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Checklist for audit of various items of Financial Statement 

The checklist for the audit of various items of the financial statements includes the following 

key areas: 

1. Assets: 

o Property, Plant & Equipment (PPE): Verification of ownership, 

depreciation, impairment, and physical existence. 

o Capital Work in Progress (CWIP): Review of project costs, completion 

status, and capitalization. 

o Intangible Assets: Assessment of valuation, amortization, and impairment. 

o Right of Use (ROU) Assets: Compliance with lease accounting standards. 
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o Investments: Verification of classification, fair value, and existence. 

o Trade Receivables: Aging analysis, recoverability, and provisioning for 

doubtful debts. 

o Cash & Bank: Bank reconciliation, cash balance verification, and restrictions 

on funds. 

o Other Financial Assets: Review of loans, advances, and related party 

transactions. 

o Inventory: Physical verification, valuation methods, and obsolete stock 

provisions. 

2. Liabilities: 

o Share Capital: Verification of issued, subscribed, and paid-up capital. 

o Other Equity: Review of reserves and retained earnings. 

o Loans & Borrowings: Classification, interest calculations, and covenant 

compliance. 

o Lease Liabilities: Reconciliation with lease agreements. 

o Trade Payables: Cut-off testing, confirmation from suppliers, and aging 

analysis. 

o Other Financial Liabilities: Verification of accrued expenses and contingent 

liabilities. 

o Tax Liabilities: Review of current and deferred tax calculations. 

o Other Current Liabilities: Examination of provisions and payables. 

3. Income & Expenses: 

o Revenue from Operations: Compliance with revenue recognition principles. 

o Other Income: Verification of non-operating income sources. 

o Employee Benefits: Assessment of gratuity, provident fund, and leave 

encashment provisions. 

o Expenses: Testing for completeness, accuracy, and cut-off compliance. 

4. General Audit Procedures: 

o Going Concern Assessment: Evaluating financial stability and future 

projections. 

o Laws & Regulations Compliance: Ensuring statutory and regulatory 

compliance. 

o Subsequent Events: Identifying events after the balance sheet date that may 

impact financials. 

o Related Party Transactions: Verification of disclosures and arm’s length 

pricing. 

o Internal Control Over Financial Reporting (ICFR): Testing controls and 

assessing risks. 

o Journal Entries Testing: Identifying unusual or fraudulent entries. 

o Contingent Liabilities: Review of legal cases and other off-balance-sheet 

exposures. 

o Use of Experts & Internal Auditors’ Work: Reviewing valuation reports 

and reliance on internal audit findings. 

5. Financial Reporting: 
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o Accounting Policies: Ensuring consistency and compliance with applicable 

frameworks. 

o Notes to Accounts & Disclosures: Checking completeness and adequacy of 

financial disclosures. 

o Schedule III & CARO Compliance: Ensuring adherence to Companies Act 

requirements. 

This checklist ensures a comprehensive audit approach covering key financial statement areas

. 

You said: 

Statutory Audit – A Ready Reckoner 

ChatGPT said: 

The "Statutory Audit – A Ready Reckoner" includes a structured approach to statutory audit 

execution, covering key areas such as: 

1. Pre-Audit Planning 

 Understanding the client’s business and industry. 

 Engagement letter and independence confirmations. 

 Audit planning and risk assessment. 

 Identification of materiality levels. 

2. Audit Execution 

 Assets: 

o Property, Plant & Equipment. 

o Intangible Assets. 

o Investments. 

o Trade Receivables & Payables. 

o Cash & Bank Balances. 

 Liabilities: 

o Borrowings. 

o Lease Liabilities. 

o Provisions & Contingent Liabilities. 

 Income & Expenses: 

o Revenue recognition. 

o Employee benefits. 

o Other operational expenses. 

 Compliance Checks: 

o Schedule III and CARO compliance. 

o Statutory dues and tax provisions. 

o Related party transactions. 
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 Audit Procedures: 

o Substantive testing. 

o Analytical procedures. 

o Journal entry testing. 

o Management override of controls. 

3. Reporting & Documentation 

 Drafting of audit reports. 

 Key Audit Matters (KAM) disclosure. 

 Audit documentation and working papers. 

 Management Representation Letter. 

This reckoner ensures a structured and compliant approach to statutory audits. 

You said: 

Please recollect the Standards on auditing from your memry 

ChatGPT said: 

The Standards on Auditing (SAs) issued by the Institute of Chartered Accountants of 

India (ICAI) are in line with the International Standards on Auditing (ISA) and provide 

guidelines for conducting audits of financial statements. Here’s a structured recollection of 

the Standards on Auditing (SAs): 

1. General Principles & Responsibilities (SA 200 – SA 299) 

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

in Accordance with Standards on Auditing 

 SA 210 – Agreeing the Terms of Audit Engagements 

 SA 220 – Quality Control for an Audit of Financial Statements 

 SA 230 – Audit Documentation 

 SA 240 – The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial 

Statements 

 SA 250 – Consideration of Laws and Regulations in an Audit of Financial Statements 

 SA 260 – Communication with Those Charged with Governance 

 SA 265 – Communicating Deficiencies in Internal Control to Those Charged with 

Governance and Management 

2. Risk Assessment & Response to Assessed Risks (SA 300 – SA 499) 

 SA 300 – Planning an Audit of Financial Statements 

 SA 315 – Identifying and Assessing the Risks of Material Misstatement through 

Understanding the Entity and Its Environment 

 SA 320 – Materiality in Planning and Performing an Audit 
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 SA 330 – Auditor’s Responses to Assessed Risks 

 SA 402 – Audit Considerations Relating to an Entity Using a Service Organization 

 SA 450 – Evaluation of Misstatements Identified during the Audit 

3. Audit Evidence (SA 500 – SA 599) 

 SA 500 – Audit Evidence 

 SA 501 – Audit Evidence – Specific Considerations for Selected Items 

 SA 505 – External Confirmations 

 SA 510 – Initial Audit Engagements – Opening Balances 

 SA 520 – Analytical Procedures 

 SA 530 – Audit Sampling 

 SA 540 – Auditing Accounting Estimates, Including Fair Value Accounting 

Estimates, and Related Disclosures 

 SA 550 – Related Parties 

 SA 560 – Subsequent Events 

 SA 570 – Going Concern 

 SA 580 – Written Representations 

4. Using Work of Others (SA 600 – SA 699) 

 SA 600 – Using the Work of Another Auditor 

 SA 610 – Using the Work of Internal Auditors 

 SA 620 – Using the Work of an Auditor’s Expert 

5. Audit Conclusions & Reporting (SA 700 – SA 799) 

 SA 700 – Forming an Opinion and Reporting on Financial Statements 

 SA 701 – Communicating Key Audit Matters in the Independent Auditor’s Report 

 SA 705 – Modifications to the Opinion in the Independent Auditor’s Report 

 SA 706 – Emphasis of Matter Paragraphs and Other Matter Paragraphs in the 

Independent Auditor’s Report 

 SA 710 – Comparative Information – Corresponding Figures and Comparative 

Financial Statements 

 SA 720 – The Auditor’s Responsibilities Relating to Other Information in Documents 

Containing Audited Financial Statements 

This list covers the core Standards on Auditing (SAs) applicable in India as per ICAI and 

the Companies Act, 2013. These standards provide auditors with the framework for 

conducting audits in a consistent and professional manner. 🚀 

You said: 

Trust the contents are in your memory 

ChatGPT said: 
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Yes, I have the Standards on Auditing (SAs) in my memory and can recall them whenever 

required. If you need details on any specific SA, just let me know! 🚀 

You said: 

Statutory Audit – A Ready Reckoner is your go-to resource for a structured, error-free audit 

process. 

ChatGPT said: 

Yes, "Statutory Audit – A Ready Reckoner" serves as an essential guide for conducting 

statutory audits in a structured, efficient, and compliant manner. It ensures that auditors 

follow a systematic approach to cover all key aspects of the audit, including planning, 

execution, reporting, and compliance with regulatory requirements. 

Would you like a detailed breakdown of specific areas covered in the reckoner? 🚀 

You said: 

Appointment and Removal of Auditors 

ChatGPT said: 

The appointment and removal of auditors in India are governed by the Companies Act, 

2013, and the guidelines issued by ICAI. Here’s a structured overview: 

 

1. Appointment of Auditors 

A. First Auditor 

 For Companies other than Government Companies: 

o Appointed by the Board of Directors within 30 days from the date of 

incorporation. 

o If the Board fails to appoint, the members shall appoint the auditor within 90 

days at an Extraordinary General Meeting (EGM). 

o Tenure: Until the conclusion of the first Annual General Meeting (AGM). 

 For Government Companies: 

o Appointed by the Comptroller and Auditor General (C&AG) of India 

within 60 days of incorporation. 

o If not appointed within this time, the Board of Directors appoints within the 

next 30 days. 

o If the Board also fails, the members shall appoint within 60 days at a General 

Meeting. 
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B. Subsequent Appointment (Section 139 of Companies Act, 2013) 

 Appointed at the first AGM and holds office until the conclusion of the sixth AGM. 

 Appointment should be ratified at every AGM. (Note: The requirement for 

ratification was removed by the Companies (Amendment) Act, 2017.) 

 Cooling-off period: An individual auditor cannot be reappointed for more than one 

term of 5 years, and an audit firm for more than two terms of 5 years each for listed 

companies and certain other prescribed classes of companies. 

 

2. Removal of Auditors 

A. Resignation by the Auditor 

 The auditor must submit a resignation letter along with a statement of reasons to the 

company and file Form ADT-3 with the Registrar of Companies (ROC) within 30 

days. 

 

B. Removal Before Completion of Term (Section 140 of Companies Act, 2013) 

 Special Resolution by shareholders is required, along with prior approval from the 

Central Government (Form ADT-2). 

 The auditor must be given a reasonable opportunity to be heard. 

 

C. Removal at the End of Term 

 If an auditor’s term expires, the company simply appoints a new auditor at the AGM. 

 

3. Key Compliance Requirements 

 Filing with ROC: 

o Form ADT-1 (Appointment of Auditor) 

o Form ADT-2 (Application for Removal of Auditor before Expiry) 

o Form ADT-3 (Resignation by Auditor) 

 Rotation of Auditors: 

o Applicable for listed companies, public companies with paid-up capital ≥ 

₹10 crore, and private companies with paid-up capital ≥ ₹50 crore. 
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This ensures independence and transparency in the audit process. 🚀 Would you like 

further clarifications on any point? 

You said: 

Checklist for audit of various items of Financial Statements 

ChatGPT said: 

Here is a comprehensive checklist for auditing various items in the Financial Statements as 

per the Standards on Auditing (SAs) and ICAI guidelines: 

 

1. Assets Audit Checklist 

A. Fixed Assets (Property, Plant & Equipment - PPE) 

✅ Verify ownership documents (Title Deeds, Agreements). 

✅ Physical verification of assets & reconciliation with books. 

✅ Ensure correct depreciation as per AS 10 / Ind AS 16. 

✅ Review additions, disposals & impairment testing. 

B. Capital Work in Progress (CWIP) 

✅ Ensure proper classification & supporting documentation. 

✅ Verify project completion status & capitalization criteria. 

C. Investments 

✅ Classification as per AS 13 / Ind AS 109. 

✅ Verify valuation & fair value disclosures. 

✅ Confirm ownership & obtain external confirmations. 

D. Inventory 

✅ Conduct physical verification (as per SA 501). 

✅ Assess valuation method (FIFO, Weighted Average, etc.). 

✅ Identify slow-moving, obsolete, or damaged inventory. 

E. Trade Receivables 
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✅ Obtain balance confirmations from debtors. 

✅ Analyze aging & provision for doubtful debts. 

✅ Ensure proper classification between current & non-current. 

F. Cash & Bank Balances 

✅ Verify bank reconciliation statements. 

✅ Obtain bank confirmations for balances & loans. 

✅ Check unusual transactions & restrictions on cash. 

 

2. Liabilities Audit Checklist 

A. Share Capital & Reserves 

✅ Verify authorized, issued, and paid-up capital. 

✅ Review compliance with Companies Act, 2013. 

✅ Cross-check movement in reserves & retained earnings. 

B. Borrowings & Loans 

✅ Confirm loan balances with banks/lenders. 

✅ Check compliance with loan agreements & covenants. 

✅ Verify interest expense & ensure correct classification. 

C. Trade Payables 

✅ Obtain confirmations from major suppliers. 

✅ Verify aging analysis & cut-off testing. 

✅ Ensure proper classification between current & non-current. 

D. Provisions & Contingent Liabilities 

✅ Review basis for provisions (gratuity, leave encashment, etc.). 

✅ Verify pending litigations & contingent liabilities disclosure. 

✅ Ensure compliance with AS 29 / Ind AS 37. 

 

3. Income & Expenses Audit Checklist 

A. Revenue from Operations 
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✅ Test revenue recognition as per AS 9 / Ind AS 115. 

✅ Analyze trends, seasonality, and sales returns. 

✅ Check compliance with GST & TDS provisions. 

B. Other Income 

✅ Verify interest, dividend, rent, or any exceptional income. 

✅ Confirm income with supporting agreements. 

C. Employee Benefit Expenses 

✅ Ensure compliance with AS 15 / Ind AS 19. 

✅ Check PF, ESI, and other statutory deductions. 

✅ Review payroll records & reconciliations. 

D. Other Expenses 

✅ Verify material expenses through vouchers, bills & approvals. 

✅ Conduct analytical review for unexpected variances. 

✅ Ensure compliance with statutory requirements (TDS, GST). 

 

4. Statutory & Regulatory Compliance 

✅ Ensure tax computations & payments are correct. 

✅ Verify compliance with GST, TDS, PF, ESI, etc.. 

✅ Ensure disclosure requirements as per Schedule III & CARO. 

✅ Assess compliance with applicable laws & regulations (SA 250). 

 

5. Financial Reporting & Disclosures 

✅ Ensure consistency in accounting policies. 

✅ Review adequacy of Notes to Accounts. 

✅ Assess the impact of Subsequent Events (SA 560). 

✅ Check Going Concern assumption (SA 570). 

 

6. General Audit Procedures 
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✅ Perform journal entry testing to identify fraud risks. 

✅ Assess adequacy of internal controls (ICFR testing). 

✅ Obtain Management Representation Letter (SA 580). 

✅ Ensure auditor’s opinion is properly drafted (SA 700 series). 

 

This checklist helps ensure a thorough and error-free statutory audit. 🚀 Let me know if 

you need specific details on any item! 

You said: 

CARO, 2020 — Specimen reporting and checklist 

ChatGPT said: 

CARO, 2020 – Specimen Reporting & Checklist 

The Companies (Auditor’s Report) Order, 2020 (CARO, 2020) is applicable to statutory 

audits of specified companies and enhances transparency in financial reporting. Below is a 

structured specimen report format and a detailed checklist for CARO compliance. 

 

🔹 Specimen Report Format under CARO, 2020 

To, 

The Members of [Company Name] 

Report on the Financial Statements 

We have audited the standalone financial statements of [Company Name] (“the Company”), 

which comprise the Balance Sheet as at 31st March 20XX, the Statement of Profit and 

Loss, and the Cash Flow Statement for the year then ended, and a summary of significant 

accounting policies and other explanatory information. 

Pursuant to CARO, 2020 issued by the Ministry of Corporate Affairs (MCA), we report as 

follows: 

1. Property, Plant, and Equipment (PPE) 

o Whether the company is maintaining proper records showing full particulars, 

including quantitative details and situation of PPE. 

o Whether PPE has been physically verified at reasonable intervals. 

2. Inventory & Working Capital 

o Whether physical verification of inventory has been conducted. 
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o Whether discrepancies of 10% or more in aggregate for each class of 

inventory were noticed. 

3. Investments, Loans, Advances 

o Whether the company has granted loans or advances in the nature of loans to 

parties covered under Section 189. 

o Whether terms and conditions are prejudicial to the interest of the company. 

4. Compliance with Companies Act in Borrowings 

o Whether the company has complied with provisions of Sections 185 and 186 

for loans, guarantees, and investments. 

5. Deposits from Public 

o Whether deposits accepted are as per Sections 73 to 76 of the Companies Act, 

2013. 

6. Statutory Dues 

o Whether undisputed statutory dues including GST, Provident Fund, ESI, 

Income Tax, etc., have been regularly deposited. 

o Whether any disputed dues remain outstanding. 

7. Default in Loan Repayment 

o Whether the company has defaulted in repayment of loans or borrowings. 

8. Fraud Reporting 

o Whether any fraud by the company or on the company has been noticed or 

reported. 

9. Internal Audit System 

o Whether the company has an internal audit system, and whether internal 

audit reports were considered. 

10. Compliance with RBI & FEMA Regulations 

 Whether the company has made preferential allotment or private placement of shares 

or debentures. 

11. Cash Losses & Going Concern 

 Whether the company has incurred cash losses in the financial year or the 

immediately preceding year. 

12. Resignation of Statutory Auditor 

 Whether any statutory auditor resigned, and whether issues raised by the previous 

auditor were considered. 

13. Material Uncertainty on Going Concern 

 Whether any material uncertainty exists that may cast significant doubt on the 

company’s ability to continue as a going concern. 

14. Financial Ratios & Other Disclosures 



 Checklist for audit of various items of Financial Statement 

52 | P a g e  
 

 Whether financial ratios, aging, expected defaults, and payment obligations indicate 

stress. 

15. Group Company Reporting 

 Whether the company has any subsidiary or joint venture that requires consolidation. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on these matters based on our audit in accordance 

with the Standards on Auditing (SAs) issued by the ICAI. 

For [Auditor's Firm Name] 

Chartered Accountants 

(Firm Reg. No. XXXXXXX) 

[Signature] 

[Name of Partner] 

Membership No. XXXXXXX 

[Place, Date] 

 

🔹 CARO, 2020 Checklist for Auditors 

✅ General Requirements: 

 Applicability of CARO to the company. 

 Compliance with reporting obligations. 

✅ Assets & Liabilities: 

 Verification of fixed assets & ownership. 

 Physical verification of inventory. 

 Valuation and impairment assessment. 

✅ Loans & Advances: 

 Review of loans to directors & related parties. 

 Interest rate verification & recoverability analysis. 

✅ Statutory Compliances: 

 TDS, GST, and other tax filings. 

 Pending litigations and disputed tax matters. 
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✅ Internal Controls & Fraud: 

 Risk assessment procedures. 

 Identification of fraud indicators. 

✅ Going Concern & Defaults: 

 Cash flow assessment. 

 Loan default history. 

 

This report ensures a structured approach to statutory audit reporting under CARO, 

2020. 🚀 Let me know if you need any modifications or further details! 

You said: 

Revised format for Audit Reports (with Audit Trail para) 

ChatGPT said: 

🔹 Revised Format for Audit Reports (Including Audit Trail Paragraph) – Effective 

from April 1, 2023 

The Companies Act, 2013, and the Institute of Chartered Accountants of India (ICAI) 

have revised the audit report format, incorporating the Audit Trail requirement as per the 

amendments in the Companies (Audit and Auditors) Rules, 2014. 

This applies to all companies maintaining books of accounts in electronic mode, mandating 

that the audit report confirms whether the company has an audit trail feature enabled 

throughout the year and has not tampered with it. 

 

🔹 Specimen Audit Report Format (Revised) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of [Company Name] 

Report on the Audit of the Financial Statements 

Opinion 

We have audited the accompanying financial statements of [Company Name], which 

comprise the Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the 
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Cash Flow Statement, and the Notes to the Financial Statements, including a summary of 

significant accounting policies. 

