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First let us understand the basic concepts of ‘Audit’.

AAS – 1 defines Audit as an Independent Examination of the financial information, including financial statements, of an enterprise, irrespective of its size and legal form, with a view to expressing an opinion thereon.

We come across 3 phrases in the above definition that answer 3 basic question?

	1. What is an audit ?
	an Independent Examination

	2. What to audit ?
	financial information

	3. What is the purpose of an audit ?
	expressing an opinion


The Concept of “Independent Examination”

In any audit, our work is to examine various aspects of the Financial Information, that we are auditing. 

Examination implies reviewing, analyzing and testing the accuracy of something.

Independent Examination implies that we are in no way related to the subject that is being examined, i.e., the outcome of the examination should not affect our interests in any way and also that at the time of conducting the examination, we should be free from all kinds of bias and prejudices.

For example, suppose, you have been asked to examine whether a dish prepared by your close relative is tasty or not. Here, even if the food is not tasty, there is a risk that you may say that the food is tasty just to make your relative feel good. 

However, if the same food had been prepared by a person, with whom you are not concerned in any way, you would have said the truth that the food is not good, without any glitches.

Independence also implies that we should not audit any information that has been prepared by us.

In the above example, if you yourself had prepared the dish, you would have always felt that the food is good, no matter how bad it really is.

In the field of audit too, the above example holds good. If we conduct the audit of an entity with whom we are related, we may overlook certain important issues to preserve the interests of the entity. Hence there is a risk of issuing a wrong audit opinion. This risk can be overcome by ensuring independence.
Independence in built in the laws:

Section 224 of the Companies Act, together with the Chartered Accountants Act, 1949 and the various notifications issued by the ICAI, ensure the independence of the auditors.

What to audit?

The kinds of audit Chartered Accountants do are related only to Financial Information. Common examples financial information audited by Chartered Accountants are:

1. 
Financial statements, i.e., Balance sheet, Profit and loss account, Cash Flow Statements, etc.

2. Quarterly Results of listed Companies

3. Financial Information relating to Taxes, both direct and indirect.

4. Specific financial information relating to certain areas.
5. Over all financial performance of the Company (performed more in the field of Internal Audit)

What is the objective of an audit?
The ultimate objective of any audit is to express an opinion on the Financial Information audited.

What is the opinion?

The opinion that we issue takes the form of an audit report in which we state, whether in our opinion the information audited by us reflect a true and fair view of the state of affairs. 

Additionally, various statutes require us to report on certain specific matters. In such cases, there is additional onus on the auditors to do the same. Examples of such statutory requirements are CARO by the Companies Act, Form 3CD by the Income Tax Audit, relevant forms of VAT Act, etc.

Statutes may also require us to issue an opinion as to whether the financial information are true and correct. In such cases, the responsibility of the auditor increases as he has to vouch for the accuracy of the information. An example of such an audit is tax audit conducted under section 44AB of the Income Tax Act. 

What is the difference between ‘true and fair’ and ‘true and correct’?

It is very difficult for an auditor to vouch for the accuracy of any financial information, mainly because we cannot check 100% information and we have to rely on test checks and there is always a possibility that we may miss out on possible cases of errors and frauds. Also, compilation of financial information involves the use of estimates in certain areas and estimates can never be accurate. 
Hence, if we were to say that the financial information audited by us is ‘true and correct’, it would not be entirely justified, as the inherent limitations of audit do not allow us form such an accurate opinion. 

However, it is our duty to ensure that our audit procedures are designed in such a way so that no major errors and frauds go undetected and we get a reasonable assurance that there are no ‘material misstatements’ in the financial information audited by us. We also have to ensure that the estimates used are reasonable and not absurd. When we achieve the above mentioned objectives, we are in a position to express an opinion that what we have audited does give a reasonably correct picture of the real scenario, though it may not be 100% accurate. The words ‘true and fair’ are used to express such an opinion.
What is material misstatement?

