AS12: Accounting for government grants.
· AS13: Accounting for investments.
· AS14: Accounting for amalgamations.
· AS15: Accounting for retirement benefits in the financial statement.

	Guidance notes  





· Expenditure during construction.
· Treatment of reserves created on revaluation of fixed assets.
· Accounting treatment for excise duty.
· Accounting for changes in price.
· Accounting treatment of treatment of reserves in amalgamation.
· Accounting treatment for MODVAT.
· Accrual basis of accounting.
· Accounting for leases.
· Accounting for depreciation in companies.
· Accounting for taxes on income.
Accounting Standards 1, 4, 5, 7, 8, 9, 10, and 12 have already been mandatory. Accounting Standards 6 and 11 have been revised and already with the new standards 13, 14 and 15 became mandatory for financial years commencing on or after April 1, 1995. Others are still at a recommended mandatory stage as are the Guidance Notes.
	Divergence in accounting practices  




The following are illustrative of some important areas of differences in accounting practices in India as compared with those followed in the United Kingdom or in the United States.
· Fixes assets
1. Corporate management in India may at its discretion revalue the fixed assets and state such assets in the balance sheet at revalued amounts instead o at their historical cost. The revaluation surplus is regarded as not available for distribution, but it is permissible to utilize the revaluation surplus to offset the incremental depreciation arising out of revaluation.
Additional depreciation upon depreciation upon revaluation can be adjusted against the revaluation surplus or charged to the income statement.
2. Interest on money borrowed to finance fixed-assets and not charged off to income.
3. Exchange gains and losses related to borrowings meant for capital additions are included in the original cost of the capital asset and not included in the income for the year.
4. Corporate law in India recognizes the straight-line as well as the written-down-value methods of depreciation.
5. Every compnay in India must provide for depreciation at the statutorily prescribed minimum rates before declaring any dividend. Where, however, the management considers such depreciation to inadequate, they may make their own assessment of the pertinent factors, such as useful life, residual value and expected economic obsolescence, so as to provide for a higher depreciation.
· Investments
Investments classified as "current" should be carried at the lower of cost and fair value; investments classified as "long term" should be carried at cost adjusted for permanent diminution in value. Market values of quoted investments must be disclosed. Investments in associate undertakings have no disclosure requirements; however, loans and advances to companies "under the same management" must be disclosed.
· Inventory
Conventionally, inventory is valued at the lower of cost and net realizable value. Costs maybe determined either on a full-absorption basis or direct-cost basis.
· Other
1. There is as yet no mandatory requirement in India to prepare a funds statement and to include it as an integral part of the financial statements.
2. Provisions for income tax is based on taxable income, and deferred tax accounting is not generally followed. However, deferred tax accounting is now recognized by the ICAI as a preferred practice.
3. The fact of noninsurance or self-insurance with respect to concerned assets is not required to be disclosed in the accounts.
4. Disclosure of segmented information for diverse activities, particularly with respect to profit contribution from each segment, is not customer.
5. It is not customary to prepare consolidated group accounts or to disclose earnings per share and employee pension plans.
6. Lessees are not required to capitalize finance leases, and lease rental are accounted for on an accrual basis over the lease term. Future obligations are disclosed as off-balance-sheet items. Lessors are require to capitalize asse ets given on lease and charged to the income statement on the basis of the implicit rate of return over the period of lease finance through a lease equalization account.
7. Disclosure of the financial impact of a change in accounting policies to the previous year's income statement is not customary.
8. Expenditure incurred until the date of commencement of commercial production, including interest, which is regarded as indirect cost of construction, is allocated to the fixed assets. Other preoperative expenditure is treated as deferred revenue expenditure and is generally amortized over three to five years.
9. Goodwill is capitalized and amortized over the estimated useful life, normally not exceeding five years unless a longer period can be justified. A surplus generated upon the sale of a business is retained as capital reserve.
10. Patents and Trademarks may be written off over the period of use or legal term of validity, whichever is shorter, while other intangibles such as deferred revenue expenditure as generally written off over three to five years. Technical know-how fees are written off in the year in which incurred, except for expenditure on plans, designs and drawings for plant and machinery, which is capitalized along with the respective assets.
11. Write-off of research and development costs can be deferred, provide the product or process is technically and economically feasible and the undertaking has adequate resources to market the product or process. There is no separate standard on treatment of cost of development of computer software.
12. Loans that fall due within one year are not classified as current liabilities, but disclosure is required to be made as a note to the accounts.
13. Disclosure of related-party transactions is limited to publishing details of balances outstanding at year-end and the maximum outstanding during the year in the annual accounts. Auditors are required to comment on the reasonableness of certain related-party transactions.
	FORM AND CONTENT OF FINANCIAL STATEMENTS  




	Basic financial statements


A balance sheet and a profit and loss account (income statement) are the basic financial statements that are to be circulated to shareholders and trustees of debenture holders before the annual general meeting. The auditor's report and the directors' report, however, must be attached to the basic financial statements.
Schedule VI of the Companies Act prescribes the form and content of the balance sheet and the information to be disclosed in the income statement. Corresponding figures for the immediately preceding year must be given in these statements. The requirements of Schedule VI apply to all companies except insurance companies, banks and electric utilities, which are all governed by special acts. Irrespective of the size of the company, the volume of information required to be disclosed in the financial statements is the same. Apart from this information, the accounting standards also specify disclosure requirements such as those to disclose the previous period's corresponding figures and accounting policies.
Furthermore, under a recent amendment to the stock exchange listing agreements, all listed companies must, for financial years ended in March 1996 and thereafter, prepare a cash flow statement. Such a statement is to be prepared in accordance with the requirements prescribed by the Stock Exchange Board of India and duly certified by the statutory auditors.
A set of financial statements without the detailed schedules referred to therein is given in Appendix XI. There is no special form of presentation of the financial statements of a wholly owned subsidiary of a foreign company.
	Directors' report  




