Companies (Auditor’s Report) Order, 2003
APPLICABILITY:-

The order provides that it shall out apply to:-

1
A banking company;

2
An insurance company;

3
A company Licensed to operate under section 25 of the Companies Act, 1956;

A private limited company with a paid-up and reserves not more than  rupees fifty lakhs and which does not have outstanding loan exceeding rupees twenty five lakhs from any bank or financial institution and  does not have a turnover exceeding rupees five crores at any point of  time  during the financial year.

Explanations’

I
Paid up share capital would include both equity share capital as well as the preference share capital.

II
Both capital as well as revenue reserves should be taken into consideration while computing the limit of rupees fifty lakhs prescribed for paid up capital and reserves.

III
Revaluation reserve, if any, should also be taken into consideration while determining the figure or reserves for the limited purpose of determining the applicability of the order.

IV
Loans from banks or financial institutions are normally in the form outstanding of term loans, demand loans, working capital limits, cash credits, overdraft facilities, bills purchased or discounted.

V
The debit balance of the profit and loss account, if any, should be reduced from the figure of revenue reserves.

VI
Outstanding balances of such loans should be considered as loan outstanding for the purpose of computing the limit of rupees twenty five lakhs.  

VII
It is clarified that since the words used by the order are “ any bank or financial institution “, the limit of exceeding twenty five lakh rupees applies in aggregate to all loans.
Whether the company is maintaining proper records showing full particulars, including quantitative details and situation of fixed assets;
                                                                                                   [ paragraph 4(i) (a)]

Explanations’

I
It requires the auditor to comment whether the company is maintaining proper records showing full particulars, including quantities details and situation of fixed assets.

II
These records should also contain particulars in respect of those items of fixed assets that have been fully depreciated or amortized or have been retired from active use and held for disposal.

III
The records should also contain necessary particulars in respect of item of fixed assets that have been fully impaired during the period covered by audit report.

IV
The purpose of showing the situation of the assets is to make verification possible.

V
Where assets like furniture etc., are located in the residential premises of members of the staff, the fixed assets register should indicate the name/designation of the person.
Whether these fixed assets have been physically verified by the management at reasonable intervals’; whether any material discrepancies were noticed on such verification and if so, whether the same have been properly dealt with in the books of account.









[paragraph 4 (i) (a)]

Explanations’

I
Physical verification of the assets has to be made by the management and not by the auditor.

II
The auditor may observe the verification, particularly when verification of all assets can be made by the management on a single day or within a relatively short period of time.

III
It is necessary to ensure that the person making the verification had the required technical knowledge, where such knowledge is required.

IV
It is also possible for verification to be made by outside expert agencies engaged by the management for the purpose.
V
The management may decide about the periodicity of physical verification of fixed assets.

VI
 Auditor should obtain a management representation letter confirming that the fixed assets are physically verified by the company as per policy of the company.
VII
The letter should also include the details of the material discrepancies noticed during the physical verification of the fixed assets.

VIII
If no discrepancies were noticed during the physical verification, the management representation letter should also mention this fact clearly.

If a substantial part of fixed assets have been disposed off during the year, whether it has affected the going concern.








[Paragraph 4 (i) (c)]
Explanations’

I
 The enterprise is normally viewed as a going concern, that is, as continuing in operation for the foreseeable future.

II
The auditor, in the normal course is required to consider the appropriateness of the going concern assumption as per requirements of Auditing and Assurance Standard (AAS) 16, “Going Concern”.

III
What constitutes “substantial part of fixed assets” depends primarily upon the facts and circumstances of each case.

IV
The auditor should use his professional judgment to determine whether an assets or group of assets sold by the company is a substantial part of fixed assets.

V
The auditor should also obtain sufficient appropriate audit evidence that the plans of the management are feasible.

