
Internal financial controls



2

► Refresh on IFC

► Snapshot from revised ICAI guidance note

► Approach for ICFR implementation

Synopsis
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IFC, as per Companies Act, 2013

As per Section 134 of the Companies Act 2013, the term
‘Internal Financial Controls’ means the policies and
procedures adopted by the company for ensuring:
► orderly and efficient conduct of its business, including

adherence to company’s policies,
► safeguarding of its assets,
► prevention and detection of frauds and errors,
► accuracy and completeness of the accounting records,

and
► timely preparation of reliable financial information.
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Determining IFC/ ICFR applicability across
entities

Director’s Responsibility Statement (134)1

2 Auditor Report (143)

Requirements

3 Audit Committee (177)

4 Independent Directors (Schedule IV)

5
Rule 8(5)(viii) of the Companies (Accounts)
Rules, 2014 – BOD report – Financial
Statements only  (ICFR only)

Listed

Public unlisted

PrivateSpecified
class of

companies*
Others

ICFR

IFC

ICFR

ICFR

ICFR

* Specified class of companies
(a) Public companies with a paid-up share capital >= INR 10 Cr
(b) Public companies having turnover >= INR 100 Cr
(c) Public companies having, in aggregate, outstanding loans or borrowings or debentures or deposits >= INR 50 Cr
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Amendments - Revised guidance note

Auditor should use the same materiality considerations
defined in SA 320 for ICFR and financial statements

Auditor may adopt integrated audit (testing of controls
to accomplish audit of ICFR and financial statements)

Auditor should report if the company has adequate
internal controls system in place and whether they were
operating effectively at the balance sheet date

Reporting on ICFR will not be applicable for interim
financial statements

Reference to COSO framework is replaced with SA 315
issued by ICAI

Auditor is required to report on ICFR, on Consolidated
financial statements (CFS) for components incorporated
under CA 2013

What remains the same?What remains the same? What is modified?What is modified?

Control environment

Entity’s risk assessment

Control Activities

Information system and Communication

Monitoring of controls
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Tests of design
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Tests of design

Objective
► to determine if a deficiency in

design exists

Deficiency in design exists when:
► Control is missing
► Existing control is not properly designed

How to test design effectiveness of controls?
Auditor should test the design effectiveness of controls by determining whether
the company’s controls:
► satisfy the company’s control objectives
► can effectively prevent or detect errors or fraud that could result in material

misstatements in the financial statements

Evaluation of design of relevant controls
Factors to be considered by auditor:
► Nature and significance of risks of material misstatement addressed by the control
► Characteristics or details of the control
► Factors to determine whether the control is appropriately designed
Professional judgement is necessary to evaluate the design of relevant controls.



8

Factors to consider when determining
whether control is appropriately designed

► Appropriateness of the purpose of the control and its
correlation to individual risk/ assertion

► Appropriateness of the control considering the nature and
significance of the risk

► Competence and authority of the person(s) performing the
control

► Frequency and consistency with which the control is
performed

► Level of aggregation and predictability
► Criteria for investigation and process for follow-up
► Dependency on other controls or information
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Tests of operating effectiveness
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Tests of operating effectiveness

How to test operating effectiveness of controls?
Auditor should test the design effectiveness of a control by determining:
► whether the control is operating as designed
► whether the person performing the control possesses the necessary authority

and competence to perform the control effectively

► There is no need to test the operating effectiveness of controls that are
improperly designed

► If the control does not operate effectively, then it is a ‘deficiency in operating
effectiveness’

Consider the following:
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Approach to Financial reporting controls
W

or
k

pr
od

uc
ts a) Impact

assessment
b) Auditor’s

report

Reporting
considerations

Auditor’s
reporting

a) Entity level documentation and SoD
b) Risk & Control Matrix and gap report
c) Walkthrough documents, deficiency

logs and remediation
d) Testing strategy

Assess
materiality and

define
coverage

1a

a) Prioritized processes
and coverage

b) Financial reporting
controls roadmap

c) Documentation
standards / templates

Develop
documentation

standards

1b

ELC documentation

ITGC documentation

Conduct walkthroughs
to identify operating gaps

2a

2b

2d

Risk identification and
mapping of controls

2c

Develop testing strategy

Phase 4
Reporting

Phase 3
Testing

Phase 2
Document

Phase 1
Assess and plan

2d

Self testing

Independent
testing

3a

3b

4a

4b

a) Test results
b) Management

reports
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Detailed approach ReportingTestingDocumentAssess and
plan