Matters covered in the directors' report accompanying the financial statements should include the following.
1. State of the company's affairs.
2. Amounts proposed to be set aside to reserves.
3. Proposed dividends.
4. Post-balance-sheet events.
5. Changes in the nature of the company's business.
6. Changes in the subsidiaries and in the nature of their business.
7. Comments on qualification in the auditor's report.
8. Conservation of energy, technology absorption, and foreign exchange earning and outgo in the manner prescribed.
9. Particulars of employees who receive remuneration of Rs 300,000 per year or Rs 25,000 per month.
10. Particulars of every employee who receives remuneration in excess of that drawn by the managing or full-time director or manager, provide the director or manager, together with spouse and dependent children holds 2 percent or more of the equity share capital of the company.
11. For quoted companies, a statement showing the variation between projected utilization of funds and / or projected profitability as contained in its prospectus or letter of offer and the actual utilization of funds and / actual profitability for each of the years for which projections have been provided in the prospectus or letter of offer. Any material variations between the projections and actuals and the reasons thereof should be included in the directors' report.
	Income statement  




The income statement must clearly disclose the results of the operation of the company for the period covered by the accounts and every material item, Including receipts and expenses with respect to nonrecurring transaction or transaction of an exceptional nature, as well as any material effect of the changes in the basis of accounting. There are also considerable requirements for statutory disclosure of information in the income statement as shown below, which maybe given by way of footnote disclosure where appropriate.
1. Sales:
a. Aggregate turnover showing amount of sales for each class of goods, including quantities, and, where companies are rendering services, the gross income derived from services rendered;
b. Commission paid to sole selling agents and other selling agents;
c. Brokerage and discount on sales other than usual trade discounts.
2. Consumption of raw materials:
For manufacturing enterprises, the total value of raw materials consumed, giving separately, as far as possible, the value of such raw materials consumed for each type is more than 10 percent of the total value.
3. Licensed capacity, installed capacity and actual production:
For manufacturing enterprises, quantitative information for each class of goods manufactured.
4. .Stock (inventory):
a. The opening and closing stocks of goods produced, giving the quantity and value of each class of goods; and
b. The value of work in progress, if any, at the beginning and the end of the accounting period. In the case of trading companies, the value of purchases made and the opening and closing stock, giving an item-by-item breakdown and indicating quantities thereof.
6. For a company that falls under more than one of the above categories, it is sufficient if the total amounts are shown for opening and closing stock, purchases, sales, and consumption of raw materials, with value and quantitative breakdown and gross income from services rendered.
7. For other companies, the gross income derived under different heads.
8. Amount provided for depreciation, renewals or diminution in the value of fixed assets. If no provision is made for depreciation, this must be disclosed together with the quantum of arrears of depreciation.
9. Interest on debentures and other fixed loans.
10. Income tax provisions.
11. The amounts reserved for repayment of redeemable preference stock and borrowings.
12. Remuneration paid to managerial personnel, defined in the Companies Act to include directors and managers.
13. Computation of net profit under Section 349 of the Companies Act for commission payable to directors or managers.
14. Expenditure incurred on various other heads, such as consumption of stores and spare parts, power and fuel, rent, repairs to buildings, repairs to machinery, salary wages and bonus, contribution to provident and other funds, workers and staff welfare expenses, insurance, taxes other than income tax, and miscellaneous expenses. Expenditure on any item of miscellaneous expenses in excess of 1 percent of total revenue or Rs 5,000, whichever is higher, must be shown separately.
15. Payments to auditors separately for audit, taxation matters, company law matters, management services, and any other services.
16. Reserves and provisions :
a. The aggregate, if material, of amounts set aside or proposed to be set aside to reserves (but no including provisions to meet any specific liability, contingency or commitment know at the balance sheet date) are required to be disclosed separately for each item.
b. The aggregate, if material, of amounts drawn from such reserves or provisions, separately for each item.
17. Amount of income from investments, distinguishing between trade and other investments.
18. Other income by way of interest, specifying the nature of the income.
19. Amount of income tax deducted at source where gross income from investments or interest is stated.
20. Profits or losses from investments.
21. Profit or loses from extraordinary transactions.
22. Miscellaneous income.
23. Dividends from subsidiary companies.
24. Provision for losses of subsidiary companies.
25. Dividends paid and proposed.
26. The amount by which any item shown in the income statement is affected by any change in the basis of accounting.
27. Transactions in foreign currency:
A. Value of imports;
B. Value of imported materials consumed;
C. Expenditure in foreign currency under various heads;
D. Dividends remitted abroad; and
E. Foreign exchange earnings.
	Capital  




