Management
Audit in different
Functions
This Study Note includes:
• Corporate Culture and Objectives.
• Corporate Services Audit
• Audit of Social Responsibility of Management -
Environmental Pollution Control
• Audit Checks of Different Function
• Corporate Divisions / departments / function
• Corporate Governance and Audit Committee.
• CII code for Desirable Corporate Governance


Evaluation of Corporate Objectives
1. Corporate Objectives are the overall objectives of the organization that infl uence the direction of corporate strategy.
2. These are the specific, realistic and measurable aims which an organisation plans to achieve.
3. Many experts feel it would be better to have a written charter for any body in the organization or outside to know what the organization stands for and to be understood and followed, rather than known by trial and error.
4. The corporate objectives of ‘General Electric Company’, USA are : “To become the most competitive enterprise in the world by being number one or number two in market share in every business the company is in.”
5. Therefore, it is very important that corporate objectives are defi ned in concrete and understandable terms.




Evaluation of Corporate Strategies

Corporate strategy or policy is the strategy that determines the means for utilizing resources in
the areas of production, fi nance, research and development, personnel, and marketing to reach the
Corporate Objectives.

These policies are laid in conformity with the objectives of the organization and are generally laid down by top management and the board of directors.

Therefore, it is vital for any organization that all its deptt. objectives like marketing objectives, production objectives and human resource objectives are all compatible with the overall
corporate objectives.

Evaluation of Corporate Image and Branding: Corporate Branding is the process of creating and maintaining a favourable reputation of the company and its constituent elements.
It is an important organizational resource that enables to create, strengthen and sustain competitive advantage.
It is a strategic asset that creates competitive advantage and favourable climate for the survival and development of an organization.

Corporate Image is a refl ection of any business. The term “image” of a company refers as to how it is perceived by the public at large.
Corporate image is a strategic asset that creates competitive advantage and favourable climate for the survival and development of an organization The big corporations and organizational buyers are mainly concerned with the company’s overall brand identity, rather than with the specifi c product they want to buy, and will generally remember the image of the company longer than any particular product information.

Thus, the purpose of corporate branding is to:
• Make the organization known, as unique, distinct and credible in the mind of potential customers.
• Facilitate the building of relationships and trust.
• Portray the benefi ts of the organization to the customer.
• Embody and convey the value system of the organization.

Similarly, no body in India can dispute the corporate brand and image of big companies like Reliance etc.

Thus different
branded soaps such as Lux, Hamam, Margo etc. may be attached with different product attributes
such as price, fragrance, medicinal values, smoothness on skin, longer lasting etc. for determining
product image as well as corporate image.

The following steps are included in the evaluation of
product image:-
(i) Developing a benchmark for products’ characteristics and that of the consumers’ attitudes,
suitable to an enterprise.
(ii) Collecting data based on actual observation of events and trends and restructuring them by
statistical or other methods so as to help comparison.
(iii) Identifying the strengths and weaknesses in relation to the objectives set and envisaged.

The various approaches of a management auditor to evaluate corporate image are –
· To prepare a list of desirable attributes
· To select them into main groups and under each group dovetailing the specifi c qualifi cations
· To study their relative importance and assign respective weights
· Rating the specifi c qualifi cations
· To summarize the rating under the selected groups;
· To present to the management a comparative picture between the results anticipated and actual results


Corporate Culture – Concept

Culture refers to a corporate’s values, beliefs and behaviours on the basis of which people interpret
experiences and behave. Generally fi rms with strong cultures achieve higher results.

