	Format of Audit Report

	Introduction

	1.
	A number of important amendments have taken place in the Companies Act, 1956 since its the enactment, e.g., introduction of the Manufacturing and Other Companies (Auditor’s Report) Order, 1975 and 1988, amendment of section 211, insertion of sub-section (2AA) to section 217, insertion of clauses (bb), (d), (e) and (f) to section 227(3) of the Companies Act, 1956. The financial reporting framework has also undergone a change since that time. The Institute of Chartered Accountants of India has so far issued 23 Statements on Standard Auditing Practices (SAPs), 4 Statements on Auditing viz. Statement on Auditing Practices, Statement on Qualifications in Auditor’s Report, Statement on the Manufacturing and Other Companies (Auditor’s Report) Order, 1988 [issued under Section 227(4A) of the Companies Act, 1956] and Statement on Payments to Auditors for Other Services. The Institute has so far also issued a number of Guidance Notes on matters related to audit. The members may note that the Statements on Standard Auditing Practices (SAPs) and the Statements on Auditing issued by the Institute of Chartered Accountants of India from time to time constitutes Auditing Standards generally accepted in India.

	Objective of an Audit

	2.
	Paragraphs 2 and 3 of the Statement on Standard Auditing Practices (SAP) 2 issued by the Council of the Institute of Chartered Accountants of India on “ Objective and Scope of the Audit of Financial Statements” read as under: 

“2. The objective of an audit of financial statements, prepared within a framework of recognised accounting policies and practices and relevant statutory requirements, if any, is to enable an auditor to express an opinion on such Financial Statements.”

“3. The auditor's opinion helps determination of the true and fair view of the financial position and operating results of an enterprise. The user, however, should not assume that the auditor's opinion is an assurance as to the future viability of the enterprise or the efficiency or effectiveness with which management has conducted the affairs of the enterprise.”


	Responsibility for the Financial Statements

	3.
	Paragraph 4 of the Statement on Standard Auditing Practices (SAP) 2 issued by the Council of the Institute of Chartered Accountants of India on “ Objective and Scope of the Audit of financial statements” reads as under: 

“4. While the auditor is responsible for forming and expressing his opinion on the financial statements, the responsibility for their preparation is that of the management of the enterprise. Management's responsibilities include the maintenance of adequate accounting records and internal controls, the selection and application of accounting policies and the safeguarding of the assets of the enterprise. The audit of the financial statements does not relieve management of its responsibilities.”

	4.
	Thus, it is evident that the financial statements are the representations of management. The preparation of such Statements requires management to make significant Accounting estimates and judgements, as well as to determine the appropriate accounting principles and methods used in preparation of the financial statements. This determination will be made in the context of the financial reporting framework that the management is required to use. In contrast, the auditor’s responsibility is to audit these financial statements in order to express an opinion thereon.

	5.
	These responsibilities of the management are now explicitly recognised by the legislation. The Companies (Amendment) Act, 2000, inserted a new sub section (2AA) in section 217 of the Companies Act, 1956 that requires the Board of Directors of a company to include a Directors’ Responsibility Statement indicating therein certain matters related to preparation and presentation of financial statements and safeguarding the Assets of the Company and for preventing and detecting fraud and other irregularities.

	6.
	The opening (introductory) paragraph of the Auditor’s Report should include a statement that the financial statements are the responsibility of the entity’s management and a statement that the responsibility of the auditor is to express an opinion on the financial statements based on the audit.

	7.
	An illustration of the opening (introductory) paragraph is: 

“We have audited the attached balance sheet of…..……………….(name of the company) as at 31st March, 2XXX, and also the Profit and Loss Account for the year ended on that date annexed thereto. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit.”

	Scope of an Audit

	8.
	Paragraphs 5 and 10 of the Statement on Standard Auditing Practices (SAP) 2 on “Objective and Scope of the Audit of Financial Statements” issued by the Council of the Institute of Chartered Accountants of India read as under: 

“5. The scope of an audit of financial statements will be determined by the auditor having regard to the terms of the engagement, the requirements of relevant legislation and the pronouncements of the Institute. The terms of engagement cannot, however, restrict the scope of an audit in relation to matters which are prescribed by legislation or by the pronouncements of the Institute.”

“10. In forming his opinion on the financial statements, the auditor follows procedures designed to satisfy himself that the financial statements reflect a true and fair view of the financial position and operating results of the enterprise. The auditor recognises that because of the test nature and other inherent limitations of an audit, together with the inherent limitations of any system of internal control, there is an unavoidable risk that some material misstatement may remain undiscovered. While in many situations the discovery of a material misstatement by management may often arise during the conduct of the audit, such discovery is not the main objective of audit nor is the auditor's programme of work specifically designed for such discovery. The audit cannot, therefore, be relied upon to ensure the discovery of all frauds or errors but where the auditor has any indication that some fraud or error may have occurred which could result in material misstatement, the auditor should extend his procedures to confirm or dispel his suspicions.”