A misstatement means a mistake contained in the financial information caused either due to fraud (intentional) or due to error (non intentional). When such mistakes, individually or in aggregate with other mistakes, assumes such proportion that the picture presented by the financial information no longer gives a reasonably correct view of the real scenario, we say that the financial information is materially misstated.

Materiality is a relative term. What may be material for one entity may not be material for another entity. For example, let us consider a Company like Reliance having an annual turnover in excess of 1 lakh crores. On the other hand, let us consider a smaller Company X, having a turnover of 500 crores. In the given scenario a mistake of 10 crores shall be immaterial for RIL but shall be quite material for Company X.
It is essential that before we start any audit, we define the materiality limits for the audit, so that we know what matters to ignore and what matters to lay emphasis on.

The various details about materiality shall be discussed later.

Why Audit?

We audit because the people who use the financial information need an assurance that the financial information being used by them is reliable and not misleading and since it is not possible for each user to check the validity of the financial information separately, the onus is placed upon us to do the same on behalf of the all the users.  

Who are the users of the financial information?

i. Shareholders : In corporate environment, the management and the ownership functions are separate. The funds of the owners of the Company (Shareholders) are placed in the hands of the Management (Directors and other officers of the Company), for efficient and profitable utilization. The shareholders need an assurance that their money is being managed properly and is not being siphoned away by the management. They use the financial information in the capacity of owners to find out how the funds have been utilized by the management.
ii. Lenders : Whenever any person (banks, FI’s, other lenders) lends money to an entity, he uses the financial information to ensure the credibility of the Company before extending the loan. Even after sanctioning the loan, he uses the financial information to ensure that the funds provided by him are being used for correct purposes, and to ensure that the entity is in a position to service and repay the debt.

iii. Government : The Government uses the Financial Information mainly for collection of various levies and taxes and also for ensuring compliance of various other stipulations. The Government also needs such information to compile statistical data for analysis purposes.

iv. Public, at large : Any entity is a social system, being a part of the society. Hence, various other people are interested in the working of the Company for various other reasons and they can know about it by perusal  of Financial Information. Eg; A prospective shareholder deciding whether to buy a share or not. 
In order to protect the interests of all the above mentioned users, it is our duty to conduct the audit diligently and properly.

What are the consequences if we do not carry out the audit properly?

The Institute of Chartered Accountants of India requires all its members to be very careful and diligent in performing audits. If a member is found guilty of being negligent, he shall be liable to punishment, which may take the form temporary suspension of the membership and if it is an extreme case of negligence, then his membership can be terminated for life as well. The Companies Act also lays down certain liabilities of members who are grossly negligent in the performance of the audit function. 
Even members, who are not signing the audit report, but who have been involved in the audit are liable to punishment, if negligence is proved on their part.
Documentation
In any audit, it is very essential that we keep a proper record of all the work we have done. The process of keeping and maintaining such records is known as ‘Documentation’.

Why Document?

It is essential to document the work we have performed for the following reasons:

i. To enable the audit team to understand the audit plan

ii. To enable the reviewer to ensure that the audit has been carried out according to the plan

iii. To ensure that all aspects of the audit have been covered.

iv. To enable future audit teams to understand the methods used for audit of the client.

v. To evidence the fact that proper audit has been carried out, without any negligence, in case there is any review or investigation by the Institute.

What to Document?

The following things must be documented in the audit file:

i. Engagement letter of the audit

ii. Audit plan - includes

a. Client details – legal status, industry, nature of business, key activities, applicability of laws and regulations, scale of operations, whether level 1,2 or 3, whether CARO applicable, etc.

b. Composition of the audit team

c. Time targets to meet

d. Materiality levels

e. Specific areas of audit that require special attention
f. Minutes of any meetings between the auditor and the client

g. Minutes of the initial meeting between the audit leader and his team

h. Any changes in the working environment of the client which may affect the audit procedures.
i. Description of the accounting processes / cycles used by the client. Identification of key control points. Validation of controls to check whether the controls are in place. (Not Required in very small audits)

j. Preliminary Analytical Procedures (Not required in small audits. Possible only when draft B/S P/L available before starting the audit or when interim B/S P/L available before starting the audit)

k. Audit procedures to be performed. Extend of checking needed, keeping in mind the extend of reliance to be placed on controls, materiality and results of Preliminary Analytical procedures.

iii. Audit procedures performed - There should be proper documentation of each and every area examined in the course of the audit. The following are the matters to be documented:

a. Audit approach used - Various audit approaches that are commonly used are:

1. Vouching – Whether 100%? If not, basis of selection of items checked. Coverage, etc. If sampling used, relevant details thereof.

