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Initial Introduction Letter 

Format No: A/1 
 

Date: <DD MMM YYYY>, 

<City>. 

To 

Mr./Mrs. <Name of the Client Representative>, 
<Designation>, 

<Name of the Company>, 

<City>. 

 

Dear Sir, 

Sub: Introduction of Our Internal Audit Services 

In continuation to your request, we are very happy to introduce XYZ & Co, one of a specialist in 
delivering you high value Internal Audit Services based at <City>.  We are a team of XX 
Chartered Accountants, XX Information Systems Auditors, XX Internal Auditors.   

Our methodology is adopted from global standards and ICAI standards and would be providing 
required value add.  Some of the clients whom we have delivered the services are Client 1, 
Client 2, Client 3, Client 4 etc. to name a few. 

Please also find attached a detailed profile1 of our organization for your review.  We look 
forward to hear from you in this regard.   

Warm Regards, 

For XYZ & Co. 

 

XYZ, 

Partner 
2 
3 

                                                 
1 Attach your organization’s profile to this letter.  Please comb-bind the profile for presentation. 
2 The objective of this letter is just to introduce your organization subject to a request from the client. 
3 The letter should be preferably signed by the Partner of the organization or an authorized representative. Keep an 

office copy of this letter.  A file viz., “Initial Introduction Letters” may be opened to track all the letters. 
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Proposal for Internal Audit Services1 

Format No: A/2 

Overview: 
<Write a brief overview about the company you are giving a proposal> 

<Write a brief overview about the Industry Segment to which the client belongs> 

<Write briefly about the general challenges faced by the Industry> 

<Write briefly about how Internal Audit can help eliminate them> 

<Write briefly about your organization’s capabilities in providing Internal Audit Services> 

<Write briefly about the contents of this proposal> 

Scope and Objective: 
The objectives for the internal audit are as under: 

 Evaluate the business processes to ensure that they are aligned to the business objectives. 

 Evaluate the compliance to both the internal policies and procedures of the company and 
external regulations to the extent applicable to the following key processes. 

 Evaluate the effectiveness and efficiency of the identified processes and related internal 
controls. 

 Evaluate the accuracy of accounting information systems supporting the process. 

 Evaluate progressively the risks relating to the business management covering information 
technology and general process 

Scope of work / Areas to be covered as part of Internal Audit: 

The scope shall be covering the transactions for the period <Month, Year> to <Month, Year> 

Management Process 

 Process 12 

 Process 2 

Marketing 

 Process 1 

 Process 2 

                                                 
1 Proposal may be printed on the letter head of the organization or a simple A4 Size Sheet. 
2 You may also add a list of risks that shall be looked into in the process. 
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Contract/Project Management 

 Process 1 

 Process 2 

Client Relationship Management 

 Process 1 

 Process 2 

HR Process 

 Process 1 

 Process 2 

Finance and Accounts 

 Process 1 

 Process 2 

Administration and Logistics 

 Process 1 

 Process 2 

Information Technology 

 Process 1 

 Process 2 

The depth and sample size under the above business processes will be decided based on Risk 
assessment, where incase the Risk level is high, the area shall be analyzed in depth and the 
sample size shall also accordingly increase.  The coverage shall be based on significant risks 
identified in the area of concentration.  The methodology adopted for internal audit deliveries is 
separately given in this proposal.  

Methodology and Deliverables3 

We have structured methodology starts from mapping the corporate vision to audit deliveries 
and value-add.  The following chart displays the steps generally followed by us in an Internal 
Audit Outsourcing Service.  

 

                                                 
3 Each firm may have its own methodology / format of deliverables.  This is model only. 
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The following are the benefits for the organization from outsourcing: 

• Global best methodology for handling Internal Audits 

• Relevant business / process / internal audit expertise and access to best practices 

• Structured deliveries with performance indicators and terms of delivery 

• Saving costs and efforts for the organization and help management concentrate on core 
competency 

Our strong methodology also includes taking the input of the top management, process 
management and audit management to design a solution that means value addition.  Our 
deliverable will give a road map to make the necessary process improvements that gives a big 
seat for practicality of implementation of recommendations. 

Pre Audit Opening 

• General Process Understanding 

• Data Analysis and Summary Preparation 

• Planning of Audit 

Detailed Walk Through 

• Detailed Walk Through  

• Documentation of Walk Through Results 

Risks, Checklists, Audit Programme 

• Listing of Risks and Audit Programme (Checklists) 

• Generation of Exceptions through Analytics 

• Planning of Audit Programme Delivery 

• Execution of Audit Programme 

• Compilation of Observations and Draft Reporting 

• Quality Check of adequacy of Evidences and Work Paper Linking 

• Supervisory Review and Confirmation 

Report Compilation 

• Preparation of Audit Report 

• Circulation of the Draft Report for Management Comments 

• Collection of Management Comments 

Exit Meeting 

• Fixing of the Meeting Time 

• Presentation and Action Plan Preparation 

• Updation of the Action Plan into the Draft Report 
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Report Issue 

• Final Official Report Issue as per Standards on Internal Audit (SIAs) Issued by the ICAI 

• Audit Committee Presentation (Where Applicable) 

• Audit Feedback Collection 

Each Audit Report shall contain the following information:4 

• Executive summary 

• High, Medium, Low Risk Areas classified separately 

• Detailed audit observations, covering Risks, Impact, Recommendations, Auditee Comments, 
Annexures of evidences  

• Audit Implementation Action Plans with time lines and responsibility shall be updated after 
management discussion. 

• Presentation to management and Audit Committee   

The Audit shall be conducted as per the Standard on Internal Audit (SIA) 4 for Reporting 
released by ICAI.   

Team, Schedule and Professional Fees: 

Based on the Information provided to us with regard to the infrastructure and statistics, we 
estimate the following: 

 

Sl 
No Particulars / Name of the Resource5 

No of man 
days / man 

months 
Qualifications 

1 Partner    

2 Senior Manager    

3 Senior Associates / Consultants   

4 Associates / Consultants   

5 Junior Associates / Consultants   

 Total Time   

Taking the above deployments into account, the fee for the assignment is estimated as Rs. 
XXXXXXX/- excluding applicable service taxes.  Incase there is any travel incidental to the 
delivery of the project we shall adhere to internal policies and shall be reimbursed on actual.6     

                                                 
4 Incase you would like to expand the deliverables, it can be done.  Sometimes clients would like to know what is the 
format of deliverable, in such cases, an annexure may be added. 
5 A detailed resource list may be given where necessary. 
6 It is always good practice to add commentary about service tax and out of pocket expenses (OPEs) applicability / 
inclusion. 
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Resources Required 

• An audit room will be set up having the sufficient no. of Table and chairs along with White 
board for meeting and discussion. 

• Access to all the data, record, employees required for the effective performance of internal 
audit. 

• Computers with access to company ERP, email and other systems with printing facility with 
adequate stationary. 

Project Coordination: 

We understand the importance of a project coordinator over the period of the assignment.  The 
team shall be interacting with the process owners through the project coordinator.   

About XYZ & Co 

<Write about your organization, history, locations, its team members, no of man years of 
experience totally, specific points about your organization’s capabilities etc.,> 

<Write a list of services your firm offers apart from internal audits> 

<Give a list of clients and work experiences where applicable>7 

 
8 

 

 

                                                 
7 Logos of clients may be given, whereas prior permission of clients may be necessary.   
8 Some firms also add confidentiality clause / non-compete clause in the proposal itself.   
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Engagement Letter 

Format No: A/3 
<on the letter head> 

Date: <DD MMM YYYY>, 

<City>. 

