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Text
Auditing is an independent inspection of the financial information of any organization; whether profit-oriented or not profit-oriented, irrespective of its legal form, status or size when such examination is conducted with a view to express an opinion thereof”.

Auditing of  book of accounts means verification of accounts by an independent professional to ensure that the accounting has been carried as per the relevant regulatory requirements and to check the veracity of transactions and make an opinion whether the books of Accounts shows a true and fair view of financial transactions by the business. 

A limited company has to close its accounts every financial year and prepare the financial statements prepared as per the books of accounts depicting true and fair view of the affairs of the company. The financials shall then be audited by the statutory auditor and has to be placed before the members for approval.

Every company has to get its accounts audited by its Statutory Auditor irrespective of size and turnover and file the same with the Registrar of Companies.

The Companies Act 2013 mandates every company to keep its books of accounts and other relevant books and papers and financial statement giving a true and fair view on accrual basis and as per double entry system which shall be maintained at the registered office of the company for every financial year. However, the board of directors may keep the books of accounts at any other place in India after filing a notice with the Registrar of Companies.

Who can become Auditor of a Company

The audit of a company shall be carried out by the Statutory Auditor appointed by the company. A Chartered Accountant who holds a valid certificate of practice under Chartered Accountants Act, 1949 can only become an auditor of the company. Also, the company can appoint a firm as its auditor if majority of partners are practising in a country and are eligible for appointment. Further, only those partners who are chartered accountant shall be allowed to sign on behalf of such a firm.

Auditor to Sign Audit Reports

The statutory auditor shall sign the auditor’s report or certify financial statements and other document of as required in accordance with the provisions of the Act.

Timeline for Company Audit

Audit is a continuous process which involves examining various compliances, risk and accounting practices. Upon the closure of a financial year, the company shall prepare its financial statements as per the books of accounts maintained and the board of directors shall approve it for giving for the audit process.

The auditor shall then make a detailed auditor report disclosing the accuracy of transaction whether it shows a true and fair view or not.

Audit is nothing but an independent and systematic examination of statutory records, books of accounts, documents and vouchers of an organization. This mainly performed or conducted to ascertain how far the financial statements as well as non-financial disclosures present a true and fair view of the concern. Audit is an activity that attempts to ensure that the books of accounts are properly maintained by the concern as required by law.

Academics have started identifying an "Audit Society". Since, auditing has become an ubiquitous phenomenon in the corporate as well as the public sector. It is an individual that perceives and recognises the propositions before them for examination. Auditor obtains evidence and formulates an opinion on the basis of his judgement which is communicated through their audit report.

Third party assurance is provided by the auditor on every subject matter. There are many other areas which are commonly audited such as Secretarial & Compliance Audit, Internal Controls, Quality Management, Project Management, Water Management, and Energy Conservation.

In case Small Business owners, the thought of a financial audit is formality. The financial position and organization of a business can be revealed by auditor. Through this, Small Businesses can receive tremendous benefits from better understanding their financial position. Financial audits are also beneficial in highlighting areas of success or concern in a business and help the management team find greater pathways to future success.

Following are the Benefits of Legal and Financial Audit 

Better rate of securing financing

Preparation for business growth

Lower interest rates on business loans

Identifying business weaknesses to avoid future tax penalties

Financial review leads greater familiarity to business owner of how the business operates, uses cash and assumes risk.  

Importance of Legal and Financial Audit for Small Businesses 
Evaluation of effectiveness of the company’s internal controls is a work performed in audit. There are ways to maintain effective system of internal controls which is vital for achieving a company’s business objectives. This also includes obtaining reliable financial reporting on its operations, prevention of fraud and misappropriation of its assets, and minimizing its cost of capital. Auditors contribute in both internal as well as independent audit system in different but important ways.

Objective of audit is to pursue and attain its various corporate objectives. Company should follow audit system. There are various forms needed in Business processes to facilitate supervision and monitoring, prevent and detect irregular transactions, measure ongoing performance, maintain adequate business records and to promote operational productivity. It also enables further investigation by management if it is warranted under the circumstances.

Risk of Misstatement is assessed by the Auditor in a Company’s financial reports. Company would not be able to create reliable financial reports for internal or external purposes or system of internal controls. It is not easy to allocate resources to know which of its segments or product lines are profitable. Management of affairs and also it would not have the ability to tell the status of its assets and liabilities and would be rendered undependable in the marketplace due to its inability to consistently produce its goods and services in a reliable fashion.

