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MEDIA COVERAGE IN RECENT PAST



MEDIA COVERAGE IN RECENT PAST

>

PM at ICAI event: Client or country, whom did you work for after demonetization, PM
asks CAs--- July 1, 2017

PNB Fraud: What were auditors doing, asks Arun Jaitley as he raps bankers,
CAs in Rs 11,400 crore case--- Feb 21, 2018

PNB fallout: Centre moves to set up new regulator for CAs- --- Feb 28, 2018

Securities scanner: CAs, valuers and CSs could come under Sebi ambit .... Economic
Times, March 4, 2018

Nirav Modi scam: ICAIl sends notices to statutory auditors of Brady House branch. Apr
15, 2018, 05.09 PM IST

Bad loans menace: Over three dozen CAs under Reserve Bank lens for connivance with
promoters for loan funding Apr 08, 2018

SEBI's order ban all the audit firms in a large network from listed space for two years
after finding it guilty in the Satyam scam case. JAN 12,2018

ED arrests CA over 01,000cr money-laundering case against Geodesic.
April 28, 2018



On The Anvil

Sebi plans new rules for
chartered accountants,
company secretaries
and valuers for activities
related to securities
market

Sebi has observed that
auditors have been
negligent while auditing
books of listed cos

NEW
RULES
Regulator wants to WILL SPELL

ensure that annual
reports and financial OUT ACTIONS
THAT CAN BE

statements are accurate
TAKEN BY SEBI

IN THE EVENT
THESE ENTITIES
FAIL TO FULFIL
THEIR
OBLIGATIONS
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Play video




ACCOUNTING/ AUDITING FRAUD

ENRON SCANDAL
(2001)

COMPANY ¥ 7
%2

Houston-based commadities,
energy and service corporation

WHAT HAPPENED

Shareholders lost $74 billion,
thousands of employees and
investars lost their retirement
accounts, and many employees
lost their jobs.

CEOQO Ken Lay

PENALTIES

HOW THEY DID IT

Kept huge debts off the balance sheets.

HOW THEY GOT CAUGHT

Turned in by internal whistle-
blower Sherron Watkins; high
stock prices fueled suspicions.

FUN FACT

Fortune Magazine named
Enron "America’s Most Innovative E E E

Company” for six years in a row
prior to the scandal. Y?Y

lLay died before serving time;
Skilling got 24 years in prison.
The company filed for bankruptcy.
Arthur Andersen was found

guilty of fudging Enron’s accounts.

MAIN PLAYERS .‘
CEQO Jeff Skilling and former ".

- | year
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ACCOUNTING/ AUDITING FRAUD

WORLDCOM SCANDAL
(2002




ACCOUNTING/ AUDITING FRAUD

LEHMAN BROTHERS
SCANDAL (2008




ACCOUNTING/ AUDITING FRAUD

SAYTAM SCANDAL
(2009)

COMPANY

Indian IT services and
back-office accounting firm

Satyam

WHAT HAPPENED

Falsely boosted revenue
by $1.5 billion.

MAIN PLAYER
Founder/Chairman Ramalinga Raju

HOW HE DID IT

Falsified revenues, margins
and cash balances to the tune
of 50 billion rupees.

HOW HE GOT CAUGHT

Admitted the fraud in a letter
to the company’s board of directors.

PENALTIES

Raju and his brother charged with
breach of trust, conspiracy, cheating
and falsification of records. Released
after the Central Bureau of Investigation
failed to file charges on time.

FUN FACT

In 2011 Ramalinga Raju’s wife
published a book of his existentialist,
free-verse poetry.



REGULATORY CHANGES THEREON

CHANGING AUDIT PRACTICE



CHANGING AUDIT PRACTICE

>

>

Enron/ Arthur fraud bought Sarbanes Oxley Act in US

Satyam fraud changes the Companies Act and various SEBI requirements.

Auditor now specifically need to report on internal financials control.

In India AAS were replaces by SAs (adopted from ISAs)

Setting up of National Financial Reporting Authority (NFRA)

NFRA was not notified for the last five years, however, with PNB fraud, there
seems to be a sense of urgency in the government to make it up and running.



CHANGING AUDIT PRACTICE

Extensive content testing Clearly is not sufficient

> the focus is on recording the entries of financial statements, internal
controls of the company are not effectively evaluated.

> Less focus on real audit risks.

» Procedures are too predictable.

» Voluminous Testing is done without any particular focus
> Where the internal controls are poor :

= traditional approach may be the only way out, However, poorly
controlled environment has considerable risks that must be considered
by the auditor.