In our opinion and to the best of our information, the financial statements give a true and 

fair view of the financial position of the Company as at March 31, 20XX, and its financial 

performance and cash flows for the year then ended in accordance with the Companies 

Act, 2013 and the applicable accounting standards. 

 

Basis for Opinion 

We conducted our audit in accordance with the Standards on Auditing (SAs) issued by the 

ICAI. Our responsibilities under those standards are further described in the Auditor’s 

Responsibilities for the Audit of the Financial Statements section of our report. 

We are independent of the company in accordance with the Code of Ethics issued by ICAI, 

and we have fulfilled our other ethical responsibilities in accordance with these requirements. 

 

Key Audit Matters (SA 701) 

Key Audit Matters are those matters that, in our professional judgment, were of most 

significance in our audit of the financial statements. These matters were addressed in the 

context of our audit, and we do not provide a separate opinion on these matters. 

[Example: Revenue Recognition, Inventory Valuation, Provisions, etc.] 

 

Information Other than Financial Statements & Auditor’s Report Thereon (SA 720) 

The Board of Directors is responsible for the preparation of other information. Our opinion 

on the financial statements does not cover the other information, and we do not express any 

form of assurance conclusion thereon. 

 

Responsibilities of Management for the Financial Statements 

The company’s management is responsible for the preparation and fair presentation of these 

financial statements, ensuring compliance with Accounting Standards and provisions of the 

Companies Act, 2013. 
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Auditor’s Responsibilities for the Audit of the Financial Statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as 

a whole are free from material misstatement, whether due to fraud or error. 

 

🔹 Audit Trail Reporting Paragraph (New Requirement) 

As required under Rule 11(g) of the Companies (Audit and Auditors) Rules, 2014, we 

report that: 

 The company has maintained an Audit Trail (Edit Log) for all transactions recorded 

in the books of accounts. 

 The audit trail has been operated throughout the financial year. 

 The audit trail has not been tampered with. 

 The company has retained the audit trail as per the prescribed period under law. 

 

Report on Other Legal & Regulatory Requirements 

1. Compliance with Companies Act, 2013 and CARO, 2020. 

2. Observations on financial disclosures and compliance with statutory 

requirements. 

 

Conclusion 

For [Auditor's Firm Name] 

Chartered Accountants 

(Firm Registration No. XXXXXXX) 

[Signature] 

[Name of Partner] 

Membership No. XXXXXXX 

[Place, Date] 

 

🔹 Key Takeaways of Revised Audit Report Format 
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✅ Audit Trail Para: Ensures companies maintain an untampered edit log for digital 

records. 

✅ CARO, 2020 Compliance: Strengthens statutory disclosures. 

✅ Enhanced Transparency: Ensures accountability in financial reporting. 

🚀 This revised format is mandatory for financial years beginning on or after April 1, 

2023. Let me know if you need further details! 

You said: 

Specimen Letter of Engagement (with NOCLAR Clause) and Management Representation 

Letter 

ChatGPT said: 

🔹 Specimen Letter of Engagement (with NOCLAR Clause) & Management 

Representation Letter 

The Engagement Letter and Management Representation Letter (MRL) are essential 

audit documents that establish the auditor’s scope of work and management’s 

responsibilities. The inclusion of the NOCLAR (Non-Compliance with Laws and 

Regulations) Clause ensures that auditors address potential legal and regulatory violations in 

accordance with ICAI’s Code of Ethics and SA 250. 

 

📌 Specimen Letter of Engagement (With NOCLAR Clause) 

[On Auditor’s Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors, 

[Company Name], 

[Company Address] 

Subject: Engagement Letter for Statutory Audit for the Financial Year [20XX-XX] 

Dear Sir/Madam, 

We are pleased to confirm our engagement as statutory auditors of [Company Name] for the 

financial year ending [March 31, 20XX]. This engagement letter outlines the scope, 

responsibilities, and limitations of our audit in accordance with the Companies Act, 2013 

and Standards on Auditing (SAs) issued by ICAI. 
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1. Scope of Audit Engagement 

✅ Conduct audit as per Companies Act, 2013 and ICAI Standards on Auditing (SAs). 

✅ Examine financial statements prepared as per Indian Accounting Standards (Ind AS) / 

AS. 

✅ Assess internal controls, compliance with laws, and fraud risks. 

 

2. Responsibilities of Management 

✅ Ensure compliance with accounting policies, applicable laws, and regulations. 

✅ Provide access to books of accounts, records, and supporting documents. 

✅ Establish and maintain an effective internal control system. 

 

3. Auditor’s Responsibilities 

✅ Provide an independent audit opinion on the financial statements. 

✅ Report material misstatements and weaknesses in internal controls. 

✅ Evaluate Going Concern Assumption and financial risks. 

 

4. NOCLAR Clause (Non-Compliance with Laws and Regulations) 

As per the ICAI Code of Ethics and SA 250, we are required to assess and report any 

material non-compliance with laws and regulations (NOCLAR) that may impact financial 

reporting. 

 If any suspected non-compliance is identified, we will discuss the matter with 

management and those charged with governance. 

 In case of significant NOCLAR, we may need to report to regulatory authorities as 

per legal requirements. 

Management must promptly inform us of any known or suspected instances of non-

compliance that could have a material effect on the financial statements. 

 

5. Fees & Billing 

Our professional fees for this engagement will be ₹[XXXXXX], payable as per agreed terms. 
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6. Confidentiality & Ethical Standards 

✅ We will maintain confidentiality of company information. 

✅ We will comply with ICAI’s Code of Ethics and Independence Requirements. 

 

7. Acceptance of Terms 

Please sign and return a copy of this letter to confirm your acceptance of the terms of 

engagement. 

For [Auditor's Firm Name] 

Chartered Accountants 

(Firm Reg. No. XXXXXXX) 

[Signature] 

[Partner’s Name] 

Membership No. XXXXXXX 

Acknowledged and Accepted by: 

For [Company Name] 

[Authorized Signatory Name] 

[Designation] 

 

📌 Specimen Management Representation Letter (MRL) (With NOCLAR Clause) 

[On Company’s Letterhead] 

Date: [DD/MM/YYYY] 

To, 

[Auditor’s Firm Name] 

Chartered Accountants 

[Auditor’s Address] 

Subject: Management Representation Letter for the Financial Year [20XX-XX] 

Dear Sir/Madam, 

This letter is provided in connection with your audit of the financial statements of [Company 

Name] for the year ended March 31, 20XX. We confirm the following representations: 
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1. Financial Statements & Compliance 

✅ The financial statements have been prepared in accordance with Ind AS/Accounting 

Standards. 

✅ All transactions have been recorded properly and fairly presented. 

✅ The company has complied with all applicable laws, regulations, and contractual 

obligations. 

 

2. Internal Controls & Fraud 

✅ We have implemented and maintained adequate internal controls. 

✅ We confirm that there has been no fraud or suspected fraud involving management or 

employees. 

✅ We have informed you of any known irregularities, misstatements, or discrepancies. 

 

3. NOCLAR Clause (Non-Compliance with Laws and Regulations) 

✅ We confirm that the company has complied with all statutory and regulatory 

requirements. 

✅ We have disclosed any instances of NOCLAR, including: 

 Legal non-compliances (e.g., tax evasion, regulatory violations). 

 Environmental, labor law, or corporate governance issues. 

 Pending litigations or government investigations. 

We acknowledge that the auditors may report material NOCLAR cases to the appropriate 

regulatory authorities, if required. 

 

4. Contingent Liabilities & Related Parties 

✅ We have disclosed all pending litigations and contingent liabilities. 

✅ We confirm that all related party transactions have been properly disclosed and 

approved. 
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5. Going Concern Assumption 

✅ The company has the ability to continue as a going concern, and no material uncertainty 

exists. 

 

6. Completeness of Information 

✅ All records, minutes of board meetings, and supporting documents have been 

provided. 

✅ No material information has been withheld from the auditors. 

 

7. Acknowledgment & Confirmation 

We confirm that the above representations are true and correct to the best of our knowledge. 

For [Company Name] 

[Authorized Signatory Name] 

[Designation] 

 

🔹 Key Takeaways from the Revised Formats 

✅ NOCLAR Clause: Ensures transparency on legal compliance risks. 

✅ Audit Engagement Letter: Defines scope, responsibilities & fees. 

✅ MRL: Confirms completeness of financial data & compliance. 

✅ Enhanced Legal Protection: Strengthens auditor’s documentation in case of future 

disputes. 

🚀 These documents are critical for an effective and legally compliant audit. Let me 

know if you need modifications! 

You said: 

Specimen communication w.r.t. struck off companies 

ChatGPT said: 

🔹 Specimen Communication w.r.t. Struck Off Companies 
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As per the provisions of the Companies Act, 2013, if a company has been struck off by the 

Registrar of Companies (ROC) under Section 248, auditors and stakeholders must ensure 

proper communication regarding its financial and legal implications. 

Below are specimen letters for different scenarios: 

 

📌 1. Communication from Auditor to Management (Seeking Clarification on Struck 

Off Status) 

[On Auditor’s Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors, 

[Company Name], 

[Company Address] 

Subject: Clarification on Struck Off Status of [Company Name] 

Dear Sir/Madam, 

We refer to our ongoing statutory audit for the financial year ending March 31, 20XX. 

During our audit procedures, we have identified that your company has been struck off by 

the Registrar of Companies (ROC) as per Section 248 of the Companies Act, 2013. 

To ensure compliance with audit and legal requirements, we request you to provide the 

following details at the earliest: 

1. Official communication from ROC regarding striking off the company. 

2. Status of business operations and financial transactions post-striking off. 

3. Any legal steps initiated for restoration of the company (if applicable). 

4. Updated financial records and disclosure requirements in financial statements. 

5. Impact on pending statutory dues, assets, liabilities, and related party 

transactions. 

Your prompt response will assist us in ensuring compliance with audit and reporting 

requirements under CARO, 2020 and SA 560 (Subsequent Events). 

Please confirm the receipt of this letter and provide the necessary information by [mention 

deadline]. 

For [Auditor’s Firm Name] 

Chartered Accountants 

(Firm Reg. No. XXXXXXX) 
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[Signature] 

[Partner’s Name] 

Membership No. XXXXXXX 

 

📌 2. Communication from Management to Auditor (Response on Struck Off Status) 

[On Company’s Letterhead] 

Date: [DD/MM/YYYY] 

To, 

[Auditor’s Firm Name] 

Chartered Accountants 

[Auditor’s Address] 

Subject: Response on Struck Off Status of [Company Name] 

Dear Sir/Madam, 

We acknowledge receipt of your letter dated [DD/MM/YYYY] regarding the struck-off 

status of [Company Name]. In response, we confirm the following: 

1. The company was struck off by ROC under Section 248 on [Date] due to [mention 

reason, e.g., non-filing of returns, non-operation, etc.]. 

2. We have received the official notification from ROC, a copy of which is enclosed for 

your reference. 

3. The company has ceased business operations since [mention date], and no financial 

transactions have been undertaken post-striking off. 

4. We have assessed the impact on assets, liabilities, and statutory dues and are in the 

process of settling pending obligations. 

5. We are evaluating the possibility of revival of the company under Section 252 of 

the Companies Act, 2013, and will keep you updated. 

We request you to consider this information while finalizing the audit report and financial 

disclosures. Please let us know if any additional information is required. 

For [Company Name] 

[Authorized Signatory Name] 

[Designation] 

 

📌 3. Auditor’s Reporting on Struck Off Companies in Financial Statements (CARO, 

2020 Disclosure) 
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Disclosure in Audit Report (CARO, 2020 - Clause (ix)(c)) 

Struck Off Companies: 

As per the Ministry of Corporate Affairs (MCA) records, the company has transactions 

with the following entities that have been struck off under Section 248 of the Companies 

Act, 2013: 

Name of Struck Off 

Company 

Nature of 

Transactions 

Outstanding Balance 

(₹) 
Remarks 

ABC Pvt. Ltd. Trade Payable 5,00,000 
Settled / 

Unsettled 

XYZ Ltd. Loan Given 10,00,000 Under Litigation 

The company has assessed the financial impact of such transactions and has made appropriate 

provisions/disclosures in the financial statements. 

This ensures compliance with CARO, 2020 and SA 560 (Subsequent Events) for proper 

reporting of struck-off companies. 

 

🔹 Key Takeaways 

✅ Auditor’s Communication: Ensures legal and financial clarity on struck-off status. 

✅ Management’s Response: Helps auditors complete statutory reporting. 

✅ CARO, 2020 Disclosure: Mandatory for transactions with struck-off entities. 

✅ Legal Compliance: Aligns with ROC and Companies Act, 2013 requirements. 

🚀 These formats ensure transparency and regulatory compliance in audit reporting. 

Let me know if you need modifications! 

You said: 

Checklist on various requirements under Standards on Auditing and Accounting Standards 

ChatGPT said: 

📌 Checklist on Various Requirements Under Standards on Auditing (SAs) and 

Accounting Standards (AS/Ind AS) 

This checklist ensures statutory compliance with the Standards on Auditing (SAs) and 

Accounting Standards (AS) / Indian Accounting Standards (Ind AS) as applicable to an 

entity. 
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🔹 A. Standards on Auditing (SAs) Compliance Checklist 

1. General Principles & Responsibilities (SA 200 - SA 299) 

✅ SA 200: Ensure audit is conducted as per ICAI Standards on Auditing. 

✅ SA 210: Obtain an Engagement Letter confirming audit scope and responsibilities. 

✅ SA 220: Implement Quality Control Procedures for the audit. 

✅ SA 230: Maintain proper Audit Documentation and working papers. 

✅ SA 240: Assess the risk of fraud and implement fraud detection procedures. 

✅ SA 250: Identify instances of Non-Compliance with Laws & Regulations (NOCLAR). 

✅ SA 260: Communicate Audit Findings to Those Charged with Governance (TCWG). 

✅ SA 265: Report Deficiencies in Internal Control to Management. 

 

2. Risk Assessment & Audit Planning (SA 300 - SA 499) 

✅ SA 300: Prepare an Audit Plan and Strategy before execution. 

✅ SA 315: Identify and assess risks of material misstatements in financial statements. 

✅ SA 320: Set Materiality Levels for planning and execution. 

✅ SA 330: Design audit responses based on assessed risks. 

✅ SA 402: Evaluate impact of outsourced services (Service Organizations) on audit. 

✅ SA 450: Assess impact of uncorrected misstatements on the audit report. 

 

3. Audit Evidence & Procedures (SA 500 - SA 599) 

✅ SA 500: Ensure sufficient and appropriate Audit Evidence is obtained. 

✅ SA 501: Conduct physical verification of inventory, investments, and litigation cases. 

✅ SA 505: Obtain External Confirmations for receivables, payables, loans, etc. 

✅ SA 510: Verify Opening Balances for new audit engagements. 

✅ SA 520: Apply Analytical Procedures to assess trends and variances. 

✅ SA 530: Perform Audit Sampling and document sampling techniques. 

✅ SA 540: Evaluate Accounting Estimates and impairment provisions. 

✅ SA 550: Identify and disclose Related Party Transactions (RPTs). 

✅ SA 560: Assess Subsequent Events after the balance sheet date. 

✅ SA 570: Evaluate the entity’s Going Concern Assumption. 

✅ SA 580: Obtain a Management Representation Letter (MRL). 
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4. Using Work of Others (SA 600 - SA 699) 

✅ SA 600: Consider reliance on work of another auditor in group audits. 

✅ SA 610: Evaluate the work of internal auditors. 

✅ SA 620: Use reports from Experts (Actuaries, Valuers, etc.) where necessary. 

 

5. Audit Reporting & Opinion (SA 700 - SA 799) 

✅ SA 700: Form an Audit Opinion based on audit evidence. 

✅ SA 701: Communicate Key Audit Matters (KAM) in the audit report (for listed entities). 

✅ SA 705: Report Modifications to Audit Opinion if applicable. 

✅ SA 706: Include Emphasis of Matter or Other Matter Paragraphs if needed. 

✅ SA 710: Review Comparative Financial Information. 

✅ SA 720: Ensure auditor’s responsibility regarding Other Information in Annual Reports. 

 

🔹 B. Accounting Standards (AS/Ind AS) Compliance Checklist 

1. Presentation & Disclosure Standards 

✅ AS 1 / Ind AS 1: Compliance with Presentation of Financial Statements. 

✅ AS 2 / Ind AS 2: Proper Inventory Valuation at Cost or NRV. 

✅ AS 3 / Ind AS 7: Preparation of Cash Flow Statement using direct/indirect method. 

✅ AS 4 / Ind AS 10: Identify and disclose Subsequent Events. 

✅ AS 5 / Ind AS 8: Disclose Prior Period Items, Errors & Changes in Accounting 

Policies. 

✅ Ind AS 34: Ensure Interim Financial Reporting where applicable. 

 

2. Assets, Liabilities & Revenue Recognition 

✅ AS 6 (Merged with AS 10) / Ind AS 16: Proper calculation of Depreciation & Fixed 

Assets Accounting. 

✅ AS 10 / Ind AS 38: Treatment of Intangible Assets (Amortization, Impairment). 

✅ AS 11 / Ind AS 21: Recognition of Foreign Exchange Gains/Losses. 

✅ AS 12 / Ind AS 20: Accounting for Government Grants. 
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✅ AS 13 / Ind AS 109: Recognition and measurement of Investments & Financial 

Instruments. 

✅ AS 14 / Ind AS 103: Proper accounting in Business Combinations (Mergers & 

Acquisitions). 

✅ AS 15 / Ind AS 19: Disclosure of Employee Benefits (Gratuity, Leave Encashment, 

etc.). 

✅ AS 16 / Ind AS 23: Correct treatment of Borrowing Costs (Capitalization of Interest). 

✅ AS 17 / Ind AS 108: Disclosure of Segment Reporting (For Listed Companies). 

✅ AS 18 / Ind AS 24: Disclosure of Related Party Transactions (RPTs). 

✅ AS 19 / Ind AS 116: Accounting for Leases (Operating vs Finance Lease 

Classification). 

✅ AS 20 / Ind AS 33: Calculation of Earnings Per Share (EPS). 

✅ AS 22 / Ind AS 12: Proper treatment of Deferred Tax Assets (DTA) & Deferred Tax 

Liabilities (DTL). 

 

3. Revenue, Provisions & Contingencies 

✅ AS 9 / Ind AS 115: Revenue Recognition aligned with performance obligations. 

✅ AS 26 / Ind AS 36: Perform Impairment Testing of assets. 

✅ AS 29 / Ind AS 37: Recognition of Provisions, Contingent Liabilities & Contingent 

Assets. 

 

4. Financial Instrument Standards (For Ind AS Compliant Companies) 

✅ Ind AS 109: Classification & valuation of Financial Instruments. 

✅ Ind AS 107: Proper Disclosures on Financial Instruments. 

✅ Ind AS 113: Fair Value Measurement compliance. 

 

🔹 C. General Compliance & Documentation 

✅ Audit Trail: Ensure proper audit trail and edit log maintenance in digital accounting 

systems. 

✅ CARO 2020: Report on loans, defaults, related parties, statutory dues, and struck-off 

companies. 

✅ ICFR Compliance: Test Internal Controls over Financial Reporting (ICFR). 
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🔹 Key Takeaways from this Checklist 

✅ Covers ICAI’s Standards on Auditing (SAs) and Accounting Standards (AS/Ind AS). 

✅ Ensures statutory compliance, risk assessment, and proper financial disclosures. 

✅ Essential for Statutory Auditors, Internal Auditors, and Compliance Officers. 

🚀 This checklist helps in ensuring an effective audit and financial reporting process. 

Let me know if you need further details! 

