEER Reviews , Quality reviews a external

inspections.

B) scope :

(i) It includes documentation which audital maintains during Audit

(ii) It also includes additional documents required by law & Regulations

c) Definitions

=> AuditDocumentation
< Physical

(i) means Recald either in
I EForm

(ii) obtained by the Audital

(iii) In connection with his performance of Audit.
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Livl Includes - procedures performed

Evidences collected PETC

Techniques AdoptedE

conclusions drawn.

= Audit File :

>physical
That file which includes Audit Documentation , either in fal

-E-Form

specific Audit

=> Audit walking papers :

(i) Those documents collected by The Audital to support his wark done.

ii) which also provides assurance that walk is done as per laws , regulations
& standards.

DRequirements of 102

Cost Audital shall have sufficient a appropriate documentation , how to

ensure it?

He shall get it reviewed by another competent person who has

no connection with that Audit :
if that person is able to understand PETC of

cost Auditor it canbe said that documentation are sufficient an appropriate

At the same time PEER Reviewer is also

able to understand

i) Auditors procedures

ii) standards adopted by him

iii) Evidences collected by him
iv) Auditals professional judgement
v) His conclusions
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Relevant points :

(i) Assembling Time, with in Godays from date of siging of CAR

(ii) Preservation Time >10 years from date of signing of CAR

(iii) must document every significant matters discussed with client cors outsides

(iv) shall also document nature
, timing a Extent of his audit procedures.

(v) Document - Exceptional circumstances which made you do FAPs & draw

cost Audit Report (CAR) .

=> contents of Audit documentation :

a) PETC

b) Check list of verification steps

C) CAS used during Audit

d) cost Accounting Standards a GACAPS Verified during the Audit.

e) Audit programmes , planning a strategies
f) Analysis made during Audit LEX : Ratios & trend Analysis]
9) Audit Queries raised a Responses Received

h) significant contracts entered by the client

i) confirmation letters

5) Mangement Representation letters [MRL]

k) Abstracts & copies of entities Records -
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= Factors affecting Audit Documentation

a) Nature ,
size , complexity of client business

b) ROMM identified during the Audit

C) Type of opinion to be drawn of Audital

d) Nature of Audit procedures performed

2) Type of cost Audit methodology adopted
t competency of management and adequacy of ICS.
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CAAS 103 : overall objectives of independent
cost Audital & conduct of An Audit

in accordance with CAAS 103

as objectives :

1) To obtain Resonable Assurance.

2) About whether cost statements are free from material misstatements,

so that Audital can express an opinion .

3) To report the cost Audit in an appropriate format

4) Also make observations an suggestions in case the need arise

b) Definitions : same as CAAS 101

c) Additional definitions :

=> Non-compliance
>Commission

1) An Act of Cors

'Omission

2) Either done - Intentionally (or)
'

un Intentionally
3) by the entity against

> LawsE

Regulations
-Employees4) Involving
Management
-TcWa

Note : personal non compliance not to beRecognised by Auditar

=> criticism : (professionalSkepticism)

An Altitude which includes of questioning mind and alret mind towards

Fraud En Errors with critical examination of Audit Evidence.

46 



P17 - CMAD

CA ROHIT GROVER

d) requirements

1) cost Audital shall comply with ethical requirements of the institute

2) Not onlyAs he has to follow ,
he shall also follow other Laws E

Regulations

3) A cost Audital Must understand entire text of CAS

4) He shall not use the CAS if it is impracticable to use them

5) In exceptional circumstances ,
he may depart from CAS & Must use

Alternate Audit procedures instead . [But he shall document at the end

why he choose departure - sone against standard]

6)Cost Auditor Shall Always keep in mind that there is possibility of MM
in cost statement .

7 He shall always obtain SAAE.

8) He shall always exercise professional judgement.

9) If he thinks that object is not getting acheived doe to non availability
of SAAE (or) due to high Romm , he shall modify his opinion

L I

[refer sec 143(4) Chart] Qualified Adverse Disclaimer
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e) Application guidance of this standard :

1)While conducting Audit ,
it is expected from the cost Auditor to must

comply with his ethical requirements ,
such as Integrity ,

objectivity,

confidentiality , professionalDue care a competence and professional
behaviour . But most of all he should be independent. In mind

E
~
appearance.

2) While conducting the cost Audit ,
he is expected to follow cost Auditing

standards but in case there is inconsistency betweenas a law/

Regulations later prevails over former.

3) Incase there is a need to depart from Relevant CAS , he shall

document the Reason far the same.

#) professional Skepticism : (Not a suspicious mind)

#The altitude of Skepticism means having a Questioning mind on

available Evidences a be Alert when the Audit Evidence obtained

contradicts theInformation obtained from management Tcwa.

2) This skepticism attitude is required throughout the Audit.

3) It helps in effeciency and effectiveness of Audit ,
atthe sametime

keeps maral check on entity

4) Skepticism also ensures that MRL/WRL is not a substitute far

obtaining SAAE to draw conclusions.
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5) Skepticism also means giving Reasonable Assurance not

absolute assurance because of the following Reasons

a) sample testing
b) Inherent weakness of Internal control

1) Limited/non Availability of time with cost Audital

2) Most of the Evidences are pursuasive in nature rather than

conclusive .

e) some of the frauds a errors due to sample checking will

definitely remain underted a unchecked.

6)The other limitations are non availability of SAAE some times , incompetence

of management a unqualified Staff.

Auditar Attribute

7) The three elements of professional Skepticism (Audital Mindset

Auditors Actions

These 3 put together are required far AuditQuality.

8) professional Skepticism also helps in Reducing theRisks of

a)overlooking unusaltransactions

b)overgeneralization in drawing conclusions

↳ using in appropriate assumptions.
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CAAS 104 : knowledge of Business ,

Its processes a Environment

a) objectives : Business
1) To enable cost Audital to have client's > process

Environment knowledge

2) so as to ensure preparation of cost statementsa Regular time.

b) Scope :

1) knowledge of entity ,
busines

,
environment , processes

2) falbetterment of team & cost Auditar:

c) Definitions same as CAAS 101

d) Requirements
> Entities (Internal)

knowledge of Refer CAAS IO1.

~ Environment (Externall

e) understanding Entities ICS COSO-AICPA

↓ ↓ ↓ ↓ ↓

Control Entities Information control monitoring of
Environment Risk Assement system Activities Control Activities

Process

CEntities RAP)
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=> Control Environment

Audital shall see whether management has created culture of

Ethics a honesty

=> Entities RAP

al Identifying Business Risk
b) Assessing likelihood of it's occurance

a understand it's significance of Risks

d) Deciding Actions to addres those Risks

= cost information system

a) There should be a quick a reliable a trustworthy Info
system installed in entity

b) Audital should know how the operations are initiated
,
Recorded

processed anReported

2) having knowledge of above is very much required

=>Control Activities

Audital should understand control Activities like physical↑

controls
,
biometric controls , authorisations double approvals are

existing(or) not

=> Monitoring of Control Activities

a) Ensure that entity Reviews it a Revises it at regular
intervals

b) Like internal check system a Internal Audit system .
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f) Role of Information Technology a control systems :

Cost Audital must evaluate and assees

1) It architecture
, systems and programmes used in the entity .

2) Also should know who has the access control .

3) should also know who can makes the changes in master data.

4) Must also know integrity of Information and security ofdata.

9) Documentation :

The Audital must document the following
1) key elements of AKOCB .

2) key elements of clients environment.

3) key elements of clients ICS .

4) sources of Information.

5) Risk assement performed .

6) ROMMs identified . &

7) Responses to such identified risks .
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Forensic Audil

1) meaning :

-> It refers to analysis and Review of financial recards of company/
a person to extract facts to be used in Court.

-> Forensic Audital must be expert in Accounting but most importanta3
they must use investigative mentality.

-> Being a farensic Audital , one ends up attending court proceedings.

-> This type of Audit is different from financial Audit because here

Audital must gather conclusive evidenceeather than persuasive evidences.

2) Definition :

It is anIndependent , comprehensive a scientific approach

towards reviewing financial statements to determine it's accuracy , to see

it is free from material misstatements & to collect Evidences to be used

in Court of Law.

3) Reasons for falensic Audit :

a) to expose corl confirm ilegal activities .

b) to collect evidences to be used in Court , sothat trail can be completed .
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4) Functions of falensic Audit

Functions

↓ ↓ ↓ ↓

planning Collecting Repacting court

the investigation Evidences V proceedings
↓ v To make written report v

Forensic Audital a) should be sufficient on the crime a deliver Farensic

&his team shall first to prove in Court = to the clients
,

who Investigates

plan the Audit (or) Identify fraudster shall decide to file a must bepresent

Investigation to meeting b) To revealdetails of legal case carl not in the court

their objectives Fraud .

to clarify the

1)To show financial loss Evidences collected

suffered.
E to show how

↓ To show parties affected Suspects were

by fraud.
found by the team .

5) Need far falensic Audit :

Being a specialized field , falensic Auditors have emerged in the field
of fraud ,Investigations ,

serious irregularities and red flags in the

organisation .

There are few examples due to which farensic audital Must be hired

a) where the business systems have been hacked.

b) Issues Identified by whistle blowers

2) To understand material differences

d) If there is suspicious of fraud cors ilegal activity
e) sales are increasing but gross profit is decreasing
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6) Forensic Audit procedures

a) It is more of Investigation & Collection of Evidences with attitude of

professional skepticism:

b) The procedures under Farensic Audit are known as Farensic Data

Analysis and fraud Investigation techniques.
↳ But most commonly used tool known as"TRIANULE" (elements tool)

Pressures/Incentives : circumstances which pushes, The person to commit

a Fraud.

Rationalisation !Attitude : when a person already knows that it's a

dishonest Act , but still done it.

opportunity : When you know flaws a weakness in the system.

7) Investigation methodology
It's a Nine Step method for facts findings .

9) Accept the forensic audit engagement
b) Evaluate suspiciousCars elegations
c) conduct background check by deligence
d) complete preliminary stage of Investigation .

2) Assume a prediction that there will be a litigation
f) Now begin With external Investigation (collect conclusive Evidences)
9) callyout Analysis on the Evidences collected

h) prepare report on findings
i) Attend court proceedings as an expert witness
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8)Common Areas of fraud in forensic Audit :

a) misappropriation of Assets

b) Extoration

I corruption

d) FFR-Fraudlent financial reporting

FSF - FinancialStatement Fraud

e) conflict of Interest.

9) Business frauds carl corparate frauds Why do they happen ?

meaning : Corparate Frauds consists of illegal , unethical a deceptive
actions committed by the company cor) by a person walking
inthe company

=> It is callied out in such a planned a logical manner that an

office full of farensic accountent months is required to detect

such corparate fraud.

= The victim are - consumers

- clients

- creditors

- Investors

- other businesses

and utilimately results into bankruptcy .
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Why do they happen ?

↓ ↓ ↓

The desire/perceived problems aDefects Inspiration from

need to attract (or) with company products the major corparate

retain Investors ↓ frauds in the World

↓ There may be problems V

It is generally done Edefects with the companies Inspirations from

to make company appear products which they try to International

more profitable than it is hide ,generally found in corparate scams

and to attract a retain Pharma Sector .
like

Investals ,
a) Enron company
[us-biggest Fraud]

b) waste management fraud

EUS-1990]

c) 2222 Best company
[carpet cleaning company>

fraud-$300Million

d) wirecard co

Fraud-$2 billion

e) wells Fargo Co

copened take accounts

of clients)
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10) Fraud Risk management
The three main elements of fraud are

(a) opportunities

b)Rationalizations

() pressures

pressures opportunities Rationalizations

-> It can be any type of => When one knows the -> When one develops
> top

pressure on
->middle

weaknesses in ICS in Justification for his

- lower terms of Fraudlent acts,

levels of management a) supervision a Review Example

which may results into b) separation ofduties Ifyou don't get raised

fraud . I management approval promotion , stealing
Example d) System Controls. The money from boss

a personal a financial is justified.

problems

b) personal additions

suchas -gamblings
'drugs

I unrealistic deadlines

E goals

Note : Ifthe company wants to minimise the happening of frauds , one of the

elements in triangle must be broken . Among all elements opportunities
can be minimized by making effective ICS.
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11) Red flags :

Management
a) The one who knows a should be aware of the red flags are E

-Employees

b) Red flags means early warning signs a indicators that fraud Risk is

higher without anyEvidence of it's occurrance.