Capital is treated as follows.
1. The amounts authorized, issued, subscribed, and paid up on each class of shares (namely), common or preferred stock) should be stated, indicating the number of shares allotted as fully paid up pursuant to a contract without payment being received in cash, and the number of shares allotted as fully paid up by way of bonus shares. The par value of shares is presented on the face of the balance sheet for each class of shares.
2. Where shares are issued at a value in excess of par, the excess must be transferred to a share premium account. Section 78 of the Companies Act restricts the utilization of the amount lying in such an account.
3. The issue of bonus shares involves the issue of new shares to existing shareholders by way of a transfer of an equivalent par value from reserves to share capital.
4. Indian corporate law permits stock splits, i.e., replacement of the present number of shares with a greater number of shares with a lower par value under current guidelines. The par value cannot be lower than Rs 10. No capitalization of reserves is involved in such stock splits.
5. Indian law generally prohibits a company from buying its own shares and from giving any financial assistance for purchase of its own shares or shares in its holding company.
	Valuation of assets  




The basis of valuation of fixed assets, marketable securities and inventory must be disclosed. The valuation of these assets is generally as follows.
1. Marketable securities:
Long-term securities not meant for resale are usually valued at cost, but they may be required to be written down to reflect la permanent decline in value. Marketable securities meant for resale as trading stock are, however, carried at the lower of cost land market value.
2. Inventory:
The normal basis of valuation of inventory is cost or market value, which ever is lower, the cost being ascertained by the weighted-average or FIFO method. Although not prohibited by any pronouncement, LIFO is not generally used, either for accounting or for tax a purposes. Certain types of stocks (e.g., tea, jute manufacture, sugar) are conveniently valued at market
3. Fixed assets:
The statutory requirement is to disclose the original cost or, where there has been a revaluation, the increased or the decreased revalued amount and the total accumulated depreciation. As far as possible, the amount of fixed assets should be classified into land, buildings, lease holds, railroad sidings, plant and machinery, furniture and fittings, development of property, parents, trademarks, designs, livestock, and vehicles. Goodwill, if included in accounts, should be disclosed separately. Factory buildings are classified under the category "buildings" and not under "plant and machinery."
· Depreciation
A company will not be entitled to declare any dividend unless minimum depreciation is provided for in its account by either the straight-line method or the written-down-value method at the rates Specified in Schedule XIV to the Companies Act. The depreciation method followed (as well as the depreciation rates or the useful lives of the assets as adopted by a company if different from those under the specified rate) should be disclosed in the accounts.
Management may at its discretion revalue land, buildings and other fixed assets to recognize any appreciation. Such revaluation, however, is not carried out at regular intervals in India.
· Depletion of natural resources
In the absence of any specific pronouncement of any regulatroy body, the accounting treatment of cost incurred on prospecting, extraction and production of any mineral varies from company to company. Where costs related to lease of property, preliminary expenses, prospecting, etc., are to be amortized, it is done over a period within the term of the lease.
Investment incentives
Investment incentives under income tax laws are reflected in the income statement as a reduction of income tax expenses in the period the incentive is derived.
	Purchase of another business  




The normal practice upon combination of two businesses, whether through purchase, amalgamation or merger, is to treat the acquisition as purchase. A merger accounting system that is based on the pooling-of-interests method of accounting may be possible if certain conditions are fulfilled. There is no special treatment or tax implication of goodwill create upon pooling, acquisition or merger, provided it arises on amalgamation with the meaning of the Income Tax Act. Most companies do not amortize goodwill, and amortization of goodwill is not deductible for tax purposes. Goodwill arising upon amalgamation in the nature of merger, however, is immediately adjusted against reserves, since it is in the nature of self generated goodwill.
	Consolidation  




Consolidated financial statements are not legally required and are not generally prepared. Certain documents and statements relating to the subsidiaries must be attached to the accounts of the holding company.
	Provisions and reserves  




The term "provision" is used to denote  the following.
1. Any amount written off or retained byway of providing for depreciation renewals or diminution in value of assets.
2. Any amount set aside to meet any known liability the amount of which cannot be determined with substantial accuracy. Under the Act, the amount in excess of the required provision must be shown as a reserves and not as a provisions.
There are two general categories of reserves: capital reserve and revenue reserve. Capital reserve does not include any amount regarded as free for distribution through the income statement, and revenue reserve is any reserve other than a capital reserve. The credit balances in th4e share premium account and fixed assets revaluation reserve are in the nature of capital reserve. It may be notes, however, that capital reserves actually realized from an activity such as the sale of assets or the sale of a business are utilized for distribution as dividends or transferred to the general reserve.
The Act required disclosure of capital reserves, other reserves, specifying the nature of each reserve: other reserves, specifying the nature of each reserve; and the unappropriated balance in the income statement under the head "reserves and surplus." Current additions and deductions must be shown for each reserve account. A debit balance in the income statement must be deducted from the uncommitted reserves.
Reserves created in any year are not deductible for tax purposes, although some reserves may have to be created for claiming a tax incentive. Provisions are normally deductible for tax purposes except in the cases of unascertained liability and certain statutory dues that are deductible on a payments basis only.
	Accounts (footnote) disclosure  




Footnotes must be added, to disclose various additional information.
1. Claims against the company not acknowledged as debts.
2. Uncalled liability on shares partly paid.
3. Arrears of fixed cumulative dividends.
4. Estimated amount of unexecuted contracts on capital account.
5. Any other amounts for which the company is contingently liable, including guarantees given by the company on behalf of directors or other officers of the company.
These footnotes maybe added to the balance sheet or included separately as "Notes to the Accounts," which comprise the balance sheet and the income statement.
Apart from the disclosure requirement as specified in the Companies Act, accounting standards stipulate disclosure of research and development costs, amount of exchange differences included in the income statement and that adjusted in fixed assets, significant restrictions on the right of ownership, realizability of investments, etc.
TOP OF THE PAGE
	Recording of income