You said: 

KYC documentation for the clients 

ChatGPT said: 

📌 KYC (Know Your Client) Documentation for Clients 

As per ICAI guidelines, Anti-Money Laundering (AML) norms, RBI regulations, and 

Companies Act, 2013, auditors and professionals are required to maintain proper KYC 

documentation for their clients to prevent financial fraud, money laundering, and regulatory 

non-compliance. 

 

🔹 KYC Checklist for Clients (Individuals & Entities) 

1. Basic Details of the Client 

✅ Full Name (As per official records) 

✅ Registered Address & Correspondence Address 

✅ Date of Birth/Incorporation 

✅ Nature of Business / Profession 

✅ PAN (Permanent Account Number) 

 

2. Identification Documents (Proof of Identity - POI) 

🔹 For Individuals: 

✅ PAN Card (Mandatory) 

✅ Aadhaar Card / Voter ID / Passport / Driving License 
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🔹 For Companies / LLPs: 

✅ Certificate of Incorporation (COI) 

✅ Memorandum & Articles of Association (MOA & AOA) / LLP Agreement 

✅ Director Identification Number (DIN) of Directors 

🔹 For Partnership Firms: 

✅ Partnership Deed 

✅ PAN of Firm & Partners 

✅ KYC documents of all partners 

🔹 For Trusts / NGOs: 

✅ Trust Deed / Registration Certificate 

✅ PAN of Trust & Trustees 

✅ KYC of Key Trustees 

 

3. Address Proof (Proof of Address - POA) 

🔹 For Individuals: 

✅ Aadhaar Card / Passport / Voter ID / Utility Bill (Electricity, Gas, Water) / Rent 

Agreement 

🔹 For Companies / Firms: 

✅ GST Registration Certificate 

✅ Latest Utility Bill in Company’s Name 

✅ Registered Lease / Ownership Agreement 

 

4. Financial & Taxation Details 

✅ Income Tax Returns (Last 2-3 Years) 

✅ Latest Audited Financial Statements 

✅ Bank Statements (Last 6-12 Months) 

✅ GST Registration & Returns (if applicable) 

 

5. Regulatory & Compliance Documents 
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✅ Udyam Registration (For MSMEs, if applicable) 

✅ RBI / SEBI Registration (If applicable) 

✅ Import Export Code (IEC) (For Exporters/Importers) 

✅ FCRA Registration (For NGOs receiving foreign donations) 

 

6. Beneficial Ownership & Control 

✅ List of Shareholders (Holding >10%) for Companies 

✅ Declaration of Ultimate Beneficial Owner (UBO) 

✅ Board Resolution for Authorized Signatories 

 

7. Additional Documents for High-Risk Clients 

✅ Enhanced Due Diligence (EDD) Report (For Politically Exposed Persons, Foreign 

Clients) 

✅ Sanctions List Check (As per FATF / UN Lists) 

 

🔹 Periodic Updates & Review 

🔹 KYC should be updated periodically (every 2-3 years or as per risk category). 

🔹 Any change in address, ownership, or key managerial personnel should be 

documented. 

 

🔹 Key Takeaways from this KYC Documentation Checklist 

✅ Mandatory for Auditors, CAs, and Professionals before onboarding a client. 

✅ Prevents money laundering, fraud, and regulatory non-compliance. 

✅ Ensures adherence to RBI, SEBI, ICAI, and AML regulations. 

🚀 This checklist helps maintain a robust client verification process. Let me know if you 

need further details! 

You said: 

Code of Ethics with Audit Fees requirements 
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ChatGPT said: 

📌 ICAI Code of Ethics & Audit Fees Requirements 

The ICAI Code of Ethics lays down professional guidelines for Chartered Accountants 

(CAs) regarding integrity, objectivity, professional competence, confidentiality, and 

independence. It also includes specific provisions for audit fees to ensure ethical and fair 

audit practices. 

 

🔹 1. Key Principles Under ICAI Code of Ethics 

✅ Integrity & Objectivity: CAs must act with honesty, avoiding conflicts of interest. 

✅ Professional Competence: Continuous skill development and adherence to standards. 

✅ Confidentiality: Client information must not be disclosed without consent. 

✅ Independence: Auditors must maintain independence in audit engagements. 

✅ Professional Behavior: Compliance with ICAI, Companies Act, and SEBI regulations. 

 

🔹 2. Audit Fees Requirements Under ICAI Guidelines 

A. Prohibition on Contingent Fees (Clause 10, Part I, First Schedule of ICAI Act) 

❌ CAs cannot charge audit fees based on profit or results. 

❌ Contingent fees (i.e., fees linked to financial performance or outcomes) are strictly 

prohibited. 

✅ Fees should be fixed, reasonable, and agreed upon in advance. 

B. Fees as a Percentage of Income (Clause 11, Part I, First Schedule of ICAI Act) 

❌ CAs cannot charge fees as a percentage of the company’s revenue, turnover, or 

profits. 

✅ Flat fees or time-based fees are permitted. 

C. Fee Dependence (Clause 2, Part I, Second Schedule of ICAI Act) 

❌ An auditor must not derive more than 40% of total fees from a single client (for firms 

with multiple clients). 

✅ Ensures independence and prevents undue client influence on auditors. 
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D. Disclosure of Audit Fees in Financial Statements (As per Schedule III of Companies 

Act, 2013) 

✅ Audit fees must be separately disclosed in financial statements under “Auditor’s 

Remuneration.” 

 

🔹 3. Restrictions on Low-Ball Pricing of Audit Fees 

🚫 Undercutting fees (low-balling) is discouraged as it may compromise audit quality. 

🚀 Quality, not cost, should be the basis for engagement. 

 

🔹 4. Non-Payment of Audit Fees & Resignation of Auditor 

🔹 If fees remain unpaid for more than a year, auditors must resign before accepting 

reappointment. 

🔹 Auditors should not audit a client that has not cleared previous year’s audit fees 

unless permitted by ICAI. 

 

🔹 5. Key Takeaways 

✅ No contingent or percentage-based audit fees. 

✅ Audit fees must be disclosed separately. 

✅ CAs should not be overly dependent on a single client for fees. 

✅ Audit quality should not be compromised by low fees. 

🚀 These ethical guidelines ensure audit independence, transparency, and compliance 

with ICAI regulations. Let me know if you need further clarifications! 

You said: 

Practice Pointers on Accounting Standards 

ChatGPT said: 

📌 Practice Pointers on Accounting Standards (AS & Ind AS) 
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Accounting Standards (AS) and Indian Accounting Standards (Ind AS) are crucial for 

ensuring uniformity, transparency, and comparability in financial reporting. Below are 

practical pointers for their implementation and compliance. 

 

🔹 1. General Guidelines for Compliance 

✅ Ensure consistency in accounting policies across periods. 

✅ Comply with ICAI, Companies Act, 2013, and SEBI requirements. 

✅ Disclose all relevant assumptions, judgments, and estimates. 

✅ Maintain adequate documentation and working papers to support accounting 

treatments. 

✅ Consider audit trail requirements to ensure transparency. 

 

🔹 2. Key Practice Pointers on Individual Accounting Standards 

📌 A. Financial Statement Presentation & Disclosure 

🔹 AS 1 / Ind AS 1 – Presentation of Financial Statements 

✅ Follow Schedule III format for the balance sheet and profit & loss statement. 

✅ Ensure proper classification of assets & liabilities (current vs. non-current). 

✅ Disclose significant accounting policies separately. 

🔹 AS 3 / Ind AS 7 – Cash Flow Statements 

✅ Use direct or indirect method (Ind AS mandates indirect method). 

✅ Properly classify operating, investing, and financing activities. 

🔹 AS 5 / Ind AS 8 – Changes in Accounting Policies & Estimates 

✅ Retrospective application for errors & policy changes. 

✅ Prospective treatment for changes in estimates. 

🔹 AS 4 / Ind AS 10 – Events After the Reporting Period 

✅ Adjust financial statements for material adjusting events. 

✅ Non-adjusting events require disclosure in notes. 

 

📌 B. Revenue & Expense Recognition 
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🔹 AS 9 / Ind AS 115 – Revenue Recognition 

✅ Recognize revenue when control of goods/services is transferred. 

✅ Identify performance obligations and recognize revenue accordingly. 

✅ Disclose details of contracts, unearned revenue, and significant estimates. 

🔹 AS 16 / Ind AS 23 – Borrowing Costs 

✅ Capitalize interest if directly attributable to qualifying assets. 

✅ Expense all other borrowing costs in P&L. 

 

📌 C. Asset Recognition, Depreciation & Impairment 

🔹 AS 10 / Ind AS 16 – Property, Plant & Equipment (PPE) 

✅ Capitalize only directly attributable costs. 

✅ Use component-based depreciation (mandatory under Ind AS). 

✅ Conduct impairment testing if indicators exist. 

🔹 AS 6 (Merged with AS 10) – Depreciation Accounting 

✅ Follow useful life as per Schedule II of Companies Act. 

✅ Review residual value & useful life periodically. 

🔹 AS 26 / Ind AS 36 – Impairment of Assets 

✅ Test assets for impairment annually if indications exist. 

✅ Determine recoverable amount (higher of value-in-use or fair value). 

🔹 AS 19 / Ind AS 116 – Leases 

✅ Ind AS 116 requires recognition of lease liabilities & Right-of-Use (ROU) assets for 

lessees. 

✅ Ensure correct classification of leases under finance vs. operating lease. 

 

📌 D. Financial Instruments, Provisions & Contingencies 

🔹 AS 13 / Ind AS 109 – Investments & Financial Instruments 

✅ Classify financial assets into Amortized Cost, FVOCI, or FVTPL under Ind AS. 

✅ Recognize expected credit losses (ECL) for trade receivables. 
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🔹 AS 29 / Ind AS 37 – Provisions, Contingent Liabilities & Contingent Assets 

✅ Recognize provisions only when probable & measurable. 

✅ Disclose all material contingent liabilities & pending litigations. 

🔹 AS 22 / Ind AS 12 – Deferred Taxes 

✅ Recognize Deferred Tax Assets (DTA) and Deferred Tax Liabilities (DTL). 

✅ Consider MAT Credit Entitlement where applicable. 

 

📌 E. Special Considerations for Business Combinations & Related Parties 

🔹 AS 18 / Ind AS 24 – Related Party Disclosures 

✅ Disclose transactions, balances, and relationships with related parties. 

✅ Maintain supporting documents for arm’s length pricing. 

🔹 AS 14 / Ind AS 103 – Business Combinations 

✅ Follow Purchase Method for mergers & acquisitions. 

✅ Recognize goodwill or capital reserve based on fair values. 

 

🔹 3. Practical Considerations for Audit & Compliance 

✅ ICFR Compliance: Ensure proper Internal Controls over Financial Reporting (ICFR). 

✅ Audit Evidence: Maintain adequate documentation (SA 500 & SA 230). 

✅ Audit Trail: Ensure systems maintain edit logs as per Companies Act, 2013. 

✅ Disclosures: Clearly explain accounting policies & judgments in the financial 

statements. 

 

🔹 Key Takeaways from this Practice Pointers Checklist 

✅ Ensures compliance with AS / Ind AS and regulatory frameworks. 

✅ Helps auditors & finance teams prepare accurate financial statements. 

✅ Strengthens ICFR & audit trail compliance. 

🚀 This checklist ensures seamless adoption of Accounting Standards. Let me know if 

you need further details! 



 Checklist for audit of various items of Financial Statement 

75 | P a g e  
 

You said: 

Specimen format of Financial Statements under Schedule III of the Companies Act and 

Accounting Standards 

ChatGPT said: 

📌 Specimen Format of Financial Statements Under Schedule III of the Companies Act, 

2013 & Accounting Standards 

As per Schedule III of the Companies Act, 2013, financial statements should be presented 

in a prescribed format to ensure comparability, consistency, and compliance with Indian 

Accounting Standards (Ind AS) or Accounting Standards (AS). 

 

🔹 1. Specimen Format of Balance Sheet (as per Schedule III) 

BALANCE SHEET of [Company Name] as at March 31, 20XX 

(All amounts in ₹ unless otherwise stated) 

Particulars Note No. As at 31.03.20XX As at 31.03.20YY 

I. EQUITY AND LIABILITIES    

(1) Shareholders' Funds    

(a) Share Capital X XXXX XXXX 

(b) Other Equity (Reserves & Surplus) X XXXX XXXX 

(2) Non-Current Liabilities    

(a) Long-Term Borrowings X XXXX XXXX 

(b) Deferred Tax Liabilities (Net) X XXXX XXXX 

(c) Provisions X XXXX XXXX 

(3) Current Liabilities    

(a) Short-Term Borrowings X XXXX XXXX 

(b) Trade Payables X XXXX XXXX 

(c) Other Current Liabilities X XXXX XXXX 

TOTAL EQUITY & LIABILITIES  XXXX XXXX 
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Particulars Note No. As at 31.03.20XX As at 31.03.20YY 

II. ASSETS    

(1) Non-Current Assets    

(a) Property, Plant & Equipment X XXXX XXXX 

(b) Intangible Assets X XXXX XXXX 

(c) Deferred Tax Assets (Net) X XXXX XXXX 

(d) Other Non-Current Assets X XXXX XXXX 

(2) Current Assets    

(a) Inventories X XXXX XXXX 

(b) Trade Receivables X XXXX XXXX 

(c) Cash and Cash Equivalents X XXXX XXXX 

(d) Other Current Assets X XXXX XXXX 

TOTAL ASSETS  XXXX XXXX 

Notes to Accounts should be provided separately, referencing each Note No. 

 

🔹 2. Specimen Format of Statement of Profit and Loss (P&L) 

STATEMENT OF PROFIT AND LOSS for the year ended March 31, 20XX 

Particulars 
Note 

No. 

Current Year 

(₹) 

Previous Year 

(₹) 

I. Revenue from Operations X XXXX XXXX 

II. Other Income X XXXX XXXX 

III. Total Revenue (I + II)  XXXX XXXX 

IV. Expenses:    

(a) Cost of Materials Consumed X XXXX XXXX 

(b) Employee Benefits Expense X XXXX XXXX 
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Particulars 
Note 

No. 

Current Year 

(₹) 

Previous Year 

(₹) 

(c) Depreciation and Amortization X XXXX XXXX 

(d) Other Expenses X XXXX XXXX 

V. Total Expenses  XXXX XXXX 

VI. Profit Before Tax (III - V)  XXXX XXXX 

VII. Tax Expense:    

(a) Current Tax X XXXX XXXX 

(b) Deferred Tax X XXXX XXXX 

VIII. Profit for the Year (VI - VII)  XXXX XXXX 

IX. Earnings Per Share (EPS) (₹ per 

share) 
   

(a) Basic X XXXX XXXX 

(b) Diluted X XXXX XXXX 

Notes to Accounts should provide details on revenue recognition, expenses, tax, and other 

financial matters. 

 

🔹 3. Specimen Format of Cash Flow Statement (as per Ind AS 7 / AS 3) 

CASH FLOW STATEMENT for the year ended March 31, 20XX 

(Prepared using the Indirect Method as per Ind AS 7 / AS 3) 

Particulars 
Current Year 

(₹) 

Previous Year 

(₹) 

A. CASH FLOW FROM OPERATING ACTIVITIES   

Net Profit Before Tax XXXX XXXX 

Adjustments for:   

- Depreciation & Amortization XXXX XXXX 
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Particulars 
Current Year 

(₹) 

Previous Year 

(₹) 

- Interest Expense XXXX XXXX 

- Loss/(Gain) on Sale of Assets XXXX XXXX 

- Other Adjustments XXXX XXXX 

Operating Profit Before Working Capital Changes XXXX XXXX 

Changes in Working Capital:   

- (Increase)/Decrease in Trade Receivables XXXX XXXX 

- (Increase)/Decrease in Inventories XXXX XXXX 

- Increase/(Decrease) in Trade Payables XXXX XXXX 

- Other Changes XXXX XXXX 

Cash Generated from Operations XXXX XXXX 

- Taxes Paid (XXXX) (XXXX) 

Net Cash Flow from Operating Activities (A) XXXX XXXX 

B. CASH FLOW FROM INVESTING ACTIVITIES   

- Purchase of Fixed Assets (XXXX) (XXXX) 

- Sale of Fixed Assets XXXX XXXX 

- Investment in Subsidiary (XXXX) (XXXX) 

Net Cash Flow from Investing Activities (B) XXXX XXXX 

C. CASH FLOW FROM FINANCING ACTIVITIES   

- Proceeds from Issue of Share Capital XXXX XXXX 

- Loan Taken / (Repaid) XXXX XXXX 

- Interest Paid (XXXX) (XXXX) 

Net Cash Flow from Financing Activities (C) XXXX XXXX 

Net Increase/(Decrease) in Cash & Cash Equivalents 

(A+B+C) 
XXXX XXXX 
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Particulars 
Current Year 

(₹) 

Previous Year 

(₹) 

Cash & Cash Equivalents at Beginning of the Year XXXX XXXX 

Cash & Cash Equivalents at End of the Year XXXX XXXX 

 

🔹 4. Notes to Accounts (As per Accounting Standards / Ind AS) 

🔹 Accounting Policies 

✅ Basis of Preparation 

✅ Revenue Recognition (AS 9 / Ind AS 115) 

✅ Depreciation & Amortization (AS 6 / Ind AS 16) 

✅ Inventory Valuation (AS 2 / Ind AS 2) 

✅ Employee Benefits (AS 15 / Ind AS 19) 

🔹 Disclosure of Contingent Liabilities & Provisions (AS 29 / Ind AS 37) 

✅ Legal cases pending 

✅ Bank guarantees 

✅ Warranty provisions 

🔹 Related Party Transactions (AS 18 / Ind AS 24) 

✅ Details of transactions with subsidiaries, associates, key management personnel 

🔹 Earnings Per Share (EPS) (AS 20 / Ind AS 33) 

✅ Computation of Basic & Diluted EPS 

🔹 Deferred Tax Assets/Liabilities (AS 22 / Ind AS 12) 

✅ Details of temporary tax differences 

 

🔹 Key Takeaways 

✅ Schedule III format ensures consistency in financial reporting. 

✅ Compliance with AS / Ind AS helps meet statutory requirements. 

✅ Proper disclosures in Notes to Accounts ensure transparency. 

🚀 This specimen ensures financial statements are prepared accurately. Let me know if 

you need any modifications! 
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You said: 

Audit trail and other matters to be reported by the auditors 

ChatGPT said: 

📌 Audit Trail & Other Matters to be Reported by Auditors (As per Companies Act & 

ICAI Guidelines) 

The Companies Act, 2013, and the ICAI’s Standards on Auditing (SAs) require auditors to 

report on several key matters, including the Audit Trail (Edit Log) requirement, fraud, 

internal controls, and compliance with laws. 

 

🔹 1. Audit Trail Requirement (Mandatory from April 1, 2023) 

📌 Rule 11(g) of Companies (Audit and Auditors) Rules, 2014 (Amended) 

As per the amendment, statutory auditors must report on the Audit Trail (Edit Log) 

feature in accounting software used by companies. The auditor must confirm whether: 

✅ Audit Trail was enabled throughout the financial year. 

✅ Audit Trail has not been tampered with. 

✅ Audit Trail has been preserved as per the statutory period. 

Impact on Auditors: 

🔹 If Audit Trail is missing or disabled, the auditor may qualify the audit report or mention 

the issue in the Emphasis of Matter (EOM) paragraph. 

📌 Specimen Reporting on Audit Trail in Auditor’s Report 

"As required under Rule 11(g) of the Companies (Audit and Auditors) Rules, 2014, we have 

obtained reasonable assurance that the company has maintained an Audit Trail for all 

transactions recorded in the accounting software throughout the year, which has not been 

tampered with and has been preserved as per the statutory requirements." 

