Overview of Various Types of Audits Performed in the Corporates

An audit refer to a systematic and independent examination of books,
accounts, statutory records, documents and vouchers of an organization to
ascertain that how far the financial and non-financial statements and
disclosures present a true and fair view of the company.

Broadly, the audit can be classified into two types of audit i.e. the Financial
Audit and the Compliance Audit :

o The Financial Audit covers the Statutory Audit, Cost Audit and Internal
Audit

o Whereas the Compliance Audit cover the Secretarial Audit, CSR Audit,
and Corporate Governance Audit, Take over Audit, Insider trading Audit,
Labour law Audit,etc.

The company as a part of the internal review periodically conduct the
audits of other functions of the organization like Stock Audit, HR Audit,
Branch Audit, Performance Audit, IT Audit and Environment Audit etc
which helps in the development of the internal function of the company.

Sections 139 to 147 under chapter X of the Companies Act, 2013 along
with the Companies (Audit and Auditors) Rules, 2014 contain provisions
regarding audit and auditors covering the appointment, removal,
resignation of auditors, eligibility, qualifications and disqualifications of
auditors, remuneration of auditors, powers and duties of auditors etc. for
the statutory auditors of the company.

According to the section 143(12), the provision of the Section 143 i.e.
power and duties of the Auditors are mutatis mutandis applicable to the
cost accountant conducting cost audit under section 148 and the company
secretary in practice conducting secretarial audit under section 204 of the
Companies Act, 2013.

The Companies Act, 2013 contains the provisions relating to the
following Audits

Internal Audit (Section 138)
Statutory Audit (Section 139 to 147)
Cost Audit (Section 148)
Secretarial Audit (Section 204)

(1) CORPORATE GOVERNANCE AUDIT




Corporate Governance Audit is a strategic audit to ensure that all
processes including the requirement under laws, policies, procedures that
are necessary for directing and controlling a business enterprise are
implemented effectively.

Audit of corporate governance processes provides assurance to the
various stakeholders that all the required governance activities have been
accomplished and what remains otherwise thereby assisting stakeholders
in making an informed decision.

Stakeholders don't like to receive surprises and audit of corporate
governance activities shall ensure and effective check mechanism on the
supervisory and managerial layers of a business enterprise.

Corporate Governance Audit mechanism works primarily through Audit
Committee and the Auditor. Scope of Audit of Corporate Governance
Activities The scope of Corporate Governance Audit is wide and generally
boundary less, as the subject covers:-

Financial and Non-Financial Stakeholders.

Boards of Directors (Composition, Mix, Independence).
Committees of the Boards and terms of References.

Control Environment (Accounting, Controls, Internal and External
Audit).

Risk Management.

Transparency and Disclosure of financial information and executive
compensation.

Strategic plans, programs and guidance on social responsibilities.

In India, the Companies Act, 2013 and the SEBI (Listing Obligations and
Disclosure Requirements) Regulations, 2015 are the principle governing laws
on corporate governance.

(2) CORPORATE SOCIAL RESPONSIBILITY (CSR) AUDIT

A Corporate Social Responsibility audit aims at identifying
environmental, social or governance risks faced by the organization and
evaluating managerial performance in respect of those.

Corporate Social Responsibility ("CSR") is a broad term, however, for
the purpose of addressing the scope of a CSR Audit, CSR is about
managing and taking into consideration organization's operational,
processes and behavioral impact on society and stakeholders from a



broad perspective. Contrary to common belief CSR is more than basic
legal compliance and is highly connected with and affects organization's
bottom line.

Purpose of CSR Audit

To ensure compliance with the provisions of Companies Act, 2013 with
respect to constitution of the Committee, adoption of policy and
appropriate spending towards CSR activities.

To facilitate transparent monitoring mechanism and a mentor for the
Company's CSR activities and implementation of CSR policy.

To evaluate internal control and governance framework. To assess the
project life cycle.

To conduct financial review of projects to confirm the utilization of
budgets for achieving desired outcomes.