 

To 

Mr./Mrs. <Name of the Client Representative>, 

<Designation>, 

<Name of the Company>, 

<City>. 

 

Dear Sir, 

Sub: Internal Audit Engagement Letter 

 

With regards to the discussions we had on DD/MM/YYYY and in continuation with the proposal 
given on DD/MM/YYYY, please find the Engagement Letter for the Internal Audit Assignment 
with the following Scope, Objective and Timelines: 

Scope and Objective:1 
The objectives for the internal audit are as under: 

 Evaluate the business processes to ensure that they are aligned to the business objectives. 

 Evaluate the compliance to both the internal policies and procedures of the company and 
external regulations to the extent applicable to the following key processes. 

 Evaluate the effectiveness and efficiency of the identified processes and related internal 
controls. 

 Evaluate the accuracy of accounting information systems supporting the process. 

 Evaluate progressively the risks relating to the business management covering information 
technology and general process 

 
                                                 
1 Specific objectives of client may be elaborated here.   
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Scope of work / Areas to be covered as part of Internal Audit: 
The scope shall be covering the transactions for the period <Month, Year> to <Month, Year> 

Management Process 

 Process 1 

 Process 2 

Marketing 

 Process 1 

 Process 2 

Contract/Project Management 

 Process 1 

 Process 2 

Client Relationship Management 

 Process 1 

 Process 2 

HR Process 

 Process 1 

 Process 2 

Finance and Accounts 

 Process 1 

 Process 2 

Administration and Logistics 

 Process 1 

 Process 2 

Information Technology 

 Process 1 

 Process 2 

The depth and sample size under the above business processes will be decided based on Risk 
assessment, where incase the Risk level is high, the area shall be analyzed in depth and the 
sample size shall also accordingly increase.  The coverage shall be based on significant risks 
identified in the area of concentration.  The methodology adopted for internal audit deliveries is 
separately given in this proposal.  
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Methodology and Deliverables2 
We have structured methodology starts from mapping the corporate vision to audit deliveries 
and value-add.  The following chart displays the steps generally followed by us in an Internal 
Audit Outsourcing Service.  

 

The following are the benefits for the organization from outsourcing: 

• Global best methodology for handling Internal Audits 

• Relevant business / process / internal audit expertise and access to best practices 

• Structured deliveries with performance indicators and terms of delivery 

• Saving costs and efforts for the organization and help management concentrate on core 
competency 

Our strong methodology also includes taking the input of the top management, process 
management and audit management to design a solution that means value addition.  Our 
deliverable will give a road map to make the necessary process improvements that gives a big 
seat for practicality of implementation of recommendations. 

Pre Audit Opening 

• General Process Understanding 

• Data Analysis and Summary Preparation 

• Planning of Audit 

Detailed Walk Through 

• Detailed Walk Through  

• Documentation of Walk Through Results 

Risks, Checklists, Audit Programme 

• Listing of Risks and Audit Programme (Checklists) 

• Generation of Exceptions through Analytics 

• Planning of Audit Programme Delivery 

• Execution of Audit Programme 

                                                 
2 Some clients may not want a detailed methodology to be given in the engagement letter. 
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• Compilation of Observations and Draft Reporting 

• Quality Check of adequacy of Evidences and Work Paper Linking 

• Supervisory Review and Confirmation 

Report Compilation 

• Preparation of Audit Report 

• Circulation of the Draft Report for Management Comments 

• Collection of Management Comments 

Exit Meeting 

• Fixing of the Meeting Time 

• Presentation and Action Plan Preparation 

• Updation of the Action Plan into the Draft Report 

Report Issue 

• Final Official Report Issue as per Standards on Internal Audit (SIAs) Issued by the ICAI 

• Audit Committee Presentation (Where Applicable) 

• Audit Feedback Collection 

Each Audit Report shall contain the following information: 
• Executive summary 

• High, Medium, Low Risk Areas classified separately 

• Detailed audit observations, covering Risks, Impact, Recommendations, Auditee Comments, 
Annexures of evidences  

• Audit Implementation Action Plans with time lines and responsibility shall be updated after 
management discussion. 

• Presentation to management and Audit Committee   

Team, Schedule and Professional Fees: 
Based on the Information provided to us with regard to the infrastructure and statistics, we 
estimate the following: 

Sl 
No Particulars / Name of the Resource No of man days / 

man months Qualifications 

1 Partner    
2 Senior Manager    
3 Senior Associates / Consultants   
4 Associates / Consultants   
5 Junior Associates / Consultants   
 Total Time   
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3Taking the above deployments into account, the fee for the assignment is estimated as Rs. 
XXXXXXX/- excluding applicable service taxes.  Incase there is any travel incidental to the 
delivery of the project we shall adhere to internal policies and shall be reimbursed on actual.     

Resources Required 
• An audit room will be set up having the sufficient no. of Table and chairs along with White 

board for meeting and discussion. 

• Access to all the data, record, employees required for the effective performance of internal 
audit. 

• Computers with access to company ERP, email and other systems with printing facility with 
adequate stationary. 

Project Coordination: 
We understand the importance of a project coordinator over the period of the assignment.  The 
team shall be interacting with the process owners through the project coordinator.  It is the duty 
of the Project Coordinator to organize the information and time of the process owners.  Any 
delay due to coordinator or process owner shall not be the responsibility of the Internal Audit 
Service Provider.    

Confidentiality Clause: 
We shall maintain confidential all the information collected as part of the engagement and shall 
not disclose them unless until necessary as per the regulations of the land of assignment.  
Incase of need to disclose the information, we shall take the permission of the client coordinator 
before disclosing.   

Termination Clause: 
The assignment can be terminated by either parties by giving a notice in advance of atleast 1 
month.  Thereafter the information / documentation collected shall be returned back to the client.   

4Incase of negligence, quality standards compromise, and willful default, the client shall have 
the right to be indemnified for all the costs till the date of termination. 

 

 

 

 

 

 

                                                 
3 Some clients may be interested to add a detailed Gantt chart of the project. 
4 Some clients may also be interested to add a Quality Assurance Clause. 
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Signing of the Contract: 
 

 For XYZ & Co.,5 

 

 

XYZ, 

Partner 

 

On behalf of Client 

 

For <Name of the Client> 

 

 

<Name of the Authorized Representative> 

<Designation> 

 

                                                 
5 Please ensure that the seal is put on the Contract.  The engagement letter shall be made in two copies, one for 
each party.  
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Scope and Objective Statement 

Format No: A/4  

 

Assignment No Assignment Name 

Engagement Manager 

Company Name  

Objective of the Assignment1 
a. 

b. 

c. 

d. 

