
 
Guidance Note on Audit of 

Internal Financial Controls Over 
Financial Reporting 

 
 
 

Attention 
Readers may note that the CD accompanying this 
Guidance Note contains some important contents. 
Readers are therefore requested to also refer the CD 
along with this Guidance Note. 
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FOREWORD 
 

The Companies Act, 2013 has introduced many new reporting 
requirements for the statutory auditors of companies. One of these 
requirements is given under the Section 143(3)(i) of the Act 
requiring the statutory auditor to state in his audit report whether 
the company has adequate internal financial controls system in 
place and the operating effectiveness of such controls. 

The section has cast onerous responsibilities on the statutory 
auditors because reporting on internal financial controls is not 
covered under the Standards on Auditing issued by the ICAI and 
also because of the fact that no framework has been prescribed 
under the Companies Act, 2013 and the Rules thereunder for the 
evaluation of internal financial controls. Therefore, a need was felt 
for providing appropriate guidance on this section so that the 
requirements and expectations of the section can be fulfilled in 
letter and spirit by the auditors. 

I am happy that the Auditing and Assurance Standards Board has 
brought out this Guidance Note on Audit of Internal Financial 
Controls Over Financial Reporting for the benefit of the members. 
The Guidance Note has been developed in an easy to understand 
language and contains detailed guidance on various intricacies 
involved in reporting on Internal Financial Controls. I am also 
happy that the Guidance Note is comprehensive and self 
contained reference document for the members. 

The efforts made by CA. Abhijit Bandyopadhyay, Chairman, CA. 
J. Venkateswarlu, Vice-Chairman and other members of Auditing 
and Assurance Standards Board in bringing out this guiding 
literature for the benefit of the members are highly commendable. 
I am sure that the members and other interested readers would 
find the Guidance Note immensely useful. 

 

August 25, 2015 
New Delhi 

CA. Manoj Fadnis 
President, ICAI 



 

 



PREFACE 
 

The Companies Act, 2013 has introduced some new requirements 
relating to audits and reporting by the statutory auditors of 
companies. One of these requirements is given under Section 
143(3)(i) of the Act which requires the statutory auditor to state in 
his audit report whether the company has adequate internal 
financial controls system in place and the operating effectiveness 
of such controls. The section has cast onerous responsibilities on 
the statutory auditors because reporting on internal financial 
controls is not covered under the Standards on Auditing issued by 
the ICAI. Since the concept of reporting on internal financial 
controls is still new in India this new reporting requirement has 
thrown up many challenges for the members. To help the 
members properly understand and perform the various aspects of 
this reporting responsibility, the Auditing and Assurance 
Standards Board of the Institute of Chartered Accountants of India 
has brought out this Guidance Note on Audit of Internal Financial 
Controls Over Financial Reporting. The Guidance Note covers 
aspects such as Scope of reporting on internal financial controls 
under Companies Act 2013, essential components of internal 
financial controls, Technical guidance on audit of internal financial 
controls, Implementation guidance on audit of internal financial 
controls. For the benefit of the members, the Appendices to the 
Guidance Note include Illustrative Engagement Letter, Illustrative 
Management Representation Letter, Illustrative Reports on 
Internal Financial Controls, Illustrative Risks of Material 
Misstatement, Related Control Objectives and Control Activities, 
Text of Standard on Internal Audit (SIA) 5 – Sampling, Examples 
of Control Deficiencies. The illustrative formats of the report on 
internal financial controls also include an illustrative format in case 
of audit of consolidated financial statements. 

At this juncture, I wish to place on record my sincere thanks to CA. 
K. Sai Ram, Chennai and CA. V. Balaji, Bangalore for taking time 



 

 

out of their other pressing preoccupations to develop this 
Guidance Note and to give it its present shape and form.  

I also wish to express my deep gratitude to CA Manoj Fadnis, 
President, ICAI and CA. M Devaraja Reddy, Vice President, ICAI 
for their vision, guidance and support to the activities of the Board.  

I also wish to thank all my colleagues at the Central Council for 
their cooperation and guidance in formulating and finalizing the 
various authoritative pronouncements of the Board.  My sincere 
thanks are also due to the members of the Auditing and 
Assurance Standards Board, viz., CA. J Venkateswarlu, Vice 
Chairman, CA. Prafulla Premsukh Chhajed, CA. Pankaj I Jain, 
CA. Nihar N Jambusaria, CA. Shriniwas Y Joshi, CA. Dhinal A 
Shah, CA. Nilesh S. Vikamsey, CA. Babu A Kallivayalil, CA. K. 
Raghu, CA. G. Sekar, CA. Sumantra Guha, CA. Shyam Lal 
Agarwal, CA. Sanjiv Kumar Chaudhary, CA. Naveen N.D. Gupta, 
CA. Charanjot Singh Nanda, Shri A M Bajaj, Shri Salil Singhal, 
Shri R.K. Jain, CA. Sanjay Vasudeva, CA. Radha Krishna 
Agrawal, CA. Kamlesh Amlani, CA. Aseem Trivedi, CA. Krishna 
Kumar T. and CA. Rajeevan M.  for their support and guidance to 
the Board. I also wish to thank the special invitees to the Board, 
viz., Shri R Kesavan, Shri Narendra Rawat, CA Aniruddh 
Sankaran, CA. Vijay Sachdeva and Dr. Sanjeev Singhal for their 
support and guidance to the Board.  

I am confident that this Guidance Note would be well received by 
members and other interested readers.  

 

August 25, 2015 
Kolkata 

CA. Abhijit Bandyopadhyay 
Chairman,  

Auditing & Assurance Standards Board 
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