3) If one two redflags are that , it can be ignared but if it happens

offently cors multiple times ,
it's better to place Internal Audit

Department.

↓ ↓

Employee Red Flags management Red Flags

-> Life style changes. - management frequently
-> credit a personaldebt overriding Internal controls
problems .

-> majority of decisions are

-> Behavioural changes like infivenced by
Individual &

I smallgroups.
drugs , gambling , Alcohol.

-> Refusal to take sick leavel => Non Documentation of policies

vocation . & procedures

- Lack of seggregation ofduties -> Hiring non qualified staff for

in Vulnerable Areas. accounting department.
->Decentralisation without

adequate monitoring.
-> more employeeTo

-> photo copies/missing documents
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Note : If any dishonest , unethical , fraudulent act occurred a

suspected by employee then he should not attempt to contact that

suspected person because it may alret that suspected person ,
that

investigations may take place.

12) Latest developments in SEBI Regulations (Listing obligation
Disclosure requirements , 2015) LODR

a)The Amendment came onthoctober , 2020

b) The Amendment says the being alisted company ,
if any forensic

Audit takes place , it shall be

first reported to RSE in following manner

-> Intimation v Facts of starting forensic Audit
~ Name of Entity

~ Reasons for the same.

-> At End ~ Final Forensic Audit Repart

~ comments of the management on the same.

Note : Forenic Audit Report shall not be furnished first to public which may
leads to

a) high level of anxiety
b) Steep fall in stock prices

a panic Among investal community
Thats why it shall be ,

st published to RSE.
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13) Financial Forensics a Forensic Audit techniques :

meaning

a) Financial forensics means a combination of accounting & Investigative
Skills .

b) They are the professionals who helps in preventing financial crimes&

Recover the last alsets.

a Forensic professionals are very much in demand in following areas.

(i) Financial thefts : To uncover the Areas where customer
, employee (or)

Any other individual steale money fromarganisation.

(ii) securities fraud : It is a basically a white collar crime where

Some one presents falseInformation to investors.

(ii) money laundering
: It's a process of making money Look legal

but earned from illegal methods.

(iv) corparate valuation Disputes : where the companies Capital & market

valuation is oversized i.e no fair valuation is carried out.

(v) Tax Evasion : It occurs when a person avoids paying their taxes

a hides his profit in shell corparations
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(4) Qualities of Falensic Accountant

a) Having a logical an skeptical mind

b) Giving attention to every detail
) Having value towards Moral principles

d) Inquisitiveness (curiosity)

e) Be spontaneous

f) Having technical knowledge in accounting a it's impacts.

15) Forensic Accounting techniques

9) Reviewing public Documents adoing background checks

It is one of the easiert method to obtain public documents and

doing background check on companies to see it's past dealings

searching any legally available Info on Interest.

b) conducting Detailed personal Interview :

In this technique ,
one should make the use of good combination of

formal a informal communication which can transform unwilling person
into a source of valuable information . It helps in looking at

greater figure out Magnitude of illegal Activity.
culprit responsible.

c) Gathering Information from trustwalthy sources

When a piece of Information is gained from a confidential

source , all the necessary precautions should be taken to hide the

identity of that particular source . (Whistle Blower's policy)
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d) Analysing Evidences obtained En financial statements

It helps in pointing out guilty party a also helps in understanding
how secure the company is against financial scams.

e) conducting surveillance
It may take physical a electronic shapel from by which one

can monital a track official emails a messages.

# Going undercover
It should be the last option because even a small mistake

while being an undercover can signal the offender that something
is wrong a person might disappear.

It's better to leave this technique to professionals.
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(6) Ethical consideration a code of conduct in Forensic Audit

There are variousEthical issues in the business

a) Harassment a Discrimination at walk place

It can take place in following different ways
-> Age discrimination
-> Disability discrimination
-> Race/Religion/gender discrimination

b) Health a safty at walk place

various issues like

-> Hazardous/ harmful production activities

-> Respirantary production
-> Electrical wiring methods
-> machine guarding.

) whistle blower and social media

Due to wide spread of social media , employees have become more

allet and skeptical making misusage of online behaviour which means

blogging , facebook posts etc have become mode of exploiting the

unwanted opportunities.

d) Ethics in Accounting practices

Refer why do corparates happens (different frauds)
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17) Threats to Auditors

a) selfInterest threats

It exists if the Audital holds direct/Indirect financial Interest with

the client .

Example : Did not received Audit fees for 2022 Audit fees and client

pressurizing to give positive report else 2023 audit fees will also not

been paid.

b) Self-Review threat

It exists if Audital has to review his own wark done.

Example : In a year 2022, you were a director in company a in the

year 2023 you got audit far same company,

3) Advocacy threat

It exists if Audital is involved in promoting the client to an extent

that his objectivity got compromised.

Example : Assisting the client in selling activities but at same walking
as an Auditar

a) Familiarity threat
It exists if the Audital is too personally close with the employees,

officers(or) directals of the client .

Example: Auditals wife being CEO of clients company .
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2) Intimidation Threats

It exists if the Audital is threatened by the management that

he will be removed/replaced if doesnot compromise his objectivity

Example : client is unhappy with the repart a threats to switch

audital next time.

Is) primary challenges company faces to implement Ethics Policy :

a) Resistence from employees
-> Less adaptive to New technologies
-> weak Corporate culture

-> Nat in faval of changes
-> Doegnat want to come out of comfortable zone

b) cost of training a implementation Fees can be high

Sometimes
,
the cost incurred might be higher than the benefits

derived due to which companies think such expenditure wothles to spend

1) Inability to determine return on investment (ROI) of ethics policy

Implementing the ethics policy does not give fruitful results

immediately ,
it generates the return at the later stage But atthe

same time patience is something which is lacking
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19) Association of certified Fraud Examiner (ACPE)

A standards on professional conduct (qualities)

(i)Integrity & objectivity :

CFES Shall not sacrifice integrity to serve the client but at the

same time they shall remain unbaised a impartial in discharging
their duties.

(ii) professional competence :

CFEs shall be competent a shall not accept the assignment where

competence is lacking.

They shall keep on updating a upgrading their skills a

competence.

(iii) professional care :

CFEs shall be diligent , critically analyticals and skeptical while

discharging their responsibilities.

liv) understanding the client/Employer and communicating with them
CFEs while doing thier work must have clear understanding of scope &

limitations and if there are some changes in that it shall be

communicated to client to better understanding and must communicate

significant findings of fraud examination.

(v) confidentiality
Refer professional Ethics .
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B) standards on Examination

↓ ↓

Fraud Examination Evidences collection

-> shall obtain conclusive Evidences -> They shall obtain whatever

which should be compete , reliable, data they can collect a Callyout
relevant thedata mining to get relevant

Into outof it.

-> shall be alvet in teems of baisness -> their documentation shall valy
ofwitness a tampering of Evidences from client to client.

I standards of reporting

1) Report may be oral cor written

2) Includes Facts of witness a Expects witness testimony .

3) No particular Falmat/structure of reporting

4) shall not be misleading.

5) Must be based on SAAE .

6) Must have separate Para's of

a) opinion 9) Members area of knowledge
b) conclusion h) skills, experience , training/

① Recommendations Education.

d) subject matter

e) principles followed

i methodologies
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Note: No opinion shall be made on innocent/non-guilty party

2o) Code of Ethics Far CFES :

I. shall always domonstrate professionalism En diligence

Q. shall not be involved in illegal coll unethical conduct

3. Always maintain high levels of Integritya objectivity

4 . Must comply with ardees of the court.

5. shall not disclose confidential information obtained

6. Always be skillful & competent.
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ANTI MONEY LAUNDERING

A) Importance of understanding Anti money Laundering :

1 . money laundering often comes with an activities like smuggling

Illegal Arms sales

Insider Trading

Bribery
computer fraud scames .

E. Therefore,
Anti money laundering is closely related to counter

L S

Terralist financing a Criminal proceeds

3. AML Tactics are generally used by financial institutions far the following
-> compliances withRegulations
-> protection of their regulations
-> Avoidance of consent adders (penalizing on non compliance)

-> Reduction of costs.

B) How money laundering works ?

↓ ↓ ↓

placement Layering Integration

=> placement :

1. It means how and whole illegal frauds are placed.

2. It means putting small Amount of money below the limits into bank

Accounts a credit calds and moving money into Trusts (or) offshare

companies using lawyers a accountants in their fuleign bank Accounts.
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=> Layering :

1. It is a process of sepalating criminal funds from their source

2. It involves complex layers of financial fransactions to hideorigin En

ownership.

=> Integration :

I. It refers to re-entry of laundered funds into the economy to make

it appear Narmal money.
2 . ByInvesting inRealestate a luxury assets.

) various International Regulations & AML standards

=> us : Uspatriot Act , Bank Secrecy Act (BSA)

=> EUROPE : 4 AMLD - EU Fourth AML Directive

=> CANADA : PCMITFA-proceeds of crime money-laundering a terrorist

financing Act

=> Australia : Antimoney Laundering and Counter Terrorism Financing Act

of 2006

FIU - Financial Intelligence on it

STR - Suspicious Transaction Report

SAR-Suspicious Activity Repart
FATF-Financial Action Task Force .
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D) AML Requirements for financial Institutions

I. KYC

Verification of Identity a legitimacy ,
in depth documentation far

customers

2. Large currency transaction Reporting
It is a compliance in us that if a customer does make than

threshold CTR in a single busines day ,
it shall be reported.

3. suspicious Activities monitaling a Reporting

making numerous cash deposits (or) withdrawals over several days to

Avoid the limits , makes it suspicious behaviour to be reported Via SARSE

STRs .

# Technology & Anti money laundering

I. Now a days the FIs are making use of AtCArtificial Intellegance),
Data Analytics to detect unusal transactions.

G. It includes Next generation AML technologies to corb and effectively
identify financial crimes.

= following are the techniques

-> suspicious Activity monitoring
-> Intelligent Alert Prioritization

-> Alert/case Enrichment

↳ To showInvestigator relevant images , maps, Prior cases a

SARS.
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-> Automated SAR filings
-> Holistic Entity View (Network Analytics)
-> Alert scoring
-> Client Risk Rating
-> Intelligent customer Segmentation
-> peer Based Anomaly Detection

-> Rare-event detection

-> Automated Manual processes.

4) PMLA , 2002

1. It is an Act to prevent moneylundering and confiscation of illegal
obtained funds

2. offence under the PMLA coversMost of the instances of converting
black money into white money.

3. It is basicallyAssociated with crubing proceeds of crime a

gunishing those who are indulged , allisted a is a party to such

proceeds of crime.

4 . The offences under PMLA are defined under 3parts it PartA,

PartB , partc of schedule.
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H) Attachment of property Under PMLA

1. If assets constitutes any proceeds of crime ,
it can be attached by

Authorities.

2. Earlier it was difficult to confiscate the properties located ols India,

but under the Amendment of finance Alt
, 2015 even Faleigh Assets

can be attached.

3. But ensure that attachment should be equivalent to proceeds of crime.

4. The power of attachment in hands of director/Deputy director who

can attach property farMaximum 180 days.

55. Directors Must inform reasons of attachment to AA (Adjudicating

authority).

6. The person whose properties are attached can also present his

defense a can challenge attachment order.

1) Arrest under PMLA

1) who can ? -> Directal

Deputy director

Assistentdirectal (a)

Any other officer authorised
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2) Why toArrest ? -> Guilty of offence ponishable under

PMLA & Record Reasons in writing.