Fraud Prevention can be obtained internal audit as it serves an important role for companies. Maintenance of rigorous systems of internal controls can prevent and detect various forms of fraud and other accounting irregularities. It can also in analyzing company’s operations. Deterrence is one of the important part of fraud prevention. In case a company is known to have an active and diligent audit system in place, by reputation alone it may prevent an employee or vendor from attempting a scheme to defraud the company.

Cost of Capital is a n important aspect for every company taking size into consideration. It largely comprises of the risk associated with an investment and in case the investment is at more risk then there is a requirement of higher rate of returns. Strong audit systems has the ability to reduce various forms of risk in an enterprise which also risk of information. Learning experience for any start-up business owner or management team.
State audit service of Ukraine bodies system
 History

The history of the Service of Financial Control is inextricably linked to the history of rebuilding country as a link of its financial safety.

As a part of the Russian Empire, Ukraine had not its own bodies of financial control. Control functions as throughout Russia, carried out in accordance with the Regulation On Local Controlling Institutions at the Empire from 3 January 1866 the Office of Public Control, which worked at the Ministry of Finance. As such a way this body of financial control existed till 1919.

The leaders of the young Ukrainian state are very aware of the important role of the control functions of the Ministry of Finance, the Treasury and banks. Therefore, during the Directory, a special unit of the State Controller with extraordinary powers and authority was established.

From that time till 1937 the bodies of financial control was reorganized, but functions of financial control did not change.

From 1937 to 1956 the Control and Revision Office of the National Commissariat carried out the financial control in Ukraine, later the Ministry of Finance of the USSR carried out it. In 1956 the Control and Revision Office was created as a part of the Ministry of Finance of Ukraine.

After independence of Ukraine the role of the public financial control increased, and in 1993 the Law of Ukraine “On State Control and Revision Service of Ukraine”.

The Order of the President of Ukraine of 27 August 2000 No 1031  “On measures to improve the efficiency of control and revision work the Main Control and Revision Office of Ukraine” was given the status of a central executive body.

According to the Order of the President of Ukraine of 09 December 2010 No 1085/2010 “On optimization of central executive bodies the Main Control and Revision Office of Ukraine” was reorganized into the State Financial Inspection of Ukraine (the DFI).

According to the Decree of the Cabinet of the Ministers of Ukraine of 28 October 2015 No 868 “On establishment of the State Audit Service of Ukraine” the DFI was reorganized into the State Audit Service of Ukraine.

State Audit Service of Ukraine 

The State Audit Service of Ukraine (the SAS) bodies carry out the independent public financial control on behalf of the State. The SAS bodies include the SAS and its interregional territorial bodies: the Northern office of the SAS, the North-Eastern office of the SAS, the Southern office of the SAS, the Western office of the SAS, the Eastern office of the SAS.

The State Audit Service of Ukraine is central executive authority, the activity of which is directed and coordinated by the Cabinet of Ministers of Ukraine and which forms and implements the state policy in the sphere of the public financial control.

The SAS and its interregional territorial bodies are legal persons of the public law; they have seals with the image of the State Emblem of Ukraine and with its name, its own letterheads and accounts at the authorities of the State Treasury Service of Ukraine.

The legal acts that are regulated the SAS bodies activity are the Budget Code of Ukraine, the Law of Ukraine of 26 January 1993 No 2939-XII “On the Main Principles of Carrying out the Public Financial Control in Ukraine”, the Decree of the Cabinet of Ministers of Ukraine of 03 February 2016 No 43 “On Approving of the Procedure of the State Audit Service of Ukraine”, etc.