2. Ledger Scrutiny – document objectives and outcomes of performing the scrutiny

3. External Confirmations – for loans and advances taken and given, debtor and creditor balances, bank balances, etc.

4. Reconciliations – mainly for bank balances and debtor/ creditor balances where confirmations have been obtained.
5. Analytical Procedures – Useful in areas such as materials consumed, manpower cost, fuel cost, etc.

b. The fact that the arithmetical accuracy of the area has been checked.
c. The fact that the control totals / sub totals are in agreement with figures appearing in the top Schedule.

d. Exceptions noted, if any.
e. Disposal of the exceptions.

iv. The final trial balance that has been linked to a draft set of accounts. In the draft set of accounts, all the figures must be linked to the top sheets of the respective audit areas. Previous year figures must be compared to previous years signed accounts.  Arithmetical accuracy should be ensured.
v. Final Analytical procedures – mainly a variation analysis of all areas – B/S as well as P/L
vi. Where CARO is applicable: CARO Checklist, together with documents supporting the figures reported, if any. (Extremely important to have all back up documents in place)

vii. A draft audit report

viii. Copy of the final signed accounts (Known as office copy). The office copy should be checked for arithmetical accuracy with a pencil. It should also be compared thoroughly with the draft copy.
ix. Management Representation letter

x. In case of a public company, representation from the directors regarding section 274 (1) (g).

General notes on good documentation.

1. 
All pages to be numbered in the following manner :


Area No./ Page No.


Example : The first page of the area fixed assets shall be numbered 3100/1 




The 6th page of the area, debtors shall be numbered 3400/6


[Refer table below for area numbers]

2. There should be a divider between all areas. Write the area name / no. on the divider.

3. In front of each file, there should be an index, indicating the areas included in the file.

4. All checking notes should be in red.

5. All computations should be in blue/ black.

6. Use small ticks

7. On each top sheet, the team member should place his signature, indicating that the work relating to that area has been completed by him.

8. On each top sheet, the reviewer must put his initials, indicating that the area has been reviewed by him.

	Area
	Area Number

	Audit Planning
	0100

	
	

	FINANCIAL STATEMENTS
	

	Main Financial Statements, i.e. Audit Report, B/S, P/L, Notes to accounts, CFS
	1000

	Trial Balance
	1100

	Documents relating to figures contained in notes to accounts.
	1200

	CARO checklist and related documents
	1300

	Accounting Standard Checklist
	1400

	Schedule VI Checklist
	1500

	Other documents related to Financial Statements
	1600

	Consolidated Financial Statements
	1700

	
	

	LIABILITIES
	

	Share capital
	2100

	Reserves and Surplus
	2200

	Secured Loans
	2300

	Unsecured Loans
	2400

	Current Liabilities – Sundry Creditors for goods and expenses
	2500



	Current Liabilities – advances received
	2600

	Other current liabilities
	2700

	Provisions
	2800

	
	

	ASSETS
	

	Fixed  Assets – tangible
	3100

	Intangible Assets
	3200

	Investments
	3300

	Debtors
	3400

	Inventories – Raw materials
	3510

	Inventories – Finished goods
	3520

	Inventories – Work in progress
	3530

	Inventories – others (stores spares, tools, etc)
	3540

	Cash and bank balances
	3600

	Loans given 
	3700

	Advances given
	3750

	Balances with Excise, etc
	3800

	Deposits
	3850

	Other current assets
	3900

	Advance income tax
	3950

	
	