Financial statements for presentation to share holders are prepared annually. A uniform accounting year up to March 31 is now required for tax purposes. Consequently, most companies have adopted March 31 as the date for preparation of financial statements. Income and expenses arising during the period, irrespective of whether they relate to ordinary business operations, prior periods or other events, are usually recorded through the income statement as a credit or charge before arriving at the net profit. However, the Institute of Charted Accountants of India has prescribed that prior-period and extraordinary items should be separately disclosed in the income statement for the current year.
All companies must follow the accrual basis of accounting.
	Book and tax differences  




Basically, business profits for tax purposes are determined with reference to accounts prepared on recognized accounting principles, but such profits are subject to many statutory adjustments,
	Accounting and Taxable Profit Differences

	Financial aspect
	Difference between accounting and taxable Profits

	Depreciation on fixed assets
	Books rates differ from tax rates.

	
	

	Interest payable to financial institutions: Contributions to employee benefit funds, Taxes and duties payable to the government
	Expense is allowable for accounting statements upon accrual; however, tax deductible only if paid within specified period.

	
	

	Preliminary expenses; expenditure on pros-Prospecting for certain minerals
	Expense is allowed for accounting statements upon accrual; however, tax deductible only if over a specified period.

	
	

	Travel and entertainment expenses and gifts
	Expense is allowable for accounting statements Upon accrual; however, deductibility under tax is Subject to certain limits.

	
	

	Guest house expenses
	Expenses are allowable for accounting statements upon accrual, but are not tax deductible.

	
	

	Agriculture income
	Considered as income in accounting statements; however exempt from central income tax.


Corporate entities are eligible to claim various types of tax deductions and incentives, which result in different profit figures.
Deferred tax accounting is not prevalent in India. Nor is it statutorily required. The ICAI, however, considers it preferable to the traditional taxes-payable methods.
	Trends in development of accounting  




The Institute of Chartered Accountants of India issued a Guidance Note on Accounting for Changing Prices in 1982, but it has not yet been made mandatory in view of worldwide rethinking on the methods of current-cost accounting.
The accrual basis of accounting has been overwhelmingly prevalent in practice in India; and it was made legally mandatory by an amendment to the Companies Act 1956, which provides that books of account will not be deemed to have been properly kept if they do not use the accrual basis and double-entry bookkeeping.
The ICAI is increasingly emerging as the major standard-setting body in the profession. Greater emphasis is being given to the harmonization of Indian industry and accounting standards with those accepted internationally. Some of the projects in progress include the following.
· Financial strategies : Working -capital management.
· Financial strategies : Long-term funds management.
· Accounting in telecommunications industry.
· Foreign-currency-exposure risk management.
· Study on futures and options.
. Accounting of off-balance-sheet events.
· Guidance notes on industry-specific audits such as cement, mining and steel.
	Foreign Investors  




There are no special accounting requirements for foreign investment in an Indian company other than disclosing, in case of a subsidiary, the number of shares held by the immediate as well as by the ultimate holding company and, for all companies, details of dividends remitted abroad. Disclosure is also necessary, as is the case for all companies, of the amount due by companies under the same management from trade and other receivables other than trade receivables.
incumbent on a company to maintain such books on an accrual basis. Such books and vouchers as are relevant to any entry in the books of account must be maintained for a period of at least eight years after the end of any financial year.
The books of account must be kept at the company's registered office. In the case of a company with a branch office, the books of account relating to the branch transactions may be kept at the branch office. If the board of directors decides to keep the books at a place other than the registered office, it must inform the Registrar of Companies within seven days of its decision and given the address of the place where the books are located.
The books of account and other books and papers are open to inspection by any director the Registrar of Companies or authorized government officials during business hours. Except in the case of a winding-up of a company, the shareholders have no right to inspect the books of account.
In addition to the books of account mentioned above, a company is required to keep various registers, e.g., an investment (securities) register, a register of shareholders, a separate register of directors and their share holdings, and minute books of shareholders' and directors' meetings. The shareholders have the right of access to most of these registers, which must be kept at the registered office of the company.
	Audited financial statements    




