
 

 

PAPER – 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS 

PART – I : ACADEMIC UPDATE 

(Legislative Amendments / Notifications / Circulars / Rules / Guidelines issued by 

Regulating Authority) 

Chapter 6 - The Company Audit 

1.  In exercise of powers conferred by section 143 read with sub-sections (1) and (2) of section 

469 of the Companies Act, 2013 (18 of 2013), the Central Government hereby inserted th e 

clause “(d) whether the company had provided requisite disclosures in its financial 

statements as to holdings as well as dealings in Specified Bank Notes during the 

period from 8th November, 2016 to 30th December, 2016 and if so, whether these are 

in accordance with the books of accounts maintained by the company.” , after clause 

(c) in rule 11 of the Companies (Audit and Auditors) Rules, 2014.  

2. In exercise of the powers conferred by section 139 read with sub-sections (1) and (2) of 

section 469 of the Companies Act, 2013 (18 of 2013), the Central Government hereby 

amend Rule 5 of the Companies (Audit and Auditors) Rules, 2014 i.e. in rule 5, in clause 

(b), for the word “twenty”, the word “fifty” shall be substituted.  

3. Additional requirement for claiming exemption under section 141(3)(g) for counting ceiling 

limit is available only if such company has not committed default in filing its financial 

statements under section 137 and annual returns under section 92 of the Act to the 

registrar as per notification dated 13 June 2017. 

4.  Notification No. G.S.R. 583(E) stated that requirements of reporting under section 143(3)(i) 

read Rule 10 A of the Companies (Audit and Auditors) Rules, 2014 of the Companies Act 

2013 shall not apply to certain private companies. Clarification regarding applicability of 

exemption given to certain private companies under section 143(3)(i) (vide circular no. 

08/2017) clarified that the exemption shall be applicable for those audit reports in respect 

of financial statements pertaining to financial year, commencing on or after 1st April, 2016, 

which are made on or after the date of the said notification.  

5.  As per provisions of Section 143(3)(i) of companies Act, the Auditor Report shall state 

whether the Company has adequate internal financial controls system in place and the 

operating effectiveness of such controls. MCA vide its notification dated 13th June 2017 

(G.S.R. 583(E)) amended the notification of the Government of India, In the ministry of 

corporate of affair, vide no G.S.R. 464(E) dated 05th June 2015 providing exemption from 

Internal Financial Controls to following private companies which is one person Company 

(OPC) or a Small Company; or Which has turnover less than ` 50 Crores as per latest 

audited financial statement or which has aggregate borrowings from banks or financial 

institutions or any body corporate at any point of time during the financial year less then  

` 25 Crore. The above exemption shall be applicable to a private company which has not 

committed a default in filing its financial statements under section 137 of the Companies 
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Act 2013 or annual return under section 92 of Act with the Registrar. Further, in section 

143 of the principal Act,(i) in sub-section (1), in the proviso, for the words "its subsidiaries", 

at both the places, the words "its subsidiaries and associate companies" shall be 

substituted; (ii) in sub-section (3), in clause (i), for the words "internal financial controls 

system", the words "internal financial controls with reference to financial statements" shall 

be substituted; (iii) in sub-section (14), in clause (a), for the words "cost accountant in 

practice", the words "cost accountant" shall be substituted. 

6. Amendment due to Companies (Amendment) Act 2017 

(i)  By virtue of notification dated 21st March 2018, in exercise of the powers conferred 

by sub-section (3) of section 1 of the Companies Act, 2013 (18 of 2013), the Central 

Government hereby appoints the 21st March, 2018 as the date on which the 

provisions of subsections (3) and (11) of section 132 of the said Act shall come into 

force. 

(ii)  As per section 140(2), the auditor who has resigned from the company shall file 

within a period of 30 days from the date of resignation, a statement in the prescribed 

Form ADT–3 (as per Rule 8 of CAAR) with the company and the Registrar, and in 

case of the companies referred to in section 139(5) i.e. Government company,  the 

auditor shall also file such statement with the Comptroller and Auditor-General of 

India, indicating the reasons and other facts as may be relevant with regard to his 

resignation. In case of failure the auditor shall be punishable with fine which shall not 

be less than fifty thousand rupees or the remuneration of the auditor, whichever is 

less, but which may extend to five lakh rupees  as per section 140(3). 

(iii)  Under sub-section (3) of section 141 along with Rule 10 of the Companies (Audit and 

Auditors) Rules, 2014 a person who, directly or indirectly, renders any service 

referred to in section 144 to the company or its holding company or its subsidiary 

company shall not be eligible for appointment as an auditor of a company 

(iv)  By virtue of notification dated February 23, 2018, the Central Government has 

exempted the companies engaged in defence production to the extent of application 

of relevant Accounting Standard on segment reporting.  

(v)  The Order for reopening of accounts not to be made beyond eight financial years 

immediately preceding the current financial year unless and until Government has, 

under Section 128(5) issued a direction for keeping books of account longer than 8 

years, reopening of accounts can be made for such longer period. 

(vi)  As per Section 143(3)(i) The auditors of all the companies shall report on the 

adequacy of internal financial control systems and its operating effectives. As per the 

recent amendment, the auditors are required to report on Internal Financial Control 

with reference to financial statements. 
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(vii)  Right of access by the auditor of a holding company to the accounts and records of 

the associate company, whose accounts are required to be consolidated. As per the 

recent amendment, this right has been extended to associates also.  

(viii)  Enabling provisions for opportunity of being heard in Section 130  for auditor/ 

Chartered Accountant of the Company. As of now, there is no provision in the section 

for serving notice to the auditor/ chartered accountant in case of reopening of 

accounts. As per the recent amendment in the section has been brought enabling the 

Court/ Tribunal to give notice to any other party/ person concerned.  

(ix)  Section 147 of the Companies Act, 2013 prescribes following punishments for 

contravention: 

(1) If any of the provisions of sections 139 to 146 (both inclusive) is contravened, 

the company shall be punishable with fine which shall not be less than twenty -

five thousand rupees but which may extend to five lakh rupees and every officer 

of the company who is in default shall be punishable with imprisonment for a 

term which may extend to one year or with fine which shall not be less than ten 

thousand rupees but which may extend to one lakh rupees, or with both.  

(2) If an auditor of a company contravenes any of the provisions of section 139 

section 143, section 144 or section 145, the auditor shall be punishable with fine 

which shall not be less than twenty-five thousand rupees but which may extend 

to five lakh rupees or four times the remuneration of the auditor, which ever 

is less . 

It may be noted that if an auditor has contravened such provisions knowingly or 

willfully with the intention to deceive the company or its shareholders or creditors 

or tax authorities, he shall be punishable with imprisonment for a term which 

may extend to one year and with fine which shall not be less than fifty 

thousand rupees but which may extend to twenty-five lakh rupees or eight 

times the remuneration of the auditor, which every is less 

(3)  Where an auditor has been convicted under sub-section (2), he shall be liable 

to:-  

(i) refund the remuneration received by him to the company;  

(ii) and pay for damages to the company statutory bodies or authorities or to 

members or the creditors of the Company for loss arising out of incorrect 

or misleading statements of particulars made in his audit report.  

(4)  The Central Government shall, by notification, specify any statutory body or 

authority of an officer for ensuring prompt payment of damages to the company 

or the persons under clause (ii) of sub-section (3) and such body, authority or 

officer shall after payment of damages the such company or persons file a report 
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with the Central Government in respect of making such damages in such manner 

as may be specified in the said notification. 

(5) Where, in case of audit of a company being conducted by an audit firm, it is 

proved that the partner or partners of the audit firm has or have acted in a 

fraudulent manner or abetted or colluded in an  fraud by, or in relation to or by, 

the company or its directors or officers, the liability, whether civil criminal as 

provided in this Act or in any other law for the time being in force, for such act 

shall be the partner or partners concerned of the audit firm and of the firm jointly 

and severally Provided that in case of criminal liability of an audit firm, in respect 

of liability other than fine, the concerned partner or partners, who acted in a 

fraudulent manner or abetted or, as the case may be, colluded in any fraud 

shall only be liable. 

Chapter 14 - Audit of Non-Banking Financial Companies :  

1. Compliance with NBFC Auditors Report -  RBI Directions: Report to Board of Directors 

under RBI Directions as per Master Direction No. DNBS. PPD.03/66.15.001/2016-17 

dated September 29, 2016 

2. Auditors to submit additional Report to the Board of Directors: In addition to the 

Report made by the auditor under Section 143 of the Companies Act, 2013 or section 227 

of the Companies Act, 1956 (Act 1 of 1956) on the accounts of a non-banking financial 

company examined for every financial year ending on any day on or after the 

commencement of these Directions, the auditor shall also make a separate report to the 

Board of Directors of the Company on the matters specified in paragraphs 3 and 4 below. 

3. Material to be included in the Auditor’s report to the Board of Directors: The auditor’s 

report on the accounts of a non-banking financial company shall include a statement on 

the following matters, namely - 

(A) In the case of all non-banking financial companies: 

I.  Conducting Non-Banking Financial Activity without a valid Certificate of 
Registration (CoR) granted by the Bank is an offence under chapter V of the 
RBI Act, 1934. Therefore, if the company is engaged in the business of non-
banking financial institution as defined in section 45-I (a) of the RBI Act and 
meeting the Principal Business Criteria (Financial asset/income pattern) as 
laid down vide the Bank’s press release dated April 08, 1999, and 
directions issued by DNBR, auditor shall examine whether the company has 
obtained a Certificate of Registration (CoR) from the Bank.  

II.  In case of a company holding CoR issued by the Bank, whether that company 
is entitled to continue to hold such CoR in terms of its Principal Business 
Criteria (Financial asset/income pattern) as on March 31 of the applicable 
year. 
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III.  Whether the non-banking financial company is meeting the required net 
owned fund requirement as laid down in Master Direction - Non-Banking 
Financial Company – Non-Systemically Important Non-Deposit taking 
Company (Reserve Bank) Directions, 2016 and Master Direction - Non-
Banking Financial Company - Systemically Important Non-Deposit taking 
Company and Deposit taking Company (Reserve Bank) Directions, 2016. 

Note: Every non-banking financial company shall submit a Certificate from its 
Statutory Auditor that it is engaged in the business of non-banking financial 
institution requiring it to hold a Certificate of Registration under Section 45-IA of 
the RBI Act and is eligible to hold it. A certificate from the Statutory Auditor in this 
regard with reference to the position of the company as at end of the financial year 
ended March 31 may be submitted to the Regional Office of the Department of 
Non-Banking Supervision under whose jurisdiction the non-banking financial 
company is registered, within one month from the date of finalization of the balance 
sheet and in any case not later than December 30th of that year. The format of 
Statutory Auditor’s Certificate (SAC) to be submitted by NBFCs has been issued 
vide DNBS. PPD.02/66.15.001/2016-17 Master Direction- Non-Banking Financial 
Company Returns (Reserve Bank) Directions, 2016. 

(B)  In the case of a non-banking financial companies accepting/holding public 

deposits: 

Apart from the matters enumerated in (A) above, the auditor shall include a statement 

on the following matters, namely- 

(i)  Whether the public deposits accepted by the company together with other 

borrowings indicated below viz. 

(a) from public by issue of unsecured non-convertible debentures/bonds; 

(b)  from its shareholders (if it is a public limited company); and 

(c)  which are not excluded from the definition of ‘public deposit’ in the Non -

Banking Financial Companies Acceptance of Public Deposits (Reserve 

Bank) Directions, 2016, are within the limits admissible to the company as 

per the provisions of the Non-Banking Financial Companies Acceptance of 

Public Deposits (Reserve Bank) Directions, 2016; 

(ii)  Whether the public deposits held by the company in excess of the quantum of 

such deposits permissible to it under the provisions of Non-Banking Financial 

Companies Acceptance of Public Deposits (Reserve Bank) Directions, 2016 are 

regularised in the manner provided in the said Directions; 

(iii)  Whether the non banking financial company is accepting "public deposit” without 

minimum investment grade credit rating from an approved credit rating agency 

as per the provisions of Non-Banking Financial Companies Acceptance of Public 

Deposits (Reserve Bank) Directions, 2016; 
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(iv)  Whether the capital adequacy ratio as disclosed in the return submitted to the 

Bank in terms of the Non-Banking Financial Company - Systemically Important 

Non-Deposit taking Company and Deposit taking Company (Reserve Bank) 

Directions, 2016 has been correctly determined and whether such ratio is in 

compliance with the minimum CRAR prescribed therein; 

(v)  In respect of non-banking financial companies referred to in clause (iii) above, 

(a)  whether the credit rating, for each of the fixed deposits schemes that has 

been assigned by one of the Credit Rating Agencies listed in Non-Banking 

Financial Companies Acceptance of Public Deposits (Reserve Bank) 

Directions, 2016 is in force; and 

(b)  whether the aggregate amount of deposits outstanding as at any point during 

the year has exceeded the limit specified by the such Credit Rating Agency; 

(vi)  Whether the company has violated any restriction on acceptance of public 

deposit as provided in Non-Banking Financial Companies Acceptance of Public 

Deposits (Reserve Bank) Directions, 2016; 

(vii)  Whether the company has defaulted in paying to its depositors the interest and 

/or principal amount of the deposits after such interest and/or principal became 

due; 

(viii)  Whether the company has complied with the prudential norms on income 

recognition, accounting standards, asset classification, provisioning for bad and 

doubtful debts, and concentration of credit/investments as specified in the 

Directions issued by the Bank in terms of the Master Direction - Non-Banking 

Financial Company - Systemically Important Non-Deposit taking Company and 

Deposit taking Company (Reserve Bank) Directions, 2016;  

(ix)  Whether the company has complied with the liquid assets requirement as 

prescribed by the Bank in exercise of powers under section 45-IB of the RBI Act 

and whether the details of the designated bank in which the approved securities 

are held is communicated to the office concerned of the Bank in terms of NBS 

3; Non-Banking Financial Company Returns (Reserve Bank) Directions, 2016; 

(x)  Whether the company has furnished to the Bank within the stipulated period the 

return on deposits as specified in the NBS 1 to – Non- Banking Financial 

Company Returns (Reserve Bank) Directions, 2016; 

(xi) Whether the company has furnished to the Bank within the stipulated period the 

quarterly return on prudential norms as specified in the Non-Banking Financial 

Company Returns (Reserve Bank) Directions, 2016; 

(xii)  Whether, in the case of opening of new branches or offices to collect deposits 

or in the case of closure of existing branches/offices or in the case of 

appointment of agent, the company has complied with the requirements 
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contained in the Non-Banking Financial Companies Acceptance of Public 

Deposits (Reserve Bank) Directions, 2016. 

(C)  In the case of a non-banking financial company not accepting public deposits: 

Apart from the aspects enumerated in (A) above, the auditor shall include a 
statement on the following matters, namely: - 

(i)  Whether the Board of Directors has passed a resolution for non- acceptance 
of any public deposits; 

(ii)  Whether the company has accepted any public deposits during the relevant 
period/year; 

(iii)  Whether the company has complied with the prudential norms relating to 
income recognition, accounting standards, asset classification and 
provisioning for bad and doubtful debts as applicable to it in terms of Non -
Banking Financial Company – Non-Systemically Important Non-Deposit 
taking Company (Reserve Bank) Directions, 2016 and Non-Banking Financial 
Company - Systemically Important Non-Deposit taking Company and Deposit 
taking Company (Reserve Bank) Directions, 2016; 

(iv)  In respect of Systemically Important Non-deposit taking NBFCs as defined in 
Non-Banking Financial Company - Systemically Important Non-Deposit taking 
Company and Deposit taking Company (Reserve Bank) Directions, 2016:  

(a) Whether the capital adequacy ratio as disclosed in the return submitted 
to the Bank in form NBS- 7, has been correctly arrived at and whether 
such ratio is in compliance with the minimum CRAR prescribed by the 
Bank; 

(b)  Whether the company has furnished to the Bank the annual statement 
of capital funds, risk assets/exposures and risk asset ratio (NBS-7) 
within the stipulated period. 

(v)  whether the non banking financial company has been correctly classified as 
NBFC Micro Finance Institutions (MFI) as defined in the Non-Banking 
Financial Company – Non-Systemically Important Non-Deposit taking 
Company (Reserve Bank) Directions, 2016 and Non-Banking Financial 
Company - Systemically Important Non-Deposit taking Company and Deposit 
taking Company (Reserve Bank) Directions, 2016. 

(D)  In the case of a company engaged in the business of non-banking financial 

institution not required to hold CoR subject to certain conditions: Apart from the 

matters enumerated in (A)(I) above where a company has obtained a specific advice 

from the Bank that it is not required to hold CoR from the Bank, the auditor shall 

include a statement that the company is complying with the conditions stipulated as 

advised by the Bank. 

4.  Reasons to be stated for unfavourable or qualified statements:Where, in the auditor’s 

report, the statement regarding any of the items referred to in paragraph 3 above is 
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unfavourable or qualified, the auditor’s report shall also state the reasons for such 

unfavourable or qualified statement, as the case may be. Where the auditor is unable to 

express any opinion on any of the items referred to in paragraph 3 above, his report shall 

indicate such fact together with reasons therefor. 

5.  Obligation of auditor to submit an exception report to the Bank 

(I)  Where, in the case of a non-banking financial company, the statement regarding any 

of the items referred to in paragraph 3 above, is unfavorable or qualified, or in the 

opinion of the auditor the company has not complied with:  

(a)  the provisions of Chapter III B of RBI Act (Act 2 of 1934); or  

(b)  Non-Banking Financial Companies Acceptance of Public Deposits (Reserve 

Bank) Directions, 2016; or 

(c)  Non-Banking Financial Company – Non-Systemically Important Non-Deposit 

taking Company (Reserve Bank) Directions, 2016 and Non-Banking Financial 

Company - Systemically Important Non-Deposit taking Company and Deposit 

taking Company (Reserve Bank) Directions, 2016. 