	PROFIT & LOSS ITEMS
	

	Sales
	4100

	Interest income 
	4200

	Other income
	4300

	Materials Consumed
	4400

	Salaries, wages and bonus
	4500

	Other expenses
	4600

	Interest expenses
	4700

	Dividends
	4800

	
	

	TAX AUDIT
	

	Form 3CD
	5100

	Deviation from the method of valuation prescribed under section 145A.
	5200

	Depreciation & Fixed Assets
	5250

	PF, ESI, etc collected from employees.
	5300

	Fines & penalties
	5350

	Amounts inadmissible u/s 40(a)
	5400

	Payments in excess of 20,000/-
	5450

	Section 14A – expenses in relation to exempt income 
	5500

	40A(2)(b) – related party transactions
	5550

	Section 43B – expenses allowed on cash basis 
	5600

	CENVAT credit movement
	5650

	Prior period income/expenses
	5700

	269SS & 269T
	5750

	TDS Checking
	5800

	Ratios
	5850

	Other Checking
	5900

	
	

	VAT AUDIT
	6100


Top sheets to be attached at the beginning of the area 

Secured Loans

	Testing procedures
	Work done and working paper reference

	Obtain a list of all secured loans outstanding at the year end / obtain a movement of loans during the year.


	

	For new loans obtained, check the relevant agreements. Document the purpose of the loan. [CARO] 

	

	Review the repayment schedule. Keep a copy of the same in the file for future reference [CARO].

	

	Review the assets pledged/ hypothecated for obtaining the loan. Ensure that correct disclosure has been made in the Schedules to the Account.

	

	For loans repaid, trace payments to bank statements.


	

	Check whether any loans taken amount to dividend received u/s 2(22)(e)


	

	Ensure that all loans that were repayable have been repaid [CARO].

	

	Check mathematical accuracy of the schedule and link to main accounts
	

	Trace opening balances to previous year figures 
	

	Exceptions, if any


	


Completed by:

Reviewed by:
Top sheets to be attached at the beginning of the area 

Unsecured Loans

	Testing procedures
	Work done and working paper reference

	Obtain a list of all unsecured loans outstanding at the year end / obtain a movement of loans during the year.


	

	For new loans obtained, check agreements, if any. Trace receipts to bank statements. Document the purpose of the loan. [CARO] 


	

	Review the repayment schedule for loans from banks/ F I . Keep a copy of the same in the file for future reference [CARO].


	

	For loans repaid, trace payments to bank statements.


	

	Ensure that all loans from banks / FIs that were repayable have been repaid [CARO]

	

	Check whether any loans taken amount to dividend received u/s 2(22)(e)


	

	For loans from Section 301 parties, whether the loan is interest free. If not, what is the rate of interest? Whether it is reasonable?
	

	Check mathematical accuracy of the schedule and link to main accounts

	

	Trace opening balances to previous year figures 
	

	Exceptions, if any


	


Completed by:

Reviewed by:

Top sheets to be attached at the beginning of the area 

Fixed Assets

	Testing procedures
	Work done and working paper reference

	Obtain a detailed listing of additions and deletions to fixed assets.


	

	For additions, check additions with underlying supporting documents. 

Document the extent to which vouching was carried out. 

Ensure correct classification


	

	Review repairs and maintenance account for identifying repairs of capital nature, if any. 


	

	For deletions of assets, check, the management authorization for disposal, 
whether disposal was made after proper tendering 
Check the sale bill for disposal of asset, trace realization to bank statements.

	

	Enquire of management, whether physical verification was carried out. 

Obtain management certificate for the same. 

Review the count sheets / other documents used by the management for the physical verification process.
[CARO]
	

	Check rates of depreciation with Schedule XIV rates. 

State whether SLM/ WDV. 

Exceptions to Sch XIV rates, if any. 

Ensure mathematical accuracy of depreciation.

	

	Whether any assets have been acquired on lease / hire purchase?

If so, document the repayment schedule and proper division between principal and interest. Ensure that capitalization amount in correct.