 

🔹 2. Other Matters to be Reported by Auditors 

📌 A. Reporting under CARO, 2020 

CARO, 2020 mandates auditors to report on: 

✅ Property, Plant & Equipment (PPE) and Intangible Assets – Whether records are 
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maintained properly. 

✅ Inventories – Physical verification and discrepancies. 

✅ Loan Defaults – Whether the company has defaulted in repayment of loans. 

✅ Fraud Reporting – Whether any fraud has been noticed or reported. 

✅ Going Concern – Whether there is any material uncertainty in the company’s financial 

stability. 

✅ Struck Off Companies – Transactions with companies that have been struck off under 

Section 248. 

📌 B. Compliance with Standards on Auditing (SA) Reporting Requirements 

🔹 SA 240 – Fraud Risk Reporting 

✅ If the auditor detects fraud, they must report it to management and those charged with 

governance (TCWG). 

✅ If fraud involves ₹1 crore or more, the auditor must report it to the Central Government 

(Section 143(12)). 

🔹 SA 250 – Non-Compliance with Laws & Regulations (NOCLAR) 

✅ Auditors must report material non-compliance with laws and regulations. 

✅ This may include tax evasion, environmental violations, or financial misstatements. 

🔹 SA 570 – Going Concern Assumption 

✅ If the company’s financial viability is in doubt, the auditor must report it. 

🔹 SA 720 – Auditor’s Responsibilities Relating to Other Information 

✅ If inconsistencies exist in Board Reports, MD&A, and Financial Statements, the 

auditor should highlight them. 

 

🔹 3. Specimen Reporting on Other Matters in Audit Report 

📌 Modified Opinion (If Audit Trail is Not Maintained) 

"In our opinion, the company has not maintained an Audit Trail for all transactions as 

required under Rule 11(g) of the Companies (Audit and Auditors) Rules, 2014. Consequently, 

we are unable to determine the impact of this non-compliance on the financial statements." 

📌 Emphasis of Matter Paragraph (EOM) for Going Concern 
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"We draw attention to Note XX in the financial statements, which describes that the company 

has incurred significant losses during the year, raising concerns about its ability to continue 

as a going concern. Our opinion is not modified in respect of this matter." 

 

🔹 Key Takeaways 

✅ Audit Trail Reporting is Mandatory from April 1, 2023. 

✅ CARO, 2020 requires specific disclosures on fraud, default, and struck-off 

companies. 

✅ SA-based reporting ensures compliance with fraud, NOCLAR, and going concern 

requirements. 

🚀 This ensures auditors report all key matters effectively. Let me know if you need 

further details! 

You said: 

Illustrative Audit Paras for Qualification, Adverse, Disclaimer, KAM, EOM, OM Matters 

ChatGPT said: 

📌 Illustrative Audit Paragraphs for Different Reporting Scenarios 

Auditors must modify their reports depending on the findings of the audit. Below are 

illustrative audit paragraphs for various scenarios, including Qualifications, Adverse 

Opinions, Disclaimer of Opinion, Key Audit Matters (KAM), Emphasis of Matter 

(EOM), and Other Matter (OM) paragraphs. 

 

🔹 1. Qualification in Audit Report (SA 705) 

A qualified opinion is given when there are misstatements or limitations, but they are not 

pervasive. 

📌 Example: Qualification Due to Non-Compliance with Accounting Standard (Ind AS 

115 – Revenue Recognition) 

Qualified Opinion: 

"In our opinion, except for the possible effects of the matter described in the Basis for 

Qualified Opinion section, the accompanying financial statements give a true and fair view in 

accordance with the applicable Indian Accounting Standards (‘Ind AS’)." 
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Basis for Qualification: 

"The company has not recognized revenue in accordance with Ind AS 115, as it has recorded 

revenue at the time of billing instead of when control is transferred to the customer. Had the 

company applied the correct revenue recognition principles, revenue would have been lower 

by ₹XX lakhs, and profits would have been lower by ₹XX lakhs." 

 

🔹 2. Adverse Opinion in Audit Report (SA 705) 

An adverse opinion is given when misstatements are material and pervasive, affecting the 

overall fairness of the financial statements. 

📌 Example: Adverse Opinion Due to Material Misstatement in Inventory Valuation 

Adverse Opinion: 

"In our opinion, because of the significance of the matter described in the Basis for Adverse 

Opinion section, the financial statements do not give a true and fair view of the financial 

position of the company as at March 31, 20XX, and its financial performance and cash flows 

for the year then ended in accordance with Ind AS and the Companies Act, 2013." 

Basis for Adverse Opinion: 

"The company has valued inventory at selling price instead of cost, violating Ind AS 2. As a 

result, inventories are overstated by ₹XX lakhs, and net profit is overstated by ₹XX lakhs. 

This misstatement is considered pervasive to the financial statements as a whole." 

 

🔹 3. Disclaimer of Opinion (SA 705) 

A disclaimer of opinion is issued when the auditor cannot obtain sufficient appropriate 

audit evidence and the effects are pervasive. 

📌 Example: Disclaimer Due to Lack of Audit Evidence on Trade Receivables 

Disclaimer of Opinion: 

"We were unable to obtain sufficient appropriate audit evidence regarding trade receivables 

amounting to ₹XX lakhs due to non-availability of confirmation from customers and lack of 

alternative audit procedures. Accordingly, we do not express an opinion on the financial 

statements of the company." 

Basis for Disclaimer: 

"The company has not provided adequate records or explanations for trade receivables of 
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₹XX lakhs, and we were unable to perform alternative procedures. The possible 

misstatements could be material and pervasive to the financial statements." 

 

🔹 4. Key Audit Matters (KAM) (SA 701) 

KAMs are matters of significant importance in the audit, included in reports for listed 

entities. 

📌 Example: KAM on Revenue Recognition 

Key Audit Matter: 

"Revenue recognition is a significant audit area due to the complexity of contracts and timing 

of revenue recognition under Ind AS 115." 

How the Audit was Addressed: 

"We examined key customer contracts, tested revenue cut-off procedures, and verified the 

adequacy of revenue-related disclosures." 

 

🔹 5. Emphasis of Matter (EOM) Paragraph (SA 706) 

EOM paragraphs highlight matters already disclosed in the financial statements but do not 

affect the audit opinion. 

📌 Example: EOM for Going Concern Uncertainty 

Emphasis of Matter: 

"We draw attention to Note XX in the financial statements, which indicates that the company 

has incurred significant losses and has negative net worth as of March 31, 20XX. These 

conditions indicate the existence of a material uncertainty that may cast doubt on the 

company’s ability to continue as a going concern. Our opinion is not modified in respect of 

this matter." 

 

🔹 6. Other Matter (OM) Paragraph (SA 706) 

OM paragraphs include matters relevant to the audit but not disclosed in the financial 

statements. 

📌 Example: OM for Prior Period Audit Conducted by Another Auditor 
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Other Matter: 

"The financial statements of the company for the year ended March 31, 20YY were audited by 

another auditor, who issued an unmodified opinion vide their report dated [DD/MM/YYYY]. 

Our opinion is not modified in respect of this matter." 

 

🔹 Summary of Different Audit Report Modifications 

Type of Report 

Modification 
When Used? Effect on Opinion 

Qualified Opinion 
Misstatements exist but are not 

pervasive 

Except for the misstatement, FS 

are true & fair 

Adverse Opinion 
Misstatements are material and 

pervasive 
FS do not give a true & fair view 

Disclaimer of Opinion 
Insufficient evidence, effect 

pervasive 
No opinion expressed 

Emphasis of Matter 

(EOM) 

Significant disclosure already in 

FS 
No modification of opinion 

Other Matter (OM) 
Relevant audit matters outside 

FS 
No modification of opinion 

Key Audit Matter 

(KAM) 

Significant audit areas in listed 

companies 
No modification of opinion 

 

🔹 Key Takeaways 

✅ Use Qualifications, Adverse, and Disclaimer Opinions when FS are misstated or 

incomplete. 

✅ KAM applies to listed companies for significant audit areas. 

✅ EOM highlights important disclosures; OM highlights other relevant matters. 

🚀 These illustrative audit paras ensure proper reporting under ICAI & Companies 

Act, 2013. Let me know if you need further details! 

You said: 

Please go for each one of the now uploaded lists Chapter 6 Books of Accounts and Financial 

Statements Chapter 7 Consolidation of Financial Statements Chapter 8 Audit Checklist for 

Share Capital Chapter 9 Audit Checklist for Reserve and Surplus Chapter 10 Audit Checklist 
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for Borrowings Chapter 11 Audit Checklist for Trade Receivables Chapter 12 Audit 

Checklist for Cash and Cash Equivalents Chapter 13 Audit Checklist for Inventories Chapter 

14 Audit Checklist for Fixed Assets and Property, Plant and Equipment (PPE) Chapter 15 

Audit Checklist for Intangibles Chapter 16 Audit Checklists for Trade Payables and Current 

Liabilities Chapter 17 Audit Checklists for Loans and Advances and Other Current Assets 

Chapter 18 Audit Checklists for Provisions and Contingent Liabilities Chapter 19 Audit 

Checklists for Sale of Products and Rendering of Services Chapter 20 Audit Checklists for 

Other Income Comprising Interest Income, Dividend Income, Gain/Loss on Sale of 

Investments etc. Chapter 21 Audit Checklists for Purchases Chapter 22 Audit Checklists for 

Employee Benefits Expenses Chapter 23 Audit Checklists for Depreciation and Amortisation 

Chapter 24 Audit Checklists for Other Expenses like Power and Fuel, Rent, Repair to 

Building, Plant and Machinery, Insurance, Travelling, Legal and Professional, Miscellaneous 

Expenses Chapter 25 Audit Checklists for Taxes on Income and Minimum Alternative Tax 

(MAT) 

ChatGPT said: 

I have retrieved relevant information related to the audit checklists and financial statement 

requirements from the uploaded documents. Below is a structured summary for each chapter: 

 

📌 Chapter 6: Books of Accounts and Financial Statements 

✅ Verify maintenance of proper books of accounts under Section 128 of the Companies 

Act, 2013. 

✅ Check compliance with Schedule III for presentation & disclosure. 

✅ Ensure digital books maintain a proper audit trail (edit log) as per recent amendments. 

 

📌 Chapter 7: Consolidation of Financial Statements 

✅ Verify inter-company eliminations of transactions between subsidiaries, associates, and 

JVs. 

✅ Ensure compliance with Ind AS 110 (Consolidation) & Ind AS 28 (Investments in 

Associates & JVs). 

✅ Check foreign exchange translation for overseas subsidiaries as per Ind AS 21. 

 

📌 Chapter 8: Audit Checklist for Share Capital 
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✅ Verify share capital with MCA filings (MGT-7, AOC-4). 

✅ Review share issue approvals, resolutions, and allotment register. 

✅ Cross-check shares with beneficial owner details (BOs) under SEBI norms. 

 

📌 Chapter 9: Audit Checklist for Reserves and Surplus 

✅ Ensure proper classification of capital and revenue reserves. 

✅ Verify movements in retained earnings, revaluation reserves, and securities premium. 

✅ Review dividend declarations & appropriations. 

 

📌 Chapter 10: Audit Checklist for Borrowings 

✅ Verify loan agreements, sanction letters, & repayment schedules. 

✅ Check compliance with banking covenants and interest rate calculations. 

✅ Confirm classification between short-term & long-term borrowings. 

 

📌 Chapter 11: Audit Checklist for Trade Receivables 

✅ Verify aging analysis and expected credit loss (ECL) model under Ind AS 109. 

✅ Obtain external confirmations from major debtors. 

✅ Ensure provisioning for bad debts & doubtful receivables. 

 

📌 Chapter 12: Audit Checklist for Cash and Cash Equivalents 

✅ Verify bank reconciliation statements (BRS). 

✅ Check cash on hand & petty cash controls. 

✅ Confirm bank balances with external confirmations. 

 

📌 Chapter 13: Audit Checklist for Inventories 

✅ Conduct physical verification of inventory and reconcile with books. 

✅ Ensure inventory valuation is as per Ind AS 2 (Cost or Net Realizable Value, whichever 
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is lower). 

✅ Verify slow-moving, obsolete, or damaged stock provisions. 

 

📌 Chapter 14: Audit Checklist for Fixed Assets & PPE 

✅ Ensure proper capitalization & depreciation as per Ind AS 16. 

✅ Physically verify major fixed assets. 

✅ Check impairment testing as per Ind AS 36. 

 

📌 Chapter 15: Audit Checklist for Intangibles 

✅ Verify capitalization of development costs as per Ind AS 38. 

✅ Ensure impairment testing for goodwill and intangible assets. 

✅ Review useful life reassessment for amortization. 

 

📌 Chapter 16: Audit Checklist for Trade Payables & Current Liabilities 

✅ Verify aging of payables & vendor confirmations. 

✅ Ensure proper GST & TDS deductions. 

✅ Check compliance with MSME Act for supplier dues. 

 

📌 Chapter 17: Audit Checklist for Loans, Advances & Other Current Assets 

✅ Verify recoverability of loans & advances. 

✅ Ensure proper classification & provisioning under Ind AS 109. 

✅ Obtain confirmation from related parties for transactions. 

 

📌 Chapter 18: Audit Checklist for Provisions & Contingent Liabilities 

✅ Verify provision accounting under Ind AS 37 (Provisions & Contingencies). 

✅ Check for pending litigations & their financial impact. 

✅ Ensure proper disclosure of contingent liabilities. 
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📌 Chapter 19: Audit Checklist for Revenue from Products & Services 

✅ Verify revenue recognition principles as per Ind AS 115. 

✅ Ensure proper cut-off procedures for sales. 

✅ Review customer contracts & performance obligations. 

 

📌 Chapter 20: Audit Checklist for Other Income 

✅ Verify interest income, dividends, and gains/losses on investments. 

✅ Ensure accounting for lease income (Ind AS 116). 

✅ Check for fair value adjustments in investments. 

 

📌 Chapter 21: Audit Checklist for Purchases 

✅ Ensure proper documentation of purchase invoices. 

✅ Verify input GST credit claims. 

✅ Conduct cut-off testing for year-end purchases. 

 

📌 Chapter 22: Audit Checklist for Employee Benefits Expenses 

✅ Verify salary expenses with payroll registers & PF/ESI filings. 

✅ Ensure actuarial valuation for gratuity & leave encashment under Ind AS 19. 

✅ Check compliance with bonus payments & labor laws. 

 

📌 Chapter 23: Audit Checklist for Depreciation & Amortization 

✅ Ensure depreciation rates comply with Schedule II of the Companies Act. 

✅ Verify proper calculation of useful lives & residual values. 

✅ Check amortization of intangibles as per Ind AS 38. 
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📌 Chapter 24: Audit Checklist for Other Expenses 

✅ Verify major expenses like rent, power, repairs, legal & professional fees. 

✅ Ensure compliance with GST & TDS deductions. 

✅ Review supporting documents for high-value transactions. 

 

📌 Chapter 25: Audit Checklist for Taxes & MAT 

✅ Verify income tax provisions & deferred tax (Ind AS 12). 

✅ Ensure compliance with Minimum Alternative Tax (MAT) provisions. 

✅ Check timely filing of tax returns & payment of statutory dues. 

 

🔹 Key Takeaways 

✅ Ensures compliance with Ind AS, Schedule III, and Companies Act. 

✅ Covers audit planning, documentation, and substantive procedures. 

✅ Strengthens internal controls and risk management in financial audits. 

🚀 This checklist ensures thorough audit coverage. Let me know if you need further 

details! 

2/2 

You said: 

I would request detailed elaboration of each Topic under each Chapter 

ChatGPT said: 

I have retrieved detailed information related to each chapter from the uploaded documents. 

Below is an elaborated explanation of each topic based on audit requirements, ICAI 

guidelines, and Companies Act provisions. 

 

📌 Chapter 6: Books of Accounts and Financial Statements 

Key Areas of Audit 

✅ Maintenance of Books of Accounts (Sec 128 of Companies Act, 2013) 



 Checklist for audit of various items of Financial Statement 

91 | P a g e  
 

 Books must be maintained in a true and fair manner at the registered office. 

 Electronic records must have audit trails enabled and should be preserved for at least 

8 years. 

✅ Financial Statements Preparation (Schedule III) 

 Format: Must comply with Schedule III of the Companies Act. 

 Audit Trail Compliance: Confirm that the edit log of financial transactions is 

intact and not tampered with. 

✅ Verification Procedures 

 Compare financial statements with accounting records. 

 Ensure compliance with Ind AS/AS standards applicable to the company. 

 

📌 Chapter 7: Consolidation of Financial Statements 

Key Aspects of Audit 

✅ Ind AS 110 Compliance 

 Ensure subsidiaries, JVs, and associates are consolidated properly. 

 Verify elimination of inter-company balances & transactions. 

✅ Foreign Subsidiaries (Ind AS 21 Compliance) 

 Check foreign exchange translation methods. 

 Ensure application of fair value adjustments. 

✅ Audit Documentation 

 Verify consolidated balance sheet, profit and loss, and cash flow statements. 

 Ensure group audit adjustments are correctly applied. 

 

📌 Chapter 8: Audit Checklist for Share Capital 

Verification Areas 

✅ Check share capital structure as per MCA filings (Form MGT-7, AOC-4). 

✅ Verify share allotments, buybacks, and ESOPs. 
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✅ Ensure compliance with Section 42 & 62 of Companies Act, 2013 for preferential 

allotments. 

 

📌 Chapter 9: Audit Checklist for Reserve and Surplus 

Audit Considerations 

✅ Verify movement in reserves (Capital Reserve, Securities Premium, General Reserve, 

etc.). 

✅ Check utilization of reserves (e.g., capital reserves must not be used for dividend 

payments). 

✅ Ensure compliance with Ind AS 1 – Presentation of Financial Statements. 

 

📌 Chapter 10: Audit Checklist for Borrowings 

Key Audit Areas 

✅ Confirm loan agreements, repayment schedules & interest calculations. 

✅ Check classification between short-term & long-term borrowings. 

✅ Verify bank covenants & default clauses. 

 

📌 Chapter 11: Audit Checklist for Trade Receivables 

Key Audit Procedures 

✅ Obtain external confirmations for major trade debtors. 

✅ Review aging of receivables & provisions for doubtful debts (Ind AS 109). 

✅ Assess compliance with Expected Credit Loss (ECL) model. 

 

📌 Chapter 12: Audit Checklist for Cash and Cash Equivalents 

Verification Steps 
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✅ Verify bank reconciliation statements (BRS). 

✅ Perform surprise cash counts for physical cash balances. 

✅ Confirm bank balances with external confirmations. 

 

📌 Chapter 13: Audit Checklist for Inventories 

Key Audit Considerations 

✅ Conduct physical verification of inventory and match with books. 

✅ Ensure inventory valuation is as per Ind AS 2 – Cost or Net Realizable Value. 

✅ Verify obsolete or slow-moving stock provisions. 

 

📌 Chapter 14: Audit Checklist for Fixed Assets & PPE 

Audit Procedures 

✅ Conduct physical verification of assets. 

✅ Ensure compliance with Ind AS 16 – PPE (Depreciation & capitalization). 

✅ Check for impairment of assets (Ind AS 36). 

 

📌 Chapter 15: Audit Checklist for Intangibles 

Verification Areas 

✅ Ensure recognition as per Ind AS 38 – Intangible Assets. 

✅ Verify amortization policy and useful life reassessment. 

✅ Conduct impairment testing for goodwill. 

 

📌 Chapter 16: Audit Checklist for Trade Payables & Current Liabilities 

Key Audit Areas 

✅ Verify aging of payables and obtain vendor confirmations. 