	9.
	The auditor’s report should describe the scope of the audit by stating that the audit was conducted in accordance with the auditing standards generally accepted in India. “Scope” refers to the auditor’s ability to perform audit procedures deemed necessary in the circumstances. The reader needs this as an assurance that the audit has been carried out in accordance with the established standards or practices.

	10.
	The auditor’s report should also include a statement that the audit was planned and performed to obtain reasonable assurance about whether the financial statements are free of material misstatement.

	11.
	The auditor’s report should also describe the audit as including: 

a. examining, on a test basis, evidence to support the financial statement amounts and disclosures;

  

b. assessing the accounting principles used in the preparation of the financial statements;

  

c. assessing the significant estimates made by management in the preparation of the financial statements; and

  

d. evaluating the overall financial statement presentation. 

	12.
	The auditor’s report should also include a statement by the auditor that the audit provides a reasonable basis for the opinion.

	13.
	An illustration of these matters in a scope paragraph is: 

“We conducted our audit in accordance with auditing standards generally accepted in India. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement(s). An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion”.

	Limitation on Scope

	14.
	A limitation on the scope of the auditor’s work may be imposed by circumstances (for e.g., when the timing of the auditor’s appointment is such that the auditor is unable to observe the counting of physical inventories). It may sometimes also be imposed by the entity (for e.g. when the terms of the engagement specify that the auditor will not carry out an audit procedure that the auditor believes is necessary). It may also arise when, in the opinion of the auditor, the entity’s accounting records are inadequate or when the auditor is unable to carry out an audit procedure believed to be desirable. In these circumstances, the auditor would attempt to carry out reasonable alternative procedures to obtain sufficient appropriate audit evidence to support an unqualified opinion.

	15.
	When there is a limitation on the scope of the auditor’s work that requires expression of a qualified opinion or a disclaimer of opinion, the auditor’s report should describe the limitation and indicate the possible adjustments to the financial statements that might have been determined to be necessary had the limitation not existed.

	16.
	Illustration of these matters are set out below:

	Qualified Opinion

	 
	“We have audited ………… (remaining words are the same as illustrated in the opening (introductory) paragraph)

Except as discussed in the following paragraph, we conducted our audit in accordance with………(remaining words are the same as illustrated in the scope paragraph).

We did not observe the counting of the physical inventories as at 31st March, 2XXX, since that date was prior to the time we were appointed as auditors of the company. Owing to the nature of the company’s records, we were unable to satisfy ourselves as to inventory quantities by other audit procedures.

In the opinion paragraph-

Subject to the effects of such adjustments, if any, as might have been determined to be necessary had we been able to satisfy ourselves as to physical inventory quantities, in our opinion and to the best of our information ……………… (remaining words are the same as illustrated in the opinion paragraph).

	Disclaimer of Opinion

	 
	“We have audited the attached Balance Sheet of……………….(name of the Company), as at 31st March, 2XXX and also the Profit and Loss Account for the year ended on that date annexed thereto. These financial statements are the responsibility of the Company’s management. (Omit the sentence stating the responsibility of the auditor).

(The paragraph discussing the scope of the audit would either be omitted or amended according to the circumstances).

(Add a paragraph discussing the scope limitation as follows:)

We were not able to observe all physical inventories and confirm accounts receivables due to limitations placed on the scope of our work by the company.

In the opinion paragraph

Because of the significance of the matters discussed in the preceding paragraph, we do not express an opinion on the financial statements.”

	Financial Reporting Framework

	17.
	Paragraph 3 of Framework of Statements on Standard Auditing Practices and Guidance Notes on Related Services issued by the Institute of Chartered Accountants of India, reads as under:

“Financial Reporting Framework

3. Financial statements are ordinarily prepared and presented annually and are directed toward the common information needs of a wide range of users. Many of those users rely on the financial statements as their major source of information because they do not have the power to obtain additional information to meet their specific information needs. Thus, financial statements need to be prepared in accordance with one, or a combination of: 

a. relevant statutory requirements, e.g., the Companies Act, 1956, for companies;

  

b. accounting standards issued by the Institute of Chartered Accountants of India; and

  

c. other recognised accounting principles and practices, e.g., those recommended in the Guidance Notes issued by the Institute of Chartered Accountants of India.” 

	18.
	The opinion paragraph of the Auditor’s Report should clearly indicate the financial reporting framework used to prepare the financial statements.

	19.
	An illustration of opinion paragraph is: 

“In our opinion and to the best of our information and according to the explanations given to us, the said accounts give the information required by the Companies Act, 1956, in the manner so required and give a true and fair view in conformity with the accounting principles generally accepted in India:

(a) in the case of the Balance Sheet, of the state of affairs of the Company as      at 31st March, 2XXX; and

(b) in the case of the Profit and Loss Account, of the profit / loss for the year      ended on that date.”

	Auditor’s Report

	20.
	Attention of the members is drawn to: 

a. The reporting requirements under the Companies Act, 1956 as explained in paragraphs 1.1 to 1.5 of the Statement on Qualifications in Auditor’s Report.