= |n this situation, risk-based auditing helps identify weaknesses which in
turn helps management to take appropriate measures in reinforcing
internal controls.




HOW RELEVANT ARE EXTENSIVE CONTENT TESTING IN TODAYS WORLD

Extensive content testing :

Trying to reduce audit risk only through extensive content tests may not work in todays challenging
environment

Challenge : Advanced software being used by corporates having servers outside the country,
Diversification of organizations and increasing volume of their activities has made it difficult to audit.

Need of the hour : Perform a risk based audit - Identify business risk and audit risk thereon, Understand
control environment

Use of advanced IT tools to perform Data Analytics which helps identify exceptional population. Statistics
allowed auditors to predict and determine audit risk and its components.

Focus on risk : Sufficient audit planning procedure to identify the accounts that have higher audit risk
and require further investigation.




RISK BASED AUDIT

ISA 315 - Identifying and Assessing the Risks of Material Misstatement Through Understanding the
Entity and its Environment requires auditors to adopt a risk-based approach to audits.

Risk-based audit approach will minimise the possibility of audit objectives not being met.

Audit resources are directed towards those areas of the financial statements that may contain
misstatements as a consequence of the risks faced by the business.

» it requires auditors to make risk assessments at the financial statement and assertion levels,
based on an appropriate understanding of the entity and its environment, including internal
controls.

= |n summary, this approach requires auditors to identify the key day-to-day risks faced by a
business, to consider the impact these risks could have on the financial statements, and then to
plan their audit procedures accordingly.




RISK BASED AUDIT APPROACH

|dentify and assess risk

Design audit response

Obtain audit evidence

Form opinion




CHANGING AUDIT PRACTICE

= RISK BASED AUDIT - A Paradigm shift From Transaction based to Process based

>

YV V V

YV V V VY

Helps Improve understanding and communication of risk and related
mitigating controls.

Helps focus more on areas of highest risk in the organization
Risk and control mapping

You get to know ‘Tone at the Top’- Control environment in the
organization.

Company’s identification of business risk and their mitigating plan.
IT environment - automated controls / manual controls
Segregation of duty

Oversight controls - effectiveness of internal audit function.



DOES STANDARDS ON AUDITING REQUIRE A CHANGE ?



ALREADY HAVE GUIDANCE

»General principles and responsibilities (200- series),

»>Risk assessment and response to assessed risks (300 and 400-series),
»audit evidence (500- series),

»>using the work of others (600-series),

»Audit conclusion and reporting ( 700 series)

»>Specialized areas (800-series)




SA 240: THE AUDITOR’S RESPONSIBILITY RELATING TO FRAUD IN AN
AUDIT OF FINANCIAL STATEMENTS

Fraud v/s Error: Fraud is an intentional act while an error represents unintentional act.

= To obtain reasonable assurance that the financial statements are free from material
misstatements.

= To maintain professional skepticism during the audit.
= Discussion amongst the engagement team members
= Risk assessment procedures ( SA 315)

= Response to the assessed risks ( SA 330)

= Evaluation of evidences obtained

= Communication to TCWG ( SA 260)

= Audit documentation

= The primary responsibility to prevent, detect or correct error or fraud on timely basis is of
Management.




SA260- COMMUNICATION WITH THOSE CHARGED WITH
GOVERNANCE

= To promote effective two-way communication between the auditor and TCWG.
= To obtain from TCWG information relevant to the audit.
= To provide TCWG with timely observations arising from the audit.

Matters to be communicated:

= The auditor shall communicate to TCWG that financial statement that have been
prepared by management and management or TCWG are primarily responsible.

= The auditor shall communicate with TCWG an overview of the planed scope and timing
of the audit.

= The auditor shall communicate with TCWG:

» The auditor’s view about significance qualitative aspects of the entity’ accounting
practices.

> Significant difficulties, if any, encountered during the audit.

» Other matters, if any, arising from the audit, in the auditor’s judgement are
significant to the oversight of the financial reporting process.



SA 315: IDENTIFYING AND ASSESSING THE RISKS

Identification and assessment of risks of material misstatement at
= the financial statement
= assertion levels

Procedures shall include: Inquiries with management; Analytical Procedures; Observation and
Inspection.

Where auditor has performed other engagements, shall consider information obtained for
identifying the risk.

To obtain an understanding of the following: Industry, regulatory and other external factors;
Nature of entity; Selection and application of accounting policies; Objectives and strategies and
related business risks; Measurement and review of entity’s financial performance; Internal
control.

SA 315 sets out five components: (a) Control environment; (b) Entity’s risk assessment process;
(c) the information system, including related business processes, relevant to financial reporting
and communication; (d) Control activities relevant to audit; (e) Monitoring of controls.