 It shall be the obligation of the auditor to make a report containing the details of 

such unfavourable or qualified statements and/or about the non-compliance, as 

the case may be, in respect of the company to the concerned Regional Office of 

the Department of Non-Banking Supervision of the Bank under whose 

jurisdiction the registered office of the company is located as per first Schedule 

to the Non-Banking Financial Companies Acceptance of Public Deposits 

(Reserve Bank) Directions, 2016. 

(II)  The duty of the Auditor under sub-paragraph (I) shall be to report only the 

contraventions of the provisions of RBI Act, 1934, and Directions, Guidelines, 

instructions referred to in sub-paragraph (1) and such report shall not contain any 

statement with respect to compliance of any of those provisions.  

Chapter 15 - Audit under Fiscal Laws: 

I. Audit Provisions Under Direct Tax Law 

(A)  Sec. 40 A(3): Where any expenditure in respect of which payment is made in excess of  

` 10,000 at a time otherwise than by Account-payee cheque or draft, 100% of such payment 

shall be disallowed. 

(B) Section 44AB of the Income Tax Act, 1961 : Section 44AB provides for the compulsory 

audit of accounts of certain persons carrying on business or profession.  Section 44AB reads as 

under: 
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“Audit of accounts of certain persons carrying on business or profession”.  

Every person - 

(a) carrying on business shall, if his total sales, turnover or gross receipts, as the case 

may be, in business exceed or exceeds one crore rupees in any previous year. 

(b) carrying on profession shall, if his gross receipts, in profession exceed fifty lakhs 

rupees in any previous year, 

(c) carrying on the business shall, if the profits and gains from the business are deemed to 

be the profits and gains of such person under section 44AE or section 44BB or section 

44BBB as the case may be, and he has claimed his income to be lower than the profits 

or gains so deemed to be the profits and gains of his business, as the case may be, in 

any previous year, 

(d) carrying on the profession shall, if the profits and gains from the profession are 

deemed to be the profits and gains of such person under section 44ADA , and he has 

claimed such income to be lower than the profits and gains so deemed to be the 

profits and gains of his profession and his income exceeds the maximum amount 

which is not chargeable to income-tax in any previous year, or  

(e) carrying on the business shall, if the provisions of sub-section (4) of section 44AD are 

applicable in his case and his income exceeds the maximum amount which is not 

chargeable to income-tax in any previous year, get his accounts of such previous year 

audited by an accountant before the specified date and furnish by that date the report 

of such audit in the prescribed form duly signed and verified by such accountant and 

setting forth such particulars as may be prescribed. 

[Note: Sub section (4) of section 44AD of the Income Tax Act, 1961 states that where an eligible 

assessee declares profit for any Previous Year in accordance with the provisions of this section 

44AD and he declares profit for any of the 5 Assessment Years relevant to the Previous Year 

succeeding such Previous Year not in accordance with the provisions of sub -section (1) of 

section 44AD, he shall not be eligible to claim the benefit of the provisions of this section for 5 

Assessment Years subsequent to the Assessment Year relevant to the Previous Year in which 

the profit has not been declared in accordance with the provisions of sub-section (1) of section 

44AD.] 
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It may be noted that this section shall not apply to the person, who derives income of the nature 

referred to in section 44B or section 44BBA on and from the 1st day of April, 1985 or, as the 

case may be, the date on which the relevant section came into force, whichever is later.  

It may also be noted that in a case where such person is required by or under any other law to 

get his accounts audited, it shall be sufficient compliance with the provisions of this section if 

such person gets the accounts of such business or profession audited under such law before 

the specified date and furnishes by that date the report of the audit as required under such other 

law and a further report by an accountant in the form prescribed under this section. 

Applicability of Tax Audit Provisions  

DB Pvt. Ltd. has total turnover of ` 125 lacs for the FY 2017-18.  

✓ Section 44AD is not applicable to company assessee, hence Limit of ` 2 crore is not 

applicable to DB Pvt. Ltd and it has to conduct the Audit of Books of Accounts under 

section 44AB of the Act for the FY 2017-18 as turnover exceeds ` 1 crore.  

ABC & Co. (a partnership firm) engaged in trading of electronic goods having a t urnover of  

` 165 lacs for the FY 2017-18.  

✓ Section 44AD is applicable to Partnership Firm. Thus, ABC & Co. can declare the 

minimum profit @ 8% of the turnover as its turnover during the PY 2017 -18 does not 

exceed ` 2 crores. If the firm do not opt for presumptive income scheme under section 

44AD, it has to get books of accounts audited u/s 44AB of the Act.  

Mr. Anand Khater, a Commission Agent has commission receipts of ` 137 lacs during the 

FY 2017-18. 

✓ Though Section 44AD is applicable to an Individual, it is not applicable to Commission 

income. In the given case, since, Mr. Anand earns the commission income, he cannot 

take the benefit of section 44AD. His total turnover during the FY 2017-18 in respect of 

commission income exceeds ` 1 crore, he has to get his books of accounts audited u/s 

44AB of the Act.  

Mr. Vishal Raka, owning an Agency of Samsung Mobile for the city of Pune and makes the 

turnover of ` 87 lacs during the FY 2017-18. 

✓ Though Section 44AD is applicable to an Individual, it is not applicable to Commission 

income. In the given case, since, Mr. Vishal earns the commission income, he cannot 

take the benefit of section 44AD. His total turnover during the FY 2017-18 in respect of 

commission income does not exceeds ` 1 crore, therefore, he need not to get his books 

of accounts audited u/s 44AB of the Act. 
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Explanation : For the purposes of this section, 

(i) “accountant” shall have the same meaning as in the explanation below sub -section (2) of 

Section 288; 

(ii) “specified date”, in relation to the accounts of the assessee of the previous year relevant 

to an assessment year, means the due date for furnishing the return of income under sub -

section (1) of section 139. 

The above section stipulates that every person carrying on business is required to get his 

accounts audited before the “specified date” by a chartered accountant, if the total sales 

turnover or gross receipts in the business in any previous year exceed ` 1 crore. A person 

carrying on a profession will also have to get his accounts audited before the “specified date” 

by a chartered accountant if his gross receipts in profession in any previous year exceed ` 50 

lakhs w.e.f. A.Y. 2018-19. 

Clause (c) of Section 44AB, provides that in the case of an assessee carrying on a business 

of the nature specified in sections 44AE, 44BB or 44BBB, tax audit will be required if he claims 

his income to be lower than the presumptive income deemed under those sections. Therefore, 

such assessees will be required to have a tax audit even if their sales, turnover or gross receipts 

do not exceed ` 100 lakhs (one crore rupees). 

If a person is carrying on business(es), coming within the scope of sections 44AE, 44BB or 

44BBB but he exercises his option given under these sections to get his accounts audited under 

Section 44AB, tax audit requirements would apply, in respect of such business(es) even if the 

turnover of such business(es) does not exceed ` 100 lakhs (one crore rupees). 

In the case of a person carrying on businesses covered by sections 44AE, 44BB or 44BBB and 

opting for presumptive taxation, tax audit requirement would not apply in respect of such 

businesses, if such person is carrying on other business(es) not covered by presumptive 

taxation, tax audit requirements would apply in respect thereof if the turnover of such 

business(es), other than the business covered by presumptive taxation thereof, exceed ` 100 

lakhs (one crore rupees). 

The first proviso to section 44AB stipulates that the provisions of that  section will not be 

applicable to a person who derives income of the nature referred to in sections 44B, or 44BBA. 

Where the assessee is carrying on any one or more of the businesses specified in section 44B 

or 44BBA referred to in the first proviso to section 44AB, the sales/turnover/gross receipts from 

such businesses shall not be included in the total sales/turnover/gross receipts for determining 

the applicability of section 44AB. 

The report of such audit, duly signed and verified by the chartered accountant is required to be 

given in such form and setting forth such particulars as prescribed by the Board. Rule 6G 

provides that such audit report and particulars should be given in Form No. 3CA/3CB as may 

be applicable and the statement of particulars should be given in Form No.3CD. 
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A question may arise in the case of an assessee who is eligible to claim deductions under 

sections 80-IA, 80-IB, 80-IC etc., as to whether, it willbe necessary for him to get separate audit 

reports/certificates under these sections in addition to an audit report under Section 44AB. The 

requirement of section 44AB is a general requirement covering the overall position of the 

accounts of the assessee. This applies to the consolidated accounts of the assessee for the 

relevant previous year covering the results of all the units owned by the assessee whether 

situated at one place or at different places. If turnover of all the units put together exceeds 

prescribed limits, the assessee would be required to get a separate audit report/cer tificate under 

above said sections he wants to avail deduction under the respective sections. Therefore it will 

be necessary for an assessee to get separate audit reports/certificates under above said 

sections in addition to an audit report, if any, required under section 44AB. 

(C)  AMENDMENT IN CLAUSE 31 OF FORM 3CD 

• Clause 31 (a)*: Particulars of each loan or deposit in an amount exceeding the limit 

specified in section 269SS taken or accepted during the previous year: - 

(i) name, address and permanent account number (if available with the assessee) 

of the lender or depositor; 

(ii) amount of loan or deposit taken or accepted; 

(iii) whether the loan or deposit was squared up during the previous year;  

(iv) maximum amount outstanding in the account at any time during the previous 

year; 

(v)  whether the loan or deposit was taken or accepted by cheque or bank draft or 

use of electronic clearing system through a bank account; 

(v) in case the loan or deposit was taken or accepted by cheque or bank draft, 

whether the same was taken or accepted by an account payee cheque or an 

account payee bank draft. 

*(These particulars need not be given in the case of a Government company, a 

banking company or a corporation established by a Central, State or Provincial Act.)  

Section 269SS prescribes the mode of taking or accepting certain loans and deposits. As 

per this section, no person shall take or accept from any other person any loan or deposit 

otherwise than by an account payee cheque or account payee bank draft if ,-  

(a) the amount of such loan or deposit or the aggregate amount of such loan and deposit; 

or  

(b) on the date of taking or accepting such loan or deposit, any loan or deposit taken or 

accepted earlier by such person from the depositor is remaining unpaid (wheth er 
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repayment has fallen due or not), the amount or the aggregate amount remaining 

unpaid; or  

(c) the amount or the aggregate amount referred to in clause (a) together with the amount 

or the aggregate amount referred to in clause (b), 

is twenty thousand rupees or more.  

For the purposes of section 269SS "loan or deposit" means loan or deposit of money.  

If the total of all loans/deposits from a person exceed ` 20,000 but each individual item is 

less than ` 20,000, the information will still be required to be given in respect of all such 

entries starting from the entry when the balance reaches ` 20,000 or more and until the 

balance goes down below ` 20,000. As such the tax auditor should verify all loans/deposits 

taken or accepted where balance has reached ` 20,000 or more during the year for the 

purpose of reporting under this clause.  

• Clause 31 (b): Particulars of each specified sum in an amount exceeding the limit 

specified in section 269SS taken or accepted during the previous year:-  

(i)  name, address and Permanent Account Number (if available with the assessee) of 

the person from whom specified sum is received;  

(ii)  amount of specified sum taken or accepted;  

(iii) whether the specified sum was taken or accepted by cheque or bank draft or use of 

electronic clearing system through a bank account;  

(iv)  in case the specified sum was taken or accepted by cheque or bank draft, whether 

the same was taken or accepted by an account payee cheque or an account payee 

bank draft.  

(Particulars at (a) and (b) need not be given in the case of a Government company, a banking 

company or a corporation established by the Central, State or Provincial Act.)  

• Clause 31 (c): Particulars of each repayment of loan or deposit or any specified 

advance in an amount exceeding the limit specified in section 269T made during the 

previous year:-  

(i)  name, address and Permanent Account Number (if available with the assessee) of 

the payee;  

(ii)  amount of the repayment;  

(iii)  maximum amount outstanding in the account at any time during the previous year;  

(iv) whether the repayment was made by cheque or bank draft or use of electronic  

clearing system through a bank account;  

© The Institute of Chartered Accountants of India



90 FINAL (OLD) EXAMINATION: NOVEMBER, 2018 

 

(i) in case the repayment was made by cheque or bank draft, whether the same was 

taken or accepted by an account payee cheque or an account payee bank draft.  

This sub-clause requires particulars of each repayment of loan or deposit in an amount 

exceeding the limits specified in section 269T made during the previous year. Section 269T 

is attracted where repayment of the loan or deposit is made to a person, where the 

aggregate amount of loans or deposits held by such person either in his own name or jointly 

with any other person on the date of such repayment together with interest, if any, payable 

on such deposit is ` 20,000 or more. The tax auditor should verify such repayments and 

report accordingly. 

• Clause 31 (d): Particulars of repayment of loan or deposit or any specified advance in an 

amount exceeding the limit specified in section 269T received otherwise than by a cheque 

or bank draft or use of electronic clearing system through a bank account during the 

previous year:-  

(i) name, address and Permanent Account Number (if available with the assessee) of  

payer;  

(ii)  amount of loan or deposit or any specified advance received otherwise than by a 

cheque or bank draft or use of electronic clearing system through a bank account 

during the previous year.  

• Clause 31 (e): Particulars of repayment of loan or deposit or any specified advance in an 

amount exceeding the limit specified in section 269T received by a cheque or bank draft 

which is not an account payee cheque or account payee bank draft during the previous 

year: 

(i)  name, address and Permanent Account Number (if available with the assessee) of 

the payer;  

(ii)  amount of loan or deposit or any specified advance received by a cheque or a bank 

draft which is not an account payee cheque or account payee bank draft during the 

previous year.  

(Particulars at (c), (d) and (e) need not be given in the case of a repayment of any loan or 

deposit or any specified advance taken or accepted from the Government, Government 

company, banking company or a corporation established by the Central, State or 

Provincial Act).  

II. Audit provisions under Indirect Tax Laws  

The GST roll out on 1st July 2017 has paved the way 

for realization of the goal of “one nation-one tax-one 

market”. GST is expected to benefit Indian economy 

overall with most tax compliant businesses getting 

favourably impacted. It is a trust based taxation 
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regime wherein the assessee is required to self-assess his returns and determine tax liability 

without any intervention by the tax official. Therefore, a tax regime that relies on self -assessment 

has to put in place a robust audit mechanism to measure and ensure compliance of  the 

provisions of law by the taxable person. 

Definition of “Audit” has been as per section 2(13) of the CGST Act, 2017 is given below:  

“audit” means the examination of records, returns and other documents maintained or 

furnished by the registered person under this Act or the rules made thereunder or under 

any other law for the time being in force to verify the correctness of turnover declared, 

taxes paid, refund claimed and input tax credit availed, and to assess his compliance with 

the provisions of this Act or the rules made thereunder.” 

The definition of ‘audit’ under the Act is a wide term covering the examination of records, returns 

and documents maintained/ furnished under this Act or Rules and under any other law in force. 

Any document, record maintained by a registered person under any law can thus be called upon 

and audited. It becomes critical for the person to maintain true documents/ records to ensure 

correctness and smooth conduct of audit. 

7.1 Types of Audit under GST 

GST envisages three types of Audit.  

(1)  Audit of accounts [Section 35(5) read alongwith section 

44(2) and rule 80] 

(2)  Audit by Tax Authorities wherein the Commissioner or any 

officer authorised by him, can undertake audit of any 

registered person for such period, at such frequency and 

in such manner as may be prescribed. [Section 65 and 

rule 101] 

(3)  Special Audit wherein the registered person can be 

directed to get his records including books of account examined and audited by a chartered 

accountant or a cost accountant during any stage of scrutiny, inquiry, investigation or any 

other proceedings; depending upon the complexity of the case. [Section 66 and rule 102]
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7.1.1. Audit of Accounts [Section 35(5) read alongwith section 44(2) and rule 80]  

As per sub-section 5 of section 35 read alongwith section 44(2) and rule 80 of the CGST Rules, 

2017 stipulates as follows: 

(i) Every registered person must get his 

accounts audited by a Chartered Accountant 

or a Cost Accountant if his aggregate 

turnover during a FY exceeds `  2 crores.   

(ii) Such registered person is required to furnish 

electronically through the common portal 

alongwith Annual Return a copy of: 

 Audited annual accounts 

 A Reconciliation Statement, duly 

certified, in prescribed FORM GSTR-

9C. 

Reconciliation Statement will reconcile the value of supplies declared in the return furnished 

for the financial year with the audited annual financial statement and such other particulars, as 

may be prescribed. 

 

GST AUDIT

Audit by GST Tax Authorities

General Audit

Special Audit

Audit by Professionals 
To File Returns+Audited 
Accounts+Reconcilation 

Statements

Value of supplies declared in 
Annual return 

Value of supplies declared in audited Annual 
Financial Statement 
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7.1.2. Audit under section 65:  

Section Description Remarks 

Section 65 Audit by tax 

authorities  

The audit under Section 66 is a special audit to be conducted 

by a Chartered Accountant or Cost Accountant nominated by 

the Commissioner whereas the audit under Section 65 is a 

routine audit by the tax office.  