Thus, the corporate culture is always visible in workers
attitudes, work ethics and impacts heavily upon workers ability to make decisions and respond
to customer needs, workers satisfaction and ultimately the bottom line. It must be understood
that the corporate culture is always independent of corporate policies and usually comes from the
corporation’s leaders, even though it belongs to all employees collectively

Culture is refl ected in every activity, speech, habit, manners, behaviour, action, dress etc., and in
fact in every turn in the organization. Projection of good culture ensures a healthy corporate life.
Management is not only a technique, it is also a culture. An enterprise should be identifi ed with
its culture, like Mahatma Gandhi with Ahimsa or Harishchandra with truth, similarly a corporate
body with quality, schedule of delivery or ensuring payment promises etc. It is the management’s
responsibility to ensure the building up of a corporate culture comprising of :
- Commitment to honest productivity
- Planned performance and growth
- Informative, informing and informed, organization
- Consideration for others in partnership with the organization
- Participative management
- Good employee relations
- Good decisions and timely action
- Quality consciousness
- Mutual trust
- Futuristic outlook
-Helpful nature, inter-nstitutional and towards neighbourhood
- Cleanliness, timeliness, truthfulness, open home, orderliness, humility, creativity, learning,
and sense of values.

In this area, the management auditor forms his independent opinion about corporate culture by
asking questions on the following patterns:
(a) Is the pressure on employees to perform unavoidable?
(b) Is it sometimes diffi cult to ask questions or raise concerns?
(c) Whether the employees can act as “whistle blowers” against their seniors?
(d) Is bad conduct ignored or tolerated? Is good conduct encouraged?
(e) Is there a close tie between performance and rewards?
(f) Does short term thinking dominate in decision making?
(g) Are compliance or ethics issues marginalized or denigrated?
(h) Do employees identify suffi ciently with the interest of shareholders or other stakeholders?
(i) Do employees understand and suffi ciently care about the needs of the customers.
(j) Is the quality of product and/or services a high priority?
(k) Are employees proud of the products/services delivered by the organization?
(l) Are they proud of organization?




Corporate Services Audit

In this era of globalization, companies are always mired in tough battles for achieving greater
effi ciencies, differential products and services to improve their corporate services and enhance their
sustainable competitive edge.

These services co-ordinate the diverse organizational units and helps them to
focus on organizational goals by effectively exploiting resources and developing core competencies
that enable an organization to keep its edge over its industry competitors.

Therefore,
companies have begun to incorporate web-based services into the work place. This has opened up
many new challenges and initiatives.

Corporate services are the support infrastructure of a company. These include public relations,
customer assistance or call centers, training, engineering, human resources and procurement etc. to
create new business value and help the company function more effectively by improving internal
processes, managing customer relationships and extending the organization.

For example, if departmental managers were earlier receiving weekly or monthly reports to help them take critical decisions, all this information shall be available real time online now to help them to track the things which were important to them and take decisions.

The areas of corporate services audit and the scrutiny and evaluation criteria can be categorized as follows:
(i) Consumers Quality goods in right quantities at right prices, place and time.
(ii) Employees Pay, training, safety, welfare, industrial relations, etc.
(iii) Shareholders Safety of investment, satisfactory return, appreciation.
(iv) Community Social cost and social benefi t, public relations.
(v) Fellow-businessmen Business ethics and fair trade dealings
(vi) State Compliance with the spirit of laws, fair trade practices, payment of taxes.

The appraisal system of corporate services audit should consider the level of contribution a business
entity makes to society and its business environment towards raising the quality of life through
better product quality and services rather than profi t maximization.

Corporate Development Audit
A Corporate Development Audit gives a comprehensive picture of the status of corporate development effectiveness and highlights developmental needs. Many organizations use the corporate development audit to identify the state-of-the-art in business development in their industry and determine exactly how much they differ from that ideal.