Scope of the Assignment2 
a. 

b. 

c. 

d. 
3 

 

                                                 
1 Please define in as much detail as possible the objectives for which the assignment is being handled.  Objective is 
the element, one is trying to achieve at the end of the project.  It is very important that the objectives are defined as 
clearly as possible to eliminate ambiguity. 
2 Define the areas of coverage, it may be in period / departments / divisions / business processes / locations / units 
etc.,  The scope should be linked to objectives. 
3 It is recommended to do as much brainstorming as possible to define this document at the planning stage. 
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Organization Background 

Format No: A/5  

 

Assignment No Assignment Name 

Engagement Manager 

Company Name  

General Business Understanding 

Overview of Business 

 

 

 

 

 

Overview of Industry Segment1 

 

 

 

 

 

Specific Risks faced by Industry Segment 

 

 

 

 

 

 

                                                 
1 Use Internet search engines, industry publications, websites, research reports. 
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Important Statistics (Financial, Manpower etc.) Collected2 

 

 

 

 

 

Organization Structure and Decision Hierarchy3 

 

 

 

 

 

Business Goals, Objectives 

 

 

 

 

 

Description about the Business Systems, IT Infrastructure4 

 

 

                                                 
2 Obtain important performance statistics which shall help understand organization’s current state of affairs. 
3 Please give annexure where necessary. You may use MS-Visio or MS-Excel to prepare organization structures. 
4 Detail about the systems and procedures currently in place.  Also capture the level of standardization in the 
organization ie. Existence of Standard Operating Procedures, Policies etc.,   
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Industry Research 

Format No: A/6  

 

Assignment No Assignment Name 

Engagement Manager 

Company Name  

The objective of this document is to identify the industry practices / competitor practices so as to 
enable the organization under to benchmark itself.1 

List of Competitors and availability of Information with regards to financials, 
processes etc. 

 

 

 

 

List of Best Practices Adopted by Industry 

 

Sl No Area / Best Practice Source Name of the Company 

    

    

    

    

    

    

 

 

                                                 
1 The strength of this document projects you as an industry resource to the clients. 
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Key Performance Indicators of Various Business Processes in Industry 

 

Sl No Performance Indicator Business / 
Business Process Source Name of the Company 

     

     

     

     

     

     

 

 

 

Names of Industry Publications, Associations, Websites, Industry 
Consultants, Specialists 
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List of Files and Contents 

Format No: A/7  

 
Assignment No Assignment Name 

Engagement Manager 

Company Name  

 

Sl No Contents of the Files 
A Name of the File: Client Master File (Project wise divider) 

1 Proposal Copy 

2 Engagement Letter, Purchase Order, Service Order, Appointment Order 

3 Client Strategic Communications 

4 Invoices, Cheque Receipts, OPE Claims 

5 Any other relevant information 

B Name of the File: Assignment File (Phase of Assignment 
wise divider)1 

1 Scope, Objective Document 

2 Organization Background 

3 Industry Research 

4 Minutes of Various Meetings 

5 Work Papers 

6 Risks Listing and Audit Programme with completed work papers 

7 Draft Audit Report 

8 Management Exit Meet Minutes 

9 Final Report and Presentation2 

10 Implementation Status Updates 

11 Quality Audit Checklist 

12 Documents Collected from the Client for Audit purposes3 

13 Feedback Form 

14 Overall Closure Checklist 

                                                 
1 Open multiple files if one file is not adequate. 
2 It is a good practice to show links between the observations in the final report to the work papers evidencing them.   
3 If the data collected is in bulk form, it may be written on a CD and filed. 
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PART – B 

 

 

 

 

 

 

 

Internal Audit Project 
Management 
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Overall Planning 

Format No: B/1 
 

Assignment No Assignment Name 

Engagement Manager 

Company Name  

Team Identification for the Engagement: 

Sl.no Type of Competency Required Period for Which 
Required 

Name of Person 
Selected 

    

    

    

    

Project Costing: 
Sl.no Expenditure type Planned 

1 Man month Costing  

2 Other Direct Costing  

3 Administrative Costs  

 Total  

 Amount Billed  

 Profitability  

 % age of Profitability  

Detailed Planning 
Sl. No Form Name Planned Date Auditor 

1 Opening Meeting   

2 Scope and Objective of the Assignment   

3 Assignment Scheduling   
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Sl. No Form Name Planned Date Auditor 

4 Planning   

4.1 General Process Understanding   

4.2 Data Analysis   

4.3 Walk Through   

4.4 Documentation of Walk Through   

4.6 Risks and Audit Programme Generation   

4.7 Field Work Scheduling   

5 Field Work   

5.1 Field Work Execution   

5.2 Draft Report Generation and Circulation   

6 Exit Meeting   

6.1 Draft Report with management comments   

7 Final Report Issue   

7.1 Structured Reporting   

7.2 Presentation of Finding   

8 Follow up and Implementation   

8.1 Follow Up Check list   

9 General Administrative Closures   

9.1 Invoice Generation   

9.2 Out of Pocket Expenses Collection   

9.4 Client Feedback   

9.5 Opportunity for future Businesses   

9.6 Knowledge Base Updation   

10 Quality Audit    

10.1 Quality Review Report and Action 
Statement 

  

10.2 File Closure   

Any Other Remarks 
 
 
Manager                                  Partner 



Pre – Audit Opening 

2.1 Opening Meeting Control Statement 

Format No: B/2.1  
 

Assignment No Assignment Name 

Engagement Manager 
Company Name  

 

Date of Meeting  Department  
Participants from Auditees Participants from Internal Audit Team 
Name Designation Name Designation 
    

    

    

    

 

Sl No Steps of Opening Meet Handled by Documentation 
1 Introduce the Internal Audit members to the 

Auditees and explain about the objectives 
and methodology of the Audit 

  

2 Explain about the time schedule of the 
project and the names of persons from the 
Auditee end to coordinate 

  

3 Understand specific objectives of the 
Auditees and the business goals etc., 

  

4 Understand the specific performance 
indicators used to measure in the area under 
Audit 

  

5 Get a general understanding of the business 
process, ERP etc.  

  

6 Collect various operating procedures, 
policies  

  

7 (Reffer footnote)   

Any further specific questions may be raised apart from generic. Whereas, the objective of the meet is to give a very 
high level understanding on the audit. 
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2.2 General Process Understanding 

Format No: B/2.2  
 

Assignment No Assignment Name 
 Engagement Manager 

Company Name  

 

Name of the 
Process1 

 Major Process 
Name 

 

Process Owner  Division  Location  

Date of Process 
Analysis 

 No of 
Employees 

 System ERP / Manual 

Process Objectives 
 
 
 

Process – Performance Measures 

Process Map2 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
1 Document only the most important processes which relate to our audit objectives.   
2 Process Maps can also be done using MS-Visio, Excel.  Whereas, MS-Word may be most frequently used tool. 
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Type of Boxes for Process Mapping34 
 
 
 
 
 

 

                                                 
3 We recommend basic flow charting techniques for process flow.  You may also use advanced techniques where 
necessary. 
4 Process flow should be signed off with the process owners. 