7.1.3. Special Audit under section 66:  

Availing the services of experts is an age old practice of due process of law. These experts have 

done yeoman service to the process of delivering justice. One such facility extended by the Act 

is in Section 66 where an officer not below the rank of Assistant Commissioner, duly approved, 

may avail the services of a Chartered Accountant or Cost Accountant to conduct a detailed 

examination of specific areas of operations of a registered person.  Availing the services of the 

expert be it a Chartered Accountant or Cost Accountant is permitted by this section only when 

the officer considering the nature & complexity of the business and in the interest of revenue is 

of the opinion that: 

 Value has not been correctly declared; or 

 Credit availed is not within the normal limits. 

It would be interesting to know how these ‘subjective’ conclusions will be drawn and how the 

proper officers determines what is the normal limit of input credit availed.  

Circumstances for Notice for Special Audit: An Assistant Commissioner who nurses an 

opinion on the above two aspects, after commencement and before completion of any scrutiny, 

enquiry, investigation or any other proceedings under the Act, may direct a registered person to 

get his books of accounts audited by an expert. Such direction is to be issued in accordance 

with the provision of Rule 102 (1) FORM GST ADT-03 

The Assistant Commissioner needs to obtain prior permission of the Commissioner to issue 

such direction to the taxable person. 

Identifying the expert is not left to the registered person whose audit is to be conducted but the 

expert is to be nominated by the Commissioner. 

Time Limit to Submit the Audit Report: The Chartered Accountant or the Cost Accountant so 

appointed shall submit the audit report, mentioning the specified particulars therein, within a 

period of 90 days, to the Assistant Commissioner in accordance with provision of Rule 102(2) 

FORM GST ADT-04. 

Extension in Submission of Audit Report: In the event of an application to the Assistant 

Commissioner by Chartered Accountant or the Cost Accountant or the registered person 
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seeking an extension, or for any material or sufficient reason, the due date of submission of 

audit report may be extended by another 90 days. 

Considering the special nature of this audit, i.e. audit having been conducted under other 

proceedings or under other laws; this does not preclude the proper officer from exercising this 

option. 

While the report in respect of the special audit under this section is to be submitted directly to 

the Assistant Commissioner, the registered person is to be provided an opportunity of being 

heard in respect of any material gathered in the special audit which is proposed to be used in 

any proceedings under this Act. This provision does not appear to clearly state whether the 

registered person is entitled to receive a copy of the entire audit report or only extracts or merely 

inferences from the audit. However, the observance of the principles of natural justice in the 

proceedings arising from this audit would not fail the taxable person on this aspect.  

Expenses for Examination and Remuneration for Audit: The expenses for examination and 

audit including the remuneration payable to the auditor will be determined and borne  by the 

Commissioner.  

As in the case of audit under section 65, no demand of tax, even ad interim, is permitted on 

completion of the special audit under this section. In case any possible tax liability is identified 

during the audit, procedure under section 73 or 74 as the case may be is to be followed. 

During the course of audit, the registered person to afford the auditor with the necessary 

facility to verify the books of account and also to furnish the required information and render 

assistance for timely completion of the audit. As per the CGST Rules on Assessment and 

Audit Rules, the auditor shall verify the documents on the basis of which the accounts are 

maintained and the periodical returns/statements are furnished. While conducting the audit, 

the auditor is authorized to: 

 Verify books & records 

 Returns & statements 

 Correctness of turnover, exemptions & deductions 

 Rate of tax applicable in respect of supply of goods and/or services  

 The input tax credit claimed/availed/unutilized and refund claimed. 

Some of the best practices to be adopted for GST audit among others could be:  

The evaluation of the internal control viz-a-viz GST would indicate the area to be focused. 

This could be done by verifying: 

(a) The Statutory Audit report which has specific disclosure needs in regard to maintenance 
of record, stock and fixed assets.  

(b) The Information System Audit report and the internal audit report. 

(c) Internal Control questionnaire designed for GST compliance. 
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(i) The use of generalised audit software to aid the GST audit would ensure modern 
practice of risk based audit are adopted. 

(ii) The reconciliation of the books of account or reports from the ERP’s to the return is 
imperative. 

(iii) The review of the gross trial balance for detecting any incomes being set off with 
expenses. 

(iv) Review of purchases/expenses to examine applicability of reverse charge applicable 
to goods/services. The foreign exchange outgo reconciliation would also be 
necessary for identifying the liability of import of services. 

(v) Quantitative reconciliation of stock transfer within the State or for supplies to job 
workers under exemption. 

(vi) Ratio analysis could provide vital clues on areas of non-compliance. 

7.2 Format of Audit report under the GST law:  

Form GST ADT-04 

[See Rule 102(2)] 

Reference No. : 

Date : 

 

To, 

-------------------------------------------- 

GSTIN ……………………………… 

Name …………………………………. 

Address ……………………………… 

Information of Findings upon Special Audit 

Your books of account and records for the F.Y………………..…. has been examined by 

………….………….. (chartered accountant/cost accountant) and this Audit Report is prepared 

on the basis of information available/documents furnished by you and the 

findings/discrepancies are as under : 

Short payment of Integrated tax Central tax State/UT tax Cess 

Tax     

Interest     

Any other amount     
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[Upload pdf file containing audit observation] 

You are directed to discharge your statutory liabilities in this regard as per the provisions of 

the Act and the rules made thereunder, failing which proceedings as deemed fit may be 

initiated against you under the provisions of the Act. 

 

Signature ...................................... 

Name ……………………………….. 

Designation ………………………... 

Chapter 18 - Audit of Public Sector Undertakings 

Elements of PSU Audits: Public sector auditing augments the confidence of the intended users 

by providing relevant information and independent and objective assessments concerning 

deviations from accepted standards or principles of good governance.  

Audit of all public-sector undertakings has the following basic elements:  

 

(a)  The Three parties - Auditor, Responsible party and Intended users.  

Auditor: The role of auditor is fulfilled by Supreme Audit  Institution (SAI), India and by its 

personnel delegated with the duty of conducting audits.  

Responsible party: The relevant responsibilities are determined by constitutional or 

legislative arrangement. Generally, auditable entities and those charged with governance 

of the auditable entities would be the responsible parties. The responsible parties may be 

responsible for the subject matter information, for managing the subject matter or for 

addressing recommendations.  

Intended users: Intended users are the individuals, organizations or classes thereof for 

whom the auditor prepares the audit report.  

Basic Elements of PSU 
Audits

Three parties

Auditor
Responsible 

party
Intended 

users

Subject matter,
criteria and 

subject matter 
information

Types of 
engagement

Attestation 
Engagements

Direct 
Reporting 

Engagement

© The Institute of Chartered Accountants of India



 PAPER – 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS 97 

 

(b)  Subject matter, criteria and subject matter information.  

 

(c)  Types of engagement - Attestation Engagements and Direct Reporting Engagement.  

 

Financial audits are always attestation engagements, as they are based on financial 
information presented by the responsible party.  
Performance audits and compliance audits are generally direct reporting engagements.  

Principles of PSU Audits: The principles of PSU Audits constitute the general standards that 

apply to SAI India’s personnel as auditors and are fundamental to the conduct  of all types of 

PSU Audits.  

The principles are categorized into two distinct groups as below: 

I.  General Principles 

II. Principles related to the Audit Process 

Subject matter
• This refers to the information, condition or activity that is 

measured or evaluated against certain criteria. 

Criteria • These are the benchmarks used to evaluate the subject matter. 

Subject matter 
information

• This refers to the outcome of evaluating or measuring the subject 
matter against the criteria. 

Attestation Engagements:

In attestation engagements, the responsible party measures the subject matter 
against the criteria and presents the subject matter information, on which the auditor 
then gathers sufficient and appropriate audit evidence to provide a reasonable basis 
for expressing a conclusion. 

Direct Reporting Engagement:

In direct reporting engagements, it is the auditor who measures or evaluates the 
subject matter against the criteria. 
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Principles related to the Audit Process 

 

Financial Audit: Financial audit is primarily conducted to:  

express an audit opinion on the financial statements  

enhance the degree of confidence of intended users in the financial statements.  

The C&AG shall express an opinion as to whether the financial statements are prepared, in all 

material respects, in accordance with the applicable financial reporting framework.  

In the case of financial statements prepared in accordance with a fair presentation financial 

reporting framework, whether the financial statements are presented fairly, in all material 

respects, or give a true and fair view, in accordance with that framework.   

General Principles 

Ethics & 
Indepen-

dence

Professional 
Judgement, 
due care and 
skepticism

Quality 
Control 

Audit Team 
manage-
ment &  

Skill

Audit Risk Materiality 
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Planning the Audit

• Establish the terms of the 
audit

• obtain understanding of 
the entity

• Conduct Risk assessment 
of problem analysis

• Identify risks of fraud

• Develop an audit plan

Conducting the Audit

• Perfom the planned audit 
procedures to obtain audit 
evidence

• Evaluate audit evidence and 
draw conclusions

Reporting & Follow-up

• Prepare a report 
based on the 
conclusions reached

• Follow-up on 
reported matters as 
relevant.
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Compliance Audit: Compliance audit is the independent assessment of whether a given 

subject matter is in compliance with the applicable authorities identified as criteria.  

This audit is carried out by assessing whether activities, financial transactions and information 

comply in all material respects, with the regulatory and other authorities which govern the 

audited entity. 

Compliance audit is concerned with:  

(a)  Regularity- adherence of the subject matter to the formal criteria emanating from relevant 

laws, regulations and agreements applicable to the entity.  

(b)  Propriety- observance of the general principles governing sound financial management 

and the ethical conduct of public officials.  

While regularity is emphasized in compliance auditing, propriety is equally pertinent in the 

public-sector context, in which there are certain expectations concerning financial management 

and the conduct of officials.  

Perspective of Compliance 

Audit: Compliance Audit is part of 

a combined audit that may also 

include other aspects. 

Compliance auditing is generally 

conducted either- 

(i) in relation with the audit of 

financial statements, or  

(ii) separately as individual 

compliance audits, or  

(ii) in combination with 

performance 

auditing. 

Chapter 22 - Code of Ethics 

KYC Norms for CA in Practice 

The financial services industry globally is required to obtain information of their clients and 

comply with Know Your Client Norms (KYC norms). Keeping in mind the highest standards of 

Chartered Accountancy profession in India, the Council of ICAI thought it necessary to issue 

such norms to be observed by the members of the profession who are in practice.  

In light of this background, the Council of ICAI approved the following KYC Norms which are 

mandatory in nature and shall apply in all assignments pertaining to attest functions. 

The KYC Norms approved by the Council of ICAI are given below: 

Compliance Auditing is 
generally conducted 

either:

(i) in relation with the audit 
of financial statements, or 

(ii) separately as individual 
compliance audits, or 

(iii) in combination with 
performance auditing
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1. Where Client is an Individual/ Proprietor  

A.  General Information  

Name of the Individual  

PAN No. or Aadhar Card No. of the Individual  

Business Description  

Copy of last Audited Financial Statement 

B.  Engagement Information  

Type of Engagement 

2.  Where Client is a Corporate Entity 

A.  General Information  

Name and Address of the Entity  

Business Description  

Name of the Parent Company in case of Subsidiary 

Copy of last Audited Financial Statement 

B.  Engagement Information 

Type of Engagement 

C. Regulatory Information 

Company PAN No. 

Company Identification No.  

Directors’ Names & Addresses  

Directors’ Identification No. 

3.  Where Client is a Non-Corporate Entity 

A.  General Information  

Name and Address of the Entity 

Copy of PAN No.  

Business Description 
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Partner’s Names & Addresses (with their PAN/Aadhar Card/DIN No.)  

Copy of last Audited Financial Statement 

B.  Engagement Information 

Type of Engagement 

Recent Decisions of Ethical Standards Board 

1. A Chartered Accountant in practice may be an equity research adviser, but he cannot 

publish retail report, as it would amount to other business or occupation.  

2. A Chartered Accountant, who is a member of a Trust, cannot be the auditor of the said 

trust. 

3. A Chartered Accountant in practice may engage himself as Registration Authority (RA) for 

obtaining digital signatures for clients. 

4. A Chartered accountant can hold the credit card of a bank when he is also the auditor of 

the bank, provided the outstanding balance on the said card does not exceed Rs 10000 beyond 

the prescribed credit period limit on credit card given to him. 

5. A Chartered Accountant in practice can act as mediator in Court, since acting as a 

“mediator” would be deemed to be covered within the meaning of “arbitrator’; which is inter -alia 

permitted to members in practice as per Regulation 191 of the Chartered Accountants 

Regulations, 1988. 

6. A Chartered Accountant in practice is not permitted to accept audit assignment of a bank 

in case he has taken loan against a Fixed Deposit held by him in that bank.  

7. The Ethical Standards Board in 2013 generally apply the stipulations contained in the then 

amended Rule 11U of Income Tax generally, wherein statutory auditor /tax auditor cannot be 

the valuer of unquoted equity shares of the same entity.  

The Board has at its recent Meeting (January, 2017) has reviewed the above, and decided that 

where law prohibits for instance in the Income Tax Act and the rules f ramed thereunder, such 

prohibition on statutory auditor/tax auditor to be the valuer will continue, but where there is no 

specific restriction under any law, the said eventuality will be permissible, subject to compliance 

with the provisions, as contained in the Code of Ethics relating to independence. 

8. The Ethical Standards Board had in 2011 decided that it is not permissible for a member 

who has been Director of a Company, upon resignation from the Company to be appointed as 

an auditor of the said Company, and the cooling period for the same may be 2 years. 

The Board has at its recent Meeting (January, 2017) has reviewed the above, and noted that 

the Section 141 of Companies Act, 2013 on disqualification of auditors does not mention such 

prohibition; though threats pertaining to the said eventuality have been mentioned in Code of 

Ethics. 
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Further, the Board was of the view that a member may take decision in such situation based on 

the provisions of Companies Act, 2013 and provisions of Code of Ethics.  

9. A chartered accountant in practice cannot become Financial Advisors and receive 

fees/commission from Financial Institutions such as Mutual Funds, Insurance Companies, 

NBFCs etc. 

10. A chartered accountant cannot exercise lien over the client documents/records for non-

payment of his fees. 

11. It is not permissible for CA Firm to print its vision and values behind the visiting cards, as 

it would result in solicitation and therefore would be violative of the provisions of Clause (6) of 

Part-I of First Schedule to the Chartered Accountants Act, 1949. 

12. It is not permissible for chartered accountants in practice to take agencies of UTI, GIC or 

NSDL. 

13. It is permissible for a member in practice to be a settlor of a trust.  

14. A member in practice cannot hold Customs Brokers Licence under section 146 of the 

Customs Act, 1962 read with Customs Brokers Licensing Regulations, 2013 in terms of the 

provisions of Code of Ethics. 

15. A Chartered accountant in service may appear as tax representative before tax authori ties 

on behalf of his employer, but not on behalf of other employees of the employer.  

16. A chartered accountant who is the statutory auditor of a bank cannot for the same financial 

year accept stock audit of the same branch of the bank or any of the branches of the same bank 

or sister concern of the bank, for the same financial year.  

17. A CA Firm which has been appointed as the internal auditor of a PF Trust by a Government 

Company cannot be appointed as its Statutory Auditor. 

18. A concurrent auditor of a bank ‘X’ cannot be appointed as statutory auditor of bank ‘Y’, 

which is sponsored by ‘X’. 

19. A CA/CA Firm can act as the internal auditor of a company & statutory auditor of its 

employees PF Fund under the new Companies Act (2013).  

20. The Ethical Standards Board while noting that there is requirement for a Director u/s 149(3) 

of the Companies Act, 2013 to reside in India for a minimum period of 182 days in the previous 

calendar year, decided that such a Director would be within the scope of Director Sim plicitor 

(which is generally permitted as per ICAI norms), if he is non –executive director, required in 

the Board Meetings only, and not paid any remuneration except for attending such Board 

Meetings. 

Note: Students are also advised to refer RTP of Paper 1 Financial Reporting (for AS, Ind AS 

and NBFCs updates) and Paper 4 Corporate and Allied Laws (for academic updates relating to 

Company Law). 
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PART – II : QUESTIONS AND ANSWERS 

QUESTIONS 

Standards on Auditing, Statements and Guidance Notes 

1. (a)  Auditor of EXE Ltd. desires to use confirmation request as audit evidence during the 

course of audit. Explain the factors to be considered by the auditor when designing a 

confirmation request?  Also state the effects of using positive external confirmation 

request by the auditor.  

(b)   The auditor CA M of ABC Ltd wanted to perform the audit procedures to help identify 

instances of non-compliance with other laws and regulations that may have a material 

effect on the financial statements by inquiring of management  and, where 

appropriate, those charged with governance, as to whether the entity is in compliance 

with such laws and regulations and inspecting correspondence, if any, with the 

relevant licensing or regulatory authorities.  

 Auditor CA M seeks your guidance for identifying the indications of non-compliance 

with Laws and Regulations.  

(c)  The management of CSITA Ltd. has prepared its summary financial statements for 

the year 2017-18 to be provided to its investors. Consequently the company wants to 

appoint you for conducting audit of summary financial statements. What are the 

procedures that you will perform and consider necessary as the basis for forming an 

opinion on the summary financial statements?  

(d)  The financial statements of Ace Ltd. have been prepared by the management in 

accordance with special purpose framework to meet the financial reporting provisions 

of a regulator. As an auditor, what considerations would be undertaken while planning 

and performing an audit in case of such special purpose frame work?  

2. CA. Ashutosh has been appointed as an auditor of Awesome Health Ltd. for the financial 

year 2017-18 which was audited by CA. Amrawati in 2016-17. As the Auditor of Awesome 

Health Ltd., state the steps that CA. Ashutosh would take to ensure that the Closing 

Balances of the financial year 2016-17 have been brought to account in 2017-18 as 

Opening Balances and the Opening Balances do not contain any misstatements.  

Audit Strategy Planning and Programming 

3. (a)  BSA & Company, Chartered Accountants are duly appointed auditors of ASB LTD 

engaged in manufacturing of various FMCG products and having its manufacturing 

facilities spread across India. Senior partner CA B has called meeting of audit staff to 

plan the conduct of audit for the year 2017-18 and at the meeting he addresses as 

under: 

 “SA 200 “Overall Objectives of the Independent Auditor and the Conduct of an Audit 

in accordance with Standards on Auditing” , states that to achieve the overall 
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objectives of the auditor, the auditor shall use the objectives stated in relevant SAs 

in planning and performing the audit. Without a careful plan, the overall objective of 

an audit may not be achieved. The audit planning is necessary to conduct an effective 

audit in an efficient and timely manner”. 

 In view of above, you are required to analyse and explain the benefits of Planning in 

an Audit of Financial Statements. 

(b)  “Planning is not a discrete phase of an audit but rather a continual and iterative 

process.” Analyse explaining the matters to be considered while planning an audit. 

(c)  “The auditor shall document (i) The overall audit strategy; (ii) The audit plan; and  

(iii) Any significant changes made during the audit engagement to the overall audit 

strategy or the audit plan, and the reasons for such changes.” Explain. 

Risk Assessment and Internal Control 

4. (a)  XYZ LTD has Policy and Procedure Manual containing various accounting policies 

and established procedures followed by it.  Policies and procedures means those 

policies and procedures in addition to the control environment and accounting 

systems which the management of XYZ  has established to achieve the entity’s 

specific objectives. The management is responsible for maintaining an adequate 

accounting system incorporating various internal controls to the extent that they are 

appropriate to the size and nature of the business. There should be reasonable 

assurance for the HBC & Associates, the auditors that the accounting system is 

adequate and that all the accounting information required to be recorded has in fact 

been recorded. Internal controls normally contribute to such assurance.  Explain with 

the help of relevant SA. 

(b) The effectiveness of controls cannot rise above the integrity and ethical values of the 

people who create, administer, and monitor them. Explain. 

(c)  Auditor A of ABC & Co., Chartered Accountants appointed as Auditors of a Ltd 

Company observes that certain type of audit evidence obtained by him are more 

reliable than others.  CA A is of the opinion that his observation would  provide more 

reliable audit evidence than merely making inquiries.  In determining the appropriate 

audit evidence to support a conclusion about control risk,  the auditor A shall consider 

the audit evidence obtained in prior audits. Mr A thinks that he should also consider 

whether the internal controls were in use throughout the period. The auditor A decides 

to perform some tests of control during an interim visit in advance of the period end.  

Explain in detail. 
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Audit under CIS Environment 

5. The growth and development in the field of information technology is a fast paced one and 

unless the auditors are alert to such developments and take pre- emptive action in 

upgrading their knowledge, they may find difficulty in coping with such advancement. 

 Explain few instance of the recent changes which may need to be addressed in discharging 

their responsibilities in such environment. 

The Company Audit 

6.  (a) Pirana Ltd. issued 10,000 shares of face value of ` 10 each at a premium of  

` 490 each in May, 2017. The company received the stated minimum amount in the 

prospectus and transferred a sum equal to the aggregate amount of the premium 

received on shares (i.e. ` 49 lakhs) to the ‘Securities Premium Account’.  

 Unfortunately, in the month of July, the godown of the company caught fire and stock 

worth ` 45 lakhs burnt to ashes.    

 Now, the management desires to adjust the loss due to fire against the said premium 

account. 

(b)  Ram and Hanuman Associates, Chartered Accountants in practice have been 

appointed as Statutory Auditor of Krishna Ltd. for the accounting year 2017-2018.   

Mr. Hanuman, a partner of the Ram and Hanuman Associates, holds 100 equity 

shares of Shiva Ltd., a subsidiary company of Krishna Ltd.  

(c) Subject to the provisions of sub-rule (1) of Rule 3 of The Companies (Audit and 

Auditors) Rules, 2014 where a company is required to constitute the Audit Committee, 

the committee shall recommend the name of an individual or a firm as auditor to the 

Board for consideration and in other cases, the Board shall consider and recommend 

an individual or a firm as auditor to the members in the annual general meeting for 

appointment. 

 Explain manner and procedure of selection and appointment of auditors  as per  

Rule 3 of CAAR 2014.  

Audit Report 

7. (a) (i)  Paragraph 3(x) of CARO, 2016 requires the auditor to report whether any fraud 

by the company or any fraud on the company by its officers or employees has 

been noticed or reported during the year. The clause does not require the auditor 

to discover such frauds.  

 The scope of auditor’s inquiry under this clause is restricted to frauds ‘noticed 

or reported’ during the year.  Comment. 

(ii)  As per Paragraph 3(vi) of CARO, 2016, auditor is required to report whether 

maintenance of cost records has been specified by the Central Government 

under sub-section (1) of Section 148 of the Companies Act, 2013 and whether 
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such accounts and records have been so made and maintained. Explain audit 

procedure and reporting in relation to this clause. 

(b) SA 260 requires the auditor to communicate with those charged with governance on 

a timely basis. The appropriate timing for communications about key audit matters 

will vary with the circumstances of the engagement. However, the auditor may 

communicate preliminary views about key audit matters when discussing the planned 

scope and timing of the audit, and may further discuss such matters when 

communicating about audit findings. Doing so may help to alleviate the practical 

challenges of attempting to have a robust two-way dialogue about key audit matters 

at the time the financial statements are being finalized for issuance.  Explain in detail 

why it is important to communicate key audit matters to those charged with 

governance. 

(c)  The auditor’s inability to obtain sufficient appropriate audit evidence (also referred to 

as a limitation on the scope of the audit) may arise from: 

(i)  Circumstances beyond the control of the entity;  

(ii)  Circumstances relating to the nature or timing of the auditor’s work; or  

(iii)  Limitations imposed by management.  

Explain with the help of examples. 

Liabilities of Auditor 

8. Mr. Fresh, a newly qualified chartered accountant, wants to start practice and he requires 

your advice, among other things, on criminal liabilities of an auditor under the Companies 

Act, 2013. Kindly guide him. 

Audit of Consolidated Financial Statements  

9. Where a company has one or more subsidiaries, it shall, in addition to its own financial 

statements prepare a consolidated financial statement of the company and of all the 

subsidiaries in the same form and manner as that of its own. Explain clearly with reference 

of relevant Sections of the Companies Act, 2013 and The Companies (Accounts) Rules, 

2014. 

Audit of Banks  

10. (a) While doing the audit of a nationalized bank, your Audit Assistant informed you that 

there are a lot of irregularities in Telegraphic Transfers and Demand Drafts. What 

guidance would be given to the Audit Assistant? 

(b) As a Statutory Auditor, how would you verify advances against Goods? 

Audit of Insurance Company 

11.  What are the steps to be taken while verifying the Premium of a General Insurance 

Company? 
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Audit of Non-Banking Financial Companies 

12.  You are appointed as the auditor of a NBFC which is an Investment company registered 

with RBI. What shall be the special points to be covered for the audit of NBFC in case of 

Investment companies? 

Audit under Fiscal Laws 

13. (a) You are doing the tax audit of a Limited Company. After submission of Tax Audit 

Report, management notices that there was apparent mistake of law and due to this 

mistake, revised the final accounts. As a tax auditor, company seeks your opinion 

whether the tax audit can also be revised or not. 

(b)   XYZ Limited is looking for an auditor for getting it accounts audited as per GST. Being 

an expert in the indirect taxes field XYZ Limited is seeking your advice on types  of 

audit to be envisage as per GST Law. Explain. 

Cost Audit 

14. XYZ Ltd is engaged in the manufacturing of various products in its factories spread across 

northern states of India. It seeks your advise about cost audit. Senior partner Mr A holds a 

meeting and addresses as under: 

Cost audit is basically carried out at the instance of the management for obvious 

advantages. The principal object of this audit is to see that the cost data placed before the 

management are verified and reliable and they are prepared in such detail as will serve 

the purpose of the management in taking appropriate decisions. Explain stating clearly the 

objectives of cost audit on behalf of management. 

Special Audit Assignments 

15. (a)  The objective of the Environmental Audit is to evaluate the efficacy of the utilisation 

of resources of man, machines and materials, and to identify the areas of 

environmental risks and liabilities and weakness(es) of management system and 

problems in compliance of the directives of the regulatory agencies and control the 

generation of pollutants and/or waste. 

 Explain and enumerate the main areas to be covered by the auditor in the case of 

environment audit of an industrial unit. 

(b)  Write short notes on the following –  

(1)  Contract notes. 

(2) Sauda Book. 

Audit of Public Sector Undertaking 

16. The Comptroller and Auditor General assists the legislature in reviewing the performance 

of public undertakings. He conducts an efficiency-cum-performance audit other than the 

field which has already been covered either by the internal audit of the individual concerns 
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or by the professional auditors. He locates the area of weakness and extravagance for 

managements’ information. Explain stating clearly the issues examined in comprehensive 

audit. 

Internal Audit, Management and Operational Audit 

17. (a)  The main objective of operational auditing is to verify the fulfillment of plans, and 

sound business requirements while in financial auditing, the concentration is more in 

the financial and accounting areas to ensure that possibilities of loss, wastage and 

fraud are minimized or removed. Analyze and Explain stating clearly major 

differences between Financial and Operational Auditing. 

(b)  The internal auditor must be regarded as part of the management and not merely as 

an assistant thereto. He must have authority to investigate from the financial angles 

every phase of the organisational activity under any circumstances. Explain . 

Investigation and Due Diligence 

18. The general approach for investigation under Sections 210 and 213 of the Companies Act, 

2013 is conditioned by the legal requirements in these regards. Explain the approach/Steps 

for pursuing the investigation. 

Professional Ethics 

19. Comment on the following with reference to the Chartered Accountants Act, 1949 and 

schedules thereto: 

(a) Mr. Raj, a renowned practicing Chartered Accountant, decided to tie his knot with Ms. 

Anjani. While giving order for marriage invitation cards, Mr. Raj instructed to add his 

designation “Chartered Accountant” with his name. Later on, the cards were 

distributed to all his relatives, close friends and clients. 

(b) CA Ram is practicing in the field of financial management planning for over  

12 years. He has gained expertise in this domain over others.  

 Mr. Ratan, a student of Chartered Accountancy course, is very much impressed with 

the knowledge of CA. Ram. He approached CA. Ram to take guidance on some topics 

of financial management subject related to his course. CA. Ram, on request, decided 

to spare some time and started providing private tutorship to Mr. Ratan along with 

some other aspirants. However, he forgot to take specific permission for such private 

tutorship from the Council.  

(c)  Mr. Sam, a Chartered Accountant in practice, provides guidance on post -issue 

activities to his clients e.g. follow up steps which include listing of instruments, 

dispatch of certificates and refunds etc. with the various agencies connected with the 

work. During the year 2017-18, looking to the growing needs of his clients to invest 

in the stock markets, he also started advising them on Portfolio Management Services 

whereby he managed portfolios of some of his clients. 
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(d) Mr. P and Mr. Q are running a firm of Chartered Accountants in the name of  

M/s PQ & Co. On 23.05.2018, they included the name of Mr. R, a practicing Chartered 

Accountant, without his knowledge, as a partner while submitting an application for 

empanelment as auditor for Public Sector Bank branches to the Institute. However, 

they added Mr. R as a partner to their firm offering a share of 25% of the profits, on 

25.05.2018. 

20.  Write a short note on the following: 

(a) Stepwise approach adopted by the Peer reviewer. 

(b) Special features of Co-operative Societies Audit. 

(c) Issues addressed in the SEBI (Listing Obligations and Disclosure Requirements) 

Regulations, 2015 regarding Corporate Governance.  

(d) The purpose of communicating key audit matters  

SUGGESTED ANSWERS/HINTS 

1. (a)  As per SA 505, “External Confirmation”, factors to be considered when designing 

confirmation requests include:  

(i)  The assertions being addressed.  

(ii)  Specific identified risks of material misstatement, including fraud risks.  

(iii)  The layout and presentation of the confirmation request.  

(iv)  Prior experience on the audit or similar engagements.  

(v)  The method of communication (for example, in paper form, or by electronic or 

other medium).  

(vi)  Management’s authorisation or encouragement to the confirming parties to 

respond to the auditor. Confirming parties may only be willing to respond to a 

confirmation request containing management’s authorisation.  

(vii)  The ability of the intended confirming party to confirm or provide the requested 

information (for example, individual invoice amount versus total balance).  

 A positive external confirmation request asks the confirming party to reply to the 

auditor in all cases, either by indicating the confirming party’s agreement with the 

given information, or by asking the confirming party to provide information. A 

response to a positive confirmation request ordinarily is expected to provide reliable 

audit evidence. There is a risk, however, that a confirming party may reply to the 

confirmation request without verifying that the information is correct . The auditor may 

reduce this risk by using positive confirmation requests that do not state the amount 

(or other information) on the confirmation request, and ask the confirming party to fill 
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in the amount or furnish other information. On the other hand, use of this type of 

“blank” confirmation request may result in lower response rates because additional 

effort is required of the confirming parties.  

(b)  As per SA 250, “Consideration of Laws and Regulations, the auditor shall perform the 

audit procedures to help identify instances of non-compliance with other laws and 

regulations that may have a material effect on the financial statements by inquiring of 

management and, where appropriate, those charged with governance, as to whether 

the entity is in compliance with such laws and regulations; and Inspecting 

correspondence, if any, with the relevant licensing or regulatory authorities.  

 However, when the auditor becomes aware of the existence of, or information about, 

the following matters, it may also be an indication of non-compliance with laws and 

regulations:  

➢ Investigations by regulatory organisations and government departments or payment 
of fines or penalties.  

➢ Payments for unspecified services or loans to consultants, related parties, 
employees or government employees.  

➢ Sales commissions or agent’s fees that appear excessive in relation to those 
ordinarily paid by the entity or in its industry or to the services actually received.  

➢ Purchasing at prices significantly above or below market price.  

➢ Unusual payments in cash, purchases in the form of cashiers’ cheques payable to 
bearer or transfers to numbered bank accounts.  

➢ Unusual payments towards legal and retainership fees.  

➢ Unusual transactions with companies registered in tax havens.  

➢ Payments for goods or services made other than to the country from which the 
goods or services originated.  

➢ Payments without proper exchange control documentation.  

➢ Existence of an information system which fails, whether by design or by accident, to 
provide an adequate audit trail or sufficient evidence.  

➢ Unauthorised transactions or improperly recorded transactions.  

➢ Adverse media comment.  

(c)  As per SA 810, “Engagement to Report  on Summary Financial Statements”, the 

auditor shall perform the following procedures, and any other procedures that the 

auditor may consider necessary, as the basis for the auditor’s opinion on the summary 

financial statements:  

(i)  Evaluate whether the summary financial statements adequately disclose their 

summarised nature and identify the audited financial statements.  

(ii)  When summary financial statements are not accompanied by the audited 
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financial statements, evaluate whether they describe clearly :  

(1)  From whom or where the audited financial statements are available; or  

(2)  The law or regulation that specifies that the audited financial statements 

need not be made available to the intended users of the summary financial 

statements and establishes the criteria for the preparation of the summary 

financial statements.  

(iii)  Evaluate whether the summary financial statements adequately disclose the 

applied criteria.  

(iv)  Compare the summary financial statements with the related information in the 

audited financial statements to determine whether the summary financial 

statements agree with or can be re-calculated from the related information in the 

audited financial statements.  

(v)  Evaluate whether the summary financial statements are prepared in accordance 

with the applied criteria.  

(vi) Evaluate, in view of the purpose of the summary financial statements, whether 

the summary financial statements contain the information necessary, and are at 

an appropriate level of aggregation, so as not to be misleading in the 

circumstances.  

(vii)  Evaluate whether the audited financial statements are available to the intended 

users of the summary financial statements without undue difficulty, unless law 

or regulation provides that they need not be made available and establishes the 

criteria for the preparation of the summary financial statements.  

(d)  Considerations for Planning and Performing Audit in case of Special Purpose 

Framework: As per SA 800 “Special Considerations-Audits of Financial Statements 

Prepared in accordance with Special Purpose Frameworks”, financial statements 

prepared in accordance with a special purpose framework may be the only financial 

statements an entity prepares. In such circumstances, those financial statements may 

be used by users other than those for whom the financial reporting framework is 

designed.  

 While planning and performing audit of such special purpose framework based 

company, the auditor should consider below mentioned factors:  

(i)  To obtain an understanding of the entity’s selection and application of 

accounting policies. In the case of financial statements prepared in accordance 

with the provisions of a contract, the auditor shall obtain an understanding of 

any significant interpretations of the contract that management made in the 

preparation of those financial statements.  

(ii)  Compliance of all SAs relevant to audit, the auditor may judge it necessary to 

depart from a relevant requirement in an SA by performing alternative audit 
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procedures to achieve the aim of that requirement.  

(iii)  Application of some of the requirements of the SAs in an audit of special purpose 

financial statements may require special consideration by the auditor. For 

example, in SA 320, judgments about matters that are material to users of the 

financial statements are based on a consideration of the common financial 

information needs of users as a group. In the case of an audit of special purpose 

financial statements, however, those judgments are based on a consideration of 

the financial information needs of the intended users.  

(iv) In the case of special purpose financial statements, such as those prepared in 

accordance with the requirements of a contract, management may agree with 

the intended users on a threshold below which misstatements identified during 

the audit will not be corrected or otherwise adjusted. The existence of such a 

threshold does not relieve the auditor from the requirement to determine 

materiality in accordance with SA 320 for purposes of planning and performing 

the audit of the special purpose financial statements.  