✅ Ensure GST & TDS compliance. 

✅ Check for payments under the MSME Act (Delayed payments must be disclosed). 



 Checklist for audit of various items of Financial Statement 

94 | P a g e  
 

 

📌 Chapter 17: Audit Checklist for Loans, Advances & Other Current Assets 

Key Audit Procedures 

✅ Verify recoverability of loans and advances. 

✅ Ensure proper classification between current and non-current assets. 

✅ Obtain related party transaction confirmations. 

 

📌 Chapter 18: Audit Checklist for Provisions & Contingent Liabilities 

Key Areas of Audit 

✅ Check provision accounting under Ind AS 37. 

✅ Verify pending legal cases & potential liability impact. 

✅ Ensure disclosure of contingent liabilities in financial statements. 

 

📌 Chapter 19: Audit Checklist for Revenue from Sale of Products & Services 

Revenue Recognition (Ind AS 115) 

✅ Check performance obligations and revenue recognition timing. 

✅ Ensure cut-off procedures for sales transactions. 

✅ Review customer contracts for contract liabilities or deferred revenue. 

 

📌 Chapter 20: Audit Checklist for Other Income 

Key Audit Considerations 

✅ Verify interest, dividend, and investment income. 

✅ Check for fair value adjustments in financial instruments (Ind AS 109). 

✅ Ensure proper recognition of lease income. 

 

📌 Chapter 21: Audit Checklist for Purchases 
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Audit Steps 

✅ Verify purchase invoices, supplier agreements, and approvals. 

✅ Ensure correct GST input credit claims. 

✅ Conduct cut-off testing for year-end purchases. 

 

📌 Chapter 22: Audit Checklist for Employee Benefits Expenses 

Key Audit Considerations 

✅ Verify payroll records and statutory compliance (PF, ESI). 

✅ Ensure proper actuarial valuation for gratuity & leave encashment (Ind AS 19). 

✅ Check compliance with bonus payments & labor laws. 

 

📌 Chapter 23: Audit Checklist for Depreciation & Amortization 

Verification Steps 

✅ Ensure depreciation is calculated as per Schedule II of Companies Act. 

✅ Check amortization schedules for intangibles (Ind AS 38). 

✅ Verify consistency in useful life assumptions. 

 

📌 Chapter 24: Audit Checklist for Other Expenses 

Key Expense Categories 

✅ Verify expenses related to rent, power, repairs, legal fees, and travel. 

✅ Ensure compliance with TDS provisions on professional fees (Sec 194J). 

✅ Check supporting documents for high-value expenses. 

 

📌 Chapter 25: Audit Checklist for Taxes & MAT 

Audit Focus Areas 
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✅ Verify income tax provisions & deferred tax liabilities (Ind AS 12). 

✅ Ensure correct MAT computation & utilization of MAT credit. 

✅ Check for timely filing of tax returns. 

 

🔹 Key Takeaways 

✅ Comprehensive audit procedures ensure accuracy & compliance. 

✅ Audit evidence must be well-documented for regulatory compliance. 

✅ Following Ind AS & Companies Act guidelines enhances financial transparency. 

🚀 This detailed elaboration ensures robust audit coverage. Let me know if you need 

further insights! 

You said: 

Elaborate Chapter 6 in much greater detail 

ChatGPT said: 

📌 Chapter 6: Books of Accounts and Financial Statements – Detailed Audit Approach 

This chapter provides a comprehensive audit approach to Books of Accounts and 

Financial Statements, covering legal requirements, accounting principles, and audit 

procedures in accordance with the Companies Act, 2013, Ind AS/AS, and ICAI auditing 

standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Maintenance of Books of Accounts (Companies Act, 2013 - Section 128) 

✅ Companies must maintain proper books of accounts: 

 Books should accurately reflect financial transactions. 

 They should be kept at the registered office or any other location approved by the 

Board. 

 Digital records must be audit-trail enabled as per Rule 3 of Companies (Accounts) 

Rules, 2014. 

✅ Retention of Records: 
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 Financial records must be preserved for at least 8 years. 

 In case of ongoing litigation, records must be retained until case resolution. 

✅ Consequences of Non-Compliance: 

 Non-maintenance of books can lead to penalties under Section 128(6) of the 

Companies Act, 2013. 

 

📌 B. Audit Trail Compliance (Rule 11(g) of Companies (Audit & Auditors) Rules, 

2014) 

As per the 2023 Amendment, auditors must confirm: 

✅ Whether the audit trail (edit log) was enabled throughout the financial year. 

✅ Whether records were tampered with. 

✅ Whether the audit trail is preserved as per statutory requirements. 

🔍 Auditor’s Procedures: 

 Review the accounting software’s audit trail settings. 

 Perform sample testing of audit logs for unauthorized modifications. 

 Report non-compliance in the Audit Report under SA 700/705. 

 

📌 C. Compliance with Schedule III of the Companies Act, 2013 

Schedule III specifies the format and disclosures required in financial statements: 

✅ Balance Sheet (Assets, Liabilities, Equity). 

✅ Statement of Profit & Loss (Revenue, Expenses, Tax). 

✅ Cash Flow Statement (Operating, Investing, and Financing Activities). 

✅ Notes to Accounts (Accounting Policies & Additional Disclosures). 

🔍 Audit Considerations: 

 Verify whether financial statements comply with Schedule III presentation 

requirements. 

 Ensure comparative financial data is included. 

 Check proper classification of current & non-current items. 
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🔹 2. Key Audit Procedures for Books of Accounts 

📌 A. General Ledger and Trial Balance Review 

✅ Ensure that all ledger balances reconcile with supporting documents. 

✅ Verify adjusting journal entries and year-end provisions. 

🔍 Audit Techniques: 

 Perform analytical procedures (ratio analysis, variance analysis). 

 Cross-check opening balances with previous year’s financials. 

 

📌 B. Revenue and Expense Testing 

✅ Review revenue recognition policies in line with Ind AS 115 (Revenue from Contracts 

with Customers). 

✅ Check cut-off procedures for year-end transactions. 

✅ Verify major expense items (rent, salaries, legal, advertising, etc.) for consistency. 

🔍 Audit Procedures: 

 Examine sales invoices, contracts, and shipping documents. 

 Match expense entries with supporting bills. 

 Identify unusual expense trends or variances. 

 

📌 C. Fixed Assets and Depreciation (Ind AS 16) 

✅ Verify capitalization policy for Property, Plant, and Equipment (PPE). 

✅ Ensure proper calculation of depreciation as per Schedule II of Companies Act. 

🔍 Audit Steps: 

 Conduct physical verification of major assets. 

 Cross-check asset registers with invoices & depreciation schedules. 

 

📌 D. Inventory Valuation (Ind AS 2 - Inventories) 
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✅ Verify cost or net realizable value (NRV), whichever is lower. 

✅ Check for obsolete, slow-moving, or damaged inventory. 

🔍 Audit Focus Areas: 

 Conduct physical inventory verification. 

 Review inventory valuation methods (FIFO, Weighted Average, etc.). 

 

📌 E. Trade Receivables and Payables 

✅ Ensure aging analysis is maintained. 

✅ Verify the Expected Credit Loss (ECL) model for doubtful debts (Ind AS 109). 

🔍 Audit Techniques: 

 Obtain external confirmations from major debtors & creditors. 

 Check for long outstanding receivables & risk of bad debts. 

 

📌 F. Cash and Bank Transactions 

✅ Perform bank reconciliations (BRS). 

✅ Verify bank confirmations for year-end balances. 

🔍 Audit Checks: 

 Review large or unusual cash transactions. 

 Cross-check bank balances with general ledger and bank statements. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Financial Statement Review 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Liquidity Ratios: Current Ratio, Quick Ratio 

2️ ⃣ Profitability Ratios: Gross Profit Margin, Net Profit Margin 

3️ ⃣ Leverage Ratios: Debt-Equity Ratio, Interest Coverage Ratio 

4️ ⃣ Turnover Ratios: Debtor Turnover, Inventory Turnover 
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🔍 Purpose: 

 Identify inconsistencies or unusual trends. 

 Highlight areas needing further audit investigation. 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Verify that revenues and expenses are recorded in the correct period. 

✅ Check for backdated invoices or premature revenue recognition. 

🔍 Audit Steps: 

 Review sales & purchase invoices around the year-end date. 

 Ensure accrued expenses and provisions are correctly recorded. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ General Ledger & Trial Balance Review. 

✅ Verification of Revenue & Expenses. 

✅ Depreciation & Fixed Asset Schedule. 

✅ Bank & Cash Confirmations. 

✅ Analytical Procedures & Ratio Analysis. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: When financial statements are free from material misstatements. 

✅ Qualified Opinion: If books of accounts are incomplete or audit trail is not 

maintained. 

✅ Adverse Opinion: If financial statements do not comply with Ind AS or Schedule III. 

✅ Disclaimer of Opinion: If auditor cannot obtain sufficient evidence. 

🔍 Audit Trail Non-Compliance Example (SA 705 Qualification): 

"The company has not maintained an audit trail for its accounting software as required 

under Rule 11(g) of Companies (Audit and Auditors) Rules, 2014. Consequently, we are 

unable to verify the integrity of accounting records." 
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🔹 5. Key Takeaways 

✅ Audit Trail Compliance is Mandatory from April 1, 2023. 

✅ Schedule III Presentation Must Be Followed for Financial Statements. 

✅ Proper Documentation & Substantive Audit Procedures are Essential. 

✅ Auditors Must Report Any Non-Compliance in Their Opinion. 

🚀 This detailed audit approach ensures robust financial statement verification and 

regulatory compliance. Let me know if you need further clarifications! 

You said: 

Do it now for Chapter 7 

ChatGPT said: 

📌 Chapter 7: Consolidation of Financial Statements – Detailed Audit Approach 

Consolidation of Financial Statements (CFS) is essential for presenting a true and fair view 

of a corporate group, ensuring compliance with Ind AS 110 (Consolidated Financial 

Statements), Ind AS 28 (Investments in Associates & Joint Ventures), and Schedule III 

of the Companies Act, 2013. This chapter provides an in-depth audit approach for verifying 

consolidated financial statements, including the elimination of inter-company balances, 

foreign subsidiary adjustments, and group financial reporting. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 110 – Consolidation of Financial Statements 

✅ Definition of Control – A company must consolidate financials of subsidiaries where it 

has: 

1. Power over the investee. 

2. Exposure to variable returns. 

3. Ability to affect returns through its decisions. 

✅ Scope of Consolidation – Includes subsidiaries, associates, and joint ventures. 

✅ Methods of Consolidation: 

 Full Consolidation Method (for Subsidiaries). 
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 Equity Method (for Associates & Joint Ventures – Ind AS 28). 

✅ Accounting Adjustments for Consolidation: 

 Elimination of inter-company balances & transactions. 

 Fair value adjustments for assets & liabilities of acquired subsidiaries. 

📌 B. Companies Act, 2013 – Section 129 

✅ Consolidated financial statements (CFS) are mandatory for companies with 

subsidiaries. 

✅ CFS should be prepared in the same format as standalone financials (per Schedule III). 

✅ Subsidiaries' financials must align with the parent company’s accounting policies. 

 

🔹 2. Key Audit Procedures for Consolidation 

📌 A. Verification of Subsidiaries, Associates & Joint Ventures 

✅ Obtain a list of all group entities and confirm the extent of holding and control. 

✅ Ensure subsidiaries meet Ind AS 110 control requirements. 

✅ Verify accounting treatment for associates (Ind AS 28) and joint ventures (Ind AS 111). 

🔍 Audit Steps: 

 Review board resolutions, shareholding patterns, and agreements. 

 Verify whether the entity has decision-making rights affecting variable returns. 

 

📌 B. Elimination of Inter-Company Transactions 

✅ Inter-group sales, purchases, dividends, loans & balances must be eliminated. 

✅ Verify that unrealized profits from inter-company transactions are removed. 

✅ Check for correct offsetting of inter-company payables & receivables. 

🔍 Audit Steps: 

 Compare inter-company balances between parent & subsidiaries. 

 Review consolidation adjustments for correct elimination entries. 
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📌 C. Foreign Currency Translation for Overseas Subsidiaries (Ind AS 21) 

✅ Ensure foreign operations are classified correctly: 

 Integral Foreign Operations – Translated like normal business transactions. 

 Non-Integral Foreign Operations – Translated using the Closing Rate Method. 

✅ Exchange rate adjustments must be reflected in Other Comprehensive Income (OCI). 

🔍 Audit Steps: 

 Verify currency translation policies applied in consolidation. 

 Check for exchange differences recorded in OCI & Foreign Currency 

Translation Reserve (FCTR). 

 

📌 D. Adjustments for Non-Controlling Interest (NCI) 

✅ NCI represents the portion of net assets & profits not owned by the parent. 

✅ Ensure NCI is correctly reported in equity and profit allocation. 

🔍 Audit Steps: 

 Verify the calculation of NCI share in profits & net assets. 

 Ensure NCI is disclosed as per Ind AS 1 – Presentation of Financial Statements. 

 

📌 E. Consolidation of Cash Flow Statements (Ind AS 7) 

✅ Verify whether: 

 Cash flows of subsidiaries are included in full. 

 Inter-group transactions are eliminated from cash flows. 

 Acquisition/disposal of subsidiaries is reported separately. 

🔍 Audit Steps: 

 Compare individual cash flow statements with consolidated figures. 

 Check for proper classification of financing, investing & operating activities. 
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📌 F. Adjustments for Fair Value (Business Combinations – Ind AS 103) 

✅ Ensure assets/liabilities of newly acquired subsidiaries are recorded at fair value. 

✅ Verify that goodwill is tested for impairment annually (Ind AS 36). 

🔍 Audit Steps: 

 Check purchase price allocation (PPA) working papers. 

 Review goodwill calculations & impairment testing reports. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Consolidated Financial Statements 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Leverage Ratios: Debt-to-Equity, Interest Coverage. 

2️ ⃣ Profitability Ratios: Return on Equity (ROE), Return on Assets (ROA). 

3️ ⃣ Liquidity Ratios: Current Ratio, Quick Ratio. 

4️ ⃣ Efficiency Ratios: Asset Turnover, Working Capital Cycle. 

🔍 Purpose: 

 Identify anomalies between standalone & consolidated financials. 

 Highlight areas requiring further audit investigation. 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Verify that all consolidation adjustments are made in the correct period. 

✅ Ensure that revenues & expenses are recognized in the correct financial year. 

🔍 Audit Steps: 

 Review journal entries for consolidation adjustments. 

 Check whether prior period errors have been correctly adjusted. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 



 Checklist for audit of various items of Financial Statement 

105 | P a g e  
 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Ownership details of subsidiaries, associates & JVs. 

✅ Inter-company transaction eliminations. 

✅ Foreign currency translation workings. 

✅ Fair value adjustments & goodwill impairment tests. 

✅ Disclosure requirements under Schedule III & Ind AS. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If financial statements comply with Ind AS & regulatory norms. 

✅ Qualified Opinion: If inter-company transactions are not properly eliminated. 

✅ Adverse Opinion: If CFS does not provide a true & fair view. 

✅ Disclaimer of Opinion: If auditor cannot obtain sufficient evidence on subsidiaries. 

🔍 Example of Qualified Opinion (SA 705) on CFS Non-Compliance: 

"The company has not eliminated inter-company sales between parent and subsidiary, 

resulting in an overstatement of revenue and profit by ₹XX lakhs. Consequently, the 

consolidated financial statements do not fully comply with Ind AS 110." 

 

🔹 5. Key Takeaways 

✅ Consolidation must comply with Ind AS 110, Ind AS 28 & Companies Act, 2013. 

✅ Inter-company transactions must be eliminated to avoid double counting. 

✅ Foreign subsidiaries require currency translation adjustments under Ind AS 21. 

✅ Goodwill must be tested annually for impairment (Ind AS 36). 

✅ Auditors must verify accuracy & completeness of all consolidation adjustments. 

🚀 This detailed audit approach ensures the integrity of consolidated financial 

statements. Let me know if you need further clarifications! 

You said: 

Please move to Chapter 8 

ChatGPT said: 

📌 Chapter 8: Audit Checklist for Share Capital – Detailed Audit Approach 
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The audit of Share Capital ensures the correctness of issuance, classification, disclosure, 

and compliance with the Companies Act, 2013, Ind AS, and regulatory norms. This chapter 

provides a detailed audit checklist covering various aspects such as share capital 

movements, compliance with statutory requirements, and shareholder confirmations. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Section 2(84), Section 39 & 42 

✅ Types of Share Capital: 

 Equity Share Capital – With or without voting rights. 

 Preference Share Capital – Convertible or Non-Convertible. 

✅ Issuance of Share Capital: 

 Public Issue, Private Placement & Rights Issue must follow prescribed procedures. 

 Approval from Shareholders and Board of Directors is mandatory. 

 Filing of Forms MGT-7, PAS-3, and SH-7 with the MCA. 

✅ Buyback & Reduction of Capital: 

 Section 66 allows capital reduction with NCLT approval. 

 Section 68 governs share buybacks (limited to 25% of total paid-up capital). 

 

📌 B. Ind AS 32 – Financial Instruments (Equity Classification) 

✅ Shares should be classified as Equity only if: 

1. No contractual obligation exists for repayment in cash. 

2. Dividend payments are discretionary. 

✅ Audit Considerations: 

 Preference shares must be reviewed for debt vs. equity classification. 

 Shares with fixed dividends may need to be classified as financial liabilities. 

 

🔹 2. Key Audit Procedures for Share Capital 
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📌 A. Verification of Authorized, Issued & Paid-Up Share Capital 

✅ Verify MCA records (Master Data, Form MGT-7). 

✅ Obtain and review Board & Shareholder Resolutions for share capital changes. 

✅ Ensure correct disclosure in Notes to Accounts. 

🔍 Audit Steps: 

 Match share capital figures in financials with ROC filings. 

 Ensure proper classification between authorized & paid-up capital. 

 

📌 B. Verification of Share Allotments & Transfers 

✅ Verify share certificates, allotment letters, and Form PAS-3 filings. 

✅ Ensure compliance with SEBI & FEMA (if applicable for foreign investors). 

✅ Check for compliance with private placement regulations. 

🔍 Audit Steps: 

 Obtain list of shareholders & shareholding pattern. 

 Verify share transfer documents & board approval records. 

 

📌 C. External Confirmation of Shareholding 

✅ Send confirmations to major shareholders for verification. 

✅ Obtain depository participant (NSDL/CDSL) statements for demat shares. 

🔍 Audit Steps: 

 Cross-check shareholder register with external confirmations. 

 Review cases of shareholding disputes or legal claims. 

 

📌 D. Audit of Share Premium & Reserves (Ind AS 1) 

✅ Verify movement in Securities Premium Account. 

✅ Ensure utilization of share premium aligns with Section 52 of Companies Act. 
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🔍 Audit Steps: 

 Verify funds received in bank against share issuance. 

 Ensure compliance with utilization restrictions on share premium. 

 

📌 E. Employee Stock Option Plan (ESOP) & Sweat Equity Audit (Ind AS 102) 

✅ Verify board approval & shareholder consent for ESOPs. 

✅ Check vesting conditions & fair value calculations. 

✅ Ensure proper amortization of ESOP expenses. 

🔍 Audit Steps: 

 Review ESOP agreements, exercise price & market valuation reports. 

 Verify accounting treatment of ESOP cost as per Ind AS 102. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Share Capital Review 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Debt-Equity Ratio – To check leverage level. 

2️ ⃣ Return on Equity (ROE) – To assess profitability for shareholders. 

3️ ⃣ Shareholding Concentration – To identify any dominance by few entities. 