Corporate development audit is a comprehensive task to assist the corporate management in various
aspects of development through a process of systematic review and evaluation of long-term
strategies of the company. Such corporate development audit assures that –
(a) The various factors and forces constituting a corporate enterprise are the right kind and
quality.
(b) Communication remains the key to the functioning of an enterprise.
(c) The pattern of departmentalization in an enterprise adopted in the past and proposed for the
future for dealing with multidirectional responsibilities is fully responsive to circumstances
and business environment.
(d) The personnel problems are handled appropriately considering the overall objectives of
development of the corporate enterprise.
(e) The responsibilities of planning, coordination, motivation and control at functional
management levels are discharged in proper spirit.
A corporate development audit is best performed by a team consisting of different experts of
different disciplines as it requires multi-disciplinary approach. Large scale corporate enterprises
offer opportunities to the conduct of corporate development audit. Contrary to other forms of audit
– statutory or non-statutory (viz. fi nancial audit, cost audit, effi ciency audit, propriety audit, etc.)
corporate development audit plays a vital role not only tying up the loose ends, but also to forge a
link in the knowledge that emanates from different quarters and on the basis of different types of
experiences in dealing with varied types of problems.

As the corporate development audit is more of an introspective nature, necessary initiation and
support should come from a fi rm decision taken by the Board of Directors and its chairman.
Moreover, as this audit highlights the corporate strengths and weakness, especially failures,
ineffi ciencies and bottlenecks, it should be undertaken by a high-powered team with the corporation
and acceptability of all those concerned with it.

Checklists in Areas of Corporate Development
A. Check list on corporate planning
B. B. Checklist on corporate objectives
C. C. Checklist on delegation of authority
D. D. Checklist on span of control and management









Consumer Services Audit
6.2.4.1 The primary responsibility of a business enterprise towards consumers is to make available the
products of the right qualities at the right time, in right quantity, at the right place and right price.
The consumer services audit critically examines and appraise management on these aspects of
services. It is therefore an audit of public responsibility of business enterprise in relation to its
customers and is a part of social audit. The audit is based on the philosophy that the role of business
should be conducive to raising the quality of life through its contribution in terms of better productquality
and services.
6.2.4.2 Checklist on ‘consumer services’ evaluation:
A management auditor while examining the consumer services policies and practices in an
organization may use the following questionnaire -
A. Products related policies and practices:
(a) Do the products manufactured meet the needs of the customers of different classes,
different tastes and different purchasing power?
(b) Whether the prices are reasonable and consistent with the quality variations, effi ciency
variations?
(c) Whether the prices include reasonable profi t?
(d) Whether the prices have been fi xed under competitive market or monopolistic
conditions subject of Government restrictions?
(e) Whether detailed information regarding the product, service, company profi le and
policies etc. are adequately disseminated in order to ensure that the communication
made to the customers regarding price, quality, services, etc. are truthful?
(f) Whether after-sales service spare parts facility etc. enable customers to derive maximum
satisfaction?
(g) Whether the company undertakes adequate research in regard to products and customer
behaviour so as to make their products more satisfactory to the customers?
(h) Whether constant efforts are made for improvement of the product’s use value as well
as esteem value?
(i) Whether the management assumes responsibility of ‘product development’ function as a
continuous exercise in relation to society in general and the consumers in particular?
(j) Whether the product development programme considers the factors of standardization,
simplifi cation and specialization?
(k) Whether such programme is undertaken to meet only the short-term demand or longterm
requirements?
(l) Whether the company policies and practices, relating to the distribution of products
among different sections of customers, fair and equitable?
B. Customer Relationship
(a) Whether the customer complaints are handled promptly and effi ciently?
(b) Whether the company responds quickly to the customers’ enquiries relating to product
or services?
(c) Whether the labels of the products contain adequate information to help the consumers
to appreciate quality and other characteristics of the products?
(d) Whether the company cooperates with the groups and associations representing
customers?
(e) Whether the company provides useful suggestions and renders necessary assistance to
‘consumer’s cooperatives’ for distribution of quality goods at reasonable price?
C. General Considerations
(a) Whether safety norms relating to products are maintained as per the accepted standards
laid down by the statutory bodies, such as ISI, BSS, etc.?
(b) Whether performance guarantees are explicitly stated?
(c) How do the merits of the company’s own products match the advantages to the
consumers, if mentioned in the advertisements?
(d) Whether the technical data given in the sales promotional media specifi c and not
ambiguous?
(e) How does the company ensure proper remedy against customer complaints when
products are made available to the consuming public through a large network of
distributors as well as retail outlets?
(f) Whether the policies and practices of the company are adequate to combat artifi cial
scarcities?
(g) Whether all the “warranties” are explicitly stated? Is the procedure for invocation of
warranty stated in unambiguous terms?
(h) Whether the fundamental aspect of servicing responsibility to consumer recognized by
the enterprise as a policy measure?
(i) Whether there are instances of relaxation of policy norms in respect of responsibilities
to customers even when the distribution of goods is made through middlemen?