AT every annual general meting of a company, the board of directors must lay before the shareholders financial statements consisting of a balance sheet and a profit and loss account (income statement). These financial statements must be accompanies by the auditor's report and the report of the company's board of directors. The auditor is required to report on a long list of matters prescribed either in the Companies Act or in the orders issued under the Act and on any deviation from the mandatory accounting standards issued by the Institute of Charted Accountants of India (ICAI).
The period covered by the income statement should not end on a date that is more than six months before the date of the annual general meeting unless the date of the general meeting is extended by the Registrar of Companies. However, in the case of the first annual general meeting, the gap between the two dates may be none months. The financial year may be less or more than a year, but it should not exceed 15 months. With special permission of the Registrar, however, this period may be extended to 18 months.
The audited financial statements, together with a report by the board of directors, must be sent to shareholders and trustees for debenture holders at least 21 days before the date of the annual general meeting. Quoted companies can no longer send an abridged set of accounts to the shareholders and trustees for debentures holders, according to a circular dated September 23, 1994 issued by the Securities and Exchange Board of Indian. This circular was issued to the stock exchanges to modify all listing agreements. Quoted companies are also required by their listing agreement to furnish the stock exchange with unaudited financial results and required details on a half-yearly basis within two months of the expiration of the period and also to advertise such details in at least one national-language and one English daily newspaper. Publication of the unaudited results for the second half-year is not obligatory if the company informs the stock exchange that it will publish audited results within three months of the closure of the accounting year. If the total of the two half years' unaudited results with respect to any items in the prescribed form varies by 20 percent or more when compared with the audited accounts for the full year, a listed company must explain the reasons to the stock exchange.
In addition to accounts showing its position as a separate entity, a company that has subsidiaries must submit for each subsidiary the financial statements, the board's report and the auditor's report, all of which must be prepared in accordance with the requirements of the Act. A statement must be attached that shows the extent of the holding company's interest in each subsidiary at the end of the subsidiary's financial year and the profits and losses not dealt with in the holding company's accounts. The time lag between the balance sheet dates of the holding company and of the subsidiaries should not exceed six months. When the financial years of the subsidiary and its holding company do not coincide, the following information must be shown for each subsidiary.
1. Whether during the interval there has been any change in the holding company's interest in the subsidiary and, if so, the extent thereof.
2. Details of any material change occurring during the same period in fixed assets, investments, and loans given or taken by the subsidiary. All listed companies whose financial year ends in March 1996 or thereafter will be required to, as per the amended listing agreements, give a cash flow statement along with the balance sheet and profit and loss account. Such a statement is to be prepared in accordance with the requirements prescribed by the Securities Exchange Board of India and duly certified by the statuette auditors.
There is no need to prepare group accounts.
After the accounts have been laid before the company at the annual general meeting, three copies of these accounts, together with all the documents that are required to be attached thereto-e.g., auditor's report, Board's report-must be filed with the Registrar of Companies within 30 days from the date of the annual general meeting. Under the tax laws a uniform accounting year, April 1 to March 31, is to be followed. However, the Companies Act does not stipulate any such uniform accounting year. As a result, companies having financial statements closing on a date other than March 31 are required to get their accounts audited for the year ended March 31 for tax purposes as well.
	Appointment of auditors   




The Companies Act requires that only chartered accountants within the meaning of the Chartered Accountants Act 1949 can qualify for appointment as auditors. The first auditor of a company is usually appointed by the directors. Subsequently, except for appointments to fill casual vacancies, auditors are normally appointed by the shareholders at each annual general meeting by an ordinary resolution to hold office until the next general meeting by an ordinary resolution to hold office until the next annual general meeting. In the case of companies in which not less than 51 percent of the paid-up share capital is held by the central or state government or by government-owned companies/corporations or a combination thereof, the auditor is appointed or reappointed by the central government on the advice of the Comptroller and Auditor general of India. However, in the case of a company in which not less than 25 percent of the subscribed share capital is held singly or jointly by the government a prescribed financial institution, a government company, a nationalized bank, or an insurance company, the appointment or reappointment of an auditor at each annual general meeting must be made by a special resolution that must be passed by not less than 75 percent of the total votes.
Casual vacancies arising other than by the resignation of an auditor are filled by the board. A vacancy in the office of auditor arising from resignation may be filled only be filled only by the shareholders in a general meeting. The shareholders at an annual general meeting may pass a resolution appointing as auditor a person other than the retiring auditor. The intention of proposing such a resolution must be notified by a shareholder to the company at least 14 clear days before the date of the meeting. The company, in turn, must give notice of the resolution to its shareholders within seven days before the date of meeting. This procedures is designated to avoid the removal of an auditor without providing a reasonable opportunity for all the shareholders to attend the meeting and vote on the matter
Except for the first auditor, no auditor may be removed before the expiration of the period of appointment without the previous approval of the government.
In practice, a firm of accountant whose partners all qualify for appointment is usually appointed as auditors. No officer or employee of the company and no corporate body can be appointed auditor of the company, no person who is a partner or in the employment of an officer or employee of the company can be appointed auditor of any company. The tern "officer" is defined by the Companies Act to include the directors, the secretary and management personnel of the company. The Companies Act sets a limit on the number of company audits that may be undertaken by an auditor; the ceiling is 20 companies per partner of an audit firm, of which companies with paid-up shares capital above Rs 2.5 million should not number more than ten.
The auditor has the right of access at all times to the accounting and other records of the company, as well as the right to require from the officers of the company such information and explanation as the auditor deems necessary for the audit.
	Tax audit   




Every company with a total sales turnover or gross receipts over Rs 4 million must have its accounts audited in accordance with the Income Tax Act. This audit is in addition to the statutory audit under the Companies Act and mainly involves verification and confirmation of certain facts, figures and information that are generally required by the Tax authorities in the course of assessment proceedings and that broadly relate to the following.
1. Books of account examined.
2. Methods of accounting employed and their consistency.
3. Methods of valuation and quantitative reconciliation of inventories.
4. Amounts of expenditure incurred under various headings that are not allowable in full or that result indirect benefits to directors or their relatives or officers.
5. Borrowings and repayments of certain types of loans.
6. Prior-period adjustments.
7. Deductions of tax at source and deposit thereof with appropriate authorities.
These particulars must be certified as true and correct based on the auditor's opinion land information and explanation received.
The tax audit requirements also apply to other types of business entities whose total sales turnover or gross receipts in business exceed Rs 4 million and to entities carrying on a profession whose gross receipts in the profession exceed Rs 1 million in any year.
Cost audit
Companies are required to maintain cost accounting records, and they may be directed by the government to have a cost audit. Unlike the financial audit and tax audit, which are carried out from year to year, a cost audit is carried out only upon specific order of the government. The cost auditor submits a report to the Company Law Boards of the central government and sends a copy to the company.
	Accounting profession  