Disclosure of amounts payable within 1 year and those payable after 1 year and not later than 5 years (AS 19) 
	

	Are there any indications of impairment as per AS 28?


	

	Check mathematical accuracy of the fixed assets schedule and link to main accounts.

	

	Trace opening balances to previous year figures.

 
	

	Exceptions, if any


	


Completed by:

Reviewed by:

Top sheets to be attached at the beginning of the area 

Investments

	Testing procedures
	Work done and working paper reference

	Obtain a list of all investments at the year end / obtain a movement of investments during the year.

	

	Test new investments made with relevant supporting documents.


	

	Test disposal of investments with relevant supporting documents. Trace realization to bank statements.

	

	Ensure accuracy of computation of profit on disposal of investment


	

	For investments as at the year end, conduct physical verification / check with Demat account statements / bank statements 

	

	Enquire about classification of investments – long term / short term.


	

	Whether there is any permanent diminution in the value of investments?


	

	Check market price of quoted securities.


	

	Check mathematical accuracy of the schedule and link to main accounts.


	

	Trace opening balances to previous year figures

 
	

	Exceptions, if any


	


Completed by:

Reviewed by:

Top sheets to be attached at the beginning of the area 

Inventories
	Testing procedures
	Work done and working paper reference

	Obtain a list of all inventories at the year end, indicating the cost at which the goods have been valued.
	

	Document whether a physical verification has been carried out by the management at the year end.

Have we observed the physical verification? If yes, document, the results of thereof.

If no, obtain management certificate for the same and review documents evidencing physical verification of the inventories.

Document, whether any material discrepancies were found in the course of such physical verification and whether they have been adequately adjusted in the accounts.

[CARO]
	

	Ensure that inventories lying at the year end are not obsolete / non moving. Obtain aged analysis, if available.

Indicate whether any provision has been made/ is required for any obsolete / non moving stocks.
	

	Ensure compliance with AS 2 that goods are valued at lower of Cost / NRV
	

	Check calculation of costs. Document the methods of ascertaining costs, assumptions used if any, and reasonability of the assumptions used.  
	

	Check the NRV of the goods by scrutinizing the sales invoices after the balance sheet date.
	

	Check mathematical accuracy of the schedule and link to main accounts.


	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Debtors
	Testing procedures
	Work done and working paper reference

	Obtain a aged list of all debtors at the year end.


	

	Whether external confirmation procedures have been carried out, If yes, document details thereof.


	

	Whether subsequent realizations have been checked for confirmations not obtained or where external confirmation procedures were not performed. Document details thereof.


	

	Whether any debts have been written off as bad. Check management authorization.


	

	Whether any provision has been made for doubtful debts or whether any provisioning is required to be made for doubtful debts.
Check adequacy thereof.


	

	Check mathematical accuracy of the schedule and link to main accounts.
Ensure that debts over 6 months old are disclosed separately in case of companies.
	

	List Exceptions, if any

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Cash & bank balances
	Testing procedures
	Work done and working paper reference

	Obtain a list of all bank accounts of the client.


	

	Consider the need for performing external confirmation procedures.

Document details thereof
	

	Prepare a Cash & Bank Control Matrix

(refer format below)


	

	Check subsequent realization/ payment of all material figures.

Ensure that there are no large book adjustments after the balance sheet date.


	

	Ensure that all stale cheques are removed from the bank reconciliation statements and taken to current liabilities as ‘stale cheque account’


	

	Perform cut off procedures :

1. Pick the last few receipts and payments of the year and ensure that they were actually received / paid before the year end.

2. Pick the first few receipts and payments of the next year and ensure that they were actually received/ paid after the year end


	

	Ensure proper disclosure of cash and bank balances as per Sch VI requirements, showing cash balances, balances with scheduled banks, balances with non scheduled banks, balances in deposits accounts separately

	

	Ensure correct restatement of balances foreign currency bank accounts. 

	

	Bank overdraft balances should be disclosed as secured loans.


	

	Have we physically verified cash balances at the year end? If yes, document the cash count sheet,

If no, obtain management certificate.
	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Cash and Bank Control Matrix:
	Sl No.
	Bank Name
	Bank Account No.
	Balance as per bank statement
	Balance as per ledger
	Whether BRS Obtained?
	Whether confirmation/ copy of closing bank statement obtained 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 


Top sheets to be attached at the beginning of the area 

Loans and advances:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all loans and advances lying at the year end.


	

	For large balances, consider the need for performing external confirmation procedures.


	

	For loans given, check whether such loans / advances are given to any of the parties covered under section 301 of the Companies Act. 

Check the terms on which such loans/ advances have been given. Check the rates of interest. Check the reasonability of the terms and the rates of interest.
	

	For advances, check adjustments subsequent to the balance sheet date. 

	

	For long outstanding advances, enquire about the purpose of the advance, and the estimated time for its adjustment.
Check relevant purchase orders.

Consider the need for making any provisions for irrecoverable advances.
	

	Ensure that loans given have not been shown as deposits (227(1A))

	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Other current assets:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all other current assets lying at the year end.


	

	Ensure that the deposits made, if any, are recoverable. 


	

	Balances with revenue authorities should be disclosed separately.


	

	For CENVAT/ VAT credit, check the monthly availment and utilization with returns filed with the authorities. Ensure accuracy of year end balances. 
	

	Obtain a detailed list of all prepaid expenses, if any. Ensure accuracy of prepaid expenses.


	

	Other procedures performed.


	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Sundry Creditors:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all sundry creditors lying at the year end.


	

	Check subsequent payments 

	

	Identify long outstanding dues and enquire reasons therefor. 
Consider adjustment in accounts if any
	

	Perform procedures such as scrutiny of post balance sheet date payments, to identify unrecorded liabilities if any.
Ensure completeness of creditors for recurring expenses
	

	Other procedures performed.


	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Other current liabilities:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all other current liabilities lying at the year end.


	

	Check subsequent payments 


	

	Identify long outstanding liabilities and enquire reasons therefor. 

Consider adjustment in accounts if any
	

	Perform procedures such as scrutiny of post balance sheet date payments, to identify unrecorded liabilities if any.


	

	Other procedures performed.


	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Provisions:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all provisions lying/ made at the year end.


	

	For provisions made during the year, check computation and consider the reasonability of the estimates made.


	

	For provisions lying since last year, identify whether any adjustments have been made and enquire as to by when the provision shall be utilized


	

	Consider whether any provision needs to be reversed on account of non requirement


	

	For tax provisions, make a year wise movement of provisions made and utilizations.


	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Contingent Provisions and liabilities:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all contingent provisions and liabilities identified by the management


	

	Consider whether any provisions need to be made in the accounts for the contingent liabilities.


	

	Obtain a list of legal cases pending. Identify whether any provisions / disclosure need to be made for the same.

Scrutinise the legal expenses account for any unusual expenses incurred

	

	Enquire whether any bills have been discounted and whether the same are lying ‘not matured’ as at the year end.

	

	Refer to previous year accounts and identify whether any liabilities or provisions cease to be contingent. Ensure proper accounting / disclosure of the same.


	

	Ensure adequate disclosure in the accounts.

	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Deferred Taxes:

	Testing procedures
	Work done and working paper reference

	Identify all differences in income as per books and income as per the Income Tax Act.


	

	Classify the differences as permanent differences / timing differences.


	

	For timing differences, identify whether they give rise to asset/ liability or whether they are reversing and existing asset / liability.


	

	Show computation of deferred taxes


	

	For recording net deferred tax assets, consider whether there is virtual certainty of the recovery of the same. Record what that certainty is.


	

	Ensure adequate disclosure in the accounts.


	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Sales:

	Testing procedures
	Work done and working paper reference

	Record the sales process. Identify control points. Validate the controls. Form an opinion as to whether the controls are effective and sufficient. 

(Can have limited application in small assignments)
	

	Perform sales vouching.
(if adequate controls testing /validation done and no major weaknesses found and if analytical procedures are on expected lines, extend of sales vouching can be reduced substantially)
	

	Perform analytic procedures such as:
1. Computation of average selling prices and reasons for major differences from the previous year.