  

b. The special matters in auditor’s report - Report under section 227(1A) of the Companies Act, 1956 as explained in paragraph 2.1 to 2.30 of the Statement on Qualifications in Auditor’s Report. .

  

c. Paragraph 2.31 and 2.32 of the Statement on Qualifications in Auditor’s Report relating to reporting under Section 227(4A) of the Companies Act, 1956.

  

d. Statement on the Manufacturing and Other Companies (Auditor’s Report) Order, 1988 [Issued under Section 227(4A) of the Companies Act, 1956].

  

e. Clause (d) of section 227(3) of the Companies Act, 1956.

  

f. Guidance Note on section 227(3) (e) and (f) of the Companies Act, 1956 issued by the Institute of Chartered Accountants of India.

  

g. Other matters pertaining to reporting requirements in the Auditor’s Report contained in Statements on Standard Auditing Practices (SAP) and Statements on Auditing. 

	21.
	The Council of the Institute of Chartered Accountants of India has decided that the Auditor’s Report should include: 

a. In the opening (introductory) paragraph a Statement of the responsibility of the entity’s management and the responsibility of the auditors

  

b. A Scope paragraph (describing the nature of audit)

  

i. a reference to the Auditing Standards generally accepted in India

  

ii. a description of the work the auditor performed

  

c. In the opinion paragraph, a reference to the financial reporting framework used to prepare the financial statements viz. Accounting Principles generally accepted in India. 

	22.
	The aforesaid matters to be included in the Audit Report of a company should also be incorporated in the audit report of other entities, while reporting under other statutes, e.g., in the case of Banking Companies, Insurance Companies, Tax Audit, etc.

	23.
	An illustration of unqualified Auditor’s Report is given in the Annexure. Any qualified opinion, disclaimer of opinion, adverse opinion in the Audit Report should be as per the Statement on Qualifications in Auditor’s Report issued by the Institute of Chartered Accountants of India.

	24.
	The Statements on Standard Auditing Practices (SAP) and Statements on Auditing issued by the Institute of Chartered Accountants of India would continue to apply without any change whatsoever.

	ANNEXURE

	Auditor's Report to the Members of ………………(name of the Company)

We have audited the attached Balance Sheet of……………….(name of the Company), as at 31st March, 2XXX and also the Profit and Loss Account for the year ended on that date annexed thereto. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in India. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As required by the Manufacturing and Other Companies (Auditor's Report) Order, 1988 issued by the Central Government of India in terms of sub-section (4A) of section 227 of the Companies Act, 1956, we enclose in the Annexure a statement on the matters specified in paragraphs 4 and 5 of the said Order.

	Further to our comments in the Annexure referred to above, we report that: 

i. We have obtained all the information and explanations, which to the best of our knowledge and belief were necessary for the purposes of our audit;

  

ii. In our opinion, proper books of account as required by law have been kept by the company so far as appears from our examination of those books (and proper returns adequate for the purposes of our audit have been received from the branches not visited by us. The Branch Auditor’s Report(s) have been forwarded to us and have been appropriately dealt with)3;

  

iii. The Balance Sheet and Profit and Loss Account dealt with by this report are in agreement with the books of account (and with the audited returns from the branches);

  

iv. In our opinion, the Balance Sheet and Profit and Loss Account dealt with by this report comply with the accounting standards referred to in sub-section (3C) of section 211 of the Companies Act, 1956;

  

v. On the basis of written representations received from the directors, as on 31st March, 2XXX, and taken on record by the Board of Directors, we report that none of the directors is disqualified as on 31st March 2XXX from being appointed as a director in terms of clause (g) of sub-section (1) of section 274 of the Companies Act, 1956; 

	Members’ attention is invited to Statement on Qualifications in Auditor’s Report and Guidance Note on Section 227(3) (e) and (f) of the Companies Act, 1956 issued by the Institute of Chartered Accountants of India.

Alternatively, instead of giving the comments on Manufacturing and Other Companies (Auditor’s Report) Order, 1988 in an Annexure, the comments may be contained in the body of the main report. Members' attention in this regard is invited to the Statement on Manufacturing and Other Companies (Auditor's Report) Order, 1988 [issued under Section 227(4A) of the Companies Act, 1956] , issued by the Institute of Chartered Accountants of India. It may also be noted that requirements of the Manufacturing and Other Companies (Auditor’s Report) Order, 1988 have not been reproduced in this announcement.

Wherever applicable.

Wherever applicable

Members’ attention is invited to the Guidance Note on Section 227(3) (e) and (f) of the Companies Act, 1956 issued by the Institute of Chartered Accountants of India.

	(vi)
	In our opinion and to the best of our information and according to the explanations given to us, the said accounts give the information required by the Companies Act, 1956, in the manner so required and give a true and fair view in conformity with the accounting principles generally accepted in India: 

a. in the case of the Balance Sheet, of the state of affairs of the Company as at 31st March, 2XXX; and

  

b. in the case of the Profit and Loss Account, of the profit / loss for the year ended on that date. 

	For ABC and Co.
Chartered Accountants
Signature
Name of the Member Signing the Audit Report
Designation
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Date:


