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Is your organization grappling 
with internal control deficiencies 
that are weakening your control 
environment?

Deficiencies in internal controls can feel overwhelming, 
leading to an adverse ICOFR (Internal Controls over Financial 
Reporting) opinion. However, timely remediation of these 
deficiencies can help organizations secure an unmodified 
opinion from auditors at year-end. Understanding and 
addressing internal control issues early can safeguard your 
financial reporting integrity.

Let’s explore this in more detail
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Reference

Details

Details

WHAT IS INTERNAL 
CONTROL?
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What is
auditor’s role?

What is Internal
Control?

Reference
Standard on Auditing (SA) 315 

Identifying and Assessing the Risks of 
Material Misstatement through Understanding 
the Entity and its Environment

The process designed, implemented and 
maintained by those charged with 
governance, management and other 
personnel to provide reasonable assurance 
about the achievement of an entity’s 
objectives with regard to:
-  Reliability of financial reporting, 
-  Effectiveness and efficiency of operations, 
-  Safeguarding of assets, and 
-  Compliance with applicable laws and 
    regulations.

Appendix I to SA 315 explains that a 
system of internal control 
to be considered adequate should 
include the following five components:
1. Control environment
2. Entity’s risk assessment process
3. Control activities
4. Information system and 

communication

Monitoring of controls 
The SA 315 requires the auditor to identify and 
assess the risks of material misstatement, whether 
due to fraud or error, at the financial statement and 
assertion levels, through understanding the entity 
and its environment, including the entity’s internal 
control, thereby providing a basis for designing and 
implementing responses to the assessed risks of 
material misstatement and help the auditor to 
reduce the risks of material misstatement to an 
acceptably low level

Risks relevant to reliable financial reporting include 
external and internal events, transactions or 
circumstances that may occur and adversely affect 
an entity’s ability to initiate, record, process, and 
report financial data consistent with the assertions 
of management in the financial statements.

Standard on Auditing (SA) 315



Risk Mitigation: Compliance with Regulations:

Identifying and addressing potential 
risks before they can impact 
business performance.

Ensuring adherence to industry 
standards, legal requirements, and 
audit expectations.

Operational Efficiency: Financial Accuracy:

Streamlining processes, reducing 
redundancies, and enhancing 
decision-making capabilities.

Providing confidence in the accuracy 
and completeness of financial 
records and reporting.

Without effective internal controls, organizations risk inefficiencies, inaccuracies, and vulnerabilities 
that can lead to significant financial and reputational damage. 

Internal controls are more than 
just a compliance checkbox; they 
form the backbone of sound 
governance, helping 
organizations meet their strategic 
and financial objectives. 

BUILDING 
BLOCKS OF 
STRONG 
GOVERNANCE:
 
WHY INTERNAL CONTROLS MATTER

These controls ensure the accuracy and reliability of financial reporting, 
protect assets from fraud or mismanagement, and enhance operational 
efficiency. When internal controls are strong, they contribute to:
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A deficiency in internal controls arises when the design or operation of a control 
does not allow management or employees to prevent, detect, or correct 
misstatements in a timely manner. 

Deficiencies can occur at any level of an organization and may impact financial 
reporting, operational processes, or compliance efforts. The severity of these 
deficiencies varies, and it’s crucial to categorize them appropriately to understand 
the level of risk they pose.

Likelihood - Whether there is a reasonable possibility that the company's controls 
will fail to prevent or detect a misstatement of an account balance or disclosure; 
and 
Magnitude - The magnitude of the potential misstatement resulting from the 
deficiency or deficiencies. 

Understanding and evaluating Deficiencies in 
Internal Controls Control Deficiency

A ‘deficiency’ that does not allow management or 
employees, in the normal course of performing 
their assigned functions, to prevent or detect 
misstatements on a timely basis.

Significant Deficiency
A ‘significant deficiency’ is a deficiency, or a 
combination of deficiencies, in internal financial 
control over financial reporting that is important 
enough to merit attention of those charged with 
governance since there is a reasonable possibility that 
a misstatement of the company's annual or interim 
financial statements will not be prevented or detected 
on a timely basis. 

Material Weakness
A ‘material weakness’ is a deficiency, or a combination 
of deficiencies, in internal financial control over 
financial reporting, such that there is a reasonable 
possibility that a material misstatement of the 
company's annual or interim financial statements will 
not be prevented or detected on a timely basis. 

The severity of a deficiency depends on:
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When internal control deficiencies are identified, timely remediation is essential to minimize risk and 
ensure the effectiveness of your control environment. Remediation involves addressing the root 
cause of the deficiency and implementing corrective actions to strengthen controls. Key steps in 
remediation include:

Root Cause Analysis: Identifying the underlying issue that led to the deficiency, whether it's a design flaw 
or operational failure.

Corrective Actions: Implementing tailored measures to address the identified issues, such as redesigning 
controls or improving processes.

Testing and Monitoring: Ensuring that corrective actions are effective through ongoing testing and 
monitoring.

Documentation and Reporting: Keeping detailed records of the remediation process and reporting 
progress to stakeholders, including auditors.

REMEDIATING CONTROL DEFICIENCIES: 

A PROACTIVE APPROACH

Effective remediation not only mitigates risks but also reinforces the integrity of the organization’s internal 
controls, helping to ensure accurate financial reporting and regulatory compliance.
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Auditor expresses opinion on effectiveness of 
internal control as at the balance sheet date 

If deficiencies are remediated before year end, 
auditor can issue unmodified opinion, provided 

Management remediates the deficiencies before Balance sheet 
date and allows sufficient time to operate the control to validate 
operating effectiveness 

Management and auditors get sufficient time to evaluate and 
test the control during that period

Remediation 
of control 
deficiencies
 
Impact on audit report
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Pierag Consulting
Pierag Consulting was founded in February 2021 by Abhishek Gupta, Thomas Raffa and Pierian Services as a unique business model to serve clients globally by blending domestic proficiency 
with global expertise. Since then, we have been serving prominent clients across the US, India and UK in  the field of Audit & Assurance, Accounting Advisory, Business Risk and Technology 
Risk  Advisory Services.

With more than 300 team members operating out of our offices in Gurugram, Jaipur, Chandigarh and Bangalore. We are fueled by our purpose of “Inspiring People to do things what Inspires 
them” and our values of “Experience, Equity & Empathy”.
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be relied upon as accounting, tax or other professional advice. Please refer to your advisors for specific advice. The company expressly disclaims all liabilities in respect to actions taken or not 
taken based on any or all the contents of this document.
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