The main tasks and functions of the SAS
According to the assigned tasks the SAS:

1) generalizes practice of the legislation application on issues which concern its competence, develops propositions on improvement of the legislative acts, the acts of the President of Ukraine and the Cabinet of Ministers of Ukraine, the normative legal acts of ministries and, as appropriate, makes proposals to the Cabinet of Ministers of Ukraine;

2) carries out the control over the following:

ministries, others executive bodies, public funds, general and compulsory public and social insurance, budget entities, economic agents of public economy sphere, and enterprises, entities and organizations, which get (or got in the period, which is under check) assets from the budgets of all levels, the public funds and funds of general and compulsory public and social insurance or use (or used in the period, which is under check) of public and communal property (thereinafter – controlled entities);

economic agents regardless of the patterns of ownership which are not controlled entities according to the legislation, under the court decision in criminal case;

3) carries out the public financial control through performance of:

the public financial audit,

the checks of public procurements;

the inspections (the revisions);

the monitoring of the procurements;

the control over the internal audit situation;

4) carries out the control over;

appropriate, effective use and preservation of the Public financial resources, capital and other assets;

achieving the economy of the budget funds and effectiveness in the spending departments activity;

appropriate use and prompt return of credits, received with State (local) guarantees;

reliability of defining of the budgetary requirements during the planning of budget indicators and compatibility of the budget liabilities undertaken by spending departments to appropriate budgetary provisions, passport of the budget program (if the programmed-targeted method will be used in the budget process),

compatibility of the received long-termed liabilities, undertaken by spending departments, for energoservice, approved with energoservice in proper order to procurement conditions of energoservice;

compliance with the legislation on all stages of the budgetary process on the state and local budgets;

compliance with the legislation on the public procurement;

accounting and reporting, maintaining of the financial and budgetary statements, passports of the budget programs and reports of its implementation (if the programmed-targeted method will be used in the budget process), budget estimates and other documents, which are used during the budgetary process;

state and credibility of the accounting and the financial statement;

realization functions of the state establishment management;

situation of the internal control and the internal audit of budget funds managers, situation of the internal control at another controlled entities;

elimination of detected violations and weaknesses.

5) evaluates the management of public funds, achieving of its economy, state of financial and economic activity, efficiency and effectiveness of the controlled entities activity;

6) evaluates the credibility of financial statements of controlled entities;

7) facilitates the provision of legal and effective use of the budget and communal funds or properties, others State assets, reliable accounting and financial reporting by the economic agents of the public sector of economy, which are defined under the established order;

8) takes measures according to the legislation on removing of detected violations and its further preventing:

analyzes the situation of financial and budgetary discipline compliance, determines the causes and the conditions, which led to violations, prepares recommendations and propositions on its further preventing;

makes recommendations and propositions to the Cabinet of the Ministers of Ukraine, ministries, other central executive authority, other state bodies, bodies of local governance and managers of controlled entities;

controls the situation of accounting and implementation of given recommendations and propositions;

9) takes measures as appropriate to eliminate the detected violations of legislation during the performance of the public financial control and the prosecution those responsible:

· demands the elimination of detected violations of the legislation from the managers and other persons of enterprises, organizations and entities, which are controlled, carries out the control over performance such tasks;

· applies to a court in the government interests in case if there were no enforcement of elimination of violations of the legislation on protection and usage of assets, detected during the performance of the public financial control ;

· uses involving activities for violation of the budgetary legislation, impose administrative fines for persons who are responsible for law violation;

· transfers materials to the law-enforcement authorities, as appropriate, as a result of the public financial control if law violations occur for which the criminal liability is envisaged or which include the evidence of corruption.

10) ensures the participation of SAS representatives in the revision commissions of the economic entities, where corporate rights of the State exceed 50 % of the statutory capital;

11) addresses the letters, applications and complaints on the facts of violations of the financial and budgetary legislation, takes appropriate measures in accordance with the legislation on removal of detected violations;

12) monthly reports to the Verhovna Rada of Ukraine, the Cabinet of Ministers of Ukraine and the Ministry of Finance of Ukraine on generalized results of control over compliance with the budget legislation;

13) manages the public property objects, within  SAS management scope;

14) informs the public about its activity and the situation of the state policy realization in the defined sphere;

15) address the citizen communications on issues of the SAS activity, enterprises, institutions and organizations within SAS management scope;

16) performs the international relations on issues that belong to the SAS competence;

17) performs other authorities, defined by the law.

The interregional territorial bodies of the SAS perform the assigned tasks and functions within its authorities in the relevant territory, except functions mentioned in points 10, 12, 13, 16.

Internal audit: planning process
Planning in an organisation can have a lot of benefits. It helps decision makers by providing guidelines and goals for future decisions, it helps a manager exercise more control in a situation, establish goals “proactively” and consider contingencies and it can help allocate limited resources like staff, materials, and time in an orderly and systematic manner.