The bodies of accountants whose members are engaged in public practice in India and that are recognized by the government are the Institute of Charted Accountants of India and the Institute of Cost and Works Accountants of India. The memberships of the two bodies in 1995 were over 70,000 and 15,000 respectively. The financial audit and the tax audit of a company are conducted by members of the former body; the cost audit is performed by members of the latter body.
The Institute of Charted Accountants of India has recognized the training and examinations of the Institute of Chartered Accountants in England and Wales, the Institute of Charted Accountants of Scotland, and the Institute of Chartered Accountants in Ireland as being equivalent to the training and examination prescribed for its members. As a result, members of these three institutes are also eligible to become members of the Indian Institute, subject to their fulfilling certain conditions, and may consequently engage in practice in India.
The need for independence in mental attitude in an auditor is recognized. However, it is not considered improper for auditors to have a financial interest in a company on which they report. If, however, the auditor has a substantial interest in the company's finances, the Charted Accountatnts Act 1949 requires that this be disclosed. The phrase "substantial interest" has been defined by the Act as a holding of shares carrying not less htan 20 percent of the voting power beneficially either by the member or jointly with relatives. Members of the Institute are alsorequired to adhere to a code of professional ethics, failing which they are deemed guilty of professional miscounduct and are subject to disciplinary action.
Accounting and auditing practice in India is derived largely from practice in the United Kingdom. However, with the introduction of the Manufacturing and Other Companies (Auditors' Report) Order 1988 (see the sample Auditor's Report below), various other enactments in the Companies Act and other legislation connected with such things as employee remuneration, auditing practice in India is gradually becoming more independent. And the demands made by the government, the public and other agencies on the auditors are far greater than before. For the guidance of its members, the Indian Institute from time to time published briefs on various matters relating to auditing and accounting practices.
	Auditing standards    