2. Shift in sales mix, impacting gross profit.

3. Trend analysis.

4. Variation analysis.
	

	Perform cut off procedures:
1. Pick the last few sales of the year and ensure that the risk and reward were transferred to the customer before the year end.

2. Pick the first few sales of the next year and ensure that risk and reward had not been transferred to the customer before the year end
	

	Ensure disclosure of quantitative details of sales in notes to accounts.


	

	Link trial balance figure to the main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Other Income:

	Testing procedures
	Work done and working paper reference

	Obtain a list of all other incomes.

	

	Trace receipts to bank statements.

	

	Check receipts from other underlying supporting documents.

	

	For liabilities written back, obtain a list of all such liabilities and ensure that all of them have become time barred or are otherwise non payable. Obtain management certificate for the same.


	

	For interest income, test completeness in relation to time deposits / term loans, etc.
For dividend income ensure that right to receive dividend has been established.
	

	Check mathematical accuracy of the schedule and link to main accounts.

	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Purchases / Cost of materials consumed:

	Testing procedures
	Work done and working paper reference

	Record the purchase process. Identify control points. Validate the controls. Form an opinion as to whether the controls are effective and sufficient. 

(Can have limited application in small assignments)
	

	Perform purchase vouching.

(if adequate controls testing /validation done and no major weaknesses found and if analytical procedures are on expected lines, extend of vouching can be reduced substantially)
	

	Perform analytic procedures such as:

1. Computation of average purchase prices and reasons for major differences from the previous year.
2. Ratio of materials consumed to goods produced (quantitative) and reasons for deviations.

3. Wastage / Loss ratios.
	

	Perform cut off procedures:

1. Pick the last few purchases of the year and ensure that the risk and reward were transferred before the year end.

2. Pick the first few purchases of the next year and ensure that risk and reward had not been transferred before the year end
	

	Ensure disclosure of quantitative details of consumption in notes to accounts in case of manufacturing companies and of purchases in case of trading companies in the notes to accounts.
	

	Link trial balance figure to the main accounts.


	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Manpower Cost:

	
Testing procedures
	Work done and working paper reference

	Obtain break up of man power cost as under:

1. Salaries

2. Wages

3. Bonus

4. Managerial remuneration

5. Gratuity

6. Leave encashment

7. Provident Fund

8. Other payments to employees
	

	Perform analytical procedures-
1. Variation from previous year – reasons therefor.

2. Monthly figures of salaries/ wages. Reasons for major differences in any particular month

3. Ratio of bonus to salaries and wages. Reasons for significant differences if any.

4. Ratio of PF / any other payment to salaries and wages. Reasons for significant differences if any.
	

	For PF/ ESI, make a monthwise schedule. Check payments with challans. Ensure timely deposits. Link total of employer’s contribution to figure appearing in the ledger.
	

	For gratuity, whether accounted on accrual basis. If so, whether actuarial valuation carried out. Check actuarial report. Ensure completeness of liability and cost booked. Review the data used and the reasonability of assumptions used for actuarial valuation. 
Trace payments of gratuity to termination / final settlement documents
	

	For public companies, check whether managerial remuneration is within the limits specified by the Companies Act.
	

	Check whether TDS has been deducted where required.
	

	Check mathematical accuracy and link figures to main accounts.


	


Completed by:






Reviewed by:
Top sheets to be attached at the beginning of the area 

Other Expenses

	
Testing procedures
	Work done and working paper reference

	Obtain a schedule of all other expenses 


	

	Perform analytical procedures-

1. Variation from previous year – reasons therefor.

2. Ratio of power / fuel consumed to production quantities.

3. Other ratios as considered appropriate.
	

	Perform vouching for major expenses.