3) After Arrest ? > Inform the grounds of Arrest . Forward the

Copy of arrest to AA . Produce suchArrested

person before special courts within 24 hors·

Note 1 : No arrest Wallant is required

Note 2: If aggrieved not satisfied withalder of highcourt & can be

Moved Supreme court.

4) Bail under PMLA ? ) Non-Bailable a Cognizable
It means Investigation can be started without

any wallanta without any permission
of court

but articipatory bail may be given.

5) summon , survey a search

1 under PMLA ,
the officers have power to enter into property/

premises and power of search a Seizure (attachment

2.their powers are

a. Enter a Search any building , any place , vessel
, vehicle , aircraft

b. Break & open lock of
any door , box , locker, safe , almirah

C . Seize
any records a properties , papers .

↓. placement of Identification marks .
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e . Make a NateCar) take inventary of such Records

f. Examine any person on eath.

k) Retention of Records under PMLA

I. 180 days

2. After which it shall be returned

3. But if AA permits , can be retained beyond 180 days .

1) Interconnected transactions

If there is a presumption that there is an existence of Inter

connected transactions , then enter search a Seizule power can also

be applied on Relatives a related parties.

onus of proof :

1. The burden on proof lies on the person who got arrested that

he/she not involved and must give his declaration in his/her

own handwritting with signatures to plead not guilty.

2. special court/Adjudicating Authority may consider it a proceed

accordingly .

3. There is another way to get discharged i.e by disclosing his
source of Income , eachings , allets.
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4. The person who is investigated must give truthful

statements to - Directal

- Additional Directal

- Joint Directal

- Deputy Director
- Assistent Director .

5. A person who is called upon to make the statement later on

cannot be accused of an offense.

M) cross border implications

1. It covers PARTC of schedule offences

2. mostly connected with evasion of taxes in tax heaven nations.

3. comes under ministry of external Affairs with the help of UN

Security Council Resolution .

N) Internal standards on combating Money laundering and the

financing terrorists a Proliferation

AML/CFTs Anti money laundering/countering the finance of

terrorism.

CDD > customer due deligence
IN ~ Interpretive Nate

DEP < politically Exposed persons
RBA & Risk based approach

TCSP > Trust a company service provider .
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Vienna convention -> The UN convention against illicit traffic
in Narcotic Drugs a phychotrophic substances.

o) countering the finance of Terrorism
There are international AML alganisations which are very

much involved in countering the terrist financing because as per the

IMF reports ,
terrorist financing is the biggest reason of getting

involved into laundering activities.

And at the same time
,
data protection relating to national

Security is also covered under CFT Rules.

4) Money laundering offence under Vienna convention a palerno
convention :

I. It Includes various offences under onwhich very strict Vigilence is

always kept.
Example : Narcotics, psychotrophic substances, Terrorist financing etc .

2. under these measures ,
the Authorities Callyout following functions.

a) Identify ,
trace a Evaluate the property

b) freezing a seizing to prevent any dealings.

c) Take steps that will prevent/void the actions .

d) Carryout appropriate investigation.

3. There are countries which has criminalised terrosit financing a

proliferation but still there are some nations which are notworking
in such direction completely .
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a) ways of doing terrorist financing a proliferation

↓ ↓

By NpOs posing as legitimate Direction of funds from

entities. legitimate purposes to

terrorist financing.

R) customer duedeligence a Record keeping
under CDD , following measures have taken by Institutions

1 . Identifying customer a checking his documentation far reliability purpose.

2. checking the nomination details exhaustively.

3. Scrutinising the transactions a verfiying the sorce of funds.

4. Incase of any suspicion , effective measures can be taken by the

institution to stop such laundering activities by their customers.

Record keeping :

1. To be preserved a maintained all the records ofCDD far atleast

5years after the relationship with institution ended . Caftee closing

of account in bank) .

2. It can be made any time available to domestic competent

authority
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5) politically Exposed persons (PEP)

In addition to CDD , following steps shall be taken in caseof

PEFs .

I
. Callyout appropriate Risk management alserment

2. Obtain serial management approvals far such business relationships.

3. Always monital their source of wealth a source of funds

4. After callying out all theseInitiatives, It shall be determined

if it is a high Risk business relationship ,
it is to be reported.

1) Money (or) valueTransfer services a New Technology in AML
MVTS

1. various countries are providing MVTS in compliance with FATF

Recommendations,

2. It is about giving license (or;Registration far money transfer
services but if it is legal ion Natural person having a good
Record of monetary transactions , such license is not required.

3. At the same timeNew technologies are getting developed by the
Fis to tacked unauthorized laundering activities a money transfers.
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u) Reliance on 3rd party to perform CDD

I. some countries are permitting FIS to rely upon third parties to

Obtain CDD information

2. The F. Institutions should take addulate steps to ensure that

za party is reliable , regulated , supervised and monitored .

3 . The record keeping of 3rd party will also be maintained far atleast

5years .

v) Reporting of suspicious transactions

1. If the FIs suspects any suspicious transactions,
it shall be

immediately reported to FIUs .

2. The directors/officers a employees of FIUs will be protected

under law from any similar criminal liability far disclosing
such information .

3. suchact is also known as tripping-off .

W) Designated Non financial business & Professionals (DNFBPS)

It is being made mandatory far DNFBPS to keep CDD and

Recald keeping in the following situations.

1. If they are RealEstate agents

2. Involved in casino activities
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3. Dealers in precious metals a precious stones.

4. Lawyers , legal profesionals a Accountants maintaining accounts of

their clients .

5. Nos
,
Trusts

, soceities doing chality activities.

6 . Any other customer to whom they believe) to have been involved in

laundering activities.

* Transparency a Beneficial ownership of legal persons

I. Risk of misuse of legal persons fal money laundering , terrorist

financing etc.

2. therefore , countries should ensure that information on the legal
persons can only accessed by Authorized authorities a shallnot

made available to any authority which is neither authorised not

competent.

Y powers a Responsibilities of competent Authorities to ensure

1. FIs of the country must be regulated a supervised to ensure effective

implementation of FATFRecommendations

2. They should be licensed a Registered

3. They should regularly monitaled whether they are following AML

requirements (or) not
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↑. The supervisors of FIs should be given adequate power to

conduct inspection .

5. They should have power to impose disciplinaly action cal suspend

FIs License .

2) Regulations & surpervisions of DNFBPS

I. They should also be under supervision a Regulation of competent

authorities like

-> operational casinos must be licensed

-> Realestate agents must be registered
-> professionals a accountants must have registered membership

Numbers

-> NGOs Must also be registered.

2. The supervisors must have power to improve action cors cancel their

license if anything found suspicious.

(*) operational a law enforcement

A) Financial Intelligence unit (FIU)

I. They serve as a National Center far Receipt of STRs , SARS

and other Into relating to ML & Terrorist financing ·

2. Their responsibility is to counter such offences ,
trace it,

initiate actions to freeze a Seize the properties.

3 . While prosecuting a bringing actions , they should have sufficient
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evidences to bring action on it.

4. In addition they should ensure the protection of legal a natural

persons whose accounts all being misused

B) cash couriers :

I. Detection of physical cross boarder transportation of currency,

So suspected transactions of proceeds of crime can be avoided.

2. IfIt is relating to ML &financing ,
it shall be confiscated .

( International cooperation :

countries should become the members of any of the following
conventions .

-> Vienna convention , 1988

-> The palermo convention ,
2000

-> united Nations convention against corruption , 2003

-> Terrorist financing convention ,
1999

-> Council of Europe convention on cybercrime ,
2001

- The Inter-American convention against Terrorism , 2002

-> Europe convention on laundering , search , seizure a confiscation of

proceeds from crime aTerrorist financing , 2005.

(*) Mutual Legal Assistence :

I. countries should constructively a effectively provident possible

range of mutual assistance regarding
a.
money Laundering

b . Terrorist financing Investigation
c. prosecutions
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d. related proceedings.

2. They should not refuse while shale the Info about these

activities:

3. They should not prohibit such mutual legal assistence agreements.

4. After getting information , there should be timely execution a

prioritization.

5. They should maintain confidentiality of Mutual legal assistance
and if they cannot maintain it , they should immediately inform

the another country.

6 . It is also known asHelping in countering Dual criminality nation
Activities:

=> Freezing , confiscation a Extradiction

under mutual legal assistence agreements , the Nations

must have right to freeze , confiscate the properties laundered

and at the same time should also have allangements of sharing of

confiscated assets .

Extradition means legalizing the proceedings of criminal of one country

in another and donat provide safe heavens for such individuals who

are changed with terrorist financing.

Each country should come forward to enhance mutual legal assistance

allangements to make it male effective.
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# PMLA Rules In India

Indian laws > PMLA ,
2002

PML maintanance of Records Rules ,
2005

By SEBI > Guidelines on AMLECFT

By IRDA > Guidelines on AML programme for insurers .

#) scheduled offences

Indian penal Code , 1860

Narcotic Drugsa Psychotrophic substances Act, 1985

Explosive Substance Act, 1908

unlawful Activities prevention Act, 1967

Arms Alt, 1959

Wildfire protection Act, 1972

prevention of corruption Act
, 1988

The companies Act , 2013

Customs Act
, 1962

(*) punishment

↓ ↓

otherthan Narcotics Narcotics

w ~

-> Minimum 3years -> Minimum 3years

-> Maximum 7years -> Maximum loyears

-> Fine -> Fine

( Appropriate Authority

I. Enforcement Directorate of Revenue Department , ministry of finance

2 . FW-IND under Department of Revenue
, Ministry of finance .
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() persons carrying on a Designated business/profession
1 persons involved in Casino games
2. Realestate agent havingNo > 20 , 00

, 000

3. Dealers in precious metalsa stones in cash transactions of 10, 00,000

in single/multiple.
4. Any other Notified by C4.

(*) Mandatary KYC
-> specially on transactions 250,000 in domestic operations

-> But in case of international money transfer , always complusary
irrespective of limits .

# Beneficial owner

↓ ↓ ↓ ↓

company Boll unincorporate Trust partnership

↓ Association ↓ firm

↓ ↓

- 25% of shares ! -> 15% of property/ & 15% ofInterest > 15% of

capital/ capital/ In trust property/

Profits profits Capital

Profits

( Nature of Records and preservation

V V

Nature ofTransaction at least 5years afterclosure of Alc

Amount of transaction Cor) 3WIL

Business Relationship

currency in which, itwas denominated

Date of transaction

Parties to transaction.
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(x) Type of Information to be furnished a to whom & When

To Whom > Director of FIU-IND

Type of transaction Duedate

I. All cash transactions =1 , 00 , 000 15thbay succeeding month

in foreign currency

2. series of transactions 11,00,000 15thbay succeeding month
but integrally connected with each
other (monthly)

3. All cash transactions which are forged 15thbay succeeding month

using counterfeit currency mates /

security/document

4. Receipts of No fal1I lath 15thbay succeeding month
in foreign currency

5. wire transaction ofcross borders ?Slakh 15thbay succeeding month

in foreign currency

6. purchase a sale of Immorable property 15thday of month succeeding
= slakhs in faleign currency thequarter

7. Any suspicious transaction to be reported Not later thana walking

days .
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()Format in which Info is to be reported

I. By registering on https : // finnet- gov . in

2. By Designated Directal principal whom officer of Reporting authorities

penalties on Reporting Authorities

I. warning in writing corl

2 warn them to comply with instructions(or)

3. send the required Reports

4. min 10, 000 - Max 1 , 00, 000 fal each Failure .

(*) Appealing Authority
-> IfReporting Authority not satisfied with FIU-IND

,
it mayAppeal

toAppellate Tribunal with in 45 days.

-> If not satisfied With Appellate Tribunal adder , MayAppeal to highcourt

with in Go days (+ Godays with sufficient Reason)

-> central govt has designated some special courts in consultation with

cheif Justice of highcourt far money laundering.
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COST AUDIT PROGRAMME

A prerequisites of Cost Audit Assignment

1. Requirement of Audit Personnel for Assignment :

a. Experienced & Trained Audit Staff will be engaged considering the

nature of the industry

b.Far this purpose , one should acquire the knowledge of clients business

& Industry far which there are two approaches

-> By Studying Annual Reports of atleast 5years

-> By study of Industry on your own

C . There has to be a proper DRS on engagement in team in the following
ways.