(v)  Communication with those charged with governance in accordance with SAs is 

based on the relationship between those charged with governance and the 

financial statements subject to audit, in particular, whether those charged with  

governance are responsible for overseeing the preparation of those financial 

statements. In the case of special purpose financial statements, those charged 

with governance may not have such a responsibility.  

2. Obtaining sufficient appropriate audit evidence while conducting Initial Audit 

Engagement: According to SA 510 on “Initial Audit Engagements- Opening Balances”, the 

objective of the Auditor while conducting an initial audit engagement with respect to 

opening balances is to obtain sufficient appropriate audit evidence so that the-  

(i) opening balances of the preceding period have been correctly brought forward to the 

current period; 

(ii) opening balances do not contain any misstatement that materially affect the current 

period’s financial statements; and  

(iii) appropriate accounting policies reflected in the opening balances have been 

consistently applied in the current period’s financial statements, or changes thereto 

are properly accounted for and adequately presented and disclosed in accordance 

with the applicable financial reporting framework. 

 Being a new assignment, audit evidence regarding opening balances can be obtained 

by perusing the copies of the audited financial statements.  

 For current assets and liabilities, some audit evidence about opening balances may 

be obtained as part of the current period’s audit procedures. For example, the 

collection/ payment of opening accounts receivable/ accounts payable during the 
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current period will provide some audit evidence of their existence, rights and 

obligations, completeness and valuation at the beginning of the period.  

 In respect of other assets and liabilities such as property plant and equipment, 

investments, long term debts, the auditor will examine the records relating to opening 

balances.  The auditor may also be able to get the confirmation from third parties 

(e.g., balances of long term loan obtained from banks can be confirmed from the Bank 

Loan statement). 

3. (a) SA 200 “Overall Objectives of the Independent Auditor and the Conduct of an Audit 

in accordance with Standards on Auditing” states that to achieve the overall 

objectives of the auditor, the auditor shall use the objectives stated in relevant SAs 

in planning and performing the audit. Without a careful plan, the overall objective of  

an audit may not be achieved. The audit planning is necessary to conduct an effective 

audit in an efficient and timely manner. 

 Benefits/Advantages of Planning in an Audit of Financial Statements 

 Planning an audit involves establishing the overall audit strategy for the engagement 

and developing an audit plan. Adequate planning benefits the audit of financial 

statements in several ways described hereunder- 

(i) Attention to Important Areas - Planning would help the auditor to devote 

appropriate attention to important areas of the audit. 

(ii) Timely resolution of Potential Problems - It would also help the auditor identify 

and resolve potential problems on a timely basis. 

(iii) Proper Organisation and Management of Audit Engagement - Adequate 

planning would help the auditor in properly organizing and managing the audit 

engagement so that it is performed in an effective and efficient manner.  

(iv) Proper Selection of Engagement Team - Planning would assist the auditor in the 

selection of engagement team members with appropriate levels of capabilities 

and competence to respond to anticipated risks, and the proper assignment of 

work to them. 

(v) Direction and Supervision of Engagement Team - It would further facilitate the 

direction and supervision of engagement team members and the review of their 

work. 

(vi) Easy Coordination - Also, planning would be helpful to the auditor in coordination 

of work done by auditors of components and experts.  

(b) Planning is not a discrete phase of an audit but rather a continual and iterative 

process. It often begins shortly after (or in connection with) the completion of the 

previous audit and continues until the completion of the current audit engagement. 

Planning includes consideration of the timing of certain activities and audit 

procedures.  
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For example, planning includes the need to consider such matters as:  

➢ The analytical procedures to be applied as risk assessment procedures.  

➢ Obtaining a general understanding of the legal and regulatory framework 

applicable to the entity and how the entity is complying with that framework. 

➢ The determination of materiality. 

➢ The involvement of experts. 

➢ The performance of other risk assessment procedures. 

(c) Documenting the Audit Plan 

 The auditor shall document- 

(i) The overall audit strategy; 

(ii) The audit plan; and 

(iii) Any significant changes made during the audit engagement to the overall audit 

strategy or the audit plan, and the reasons for such changes as under  - 

(a) Record of Key Decisions: The documentation of the overall audit strategy 

is a record of the key decisions considered necessary to properly plan the 

audit and to communicate significant matters to the engagement team. For 

example, the auditor may summarize the overall audit strategy in the form 

of a memorandum that contains key decisions regarding the overall scope, 

timing and conduct of the audit. 

(b) Record of Nature: Timing and Extent of Risk Assessment Procedures: 

The documentation of the audit plan is a record of the planned nature, 

timing and extent of risk assessment procedures and further audit 

procedures at the assertion level in response to the assessed risks. It also 

serves as a record of the proper planning of the audit procedures that can 

be reviewed and approved prior to their performance. The auditor may use 

standard audit programs and/or audit completion checklists, tailored as 

needed to reflect the particular engagement circumstances.  

(c) Record of reasons for Change in Audit Plans: A record of the significant 

changes to the overall audit strategy and the audit plan, and resulting 

changes to the planned nature, timing and extent of audit procedures, 

explains why the significant changes were made, and the overall strategy 

and audit plan finally adopted for the audit. It also reflects the appropriate 

response to the significant changes occurring during the audit. 

4. (a) Policies and procedures means those policies and procedures in addition to the 

control environment and accounting systems which the management has established 

to achieve the entity’s specif ic objectives. 
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 In this regard, the management is responsible for maintaining an adequate 

accounting system incorporating various internal controls to the extent that they are 

appropriate to the size and nature of the business. There should be reasonable 

assurance for the auditor that the accounting system is adequate and that all the 

accounting information required to be recorded has in fact been recorded. Internal 

controls normally contribute to such assurance. The auditor should gain an 

understanding of the accounting system and related internal controls and should 

study and evaluate the operation of those internal controls upon which he wishes to 

rely in determining the nature, timing and extent of other audit procedures. Where the 

auditor concludes that he can rely on certain internal controls, he could reduce his 

substantive procedures which otherwise may be required and may also differ as to 

the nature and timing. 

 Specific Requirement under SA 315 - “Identifying and Assessing the Risks of 

Material Misstatement through Understanding the Entity and its Environment”  

deals with the auditor’s responsibility to identify and assess the risks of material 

misstatement in the financial statements, through understanding the entity and its 

environment, including the entity’s internal control. SA 315 defines the system of 

internal control as 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. SA 315 further states that the 

auditor should 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. This will help the auditor to reduce the risk of material misstatement to 

an acceptably low level. 

(b)  Communication and enforcement of integrity and ethical values.  The 

effectiveness of controls cannot rise above the integrity and ethical values of the 

people who create, administer, and monitor them. Integrity and ethical behavior are 

the product of the entity’s ethical and behavioral standards, how they are 

communicated, and how they are reinforced in practice. The enforcement of integrity 

and ethical values includes, for example, management actions to eliminate or mitigate 

incentives or temptations that might prompt personnel to engage in dishonest, illegal, 

or unethical acts. The communication of entity policies on integrity and ethical values 

may include the communication of behavioral standards to personnel through policy 

statements and codes of conduct and by example. 

(c) Certain types of audit evidence obtained by the auditor are more reliable than others.  

Ordinarily, the auditor's observation provides more reliable audit evidence than 

merely making inquiries, for example, the auditor might obtain audit evidence about 

© The Institute of Chartered Accountants of India



116 FINAL (OLD) EXAMINATION: NOVEMBER, 2018 

 

the proper segregation of duties by observing the individual who applies a control 

procedure or by making inquiries of appropriate personnel.  However, audit evidence 

obtained by some tests of control, such as observation, pertains only to the point in 

time at which the procedure was applied.  The auditor may decide,  therefore, to 

supplement these procedures with other tests of control capable of providing audit 

evidence about other periods of time. 

 In determining the appropriate audit evidence to support a conclusion about control 

risk, the auditor may consider the audit evidence obtained in prior audits.  In a 

continuing engagement, the auditor will be aware of the accounting and internal 

control systems through work carried out previously but will need to update the 

knowledge gained and consider the need to obtain further audit evidence of any 

changes in control.  Before relying on procedures performed in prior audits, the 

auditor should obtain audit evidence which supports this reliance.  The auditor would 

obtain audit evidence as to the nature, timing and extent of any changes in the entity's 

accounting and internal control systems since such procedures were performed and 

assess their impact on the auditor's intended reliance.  The longer the time elapsed 

since the performance of such procedures the less assurance that may result. 

 The auditor should consider whether the internal controls were in use throughout the 

period.  If substantially different controls were used at different times during the 

period, the auditor would consider each separately.  A breakdown in internal controls 

for a specific portion of the period requires separate consideration of the nature, 

timing and extent of the audit procedures to be applied to the transactions and other 

events of that period. 

 The auditor may decide to perform some tests of control during an interim visit in 

advance of the period end.  However, the auditor cannot rely on the results of such 

tests without considering the need to obtain further audit evidence relating to the 

remainder of the period.  Factors to be considered include: 

 The results of the interim tests. 

 The length of the remaining period. 

 Whether any changes have occurred in the accounting and internal control 

systems during the remaining period. 

 The nature and amount of the transactions and other events and the balances 

involved. 

 The control environment, especially supervisory controls. 

 The nature, timing and extent of substantive procedures which the auditor plans to 

carry out. 

© The Institute of Chartered Accountants of India



 PAPER – 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS 117 

 

5.  The growth and development in the field of information technology is a fast paced one and 

unless the auditors are alert to such developments and take pre-emptive action in 

upgrading their knowledge, they may find difficulty in coping with such advancement.  

 Following are a few instance of the recent changes which may need to be addressed in 

discharging their responsibilities in such environment: 

(1) Mainframes are substituted by mini/micro users. 

(2) There is a shift from proprietary operating system to more universal ones like UNIX, 

LINUX, Programming in 'C' etc. 

(3) Relational Data Base Management (RDBMS) are increasingly being used. 

(4) The methodology adopted for systems development is becoming crucial and CASE 

(Computer Aided Software Engineering) tools are being used by many organisation.  

(5) End user computing is on the increase resulting in decentralized data processing. 

(6) The need for data communication and networking is increasing. 

(7) Common business documents are getting replaced by paperless electronic data 

interface (EDI). 

(8) Conventional data entry giving way to scanner, digitized image processes, voice 

recognition system etc. 

The impact of all such change on auditing may be summarised as:  

(a) wide-spread end-user computing may result in unintentional errors creeping into 

systems owing to inept handling. Also coordinated program modification may not be 

possible. 

(b) improper use of decision support system can have serious repercussion. Also their 

underlying assumption must be clearly documented. 

(c) Usage of sophisticated audit software would be a necessity.  

(d) Auditors non-participation at System Development Life Cycle State (SDLC) pose 

considerable problem in understanding the operational controls.  

(e) Data communication and networking would introduce new audit risk.  

(f) The move toward paperless EDI would eliminate much of the traditional audit trail 

radically changing the nature of audit trails. 

6. (a) Application of Securities Premium Account: Section 52 of the Companies Act, 

2013 (herein after referred as the Act) deals with the application of premium received 

on issue of shares. The said section provides that where a company issues shares at 

a premium, whether for cash or otherwise, a sum equal to the aggregate amount of 

the premium received on those shares shall be transferred to an account called 

“Securities Premium Account” and the provisions of this Act relating to reduction of 

share capital of a company except as provided in this section shall apply as if the 
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securities premium account was the paid up share capital of the company.  

 However, as per section 52, the securities premium account may be applied for the 

following purposes: 

(i) towards the issue of fully paid bonus shares; 

(ii) in writing off the preliminary expenses; 

(iii) in writing off the expenses of, or the commission paid or discount allowed on, 

any issue of shares or debentures; 

(iv) in providing for the premium payable on the redemption of any redeemable 

preference shares or debentures; or 

(v) for the purchase of its own shares or other securities under section 68 of the 

Companies Act, 2013. 

 In the given case, the management of Pirana Ltd. desires to adjust the loss due to 

fire against the securities premium account. 

 In view of the above provisions of the Companies Act, 2013, it may be noted that the 

company is not permitted to adjust its loss against the securities premium account.  

(b) Auditor Holding Securities of a Company: As per sub-section (3)(d)(i) of Section 

141 of the Companies Act, 2013 along with Rule 10 of the Companies (Audit and 

Auditors) Rule, 2014, a person shall not be eligible for appointment as an auditor of 

a company, who, or his relative or partner is holding any security of or interest in the 

company or its subsidiary, or of its holding or associate company or a subsidiary of 

such holding company. Provided that the relative may hold security or interest in the 

company of face value not exceeding rupees one lakh. 

 Also, as per sub-section (4) of Section 141 of the Companies Act, 2013, where a 

person appointed as an auditor of a company incurs any of the disqualifications 

mentioned in sub-section (3) after his appointment, he shall vacate his office as such 

auditor and such vacation shall be deemed to be a casual vacancy in the office of the 

auditor. 

 In the present case, Mr. Hanuman, Chartered Accountant, a partner of M/s Ram and 

Hanuman Associates, holds 100 equity shares of Shiva Ltd. which is a subsidiary of 

Krishna Ltd. Therefore, the firm, M/s Ram and Hanuman Associates would be 

disqualified to be appointed as statutory auditor of Krishna Ltd. as per section 

141(3)(d)(i), which is the holding company of Shiva Ltd., because Mr. Hanuman one 

of the partner is holding equity shares of its subsidiary. 

(c) Rule 3 of CAAR 2014 prescribes the following manner and procedure of 

selection and appointment of auditors.  

(1)  In case of a company that is required to constitute an Audit Committee under 

section 177, the committee, and, in cases where such a committee is not 
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required to be constituted, the Board, shall take into consideration the 

qualifications and experience of the individual or the firm proposed to be 

considered for appointment as auditor and whether such qualifications and 

experience are commensurate with the size and requirements of the company. 

It may be noted that while considering the appointment, the Audit Committee or 

the Board, as the case may be, shall have regard to any order or pending 

proceeding relating to professional matters of conduct against the proposed 

auditor before the Institute of Chartered Accountants of India or any competent 

authority or any Court. 

(2)  The Audit Committee or the Board, as the case may be, may call for such other 

information from the proposed auditor as it may deem fit.  

(3)  Subject to the provisions of sub-rule (1), where a company is required to 

constitute the Audit Committee, the committee shall recommend the name of an 

individual or a firm as auditor to the Board for consideration and in other cases, 

the Board shall consider and recommend an individual or a firm as auditor to the 

members in the annual general meeting for appointment. 

(4)  If the Board agrees with the recommendation of the Audit Committee, it shall 

further recommend the appointment of an individual or a firm as auditor to the 

members in the annual general meeting. 

(5)  If the Board disagrees with the recommendation of the Audit Committee, it shall 

refer back the recommendation to the committee for reconsideration citing 

reasons for such disagreement. 

(6)  If the Audit Committee, after considering the reasons given by the Board, 

decides not to reconsider its original recommendation, the Board shall record 

reasons for its disagreement with the committee and send its own 

recommendation for consideration of the members in the annual general 

meeting; and if the Board agrees with the recommendations of the Audit 

Committee, it shall place the matter for consideration by members in the annual 

general meeting. 

(7)  The auditor appointed in the annual general meeting shall hold office from the 

conclusion of that meeting till the conclusion of the sixth annual general meeting, 

with the meeting wherein such appointment has been made being counted as 

the first meeting. 

7. (a) (i) Paragraph 3(x) of CARO, 2016 states that : 

 Whether any fraud by the company or any fraud on the company by its officers 

or employees has been noticed or reported during the year; If yes, the nature 

and the amount involved is to be indicated 

 This clause requires the auditor to report whether any fraud by the company or 
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any fraud on the company by its officers or employees has been noticed or 

reported during the year. If yes, the auditor is required to state the amount 

involved and the nature of fraud. The clause does not require the auditor to 

discover such frauds. The scope of auditor’s inquiry under this clause is 

restricted to frauds ‘noticed or reported’ during the year.  The use of the words 

“noticed or reported” indicates that the management of the company should 

have the knowledge about the frauds by the company or on the company by its 

Officer and employees that have occurred during the period covered by the 

auditor’s report.  It may be noted that this clause of the Order, by requiring the 

auditor to report whether any fraud by the company or on the company by its 

Officer or employees has been noticed or reported, does not relieve the auditor 

from his responsibility to consider fraud and error in an audit of financial 

statements. In other words, irrespective of the auditor’s comments under this 

clause, the auditor is also required to comply with the requirements of Standard 

on Auditing (SA) 240, “The Auditor’s Responsibility Relating to Fraud in an Audit 

of Financial Statements”.  

(ii) Audit Procedures and Reporting - Paragraph 3(vi) of CARO, 2016 

(i) The Order requires the auditor to report whether cost accounts and records 

have been made and maintained. The word “made” applies in respect of cost 

accounts (or cost statements) and the word “maintained” applies in respect 

of cost records relating to materials, labour, overheads, etc. The auditor has 

to report under the clause irrespective of whether a cost audit has been 

ordered by the central government. The auditor should obtain a written 

representation from the management stating (a) whether cost records are 

required to be maintained for any product(s) or services of the company 

under section 148 of the Act, and the Companies (Cost Records and Audit) 

Rules, 2014; and (b) whether cost accounts and records are being made and 

maintained regularly. The auditor should also obtain a list of books/records 

made and maintained in this regard. The Order does not require a detailed 

examination of such records. The auditor should, therefore, conduct a 

general review of the cost records to ensure that the records as prescribed 

are made and maintained. He should, of course, make such reference to the 

records as is necessary for the purposes of his audit. 