Process / 
Activity / 

Action Box 
Decision 

Box 

Filing, 
Document, 
Form etc., 

Process 
Gap 

Indicator 
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Detailed Walk Throughs 

3.1 Selection of Samples1 
 

Format No: B/3.1  
 

Assignment No Assignment Name 
 
 

Engagement 
Manager 

Company Name  
 

Mechanism for Selection of Sample: 
 

Sl No Area of Verification Type of Sampling 
Technique to be used 

1 To verify a process of very high concern with significant 
materiality and impact on the bottom line of the 
organization 

100% Verification 

2 To verify a process in an ERP for the purpose of 
controls built inside the system (Automated Controls) 

1 Sample 

3 To verify a process not inside the ERP involving 
verification of a manual control and the objective is to 
get confidence on the entire population 

Random Sampling2 

4 To verify a process and understand the controls are 
working adequately only incase of significant value 
transactions 

Random Sampling of 
transactions above 
threshold limit 

5 To verify the controls in a specific attribute of 
transactions viz., of an individual, location, unit, time 
zone etc., 

Random Sampling of 
transaction satisfying the 
attribute 

 
Samples Selected and Result Documentation 
 

Sl 
No 

Process to be verified 
and Objective to be 
achieved 

Type of 
Sampling 
Adopted 

No of 
Samples 
Selected3 

Result of 
Verification4 

Conclusi
ons  

      
      

                                                 
1 Incase of usage of an Audit Tool viz., ACL, IDEA generally 100% transactions can be verified for exceptions study. 
2 Seed technique may be used for random sample pick up.  All the transactions should have equal probability of 
being picked up.  Random number generator may be used for selection to avoid bias. 
3 Attach a list of samples selected and the result of verification as an annexure. 
4 Incase of high critical observations to be made, and the result is negative, you may confirm the conclusion by 
picking up further more sample. 



D
et

ai
le

d 
W

al
k 

Th
ro

ug
h 

  
33

3.
2 

W
al

k 
Th

ro
ug

h 
Tr

ac
ki

ng
5   6  

 
Fo

rm
at

 N
o:

 B
/3

.2
 

 
A

ss
ig

nm
en

t N
o 

A
ss

ig
nm

en
t N

am
e 

  
E

ng
ag

em
en

t M
an

ag
er

 

C
om

pa
ny

 N
am

e 
 

 

Sl
 N

o 
Sa

m
pl

e 
Tr

an
sa

ct
io

n 
C

on
tr

ol
 1

 
C

on
tr

ol
 2

 
C

on
tr

ol
 3

 
C

on
tr

ol
 4

 
C

on
tr

ol
 5

 
C

on
tr

ol
 6

 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

    
   

   
   

   
   

   
   

   
   

   
   

   
   

   
   

 
5  T

hi
s 

do
cu

m
en

t s
ho

ul
d 

be
 u

se
d 

to
 tr

ac
k 

th
e 

w
al

k 
th

ro
ug

h 
/ v

er
ifi

ca
tio

n 
on

 th
e 

sa
m

pl
es

 s
el

ec
te

d 
fo

r s
tu

dy
. 

6  T
hi

s 
do

cu
m

en
t m

ay
 b

e 
us

ed
 a

t t
he

 ti
m

e 
of

 p
la

nn
in

g 
or

 a
t t

he
 ti

m
e 

of
 fi

el
d 

w
or

k.
 

33

Detailed Walk Through 



Manual on Internal Audit  

 34

3.3 Documentation of Walk Through7 
 

Format No: B/3.3  
 

Assignment No Assignment Name 

 Engagement Manager 

Company Name  
 

Process 1: 8 
 

Sl 
No 

Sub 
Pro-
cess 

Area Comments Form / Format 

Objective   

Critical Control Description   

ERP / Application Used   

Maker   

Authorizer   

Report Generated   

Input   

Output   

Operating Procedures   

  

Policies   

Objective   

Critical Control Description   

ERP / Application Used   

Maker   

Authorizer   

Report Generated   

Input   

Output   

Operating Procedures   

  

Policies   

                                                 
7 It is not mandatory to document the processes always in the format given above, whereas once documented, it 
increases the clarity of the auditor on the business process and hence mistakes at the time of report are significantly 
reduced. 
8 Process – Sub Process can be as detailed as possible till it identifies an auditable area with clarity. 
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Sl 
No 

Sub 
Pro-
cess 

Area Comments Form / Format 

Objective   

Critical Control Description   

ERP / Application Used   

Maker   

Authorizer   

Report Generated   

Input   

Output   

Operating Procedures   

  

Policies   

Process 2:  

Sl 
No 

Sub 
Pro-
cess 

Area Comments Form / 
Format  

Objective   

Critical Control Description   

ERP / Application Used   

Maker   

Authorizer   

Report Generated   

Input   

Output   

Operating Procedures   

  

Policies   

Objective   

Critical Control Description   

ERP / Application Used   

Maker   

Authorizer   

Report Generated   

  

Input   
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Output   

Operating Procedures   

Policies   

Objective   

Critical Control Description   

ERP / Application Used   

Maker   

Authorizer   

Report Generated   

Input   

Output   

Operating Procedures   

  

Policies   
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4.4 Quality Checklist of Evidence Collection 
 

Format No: B/4.4.  
 

Assignment No Assignment Name 
 Engagement Manager 

Company Name  

 

Obs 
No 

Observation 
Brief 

Work 
Papers 

Collected 
Accurate8 Relevant9 Complete10 Annexure 

 Area:      

       

       

       

       

       

 Area:      

       

       

       

       

       

 Area:      

       

       

       

       

       

 
 
Prepared by                                     Check by 

                                                 
8 Accuracy – Evidence accurately confirms the observation without ambiguity. 
9 Relevant – Evidence is relevant and relates to the observation.  Irrelevant evidence may result in the observation 
being disputed. 
10 Complete – All the supporting, calculations necessary to confirm the observation are provided.  The evidence 
should not be incomplete.  Incomplete evidence is sometimes as good as no evidence. 



 
Report Compilation 

 
5.1 Draft Audit Report 
 

Format No: B/5.1.  

Title and Date of the Audit Report 

Addressed to: <Name and Designation of the Person Addressed to > 

Report Distribution List: 

a.  

b.  

c.  

d.  

e.  

<Mention that the report is not intended to anyone other than included in the distribution list> 

Introduction: 

<Give a brief overview about the functions / processes audited> 

<Give a statement of responsibility of the management of the organization and Internal Audit in 
the organization> 
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5.2 Covering Letter for Draft Report – By email / letter 
head 

Format No: B/5.2.  
Date: <DD MMM YYYY>, 

<City>. 

To 

Mr./Mrs. <Name of the Process Owner>, 

<Designation>, <Department> 

 

Dear Sir, 

Sub: Circulation of Draft Report for Management Comments 

With regard to the Internal Audit Engagement captioned – “<Name of the Engagement>” 
assigned to us, we have completed the field work of the engagement and have firmed up the 
“Draft Report” and is being circulated to you for your comments.  The process from now 
onwards shall be as under: 

a. The process owners shall go through the observations and give their comments in the 
designated zone provided against each observation.  

b. A copy of email is also sent to your official id.   

c. The documents shall be returned to us by DD/MMM/YYYY either by an email or printed 
copy. 

d. Incase you need our team member to explain you the observation, you can contact Mr. 
XYZ, (Mob No: XXXXXXX) for the same.   

We look forward for your dates availability for holding Exit Meeting for this engagement.  We 
look forward for your response in this regards. 

 

Warm Regards, 

For XYZ & Co., 

 

YZ, 

Manager / Partner 
 
5.3 Collection of Management Comments 

(Refer to Format No – B/5.1) 



 
Exit Meeting 

6.1 Fixing of the Meeting Time  
(Refer to Format No – B/5.2) 

6.2 Presentation and Action Plan Preparation  

Format No: B/6.2A.  
 