-> Did they do physical Inspection Cors not ?

-> Did they check cost Records (or) not ?

-> Are they aware about budgets, Plans & Strategies ?
-> Did they study cas corl not ?

2. Documentation :

Audital shall document everything suchas

a. His Audit procedures

b. Evidences collected

c. Techniques adopted

d . Accounting data collected

e. His stastical data

F. Quaries raised

9. checklist of verification steps .
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h . All other important verification steps .

Note: Audital is under an obligation to keep safe custody to maintain,

confidentiality and to preserve it far prescribed time period Cloyrs)

3 . Quality control :

Quality control can be ensured by following ways
a . Having DRS on the Audit team

b . monitoring their progrees of work
↳ giving them enough liberty to insert/Remove relevant irrelevant

things
d . Removing differences Among team members

c. Review
, update a Revise-QCpp (Quality control policies & procedures)

at regular intervals
f get it reviewed by engagement Quality control Reviewer (SA220)

B) cost Audit programme in manufacturing sector
[ Examine that]

1. Audit of production

a . There shallbe proper inventory balancing system
b . compare current year production with previous year to find out

variances

? proper cally forward of current year closing stock to next years opening
Stock.

d. capacity utilisation far the last 5 years must be checked.

e . pinpoint if there is any abnalmal under utilisation .

F. check if there is any addition, to production capacity ,
but production

has not increased.

9. obtain MIS report (Mgt Info System Reports) .
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2. Audit of Rawmaterial cost

a. proper quantitative inventory balancing system should be present.

b . Examine Input-output ratios far atleast last 3 years.

C. compare cy consumption with benchmark a see if any differences.

d . Examine the content of narmal loss during consumption of RM

e. See if anyResidue (scraps of one RM used far any other process.

F - Verify if any RED department installed col not.

9. check which method of issue of RM is used (FIFOLIFO

h . Examine the costCenters of RM.

I. Verify if any in house RM produced and check its valuation

5. Ensure that scrap RM should be stared separate from main RM.

K . Velity if innovations inventive alternate RM is found in market

nat

1 . Examine it's landed cost,
if any .

m . verify if there is any over usage of RM.

N . Examine the rates of key RMM far the last 4-5years.

3. Audit of keyRaw material Inventary
& obtain confirmation about corrent stock position .

b . Verify it's consumption pattern .

c. Identify the cases of unnecessary increase in volume/stocking -

Results into blocking of walking Capital .

4. Audit of electricity cost

a check if there is any increase in consumption due to increase

in output but in otherwise situation obtain explanation from

management.

b . velify trend of electricity cost far lastyears -
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C. check whether proper electricity meters are

installed a they are regularly checked for any manipulation.

d. Company must have more then one source of electricity to

ensure that it is obtained from a cheaper source.

5. Audit of cost of Electricity generated by by (Diesel generating)
Set

a Monthly report of Du set prepared by officer in charge should

be kept as a basis facits cost.

b . monthly report must contain

-> Numberof hours it is operated

-> Quantity of diesel used

-> No-of electricity on its generated.

C. propermeters should be installed and regularly checked .

d . Ratio of units of electricity produced to diesel used should be

prepared fur last 5years

2. Ensure employee cost is bookedwith Du cost.

F . Verify it's reports a maintance , depreciation a insurance .

9. Examineis reports .

6. Audit of Demineralised water cost

a monthly report shall be prepared for it's cost

b . Reportmust contain

-> Quantity of filter water used

-> chemicals used

- Demineralised water generated .

-> Demineralised Water Allocated

-> Electricity units used .
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C proper meters must be installed a shall velity

d. Employee cost shall also be added to DM water cost .

C . check repairs & maintenance of Di plant , depreciation a

insurance.

F . cost sheet of DM water should show actual a correct cost

of filtered water

9. check Mis reports .

7. Audit of steam cost :

a prepare monthly report for basis of the cost .

b . monthly report includes
-> Running hours of boiled

-> steam genelated.

-> DM water consumed

-> power consumed

-> Fuel consumed

-> Disel , coal, furnance oil consumed

-> line losses

-> steam consumed by manufacturing
C. following Ratios far last 5years must be checked

-> City of steam generated perunit of fuel.

-> City of steam consumed to tatal steam generated

-> aty of linelosses to tatal steam generated.

->oty of steam per metric ton of finished product

-> cost of Steam fal MT of finished product.

d .

proper meters should be installed a Verified.

e. Examine it's repairs a maintance , depreciation & Insurance

f. Examine the reasons for line losses (ie leakages in pipe

lines)
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S . cost Audital should go through steam cost for

lastyears-

8. Audit of stores a stocks

a : Audital shall obtain yearwise , cost center wise expenditures

on stores a stocks.

b. If there is substantial increase in such expenses , shall be

enquired from head of such cost center.

C. It will advantage to management ,
if they callyout cost

control and cost reduction to stores a spaces.

d . Examine the cases of duplication of such expenses .

e . Bringing it to the Notice of management if there is lower

capacity utilisation
F. Auditalshall go through expense control chart and Reconcile

itwith trail balance .

9. Audit of Repairs a maintenance

↳ same as Audit of stores a stocks .

10 . Audit of Employee cost-

a. Audital shall verify following information for previous 5years

↓ ↓

cost center wise product wise

-> Employee cost -> Employee cost

-> No ·of employees -> noof employees
-> Employee cost per employee -> employee cost per

employee

b . shall also verity product wise employee cost per MT of

product far last 5years .
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C. If there is Increase in employee cost due to

lower capacity utilization , bring it to Natice of management.

d . Ensure that list of employees regularly updated in employee

Payroll cost center.

e . If employees are shifted from one cost center to other,

ensure that such transfers are timely and correctly
reflected.

f : If there is increase in employees for particular

cost center/product , Reasons far such obtained from

management.

11 . Audit of insurance cost

↳ same as stores a spares subject to a
,
b

,
c

, d

12 : Audit ofDepreciation cost
↳ same as storesa spares subject to a,b , c,

d.

Note : If an alset has reduced tosubstantially low value/small

scrap value it shall be brought down to "zero"

13. Audit of Administration over heads

a. Examine the last 4 years trend of administrative expenses

such as

-> stationary -> Donations

-> Travelling -> penalties

-> uniform

-> security
-> professional charges
-> Telephone
-> Audit fees
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b. Examine administrative expenditures perMT year

wise a product wise.

Ci must check it's allocation & apportionment once a period

of time ,

d . If there is any abnormal increase , bring it to the Notice

of management.

e . Donations a penalties shall not be considered.

f . If there is substantial increased decrease in per MT

expenses , ask reasons -

9. The above Rule applies far stationary expenditures ,

travelling expenditures and professional charges.

14. Audit of selling a Distribution overhead

a. Audital shall check , trend of selling & distribution

expenses year wise in terms of stationary , travelling,
Commission , discount , advertisement, becovery charges,
hire charges , telephone etc.

b. Also shall check said expenses per Mr
, yearwise a product

wise

[c> F] same as previous .

9. The above Rule applies far travelling Expenditures &

professional Expenditure.

15. Audit of packing material cost
a Auditar shall check whether they are negotiated terms
for high value consumption packing materials.

b. Entity must have taken steps far reducing handling cost&
wastages.
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C. If the finished product is sold in the loose form ,

ensure that packing cost must be less .

d. There should be proper Quantitative Inventory balancing
system :

e . Verify method of charging packing material cost to produce

Cie FIFO , LEFol

f. Ensure that company prepares Expenses control chart &

Reconciles it with trail balance

9. verify that packing material is produced inhouse a

examine it's cost center .

h . Detention charges a demurrage charges shall not be form

part of packing material
i . Verify whether packing material is returnable in nature

~ Ensure that there is physical verification of inventary at

Regular intervals.
K. Check the trend of consumption of packing material per

MT of finished product for last 5years .

16. Audit of sale value

a. Examine the product wise sale value & their percentage sale

value on fatal sales value far last 5years.

b . Verify product wise sales Quantity permT fallart5years.
c . Examine product wise sale realisation permT ful previous

5years:

d . Examine product wise realisation and variable cost of key

products:

e . Verify inventury balancing of each of finished product.

f . velity product wise capacity utilisation far lastyears.

9.Check there is a proper balance between opening stock,
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production , sales, closing stock in ardee to ensure

no unnecessary locking of walking Capital in terms of

closing stock.

2) Illustrative Checklist of Information to be obtained

one time information Data required fur the Audit period

-> manufacturing flowchart -> Balancesheet

-> organisation chart -> profit E loss

-> Blueprint of machine areaEn -> Inventuly details
locations -> RM used

-> List of cost centers -> packing material used

=> Deployment of walkers -> Quantitative details of Individual

-> product details. product

-> standard RM composition -> stage of completion
-> chemicals to be used -> self produced utilities

-> Details of packing -> utilities consumed by departments
-> pollution control measures -> cost center wise expense Analysis
-> product exports -> costCenter wise machine usage
-> finance costs

-> Domestic a Export sale

-> costAccounting system a policies -> of allocation & absorption

- Budgetary control system -> satutaryReturns of GST

->system of capturing expenses
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COST AUDIT DOCUMENTATION

A) Audit stages :

conducting the costAudit (Audit stages)

↓ ↓ ↓

Planning performing Reporting

I . planning stage :

a It is anIntial consideration of cost Audit

b . Where the Auditar acquires knowledge of clients business , strategise

his resources a decide his RAPS &FAPs , assee Risk involved and

deciding techniques to bringing it to lower acceptable level.

c. This stage is highly important to cally out an Audit sufficientlyE

effectively but most importantly on timely basis.

2. performance Stage (Execution Stage)

a It involves testing of ICS .

-> Identifying weaknes
-> obtaining evidences about material consumption , absception ,

costallocation etc

b. In case of testing of controls
, gives poor results

,
then Audital

shall focus more on substantive tests.

C . substantive tests : means detailed testing of cost statements

ie testing of balances (TOB) E testing of transactions (TOT)
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3 . Reporting stage :

> positive

a. It involves drawing conclusions corl on the basis of

Audit Evidences obtained . Negative

b . Finally Expressing an opinion on the basis of conclusions.

C . opinions shall be drawn in the form of written report.

3) Audit process a pratical steps of Audit process

1) Audit process :

Step1 : Define your objective a management outlook

cost Audital must know fal what purpose he has been hired fal statutory
objective of his Audit which is as follows.

a) costReduction Cars optimization

b) checking operational efficiency of a particular unit /utility

1) Identifying profit making/loss making products
d) suggesting Product expansion , market expansion , diversification

strategies
e) overall business strategies review.

Step2: preconditions before accepting appointment

I. Audital shall understand his

a scope , role, responsibility , objective

b) AFRF-Applicable Financial Reporting Framewalk

2) No ·of cost Auditals appointed

a) deadlines

2) period of Audit

2. Audital must send an AE letter to make the management

understand his following TEC.
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a)+ > cost Records

&-> costAccounting policies Their performance, preparation 3

-> cost statements ,
Consideration is management

cost principles etc Responsibility.

b) management must allow cost Auditor-unrestricted access on

-> BOA

-> Records

-> Vouchess

-> people of the co

-> kMP
-> Departments

-> If required additional Info also . WRL shall always
be ready to make audital available with WRL.

↳ Finally Audital shalldecide his fees , repayment schedule s

gets appointment letter.

Step 3 : AKOCB

knowing clients

InternalEnvironment External Environment

- company -> customers

- Nature of business - suppliers

- size - Industry

-locations - regulated frame wark

- managementownership structure - Demand&Supply

- products & services - related party
- joint a by products Transactions

- related parties -Previous AuditalReport
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- sales pricing policies

- It dependence

- kMPS

- Inventory a storagedetails

- controls

Note : The above 3 stages are known as - preliminary Engagement
activities.