The Institute of Chartered Accountants of India (ICAI) is a member of the International Federation of Accountants (IFAC), and the Auditing Practices Committee (APC) of the Indian Institute is committed to giving due consideration to the auditing guidelines issued by the International Auditing Practices Committee of IFAC and integrating them to the extent possible with the Indian Auditing Standards being issued by APC, in the light of conditions and practices prevailing in India. The following statements on Standard Auditing Practices (SAP) have been issued by APC.
· SAP 1 - Basic Principles Governing an Audit.
· SAP 2 _ Objectives and Scope of the Audit of Financial Statements.
· SAP 3 - Documentation.
· SAP 4 - Fraud and Error.
· SAP 5 - Audit Evidence.
· SAP 6 - Study and Evaluation of the Accounting System and Related Internal Audit Control in Connection with an Audit.
· SAP 7 - Relying upon the Work of an Internal Auditor.
· SAP 8 - Audit Planning.
· SAP 9 - Using the Work of an Expert.
· SAP 10 - Using the Work of Another Auditor.
· SAP 11 - Representations by Management.
These standards are all mandatory and are in addition to the following statements on auditing already issued by the Institute, which are also mandatory.
· Statements on Auditing Practices.
· Statements of Qualifications in Auditor's Report.
· Statement on the Responsibilities of Joint Auditors.
· Statement on Payment to Auditors for Other Services.
· Statement on Manufacturing and Other Companies (Auditor's Report) Order 1988.
Besides the above, the following guidance notes have also been issued by ICAI. These are recommendations rather than rules.
· Auditing of Accounts of Liquidators.
· Maintenance of Unduly Heavy Cash Balances by Companies.
· Auditor's Ditties.
· Independence of Auditors.
· Surprise Checks.
· Coordination Between the Internal Auditors and Statuary Auditors.
· Audit Reports and Certificates for Special Purposes.
· Audit of Accounts of Noncorporate Entities.
· Reports in Company Prospectus.
· Control on the Quality of Audit Work.
· Revision / Rectification of Financial Statements.
· Audit Engagement Letters.
· Audit of Inventories, Investments, Debtors, Loans and Advances, Liabilities, Cash and Bank Balances, Fixed Assets.
· Audit of Banks.
· Audit of Miscellaneous Expenditure Shown in Balance Sheet.
· Audit of Accounts of Members of Stock Exchange.
· Tax Audit Under the Income Tax Act.
· Unqualified Auditor's Report.
A typical unqualified auditors' report on the accounts of manufacturing, service, trading, and / or finance company laid before the company at the annual general meeting is set out below. However, the applicability of individual clauses is based on the activities of the company in question.
AUDITORS' REPORT
TO THE MEMBERS OF XYZ LIMITED
We report that we have audited the balance sheet of XYZ Limited as at 31 March 1996 signed by us under reference to this report, and the relative profit and loss account for the year ended on that date, which are in agreement with the books of account.
In our opinion and to the best of our information and according to the explanations given to us, the balance sheet and the profit and loss account together with the notes thereon given, in the prescribed manner, the information required by the Companies Act 1956 and also give, respectively, a true and fair view of the state of the Company's affairs as at 31 March 1996 and its profit for the year ended on that date.
We have obtained all the information and explanations which to the best of our knowledge and belief were necessary for our audit. In our opinion, proper books of account have been kept as required by law so far as appears from our examination of those books.
As required by the Manufacturing and Other Companies (Auditors' Report) Order dated 7 September 2988 and issued by the Central Government and on the basis of such checks as we considered appropriate and according to the information and explanations given to us, we further report that
i.a. The Company has maintained proper records to show full particulars including quantitative details and situation of its fixed assets;
i.b. The fixed assets of the Company have been physically verified during the year by the management and no material discrepancies between the book records and the physical inventory have been noticed.
ii. The fixed assets of the Company have not been revalued during the year.
Iii The stocks of finished goods, stores, spares parts, and raw materials of the Company at all its locations have been physically verified by the management during / at the end of the year.
iv. In our opinion, the procedures of physical verification of stocks followed by the management are reasonable and adequate in relation to the size of the Company and nature of its business.
v. The discrepancies between the physical stocks and the book stocks, which were not material, have been properly dealt with in the books of account.
vi. In our opinion, the valuation of stocks of finished goods, stores, spare parts, and raw materials has been fair and proper in accordance with the normally accepted accounting principles and is on the same basis as in the earlier years.
vii. The Company has not taken any loans secured or unsecured from companies, firms or other parties listed in the register maintained under Section 301 of the Companies Act 1956 and / or companies under the same management as defined under sub-section (1B) of Section 370 of the Companies Act, 1956.
viii. The Company has not granted any loans secured or unsecured to companies, firms or other parties listed in the register maintained under Section 301 of the Companies Act 1956 and / or companies under the same management as defined under sub-section(1B) of Section 370 of the Companies Act 1956.
ix. Interest free loans or advances in the nature of loans have been given to the employees only, who are repaying the principal amounts as stipulated.
x. In our opinion, there is an adequate internal control procedure commensurate with the size of the Company and the nature of its business for purchase of stores, raw materials including components, plant and machinery, equipment and similar assets, and for the sale of goods.
xi. In our opinion, purchase of goods and materials and sale of goods, materials and services, made in pursuance of contract or arrangements entered in the register maintained under Section 301 of the Companies Act 1956 and aggregating during the year to Rs 50,000 or more in value in respect of each party, have been made at prices which are reasonable having regard to the prevailing market prices for such goods, materials or services or the prices at which the transactions for similar goods or services have been made with other parties.
xii. The Company has a system of determining unserviceable or damaged stores, raw materials and finished goods on the basis of technical evaluation and on the aforesaid basis, in our opinion, adequate provision for the loss has been made in the accounts.
xiii. In the cases of public deposits received by the Company, the directives issued by the Reserve Bank of India and the provision of Section 58A of the Companies Act 1956 and the rules framed thereunder, where applicalbe, have been complied with.
xiv. In our opinion, reasonable records have been maintained by the Company for the sale and disposal of production scrap. The Company has no by-product.
xv. In our opinion, the Company's present internal audit system is commensurate with its size and nature of business.
xvi. The Central Government has not prescribed the maintenance of cost records by the Company under Section 209 (1) (d) of the Companies Act 1956 for any of its products.
xvii. The Company has generally been regular during the year in depositing provident fund dues with the appropriate authorities. As informed to us, the Company is at present not covered under the Employees' State Insurance Act 1948.
xviii. At the last day of the year there were no amounts outstanding in respect of all undisputed income tax, wealth tax sales tax, customs duty, and duty which were due for more than six months from the date e they became payable.
xix. During the course of our examination of the books of account carried out in accordance with the generally accepted auditing practices, we have not come across any personal expenses which have been charged to Profit and Loss Account, nor have we been informed of such case by the management.
xx. The Company is not a sick industrial company within the meaning of Clause (o) of Section 3(1) of the Sick Industrial Companies (Special Provisions) Act 1985.
xxi. In respect of services rendered :
i) In our opinion, the company has a reasonable system of recording receipts, issues and consumption of materials and stores and allocating materials and stores consumed to the relative jobs commensurate with the size and nature of its business.
ii) In out opinion, the company has a reasonable system of allocating man hours utilized to the relative jobs, commensurate with its size and nature of its business.
iii) In our opinion, there is reasonable system of authorization at proper levels with necessary controls on the issue of stores and allocation of stores and labor to various job and the related system of internal control of the company is commensurate with the size of the company and the nature of its business.
xxii. In respect of trading activities there are no damaged goods in the possession of the Company as on 31 March 1996.
	Unqualified tax audit report   




A typical unqualified tax audit report is set out below.
Form No. 3CA
Audit Report under Section 44AB of the Income Tax Act, 1961
We have to report that the statutory audit of XYZ Limited (Permanent Account No. XXX) was conducted by us in pursuance of the provisions of the Companies Act 1956 and we annex hereto a copy of our audit report dated June 1996 along with a copy of the audited profit and loss account for the year ended on 31 March 1996 and a copy of the audited balance sheet as at 31 March 1996, along with the documents declared by the relevant Act to be part of, or annexed to, the profit and loss account and balance sheet.
A further report as required under the provision to Section 44AB is furnished in Form 3CD annexed hereto.
In our opinion and to the best of our information and according to explanations given to us, the particulars given in Form No. 3CD are true and correct.
spend management 

Spend management

Spend management is the way in which companies control and optimize the money they spend. It involves cutting operating and other costs associated with doing business. These costs typically show up as "operating costs" or SG&A (Selling, General and Administrative) costs, but can also be found in other areas and in other members of the supply chain.