Assignment No Assignment Name 
 
 Engagement Manager 

Company Name  

Observation-wise Discussion 
Obs 
No. Observation Details Status Management Comments 

  Dropped / 
Retained 

 

    

    

    

    

    

Action Plan Statement 

Sl 
No Action Plan Statement Ref of 

Observation Responsibility Dead 
Line Remarks 

            

            

            
 
Signature of the Process Owner1              Signature of the Auditor 
 
 
                                                 
1 It is important to take the signature of the Process Owner as it shall act as an evidence and the Process owner does 
not disclaim 
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Format No: B/6.2B.  

 
XYZ & Co., <Client Logo>

Internal Audit Report

Presentation

<Name of the Company>

<Location>

<Date of Presentation>

Format:B/6.2

 
 

XYZ & Co., <Client Logo>Contents of the Presentation

1. Overview …………………………………………………………………<Page No>

2. Detailed Observations ……………………………….……...……………<Page No>

3. Action Plan for Implementation ………………………………..…….….<Page No>
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XYZ & Co., <Client Logo>

Overview

 
 
 

XYZ & Co., <Client Logo>Overview

<Give engagement details>

<Give detailed Scope & Objective of the Engagement>

<Timelines & Delivery Dates>
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XYZ & Co., <Client Logo>Most Important Observations

1. Observation 1:                                               (Reference)       

Impact:                                                         Value: 

2. Observation 1:                                               (Reference)       

Impact:                                                         Value: 

3. Observation 1:                                               (Reference)       

Impact:                                                         Value: 

4. Observation 1:                                               (Reference)       

Impact:                                                         Value: 

5. Observation 1:                                               (Reference)       

Impact:                                                         Value: 

 
 
 

XYZ & Co., <Client Logo>

Detailed Audit 
Observations

Area 1 Area 2 Area 3 Area 4 Area 5
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XYZ & Co., <Client Logo>

Detailed Audit 
Observations

Area 1 Area 2 Area 3 Area 4 Area 5

 
 
 

XYZ & Co., <Client Logo>Detailed Audit Observations

<Comments from the Auditee
– as it is>
<Date by which the 
implementation shall be 
completed>
<Name of the Person 
Responsible>

<How to rectify the existing 
condition, transaction>
<How to rectify the system so as 
to avoid repeat of a similar 
situation>
<Details of how change should 
be brought in>

Risk Level: High / 
Medium / Low
<Value of the Risk>
<Give Annexure for break 
up of evidences / 
Calculations etc.>

<What should be>
<What is currently 
practiced>
<The problem definition>
<Root cause of the 
problem>

Management CommentsRecommendationRisk Level & ImpactObservation

1.1. Observation Heading

Annexure
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XYZ & Co., <Client Logo>

Detailed Audit 
Observations

Area 1 Area 2 Area 3 Area 4 Area 5

 
 
 
XYZ & Co., <Client Logo>Detailed Audit Observations

<Comments from the Auditee
– as it is>
<Date by which the 
implementation shall be 
completed>
<Name of the Person 
Responsible>

<How to rectify the existing 
condition, transaction>
<How to rectify the system so as 
to avoid repeat of a similar 
situation>
<Details of how change should 
be brought in>

Risk Level: High / 
Medium / Low
<Value of the Risk>
<Give Annexure for break 
up of evidences / 
Calculations etc.>

<What should be>
<What is currently 
practiced>
<The problem definition>
<Root cause of the 
problem>

Management CommentsRecommendationRisk Level & ImpactObservation

2.1. Observation Heading

Annexure
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XYZ & Co., <Client Logo>

Action Plan

 
 

XYZ & Co., <Client Logo>Action Plan Statement

RemarksDead LineResponsibilityRef of 
ObservationAction Plan StatementSl No

 
 

6.2 Updation of the Action Plan into the Draft Report 
(Refer to Format No – B/5.1) 

 



Report Issue  

7.1 Final Report Release Checklist 
 

Format No: B/7.1  
 

Assignment No Assignment Name 
 Engagement Manager 

Company Name  

 

Sl. 
No Checklist Status Remarks 

1 
Whether there is an Executive Summary 
written with summary of high risk 
observations for a top management view 

  

2 
Whether Objective and Scope 
Document is given and relates to the 
Engagement Letter 

  

3 
Whether the Language used in the 
Reports are positive, affirmative and 
objective 

  

4 
Whether the language is easily 
understandable to a general person and 
jargon free 

  

5 

Whether there are no comments which 
are in an attacking tone and adequate 
care is taken to keep them free of 
abuses    

  

6 

Whether there is adequate numbering 
system followed and there is a table of 
contents referring to the report and 
observations 

  

7 
Whether all the observations are 
supported by evidences and are not 
ambiguous  

  

8 

Are there any trend, performance 
information which may be represented 
using Graphs 
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Sl. 
No Checklist Status Remarks 

9 
Is caution taken in usage of logos of the 
clients with adequate written 
permissions 

  

10 

Is the formatting of the report done using 
your standardized formats signed of with 
the client.  Please give extra check on 
headers, footers, first page, annexure 
etc.,  

  

11 
Check the valuation of Risk levels is  as 
per the methodology / score matrix 
signed off with the client 

  

12 All the observations are linked / mapped 
to the evidences 

  

13 

Ensure that the Audit Report adheres to 
the Standard of Internal Audit (SIA) 4 for 
Reporting issued by Institute of 
Chartered Accountants of India. (ICAI) 

  

14    

15    

 
 
 
Team Leader       Engagement Manager 
 
 
 
Partner 
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7.2 Audit Committee Presentation (Where Applicable)  
 

Format No: B/7.2  
 

XYZ & Co., <Client Logo>

Quarterly Report

Audit Committee Presentation

<Name of the Company>

<Location>

<Quarter No / Date>

Format:B/6.2

 
 

XYZ & Co., <Client Logo>
Contents of the Presentation

1. Plan vis-à-vis Actual………………………………………………………<Page No>

2. Quarterly Critical Audit Observations……………….……...……………<Page No>

3. Old Pending Audit Observations ………………………………..…….….<Page No>
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XYZ & Co., <Client Logo>

Plan vis-à-vis Actual

 
XYZ & Co., <Client Logo>Plan vis-à-vis Actual

Week 1 Week 2 Week 3 Week 4 Week 1 Week 2 Week 3 Week 4 Week 1 Week 2 Week 3 Week 4

Area 1
Audit 1

Audit 2

Audit 3
Area 2
Audit 1

Audit 2

Audit 3
Area 3
Audit 1

Audit 2

Audit 3
Area 4
Audit 1

Audit 2

Audit 3
Area 5
Audit 1

Audit 2

Audit 3

Month 1 Month 2 Month 3Details

Status of Plan vis-à-vis Actual Report of various projects planned during the quarter
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XYZ & Co., <Client Logo>Plan vis-à-vis Actual

Not Started

Delayed

RemarksReasonStatusAudit NameAudit 
No

 
 

XYZ & Co., <Client Logo>

Quarterly Audits –
Critical Observations 

Presentation
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XYZ & Co., <Client Logo>

Low 
Risk

Mediu
m Risk

High 
Risk

No of Observations

Name of AuditAudit 
No

Statistics of Audit Observations

 
 

XYZ & Co., <Client Logo>High Risk / High Critical Observations

Audit No Audit Name

Observation Management 
CommentsRisk / Impact

Audit No Audit Name

Observation Management 
CommentsRisk / Impact
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XYZ & Co., <Client Logo>High Risk / High Critical Observations

Audit No Audit Name

Observation Management 
CommentsRisk / Impact

Audit No Audit Name

Observation Management 
CommentsRisk / Impact

 
 