Similarly, the most effective way to ensure that a company’s risk is properly identified and eliminated is to create and follow an ‘Annual audit plan’.

The Annual Audit Plan is a report of scheduled audits by process or location. The purpose of the plan is to define the audit work that will be completed each fiscal year, and it is a methodical approach that enables reviewers to focus on important areas under review.

The chief audit executive is responsible for developing a risk-based audit plan in an organisation.

A well prepared Annual Internal Audit plan will ensure the success of the audit conducted through a fiscal year.

The first task is to break down the organisation into auditable sections. The best way to divide an organisation into auditable sections can be different in every organisation and the sections can be divided in a method that is customised to suit the organisation. Ways in which they can be done may include; division by Functionality, by location, by department or by product. If the internal audit is being conducted in a group of companies, one single company can be identified as an auditable section. There is no perfect method on how this can be done.

Each section identified in need of being audited becomes part of what is referred to as an organisation’s audit universe. Annually at the planning stage, the audit universe must be reviewed with the audit managers to ascertain whether any changes either by removal or addition can be made to it.

Breaking down the organisation into smaller auditable sections will enable you to detect risk in multiple areas of an organisation and provide specific solutions straightforwardly.

An internal audit annual plan draft will be presented to the Board/Audit Committee to be reviewed. If they see fit to make any changes, they will suggest the changes and these will be taken into consideration.

The role of Audit Committee is to approve but not direct the work of internal audit. Once approved the annual audit plan can then be implemented.

Creating an annual audit plan can be a very challenging task. But with a lot of care and patience it can be prepared to be highly effective.

The Audit Process(example)
Step 1: Define Audit Objectives

Prior to the audit is conducted a preliminary planning and information gathering phase. The assigned auditor defines the audit objectives and likely scope of the audit. The auditor starts to develop the audit program to define the audit testing procedures. This step occurs after the audit has been assigned and where applicable, typically involves a review of the results from the last time an audit of the area occurred.

Step 2: Audit Announcement

Once the audit objectives have been defined,  formally is issued an audit engagement memo to the management of the area that will be audited. The memo’s distribution list may include senior administration officials that have responsibility for the university unit. The purpose of the memo is to introduce the objectives of the audit, to detail the planned review process, and to set the expectations for the course of the audit.

Step 3: Audit Entrance Meeting

 At this meeting, the auditee should provide an overview of major programs and operations, relevant contact names, relevant policies and procedures, and other information that will assist us in the fieldwork. Also is discussed the expected length of the audit.

Step 4: Fieldwork

Gather the information and performs audit testing in order to gain an understanding of internal controls; we examine documents and other records for evidence to determine whether effective internal controls are in place. During the audit fieldwork, may also perform detailed testing of transactions; evaluate compliance with existing university policies and adherence to external regulations; and review system related controls for data integrity and completeness. The auditor will often request additional information and documents as needed.

Risk Issue Levels: During the course of audit work performed, identified risks are rated as High, Moderate or Low. This ensures consistency in reporting audit findings and to ensure the significance of each finding is rated per agreed upon criteria and level of concern. The risk level is recalculated over the course of the audit to reflect established internal controls that mitigate risk. The residual risk level helps to determine whether the controls are adequate and if a recommendation is necessary to mitigate the risk further.

Step 5: Reviewing and Communicating Results

If it is identifies potential control weaknesses, policy or procedural violations, or other areas of concern during the course of the fieldwork, they are discussed with the auditee. Throughout the audit, the auditor will discuss any observations with management in order to ensure that any identified issue and associated risks are fully understood and to obtain agreement on proposed recommendations. The results of the audit, once confirmed, are communicated in the audit report.

Step 6: Audit Exit Meeting

At the conclusion of the fieldwork recommendations are discussed and agreed upon by both parties to ensure that the management response is reasonable and achievable (and in most instances when the corrective action will occur).

Step 7: Audit Report

Management is expected to review audit issues and recommendations for completeness and accuracy and prepare a formal response and action plan.

It is issues the formal audit report which is used to inform senior university administrators and auditee management about any identified concerns and control weaknesses, and where and how these areas should be addressed. All audit reports are summarized in a separate report to the Trustee Audit, Risk and Compliance Committee.
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