TAX  AUDIT
A BELIEF DESCRIPTION
AUDIT UNDER SECTION 44AB OF THE INCOME TAX ACT ,1961

SECTION 44AB OF THE INCOME TAX ACT ,1961 REQUIRES THE FOLLOWING PERSONS TO GET THEIR ACCOUNTS AUDITED.
1.  Every Person Carrying on Business the Total Sales Turnover or Gross Receipts of which Exceeds 60 Lakh Rupees in Any Previous Year.
2.   Every persons carrying on a profession whose gross receipts from the profession exceeds 15 lakhs  rupees in any previous year .
3.   Every persons carrying on business income from which is determined on presumptive basis as specified under section 44AD  or 44AF or 44B or 44BB or 44BBA and who claims income from such business to be lower than the rate specified in the sections.  
Where the accounts of such persons have already been audited under the provisions of any other law , it shall be sufficient if such persons furnishes a report of such audit along with an additional report specified in this act .                                                                                                                                                                                                 


TAX AUDITORS

The Tax Audit is to be conducted by an ACCOUNTANTS as defined in the Explanation to Section 288(2) of the Income Tax Act 1961 according to Section the term ACCOUNTANTS means :

1.A CHARTERED ACCOUNTANTS within the Meanings of the Chartered Accountants Act 1949. 
or
2. Any Other Person who is Entitled to be Appointed  as an Auditor of the Company u/s 224 of the Company Act 1956.

SOME IMPORTTANT POINTS IN THIS REGARDS ARE 

1. A CA includes a FIRM of CA.

2. A Relatives of the assessee can be Appointed as An Auditor .

3. A Person who is an Employee of the Assessee or an Employee of a concern under the same Management cannot be its Auditor.

4. A CA who writes and Maintains The Books of Accounts of the Assessee Cannot Audit them.

5. The Management may Remove a Tax Auditor where there are valid Reasons for such Removal .

6. A CA cannot be the Auditor of more than 45 Concerns .
ACCOUNTING  STANDARDS AND THE INCOME TAX ACT 1961.

As per Section 145 of The Income Tax Act 1961 Incomes Chargeable under “Profits and Gains of Business of Profession” or “ Income from other Sources” has to be computed in accordance with either cash or mercantile system of accounting as regularly employed by the ASSESSEE. If the said system of accounting is not followed, Assessing officer has powers to Reject the Books of accounts and complete assessment on his judgment. For this purpose . the CENTRAL GOVERNMENT has the power to issue accountings standards to be followed . Accordingly the Central Gov. has Notified 2 Accounting Standards Called AS (IT) . These are to be followed by all Assessee followings the Mercantile system of accounting . Those assessee who are following the Cash System of accounting need not follow the Accounting Standards. 

These notified Accounting Standards (IT) are :

1. AS(IT) -1  Disclosure of Accounting Policies.

2. AS(IT)  -2  Disclosure of Prior Period and Extraordinary items and changes in Accounting policies.

Section 145 provides that the AS [IT] notified under that the assessee to whom they are made applicable should follow section. It should be noted that the tax auditor auditing accounts under section 44AB is not computing the income but is – 
1 Reporting on accounts ,
and 

2 Reporting on the relevant information furnished in form no 3CD

The form 3CD vide clause 11[d] requires reporting of the details of deviation if any in the method of accounting employed in the previous year from the AS prescribed under section 145 and the effect there of on the profit and loss account. Future it may be noted that there is no material difference between AS [IT] -1 and AS [IT] -2 notified by the Central Gov. and the AS-1 and AS-5 issued by the ICAI.

METHOD OF ACCOUNTING IN FORM NO 3CD OF TAX AUDIT                                                        

Clause 11 of form no 3CD of tax audit requires to state method of accounting employed in the previous year. It also requires to state change in the method of accounting vis-à-vis the preceding year. If so details of change and the effect on the profit and loss are to be stated. Also details of deviation there of if any from accounting standards prescribed under section 145 and the effect there of on the profit      and loss are stated.

Section 145 provide that method of accounting be either cash or mercantile. Hybrid system is not permitted. 

AUDIT REPORT 

The auditor is required to furnish a report on audit of the accounts of the assessee in the prescribed form and setting forth the prescribed particulars. 

1. Form No. 3CA  This is the form for report  in the case of a person who carries a business or profession , the accounts of which have been audited under any other law
.

2. Form No. 3CB    this is the form for report in the case of a person who carries a business or profession, but not being a person referred to in [1] above.
3. Form No .3CD this is the form containing certain points on which the tax auditor has to provide information. These points require factual information about the assessee. The auditor should consider the following aspects while furnishing the particulars in Form No.3CD.

A    Where a particular item of income or expenditure is covered in more than one of the clauses suitable cross-references should be given while furnishing the particular.
      B    If there is any difference of opinion between the auditor and the assessee in respect of any information the auditor should furnish both the views.

     C    If any particular clause is not applicable to the assessee the auditor should state that such clause is not applicable.

     D    All particulars should be furnished in accordance with the latest applicable provisions in law and the books of accounts records documents etc.

     E     In case the auditor is given incomplete information or information is given in parts the auditor should not hold the entire audit report. If he thinks fit he may qualify the report.

ACCOUTING RATIOS IN FORM 3CD OF TAX AUDIT 

A. Gross profit \ Turnover 

B. Net Profit \ Turnover 

C. Stock in trade \Turnover

D. Material consumed \ finished goods produced  

These ratios have be calculated only for assessee who are engaged in manufacturing or trading activities. This clause is not applicable to assesses carrying on profession. Moreover the ratios have to be given for the business as a whole and need not be given product wise. Future the ratio mentioned in sub-clause [d] need not be given for trading concern.     
A COMPARSION OF AUDIT IN TWO DIFFERENT SITUATION IN INCOME TAX ACT 1961
	Basis of comparison 
	Section 44AB                            
	Section142(2A)

	Nature of audit         

	Compulsory tax audit 
	Special tax audit

	 Reason of audit 
	Turnover exceeding the limit 
	Complexity involved in the assessment and interest of the revenue  

	Appointment of auditor 
	By the assessee 
	By the  CCIT \ CIT

	Remuneration of the auditor and expenses of audit 
	Assessee will pay 
	The Central Govt. will pay 

	Time\ due date 
	By 31st October
	Within the time allowed \ extended by the officer 

	Scope of audit and  reporting format 
	Reporting in form No. 3CA 3CB and 3CD
	Reporting in form No. 6        B. Future the officer can enlarge the scope of audit 

	Penal consequences 
	Section 271B 
	Section 144 276D 271 (1) (b)