Step4 : planning

1. It includes

a . Timing Enduration of Audit

b. Engagement team

C. Availability of Audit Engagement Partner
d . Overall planning a strategy in written form

e . materiality level (what is important car not?

f . sampling levels (sample size a sample Design)
9. Audit procedures

- TOC

- TOD

- substantive tests

- Analyticaltests

- Trend Analysis
- Inspection
- observation etc

2. Afterplanning , discuss the plan with client to such an extent that it

shall notReduce effectiveness of Audit.

3. Discuss that Audital may need assistence of employees , KMPSE

InternalAuditors .
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4. Ensure that everything which is planned a strategied
shall be documented.

Step 5 : Execution

↳ Refer performance/execution Stage in previous pages

Step 6 : Audit Documentation ItIncludes documentation of

1. - planning , strategy , program
-> changes made with in them
-> Reason far such change.

2. working papers a Evidences

3. Discussions a observations made.

4: procedures a techniques performed

5. finalAudit report
- loyeals- PCMA

6. preservedfor
17 years - PCA

104 



P17 - CMAD

CA ROHIT GROVER

MANAGEMENT AUDIT

ADefinition

- It is anIndependent Review & Analysis
- Assessment of competencies a capabilities of co's management
- To Evaluate the management team effectiveness

- To maintain Interest of all share holders .

NOTE : The main / core objective is to improvise effeciency a profitability

I. management Audit is beyond conventional audit .
It's all about detection

and diagnosis of problems , giving suggestions to avoid and solve the

problem.

2. It is generally adopted before mergers , restructing , bankruptcies a

succession planning .

B) objectives

I. setting up appropriate decision making .

2. Revealing defects a irregularities.

3. effective discharge of duties a responsibilities .

4. finding out process haps and strengthening of controls.

5. Effective implementation of plans.
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c) Nature & scope
It covers

I. organisation structure.
2. checking coordination Among departments.

3 . Suggesting good Risk management governance.

4 . Stakeholders management
5. projects evaluation .

b) Qualities of a management Auditor (GeneralQualities)

I. Having good knowledge and experience of All managerial functions

> financials

2. knowledge in costing

Analytical techniques

> Economica
3. Having knowledge of > Business laws .

4 . knowledge of -Budgets
- Rules of the entity

- regulations &
- objectives

5. understanding ,
theReasons behind the lack of coordination among

departments.
> problem solver

6 . Should be a > solution giver a having
- practical a participative approach ·
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E) Need & Advantages

Need : Neither a statutaly Audit nor any specific Qualification Audit

Not a Mandatary Audit)

Advantages: 1. Helps management in planning their policies objectively.

2. Helps in acheiving objectives of management.

3. Helps in identifying loopholes a process gaps .

4. helps in strategising resources a improves planning .

#) management Audit programme (MAP)
Must contain

1. study of organisational structure
2. Study of Decision making a line command.

3. Discuss with topmanagement , their plans a objectives ·
4. understand current policies of entity .

5. . check post Audit evaluation by the management
6. Yet ready with Recommendations for improvements.

7 . understand a study ICS

Areas to be covered in his report

[ I

Identification of weakness E How stakeholder management

Recommendations fal cam be made male stronger
improvisations . suggestions ,
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a) functions of management Audit

I. There are2 school of thought on management Audit.
=> where one thinks that it should be inherited in the business

-> where as another school of thought thinks that is not atall required

as it serves no material purpose.

2. Management Audit has various favorable objectives due to which it is

getting popular in Corporate World Now-a-days.

a) It helps in goal setting process.

b) It helps you in setting benchmarking with the best players in the
market.

2) It helps in upholding companies reputation .

d) It helps in optimum utilisation of resources

e) Acts as a push fur future performance

f) Helps in restructuring the alganisation
9) Identification of weakpoints and managerial inefficiencies.

h) Helps in identifying plans a budget deviations to improvise it.

Note : Highly crucial fur financial department a function of the company.

H) specific qualities of management Auditor
I. understanding the problems a depth of it .

2 · General understanding of organisation a it's processes.

3. knowledge of laws , compliance , legal aspects.

4. Background knowledge a supject matter expertise .

5. Focused
, dynamic , tactful , pleasing , persevalance ·
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= Management Auditor must have knowledge on following aspects
I code of ethics and policy framework of the co . (manuals)

2. knowledge of decision making process.
3. knowledge of flow of information from one department to other.

4 . should be capable of doing performance evaluation

5. should have the knowledge offax plannings a budgeting
6. should ensure that both internalEn external communication is effective

in organisation.
7 must be a guiding factor a should be capable of doing halmonization

of various functions.

Note: The major reasons fal ineffective and not profit making

organisation are

I. Fluctuations in workload.

22. poor communication channels

3. Bottle necks.

4 . Low morale

5. Poor coordination

G. lack of motivation among employees ·

#) Management Audit Checklist (MAC

specimen /format of management Audit

following Areas to be covered (common checklist) :

1) Administration
-

a) Roles a responsibilities
b) Are members aware of it?

2) Is hierarchy in place ?
d) Are there any redflags a were they resolved ?

e) Do they have backup facility ?
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2) Finance :

a) Budgetary process

b) Approval mechanism

I cashflow statements

d) Double Authalisations ful monetary transactions
e) Annual operating Budgets.
f) Regular Review of budgets.

3) Insurance :

al companies Assets are properly secured carl not

b) loss of profit , earthquake , theft etc are covered con not

&) kmp's Insurance , public viability insurance
a) contingency insurance
e) premiums paid on time

# claims made a settled

4) Policy :

al Rules & Regulations framed Carl not

b) Regularly updated andReviewed or not

c) policies relating to

- harassment - coaching ethics

- Drugs - child protection

- Alcohol - Disabilities

included (m nat

5) planning :

a) must be action ariented plans ·

b) whether Risk management plans , operational plans a marketing

plans are in place col not ?

C) Do we have adqulate resources fal these plans ?
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a) Review of plans regularly
e) Emergency Evaluation Plan-

6) personnel management (HR)

a) HR policy in place car not

b) Do they follow code of ethics (a) not

↳ Do the members shale responsibilities equally
a) placement box of suggestion , feedbacka complaint box

7) contracts

a) Legal aspects of contract

by Financial impact Analysis of contracts

c) Ifthere is any breach (it can be lease , employment ,

membership , Sponsorship) .

d)Are employees aware of it?

8) HaZARD Identificationa Control

a)Is entity prone to hazardous manufacturing process

b) Are there any health a safty inspections takenon

buildings , equipments , ground , Parking

a Dothey have safty , health a welfare measures

d) Are they running as pergout rules

e) Are their saftey checks at regular intervals
f) Is there any reporting of Interies , accidents an

Incidents?
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9) Event management
a) Are the risks and mitigation planned foreach and every

Event corl nat ?

b) Are theRisks identified ?

c) walk steps taken to reduce it ?

d) Do we have first and personnel onsite ?

e) Do we have contingency plans in documented Form

1) If there any manager in charge for an event ?

9)Are there Any budgets fal events?

h)Is there Any code of behaviour farevents ?

1) Are they aware of code ofBehaviour ?

10) Legislation & Industry standards
Is the company is in compliance with corporate governance

which means Auditor shall check that entity is

9) Fair in it's dealings

b) Accountable far it's actions

c Integrity in nature

a) reliable a trustwalthy
e) transparent in providingInformation
f) Ethically Behaved
9) Lawful in nature

5) steps of management Audit

a) understand your objective and scope of Audit

b) collect the data in relation to scope a purpose and to be documented.

↳ Discuss about gaps , lapses with management , try to give recommendations

if any

a) compare actual results with standard/targetedResults to find out
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-> whether talgets are too difficult cor

-> Is it employees failure to acheive falgets
22) verify what steps have been taken by the management to improve

the same , it can be

-> proper planning
- Technology updation
-> Improvement in controls

f) Report the findings a make recommodation.

k) Techniques for identifying problems :

a)Identification of weakness by survey in controls

carryout the surveys on functions a procedures , Qualities & Quantities

To Identify whether the responsible officers are using(as abusing
their power .

b) making use of Mis reports of various functional Areas

Also known as Internal Reports prepared by management itself by
Auditor comes to about progress and status a gets valuable info.

c) using Internal Auditals Report
It's quality a Indepth report made by a professionals ,

becomes

a valuable source of information on problematicAreas.

d) physical Inspection
Here Audital himself checks existence , ownership , valuation, Idleness ,

losses , mishading by making Review of their operations.
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e) Testing of transactions
-> selecting an operation/activity on test basis

-> Doing in depth examination Right from Starting point till it's

ending point
-> To identify weakness in operations

f) Discussions with officials an employees
-> It's a source of valuable Information , betterclarity and

constructive equity.
->The source of Information may not be productive if it is under

status of feal.

1) Testing procedures a practices
A management Auditor beface doing indepth examination most

cardyout some prelimaly Review on management controls which includes

following areas
a) process flow understanding.

b) Are policies complied with charter a authority of 10.

c) Whether Auditing through (or) Around the computer is required

a) whether management controls are properly placed carl not

e) whether policies a procedures are running as per top level mangmt
desires.

There can be so many factals / problems for which management
Audit is required , it can be

a) unauthorised use goods aservices

b)Lack of capabilities of ee's -

&) Lack of clasity of procedures Amongee's
a) failure to accept responsibilities .

114 



P17 - CMAD

CA ROHIT GROVER

es too right/too loose (cumbersome) Its

# Duplication of walk a effalt

9) Improper use of funds

h) Ineffective utilization of Resources-

M) Techniques of management Audit

1) Accounting (a) Economic techniques
a) Break Even Analysis
b) Budgetary control
I standard a Marginal control

d) Activity based costing
e) cost benefit Analysis

2) scientific techniques

a) lineal programming
b) Transportation & Assignment Theory
) mathematical programming
d) computermodel

e) Network Analysis.

3) stastical techniques

a) Activity sampling
b) monte callo simulation (Random selection)

C) Exponential Smootingprediction method)

d) Inter firm comparison
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4) personnel techniques

a Interview

b) Attitude Survey
↳ profitability a productivity measurements
d) Ergonomic (Man-machine relationship)
es training methods.

5) General techniques

a) Brain stroming
b) Transfer pricing
) management by exception
d) corparate planning
e) Information Theory

N) Management Audit Evidence
a) Unlike financial Audit , there will be no fixed evidences in case of

management Audit.

b) It may take many steps/forms like
-> anal Evidences

- Visual Evidences

-> Documentaly Evidences
-> Internal

-> External

c) In management Audit ,
male than evidences he/she should rely more

on their experience a knowledge.
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d) there are various techniques of collecting management
Audit evidences like

-> Test examinations

-> physical inspections
-> Internal Audit Report

-> Minutes

-> personal observations

2) In management Audit ,
there is no restriction on evidence collection

o) Management Audit programme (MAP)

↳ Refer previous topic

4) mangement Auditor Qualifications
↳ Refer qualities of management Audital

2) Management Audit Team
I. some times hading large organisations) doing several Audits may
demand building up of competent team of people having required

Qualifications , skills and will to work with management Audital.

2. As management Audit is concerned with multidisciplinary approach,
which means a competent management Audit team should be

represented by serials having good exposure in different ranging
from production to marketing.

3 . All shall work towards attaining same objectives.
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2) Audit Checklist

(Areas to be reviewed in every department)
I planning

2 . organising
3 . Staffing
4 . Coordinating
5. Communicating

G . Directing
7. Mativating

8. Innovating

9.Controlling

Note : There can be weakness in any of the above areas which may result

into overlapping and following weakness

I. Directorial weakness

2. management Weakness

3. System weakness

4. Financial weakness

5. functional weaknes

6. Industrial relations weakness

7: security lapses
8. social responsibility weakness.
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5) Management Audit Report
[chalteristics a contents]

I. characteristics

aRelevant

b . Lees technical in nature

C. comprehensive (detailed)

d precise d to the point

e. timeliness

f. motivating
9. Reliable(appropriatel an Reasonable

h . Evidential to support outcome.