Identification of significant
accounts

Mapping significant
accounts to processes
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Detailed approach ReportingTestingDocumentAssess and
plan

Risk details Financial assertions

Sub process
process

Risk #
#

Risk Complete-
ness

Existence/
Occurrence

e

Valuation
/Measurement

t

Rights and
obligations

Presentation
on and

disclosure

Balance
confirmation
on

BP.01
1

Differences between vendor accounts and vendor
and vendor statements are not investigated and
investigated and resolved timely which may lead
may lead to misstatement of financial information
information

ü ü

Accounting
g

BP.02
2

Incorrect/ unauthorized processing of invoices
invoices resulting in incorrect/ excess payment to
payment to vendors

ü ü ü ü

Procurement to pay process

Control description

Control  #
#

Existing control Key control
control

Evidence Frequency Type Nature

BP.01.01 Vendor balance statements are
are requested from vendors on pre-
on pre-defined periodicity for
confirmation as per policy

Y 1. Policy for vendor balance
balance confirmation
2. Vendor balance
confirmation

Quarterly Manual Detective

BP.02.02 System is configured to perform
perform three way match between
between vendor invoice, GRN and
and PO to validate rate and
quantity and highlight exceptions
exceptions

Y System report Ongoing IT dependent
dependent

Preventive
e
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Detailed approach ReportingTestingDocumentAssess and
plan

Financial statement close process

Testing and
documentation

Test summary and
remediation
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Detailed approach ReportingTestingDocumentAssess and
plan
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Remediation testing
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Remediation testing

Deficiencies relating to design or operative effectiveness of controls

Remediated before the period under
consideration

Sufficient time
available to

evaluate and test
new controls

Auditor need not test
the superseded

controls for
expressing an

opinion on ICFR

Sufficient time not
available to

evaluate and test
new controls

Auditor should test
the superseded

controls for
expressing an

opinion on ICFR

Remediated after the balance sheet date

Auditor should not express an opinion
on management’s disclosure about

corrective actions taken by company
after the balance sheet date

► Amount of time that a control should be in place and operating effectively depends on the nature of
the control and how frequently it operates.

► Amount of time a remediation control should be existence for placing reliance on the control by the
auditor is a matter of professional judgement.
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Shareholders/BOD

CFO/CEO
Management of Company
determines and set up top
level controls, policies and
communication.

Business head of
organization

Entity Level
Control

Operational
Activities

Purchase to
Pay

Sales to
collection

Fixed Assets
Management

process

Employee
related process

All other Cost
and Expenses

Cost of goods sold,
Purchases

Debtors, Cash,
Revenue, Discount

Fixed assets,
Depreciation

Payroll cost,
Gratuity,

Employee benefit

Interest, Selling
and  administrative

cost

Process Narration

Identify  Financial
Risks

Identify  Controls

Test the Controls

Preparation
of Control
Matrix by

Management

By Auditor

Trial Balance

Financial
Statements

of the
entity

Need to Write down

MAP

Review
of

Design
by the

Auditors

Transaction
Level
Controls
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What Needs to be done?
A. Entity level controls:

Identify the management level entity controls, document them and ensure that they are adhered to.
B.   For operational activities

Identify the
Important Financial

Statement
Accounts

Write process narratives
• Goods are received at

gate from where the
receipt entry is posted

and accrual of liability is
made in books.

Identify Risk
• What happens that goods

are received but
purchase accrual is not

made

Identify Controls
• Reconciliation of GRN

with Purchase Accrual is
made

Identify the
processes in the

organization

Map them to ensure
that for all accounts
there are processes

Design

Testing
Stage

We believe the
Design and
provide our

comments there
up

We test our
Controls
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Evaluation of deficiencies

For evaluation of the severity of a deficiency in IFC, auditor
should primarily consider two factors:
► Likelihood that the deficiency will result in a financial

misstatement
► Magnitude of such an outcome

► This process is, in
essence, an exercise of
risk analysis

► There are no bright-line
tests based solely on
quantitative measures
► Qualitative measures

must also be
considered

► Professional
judgement is required
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Reporting Considerations ReportingTestingDocumentAssess and
plan

Qualified opinion

Adverse opinion
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