Though the Companies Act, 2013 does not prescribe for the CSR Audit,
but the companies act voluntarily undertake the CSR Audits to measure
effectiveness of the CSR Programmes of the company.

3) INSIDER TRADING AUDIT

In India the SEBI (Prohibition of Insiders Trading) Regulation, 2015 is
the primary regulation which covers the insider trading activities. Insider
trading issues have resulted in significant importance in listed
companies in the last few years.

The directors, agents and other officers were found to be using insider
information for profitably speculating in securities of their own company.

The insider trading occurred due to:-

» the possession of information by these people;

o before everybody else;

« regarding the changes in the economic condition of companies
and particularly, regarding the size of dividends to be declared, or
issue of bonus shares etc.

o The SEBI (Prohibition of Insider trading) Regulations, 2015
provides that the board may appoint a qualified auditor to
investigate into the books of account or the affairs of the insider or
any other person as may be directed by the board.



o The auditor so appointed shall have the same powers of the
inspecting authority as stated in insider trading regulations.

o Also, SEBI has put in place a mechanism for preventing and
controlling insider trading by putting primary responsibility to
monitor and regulate insider trading activities on the company
through the compliance officer and audit committee.

« For the purpose of ensuring compliance with the insider trading
regulations, the following would be some of the essential inputs to
enable review and to report the status Code of conduct, framed in
the lines of model code specified in the schedule | of Insider
Trading

Regulations

« Appointment of compliance officer: -I Responsibility discharged by
the compliance officer, preservation of price sensitive information,
closing of specific trading window; | Prior approval of trading;

« Reporting requirement by the directors / officers / designated
employees;

o Restricted list for trading; | Disclosure by any person holding more
than 5% of shares or voting rights and promoter or promoter
group, code of corporate disclosure policy.

4) LABOUR LAW AUDIT

Labour law audit is a process of facts findings and it is a continuous
process. Labour law audit ensures a win - win situation for all the
stakeholders.

Audit under the labour and employment laws is an effective tool for
compliance management of labour, employment and industrial laws.

Audit helps to detect non - compliance of labour and employment laws
applicable to a business and take corrective measures to avoid any
unwarranted legal actions by the regulators against the business and its
management.

Though labour law audit is not compulsory, but it is highly
recommendatory to conduct this audit.

Audit helps to detect non-compliance of labour and employment laws
applicable to a business and take corrective measures to avoid any



unwarranted legal actions by the regulators against the business and its
management.

Labour audits seek to determine employee attitudes toward the
employer and to identify possible areas of vulnerability to a union
organizing drive.

Labour audit cover all labour legislations applicable to an
industry/business or any other commercial establishment, wherein audit
is being conducted by the labour law auditor.

Scope of labour law audit will certainly differ from business to business.

For example, if the business does not have a factory, the provisions of
Factories Act, 1948 and any rules/regulations made there under won't
be applicable on such business. Similarly, certain factories in remote
areas may not have the facilities of Employees State Insurance
Corporation. In such cases, there is no need to ensure compliance of
ESI Act.

(5) TAKEOVER AUDIT

To provide the desired results to an investor and to ensure that the
acquisition is executed in the most effective manner, the concept of the
takeover audit has been evolved, the takeover audit provides a cost
benefit analysis to suggest a strategic plan for the long term investment
strategy.

The audit provides for the Acquisition Audit as well as the Inter se
Transfer performed by the acquire Takeover audit for
merger/acquisition/ takeover could be done as three parts:-

o Pre-acquisition,
« Post-acquisition and
o Sell-side.

Internal auditors or professionals with this domain expertise can
contribute significant value by ensuring that a vibrant due diligence
process is in place and operating as intended.

A rigorous audit vide due diligence process help companies take
advantage of legitimate new business opportunities, while at the same
time help minimize the risks.



A strong audit cum due diligence process is critical to ensure that the
acquirer is fully aware of all aspects of the proposed transaction and

provides access to vital intelligence that is used to negotiate the final
price and integrate the new subsidiary more effectively.
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