 

XYZ & Co., <Client Logo>

Status of Closures of 
Old Observations
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XYZ & Co., <Client Logo>

Status
Status of 

Implementation & 
Remarks

ImpactObservationQuarterAudit 
No

Status of Old Pending Observations

 
 

XYZ & Co., <Client Logo>

StatusSupporting 
DocumentResponseAreaQueryQuarter 

No

Queries Raised by Audit Committee
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XYZ & Co., <Client Logo>

Week 1 Week 2 Week 3 Week 4 Week 1 Week 2 Week 3 Week 4 Week 1 Week 2 Week 3 Week 4

Area 1
Audit 1

Audit 2

Audit 3
Area 2
Audit 1

Audit 2

Audit 3
Area 3
Audit 1

Audit 2

Audit 3
Area 4
Audit 1

Audit 2

Audit 3
Area 5
Audit 1

Audit 2

Audit 3

Details Month 1 Month 2 Month 3

Plan for Next Quarter

 
XYZ & Co., <Client Logo>Important Performance Measures of Internal Audit

Last QuarterAchievementStandardMeasureSl
No
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7.3 Audit Feedback Collection  
 

Format No: B/7.3  
 

Assignment No Assignment Name 
 Engagement In-charge 

Company Name  

 

a. How do you find the methodology adopted by us in delivering the assignment 

Excellent Very Good Good Average Poor 

Additional Comments: 
 
 

 

b. How do you rate the knowledge levels of out team members in delivering the assignment 

Excellent Very Good Good Average Poor 

Additional Comments: 
 
 

 

c. How do you find the report content and presentation and the general visuals 

Excellent Very Good Good Average Poor 

Additional Comments: 
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d. How do you rate the overall team performance  

Excellent Very Good Good Average Poor 

Additional Comments: 
 
 
 

 

e. How do you rate the time schedules adherence and general project management of the our 
Team 

Excellent Very Good Good Average Poor 

Additional Comments: 
 
 
 

f. How do you rate the client communication levels 

Excellent Very Good Good Average Poor 

Additional Comments: 
 
 
 

 

Overall rating about us 

Excellent Very Good Good Average Poor 

Additional Comments: 
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Additional Comments (Any other): 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Client Coordinator 
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B. Quality Audit Action Plan Statement 
 

Format No: B/8.1B 
 

Assignment No Assignment Name 

 Engagement In-charge 

Company Name  

Name of the Quality 
Auditor 

 

 
Sl. 
No 

Non Conformities 
Identified 

Improvements Responsibility Future Action 
Plan 

1  

 

 

 

   

2  

 

 

 

   

3  

 

 

 

 

   

4  
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8.2 Knowledge Bank Updation 
 

Format No: B/8.2  
 

Assignment No Assignment Name 

 Engagement In-charge 

Company Name  

 

Sl.no Particulars Updation 
Status 

Work 
Paper 

Reference 

Acted on 
and By 

1 Please make a separate statement listing 
the major industry segment value adds 
learnt during the assignment delivery 

   

2 Key Performance Indicators / Best 
Practices identified during the assignment 
attached as a separate statement  

   

3 Updation of the credentials statement with 
brief description of the assignment 

   

4 Updation of team level credentials with brief 
description of the assignment 

   

5 Updation of website incase of any 
innovation 

   

6     

7     

8     
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Close Outs 

C.1 Invoice Format 

Format No: C/1 
 
<On Your Letter Head / Pre Printed Form> 
 
 
Date: <DD MMM YYYY>, 
<City>. 
 
To 
Mr./Mrs. <Name of the Client Representative>, 
<Designation>, 
<Name of the Company>, 
<City>. 
 
Invoice No: 
Service Tax Registration No: 
PAN: 
TAN: 
 

Invoice 
 

S. No. Particulars Amount (Rs.) 

1. 
 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
Add: Service Tax @ 10% 
 
 
 
Excluding OPEs as per the annexure  

Total 
 

(Rupees …………………………………………………………………… only) 
 
 

For XYZ & Co.,, 
 
 

Authorized Signatory



M
an

ua
l o

n 
In

te
rn

al
 A

ud
it 

 
16

6

C
.2

 O
ut

 o
f P

oc
ke

t E
xp

en
se

s 
Tr

ac
ki

ng
 

 
Fo

rm
at

 N
o:

 C
/2

  
Tr

av
el

 E
xp

en
se

/ G
en

er
al

 E
xp

en
se

 R
e-

im
bu

rs
em

en
t S

ta
te

m
en

t 
Tr

av
el

 D
et

ai
ls

 
St

ar
t  

D
es

tin
at

io
n 

D
at

e 
C

lie
nt

 
C

od
e 

Pa
rt

ic
ul

ar
s 

Ti
ck

et
Lo

dg
- 

in
g 

B
oa

rd
-

in
g 

C
on

ve
-

ya
nc

e
C

ou
rie

r
Xe

ro
x

O
th

er
s

To
ta

l 

 
 

 
 

 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 

 
 

 
 

TO
TA

L 
 

 
 

 
 

 
 

   
 

 
 

 
 

 
 

 
 

 
 

 

Tr
ai

n 
Ti

ck
et

 S
um

m
ar

y 
 

 
 

 
 

 
To

ta
l E

xp
en

se
s 

in
cu

rr
ed

 
 

C
os

t o
f t

he
 ti

ck
et

 
  

 
 

 
 

 
 

Le
ss

: A
dv

an
ce

 T
ak

en
 

  
Le

ss
: S

pe
nt

 b
y 

C
om

pa
ny

 
  

 
 

 
 

 
 

D
ue

 F
ro

m
/T

o 
 

  
B

al
an

ce
 fr

om
 A

dv
an

ce
 

  
  

  
  

  
  

  
  

  
  

  

166

Manual on Internal Audit 



 Close Outs 
 

 167

C.3 Overall Closure Checklist 
 

Format No: C/3 
 

Assignment No Assignment Name 
 Engagement Manager 

Company Name  
 

 

Sl. 
No Form Name Planned 

Date 
Complete 

Date Signature 

1 Opening Meeting    

2 Scope and Objective of the Assignment    

3 Assignment Scheduling    

4 Planning    

4.1 General Process Understanding    

4.2 Data Analysis    

4.3 Walk Through    

4.4 Documentation of Walk Through    

4.6 Risks and Audit Programme Generation    

4.7 Field Work Scheduling    

5 Field Work    

5.1 Field Work Execution    

5.2 Draft Report Generation and Circulation    

6 Exit Meeting    

6.1 Draft Report with management comments    

7 Final Report Issue    

7.1 Structured Reporting    

7.2 Presentation of Finding    

8 Follow up and Implementation    

8.1 Follow Up Check list    

9 General Administrative Closures    

9.1 Invoice Generation    

9.2 Out of Pocket Expenses Collection    

9.4 Client Feedback    
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Sl. 
No Form Name Planned 

Date 
Complete 

Date Signature 

9.5 Opportunity for future Businesses    

9.6 Knowledge Base Updation    

10 Quality Audit     

10.1 Quality Review Report and Action 
Statement 

   

10.2 File Closure    
 
Any Comments: 
 
 
 
 
 

Major Learning from Assignment: 
 
 
 
 
 

Partner’s Comments: 
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General Annexures 

D.1 Confirmation of Meeting Format 
 

Format No: D/1 
 

Dear Sir, 

 

With regards to the Engagement “___________________________________”, we have been 
appointed, we would like to have a meeting with you to discuss the following: 

 

a.  

b.  

c.  

d.  