(ii) It is necessary that the extent of the examination made by the auditor is 

clearly brought out in his report. The following wording is, therefore, 

suggested: 

 “We have broadly reviewed the books of account maintained by the 

company pursuant to the Rules made by the Central Government for the 

maintenance of cost records under section 148 of the Act, and are of the 

opinion that prima facie, the prescribed accounts and records have been 

made and maintained.” 
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(iii) Where the auditor finds that the records have not been written or are not prima 

facie complete, it will be necessary for the auditor to make a suitable comment 

in his report. 

(b) SA 260 (Revised) requires the auditor to communicate with those charged with 

governance on a timely basis. The appropriate timing for communications about key 

audit matters will vary with the circumstances of the engagement. However, the 

auditor may communicate preliminary views about key audit matters when discussing 

the planned scope and timing of the audit, and may further discuss such matters when 

communicating about audit findings. Doing so may help to alleviate the practical 

challenges of attempting to have a robust two-way dialogue about key audit matters 

at the time the financial statements are being finalized for issuance.  

 Communication with those charged with governance enables them to be made aware 

of the key audit matters that the auditor intends to communicate in the auditor’s report, 

and provides them with an opportunity to obtain further clarification where necessary. 

The auditor may consider it useful to provide those charged with governance with a 

draft of the auditor’s report to facilitate this discussion. Communication with those 

charged with governance recognizes their important role in overseeing the financial 

reporting process, and provides the opportunity for those charged with governance to 

understand the basis for the auditor’s decisions in relation to key audit matters and how 

these matters will be described in the auditor’s report. It also enables those charged 

with governance to consider whether new or enhanced disclosures may be useful in 

light of the fact that these matters will be communicated in the auditor’s report. 

(c)  The auditor’s inability to obtain sufficient appropriate audit evidence (also referred to 

as a limitation on the scope of the audit) may arise from: 

(i)  Circumstances beyond the control of the entity;  

(ii)  Circumstances relating to the nature or timing of the auditor’s work; or  

(iii)  Limitations imposed by management.  

 An inability to perform a specific procedure does not constitute a limitation on the 

scope of the audit if the auditor is able to obtain sufficient appropriate audit evidence 

by performing alternative procedures. Limitations imposed by management may have 

other implications for the audit, such as for the auditor’s assessment of fraud risks 

and consideration of engagement continuance. 

Examples of circumstances beyond the control of the entity include when:  

• The entity’s accounting records have been destroyed.  

• The accounting records of a significant component have been seized indefinitely 
by governmental authorities.  

 Examples of circumstances relating to the nature or timing of the auditor’s work 

include when: 
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• The entity is required to use the equity method of accounting for an associated 
entity, and the auditor is unable to obtain sufficient appropriate audit evidence 
about the latter’s financial information to evaluate whether the equity method 
has been appropriately applied.  

• The timing of the auditor’s appointment is such that the auditor is unable to 
observe the counting of the physical inventories.  

• The auditor determines that performing substantive procedures alone is not 
sufficient, but the entity’s controls are not effective.  

Examples of an inability to obtain sufficient appropriate audit evidence arising from a 

limitation on the scope of the audit imposed by management include when:  

• Management prevents the auditor from observing the counting of the physical 
inventory.  

• Management prevents the auditor from requesting external confirmation of 
specific account balances.  

8. Criminal Liability of an Auditor under the Companies Act, 2013: The circumstances in 

which an auditor can be prosecuted under the Companies Act and the penalties to which 

he may be subjected are briefly stated below- 

(i)  Criminal liability for Misstatement in Prospectus- As per Section 34 of the 

Companies Act, 2013, where a prospectus, issued, circulated or distributed includes 

any statement which is untrue or misleading in form or context in which it is included 

or where any inclusion or omission of any matter is likely to mislead, every person 

who authorises the issue of such prospectus shall be liable under section 447. 

 This section shall not apply to a person if he proves that such statement or omission 

was immaterial or that he had reasonable grounds to believe, and did up to the time 

of issue of the prospectus believe, that the statement was true or the inclusion or 

omission was necessary. 

(ii)  Punishment for False Statement - According to Section 448 of the Companies Act, 

2013, if in any return, report, certificate, financial statement, prospectus, statement 

or other document required by, or for, the purposes of any of the provisions of this 

Act or the rules made thereunder, any person makes a statement - 

(1)  which is false in any material particulars, knowing it to be false; or  

(2)  which omits any material fact, knowing it to be material,  

he shall be liable under section 447. 

 Punishment for Fraud - As per Section 447 of the Companies Act, 2013, without 

prejudice to any liability including repayment of any debt under this Act or any other 

law for the time being in force, any person who is found to be guilty of fraud, shall be 

punishable with imprisonment for a term which shall not be less than 6 months but 

which may extend to 10 years and shall also be liable to fine which shall not be less 
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than the amount involved in the fraud, but which may extend to three times the amount 

involved in the fraud.  

 It may be noted that where the fraud in question involves public interest, the term 

of imprisonment shall not be less than 3 years.  

 Explanation — For the purposes of this section—  

(i)  “fraud” in relation to affairs of a company or any body corporate, includes any 

act, omission, concealment of any fact or abuse of position committed by any 

person or any other person with the connivance in any manner, with intent to 

deceive, to gain undue advantage from, or to injure the interests of, the 

company or its shareholders or its creditors or any other person, whether or not 

there is any wrongful gain or wrongful loss;  

(ii) “wrongful gain” means the gain by unlawful means of property to which the 

person gaining is not legally entitled;  

(iii)  “wrongful loss” means the loss by unlawful means of property to which the 

person losing is legally entitled. 

Direction by Tribunal in case auditor acted in a fraudulent manner:   As per 

sub-section (5) of the section 140, the Tribunal either suo motu or on an 

application made to it by the Central Government or by any person concerned, 

if it is satisfied that the auditor of a company has, whether directly or indirectly, 

acted in a fraudulent manner or abetted or colluded in any fraud by, or in relation 

to, the company or its directors or officers, it may, by order, direct the company 

to change its auditors. 

However, if the application is made by the Central Government and the Tribunal 

is satisfied that any change of the auditor is required, it shall within fifteen days 

of receipt of such application, make an order that he shall not function as an 

auditor and the Central Government may appoint another auditor in his place.  

It may be noted that an auditor, whether individual or firm, against whom final 

order has been passed by the Tribunal under this section shall not be eligible to 

be appointed as an auditor of any company for a period of five years from the 

date of passing of the order and the auditor shall also be liable for action under 

section 447. 

It is hereby clarified that the case of a firm, the liability shall be of the firm and 

that of every partner or partners who acted in a fraudulent manner or abetted or 

colluded in any fraud by, or in relation to, the company or its director or officers.  

9. Responsibility of Holding Company for preparation of Consolidated Financial 

Statements: As per Section 129(3) of the Companies Act, 2013, where a company has 

one or more subsidiaries, it shall, in addition to its own financial statements prepare a 

consolidated financial statement of the company and of all the subsidiaries in the same 
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form and manner as that of its own. The responsibility for the preparation and presentation 

of consolidated financial statements, among other things, is that of the management of the 

parent/holding company. This includes: 

(i) identifying components, and including the financial information of the components to 

be included in the consolidated financial statements;  

(ii) where appropriate, identifying reportable segments for segmental reporting;  

(iii) identifying related parties and related party transactions for reporting;  

(iv) obtaining accurate and complete financial information from components; and 

(v) making appropriate consolidation adjustments. 

Apart from the above, the parent ordinarily issues instructions to the management of the 

component specifying the parent’s requirements relating to financial information of the 

components to be included in the consolidated financial statements. The instructions 

ordinarily cover the accounting policies to be applied, statutory and other disclosure 

requirements applicable to the parent, including the identification of and reporting on 

reportable segments, and related parties and related party transactions, and a reporting 

timetable. 

However, the requirement related to preparation of consolidated financial 

statements shall not apply to a company if it meets the following conditions:  

(i)  it is a wholly-owned subsidiary, or is a partially-owned subsidiary of another company 

and all its other members, including those not otherwise entitled to vote, having been 

intimated in writing and for which the proof of delivery of such intimation is available 

with the company, do not object to the company not presenting consolidated financial 

statements; 

(ii) it is a company whose securities are not listed or are not in the process of listing on 

any stock exchange, whether in India or outside India; and 

(iii)  its ultimate or any intermediate holding company files consolidated financial 

statements with the Registrar which are in compliance with the applicable Accounting 

Standards. 

10. (a) In respect of Telegraphic Transfers and Demand Drafts, the audit assistant 

would be given the following guidance - 

(i) The bank should have a reliable private code known only to responsible officers 

of its branches, coding and decoding of telegrams should be done only by such 

officers. 

(ii) The signatures on a demand draft should be checked by an officer with the 

Signature Book. 

(iii) All the T.Ts and D.Ds. sold by a branch should be immediately confirmed by the 

advices to the branches concerned. 

© The Institute of Chartered Accountants of India



 PAPER – 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS 125 

 

(iv) If the paying branch does not receive proper confirmation of any T.T. or D.D. 

from the issuing branch or does not receive credit in its account with that branch, 

it should take immediate steps to ascertain the reasons. 

(b) Verification of Advances against Goods (Banking Companies):  

(i) Sanction: Examine the sanction letter, letter of hypothecation and note the 

important terms and conditions of the advances. 

(ii) Stock statements: Verify the quantity and value of goods hypothecated based 

on the stock statements received from the borrower. Test check the Godown 

Register and examine the valuation of goods to ascertain the reasonableness of 

the same. 

(iii) Inspection: Ascertain as to whether the premises of the borrowers are 

periodically visited by the bank officials to verify the quantity as per the periodic 

stock statements. 

(iv) Stock Audit: See whether the bank has got a system of obtaining stock and 

receivables audit report in respect of such advances.  If so, review the stock 

audit report and identify adverse comments, if any. 

(v) Hypothecation/Pledge: Examine the letter of hypothecation and certificate of 

registration of charge, in respect of goods pledged with the bank.  

(vi) Insurance:  Examine the insurance policies for their validity, adequacy etc. and 

see that policies are in favour of the bank. 

(vii) Documents of title: Inspect the documents of title to goods like bill of lading, 

dock warrant, railway receipts etc. to ensure that they are endorsed registered 

in favour of the bank. 

(viii) Third party certificate: Where the hypothecated goods are in possession of 

third parties, such as clearing and forwarding agents, transporters, bankers, etc. 

undertaking has been obtained by the bank that they will handover the goods or 

sale proceeds thereof to the bank only. In such cases, certificate should be 

obtained by the bank from such third parties regarding quantities on hand, on 

balance sheet date. The valuation of such goods should be checked by the 

auditor. 

11. Verification of Premiums: Verification of premium is of utmost importance to an auditor. 

The auditor should apply, inter alia, the following procedures for verification of premium - 

(i) Before commencing verification of premium income, the auditor should look into the 

internal controls and compliance thereof as laid down for collection and recording of 

the premiums. 

(ii) The auditor should ascertain that all the cover notes relating to the risks assumed 

have been serially numbered for each class of business. The auditor should also 

© The Institute of Chartered Accountants of India



126 FINAL (OLD) EXAMINATION: NOVEMBER, 2018 

 

verify that there is an adequate internal check on the issue of stationery comprising 

of cover notes, policy documents, stamps, etc. The auditor may apply sampling 

techniques for verification of larger volume of transactions.  

(iii) The auditor should ensure that premium in respect of risks incepting during the 

relevant accounting year has been accounted as premium income of that year on the 

basis of premium revenue recognition. The auditor, as part of his audit  procedures, 

should make an assessment of the reasonability of the risk pattern established by the 

management. The auditor should also see whether the premium received during the 

year but pertaining to risk commencing in the following year has been accounted for 

under the head ‘Premium Received in Advance’ and has been disclosed separately. 

Normally, such instances relate to the issue of cover notes and certificates at the end 

of the accounting year relating to risks commencing in the next accounting period . 

Generally, there is a column in the Premium Register called “Commencement of 

Risk”, indicating the date and time from which the risk under the policy issued has 

commenced. The auditor should verify that policy documents have not been issued, 

or where issued, the company was not at risk, in case: 

(a) premium had not been collected at all; 

(b) premium had been collected but the relevant cheques have been dishonoured;  

(c) premium had not immediately been collected due to furnishing of a bank 

guarantee or cash deposit but either the deposit or guarantee had fallen short 

or has expired or the premium had been collected beyond the stipulated time 

limit (i.e., there is a shortfall in bank guarantee account or cash deposit account 

of the insured); 

(d) premium had not been collected due to risk cover being increased or where 

stipulated limits have been exhausted in respect of open declaration policies 

(i.e., where premium has accrued but has not been received); and 

(e) instalments of premium have not been collected in time in respect of certain 

categories of policies, e.g., marine-cum-erection policies where facility has been 

granted for premium being paid in instalments (such facility is normally available 

subject to certain conditions, e.g., that the first equated instalment is more by 5 

per cent of the total premium payable by instalments). 

(iv) The auditor should examine whether the reinsurance company is not under a risk in 

respect of amount lying at credit and outstanding as at the year-end in the following 

accounts: 

(a) Deposit Premium Account; 

(b) Premium Received in Advance Account; 

(c) Inspectors’ Deposits Account; and 

(d) Agent’s Premium Accounts. 
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(v) The auditor should verify the collections lodged by agents after the balance sheet 

date to see whether any collection pertains to risk commencing for the year under 

audit. The auditor should also check that the premium has been recorded originally 

at the gross figure, i.e., without providing for unexpired risks and reinsurances.  

(vi) In case of co-insurance business, where the company is not the leader, because of 

the non-availability of the relevant information in many cases the premium is not 

booked even though the risk has commenced during the relevant accounting year. 

The auditor should see that the company’s share of the premium has been accounted 

for on the basis of the available information on nature of risk and the provisional 

premium charged by the leading insurer. The auditor should examine the 

communications issued to the company by the leading insurers  advising them of the 

company’s share of premium income. Such communications should be seen even in 

respect of the post-audit period. Where the company is the leader, the auditor should 

obtain a reasonable assurance that only the company’s own share of premium has 

been shown as income and accounts of the other companies have been credited with 

their share of the premium collected. 

(vii) The auditor should check whether Premium Registers have been maintained 

chronologically, for each underwriting department, giving full particulars including 

service tax charged as per acceptance advice on a day-to-day basis. The auditor 

should verify whether the figures of premium mentioned in the register tally with those 

in General Ledger. 

(viii) Where policies have been issued with a provision to collect premium periodically (i.e., 

under instalment clause, special declaration policy or periodical declaration under 

open policies in marine insurance), the auditor should check whether premium are 

collected as and when they become due. 

(ix) The auditor should verify whether instalments falling due on or before the balance 

sheet date, whether received or not, have been accounted for as premium income as 

for the year under audit. Also examine whether instalments of premium falli ng due in 

the subsequent year have not been recognised in the accounts as outstanding 

premium. 

(x) The auditor should verify the year end transactions to check that amounts received 

during the year in respect of risks commencing/ instalments falling due on or after the 

first day of next financial year are not credited to premium account but credited to 

Premium Received in Advance Account. 

(xi) The auditor should verify the collections remitted by agents immediately after the cut -

off date to verify the risk assumed during the year under audit on those collections.  

(xii) The auditor should also check that in case of cancellation of policies/cover notes 

issued, no risk has been assumed between the date of issue and subsequent 

cancellation thereof.  
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(xiii) Where premium originally received has been refunded, the auditor should verify 

whether the agency commission paid on such premium has been recovered.  

(xiv) The auditor should verify whether service tax has been charged from the insured, at 

the rates in force, on the total premium for all classes of business other than those 

exempted under service tax laws. Check whether service tax so collected is disclosed 

under ‘Current Liabilities’ to the extent not deposited in Government’s Account.  

(xv) In the case of co-insurance business, the auditor should verify whether service tax at 

the rates in force on the whole premium has been charged or collected from the 

insured by the company in case it is the leader.  

 Check that service tax so collected on premium charged from the insured by the 

company has been regularly deposited in the Government’s Account.  

12. Special points that may be covered in the audit of NBFCs in case of Investment Companies 

are given below: 

(i) Physically verify all the shares and securities held by a NBFC. Where any security is 

lodged with an institution or a bank, a certificate from the bank/institution to that effect 

must be verified. 

(ii) NBFC Prudential Norms stipulates that NBFCs should not lend more than 15% of its 

owned funds to any single borrower and not more than 25% to any single group of 

borrower. The ceiling on investments in shares by a NBFC in a single entity and the 

aggregate of investments in a single group of entities has been fixed at 15% and 25% 

respectively. Moreover, a composite limit of credit to and investments in a single 

entity/group of entities has been fixed at 25% and 40% respectively of the owned fund 

of the concerned NBFC. Verify that the credit facilities extended and investments 

made by the concerned NBFC are in accordance with the prescribed ceiling. 

(iii) Verify whether the NBFC has not advanced any loans against the security of its own 

shares. 

(iv) Verify that dividend income wherever declared by a company, has been duly received 

by a NBFC and interest wherever due [except in case of NPAs] has been duly 

accounted for.  

(v) Test check bills/contract notes received from brokers with reference to the prices vis -

à-vis the stock market quotations on the respective dates. 

(vi) Verify the Board Minutes for purchase and sale of investments. Ascertain from the 

Board resolution or obtain a management certificate to the effect that the investments 

so acquired are current investments or Long Term Investments.  

(vii) Check whether the investments have been valued in accordance with  the NBFC 

Prudential Norms Directions and adequate provision for fall in the market value of 

securities, wherever applicable, have been made there against, as required by the 

Directions. 
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(viii) Obtain a list of subsidiary/group companies from the management and verify the 

investments made in subsidiary/group companies during the year. Ascertain the basis 

for arriving at the price paid for the acquisition of such shares.  

(ix) Check whether investments in unquoted debentures/bonds have not been treated as 

investments but as term loans or other credit facilities for the purposes of income 

recognition and asset classification. 

(x) An auditor will have to ascertain whether the requirements of AS 13 “Accounting for 

Investments” (to the extent they are not inconsis tent with the Directions) have been 

duly complied with by the NBFC. 

(xi) In respect of shares/securities held through a depository, obtain a confirmation from 

the depository regarding the shares/securities held by it on behalf of the NBFC.  

(xii) In the case of securities lent/borrowed under the Securities Lending Scheme of SEBI, 

verify the agreement entered into with the approved intermediary (i.e. the person 

through whom the lender will deposit and the borrower will borrow the securities for 

lending/borrowing) with regards to the period of depositing/lending securities, fees for 

depositing/lending, collateral securities and provision for the return including pre -

mature return of the securities deposited/lent. 

(xiii) Verify that securities of the same type or class are received back by the lender/paid 

by the borrower at the end of the specified period together with all corporate benefits 

thereof (i.e. dividends, rights, bonus, interest or any other rights or benefit accruing 

thereon.) 

(xiv) Verify charges received or paid in respect of securities lent/borrowed. 

(xv) Obtain a confirmation from the approved intermediary regarding securities deposited 

with/borrowed from it as at the year end. 

13. (a) Revision of Tax Audit Report: 

(i) Normally, the report of the tax auditor cannot be revised later. 

(ii) However, when the accounts are revised in the following circumstances, the tax 

Auditor may have to revise his Tax audit report also.  

(a) Revision of accounts of a company after its adoption in the annual general 

meeting. 

(b) Change in law with retrospective effect. 

(c ) Change in interpretation of law (e.g.) CBDT Circular, Notifications, 

Judgments, etc.  

The Tax Auditor should state it is a revised Report, clearly specifying the reasons for 

such revision with a reference to the earlier report. 

Thus, the Tax Audit Report can be changed under the given circumstances.  
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(b)  Types of Audit under GST Law: 

 GST envisages three types of Audit.  

(1)  Audit of accounts [Section 35(5) read alongwith section 44(2) and rule 80 ] 

(2)  Audit by Tax Authorities wherein the Commissioner or any officer authorised by 

him, can undertake audit of any registered person for such period, at such 

frequency and in such manner as may be prescribed. [Section 65 and rule 101] 

(3)  Special Audit wherein the registered person can be directed to get his records 

including books of account examined and audited by a chartered accountant or 

a cost accountant during any stage of scrutiny, inquiry, investigation or any other 

proceedings; depending upon the complexity of the case. [Section 66 and rule 

102] 

 

1.  Audit of Accounts [Section 35(5) read alongwith section 44(2) and rule 80]  

 As per sub-section 5 of section 35 read alongwith section 44(2) and rule 80 of 

the CGST Rules, 2017 stipulates as follows: 

Every registered person must get 

his accounts audited by a 

Chartered Accountant or a Cost 

Accountant if his aggregate 

turnover during a FY exceeds  

`  2 crores.   

(ii) Such registered person is required to 

furnish electronically through the 

common portal alongwith Annual Return 

a copy of: 

 Audited annual accounts 

 A Reconciliation Statement, duly 

certified, in prescribed FORM 

GSTR-9C. 

 Reconciliation Statement will reconcile the value of supplies declared in the 

return furnished for the financial year with the audited annual financial statement 

and such other particulars, as may be prescribed. 

 

GST AUDIT

Audit by GST Tax Authorities

General Audit

Special Audit

Audit by Professionals 
To File Returns+Audited 
Accounts+Reconcilation 

Statements
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2.  Audit under section 65:  

Section Description Remarks 

Section 65 Audit by tax 

authorities  

The audit under Section 66 is a special audit 

to be conducted by a Chartered Accountant or 

Cost Accountant nominated by the 

Commissioner whereas the audit under 

Section 65 is a routine audit by the tax office.  

3.  Special Audit under section 66:  

Availing the services of experts is an age old practice of due process of law. 

These experts have done yeoman service to the process of delivering justice. 

One such facility extended by the Act is in Section 66 where an officer not below 

the rank of Assistant Commissioner, duly approved, may avail the services of a 

Chartered Accountant or Cost Accountant to conduct a detailed examination of 

specific areas of operations of a registered person.  Availing the services of the 

expert be it a Chartered Accountant or Cost Accountant is permitted by this 

section only when the officer considering the nature & complexity of the business 

and in the interest of revenue is of the opinion that:  

• Value has not been correctly declared; or 

• Credit availed is not within the normal limits. 

It would be interesting to know how these ‘subjective’ conclusions will be drawn 

and how the proper officers determines what is the normal limit of input credit 

availed.  

14. Cost audit is basically carried out at the instance of the management for obvious 

advantages. Apart from this, different other circumstances also sometimes occasion audit 

of cost accounts. The principal object of this audit is to see that the cost data placed before 

the management are verified and reliable and they are prepared in such detail as will serve 

the purpose of the management in taking appropriate decisions. The detailed objectives 

include- 

(a) Establishing the accuracy of the costing data, as for example, cost of material used, 

allocation of wages into direct and indirect and on different products, functions and 

cost centres. 

(b) Ensuring that the objectives of cost accounting are being achieved through 

appropriate collection, segregation, analysis and compilation of data.  

(c) Ascertaining abnormal losses and gains along with the relevant causes, expressed in 

financial terms in a manner that the person responsible for such loss or gain is 

identified. 

(d) Determination of the unit cost of production in a precise but practicable manner.  
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(e) Establishing proper overhead rates for absorption of overheads by various units of 

costs so that the cost is properly ascertained and there is no significant over or under 

recovery of expenses. 

(f)  Fixation of contract price and the determination of the additional or supplementary 

charge that can be raised against customers for alterations, etc.  

(g) Improving the quality of cost accounting system by obtaining the audit observations 

and suggestions of cost auditor. 

15. (a)  The objective of the Environmental Audit is to evaluate the efficacy of the utilisation 

of resources of man, machines and materials, and to identify the areas of 

environmental risks and liabilities and weakness(es) of management system and 

problems in compliance of the directives of the regulatory agencies and control the 

generation of pollutants and/or waste. 

 As the Environmental Audit, especially in India, is still in its infancy the information 

usually gathered in the course of Environmental Audit is only what is required for the 

compliance of the statutory requirements, i.e., for Water Act, 1974, Air Act, 1981, etc., 

and for environmental clearance required before establishing an industry.  

 Main areas to be covered in the case of environment audit of an industrial unit  

(i) Layout and Design – The layout to be sketched in the style which will allow 

adequate provisions for installing pollution control devices, as well as provision 

for up gradation of pollution control measures and the meeting of the 

requirements of the regulations framed by the Government. In the course of the 

audit, the area which requires attention but not attended to by the industry to be 

pinpointed as well as the future requirements of the environmental measures 

required in commensuration with the proposed future course of working plan are 

to be identified. 

(ii) Management of Resources – Management resources includes air, water, land, 

energy, raw materials and human resources besides others. The use of all 

resources is interlinked and the best uses in a synchronised manner results the 

best output and minimum waste. The waste of resources to the minimum 

possible extent is good for the health of the industry as well as the environment.  

(iii) Pollution Control System – An effective system of pollution control should be 

in existence. One aspect should be whether all required pollution control 

measures are in vogue or not next aspect should be whether the same is 

effective or not, further it is to investigate, whether more measures are required, 

keeping ill view the type of industry and it’s nature of working with respect to it’s 

grade of polluting the environment. 

(iv) Emergent Safety Arrangement – The chemical, gas, etc., industries which are 

prone to sudden requirement of safety arrangements, must remain alert all the 

while. The emergency plans are to be reviewed periodically; sufficient staff along 
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with other required safety amenities should be kept ready. The staff, remained 

so engaged, must possess the required awareness and alertness to meet the 

contingency. The degree of awareness, however, can be upgraded with proper 

training provisions. 

(v) Medical & Healthcare Facilities – The medical services should be maintained. 

The health of the workers should be a big consideration for the management.  

(vi) Industrial Hygiene – Proper system should be in vogue to eliminate industrial 

unhygienic state. 

(vii) Occupational Health – The requirement for safeguarding against occupational 

health hazards should be available for all the workers. As the occupational 

health hazards varies from industry to industry due to the difference in the nature 

of working atmosphere and the pollutants present in it, the concerned industry 

must pay proper weightage to those diseases which are prone to that particular 

type of industry. 

(viii) Information Assimilation and Reporting System – The information system 

should be strengthened to generate and its reporting system should be proper, 

keeping in view, the authorities, responsibilities and subsequent delegations. A 

report of compliance of all statutory environmental laws along with other 

preventive and precautionary measures should be put to Board at regular 

intervals. 

(ix) EIA Methodology – The Environmental Impact Assessment (EIA) is usually are 

pre-requisites to start an industry. This is done considering the known spheres 

of activities on the existing environmental conditions. But the predictions 

necessarily deviate from the actual happenings when the industry starts 

working. To accommodate the deviation in the system is also to be incorporated 

in the EIA report, if it is noticed that the degradation to the environment caused 

on the establishment and running of the industry is much higher than what was 

predicted, the mitigatory measures suggested must also be furthered.  

(x) Compliance to the Regulatory Mechanism – As the persons who are directly 

working with the system, may be unaware of the latest developments and 

requirements for the compliance of stipulations and standards prescribed by the 

various regulatory authorities, they should be trained and instructed on regular 

basis, to avoid making the Board/owner vulnerable to prosecution and penalty.  

(xi) Concern for the Society – The industry very often transforms the agrarian 

environment into an industrial environment. The people so displaced by 

industrialisation feel alienated and develop a feeling of facing the gaseous, 

dustful, clumsy state of surroundings. The audit should look into this aspect how 

the industry is making a balance between its own development and the society’s 

concern.  
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 (b) (1) Contract Notes: Contract note is a document through which a contractual 

obligation is established between a member and a client. Every member of the 

stock-exchange has to issue contract notes to his clients for the trades executed 

on their behalf. The contract notes are required to be issued to the Client within 

24 hours of execution of the trades. Members are also required to preserve 

counter-foils or duplicates of the copies of contract notes issued to clients. The 

member is also required to maintain written consent of clients for the contracts 

entered into as Principal. Contract notes issued to clients should show the 

brokerage separately. The total brokerage charged by the member should not 

exceed the specified value of the trade. It may be noted that the brokerage 

percentage is prescribed from time to time. The Contract Notes are required to 

be signed either by the member himself or his constituted attorney. In case of a 

sole proprietor / partnership firm wishes to authorise another person to sign the 

contract notes, then the member is required to submit a power of attorney to the 

Exchange. In case of corporate membership, a board resolution is required to 

authorise a person including Directors to sign the contract notes.  

The member then prepares a Contract Note in the prescribed form after adding 

the brokerage and sends the original Contract Note to the client. The auditor 

should evaluate the internal control procedures instituted by the stock broker for 

proper maintenance and issuance of contract notes. The auditor should verify 

that the transactions done by a member are recorded in the sauda book. It 

should also be examined that contract notes are issued for all the business 

conducted on behalf of the clients. The auditor should verify the list of trades 

executed with the bills raised. The auditor should apply appropriate audit 

procedures to satisfy himself that - 

(i) Contract notes have been serially numbered. 

(ii)  No serial number has been left blank. 

(iii)  Format of the Contract Note is as prescribed by the Regulations of the 

Exchange. 

(iv)  Duplicate copies / counterfoils of contract notes are maintained.  

(v)  Brokerage charged in contract notes is within the permissible limits and is 

indicated separately including service tax. 

(vi)  Contract notes have been signed by an authorised person. 

(vii)  Contract notes have been issued in respect of all transactions.  

(viii) Transaction Identification, Trade Identification and Trade Execution time 

has been printed on the contract note issued.  

(ix) SEBI Registration number, Settlement number, Settlement dates have 

been mentioned. 

© The Institute of Chartered Accountants of India



 PAPER – 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS 135 

 

(x)  PAN number of the member and client has been mentioned on Contract 

Note where if required. 

(xi)  All clauses specified by the Exchange have been printed on the reverse of 

the contract notes. 

  (2)  Sauda Book: All members are required to maintain a ‘Sauda Book’, which 

contains details of all deals transacted by them on a day to day basis. This is a 

basic record, which each member is required to maintain regularly on day -to-

day basis. It contains the details regarding the name of the code of the client on 

whose behalf the deals have been done, rate and quantity of bought or sold. 

These details are maintained date wise. This register contains all the 

transactions, which may be of any of the kind mentioned below: 

(i) member’s own business on the Exchange; 

(ii) member’s business on the Exchange on behalf of clients;  

(iii) member’s business with the clients on principal-to-principal basis; 

(iv) member’s business with the members of other Stock Exchanges;  

(v) member’s business on behalf of his clients with the members of other Stock 

Exchanges; 

(vi) Spot transactions, etc. 

16. The Comptroller and Auditor General assist the legislature in reviewing the performance 

of public undertakings. He conducts an efficiency-cum-performance audit other than the 

field which has already been covered either by the internal audit of the individual concerns 

or by the professional auditors. He locates the area of weakness and extravagance for 

managements’ information.  

The areas covered in comprehensive audit naturally vary from enterprise to enterprise 

depending on the nature of the enterprise, its objectives and operations. However, in 

general, the covered areas are those of investment decisions, project formulation, 

organisational effectiveness, capacity utilisation, management of equipment, plant and 

machinery, production performance, use of materials, productivity of labour, idle capacity, 

costs and prices, materials management, sales and credit control, budgetary and internal 

control systems, etc.  

Some of the issues examined in comprehensive audit are:  

(a) How does the overall capital cost of the project compare with the approved planned 

costs? Were there any substantial increases and, if so, what are these and whether 

there is evidence of extravagance or unnecessary expenditure? 

(b) Have the accepted production or operational outputs been achieved? Has there been 

under-utilisation of installed capacity or shortfall in performance and, if so, what has 

caused it? 
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(c) Has the planned rate of return been achieved? 

(d) Are the systems of project formulation and execution sound? Are there inadequacies? 

What has been the effect on the gestation period and capital cost? 

(e) Are cost control measures adequate and are there inefficiencies, wastages in raw 

materials consumption, etc.? 

(f) Are the purchase policies adequate? Or have they led to piling up of inventory 

resulting in redundancy in stores and spares? 

(g) Does the enterprise have research and development programmes? What has been 

the performance in adopting new processes, technologies, improving profits and in 

reducing costs through technological progress? 

(h) If the enterprise has an adequate system of repairs and maintenance? 

(i) Are procedures effective and economical? 

(j)  Is there any poor or insufficient or inefficient project planning? 

The efficiency and effectiveness audit of public enterprises is conducted on the basis of 

certain standards and criteria. Profit is not the key criterion on performance; management’s 

performance in the economical and efficient use of public funds and in the achievement of 

objectives is more relevant. Public enterprises have been set up with certain socio -

economic purposes and for fulfillment of certain objectives. The objectives vary from 

enterprise to enterprise. Audit appraisal analyses the performance of  an enterprise to bring 

out the extent to which the objectives for which the enterprise was set up have been served.  

17. (a)  Differences between Financial and Operational Auditing: The major differences 

between financial and operational auditing can be described as follows- 

(i) Purpose - The financial auditing is basically concerned with the opinion that 

whether the historical information recorded is correct or not, whereas the 

operational auditing emphasizes on effectiveness and efficiency of operations 

for future performance. 

(ii) Area - Financial audits are restricted to the matters directly affecting the 

appropriateness of the presented financial statements but the operational 

auditing covers all the activities that are related to efficiency and effect iveness 

of operations directed towards accomplishment of objectives of organization.  

(iii) Reporting -The financial audit report is sent to all stock holders, bankers and 

other persons having stake in the Organisation. However, the operational audit 

report is primarily for the management. 

(iv) End Task - The financial audit has reporting the findings to the persons getting 

the report as its end objective, however, the operational auditing is not limited 

to reporting only but includes suggestions for improvement also 
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 The main objective of operational auditing is to verify the fulfillment of plans, and 

sound business requirements. Operational auditing is considered as specialized 

management information tool. Operational auditing is essentially a function of internal 

auditing staff. Operational auditing is a systematic process of evaluating an 

organisation’s effectiveness, efficiency and economy of operations under 

management control and reporting to appropriate persons, the result of the evaluation 

along with recommendations for improvements. Operational audit concentrates on 

effectiveness, efficiency and economy of operations and therefore it is future oriented. 

It does not end with the reporting of the findings but also recommends the steps for 

improvements in future. Operational auditing is not different from internal auditing; it 

is merely an extension of internal auditing into operational areas.  

 While in financial auditing, the concentration is more in the financial and accounting 

areas to ensure that possibilities of loss, wastage and fraud are minimized or 

removed. In financial auditing, an auditor is called upon to review the financial 

statements of an enterprise to ascertain whether they reflect true and fair view of its 

state of affairs and of its working results. He may analyse the operations of an 

enterprise to appraise their cost effectiveness and also he may seek evidence to 

review the managerial performances. 

(b)  To be effective, the internal auditor must be regarded as part of the management and 

not merely as an assistant thereto. He must have authority to investigate from the 

financial angles, every phase of the organisational activity under any circumstances. 