Whether it is the money spent on goods or services for direct inputs (raw goods and materials used in the manufacture of products), indirect material (office supplies and other expenses that do not go into a finished product), or services (temporary and contract labor, print services, etc.), a company needs a mechanism by which they are not only able to save money but control costs.

Spend Management is meant to represent a holistic view of the activities involved in the "source-to-pay" process. This process includes spend analysis, sourcing, procurement, receiving, payment settlement and management of accounts payable and general ledger accounts.

Cost reduction vs revenue generation

Companies divide money into two major buckets - revenue and cost. In hard economic times, when revenue is harder to come by, companies often turn to cost cutting initiatives. Cost cutting will increase net income. An increase in net income leads to a greater earnings per share and ultimately a higher market value (higher market capitalization).

Because cost cutting affects a company's bottom line directly, certain types of cost cutting can be the quickest way companies can increase their market value. The typical consensus is that the revenue to cost ratio is about 3 to 1; for instance, increasing revenue by $300 has about the same effect as cutting costs by $100.

This is why, in hard times, companies typically turn to cost cutting measures such as layoffs and product quality reductions. However, most analysts agree that this short term tactic creates little long term value, nor any long term sustainable savings. This is why "Spend Management" has become a key long term strategy for companies seeking to maintain long term and sustainable value.

Spend management systems

Most recently, companies have been utilizing new tools such as e-sourcing (for bidding and reverse auction), e-procurement (to control and monitor purchasing activities and contracts), and e-spend analytics (to gain insight into how much money is being spent on what types of services or products).

These tools promise, not only to automate paper intensive and manual processes, but also to help monitor and control spending activity and to create an integrated process in which each activity feeds into another.

How spend management saves money

· Decreasing "maverick" spend -- "Maverick" spend is the process whereby requestors (those who are creating a request for an item or service that will be turned into an order to a supplier) buy items or services that are outside the preferred process or system. This often means that a "maverick" purchase typically results in an individual or department buying an item in an ad-hoc fashion that results in paying a 20% premium for that item. Instead of buying from a preferred supplier with which the company has negotiated a contract with discount pricing, an individual goes outside the normal process and purchases that same item at retail. 

This is often hard to enforce unless some control mechanism (often technological) is put in place that: 

1) prohibits this type of purchasing 

2) sets up penalties for these types of purchases 

3) puts into place some type of approval or check and balance system. 

· Increase of spend economies of scale -- By directing more spend toward a particular supplier, a company can negotiate more favorable pricing based on how much money it spends with that supplier in a given year. Many companies may purchase like items from many suppliers at different prices. By consolidating this "spend", and directing it toward one or a few suppliers, companies are able to get bigger discounts. 

The activity that a company goes through is called strategic sourcing (also called "supplier rationalization"). This takes a commodity-by-commodity look, taking into account business unit, location, and other requirements to find opportunities for economies of scale savings. 

· Increase process efficiencies-- Automating sourcing, procurement and payment processes can greatly improve the efficiency of paper based and manual processes. However, different companies have had varying degrees of success in this area. The general idea is not to just automate, but also use the technology to improve upon these processes. 

Process savings can be measured in various ways such as: how long it takes to process a purchase order, how many individuals need to touch the purchase order before it can be sent ("touch points"), how long it takes to reconcile and pay the supplier, as well as many other methods to measure these process improvements. 

· Increase procurement efficiency -- This involves using e-sourcing tools for the bidding and contract award process (similar to eBay, in which you may have one buyer and many suppliers, or one supplier and many buyers). These supply chain management tools also help to develop product requirements that can be sent to suppliers (typically called an "RFP" or Request For Proposal). 

A buyer (i.e. an individual at a company that has determined a need for a particular product) will develop a document that lists the need (i.e. the type of product they need and why), specifications, the bidding process (how the process will work and how suppliers will be scored), rules for the bidding process, and other factors. 

Buyers will then invite suppliers to register online, and open the event for a set period of time so that suppliers can bid. At the end, the buyer awards the contract to one of several suppliers. The award can be based on price, delivery time (the time it takes the supplier to fulfill an order), or other factors such as quality or how closely the product meets the needs. 

The e-sourcing of direct items (raw materials) is often much more complex than indirect (office supplies, etc.), as the deciding factor is not just price but also the way the product fits into the overall manufacturing of a product. 

The way a company collaborates and transacts with their suppliers is a critical part of spend management as well. This is sometimes called "Supplier Relationship Management". This term is often incorrectly used in place of "Spend Management". 

Spend management in context

Spend Management is a subset of Total Cost Management, which takes into consideration financial management aspects such as tax/VAT, exchange rates, the impact of demand (i.e. sales), manufacturing, and other factors.

When considered from a holistic viewpoint, Spend Management can start to feed into supply management, as it also affects how assets (capital and otherwise) and inventory are procured and managed. Spend Management (and in a bigger view Total Cost Management) starts to inform a company of Total Cost of Ownership, and is often used to understand the total cost of items such as assets (from their acquisition, to their use and depreciation, and finally to the assets' retirement).

In the end, however, Spend Management is about creating long-term and sustainable savings. True Spend Management (and by extension Total Cost Management) is considered by many to be an ongoing cyclical process