udit of Social Responsibility of Management – Environmental Pollution Control :
6.3.1 Environment includes entire biological, physical and social milieu in which man and other
organisms are placed and no organism however simple or complex can survive on their removal
from the environment. In order to make progress, man has produced destructive, hazardous and
often irreversible changes in the environment on which he is totally dependent. With a view to
improving living and nutritional standards, man has interfered with practically every sphere in
natural ecosystem. The man-made pollutants that greatly infl uence the quality of environment
are – metals, petroleum products, volatile industrial chemicals, heat and exhausts generated due
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to the burning of fossil fuels, radioactive species from reactors and nuclear reactors, organic and
domestic wastes – as most of these are discharged untreated into the environment. Pollution is
thus a kind of interference to the environment degradation. The problems of such environmental
degradation – air, water, noise pollution, solid wastes, radiation hazards, thermal pollution, are
threats to wildlife, depletion and destruction of natural resources, etc. are all environmental crisis
and threats affecting the delicate balance of natural ecosystem. Pollution can be described in the
following ranges -
(i) Pollution as any alteration of the environment.
(ii) Pollution as the right of the territorial sovereign (it indicates the limit of pollution allowed
within geographical borders of a state).
(iii) Pollution as a damage to man and to the environment.
(iv) Pollution as interference with other uses of the environment
(v) Pollution as exceeding the assimilative capacity of the environment.
6.3.2 The level of pollution varies with the density of population and per capita income and inversely
with the extent of recycling, technology and waste treatment. The different types, cause and effects
of environmental pollution may be as follows -
(a) Air pollution:
Air pollution is the human introduction into the atmosphere of chemicals, particulates or biological
materials that cause harm or discomfort to humans or other living organisms or damage the
environment. Air pollution is caused by burning coal or crude oil like naptha in power stations,
smoke from factories, exhaust fumes from automobiles, solvent losses and agricultural chemicals,
etc. Air pollution leads to deaths and respiratory diseases.
(b) Water pollution :
Water pollution is the contamination of water bodies such as lakes, rivers and/or oceans caused by
effl uents from breweries and tanneries, coal washeries, chemical plants, discharge of coolants from
nuclear power plants, pesticides and agricultural chemicals. Water pollution affects public health
and safety, causes damage to property and leads to many economic losses.
(c) Noise pollution:
Noise pollution is a type of energy pollution in which distracting, irritating or damaging sounds
are freely audible and is caused by noise due to running of heavy machines, big aircrafts, aircraft,
drilling machines, etc. Noise pollution may lead to loss of effi ciency at work, loss of hearing and
causes psychological disorders, even insanity.
(d) Smell pollution:
Discharge of industrial products, unclear garbage dumps, open sewers, etc. It affects physical wellbeing
and even causes psychological disorders.
(e) Thermal pollution:
Large inputs of heated water from a single plant or a number of plants using the same lake or
slow-moving stream can have harmful effects on aquatic life. Thermal pollution is radiation of
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heat generated by plants in industries. Warmer temperatures lower dissolved oxygen content and
cause aquatic organisms to increase their respiration rates consume oxygen faster and increases
their susceptibility to disease, parasites, and toxic chemicals. Thermal pollution affects ecological
balance and thereby the inhabitants.
(f) Visual pollution :
Effl uents from chemical plants and washeries are discharged into the waterways causing reduced
visibility. Industrial fumes and dust causing loss of landscape attractiveness and strain to vision of
pedestrians and motorists, may cause more road accidents and traffi c deaths.
(g) Climate pollution:
Radiation of heat in highly industrial centres leading to “micro climate zones” causing deforestation,
shortening plants growth and affecting surroundings. It affects ecological balance and causes
damages to plant and surroundings.
(h) Radiation pollution :
Radioactive fallouts, leakage from nuclear reactors and prolonged exposures to small doses of
radiation results in a bio-accumulative process, causes a signifi cant chronic affect by increasing the
rate of genetic mutation.
(i) Soil/land pollution:
Indiscriminate use of fertilizers and pesticides, pollution of soil with man-made chemicals,
indiscriminate disposal of solid use etc. Due to pollution the quality of soil deteriorates to the extent
that they fail to support vegetation. It affects the global climate also.