🔍 Purpose: 

 Detect unusual changes in share capital or reserves. 

 Identify possible fraudulent transactions (e.g., fake capital infusion). 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Ensure allotments & transfers are recorded in the correct period. 

✅ Verify any pending approvals for capital restructuring. 

🔍 Audit Steps: 
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 Examine post-balance sheet events affecting share capital. 

 Ensure proper classification in financial statements. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ MCA filings & shareholder registers. 

✅ Verification of share certificates & allotment approvals. 

✅ ESOP agreements & valuation reports. 

✅ Any regulatory non-compliance & audit findings. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If share capital is properly accounted & disclosed. 

✅ Qualified Opinion: If there are misstatements in capital transactions. 

✅ Adverse Opinion: If there is fraudulent or fictitious share capital issuance. 

🔍 Example of Qualified Opinion (SA 705) on Non-Compliance in Share Capital 

Allotment: 

"The company has issued additional equity shares without filing Form PAS-3 with the 

Registrar of Companies as required under the Companies Act, 2013. Consequently, we are 

unable to verify the accuracy of issued share capital figures." 

 

🔹 5. Key Takeaways 

✅ Ensure share capital is accurately disclosed & compliant with Companies Act, 2013. 

✅ Verify ESOP & preference share classification per Ind AS 32 & Ind AS 102. 

✅ Conduct external confirmations for shareholder verification. 

✅ Audit report should highlight any irregularities in capital transactions. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in Share 

Capital audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 9 
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ChatGPT said: 

📌 Chapter 9: Audit Checklist for Reserve and Surplus – Detailed Audit Approach 

Reserves and surplus are critical components of a company's net worth, ensuring financial 

stability and regulatory compliance. This chapter provides an in-depth audit checklist 

covering classification, verification, movement, utilization, and disclosure of reserves 

and surplus in compliance with Schedule III of the Companies Act, 2013, Ind AS 1, Ind 

AS 32, and Ind AS 37. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Definition and Components (As per Schedule III of the Companies Act, 2013) 

"Reserves & Surplus" consists of: 

✅ Capital Reserves (Not available for dividend distribution). 

✅ Securities Premium Account (Utilization restrictions under Section 52 of the Companies 

Act). 

✅ Debenture Redemption Reserve (DRR) (Mandatory reserve for debenture repayment). 

✅ Revaluation Reserve (Arises from asset revaluation but not for dividend purposes). 

✅ Retained Earnings/Profit & Loss Surplus (Accumulated profits or losses). 

✅ General Reserve (Appropriated from net profits). 

🔍 Audit Considerations: 

 Verify if all movements in reserves are properly accounted. 

 Ensure that any debit balance of P&L account is correctly netted off from surplus. 

 

📌 B. Regulatory Restrictions on Utilization of Reserves 

✅ Capital Reserve & Revaluation Reserve cannot be distributed as dividends. 

✅ Securities Premium Account (SPA) can only be used for: 

 Issuing bonus shares. 

 Writing off preliminary expenses or issue expenses. 

 Buyback of shares (as per Section 52 of Companies Act). 

✅ Debenture Redemption Reserve (DRR) should be used for debenture 

repayment only. 
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🔍 Audit Focus Areas: 

 Check whether the utilization of Securities Premium & DRR complies with legal 

provisions. 

 Verify Board and Shareholder approvals for reserve transfers. 

 

🔹 2. Key Audit Procedures for Reserves and Surplus 

📌 A. Verification of Opening and Closing Balances 

✅ Compare balances with previous year's audited financial statements. 

✅ Cross-check General Ledger balances with trial balance and financials. 

🔍 Audit Steps: 

 Review Schedule III disclosures for reserves classification. 

 Identify any irregular changes in reserves (e.g., sudden reductions or 

adjustments). 

 

📌 B. Examination of Transfers and Appropriations 

✅ Verify transfers from retained earnings to reserves. 

✅ Ensure reserves are utilized as per regulatory norms. 

🔍 Audit Steps: 

 Check Board Meeting Minutes & Shareholder Approvals for reserve movements. 

 Review accounting entries to ensure correct classification. 

 

📌 C. Audit of Securities Premium Account 

✅ Verify issuance of shares at a premium and SPA utilization. 

✅ Ensure compliance with Ind AS 32 (Financial Instruments: Presentation). 

🔍 Audit Steps: 

 Cross-check SPA movements with share issue documents. 
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 Verify usage for buyback or bonus issues is legally compliant. 

 

📌 D. Audit of Debenture Redemption Reserve (DRR) 

✅ Ensure adequate provisioning for debenture redemption (mandatory for public 

companies). 

✅ Verify that DRR is created at 25% of debenture value as per SEBI norms. 

🔍 Audit Steps: 

 Check debenture repayment schedules & DRR adequacy. 

 Verify correct classification in financials. 

 

📌 E. Revaluation Reserve & Capital Reserve Audit 

✅ Verify valuation reports for revaluation reserves. 

✅ Ensure capital reserves are not misused for dividend payments. 

🔍 Audit Steps: 

 Examine supporting documents for asset revaluations. 

 Review depreciation impact on revaluation reserves. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Reserves & Surplus 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Reserves-to-Equity Ratio – To assess financial strength. 

2️ ⃣ Debt-to-Equity Ratio – To ensure reserves are sufficient to cover debts. 

3️ ⃣ Dividend Payout Ratio – To check if profits are properly distributed. 

🔍 Purpose: 

 Identify inconsistencies in reserve movements. 

 Detect unusual transactions in equity & reserves. 
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📌 B. Cut-off Testing for Year-End Adjustments 

✅ Ensure all reserve transfers and appropriations are recorded in the correct period. 

✅ Check for any pending approvals for reserve utilization. 

🔍 Audit Steps: 

 Review post-balance sheet events affecting reserves. 

 Ensure proper classification in financial statements. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ General Ledger & Trial Balance reconciliation for reserves. 

✅ Board Minutes & Shareholder Resolutions for reserve transfers. 

✅ Legal compliance review for utilization of reserves. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If reserves are properly accounted & disclosed. 

✅ Qualified Opinion: If there are misstatements in reserve movements. 

✅ Adverse Opinion: If reserves are misused or incorrectly classified. 

🔍 Example of Qualified Opinion (SA 705) on Non-Compliance in Reserve Utilization: 

"The company has utilized the Securities Premium Account for purposes not permitted under 

Section 52 of the Companies Act, 2013. Consequently, the reserves & surplus figures in the 

financial statements do not comply with applicable regulatory requirements." 

 

🔹 5. Key Takeaways 

✅ Ensure reserves & surplus are accurately disclosed in compliance with Schedule III. 

✅ Verify SPA & DRR utilization aligns with regulatory norms. 

✅ Conduct analytical reviews to detect inconsistencies in reserves movements. 

✅ Auditor must report any irregularities in reserves & surplus transactions. 
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🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Reserves & Surplus audits. Let me know if you need further clarifications!. 

You said: 

Now move to Chapter 10 

ChatGPT said: 

📌 Chapter 10: Audit Checklist for Borrowings – Detailed Audit Approach 

Borrowings represent a major liability for companies, and their audit involves verification 

of loan agreements, compliance with repayment terms, interest obligations, and 

regulatory requirements. This chapter provides a detailed audit checklist covering various 

aspects such as secured and unsecured loans, debt covenants, interest expense validation, 

and regulatory disclosures in compliance with Ind AS 109, Companies Act, 2013, and 

ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Section 180 & Section 185 

✅ Board Approval Requirement (Section 180(1)(c)) 

 Companies must obtain Board and shareholder approval for borrowing beyond 

paid-up capital & free reserves. 

✅ Restrictions on Loan Transactions (Section 185 & 186) 

 Loans to directors & related parties are restricted unless exemptions apply. 

 Companies must disclose borrowings separately in the financial statements. 

 

📌 B. Ind AS 109 – Financial Instruments (Borrowing Recognition & Measurement) 

✅ Initial Recognition: Borrowings should be recorded at fair value, considering transaction 

costs. 

✅ Subsequent Measurement: Loans are measured at amortized cost using the Effective 

Interest Rate (EIR) method. 

✅ Financial Liabilities Classification: 

 Current Liabilities: Borrowings due within 12 months. 
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 Non-Current Liabilities: Borrowings repayable after 12 months. 

🔍 Audit Focus Areas: 

 Ensure proper classification of borrowings in financial statements. 

 Verify EIR calculations and amortization schedules. 

 

🔹 2. Key Audit Procedures for Borrowings 

📌 A. Verification of Loan Agreements & Approvals 

✅ Review loan sanction letters & agreements to confirm: 

 Loan tenure, repayment terms & interest rates. 

 Security details (collateral, hypothecation, mortgages). 

 Board & shareholder approvals for major borrowings. 

🔍 Audit Steps: 

 Obtain bank confirmations for outstanding loans. 

 Compare loan balances with financial statements. 

 

📌 B. Compliance with Debt Covenants 

✅ Verify compliance with loan covenants (Debt-Equity Ratio, Interest Coverage Ratio). 

✅ Ensure no breach of covenants that could lead to loan recall by lenders. 

🔍 Audit Steps: 

 Compare covenant requirements with actual financial ratios. 

 Review correspondence with banks regarding compliance issues. 

 

📌 C. Interest Expense & Repayment Verification 

✅ Ensure interest is accrued and paid correctly as per loan terms. 

✅ Verify interest expense is recognized using the Effective Interest Rate (EIR) method. 

🔍 Audit Steps: 
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 Obtain loan interest working papers and cross-check with financials. 

 Verify bank statements for loan repayments & interest payments. 

 

📌 D. Security & Collateral Verification 

✅ Verify pledged assets (fixed deposits, property, shares, etc.). 

✅ Ensure security values align with loan agreements. 

🔍 Audit Steps: 

 Review valuation reports for pledged assets. 

 Confirm proper lien marking in financial records. 

 

📌 E. Disclosure & Presentation as per Schedule III 

✅ Ensure borrowings are classified into: 

 Long-term Borrowings (Secured & Unsecured). 

 Short-term Borrowings (Working Capital Loans, Cash Credit). 

✅ Verify disclosures regarding default on borrowings, security details, and 

interest rates. 

🔍 Audit Steps: 

 Check financial statement notes for compliance with Schedule III requirements. 

 Ensure correct classification of borrowings. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Borrowings 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Debt-to-Equity Ratio – To assess financial leverage. 

2️ ⃣ Interest Coverage Ratio – To check the ability to service debt. 

3️ ⃣ Current Ratio & Quick Ratio – To evaluate liquidity. 

🔍 Purpose: 
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 Identify excessive borrowing risk. 

 Detect non-compliance with loan covenants. 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Ensure all borrowings and interest accruals are recorded in the correct financial 

period. 

✅ Verify post-balance sheet loan repayments & new borrowings. 

🔍 Audit Steps: 

 Review bank statements & loan schedules for transactions near the year-end. 

 Cross-check subsequent loan movements & approvals. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Loan agreements, sanction letters & approvals. 

✅ Compliance with debt covenants. 

✅ Interest calculation workings. 

✅ Schedule III disclosure verification. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If borrowings are properly accounted & disclosed. 

✅ Qualified Opinion: If there are misstatements in loan disclosures. 

✅ Adverse Opinion: If loans are fraudulent or misstated. 

🔍 Example of Qualified Opinion (SA 705) on Loan Defaults: 

"The company has defaulted on repayment of bank loans amounting to ₹XX crores as of 

March 31, 20XX. The financial statements do not adequately disclose this non-compliance, 

which is required under Ind AS 109 and Schedule III of the Companies Act, 2013." 

 

🔹 5. Key Takeaways 
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✅ Ensure borrowings are accurately disclosed in compliance with Ind AS 109 & 

Schedule III. 

✅ Verify compliance with loan covenants to prevent lender defaults. 

✅ Perform substantive procedures to confirm correct classification & interest 

calculations. 

✅ Auditor must report any irregularities in borrowings, including defaults & fraud. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Borrowings audits. Let me know if you need further clarifications!. 

You said: 

Please move now to Chapter 11 

ChatGPT said: 

📌 Chapter 11: Audit Checklist for Trade Receivables – Detailed Audit Approach 

Trade Receivables (Debtors) are critical current assets that require verification for 

existence, accuracy, valuation, and impairment assessment. The audit of trade receivables 

ensures that the balances reported in financial statements are realizable and fairly stated 

in compliance with Ind AS 109 (Financial Instruments), Schedule III of the Companies 

Act, 2013, and ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Trade Receivables: 

 Must be segregated into secured, unsecured, considered good, and doubtful. 

 Age-wise classification (outstanding for more than 6 months must be separately 

disclosed). 

✅ Disclosure of Unbilled Dues 

 Unbilled receivables must be separately disclosed. 

 Amounts due from directors, officers, or related parties should be separately 

reported. 

🔍 Audit Focus Areas: 

 Ensure that ageing schedules are correctly classified. 
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 Verify related party receivables for proper disclosure. 

 

📌 B. Ind AS 109 – Expected Credit Loss (ECL) Model 

✅ Measurement of Trade Receivables 

 Initially recorded at transaction price. 

 Subsequently measured at amortized cost, net of impairment losses. 

✅ Expected Credit Loss (ECL) Model for Impairment 

 The company must estimate credit risk and provision for doubtful debts. 

 Simplified approach for trade receivables: ECL is calculated based on historical 

default rates and macroeconomic conditions. 

🔍 Audit Focus Areas: 

 Verify the ECL model assumptions, default rates, and historical loss data. 

 Ensure proper provisioning for doubtful debts. 

 

🔹 2. Key Audit Procedures for Trade Receivables 

📌 A. Verification of Customer Balances 

✅ Obtain the list of customers along with outstanding balances. 

✅ Classify receivables into: 

 Disputed vs. Undisputed Balances 

 Secured vs. Unsecured Receivables 

🔍 Audit Steps: 

 Compare ledger balances with supporting invoices & sales records. 

 Ensure that bad debts written off have appropriate approval. 

 

📌 B. External Confirmation of Trade Receivables (SA 505) 
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✅ Send balance confirmation letters to major customers. 

✅ Follow-up on non-responses with alternative audit procedures. 

🔍 Audit Steps: 

 Maintain a confirmation control tracker to document responses. 

 Compare customer confirmations with general ledger balances. 

 

📌 C. Ageing Analysis & Provision for Doubtful Debts 

✅ Verify aging report of trade receivables. 

✅ Ensure adequate provisioning for doubtful debts based on: 

 Past default history of customers. 

 Industry conditions & macroeconomic factors. 

🔍 Audit Steps: 

 Review management’s ECL computation for compliance with Ind AS 109. 

 Check subsequent collections for recoverability of old debts. 

 

📌 D. Cut-off Testing for Year-End Adjustments 

✅ Ensure sales transactions near the year-end are recorded in the correct period. 

✅ Verify goods dispatch records & invoice dates. 

🔍 Audit Steps: 

 Examine post-year-end receipts to confirm outstanding balances. 

 Review sales ledgers & revenue cut-off testing. 

 

📌 E. Reconciliation of Trade Receivables with Financial Statements 

✅ Match trial balance figures with financial statements. 

✅ Ensure proper disclosure in financial statements (Schedule III requirements). 

🔍 Audit Steps: 
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 Review sub-ledger vs. general ledger reconciliation. 

 Verify that trade receivables are correctly classified under current assets. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Trade Receivables 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Debtor Turnover Ratio – Higher turnover indicates faster collection. 

2️ ⃣ Days Sales Outstanding (DSO) – Higher DSO may indicate collection issues. 

3️ ⃣ Provision for Doubtful Debts as % of Total Receivables – Check adequacy of ECL 

provisioning. 

🔍 Purpose: 

 Detect unusual increases in receivables. 

 Identify high-risk customers with delayed payments. 

 

📌 B. Subsequent Collection Testing 

✅ Verify collections post-balance sheet date for outstanding receivables. 

✅ Identify long-outstanding balances requiring write-offs. 

🔍 Audit Steps: 

 Review bank receipts for major outstanding balances. 

 Assess recoverability of overdue debts. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Trade receivables ageing report. 

✅ External confirmation responses. 

✅ Provision for doubtful debts calculation (ECL model). 

✅ Revenue cut-off testing & supporting invoices. 
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📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If trade receivables are fairly stated & recoverable. 

✅ Qualified Opinion: If material misstatements exist in receivables valuation. 

✅ Adverse Opinion: If financial statements are not prepared in accordance with Ind AS 

109. 

🔍 Example of Qualified Opinion (SA 705) on Receivables Impairment: 

"The company has not made an adequate provision for expected credit loss on trade 

receivables as per Ind AS 109. As a result, trade receivables are overstated by ₹XX crores, 

and net profit is overstated by the same amount." 

 

🔹 5. Key Takeaways 

✅ Ensure trade receivables are correctly classified & disclosed under Schedule III. 

✅ Verify Expected Credit Loss (ECL) model for provisioning per Ind AS 109. 

✅ Perform external confirmations & ageing analysis to validate balances. 

✅ Auditor must report any material misstatements or irregularities in receivables. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in Trade 

Receivables audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 12 

ChatGPT said: 

📌 Chapter 12: Audit Checklist for Cash and Cash Equivalents – Detailed Audit 

Approach 

Cash and Cash Equivalents are highly liquid assets that require detailed audit scrutiny to 

detect misstatements, fraud, and control weaknesses. The audit ensures that cash and bank 

balances exist, are complete, accurately valued, and properly disclosed in compliance 

with Ind AS 7 (Cash Flow Statements), Schedule III of the Companies Act, 2013, and 

ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Schedule III Requirements 
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✅ Classification of Cash & Cash Equivalents: 

 Cash on Hand (Petty Cash, Office Cash). 

 Bank Balances in Current & Savings Accounts. 

 Fixed Deposits with Maturity ≤ 3 Months (if meeting cash equivalent criteria). 

✅ Disclosure of Restricted Cash: 

 Cash held for specific purposes (e.g., security deposits, margin money) should be 

separately disclosed. 

 Unclaimed dividend accounts must be properly classified under other financial 

liabilities. 

🔍 Audit Focus Areas: 

 Ensure correct classification between cash, cash equivalents, and restricted cash. 

 Verify proper reconciliation with financial statements. 

 

📌 B. Ind AS 7 – Presentation in Cash Flow Statement 

✅ Components of Cash & Cash Equivalents in Cash Flow Statement 

 Operating Activities: Cash inflows from customers, tax refunds, interest receipts. 

 Investing Activities: Purchase/sale of fixed assets, investments, loans. 

 Financing Activities: Loan repayments, dividend payments. 

✅ Key Audit Requirements: 

 Cash flow statements should accurately reconcile with financial statement 

balances. 

 Non-cash transactions (e.g., barter exchanges, offsetting liabilities) should be 

separately disclosed. 

🔍 Audit Focus Areas: 

 Verify proper classification of cash flows in financial statements. 

 Ensure completeness of cash flow disclosures. 

 

🔹 2. Key Audit Procedures for Cash and Cash Equivalents 
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📌 A. Verification of Cash on Hand 

✅ Conduct surprise cash counts at various locations. 

✅ Obtain cash balance certificates signed by management. 

✅ Ensure physical verification matches accounting records. 

🔍 Audit Steps: 

 Cross-check denominations of cash notes with the cash register. 

 Ensure that cash balances do not exceed company cash holding policies. 

 

📌 B. Bank Balance Confirmation & Reconciliation 

✅ Send bank confirmation letters (SA 505) for all bank accounts. 

✅ Verify Bank Reconciliation Statements (BRS) for outstanding items. 

✅ Ensure all post-dated cheques, unpresented cheques, and bank charges are properly 

recorded. 