 

We shall be needing ________ hours to complete the discussion.  Please provide us suitable 
time for the same.   

 

Regards, 

 

XYZ 

Team, XYZ & Co., 
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D.2 Minutes of Meeting Formats  
 

Format No: D/2 
 
 

Meeting No Details of the Meeting 

 Date of Meeting 

Company Name  

Participants 

From Client From Auditor 

    

    

    

 
Important Issues Discussed: 
 
a. 
 
 
 
 
b. 
 
 
 
 
c. 
 
 
 
 
d. 
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D.3 Agenda for the Meeting 
 

Format No: D/3 
 

Meeting No 
 

Details of the Meeting 
 
 

Date of Meeting 
 

Company Name  
 

Participants 
From Client From Auditor 

    
    
    

 
Sl 
No 

Agenda of the 
Meeting 

Supporting 
Information Time Status Remarks 
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D.4 Standards on Internal Audit Issued by the Institute 
of Chartered Accountants of India 

Internal audit is an independent appraisal involving specialized application of techniques of 
auditing in accordance with the specific needs of an enterprise. The nature and scope of 
internal audit depends upon the requirements of an enterprise.  It is a systematic evaluation 
of risk management, control and governance processes particularly with reference to: 

• Safeguarding of assets 

• Compliance with laws, regulations and contracts as well as policies laid down by the 
management 

• Reliability and integrity of financial and operational information 

• Effectiveness and efficiency of operations 

• Accomplishment of objectives and goals of the organization through ethical and effective 
governance 

The Institute of Chartered Accountants of India constituted the “Committee on Internal Audit” 
on 5th February 2004. The Council, at its 282nd meeting held in November 2008, had 
renamed the Committee on Internal Audit as “Internal Audit Standards Board”. The primary 
mission of the Board is to enable its members to provide more effective and efficient value 
added services relating to internal audit to the industry and others by issuing Standards on 
Internal Audit, Guidance Notes and Industry Specific Technical Guides.  

The following definition of internal audit, as contained in the Preface to the Standards on 
Internal Audit, issued by the Institute of Chartered Accountants of India, amply reflects the 
current thinking as to what is an internal audit: 

“3. Internal audit is an independent management function, which involves a continuous 
and critical appraisal of the functioning of an entity with a view to suggest improvements 
thereto and add value to and strengthen the overall governance mechanism of the entity, 
including the entity’s strategic risk management and internal control system.” 

It is, however, pertinent to note that variations in propositions do not change the basic 
philosophy of collecting and evaluating evidence and formulating an opinion; what 
undergoes a change is the approach, the tools and the techniques used.  Internal audit is, 
therefore, an important tool in the hands of the management to help improve its decision 
making process.  The growing importance of internal audit to good governance can be 
appreciated from the spate of legal and regulatory requirements world over, directly or 
indirectly necessitating the need for internal help management to rope in the services of 
internal audit to help in improving the former’s efficiency in running an enterprise.  However, 
before discussing how internal audit can help management in that respect and the drivers of 
an efficient and effective internal audit, it is essential to understand the various stages of 
evolution of internal audit over time. 

5.4.1 Preface to Standards on Internal Audit 
The Preface to Standards on Internal Audit is an important document, which gives an insight 
into Committee on Internal Audit (presently known as Internal Audit Standards Board). It deals 
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with aspects like scope and functions of the Committee on Internal Audit, scope of Standards on 
Internal Audit and Guidance Notes on Internal Audit and their status being mandatory or 
recommendatory in nature, as also the implications in case of departures from the Standards on 
Internal Audit, the basic procedures for issuing the Standards and Guidance Note on Internal 
Audit and the date of coming into force of the particular Standard on Internal Audit. 

Preface to Standards on Internal Audit issued by the Institute of Chartered Accountants of 
India.  

5.4.2 Framework for Standards on Internal Audit 
Internal Audit Standards Board has issued the Framework for Standards on Internal Audit 
which provides a frame of reference for the internal audit standards being issued by the 
Institute. The objective of the Framework is to promote the professionalism in the internal 
audit activity. The Framework comprises of four components viz the Code of Conduct, the 
Competence Framework, the Body of Standards and the Technical Guidance.  

Framework for Standards on Internal Audit issued by the Institute of Chartered Accountants 
of India. 

5.4.3 Basic Principles Governing an Internal Audit  
Like any other profession, the profession of internal audit also is based on a certain 
fundamental principles, which constitute the life and blood of this profession.  Standard on 
Internal Audit (SIA) 2, Basic Principles Governing Internal Audit, had also been issued by 
the Institute of Chartered Accountants of India.  The purpose of this Standard on Internal 
Audit (SIA) is to establish standards and provide guidance on the general principles 
governing internal audit. This Standard explains the principles, namely, integrity, objectivity 
and independence, confidentiality, due professional care, skills and competence, work 
performed by others, documentation, planning, Evidence and reporting which governs the 
internal auditor’s professional responsibilities. These principles have been discussed in the 
following paragraphs: 

Integrity, Objectivity and Independence 
The internal auditor should be straight forward, honest and sincere in his approaching to the 
assignment, keeping free of any bias that may override/compromise his integrity and 
objectivity. The internal auditor should also be impartial and free of any interest that may be 
regarded as incompatible to integrity and objectivity and inform his supervisors of any 
personal or external factors that actually do or are likely to impede his independence and 
objectivity so that necessary remedial action may be taken. 

Confidentiality 
The internal auditor, in the course of his work, invariably comes across information that is 
confidential and/ or critical to the working of the entity.  The internal auditor should respect 
the confidentiality of such information and should not disclose the same to a third party 
without the specific authority or unless there is a legal or professional duty to do so.  The 
internal auditor should, therefore, ensure that there are adequate policies and mechanisms 
to protect the confidentiality of the information. 
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Due Professional Care, Skills and Competence 
Performance of the audit and preparation of the report require due professional care by 
persons who have adequate training, experience and competence in auditing. Development 
of audit skills may be achieved through training courses.  Much of staff development results 
from on the job training where experienced auditors assist in the training of new, less 
experienced internal staff. Each internal auditor is responsible for continuing his education 
in order to maintain his proficiency.  

Internal auditors should also take reasonable professional care in specifying evidence 
required, in gathering and evaluating that evidence and in reporting the findings. They need 
to remain alert to the instances that could indicate errors, fraud, etc. 

Planning 
Adequate planning for every audit should cover all material areas. The audit working papers 
should incorporate documentary evidence of audit planning in the form of an audit plan, 
setting out the objectives and scope of an audit and the techniques and resources to be 
used by an internal auditor. Plans may be revised as required in the course of the audit. 

Delegation and Supervision 
Internal auditor would invariably require delegating work to assistants. At times, services of 
an expert might also be sought.  The internal auditor would, however, continue to be 
responsible for his opinion on the activities being subject to internal audit or his findings.  
The internal auditor should carefully direct, supervise and review the work delegated to 
assistants. The amount of supervision required depends on the skill and experience of the 
assistant on the job.  The supervisory role of the internal auditor includes: 

• Providing suitable instructions for the audit. 

• Approving or recommending the approval of the audit plan. 

• Ensuring that the audit program is completed. 

• Ensuring that working papers adequately support the audit findings, conclusions and 
reports. 