Corporate Governance and Audit Committee

OECD has defi ned it as “Corporate governance involves a set of relationships between a company’s
management, its board, its shareholders and other stakeholders. Corporate Governance also provides the structure through which objectives of the company are set, and the means of attaining those objectives and monitoring performance are determined.”

Kumar Mangalam Birla Report on Corporate Governance (January, 2000) has referred the
fundamental objective of corporate governance as the “enhancement of the long-term shareholder value while at the same time protecting the interests of other stakeholders.” It is clear from above that the Corporate governance primarily means transparency, full disclosure, fairness to all stakeholders
and effective monitoring of the state of corporate affairs.

The Companies Act, 1956 was accordingly modifi ed in the year 2001-02 to incorporate specifi c Corporate Governance provisions regarding Independent Directors and Audit Committees based on the recommendations of CII and SEBI. Later SEBI constituted one more committee after three years under the chairmanship of Shri Narayanamurthy.

The Enron debacle of 2001 followed by corporate collapses of Worldcom and Xerox led to the enactment of the stringent Sarbanes Oxley Act in the US in July 2002

This led the Indian Government to appoint the Naresh Chandra Committee (2002) to examine and recommend amendments to the law.

The Companies Amendment Bill
of 2005 included many of the recommendations of the Naresh Chandra Committee.

The Companies Amendment Act 2000 had introduced a new Section 292A regarding constitution
of Audit Committees. The new provision covers every public company having a paid-up capital of Rs 5 crore and above. The board of directors is required to constitute an audit committee consisting of not less than three directors and such number of other directors as the Board may determine of which two-thirds of the total number of members shall be directors, other than managing or wholetime
directors.

SEBI also constituted N.R. Narayanamurthy Committee in the year 2002 to further review the clause 49 of the standard listing agreement and suggest measures to improve corporate governance standards. The committee gave its report in February, 2003. The clause 49 has since been amended
with the recommendations of the committee’s report.

Audit Committe: 292A
In short, the provisions related to Audit Committees can be summarized as under :
1. » All public limited companies having paid up capital of Rs. 5 crores or more are required to establish a committee of the Board known as Audit Committee.
2. » The Committee shall have at least three directors as members.
3. » Two-third of the total number of members shall be non-executive directors.
4. » The Audit Committee shall act in accordance with terms of reference to be specifi ed in writing by the Board.
5. » The Statutory Auditors, the Internal Auditor, if any and director in-charge of fi nance shall attend and participate the meetings of Audit Committee but shall not have the right to vote.
6. » The Audit Committee should have discussions with the auditors periodically about internal
7. control system, the scope of audit and review of the half yearly and annual fi nancial statements before presenting the same to the Board.
8. » The Audit Committee shall have right to investigate any matter covered under the broad terms of reference.
9. » In case of any default, the company and every offi cer who is in default shall be punishable with imprisonment for a term which may extend to one year, or with fi ne, which may extend to fifty thousand rupees or with both.
