
    “FirstHope Pharmacy” YouTube for Video   | Instagram@firsthope | Download Firsthope App 

Copyright by Engacy Learning Private Limited. All rights reserved. Reproduction or distribution without written consent is strictly prohibited. 

   

1 

Introduction of Audits and Regulatory Compliance 

Introduction to Audit 

Meaning of Audit 

• An audit is a systematic and independent examination of records, processes, systems, and 
controls of an organization.  

 

• It is conducted to check whether activities are performed according to defined standards such 
as laws, regulations, internal policies, and procedures.  

• In regulatory compliance, the audit mainly focuses on verifying whether the organization is 
following all applicable legal and regulatory requirements.  

Nature of Regulatory Compliance Audits 

• These audits are focused on checking compliance with laws, rules, and industry standards.  

• They may be conducted by internal auditors, external auditors, or government/regulatory 
authorities.  

• The audit process includes reviewing documents, interviewing employees, observing 
operations, and testing systems.  

• These audits are usually more strict because non-compliance can result in penalties or legal 
action.  

Importance of Audit in Compliance 

• Helps organizations avoid fines, penalties, and legal consequences.  

• Protects the reputation of the organization in the market.  

• Identifies weaknesses in systems and controls.  

• Ensures transparency and accountability in operations.  

• Builds confidence among stakeholders like regulators, investors, and customers.  
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Key Elements of an Audit 

• Defined criteria such as laws, policies, and standards  

• Collection of evidence through documents, data, and interviews  

• Evaluation of whether activities meet the required criteria  

• Reporting of findings and recommendations 

Scope of Audit 

• Scope means the area and extent of audit work.  

• It defines what will be covered in the audit and what will not be covered.  

• Scope may include:  

o Financial records  

o Operational processes  

o Compliance with laws  

o Internal controls  

• In regulatory compliance audits, scope mainly focuses on legal requirements, licenses, 
approvals, filings, and adherence to rules.  

 

Objectives of Audit 

Meaning of Audit Objectives 

• Audit objectives are the goals or targets that the auditor wants to achieve during the audit.  

• These objectives guide the entire audit process and help the auditor decide what to check and 
how to check.  

• In regulatory compliance, objectives are mainly related to verifying whether laws and rules are 
properly followed.  

Primary Objectives 

1. True and Fair View  

➢ The auditor ensures that financial statements show the real financial position of the 
organization.  

➢ Information should be complete, accurate, and not misleading.  

2. Compliance with Laws and Regulations  

➢ The auditor checks whether the organization follows all applicable laws and 
regulations.  

➢ This includes tax laws, company laws, labor laws, environmental laws, and industry-
specific rules.  
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3. Detection and Prevention of Errors and Fraud  

➢ Errors are unintentional mistakes, while fraud is intentional wrongdoing.  

➢ The auditor identifies such issues and suggests improvements to prevent them.  

Secondary Objectives 

A. Evaluation of Internal Controls  

➢ The auditor checks whether internal control systems are strong and effective.  

➢ Weak controls increase the risk of errors and fraud.  

B. Operational Efficiency  

➢ The auditor reviews whether resources are being used properly.  

➢ It helps in identifying wastage and inefficiency.  

C. Risk Identification  

➢ The auditor identifies possible risks related to operations and compliance.  

➢ This helps management take preventive actions.  

Importance of Audit Objectives 

• Objectives provide direction to the audit.  

• They help in planning and performing audit work.  

• They ensure that important areas are not ignored.  

• They improve the quality and usefulness of the audit report.  

 

Management of Audit 

Meaning of Audit Management 

• Audit management refers to the overall handling of audit activities in an organized and 
systematic manner.  

• It includes planning, organizing, directing, and controlling the entire audit process.  

• The aim is to ensure that audits are conducted efficiently, effectively, and within the given time 
and resources.  

Key Components of Audit Management 

A. Audit Policy  

➢ Defines the purpose, scope, authority, and responsibility of the audit function.  

➢ It is usually approved by top management and provides a framework for conducting 
audits.  
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B. Audit Team Formation  

➢ Selection of qualified, skilled, and independent auditors.  

➢ Assignment of roles and responsibilities within the audit team.  

C. Resource Allocation  

➢ Providing necessary resources such as time, budget, tools, and technology.  

➢ Ensuring that auditors have access to required documents and systems.  

D. Scheduling  

➢ Preparing an audit schedule or calendar covering different departments and 
compliance areas.  

➢ Ensuring audits are conducted at appropriate intervals.  

E. Supervision and Review  

➢ Monitoring the progress of audit work.  

➢ Reviewing audit procedures and findings to maintain quality and accuracy. 

Key Functions of Audit Management 

 
1. Planning the Audit  

➢ Deciding the objectives, scope, and approach of the audit.  

➢ Identifying key risk areas and compliance requirements.  

➢ Preparing an audit plan and audit program.  

2. Organizing Audit Resources  

➢ Assigning duties to audit team members based on their skills and experience.  

➢ Ensuring availability of tools, documents, and time required for audit work.  
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3. Directing and Supervising  

➢ Guiding auditors during the audit process.  

➢ Ensuring that audit procedures are followed properly.  

➢ Monitoring the progress of audit work.  

4. Controlling Audit Activities  

➢ Checking whether the audit is proceeding according to plan.  

➢ Taking corrective action if delays or problems occur.  

➢ Ensuring quality and accuracy of audit work.  

5. Communication and Coordination  

➢ Maintaining clear communication between auditors and management.  

➢ Coordinating with different departments for smooth information flow.  

6. Review and Reporting  

➢ Reviewing audit findings and working papers.  

➢ Preparing final audit reports.  

➢ Ensuring that reports are clear, accurate, and complete.  

Importance in Regulatory Compliance 

• Helps ensure that all legal requirements are properly examined.  

• Reduces the risk of missing critical compliance issues.  

• Ensures timely submission of audit reports to regulators.  

• Improves reliability and credibility of audit findings.  

Problems Due to Poor Audit Management 

• Delay in audit completion.  

• Incomplete or inaccurate audit findings.  

• Poor coordination between departments.  

• Increased risk of non-compliance.  

• Loss of confidence in audit results.  

 

Responsibilities in Audit 

Meaning of Responsibilities 

• Responsibilities in audit refer to the duties and roles of all parties involved in the audit process.  

• It clearly defines who is responsible for what work.  
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