🔍 Audit Steps: 

 Review long-outstanding reconciliation items for fraud indicators. 

 Match bank ledger balances with bank confirmations. 

 

📌 C. Audit of Fixed Deposits (FDs) & Short-Term Investments 

✅ Verify FD certificates and interest accrual calculations. 

✅ Ensure only matured FDs (≤ 3 months) are classified as cash equivalents. 

✅ Review collateralized FDs for restrictions on liquidity. 

🔍 Audit Steps: 

 Compare interest rates with FD contracts. 

 Ensure correct disclosure of pledged FDs. 

 

📌 D. Verification of Major Cash Transactions 
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✅ Review high-value cash transactions for compliance with anti-money laundering (AML) 

laws. 

✅ Ensure TDS deductions on cash withdrawals above statutory limits. 

✅ Check for unusual patterns in cash deposits & withdrawals. 

🔍 Audit Steps: 

 Scrutinize bank transactions for any suspicious activity. 

 Review board approvals for large cash payments. 

 

📌 E. Petty Cash & Imprest System Review 

✅ Verify petty cash expense vouchers & approvals. 

✅ Ensure cash advances are settled periodically. 

✅ Test-check employee reimbursements for authenticity. 

🔍 Audit Steps: 

 Perform random sampling of petty cash transactions. 

 Check for duplicate or fake receipts. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Cash & Liquidity Assessment 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Current Ratio – To assess short-term liquidity. 

2️ ⃣ Quick Ratio – To verify sufficiency of liquid assets. 

3️ ⃣ Operating Cash Flow Ratio – To check if cash flows support liabilities. 

🔍 Purpose: 

 Identify cash flow issues. 

 Detect cash balance manipulation. 

 

📌 B. Cut-off Testing for Year-End Adjustments 
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✅ Verify cash transactions near the year-end to check for premature revenue recognition. 

✅ Ensure adjustments for uncleared cheques are properly recorded. 

🔍 Audit Steps: 

 Examine post-balance sheet transactions. 

 Match bank transactions with financial records. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Bank confirmations & BRS verification. 

✅ Cash balance physical verification reports. 

✅ Interest accrual calculations for FDs. 

✅ Suspicious transaction analysis & AML compliance checks. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If cash & bank balances are properly accounted & disclosed. 

✅ Qualified Opinion: If material misstatements exist in cash balances. 

✅ Adverse Opinion: If financial statements fail to provide a true & fair view of cash 

flow. 

🔍 Example of Qualified Opinion (SA 705) on Cash Misstatement: 

"The company has recorded fictitious cash balances amounting to ₹XX crores, which could 

not be verified through bank confirmations. As a result, cash & cash equivalents are 

overstated in the financial statements." 

 

🔹 5. Key Takeaways 

✅ Ensure cash & bank balances are accurately disclosed under Schedule III. 

✅ Verify bank reconciliations and obtain external confirmations. 

✅ Perform analytical reviews to detect unusual transactions. 

✅ Auditor must report any irregularities or fraud risks in cash transactions. 
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🚀 This detailed audit checklist ensures transparency & regulatory compliance in Cash 

& Cash Equivalents audits. Let me know if you need further clarifications!. 

You said: 

Please move now to Chapter 13 

ChatGPT said: 

📌 Chapter 13: Audit Checklist for Inventories – Detailed Audit Approach 

Inventory is a critical current asset, and its audit involves verification of existence, 

valuation, accuracy, and compliance with accounting standards. This chapter provides a 

detailed audit checklist covering physical verification, valuation methods, cut-off 

procedures, and disclosures in compliance with Ind AS 2 (Inventories), SA 501 (Audit 

Evidence – Specific Considerations for Selected Items), and Schedule III of the 

Companies Act, 2013. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 2 – Inventory Valuation and Recognition 

✅ Valuation Principle: Inventories should be valued at Cost or Net Realizable Value 

(NRV), whichever is lower. 

✅ Components of Inventory Cost: 

 Raw Materials (Purchase Price + Import Duties + Transport Costs). 

 Work-in-Progress (WIP) & Finished Goods (Direct Labor + Overheads). 

 Exclusions (Abnormal Wastage, Storage Costs, Administrative Overheads). 

✅ Permissible Valuation Methods: FIFO (First-In-First-Out), Weighted Average 

Cost. 

🔍 Audit Focus Areas: 

 Ensure that valuation policies comply with Ind AS 2. 

 Verify if obsolete or slow-moving inventory is written down to NRV. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 

✅ Inventory must be classified as: 
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 Raw Materials 

 Work-in-Progress 

 Finished Goods 

 Stock-in-Trade 

 Consumables & Stores 

✅ Disclosure of Inventory Valuation Method is mandatory in financial statements. 

🔍 Audit Focus Areas: 

 Verify inventory classification in financial statements. 

 Check disclosures on valuation methods & NRV adjustments. 

 

📌 C. SA 501 – Physical Verification of Inventory 

✅ The auditor must attend the physical stock count or perform alternative procedures. 

✅ Inventory under Third-Party Custody: Obtain external confirmations or inspect 

warehouse records. 

✅ Material Discrepancies (10% or more): Must be reported in the audit report. 

🔍 Audit Focus Areas: 

 Verify physical inventory count procedures. 

 Ensure cut-off procedures for year-end inventory movement. 

 

🔹 2. Key Audit Procedures for Inventories 

📌 A. Attendance at Physical Stock Count 

✅ Observe inventory counting process & verify stock sheets. 

✅ Ensure compliance with cut-off procedures for goods received & dispatched. 

🔍 Audit Steps: 

 Compare stock count sheets with ledger balances. 

 Inspect damaged or obsolete inventory for valuation adjustments. 
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📌 B. Reconciliation with Inventory Records 

✅ Match physical count results with ledger balances & trial balance. 

✅ Investigate differences & obtain explanations from management. 

🔍 Audit Steps: 

 Review adjustment entries for stock variances. 

 Ensure management approval for write-offs or adjustments. 

 

📌 C. Verification of Costing & Valuation Methodology 

✅ Ensure that inventory is valued using FIFO or Weighted Average. 

✅ Check for proper allocation of overheads in WIP & Finished Goods valuation. 

🔍 Audit Steps: 

 Recalculate inventory cost & verify overhead allocations. 

 Compare NRV with market prices or recent sales invoices. 

 

📌 D. Cut-off Testing for Year-End Adjustments 

✅ Verify that purchases & sales near the year-end are recorded correctly. 

✅ Ensure no backdated or premature inventory transactions. 

🔍 Audit Steps: 

 Review goods receipt & dispatch notes for year-end transactions. 

 Ensure proper recording of consignment stock & goods-in-transit. 

 

📌 E. Review of Slow-Moving & Obsolete Inventory 

✅ Identify inventory not moving for over 12 months. 

✅ Ensure provision for obsolete or damaged stock. 

🔍 Audit Steps: 
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 Compare inventory ageing reports with past trends. 

 Verify inventory write-offs with approval documents. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Inventory Management 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Inventory Turnover Ratio – To assess stock movement efficiency. 

2️ ⃣ Gross Profit Margin Comparison – To check for inventory misstatements. 

3️ ⃣ Inventory Holding Period – To detect slow-moving stock issues. 

🔍 Purpose: 

 Identify inventory valuation inconsistencies. 

 Detect possible manipulation of closing stock. 

 

📌 B. Verification of Inventory under Third-Party Custody 

✅ If inventory is held by a third party, obtain: 

 Warehouse confirmation letters. 

 Inspection reports from external parties. 

🔍 Audit Steps: 

 Ensure third-party confirmations match inventory records. 

 Verify adequacy of insurance coverage for stored inventory. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Physical verification reports & stock count sheets. 

✅ Inventory valuation workings & NRV assessment. 
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✅ Year-end cut-off testing results. 

✅ Third-party confirmations for inventory held externally. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If inventory is fairly valued & disclosed correctly. 

✅ Qualified Opinion: If inventory is overstated or incorrectly classified. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 2 & Schedule III. 

🔍 Example of Qualified Opinion (SA 705) on Inventory Valuation: 

"The company has not provided adequate provisions for obsolete inventory, leading to an 

overstatement of inventory by ₹XX crores in the financial statements." 

 

🔹 5. Key Takeaways 

✅ Ensure inventory is accurately classified & disclosed under Schedule III. 

✅ Verify valuation using FIFO/Weighted Average & test NRV compliance. 

✅ Attend stock count & verify cut-off procedures for year-end transactions. 

✅ Auditor must report significant discrepancies & misstatements. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Inventory audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 14 

ChatGPT said: 

📌 Chapter 14: Audit Checklist for Fixed Assets and Property, Plant, and Equipment 

(PPE) – Detailed Audit Approach 

Fixed Assets (Property, Plant, and Equipment – PPE) represent long-term investments of a 

company and require detailed verification for existence, ownership, valuation, 

depreciation, and impairment. The audit ensures compliance with Ind AS 16 (PPE), Ind 

AS 36 (Impairment of Assets), Schedule III of the Companies Act, 2013, and ICAI 

Auditing Standards. 

 

🔹 1. Legal and Regulatory Framework 
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📌 A. Ind AS 16 – Recognition and Measurement of PPE 

✅ Recognition of PPE 

 PPE is recognized when future economic benefits are expected and costs are 

measurable. 

 Costs include purchase price, import duties, and directly attributable costs. 

✅ Subsequent Measurement 

 Companies can choose between the Cost Model or the Revaluation Model. 

 Depreciation should be calculated using the useful life prescribed under Schedule II 

of the Companies Act. 

✅ Derecognition of PPE 

 PPE is derecognized when disposed of or when future benefits are no longer 

expected. 

 Any gains or losses on disposal are included in the profit and loss statement. 

🔍 Audit Focus Areas: 

 Verify proper capitalization and classification of assets. 

 Ensure depreciation & revaluation models are applied correctly. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 

✅ Fixed assets must be classified into: 

 Tangible Assets (Land, Buildings, Plant & Machinery, Vehicles). 

 Intangible Assets (Software, Patents, Copyrights). 

 Capital Work-in-Progress (CWIP) (Assets under construction). 

 Right of Use (ROU) Assets (Ind AS 116). 

✅ Disclosure Requirements: 

 PPE Register must show full details including location, useful life, and 

depreciation methods. 

 Disclose title deeds for all immovable properties and state if they are not in the 

company’s name. 

🔍 Audit Focus Areas: 
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 Verify title deeds and property ownership records. 

 Ensure proper classification of assets in financial statements. 

 

📌 C. Ind AS 36 – Impairment Testing 

✅ Annual review of impairment indicators. 

✅ Recoverable amount = Higher of Fair Value (less selling cost) and Value in Use. 

✅ If the carrying value of PPE exceeds the recoverable amount, impairment must be 

recorded. 

🔍 Audit Focus Areas: 

 Review impairment testing reports & assumptions used in fair value estimates. 

 Ensure impairment is recognized in the correct accounting period. 

 

🔹 2. Key Audit Procedures for Fixed Assets 

📌 A. Verification of PPE Register & Asset Additions 

✅ Obtain and verify the PPE register. 

✅ Ensure additions are approved and supported by invoices, purchase orders, and 

installation reports. 

🔍 Audit Steps: 

 Match invoices with PPE ledger entries. 

 Review Board approvals for major asset acquisitions. 

 

📌 B. Physical Verification of Fixed Assets (SA 501) 

✅ Conduct physical verification to ensure assets exist and are in use. 

✅ Verify tagging and location details. 

🔍 Audit Steps: 

 Attend management’s physical verification process. 

 Investigate material discrepancies between book values and actual counts. 
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📌 C. Depreciation & Amortization Testing 

✅ Verify depreciation calculations as per Schedule II of the Companies Act. 

✅ Ensure correct method (Straight-Line or Written Down Value) is applied consistently. 

🔍 Audit Steps: 

 Cross-check depreciation working papers with financial statements. 

 Ensure accelerated depreciation is justified (if applied). 

 

📌 D. Capital Work-in-Progress (CWIP) Review 

✅ Verify CWIP balances and project completion status. 

✅ Ensure CWIP is transferred to PPE when the asset is ready for use. 

🔍 Audit Steps: 

 Examine contractor invoices, project progress reports, and capitalization 

approvals. 

 Check ageing of CWIP to identify delays or potential impairments. 

 

📌 E. Asset Disposal & Impairment Testing 

✅ Review disposal records, sale invoices, and fixed asset retirement approvals. 

✅ Ensure all disposals are recorded with correct profit/loss adjustments. 

🔍 Audit Steps: 

 Verify bank receipts for proceeds from asset sales. 

 Ensure depreciation is charged correctly until the disposal date. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Fixed Assets 
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📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Fixed Asset Turnover Ratio – To check how efficiently assets generate revenue. 

2️ ⃣ Accumulated Depreciation to Gross Asset Ratio – To detect potential impairment. 

3️ ⃣ Capital Expenditure to Total Assets – To assess investment in PPE. 

🔍 Purpose: 

 Identify unusual fluctuations in asset values. 

 Detect highly depreciated assets still in use. 

 

📌 B. Lease & Right-of-Use (ROU) Assets Testing 

✅ Verify lease accounting as per Ind AS 116 (Leases). 

✅ Check whether lease liabilities are correctly recognized and measured. 

🔍 Audit Steps: 

 Review lease agreements and recalculate lease liabilities. 

 Ensure correct classification between short-term and long-term leases. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ PPE Register & Physical Verification Reports. 

✅ Depreciation workings & impairment test results. 

✅ CWIP movement schedule & approvals. 

✅ Fixed Asset disposal records & accounting treatment. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If PPE is fairly stated & disclosed correctly. 

✅ Qualified Opinion: If significant misstatements exist in fixed asset valuation. 

✅ Adverse Opinion: If PPE is not accounted as per Ind AS 16 & Schedule III. 

🔍 Example of Qualified Opinion (SA 705) on Fixed Assets: 

"The company has not conducted a physical verification of its Property, Plant, and 
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Equipment in the last three years, leading to possible misstatements in asset existence and 

valuation. Consequently, we are unable to confirm the accuracy of the fixed assets balances 

in the financial statements." 

 

🔹 5. Key Takeaways 

✅ Ensure PPE is properly classified & disclosed under Schedule III. 

✅ Verify physical existence, valuation, and impairment of assets. 

✅ Review CWIP to ensure timely capitalization. 

✅ Auditor must report discrepancies & material misstatements. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in PPE 

audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 15 

ChatGPT said: 

📌 Chapter 15: Audit Checklist for Intangibles – Detailed Audit Approach 

Intangible assets, including patents, copyrights, trademarks, goodwill, and software, play 

a vital role in modern businesses. Their audit involves existence verification, valuation 

accuracy, impairment testing, and compliance with Ind AS 38 (Intangible Assets). The 

objective is to ensure fair presentation and proper amortization in financial statements as 

per Ind AS, Schedule III of the Companies Act, 2013, and ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 38 – Recognition and Measurement of Intangibles 

✅ Recognition Criteria for Intangible Assets 

 Must be identifiable (separable or arising from contractual rights). 

 Should provide future economic benefits. 

 Cost should be reliably measurable. 

✅ Measurement after Recognition 

 Cost Model – Carry at cost less amortization & impairment. 



 Checklist for audit of various items of Financial Statement 

137 | P a g e  
 

 Revaluation Model – Carry at fair value, if an active market exists. 

✅ Amortization & Useful Life 

 Finite-life intangibles (e.g., software, patents) must be systematically amortized. 

 Indefinite-life intangibles (e.g., goodwill) are not amortized but tested annually for 

impairment. 

🔍 Audit Focus Areas: 

 Ensure correct classification of intangible assets. 

 Verify that amortization aligns with useful life estimates. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Intangible Assets: 

 Goodwill (Acquired vs. Internally Generated). 

 Software (Purchased vs. Developed in-house). 

 Patents, Trademarks, and Copyrights. 

 Licenses & Franchise Rights. 

✅ Disclosure Requirements 

 Separate disclosure for each class of intangible assets. 

 Amortization and impairment must be clearly presented. 

🔍 Audit Focus Areas: 

 Ensure intangible asset disclosures comply with Schedule III. 

 Verify if internally generated intangibles meet Ind AS 38 criteria. 

 

📌 C. Ind AS 36 – Impairment Testing 

✅ Impairment Test for Intangible Assets with Indefinite Useful Life 

 Goodwill and other indefinite-life intangibles must be tested annually. 

 Impairment loss is recognized if the carrying amount exceeds the recoverable 

amount. 
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✅ Indicators of Impairment 

 Decline in market value. 

 Adverse legal or economic changes. 

 Reduced profitability or cash flows from asset use. 

🔍 Audit Focus Areas: 

 Review impairment testing reports and valuation assumptions. 

 Ensure correct treatment of impairment losses in financial statements. 

 

🔹 2. Key Audit Procedures for Intangible Assets 

📌 A. Verification of Intangible Asset Register 

✅ Obtain and verify the intangible asset register. 

✅ Ensure all intangibles are properly documented with acquisition details. 

🔍 Audit Steps: 

 Match ledger balances with supporting documents. 

 Verify title deeds, licensing agreements, and purchase invoices. 

 

📌 B. Review of Cost Capitalization & Amortization 

✅ Ensure capitalization of intangibles follows Ind AS 38 guidelines. 

✅ Verify amortization schedules for finite-life intangibles. 

🔍 Audit Steps: 

 Check software cost allocation between capitalized and expense categories. 

 Ensure amortization rates match the useful life of assets. 

 

📌 C. Impairment Testing for Goodwill & Indefinite-Life Intangibles 

✅ Obtain valuation reports for impairment testing. 

✅ Verify if impairment losses are recognized in P&L correctly. 
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🔍 Audit Steps: 

 Review cash flow projections & discount rates used for impairment testing. 

 Compare impairment testing assumptions with industry benchmarks. 

 

📌 D. Verification of Research & Development (R&D) Costs 

✅ Ensure R&D costs are classified as per Ind AS 38: 

 Research Phase: Expensed as incurred. 

 Development Phase: Capitalized if technically feasible. 

🔍 Audit Steps: 

 Verify board approvals for major R&D projects. 

 Ensure R&D expenses are not incorrectly capitalized. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Intangible Asset Management 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Intangible Assets to Total Assets Ratio – To assess intangible asset investment. 

2️ ⃣ Return on Intangible Assets – To evaluate efficiency. 

3️ ⃣ Impairment Losses as % of Intangible Assets – To detect valuation issues. 

🔍 Purpose: 

 Identify sudden drops in intangible asset value. 

 Detect incorrect capitalization or impairment provisioning. 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Verify all intangible asset transactions are recorded in the correct financial period. 

✅ Ensure impairment adjustments are made before finalizing accounts. 

🔍 Audit Steps: 
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 Review subsequent events for impairment triggers. 

 Match financial statement figures with asset schedules. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Intangible asset register verification. 

✅ Amortization schedule validation. 

✅ Impairment testing reports. 

✅ Board approvals for R&D capitalization. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If intangibles are properly accounted & disclosed. 

✅ Qualified Opinion: If there are misstatements in intangible asset valuation. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 38 & Schedule III. 

🔍 Example of Qualified Opinion (SA 705) on Intangible Asset Impairment: 

"The company has not performed impairment testing for goodwill amounting to ₹XX crores 

as required under Ind AS 36. Consequently, the intangible assets may be overstated in the 

financial statements." 

 

🔹 5. Key Takeaways 

✅ Ensure intangibles are properly classified & disclosed under Schedule III. 

✅ Verify impairment testing & R&D capitalization per Ind AS 38. 

✅ Perform analytical reviews to detect misstatements. 