	

	Scrutinize expense accounts to identify:
1. Wrongly classified expenses

2. Expenses of capital nature

3. Expenses of personal nature

4. Transactions with related parties

5. Expenses attracting FBT

6. Other expenses not allowed as deduction by the Income Tax Act (such as fines, penalties for violation of laws)

7. Proper deduction of TDS where required

8. Prior period expenses

9. Prepaid expenses
	

	Ensure that expenses > 1% of total sales or Rs. 5000, whichever is higher, is disclosed separately.

	

	Separate disclosure of :

1. Commission paid to sole selling agents,
2. Commission paid to other selling agents,

3. Brokerage and discount on sales other than the usual discount should be disclosed separately.
	

	Check mathematical accuracy and link figures to main accounts.


	


Completed by:






Reviewed by: 
Top sheets to be attached at the beginning of the area 

Interest Cost

	
Testing procedures
	Work done and working paper reference

	Obtain a schedule of interest cost 


	

	Check accuracy and completeness of interest on loans by performing recomputation


	

	Check interest on bank overdraft/cash credit accounts by tracing payments to bank statements.


	

	For other interests, check other relevant supporting documents.


	

	Ensure timely payment of interest payments to banks/ FI’s 

[CARO]


	

	Ensure proper deduction of TDS on interest paid to parties, where applicable.


	

	Check mathematical accuracy and link figures to main accounts.


	


Completed by:






Reviewed by: 
Top sheets to be attached at the beginning of the area 

Taxes

	
Testing procedures
	Work done and working paper reference

	Obtain a schedule of all taxes 


	

	Check computation of current tax


	

	Check computation of FBT. Ensure that all expenses that attract FBT are taken into account. Review accounts such as general expenses, miscellaneous expenses, other expenses, etc in detail to identify such expenses. 

(Where we prepare the tax return also, obtain details of such expenses quarter wise)
	

	Attach movement of deferred taxes and ensure adequate debit/credit to P & L account 


	

	Tax expense relating to earlier years should be disclosed separately


	

	Check mathematical accuracy and link figures to main accounts.


	


Completed by:






Reviewed by: 

Ensure disclosure of EPS – basic & diluted on the face of the Profit and loss account.

Notes to accounts checklist:
Following disclosures should be there in the notes of accounts:

	1. Accounting Policies – relating to:
	

	i. Basis of preparation of accounts
	

	ii. Sales
	

	iii. Inventory
	

	iv. Fixed Assets
	

	v. Depreciation
	

	vi. Investments
	

	vii. Employee Benefit Expenses
	

	viii. Foreign Currency transactions.
	

	ix. Deferred taxes
	

	2. Capital Commitments
	

	3. Contingent Liabilities
	

	4. Contingent Provisions
	

	5. Dues outstanding to Small scale industries and Micro, Small & Medium Enterprises as per the MSMED Act.
	

	6. Advances if any, to any officer of the company
	

	7. Auditors’ remuneration – 
As auditors
	

	




For taxation matters
	

	




For Co. Law matters
	

	




For other matters
	

	
(may be disclosed in the schedule of expenses also)
	

	8. Expenditure incurred on Research & Development, divided into capital expenditure and revenue expenditure
	

	9. Details of managerial remuneration
	

	10. Commission to directors, if any
	

	11. Computation of numerator and denominator used for computing basic and diluted EPS
	

	12. Segment Reporting as per AS 17, where separate segments exist (Level 1 Enterprise Only)
	

	13. Related Party disclosure as per AS 18 (Level 1 Enterprise only)
	

	14. Expenditure in foreign currency
	

	15. Earnings in foreign exchange
	

	16. Value of imports on CIF basis
	

	17. Remittance of dividend in foreign currency
	

	18. Consumption of Raw materials, components, stores and spares (in Re terms), distinguishing between imported and indigenous goods and % of each to total consumption.
	

	19. Quantitative details in respect of:
	

	i. Licensed Capacity, Installed capacity and actual production
	

	ii. Gross sales of each class of goods sold
	

	iii. Raw materials and components consumed
	

	iv. Closing stock of finished goods
	

	v. Finished goods purchased, if any
	

	vi. Purchase of goods in case of trading concerns.
	


Tax Audit
J.Loyalka & Co.