SA 500: AUDIT EVIDENCE

= Audit evidences help to draw reasonable audit conclusions.

= However the audit evidences obtained directly by the auditor from third party
are more reliable.

= Audit evidences should be obtained for both accounting information contained
in the financial statement and also for other information.

= Thus, in brief audit evidences can be
1. Internal evidences
2. Internal - external evidences
3. External evidences
4. External - internal evidences




SA 505 EXTERNAL CONFIRMATION

= When using external confirmation procedure, auditor shall maintain control over
external confirmation request including:

>
>
>
>
>

Determining the information to be confirmed.

Selecting the appropriate confirming party.

Designing the confirmation request.

Sending the request, including the follow up requests, when applicable.

To give true and fair view on Financials of the company, an auditor is required to
ascertain that whether such financials are free from material mis-statement or not.




CONTEMPORARY DEVELOPMENT FROM
REGULATORS PERSPECTIVE



CONTEMPORARY DEVELOPMENTS

« The Union cabinet approved a proposal to establish a National Financial Reporting
Authority (NFRA)

> As an independent regulator for the auditing profession, in an attempt to tighten
the regulatory oversight over chartered accountants and plug loopholes.

> NFRA will have powers to investigate chartered accountants and their firms of all
listed companies and large unlisted public companies,

> Further, NFRA will also investigate instances referred to it by the central
government.
» Uday Kotak Committee- SEBI to penalize auditors, of found guilty.

« Amendments in FDI Policy - foreign investors to have joint audit with auditor is part of
global network.




REPORTING REQUIREMENTS UNDER COMPANIES ACT

= Fraud reporting requirements
»Under CARO’16
» Also reporting required Under the companies Act-

» While providing Attest or Non-Attest services, Auditor may become aware of a
fraud that is being or has been committed in the company by its officers or
employees, which auditor uses or intends to use the information obtained, in such
cases, the matter may become reportable under Sec.143 (12).

> In case of fraud already reported by management or by other persons - No Need to
report, but review the steps taken by the management (If fraud involves one crore
or more)




OTHER REPORTING REQUIREMENTS UNDER COMPANIES ACT

Section 143(1) :

»Loans and advances has been properly secured and whether prejudicial to the interest of the
company;

»the transactions is prejudicial to the interest of the companies;

»loans and advances have been shown as deposit;

»personal expenses have been charged to revenue account;

»shares are allocated in cash, whether cash have been received in respect of such allocation.
Section 144:

» An auditor shall not perform following services:

»accounting and book keeping services; internal audit;

»design and implementation of any financial information system;
»actuarial services;

»investment advisory services;

»investment banking services ;

»rendering of outsourced financial services;

»management services;



WAY FORWARD IN AUDIT PROFESSION - 2022



WAY FORWARD IN AUDIT PROFESSION - 2022

1. Involvement of specialist for each component of Financial Statement

Fair valuation

Information Technology
Taxes - GST

Taxes - Direct tax

Taxes - Transfer Pricing
ESOP

Data Analytics
Presentation & Disclosure.

VVVYVYVYVYYY

2. Advance auditing standard may be required such as for IT / Data analytics.

3. Easy availability of electronic documentation tools to smaller CA’s - will no
more remain a bastion of so called ‘Larger firms’

4. Real time assess of data and information.




ARTIFICIAL INTELLIGENCE (Al)

= What difference will it make?

>
>

>
>

Moving towards more analytic and decision-oriented computations.

Automating some repetitive manual tasks will improve efficiency, by freeing up
employees to concentrate on areas where human judgment is needed.

Al will help harness the power of data mining.

Instead of sampling, auditors can use machine learning to analyze entire
populations of data to illuminate apparent anomalies.

= Present developments:

>

>

Big firms like EY, KPMG, Deloitte, PwC, BDO are spending millions to boost its digital
capabilities in audit

The expectations from auditors continues to increase and the regulatory oversight
that sits above audit is ever demanding.



ARTIFICIAL INTELLIGENCE (Al)

= Challenges

» Where humans might be able to pick up on “where things have been missed
out” machines will only look at what they are faced with.

» Cost of technology — is going to be the big challenge




ADVANCE AUDITING
» Future audit approaches would likely require auditors, regulators, and standards setters
to make significant adjustments:
» changes in the timing and frequency of the audit - More real time
»increased education in technology and analytic methods
> adoption of full population examination instead of sampling
» re-examination of concepts such as independence

The accounting profession now faces an opportunity to further elevate the audit to a
higher level of automation.
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