2. Contents

ItIncludes

a Deviations

b . unauthorised activities S Negatives
C. value destruction activities

d. Bench marking

e. Industry Nalms

f. good practicies

9. Top level management is always interested in
-> Facts

-> persons responsible

-> deviations

-> effect of such deviation on financial a physical status.

h . other relevant contents

-> comparisions

-> Departmental weaknesses
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->Reputational risks

-> system & control lapses

Note: 1. It can change the management mind set a make the management
to come alive again

2. management Audit report is not about only discussing problems

and solutions , rather it's a time bound recommendation to

improvise the governance and to have a progressive management.
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MANAGEMENT AUDIT IN DIFFERENT FUNCTIONS

Corporate objectives a cultures

A Corporate objective vis Goal

1 There is a difference between objectives and goals , where as goals

ale general in nature ,
future aliented

,
broad in nature and on the

other hand objectives are specific , present and time frame aliented.

2. What we plan fal our business in future is goal but atual steps taken

to acheive all objectives.

3. Example: A CEO of company is making a statement "We want to

become largest makes of bicycles in the world" Goal

where as the same (EO making a statement that "wewill

increase our sales of bicycles by 2. 5% each quarter > objective

4. following are the every business objectives :

a profit maximisation us wealth maximisation

b . survival a stability of busines

C. Growth a efficiency in the business in terms ofto , profits,

customer loyalty , Employee satisfaction etc.

5. But some times one objective may clash with another

EX : Corpalate governance vis profitability

6. Every business must have a good corporate culture

↓

It means having values ,
beliefs a traitsRight from

the bottom to top of management
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7. There can be differentarganisational environment but

every entity must ensure that there should be effeciency,

effectivenes & appropriate emotions existing .

8. There can be different type ofarganisation cultures a organisational
values :

organisational cultures organisational values
- Aggresive -> outcome ariented

- customer centric -> pople ariented

- Focused - Team aliented

- Innovative - Details ariented

- Ethical - stability
- Research driven - Innovative

- Technology driven - praising failure
- risk taking a family friendly

- Aggresiveness

9. There shall always be
->Degree of hierarchy-an appropriate channels of Authority
-> Degree of promptness a urgency-dynamic a innovative

10 . An alganisation mustalso be

- people ariented

- Task ariented

- functional aliented

11 . sub-cultures in the alganisation do exist some times which

may cause serious problems at later stage-specially in case

of newly acquired companies.
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12 . creating , managing , developing and sustain

a over a period of time everyarganization creats its own

alganisational cultures ,
leaders a management.

b . The culture basically build up by customers , tradition ,
vituals,

customers handling a general way of doing business.

C
. Founders have a typical role to play to develop a culture .

d. But sustaining a culture over a period of time after their

founders a leaders is a different task , therfare following

should be done

1. Identify your traits a values of your entity

2 . organise a meeting of all representatives of all

functional departments

3 . Convey them your values ,
beliefs and traits with

additional insights and solicit them to follow it

4. create a culture management action plan which

supports growth ,
advancement a effectivenes without

compromising your beliefs ,
culture.
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&

Corporate service Audit

Definition : It is a systematic appraisal system taken into account ,
the

level of contribution a business enterprise is making towards.

a) consumers : in terms of Quality , products , Quantity at right place

/time/price.

6) employees : in terms of payment , safety ,
welfare , industrial

regulations.

a Shareholders : Safety of Investment
, satisfactly rate of return

capital appreciation .

d) community : Socialcost ,
social benefits , social And it

(soceity)

e) follow business man : Business ethics
, relationships , fair trade

policies

↳ state government : compliance with spirit of law ,
fair trade

practices , payment of taxes, services

in times of emergencies

conclusion

so, Basically CorporateService Audit is scrutiny a critical evaluation

of service aliented responsibilities of a busines concern .
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Corporate development Audit

a)meaning :

It is a continuous and endless process of evaluation and

monitoring of internal a External environments of a business enterprise .

-> There are following dimensions to be considered in development Audit

1. Regularity : things under constant watch.

2. systematic check : changing environment a forces impacting the

busines :

3. Review : performance
, Quality & contribution shall be reviewed

from time to time so as to understand deviations & suggest

measures.

4. Appraisal : Examining a comparing actual results with benchmark
results and suggesting future course of action.

b) Scope of Development Audit

↓ ↓

corparate planning corparate"forecasting Corporate strategy
a policies ↓ ↓

N Deciding your position in Refer Next

understand your comparision with industry's Page

strengths a weaknes position , understanding the Spoint 1 , 2)

amaking plans , policies factals of forecast &matching

relating to product, production your forecast with National
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finance , personal etc Economic Development

Plans .

1 for long term strategy ,
Audit checks survival in for shart term strategies

Audital checks continuity a performance.

2. Its all about doing R& D , financial Analysis ,
financial mangement and

understanding your past achievements , present attainments a future

Potential.

C) Corporate Externalities & Corporate Internalities

↓ W

Areas covered as Areas covered are

-> Economic -> personal development

- Technological -> management development
-> political -> organisation development
-> legal -> strengths a weakness.

-> Ecological
-> socio-cultural environment

6) Features of corporate development
1. multi directional a multi disciplinary team with good exposure E

experience.

2. Reduced gap blu planning a implementation
3. Review of it's strengths , weakness , threats, failures , inefficiencies.

4.Communication to be rooted through point of contact (appropriate
person involved in activity) .
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e) output of Corporate development Audit

I. Whether forces a factors are working together for betterment of

organisation car not

2.whether coordination and responsibilities are understand a implemented

cors not

3.whether every department a function walking in right spirit cors not .
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Evaluation of personnel/Employee development

a) Leadership : managers responsibility to make his employee the meaning of true

leader ,

L- Loyalty
E- Empathy

A - Accountability
D - Determination & butifulness

E-Encouragement
R - Respect

S - selfles

H
- Humble

I - Integrity & Innovation

P-passion ,

b) Formal & Informal employee Development strategies
Formal Informal

-> teaching/coaching soft skills a -> on the rob training

hand skills . -> mentorship

> public speaking
-> shadowing

softskills -> coaching , promising employee's
" leadership for challenging roles

-cooling

hard skills Accounting
~
Administration

> Having knowledge of behavioural
science.
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Performance evaluation

↓ ↓

Rating scale 360" Feedback

↓ /

Rating the employees Performance -> It is a process of taking Feedback

on the basis of minimum a maximum from -superiors

values specified on "BELL shaped" - subardinates

curred graph. ~
- Peers

To identify top performers ->generally used in progressive
out of population , organisation .

-> It gives an idea to the

manageres relating to strength a
opportunities for growth

* The main objective of above process is evaluate the performance of ee.
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consumer Service Audit

A) specifics for consumer Service Audit

a) whether complaint Registration process exists(orl not ?

b) Are there dedicated group of people for customer service ?

C) Do they have written policy for customer service?
d) Do they consider customers Wow (wish on Worth) ?

e) is there any legal action filed by customer?

# Do they have systems to track customer complaints ?

B) Role of Internal Audital in Consumer Service Audit

I. he shall use customer service indicator to understand complaints,

resolution and taken to resolve the complaints.

2. He must consider that customer complaint is risky for business

prospects.

3. Ensure that good ICS is placed to address customer complaints·

4. Obtain data on customers satisfaction & customer behaviou.

5 Verify if there is any cost of PoorQuality (COPQ) to highlight a

scope for product development.

c) Reasons for failure of consumer Service Audit (challenges faced

I non availability of customer data
2. Lack of Clarity over legal positions & implications
3 . Failure to judge customers requirements.
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Audit of Environmental pollution control

A Environmental Audit :

-> meaning : It is independent evaluation of policies , principles ,system ,

procedures of an entity and evaluation of it's performance and other

elements relating to environment

-> There all various National En International bodies which have

provided definition of environmental Audit

EX : According to US EPA , Environmental Audit means

systematic , documented , periodic and objective review

by a regulated entity relating to it's environmental

requirements.

B) Features of Environmental Audit

1. Role of management :

It is also part of ICS to be performed by

Internal Audit team , Expenditures on this Audit incurred by entity
are treated as capex (Capital Expenditure)

2. Environmental Impact Assement (EIA)

It is a tool to predict a evaluate the impact

of activities on the environment generally conducted in case of

upcoming projects and expansion plans to understand the Risk.

3 . Systematic
To be carefully planned,

structured a alganised , end to

end checking and evaluation.
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4. Documented

Like other Audits if Audital finds any negative Areas

cors impactful Areas
,
to support his findings ,

he must collect proper

evidences to be documented.

5.Continuous Review

Being the continous process , there will be regula
collection of data

,Review an finding out route causes so that

timely actions can be taken.

6. objective evaluation

It should be taken up in a impartial and unbaised

way by independent Audit team.

7. Environmental performance

To check whether it's creating a favorable impact

cor) meeting with standards and regulatory requirements cars not

c) objectives of EA

I . To improve environmental performance

2. to assist facility management
3. To increase awalences about damages

4. To improve risk management system
5. ToAvoid penalties a punishments

6. fund Allocation (blu capex and opex-operational exp) .
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d) Benefits of EA

1. Improves efficiency of environmental management system (EMS)

By coming across deficiencies a implementing improvement plans

2. compliance with laws a standards
It ensures less interface by the government and authorities.

3 . Risk mitigation
It is a very successful tool in reducing environmental risk including

Reputational damage.

4 . meeting stakeholders expectation

5. Increases Environmental Benefits , reduces cost a helps in

improving efficiences

6 . Linking operating process and environmental impacts
helps in SWot Analysis of a project

7 · make employees , soceity more aware about health hazards a

Risks

8.It assists in decision making

relating to investments and managing stakeholders expectation.
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el process/stages

Stage 1 : Pre Audit coll planning stage

I. collect background information about entity
Laws applicable , governing Authorities and persons responsible .

2. Define objectives of Audit

Yoal setting .

3. Define scope

location to be covered , facility to be covered , period of

coverage .

4: Choose Audit Criteria

with the help of which performance will be evaluated.

5. Select Audit Engagement team
< knowledge

having expertise
~
experience.

6. Develop Audit plan & protocols
written guidelines , protocol relating to sharing of information.

7. Desktop Review
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Stage 2 : on site/field Audit

1· application of desktop Review outcome/Overy listing
Initial meetings with client ,

initial understandings , facility
walk through.

2. Facility Tou

To make some additions /deletions in the plan

3. Facility Inspection/ Evidence collection

obtaining relevant Evidences and documents from appropriate
site incharge , doing comprehensive inspection , using sampling techniques

4. Evidences collected must be sufficient, appropriate a Reliable
↓ ↓

Quantity Quality
wise wise

5

. Discussion with Tobholders :

To avoid miscommunication

6. sharing findings ,
data , non compliances , experience of visual inspection

with Auditee and finalizing site visit report.

7. closing/exit conference

ToIdentify and correct any kind of misunderstandings
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Stage 3 : Post Audit

It includes Feedbacks , sharing site visit outcome
, having

comments from Audit Committee , Risk management Committee , environment

monitaling committee and finally making a Nate of those deficiency
areas which were presented in the previous Audit but not get corrected.

Stage 4 : followup/Review Stage

Technically it is not part of Audit (OU) Audit manager to

implement the measures , our duty is only to check whether management

has taken recommendations seriously (or) not.

f) contents of Audit Report

I. Executive summary
2- Introduction/Background Para

3 . object and scope para

4 . Audit observationsPara

5. Recommendations Para

6. ActionsAgreed upon with talget a ownership
7. AuditCriteria plan

8. Evidences used .

() What is Audit observations Para?

1. ItIncludes status of good environmental practice.

2 . Also Includes all significant environment costs , benefits , assets a

liabilities .

3. Includes Identification of contingencies & Risk Relating to environment

4. Includes level of staff awareness.

5. overall state of environmental performance.

136 



P17 - CMAD

CA ROHIT GROVER

Audit of Energy and utilities

a)meaning :

I. It's all about Identifying saving opportunities , consumption monitoring,

Process improvement

2. Energy Audit is an approach for decision making in the given Area

of energy management.