• Ensuring that the reports are unambiguous, accurate and concise. 

• Ensuring that the audit objectives have been met. 

Evaluation of Internal Control 
Internal auditors should systematically evaluate the nature of operations and system of 
internal controls in the departments being audited to determine the nature, extent and timing 
of audit procedures. Internal controls of an organization comprise the plan of organization 
and methods adopted to safeguard assets, comply with laws, ensure the completeness and 
correctness of data, promote efficiency and encourage adherence to management policies.  
It is important that a review of an internal control system be directed primarily towards those 
controls that have an important bearing on the reliability of the system (i.e., key controls). 
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Evidence 
The internal auditor should obtain all the evidence considered necessary for the expression 
of an informed opinion. Professional judgment is needed to determine the nature and 
amount of evidence required. In this regard, the internal auditor should consider: 

• The item under consideration; 

• Materiality of possible errors; 

• Degree of risk of error; and 

• Probability of the error occurring. 

Work Papers 
The internal auditor should document matters that are important in providing evidence to his 
opinion or the findings.  Advantages of having sufficient and properly maintained work 
papers include the following: 

• Assistance in the performance of the audit. 

• Providing record of work done. 

• Forming basis of the auditor’s observations/ findings in his report. 

• Providing information for the report. 

• Aiding the review and evaluation of the work done. 

• Aiding cross referencing between audit evidence and decision taken by the internal 
auditor. 

• Providing evidence that the internal audit was carried out in accordance with the 
requirements of the relevant pronouncements of the Institute of Chartered Accountants of 
India. 

Standard on Internal Audit (SIA) 2, Basic Principles Governing Internal Audit issued by the 
Institute of Chartered Accountants of India.  

5.4.4 Planning an Internal Audit 
Planning is one of the basic principles governing internal audit. Adequate planning ensures 
that appropriate attention is devoted to significant areas of audit, potential problems are 
identified, and that the skills and time of the staff are appropriately utilised. Planning also 
ensures that the work is carried out in accordance with the applicable pronouncements of 
the Institute of Chartered Accountants of India. Planning should also be based on the 
knowledge of the entity’s business.  Standard on Internal Audit (SIA) 1, Planning an Internal 
Audit was also issued by the Institute of Chartered Accountants of India.  The basic 
objective of the SIA is to establish standards and provide guidance in respect of planning an 
Internal and helping in achieving the objectives of an Internal Audit function. This SIA gives 
an insight into the objectives of the planning. It provides knowledge about the factors 
affecting the planning process.  It deals with the scope of the planning and planning 
process.  

 



Standards on Internal Audit 
 

179 

5.4.5 Documentation 
Adequate documents act as basis for the planning and performing the internal audit. 
Documents provide the evidence of the work of the internal auditor.  The Institute of 
Chartered Accountants of India had also issued the Standard on Internal Audit (SIA) 3, 
Documentation. The purpose of this Standard on Internal Audit is to establish Standards and 
provide guidance on the documentation requirements in an internal audit.  This Standard 
provides guidance regarding the form and content of the internal audit documentation, 
detention and retention of the same and identification of the preparer and reviewer. 

5.4.6 Reporting 
Reporting is a formal opinion or disclaimer thereof, issued by the internal auditor as a result 
of evaluations made by him as per the terms of the engagement. The Institute of Chartered 
Accountants of India has also issued the Standard on Internal Audit (SIA) 4, Reporting. The 
purpose of the Standard on Internal Audit (SIA) 4, Reporting is to establish standards on the 
form and content of the internal auditor’s report issued as a result of the internal audit 
performed by an internal auditor of the systems, processes, controls including the items of 
financial statements of an entity. This SIA describes the basic elements of an internal audit 
report such as opening, objectives, scope paragraphs, and executive summary. This SIA 
also deals with the different stages of communication and discussion of the report and 
describes the reporting responsibilities of the internal auditor when there is a limitation on 
the scope. The Standard also lays down the reporting responsibilities of the internal auditor 
when there is restriction on usage and circulation of the report. 

5.4.7 Sampling 
Sampling is that part of statistical practice concerned with the selection of individual 
observations intended to yield some knowledge about the audit population, especially for the 
purpose of statistical inference. The Institute of Chartered Accountants of India had also 
issued the Standard on Internal Audit (SIA) 5, Sampling. The Standard on Internal Audit 
(SIA) 5, Sampling provides the guidance regarding the design and selection of an audit 
sample and also on the use of the audit sampling in the internal audit engagements. This 
SIA also deals with the evaluation of the sample results. This Standard also provide 
guidance on the use of sampling in risk assessment procedures and tests of controls 
performed by the internal auditor to obtain an understanding of the entity, business and its 
environment, including mechanism of its internal control.  The areas covered by the SIA 
include design of sample, tolerable and expected error, selection of sample, evaluation of 
sample results, analysis of errors in the sample, projection of errors, reassessing sampling 
risk. This also describes the internal auditor’s documentation requirements in the context of 
the sampling. 

5.4.8 Analytical Procedures 
Analytical Procedures is the skill which help an auditor understanding the client business 
and changes in the business, to identify potential risk arrears. The Institute of Chartered 
Accountants of India had also issued the Standard on Internal Audit (SIA) 6, Analytical 
Procedures. The Standard on Internal Audit (SIA) 6, Analytical Procedures provides the 
guidance regarding the application of analytical procedures during internal audit. The SIA 
deals with the aspects such as, the nature and purpose of analytical procedures, analytical 
procedures as risk assessment procedures and in planning the internal audit, analytical 
procedures as substantive procedures, analytical procedures in the overall review at the end 
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of the internal audit, extent of reliance on analytical procedures and investigating unusual 
items or trends. 

5.4.9 Quality Assurance in the Internal Audit  
Quality assurance is a standard for meeting the client requirements. It documents how an 
Internal Auditor will meet the requirements of a client or customer in a systematic, reliable 
fashion. It shows an Internal Auditor commitment to delivering quality products and services 
to the client. The Institute of Chartered Accountants of India had also issued the Standard 
on Internal Audit 7, Quality Assurance in Internal Audit. The Standard on Internal Audit (SIA) 
7, Quality Assurance in Internal Audit establishes standards and provide guidance regarding 
quality assurance in internal audit. A system for assuring the quality in internal audit should 
provide reasonable assurance that the internal auditors comply with professional standards, 
regulatory and legal requirements so that the reports issued by them are appropriate in the 
circumstances. This Standard provide the guidance to the person entrusted with the 
responsibility for the quality of the internal audit whether in-house internal audit or a firm 
carrying out internal audit. This Standard also provides the extensive knowledge about the 
internal quality reviews, external quality reviews and communicating the results thereof. 

5.4.10 Terms of Internal Audit Engagement 
The Terms of engagement defines the scope, authority, responsibilities, confidentiality, limitation 
and compensation of the internal auditors. Terms of Internal Audit Engagement lay down clarity 
between the internal auditors and the users of their services for inculcating professionalism and 
avoiding misunderstanding as to any aspect of the engagement. This Standard on Internal Audit 
(SIA) 8, Terms of Internal Audit Engagement provides guidance in respect of terms of 
engagement of the internal audit activity whether carried out in house or by an external agency. 
This SIA describes the elements of the terms of engagement viz, scope, responsibility, 
authority, confidential, limitations, reporting, compensation and compliance with Standards. 
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