In recent years, there has been a growing tendency in Western countries to make the 

internal auditor responsible directly to the Board of Directors for the maintenance of 

adequate accounting procedures and for the preparation of financial statements and 

reports as regards the functioning of the business. His main responsibility, however, 

must be to maintain adequate system of internal control by a continuous examination 

of accounting procedures, receipts and disbursements and to provide adequate safe -

guards against misappropriation of assets. In carrying out these functions, he must 

operate independently of the accounting staff and must not in any way divest himself 

of any of the responsibilities placed upon him. He should also not involve himself in 

the performance of executive functions in order that his objective outlook does not 

get obscured by the creation of vested interest. 

 It may be further pointed out that internal auditors who are qualified accountants, 

because of their training and experience, can be of great assistance to the 

management even in fields other than accounting. They can observe facts and 

situations and bring them to notice of authorities who would otherwise never know 

them; also, they critically appraise various policies of the management and draw its 

attention to any deficiencies, wherever these require to be corrected. In order that an 

internal auditor may be able to play such a role in the field of management, he must 

be closely associated with it and his knowledge must be kept up to date by his being 

kept informed about all important occurrences and events affecting the business, as 
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well as the changes that are made in business policies. Also, he must enjoy an 

independent status. 

 In addition, the Audit Committee of the company or the Board shall, in consultation 

with the Internal Auditor, formulate the scope, funct ioning, periodicity and 

methodology for conducting the internal audit. 

 It may also be noted that the Central Government may, by rules, prescribe the manner 

and the intervals in which the internal audit shall be conducted and reported to the 

Board. 

18. Approach in investigation under section 210 and 213 into the affairs of the 

Companies: The general approach for investigation under Sections 210 and 213 of the 

Companies Act, 2013 is conditioned by the legal requirements in these regards. The affairs 

of the company may include everything such as goodwill, profit and loss, contracts, 

investments, assets, shareholding in subsidiaries, decision making, etc. Also the specific 

circumstances mentioned in these sections like fraud, mismanagement, oppression of any 

shareholder etc. come within the term “affairs of the company.”  

 Investigation under Sections 210 and 213 do not call for any special approach. 

Approach/Steps for pursuing the investigation are: 

(i)  Clarity of Terms of Reference: The approach to any investigation is determined on 

a consideration of the nature of the investigation and the terms of reference. However, 

the inspector should ensure that the terms of reference are clear, unambiguous and 

in writing. If he has any doubt about any item in the terms, he should obtain 

clarification in writing. It should also be, seen that the terms of reference are not too 

general, because that may frustrate the whole objective of the investigation; the scope 

of the investigation will become unwieldy and ill defined. An investigation order to 

investigate into the affairs of the company would be an instance at point. Therefore, 

the inspector should ask for reframing of the order specifying the exact matters to be 

investigated. He should also take into consideration the possible effect of limitations, 

if any, put in the terms of reference and should keep the Central Government informed 

in writing about their effect on the investigation. 

(ii)  Scope of Investigation: The next point for consideration of the inspector would be 

the determination of the scope of the investigation on the basis of the terms of 

reference. At this stage, it may be useful for the inspector to go into the history of the 

company and its affiliates or associates. He should evaluate the terms of reference  

in sketching the scope of investigation; this will enable him to locate the limitation, if 

any, in the terms of reference, not clearly mentioned. For a purposeful investigation, 

he may need to stretch his inquiry into the books and records of allied and associated 

persons and concerns and may require to arm himself with the powers given under 

the Companies Act.  
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(iii)  Period for investigation: He should also have regard to the period over which the 

investigation should stretch. The evaluation of terms of reference and the 

consequential determination of the scope of investigation are the twin props on which 

the entire investigation would rest and, therefore, the inspector appointed under 

Sections 210 and 213 should devote careful attention to these.  

(iv)  Framing of Programme: The next step is the investigator/inspector should frame his 

programme for investigation in a systematic manner. He should keep adequate 

working notes and papers with references and cross references in a proper and 

methodical way to aid him in the preparation of the report. The actual process of 

investigation would be essentially an evidence gathering procedure and, at every 

step, he should have regard to the procedures laid down in these sections regarding 

production of documents and evidence, examination on oath and seizure of 

documents. He should also keep his mind open to the revelations he comes across 

in the process of evidence collection and should assess whether the programme of 

investigation needs amendment or modification.  

(v)  Using the work of Experts: He should also consider whether assistance of other 

experts like engineers, lawyers, etc., is necessary in the interest of a comprehensive 

and full proof examination of the documents and information. 

(vi) Legal requirements and investigation Report: Only after he has completed the 

steps in the investigation programme and has marshaled all the information that he 

needed should he prepare his report. He, however, can also make interim report. The 

findings should be completed and exhaustive. Before he makes his final report he 

should obtain and keep on record the evidences relied upon by him. By the nature of 

things, such evidence should be as conclusive as possible depending on 

circumstances of the case. He should make his report in accordance with the 

provisions of the Companies Act, 2013.  

 The general approach for investigations under Sections 210 and 213 should, 

therefore, be formulated having regard to the terms of reference, scope, the period, 

the programme and procedure of the investigation and the attending legal 

requirements specified above. 

19. (a)  Printing of Designation “Chartered Accountant” on Marriage Invitations:  As per 

Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice shall be deemed to be guilty of professional 

misconduct if he solicits clients or professional work either directly or indirectly by 

circular, advertisement, personal communication or interview or by any other means.  

 However, the Council of the ICAI is of the view that the designation “Chartered 

Accountant” as well as the name of the firm may be used in greeting cards, invitations 

for marriages and religious ceremonies and any other specified matters, provided that 

such greeting cards or invitations etc. are sent only to clients, relatives and close 

friends of the members concerned. 
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 In the given case, Mr. Raj instructed to write designation “Chartered Accountant” on 

his marriage invitation cards and distributed the same to all his relatives, close friends 

and clients.  

 On this context, it may be noted that the Council has allowed using designation 

“Chartered Accountant” in invitations for marriages, provided these are sent only to 

clients, relatives and close friends of the members concerned. Therefore, Mr. Raj 

would not be held guilty of professional misconduct under Clause (6) of Part I of the 

First Schedule to the Chartered Accountants Act, 1949. 

(b) Permission for Providing Private Tutorship: As per Clause (11) of Part I of the 

First Schedule to the Chartered Accountants Act, 1949, a Chartered Accountant in 

practice shall be deemed to be guilty of professional misconduct if he engages in any 

business or occupation other than the profession of chartered accountant unless 

permitted by the Council so to engage.  

 Further, regulation 190A of the Chartered Accountants Regulation, 1988 provides that 

a Chartered Accountant in practice shall not engage in any other business or 

occupation other than the profession of accountancy except with the permission 

granted in accordance with a resolution of the Council. According to the same there 

is no specific permission from the council would be necessary in the case of private 

tutorship.  

 In the given case, CA. Ram has started providing private tutorship to Mr. Ratan along 

with some other aspirants, without obtaining specific or prior approval of the Council.  

 On this context, it may be noted that the Council has provided general permission for 

providing such private tutorship. Therefore, CA. Ram would not be held guilty of 

professional misconduct under Clause (11) of Part I of the First Schedule to the 

Chartered Accountants Act, 1949. 

(c)  Advising on Portfolio Management Services:  The Council of the Institute of 

Chartered Accountants of India (ICAI) pursuant to Section 2(2)(iv) of the Chartered 

Accountants Act, 1949 has passed a resolution permitting a Chartered Accountant in 

practice to render entire range of “Management Consultancy and other Services”. A 

clause of the aforesaid resolution allows Chartered Accountants in practice to act as 

advisor or consultant to an issue of securities including such matters as drafting of 

prospectus, filing of documents with SEBI, preparation of publicity budgets, advice 

regarding selection of brokers, underwriters etc., advice regarding post issue 

activities, like, follow up steps for listing of instruments, dispatch of certificates, 

refunds etc. It is, however, specifically stated that Chartered Accountants in practice 

are not permitted to undertake the activities of broking, underwriting and portfolio 

management services.  

 In the given case, Mr. Sam has started advising his clients on portfolio management 

along with other management consultancy services related to an issue.  
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 Therefore, Mr. Sam would be guilty of misconduct under the Chartered Accountants 

Act, 1949 as a chartered accountant in practice is not permitted to manage portfolios 

of his clients. 

(d)  Submitting Wrong Information to the Institute: As per Clause (3) of Part II of the 

Second Schedule to the Chartered Accountants Act, 1949, a member of the Institute, 

whether in practice or not, shall be deemed to be guilty of professional misconduct if 

he includes in any information, statement, return or form to be submitted to the 

Institute, Council or any of its committees, Director (Discipline), Board of Discipline, 

Disciplinary Committee, Quality Review Board or the Appellate Authority any 

particulars knowing them to be false. 

 In the instant case, Mr. P and Mr. Q, partners of M/s PQ & Co., included the name of 

Mr. R, another Chartered Accountant, as partner in their firm, without his knowledge, 

in their application for empanelment as auditor of branches of Public Sector Banks 

submitted to the Institute. However, such a member was not a partner of the said firm 

as on the date of application submitted. Here, Mr. P and Mr. Q have submitted wrong 

information to the Institute. 

 Therefore, Mr. P and Mr. Q, both, would be held guilty of professional misconduct 

under Clause (3) of Part II of the Second Schedule to the Chartered Accountants Act, 

1949. 

20.  (a) Approach of the Reviewer: The stepwise approach which may be adopted by the 

reviewer is discussed below- 

(i)  The reviewer should gain an understanding of the engagement letter since an 

assurance engagement or for that matter any other kind of engagement should 

begin with an engagement letter. This understanding would help him in planning 

the review of documentation. 

(ii)  The number of assurance engagements to be selected requires the exercise of 

judgement by the reviewer based on the evaluation of replies given in the 

questionnaire and the size of the practice unit.  

(iii)  The practice unit may have policies and procedures for accepting a pa rticular 

engagement. The reviewer should, wherever possible, examine that the policies 

and procedures for acceptance of audit have been complied with and necessary 

documentation with regard to the same exists. 

(iv)  The reviewer may follow a combination of compliance procedures and 

substantive procedures throughout the peer review process.  

(v)  Finally, the reviewer while evaluating records may consider the following:  

❖ determine that any significant issues, matters, problems that arose during 

the course of the engagement have been appropriately considered, 

resolved and documented; 
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❖ determine that adequate audit evidence or other relevant evidence in 

relation to the engagement is obtained to support the reasonableness of 

the conclusions drawn; and  

❖ determine that significant decisions relating to the engagement, use of 

professional judgement, resolution of significant matters have been 

properly documented. 

(b) Special features of Co-operative Societies Audit: The special features of co-

operative societies audit, to be borne in mind in general while conducting the audit 

are as follows- 

(i)  Examination of overdue debts: Overdue debts for a period from six months to 

five years and more than five years will have to be classified and shall have to 

be reported by an auditor. Overdue debts have far reaching consequences on 

the working of a credit society. It affects its working capital position. A further 

analysis of these overdue debts from the viewpoint of chances of recovery will 

have to be made, and they will have to be classified as good or bad. The auditor 

will have to ascertain whether proper provisions for doubtful debts are made and 

whether the same is satisfactory. The percentage of overdue debts to the 

working capital and loans advanced will have to be compared with last year, so 

as to see whether the trend is increasing or decreasing whether due and proper 

actions for recovery are taken, the position regarding cases in co-operative 

courts, District Courts etc. and the results thereof. 

(ii)  Overdue Interest: Overdue interest should be excluded from interest 

outstanding and accrued due while calculating profit. Overdue interest is interest 

accrued or accruing in accounts, the amount of which the principal is overdue. 

In practice an overdue interest reserve is created and the credit of overdue 

interest credited to interest account is reduced. 

(iii)  Certification of Bad Debts: A peculiar feature regarding the writing off of the 

bad debts as per Maharashtra State Co-operative Rules, 1961, is very 

interesting to note. As per Rule No. 49, bad debts can be written off only when 

they are certified as bad by the auditor. Bad debts and irrecoverable losses 

before being written off against Bad Debts Funds, Reserve Fund etc. should be 

certified as bad debts or irrecoverable losses by the auditor where the law so 

requires. Where no such requirement exists, the managing committee of the 

society must authorise the write-off. 

(iv)  Valuation of Assets and Liabilities: Regarding valuation of assets there are 

no specific provisions or instructions under the Act and Rules and as such due 

regard shall be had to the general principles of accounting and auditing 

conventions and standards adopted. The auditor will have to ascertain 

existence, ownership and valuation of assets. Fixed assets should be valued at 

cost less adequate provision for depreciation. The incidental expenses incurred 
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in the acquisition and the installation expenses of assets should be properly 

capitalised. If the difference in the original cost of acquisition and the present 

market price is of far reaching significance, a note regarding the present market 

value may be appended; so as to have a proper disclosure in the light of present 

inflatory conditions. The current assets should be valued at cost or market price, 

whichever is lower. Regarding the liabilities, the auditor should see that all the 

known liabilities are brought into the account, and the contingent liabilities are 

stated by way of a note. 

(v)  Adherence to Co-operative Principles: The auditor will have to ascertain in 

general, how far the objects, for which the co-operative organisation is set up, 

have been achieved in the course of its working. The assessment is not 

necessarily in terms of profits, but in terms of extending of benefits to members 

who have formed the society. Considered from the viewpoint of social benefits 

it may be looked into that how far the sales could be effected at lower prices. 

For the achievement of these activities, cost accounting methods, store control 

methods, techniques of standard costing, budgetary control etc. should be 

adopted. However, these modern techniques are mostly not in application and 

as such in practice a wide gap is found in the goals to be achieved and the actual 

achievements. While auditing the expenses, the auditor should see that they are 

economically incurred and there is no wastage of funds. Middlemen 

commissions are, as far as possible, avoided and the purchases are made by 

the committee members directly from the wholesalers. The principles of 

propriety audit should be followed for the purpose. 

(vi)  Observations of the Provisions of the Act and Rules: An auditor of a co-

operative society is required to point out the infringement with the provisions of 

Co-operative Societies Act and Rules and bye-laws. The financial implications 

of such infringements should be properly assessed by the auditor and they 

should be reported. Some of the State Acts contain restrictions on payment of 

dividends, which should be noted by the auditor. 

(vii)  Verification of Members’ Register and examination of their pass books: 

Examination of entries in members pass books regarding the loan given and its 

repayments, and confirmation of loan balances in person is very much important 

in a co-operative organisation to assure that the entries in the books of accounts 

are free from manipulation. Specifically in the rural and agricultural credit 

societies, members are not literate and as such this is a good safeguard on their 

part. Ofcourse this checking will be resorted to on a test basis, which is a matter 

of judgement of the auditor. 

(viii)  Special report to the Registrar: During the course of audit, if the auditor 

notices that there are some serious irregularities in the working of the society, 

he may report these special matters to the Registrar, drawing his specific 

attention to the points. The Registrar on receipt of such a special report may 
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take necessary action against the society. In the following cases, for instance a 

special report may become necessary: 

(a) Personal profiteering by members of managing committee in transactions 

of the society, which are ultimately detrimental to the interest of the society.  

(b) Detection of fraud relating to expenses, purchases, property and stores of 

the society. 

(c) Specific examples of mis-management like decisions of management 

against co-operative principles. 

(d) In the case of urban co-operative banks, disproportionate advances to 

vested interest groups, such as relatives of management, and deliberate 

negligence about the recovery thereof. Cases of reckless advancing, where 

the management is negligent about taking adequate security and proper 

safeguards for judging the credit worthiness of the party. 

(ix)  Audit classification of society: After a judgement of an overall performance of 

the society, the auditor has to award a class to the society. This judgement is to 

be based on the criteria specified by the Registrar. It may be noted here that if 

the management of the society is not satisfied about the award of audit class, it 

can make an appeal to the Registrar, and the Registrar may direct to review the 

audit classification. The auditor should be very careful, while making a decision 

about the class of society. 

(x)  Discussion of draft audit report with managing committee: On conclusion 

of the audit, the auditor should ask the Secretary of the society to convene the 

managing committee meeting to discuss the audit draft report. The audit report 

should never be finalised without discussion with the managing committee. 

Minor irregularities may be got settled and rectified. Matters of policy should be 

discussed in detail. 

(c) Issues of Corporate Governance: Issues addressed in the SEBI (Listing Obligations 

and Disclosure Requirements) Regulations, 2015 regarding corporate governance are- 

(i)  Responsibilities and key functions of the Board, it’s composition, compensation 

and disclosures; 

(ii) Code of Conduct and vigil mechanism; 

(iii)  Composition, meetings, powers, role and responsibilities of the Audit Committee 

which is an important pillar of corporate governance; 

(iv)  Management of subsidiary companies;  

(v) Procedures related to risk management; 

(vi)  Disclosures on important issues regarding related party transactions, accounting 

treatment, etc.; 
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(vii)  Content of management discussion and analysis; 

(viii) Information to shareholders; 

(ix)  Compliance Certificate by the CEO and CFO; 

(x)  Compliance Certificate from either the auditors or practising company 

secretaries regarding compliance of conditions on corporate governance.  

(d)  The purpose of communicating key audit matters is to enhance the communicative 

value of the auditor’s report by providing greater transparency about the audit that 

was performed. Communicating key audit matters provides additional information to 

intended users of the financial statements (“intended users”) to assist them in 

understanding those matters that, in the auditor’s professional judgment, were of 

most significance in the audit of the financial statements of the current period. 

Communicating key audit matters may also assist intended users in understanding 

the entity and areas of significant management judgment in the audited financial 

statements. 
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