3. It refers to verification & Analysis of use of energy in the form of

technical report containing
a . Recommendations for improving energy efficiency
b . cost benefit Analysis
C. An action plan to reduce energy consumption.

b) Need for Energy Audit :

It gives various Advantages
1 helps in energy cost Reduction

2. helps in preventive maintenance

3. gives us an opportunity of Alternatives to be adopted

4 . giving solutions for struck Areas
5. provides you with the bench marking of Industry,
6 . Helps in reducing energy consumption

1) Types of Energy Audit

It depends upon

a) function an type of Industry
b) Extend of costReduction
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d) Stages of Energy Audit (Detailed Audit)

PhaseI - Dre Audit phase

I. Initial site visit is required to understand procedures , generally to be

callied out in one day by meeting allthe concerned responsible parties.

2. Initial site visit includes following actions
a. meet site's senial management and discuss the aims of energy

Audit with them .

b . make them understand economic guidelines associated with the Audit.

C . Analyse the matar energy consumption data with responsible person .

d . obtain drawings (blueprint) , relating to site , layout , steam distribution

a Electricity distribution
e . Noor the site with expects and engineers.

3. The whole purpose of site visit was to

(i) Identify energy consuming Areas
(ii) Identify the measuring units.
(ii) ToIdentify instrumentations be quired.

(iv) to Identify the time frame to complete Audit
w) To create awareness of lowering consumption.

Phase II-Detailed energy Audit

1. check out the plant operations to understand their walking houris

2. Do the preliminaly alselment for cost improvement .

3 : collect the following information
a . Energy consumptiondata-Typewise

- sourcewise

- Departmentwise
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· process wise

- utility wise (plantwisel
b . Energy cost & tariff data

2 It is self generated I taken from the grid

d . potentials for fuel substitution , process modifications,

cogeneration systems.
e. training awarenes programs with in the establishment.

e) preliminary Energy Audit methodology
ItIncludes

-> Identifying most likely and easiest areas for attention

-> Identifying immediate improvements a Saving Areas

- Identifying Areas far detailed study
-> Identifying scope far saving
-> set aReference point (Criteria with in which we measure)
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productivity Audit
a. This Audit is all about finding deficiencies in idlenees in and wastages

in various resources like Men , machine , material , Capital , energy,

organisation exc

b. It is also known as efficiencyAudit a factorial productivity Audit

C. It is a critical examination of efficiency ratio and activity Ratio

* Mator problems occur in productivity Audit

a Every factorial input have different units of measurement

b. Due to interrelation
, interdependence between factorial input , doing

the audit of single Input is not possible without considering other

inputs.

C. Being professional judgement involved ,
itwill be just aReasonable

assurance which cannot replace unique mathematical solution.
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Propriety Audit

I. The term propriety means investigating the Mustifications & Necessities

2. This Audit is all about investigating the decisions of executives with

respect to stakeholders interest a financial discipline .

3. It refers to identification of needless , Avoidable , Wastefu Expenditure .

* principles of propriety Audit
a spending shall not more them benefits derived

&

b . public money should not be utilised far benefits of particular

section of community unless it is a part of policy , insignificant
inAmount and adopted by court of law.

C. sanctioning Authority should not spend any Expenditure which

directly/ Indirectly benefits to them.

& Amount of Allowances should be regulated so that it shouldnot

become source of profit,

* purpose
a. To Identify losses

b . Wasteful Expenditure due to lackof coordination

C. serious avoidable delays which increase cost of scheme.

d. cases of inefficient hadling , wastages , excess , delays etc

c. To check whether physical targets have been acheived with in
sanctioned time.

f. To compare performance and cost with similar schemes in other

Areas.
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Corporate social Resposibility Audit

I. Meaning

It is understood as an initiative by the companies to do some social

Welfare and contribute towards environmental protection ,

2. It is a built in function now-a-days and self regulately mechanism
to ensure that compliances are callied out properly.

3. Basically in the CSR Audit the idea is to set the impact of such activities

on stake holders , communities , employees , environment etc.

* Non CSR Activities

a. Anything done within object clause of MOA

b .

Any contribution to politicalparty directly(or) Indirectly
C. Anything done far benefit of your own employees.
d. Expenditure spent outside India
e. Sponsoring marathons ,

seminars

There are some International standards for CSR sustainability

↓ ↓

ISAE 3000 A A 1000

↓ v

-> Assurance Engagements other than -> It is also aimed at sustainability
Audits Cars Reviews of historical assurance

financial Statements [By IAASB]
-> It results management actions

-> It talks about assurance on CSR/ towards(SR2 policies

sustainability reports.
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* Role of Internal Auditor in CSR

al may advise the management on CSR alement

b) Also helps in deciding proposed Expenditures .

c) helps in value additions to theCSR programmes
d) Assist in designing and implementation of CSR management system.

e) may do limited scope audits requested by topmanagement-

& may perform complian Audits (sec135)
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Social Cost Benefit Analysis Audit
1. It's a method of Identifying ,

evaluating and allessing the benefits and also

the costs associated with the activities to understand whether economic

falgets and socialgoals are accomplished los not.

2. It's aNew concept and in case of this Analysis most of the time financial
aspects , commercial aspects , technical aspects will be well taken care of

but socio economic aspects will be ignared :

EX: cost to the soceity can be best defined by the benefits of an industrial

sectal:

* purpose of SCB Analysis
a) to measure expected future economic and social cost

b) To measure future economic and social cost

2) to ascertain net benefits (a-b)

d) to finally decide which project activities are yielding maximum benefits

and contributing to national economy

techniques of SCB Analysis
↓ ↓ ↓

UNIDO
I

Littled Mirsees & Indian planning
3

Methodology approach commission methodology
↓ ↓ ↓

calculation of calculating uncommitted calculating uncommitted

Social IRR with social Income in hands Social Income in the

application of ofgovernment (faceign hands of government

DcF technique Exchangel by applying by applying shadow

DCF technique exchange rate method.
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Evaluation of Corporate image

I. Corporate image :

It is a reflection ofarganisation in the minds of stakeholders and

soceity at large towards companies reputation.

2. companies always actively attempts to shape it's image via promotions,

branding , publicity etc.

3. The matal elements of a corparate image are

a. Its core businessa financial performance

b . Its brand equity a reputation

C . Its Innovation and technological advancement.
d. policies towards it's employees.

e . External relationships with stakeholders

f level of public satisfaction

9. Role of promotors and leadership skills .

4. Image us Images :

a company never enjoys the same reputation in everyone eyes which

means different communities may have different point
of views fer the

same algenization ,
it is due to their experiences with the alganisation

Example: A company may be highly appreciated by customer in terms

of quality a having a poor reputation among suppliers far late

payments a non loyalty etc.
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ESa Audit

[Environment , social , Government Audit]

1 . Applicable from : Fy 22-23

2. on whom : Top 1000 listed entities based on market capitalisation .

3. Reporting Format : Busines Responsibility & Sustainability (BRSR)
4. It was introduced inCompanies Act , 2013 under section 135

, made voluntary
21-22 and complusaly from 22-23.

5. came in replacement of Business responsibility Reporting (BRR) .
6. There are a principles included in "National guidelines on Responsible

Business Conduct" (RBC guidelines)

7. RBC guidelines are influenced by UN Guiding principles on busines and

human Rights , Paris agreement , ILO , UN sustainable Development goals.

principles particulars

principle 1 : Busines should conduct -> RBCguidelines far the Board ,

and govern themselves with integrity, serialmanagers si employees .

ethicals , transparent and accountable -> Anticorruption . Antibribery
[cu principles] policies

-> RBC guidelines for value chain

Partners.

principle 355 : Busines should respect -> Gender equality ,
social

well being employees , value chain partners diversity , measures for

and promoting Human Rights. differently abled ees.
-> forover rates ,

resonable

wases ,
welfare , safety ,

health

Measures a trainings
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principle : Busines should respect, -> conversation of energy
protect , restate the environment awater resources

-> Air pollution Emissions

-> limiting green housegas emissions
-> Impact on bio-diversity
-> waste generation and management

principles : Business should promote -> checking social impact Assecement
equitable development and growth -> Rehabilitation& resettlement

to the soceity -> CSR

principles : Business should providing -> product labelling
values to their consumers in responsible ->Resolving customer complaints
manner -> Data security a privacy

-> Cyber security
-> product recall.

Indian companies contributing International companies

towards ESU

Marico UK: To be reported under corparate

Vedanta governance , 2012 :

Tate group companies EU : To be reported under non financial

welspun & Diversity Information (2013)
Tech Mahendra US : made it mandatory for all

Infosys companies under NYSE by SEC

WIPSO China : For large listed companies in

Reliance Shanghi Stock Exchange under

venture capitalist supporting startups. Environmental Information

Disclosure Act :
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Information systems Security Audit

9) ITAudit

It is also known as ISSA (Information system & Security Audit) which

gives us an answer to the following critical Questions about
a weakness a vulnerabilities

b) process that do not perform

a) security threats a recover busines capabilities
d) concrete actions toRectify the security flaws:

b) steps in It security Audit

Step1 - Define the objectives

I. It Auditue must know about what purpose he has been hired far ,
to

complete his Audit timely a successfully
2. following can be purpose corl coverage

a Testing a evaluation

b. Physical and automated controls

C. Disaster Recovery Initiatives

d. Identifying IT RisksCarl

e. Is it a compliance Audit

stepa-planning the Audit

1. understanding roles a responsibilities of management
2. understanding their ICS Including IT controls.

3. Deciding schedulesCars methodology of doing Audit.

↳ : Document planning , strategy and methodology
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Step3-performing the Audit
# Conducting Audit according to plans a methodologies
2 Running scans on their IT systems

3 . checking their data base servers

4. Examining user access Rights

5. Inspecting their data centers against natural disasters and

other volnelabilities .

Step4 - Reporting the results

I. compile a formal report in written form to be given to management,

stakeholders & Regulatory agency
2. It Includes weak spots , security risks ,

vulnerabilities detected .

3. Remedial actions to mitigate It Risks.

steps- Take necessary Action (management responsibility?
I. fixing flaws a weakspots

2.Training employees in data security compliance
3. Adopting best practices toAvoid data theft and hadling sensitive data
4. updating technologies & It systems on regular intervels .

1) Differences blu Security Audit vs Risk Assessment

Security Audit Risk Assecment

1. It is performed on existing It & 1. Risk arelment is carried out

Infrastructure to test and before security Audit

evaluate it's efficiency at Regular
Intervals. 2 . It is performed everytime

Whenever there is a internal

&External threat.
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2. To have a best security Audit ,
3: matal objectives are

following needs to be done a . IdentifyIt Risks

a clear objective b. Evaluate/Assere it's significance
b. support from top level of C. Respond to suchRisks .

the alganisation
C. Define clear action audit

Results in the form of report

↓ Recommending Security Audit
solutions far better compliance.

conclusion : Thedifference blu them is their timing a scope.

150 



P17 - CMAD

CA ROHIT GROVER

RBI IT Audit

under CSITE Cell (Cyber Security & Information Technology Examination),

following details are required by RBI from every bank , relating to Itsystems.

a. yap Analysis (variance) Report.
b. InformationSecurity (IS) controls.

c. effectiveness of such controls

d. plans to Reduce Risks

2. Role of CISO (Level 4 Banks) .

a) why & How it is conducted
1. It's anIndepth technical areement.

2. IncludesInformation Security procee Audit

3. checking cyber security controls.

4. collecting logon servers evidences

5, checking technical requirements of RBI.

b) RBI Audit Repart

I. Detailed gap Analysis
a: What to be done to have compliance with RBI.

3. What exactly needs to be done , by whom, by which team

c) controls specified by RBI on different levels of Banks

Level I Banks :

I. Vendor/outsourcing Risk management
2. Cyber security checks.

Level It Banks:

1 same as level I

a security configuration
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3. Network management a security
4 .Change management
5. preAudit testing
6 . Anti-phishing
7. User access controls

8.Customer Authentication controls

9. Application security life Cycle (ASLC)
10 . Data leakage prevention strategy
11. Audit logs
12 . Incident response a management.

Level I banks

I. same as levelI

2. Risk basedTransaction monitating
3. user/Employee /management awarenes
4 : Advanced Real time threat Defense amanagement

level #V banks

I. same as level 3

2. Cyber drills

3.Continuous surveillance

4. CISO

5. Information Security committee

6. AuditCommitte of Board .
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cyber security a cyber Forensics

cyber security per/computer forensics

I. Focus is on preventing on data loss 1. Focus is on Recovering the lost

Carl cyber crimes data and uncovering the encrypted
data .

2. cyber security is professional 2. It's an Investigative discipline .

discipline .

3. It's a defensive measure to protect 3. main objective is Recovering data,

against cyber attacks , main objective uncovering criminal activities ,

is preventing breach a protecting accessing in investigation by having
information with in the network . access on suspects device.

4. It's a proactive technique 4. It's a Reactive technique .

5. Cybe security professionals are the 5. computer forensic experts are

service provides relating provides mostly connected to the services

relating prevention of data loss. of investigations.

specialisation specialisation

Are system architecture ,
software Are criminal Investigation,

security , accer management , ethical Recovering loss data , decrypting
-

nacking a Vulnerability Assement encrypted data.
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It Audit in Banking Sector

a) objectives of It Audit in Banking sectar

I. safeguarding of Information system assets and Resources

a. ItIncludes protection of hardware ,
software facilities , data files and

suppliers
b. Focus is to ensure that It infrastructure is adequate enough to

prevent hardware damages , stealing of data files and unauthorised

alterations and modifications in data.

2. maintaining data Integrity

a. It ensures checking safeguards against additions , deletions ,

modifications done unauthorisedly .

b . It also focuses on

i. Data accuracy v
. Reliability

ii · confidentiality Vi . Availability
iii . Completened vii. Timelines

iv . updation viii. Effectivened

3. maintaining system effectiveness & system efficiency

9 The main objective of Is Audit here is whether clients IT is

adduate enough enough and effective enough to acheive it's

goals by matching standard performance with actual performance

b. effectiveness more then 100% is also treated as ineffectiveness.
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C. matal objectives regarding system effectivenes are

- improved task accomplishment
- improved Quality
- operational effectivenes

- economic efficiency

d. Information System efficiency means as and when the bottlenecks

appeals , the systems shall be updated and upgraded interms of

machines , computer peripherals and softwares .

C. The ratio of output to it's input is known as "efficiency"

f. If the output is more than actual input ,
it means systems

are efficient else inefficient ·

b) other objectives:

1 . To Identify Risks .

2.To check implementation of IT.

3. To check security policiesa procedures

↳. To check awalness among system administratals, system

maintainers a system operators.

5. To ensure minimum abuse of computers.

6. To suggest improvements in security controls.
7. To act as an Audital far improvisation

8. To follow ethics and professional standards .

155 

P17 - CMAD

CA ROHIT GROVER

2) scope of IS Audit :

To cover all

i. computerised departments

ii. Offices

iii. acheivement of objectives

iv . checking process

v . checking system securities
vi. ExaminingIs specialist staff a non specialised staff.

d) Approaches of Doing IS Audit

AuditAround the computer Audit through the computer
1 . Is Auditor may have less 1. He must be possessing
technical expertise in doing technical expertise in doing

such Audit . this Audit .

2 In this Audit inputs a outputs 22. In this approach complete

might be visible but process is visibility becomes possible.

completely invisible.

3. This approach is used where 3. It is used where software

softwares used all simple , used are special and

standard
, logics are straight- customized in nature and

falwald and Audit trail exists. Audit trail is less visible .

4. Here is male trust is on users 4. Here male trust is on

controls rather than computer computer controls rather

Controls than on user controls .
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5. Audit may corl may not use. 5. must use his CAAT

his "CAAT" techniques . techniques.

6 . Less time consuming. 6 . maste time consuming.

7. Evidence obtained are mare 7. Evidence obtained mare

Persuasive then conclusive conclusive than persuasive.

8. It is also called as "Black box" 8. It is also called as "White

approach box approach"

e) Auditing with the computer

1. under this approach computer system a it's programmes are used as

Audit tools.

2. Audit uses the computer to retrive the data in independent
Environment.

3 .Where large volume of inputs a outputs are present

4 . Where the logic of system is complex and where Audit trails is

completely invisible.

Notes :

1 . Audit programmes can be

- packaged programme-standardised
- special purpose programmes
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- utility programmes

2 General Audit software includes Audit Command language (ACL
and it's Advantages are

- creates flexible reports

- No need of technical expects

- Increases Audit coverage

- saves time , money, effort

- Increases confidence in Audit Results .

- But not useful at application level .

f) Audit methodologies
↓ ↓ ↓

planning Executing Reporting
IS Audit a conclusion.

-> planning Is Audit :

Is Audital should obtain understanding of clients

a) It Environment

b) It control system

1) Back ground :Information

d) Risk profile

e) management staffing
f) their skills & aptitude
g) Areas with high Risk
h) Clients Risk Assement process.
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-TOC
-> Executing Stage >TOT

STOB

a) ToC-testing of controls

I. In this phase, controls are tested to check their

effectivenes a reliability
2. The idea to identify weakerAreas in controls, so that

Recommendations can be given to improvise the same.

3. following things are tested in controls

- occurance of controls

- Implementation of Controls
- Existence

- Adderacy
- Documentation

- maintenance

- monitoring

b) Tot-testing of transactions

Apply CAAT techniques to find out material misstatements

in financial Information in terms of

- completeness

- correctness

- Accuracy & Assertions .

- validity
- occurance

1) TOB-testing of balances

under this TOB , Audital tests theirAssets and liabilities , their

debals and investments ,
creditaes

, loans etc, to find out

material misstatements in terms of
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- Existence

- ownership

- valuation & Assertions .

- Nature

- Extent adisclosure

->Reporting a conclusion

1. In this final staye of IS Audit
,
Audital found his opinion indicates

his findings shows his Analysis and provides recommendations
to management.

2. All above things done by the Auditor must be supported with SAAE

3. Audital shall prepare draft Audit Report first and lateron after

receiving Auditee's response he shall converted into final report.

4.Walking papers used in Is Audit must be well organised , clearly
written and well documented.

9) Broader frame work fal conducting Is Audit

I. safeguarding Assets :

The Assets all safegualded in the following
areas ,

a : Environmental security : Taking cale of server Rooms by keeping

special coolant equipments
b. uninterupted power supply : providing stabilized power to computer

equipment allthe time and ups shall be maintained properly.
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2. Better installation of Electrical lines,
data cabling , fire

protection equipment

d. Insurance & Annual maintance contract : All Critical computer

equipment shall be fully insured and they shall be AMc , shall

be renewed on timely basis.

e . logical security : Access controls , user In passwords , controls
,

Access Rights , Allocation to users , termination of controls on

completion , log IDs , master IDs.

2. Data Integrity

following examinations are very important in relation to

data integrity.
a: Data input controls

b . Data processing controls

c. patch programms
& . purging of Data files : who used and accessed the computer,

how many times and what times llogfiles).

2. Data backup : Includes Harddisk ,
CDS, DVDs,

onsite and offsite

backups.
f. Restoration of data : Downloading the data a fresh from

magentic media car) cloud storage.

3. Business continuity planning (BCP)
a. Due to

-power failure - server failure 3 minal failure
- ups failure - storage failure
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b. In both cases disruption can occur due to which entity

must install Bop to Recover from such disruptions .

6 under this , there can be involvement of different types of Reports.

output Report : Guo Charbage in Garbageout) Report which means

ifthe to the system is garbage , output will also be a garbage.

d . version control a virus protection.

4 . system effectiveness an efficiency
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Audit of Different service organisations
aGeneral considerations of cooperative soceity Audit

1. under cooperative soceities Act, 1912 (Central Act)

2. popular states : Westbengal/orissal Maharashtra
3. Industries : Milk (Dairy products) , pulp Industries, leaving ,

water distillation
,

sugar
4. objectives : Elimination of Middleman

Elimination of exploitation by outside forces

Audit provisions
> PCA

I. who can be an Auditor - gout diploma holder in course of

Cooperative Als.

~

Experience in working as Audital of

an govt cooperative dept .

2. who appoints - By Roc's [Registrar of Cooperative soceities]

3. whom Audite repacting
To 7 ROC

To > soceity

4. Remuneration : By Roc based upon Categary/Clale/Rank of cooperative
societies.

5. what to Audit : General considerations.
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a Bon-> As per8 of companies Act , 2013

↳ Assets/viabilities/explincome/sales/purchases
t

Additionally
↓ ↓ to ↓

Daily cash sales Loans" Disbursement collections loans Stock

summaryRegister Register from debtals Recovery Register

Registe Register

b . Restriction on share holding

↓ ↓

Individual Member Registered soceity member
↓ ↓

May Elo00 No restriction

corl

20% of total share

C. Restriction on borrowings
↓

↓ ↓

From members from Non members
↓

No restriction ~ - Rules

subject to it's · regulations
'

by laws

↓. Restriction on investments

↓ ↓ ↓ ↓ ↓

in state/central inother seco in securities/ in securities

cooperative bank CooperativeBanks securities Bond issued issued by

with Roc approval
under uuranteed LLCs .

Indian trust by culsu
Act, 1882
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e. Restriction on granting loans a advances

↓ ↓

To members ToNon members
↓

No Restriction
↓ ↓

If it isIndividual If it is a soceity

not allowed Allowed with special

permission of Rocs.

f. Restriction on dividend/bonus/charity
Before Declaring any dividend/bonus to member they shall be

complusary transfer to reserve funds and charity can be made

Maximum 10% of post transfer profits .

9. Restricted use of Reserve fund.

-> Towards working capital requirement
-> Investment as per above criteria

-> To meet it's objectives

-> Complusary Annual transfer/contribution towards education fund
under state federal soceity .

h . Education fund contribution

Annually some of profits shall be contributed towards

Education fund under state Federal soceity ,
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6.Special Audit Report

In case there are serious irregularities found while doing
Cooperative Soceity Audit ,

it shall be brought to the Natice of ROCs

far immediate/necessaryActions to be taken.

Examples
a personal profiteering by Members of management committee

b: overpricing of closing stock.

C . Evasion of taxes .

d . Reckles advancing.

e . Non Recovery of loans from borrowers.

f Non checking of credit walthiness

9. overpricing of purchases/expenses/assets a stores

n . Non absence to soceity principles :

7 special considerations of cooperative soceity Audit

a overdue debts

↓ ↓ ↓ ↓ ↓

calification adduate are any chances Is it Remedial

-> from"Sm tosy provisioning of Recovery affecting actions taken

->>5y on overdue L I walking position (or) not

debt Bad Good of soceity
debt debt

b Overdue Interest

- to be credited to it's revenue statement only if it is

Recovered (No accrued system) .

- If already credited - shall be reversed /adduate provision.
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C. Adherence to Guidelines/byelaws/provisions of Act

Audital shall verify whether cooperative soceity is running as per

it's bylaws , provisions/not

d . certification of Baddebts/write off

L I

If it is provided otherwise
↓

in by laws Members of management
↓r Committee shall decide.

AuditalShall Certify

whether it's a good/bad
debt:

[maharasthra cooperative soceity Act]

e. Velification of Assets/ Liabilities / Income/ Expenses
-

L ~

E
Existence Nature3

correctness

3Disclosure ownership Extent completnee TOT

↳ valuation Accuracy
TOB validity

f- Members passbook

Auditul needs to check that on every repayment,

necessary entries of settlement must have been passed.

9. Draft Audit Repart

Auditae shall prepare preliminary Audit Report a shall discuss

the same with management committee far Any objections /minal
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issues to be resolved before finalising mainAudit report-

h . incase of Rank/class/categaly awarded by An Auditor is not

satisfactaly to M . C of C.S , then must have appeal to it with

Roc who may intern ask Auditor to Reconsider it again.

It finally going to be decided by An Auditar of C.S.
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