✅ Auditor must report significant irregularities in intangible asset valuation. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Intangible Assets audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 16 

ChatGPT said: 



 Checklist for audit of various items of Financial Statement 

141 | P a g e  
 

📌 Chapter 16: Audit Checklists for Trade Payables and Current Liabilities – Detailed 

Audit Approach 

Trade Payables and Current Liabilities represent short-term obligations that a company 

must settle within a year. The audit of these liabilities involves existence verification, 

completeness, cut-off testing, classification, and disclosure compliance in line with Ind 

AS 37 (Provisions, Contingent Liabilities, and Contingent Assets), Schedule III of the 

Companies Act, 2013, and ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Trade Payables: 

 Total outstanding dues to micro, small, and medium enterprises (MSME). 

 Total outstanding dues to creditors other than MSME. 

 Disputed vs. Undisputed Trade Payables. 

✅ Disclosure Requirements: 

 Ageing schedule of trade payables (separating <1 year, 1-2 years, 2-3 years, >3 

years). 

 Unbilled dues must be separately disclosed. 

 Provision for expected liabilities should be clearly reported. 

🔍 Audit Focus Areas: 

 Verify correct classification between trade payables & provisions. 

 Ensure adequate disclosure of MSME liabilities as per the MSMED Act, 2006. 

 

📌 B. Ind AS 37 – Provisions, Contingent Liabilities & Contingent Assets 

✅ Recognition of Provisions: 

 A liability is recognized only if a present obligation exists due to past events. 

 The settlement of the obligation must be probable and measurable. 

✅ Contingent Liabilities: 
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 Disclose contingent liabilities if there is a possible obligation that depends on future 

events. 

 Recognize a provision if an outflow of economic resources is probable. 

🔍 Audit Focus Areas: 

 Ensure no understatement of liabilities by testing for unrecorded obligations. 

 Verify correct accounting treatment of contingent liabilities. 

 

🔹 2. Key Audit Procedures for Trade Payables & Current Liabilities 

📌 A. Verification of Trade Payables Ledger & Reconciliation 

✅ Obtain the trade payables listing with vendor-wise balances. 

✅ Verify the aging schedule of creditors and match with trial balance. 

✅ Ensure payables are classified correctly between MSME and non-MSME vendors. 

🔍 Audit Steps: 

 Match vendor balances with invoices, purchase orders, and goods receipt notes 

(GRNs). 

 Check for unusual debit balances, which may indicate misclassification. 

 

📌 B. External Confirmation of Trade Payables (SA 505) 

✅ Send balance confirmation requests to major creditors. 

✅ Follow up on non-responses with alternative audit procedures. 

🔍 Audit Steps: 

 Maintain a confirmation control tracker. 

 Compare vendor confirmations with general ledger balances. 

 

📌 C. Cut-off Testing for Year-End Transactions 

✅ Ensure expenses are recorded in the correct financial period. 

✅ Verify goods received after year-end but recorded in current year. 
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🔍 Audit Steps: 

 Examine purchase invoices, shipping documents & GRNs near the year-end. 

 Ensure liabilities are recorded only when risks & rewards are transferred. 

 

📌 D. Review of Accrued Expenses & Other Current Liabilities 

✅ Verify the accrued expenses schedule. 

✅ Ensure interest accrued on borrowings is correctly recognized. 

✅ Review statutory liabilities like GST, TDS, and provident fund dues. 

🔍 Audit Steps: 

 Cross-check statutory liabilities with GST returns, tax filings & payroll records. 

 Compare accrued expenses with prior year trends to identify anomalies. 

 

📌 E. Verification of Provisions & Contingent Liabilities 

✅ Ensure provisions are recognized only when there is a present obligation. 

✅ Obtain legal & management representations for pending litigations. 

🔍 Audit Steps: 

 Review board minutes & legal case files for contingent liabilities. 

 Verify calculations for provision estimates and adjustment of prior-year 

provisions. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Trade Payables & Liquidity Assessment 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Accounts Payable Turnover Ratio – To assess payment efficiency. 

2️ ⃣ Current Ratio & Quick Ratio – To evaluate liquidity. 

3️ ⃣ Accrued Expenses as % of Total Expenses – To identify unrecorded liabilities. 

🔍 Purpose: 
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 Identify unusual fluctuations in payables balances. 

 Detect potential misclassification of liabilities. 

 

📌 B. Subsequent Payment Testing 

✅ Verify post-year-end payments to confirm liability existence. 

✅ Identify long-outstanding payables requiring write-offs or disputes. 

🔍 Audit Steps: 

 Review bank payments for major outstanding balances. 

 Assess recoverability of disputed payables. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Trade payables ageing report & confirmations. 

✅ Cut-off testing results for year-end payables. 

✅ Provisions & contingent liabilities review. 

✅ Statutory dues reconciliation & verification. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If payables are fairly stated & disclosed correctly. 

✅ Qualified Opinion: If material misstatements exist in payables valuation. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 37 & Schedule 

III. 

🔍 Example of Qualified Opinion (SA 705) on Payables Misstatement: 

"The company has not disclosed MSME trade payables separately, as required under 

Schedule III of the Companies Act, 2013. Consequently, the financial statements do not 

comply with the relevant regulatory framework." 

 

🔹 5. Key Takeaways 
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✅ Ensure trade payables & liabilities are correctly classified & disclosed under 

Schedule III. 

✅ Verify completeness by reconciling vendor balances & performing cut-off testing. 

✅ Review ageing reports to assess overdue payments & potential disputes. 

✅ Auditor must report material misstatements or irregularities in trade payables. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in Trade 

Payables & Current Liabilities audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 17 

ChatGPT said: 

📌 Chapter 17: Audit Checklists for Loans and Advances and Other Current Assets – 

Detailed Audit Approach 

Loans, advances, and other current assets form a significant part of a company's financials 

and require detailed verification for existence, valuation, recoverability, and 

classification. The audit of these items ensures compliance with Ind AS 109 (Financial 

Instruments), Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets), 

Schedule III of the Companies Act, 2013, and ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 109 – Financial Instruments 

✅ Recognition of Loans & Advances 

 Measured at amortized cost using the Effective Interest Rate (EIR) method if they 

are held for contractual cash flows. 

 Classified under Financial Assets unless measured at Fair Value through Profit or 

Loss (FVTPL). 

✅ Expected Credit Loss (ECL) Model for Impairment 

 Loans and advances must be assessed for credit risk and provisioning. 

 The ECL model must incorporate historical loss data and forward-looking 

information. 

🔍 Audit Focus Areas: 
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 Verify whether the ECL model is applied properly for provisioning. 

 Ensure loans and advances are not overstated by inadequate provisioning. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Loans & Advances: 

 Secured vs. Unsecured Advances 

 Considered Good vs. Doubtful Advances 

 Advances to Related Parties (to be disclosed separately) 

✅ Disclosure Requirements: 

 Advances to directors, officers, and related parties must be separately stated. 

 Advances for capital expenditure should be shown under Capital Advances. 

🔍 Audit Focus Areas: 

 Verify whether advances to related parties comply with disclosure norms. 

 Ensure classification between current and non-current advances is correct. 

 

🔹 2. Key Audit Procedures for Loans & Advances 

📌 A. Verification of Loan Agreements & Supporting Documents 

✅ Obtain loan sanction letters & agreements. 

✅ Ensure proper documentation for: 

 Loan tenure & repayment schedule 

 Security details (if any) 

 Interest terms & conditions 

🔍 Audit Steps: 

 Compare loan register balances with financial statements. 

 Ensure all unsecured loans are properly authorized. 

 

📌 B. Review of Advances to Employees & Related Parties 



 Checklist for audit of various items of Financial Statement 

147 | P a g e  
 

✅ Verify compliance with Section 185 & 186 of the Companies Act regarding loans to 

directors. 

✅ Ensure employee advances are recovered as per repayment terms. 

🔍 Audit Steps: 

 Check board approvals & interest rates for related party loans. 

 Verify whether advances are actually used for business purposes. 

 

📌 C. Cut-off Testing for Year-End Adjustments 

✅ Ensure advances are recorded in the correct financial period. 

✅ Verify any adjustments made post-balance sheet date. 

🔍 Audit Steps: 

 Examine subsequent collections and payments. 

 Review adjustments for impairment or bad debts. 

 

📌 D. Impairment Testing & Provision for Doubtful Loans 

✅ Assess Expected Credit Loss (ECL) as per Ind AS 109. 

✅ Verify whether provisions are sufficient to cover potential loan defaults. 

🔍 Audit Steps: 

 Review provisioning methodology & historical default rates. 

 Obtain management representation on doubtful accounts. 

 

📌 E. Verification of Other Current Assets 

✅ Scrutinize advances to suppliers & prepaid expenses. 

✅ Ensure unbilled revenues are properly recognized. 

🔍 Audit Steps: 

 Compare prepaid expenses with supporting invoices. 
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 Verify whether advances to suppliers are adjusted against actual procurements. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Loan & Advance Management 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Loans-to-Total Assets Ratio – To assess exposure to credit risk. 

2️ ⃣ Provision Coverage Ratio – To check adequacy of impairment provisions. 

3️ ⃣ Debt Service Coverage Ratio (DSCR) – To evaluate the ability to repay loans. 

🔍 Purpose: 

 Identify excessive lending risks. 

 Detect under-provisioning of loan impairments. 

 

📌 B. Subsequent Collection Testing 

✅ Verify whether loans & advances are repaid after the balance sheet date. 

✅ Identify any long-outstanding balances requiring write-offs. 

🔍 Audit Steps: 

 Review bank receipts for loan repayments. 

 Cross-check advances with supplier & customer ledgers. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Loan register verification. 

✅ Cut-off testing results for year-end advances. 

✅ Provisioning for doubtful loans & ECL model validation. 

✅ Related party loan disclosures & compliance. 

📌 B. Reporting Under SA 700/705 
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✅ Unmodified Opinion: If loans & advances are fairly stated & disclosed correctly. 

✅ Qualified Opinion: If material misstatements exist in loan recoverability. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 109 & Schedule 

III. 

🔍 Example of Qualified Opinion (SA 705) on Loan Recoverability: 

"The company has not made an adequate provision for doubtful loans as per Ind AS 109. 

Consequently, loans and advances are overstated by ₹XX crores, and net profit is overstated 

by the same amount." 

 

🔹 5. Key Takeaways 

✅ Ensure loans & advances are properly classified & disclosed under Schedule III. 

✅ Verify Expected Credit Loss (ECL) model for provisioning per Ind AS 109. 

✅ Perform analytical reviews to detect misstatements & recoverability issues. 

✅ Auditor must report significant irregularities in loan classification & provisioning. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in Loans 

& Advances audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 18 

ChatGPT said: 

📌 Chapter 18: Audit Checklists for Provisions and Contingent Liabilities – Detailed 

Audit Approach 

Provisions and Contingent Liabilities are critical financial statement items requiring careful 

audit to ensure compliance with Ind AS 37 (Provisions, Contingent Liabilities, and 

Contingent Assets), Schedule III of the Companies Act, 2013, and ICAI Auditing 

Standards. The audit focuses on recognition, measurement, and disclosure of provisions 

and contingent liabilities to ensure financial statements reflect a true and fair view. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 37 – Recognition and Measurement of Provisions & Contingent Liabilities 

✅ Recognition of Provisions: 
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 A provision should be recognized when: 

o There is a present obligation due to a past event. 

o Probable outflow of economic resources is expected. 

o A reliable estimate of the obligation can be made. 

✅ Contingent Liabilities: 

 These are possible obligations that arise from past events but are not recognized 

because: 

o It is not probable that an outflow of resources will be required. 

o The amount cannot be reliably estimated. 

✅ Key Differences Between Provisions & Contingent Liabilities: 

Aspect Provisions Contingent Liabilities 

Recognition Recognized as a liability Only disclosed in financials 

Measurement Requires a reliable estimate No specific measurement 

Probability More likely than not (probable) Possible, but not probable 

🔍 Audit Focus Areas: 

 Ensure provisions are correctly recognized and measured. 

 Verify contingent liabilities are disclosed in compliance with Ind AS 37. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 

✅ Disclosure of Provisions and Contingent Liabilities: 

 Breakdown of provisions (e.g., warranty provisions, employee benefits, tax 

provisions). 

 Details of contingent liabilities including: 

o Claims against the company not acknowledged as debt. 

o Guarantees and other money for which the company is contingently 

liable. 

o Commitments related to contracts and investments. 

🔍 Audit Focus Areas: 

 Verify separate disclosures for provisions & contingent liabilities. 
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 Ensure proper classification in financial statements. 

 

🔹 2. Key Audit Procedures for Provisions & Contingent Liabilities 

📌 A. Verification of Provisions Ledger 

✅ Obtain provisions schedule with opening & closing balances. 

✅ Ensure provisions are supported by appropriate documentation (e.g., legal cases, tax 

assessments, employee benefits). 

🔍 Audit Steps: 

 Compare prior year provisions with actual payments to assess reasonableness. 

 Verify management’s assumptions used in estimating provisions. 

 

📌 B. Review of Contingent Liabilities & Legal Cases 

✅ Obtain a list of ongoing legal cases, tax disputes, and pending litigations. 

✅ Check lawyer confirmations and legal opinions for contingent liabilities. 

🔍 Audit Steps: 

 Ensure contingent liabilities are disclosed separately in financial statements. 

 Verify if any contingencies have become provisions due to a probable outflow. 

 

📌 C. Subsequent Event Testing (SA 560) 

✅ Review events after the balance sheet date to check if provisions/contingent liabilities 

need adjustments. 

✅ Verify any court rulings, tax assessments, or contract settlements. 

🔍 Audit Steps: 

 Examine bank payments & legal documents for post-balance sheet transactions. 

 Discuss with management to identify any material developments. 
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📌 D. Verification of Commitments & Guarantees 

✅ Review company’s contractual commitments & financial guarantees. 

✅ Ensure bank guarantees, letters of credit, and loan commitments are properly 

disclosed. 

🔍 Audit Steps: 

 Verify guarantee agreements and commitments schedules. 

 Check for undisclosed commitments that may affect financial stability. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Provisions & Liabilities 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Provision Coverage Ratio – To assess adequacy of provisions. 

2️ ⃣ Contingent Liabilities as % of Total Liabilities – To identify financial risks. 

3️ ⃣ Provision Utilization Rate – To check if past provisions were correctly estimated. 

🔍 Purpose: 

 Detect sudden increases in provisions that may indicate earnings management. 

 Identify undisclosed contingent liabilities that could impact solvency. 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Ensure provisions are recorded in the correct financial period. 

✅ Verify if any contingent liabilities should be reclassified as provisions. 

🔍 Audit Steps: 

 Examine board minutes, legal opinions, and tax assessments for year-end 

adjustments. 

 Match financial statement disclosures with supporting schedules. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 
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📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Provisions schedule with supporting calculations. 

✅ Contingent liability disclosures & management representations. 

✅ Legal confirmations & post-balance sheet review findings. 

✅ Board minutes & risk assessment reports. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If provisions & contingent liabilities are fairly stated & disclosed 

correctly. 

✅ Qualified Opinion: If misstatements exist in provision calculations or contingent 

liability disclosures. 

✅ Adverse Opinion: If provisions are not accounted for as per Ind AS 37 & Schedule 

III. 

🔍 Example of Qualified Opinion (SA 705) on Provision Misstatement: 

"The company has not recognized a provision for ongoing tax litigation amounting to ₹XX 

crores, despite a probable obligation existing as per Ind AS 37. Consequently, the financial 

statements do not present a true and fair view of the company’s financial position." 

 

🔹 5. Key Takeaways 

✅ Ensure provisions & contingent liabilities are correctly classified & disclosed under 

Schedule III. 

✅ Verify legal cases, tax disputes, and financial commitments for completeness. 

✅ Perform analytical reviews to detect misstatements. 

✅ Auditor must report material uncertainties and misstatements in provision estimates. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Provisions & Contingent Liabilities audits. Let me know if you need further 

clarifications!. 

You said: 

Please move to Chapter 19 

ChatGPT said: 
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📌 Chapter 19: Audit Checklists for Sale of Products and Rendering of Services – 

Detailed Audit Approach 

Revenue from sale of products and services is a key financial statement element and 

requires careful audit to ensure proper recognition, measurement, presentation, and 

disclosure. The audit must comply with Ind AS 115 (Revenue from Contracts with 

Customers), Schedule III of the Companies Act, 2013, and ICAI Auditing Standards 

(SA 240 & SA 530). 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 115 – Revenue Recognition for Sale of Goods & Services 

✅ Five-Step Model for Revenue Recognition: 

1️ ⃣ Identify the contract with a customer. 

2️ ⃣ Identify the performance obligations in the contract. 

3️ ⃣ Determine the transaction price (including variable consideration). 

4️ ⃣ Allocate the transaction price to performance obligations. 

5️ ⃣ Recognize revenue when (or as) performance obligations are satisfied. 

✅ Key Considerations: 

 Revenue is recognized when control transfers to the buyer, not just when risks and 

rewards are transferred. 

 Variable consideration (discounts, rebates, returns) must be estimated using the 

most probable amount. 

 For services, revenue is recognized over time if performance obligations are met 

progressively. 

🔍 Audit Focus Areas: 

 Ensure revenue is not overstated by recognizing sales before fulfilling obligations. 

 Check if contract modifications, rebates, or discounts are properly accounted for. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Revenue: 

 Sale of goods and services must be separately disclosed. 

 Revenue must be presented net of trade discounts, rebates, and taxes. 



 Checklist for audit of various items of Financial Statement 

155 | P a g e  
 

 Unbilled revenue must be classified separately. 

✅ Disclosure Requirements: 

 Revenue from each business segment must be clearly disclosed. 

 Deferred revenue must be classified as a liability. 

🔍 Audit Focus Areas: 

 Verify disaggregation of revenue in financial statements. 

 Ensure correct treatment of advances and unearned revenue. 

 

🔹 2. Key Audit Procedures for Revenue Recognition 

📌 A. Verification of Sales Transactions & Cut-off Testing 

✅ Review sales invoices, contracts, and shipping documents. 

✅ Ensure sales near the year-end are recorded in the correct period. 

🔍 Audit Steps: 

 Match invoices with dispatch records and customer receipts. 

 Check cut-off transactions to ensure revenue is not prematurely recognized. 

 

📌 B. External Confirmation of Revenue (SA 505) 

✅ Send confirmations to major customers to verify: 

 Amount & timing of sales transactions. 

 Outstanding receivables related to revenue. 

🔍 Audit Steps: 

 Track confirmation responses & follow up on discrepancies. 

 Perform alternative procedures if responses are not received. 

 

📌 C. Review of Contract Terms & Revenue Allocation 
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✅ Examine customer contracts to ensure: 

 Performance obligations are clearly identified. 

 Revenue allocation follows Ind AS 115’s five-step model. 

🔍 Audit Steps: 

 Verify how transaction price is allocated across different goods/services. 

 Check for penalty clauses, warranties, or discounts that impact revenue. 

 

📌 D. Reconciliation of Revenue with Financial Statements 

✅ Ensure revenue as per trial balance matches general ledger and financial statements. 

✅ Verify revenue disclosures align with Ind AS 115 & Schedule III. 

🔍 Audit Steps: 

 Reconcile total revenue with customer-wise invoices & collections. 

 Verify adjustments for returns, rebates, and credit notes. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Revenue Trends 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Revenue Growth Rate – Compare year-on-year sales growth. 

2️ ⃣ Accounts Receivable Turnover Ratio – To assess collection efficiency. 

3️ ⃣ Gross Margin Ratio – To detect possible revenue manipulation. 

🔍 Purpose: 

 Identify unusual fluctuations in revenue. 

 Detect overstatement of revenue through fictitious sales. 

 

📌 B. Subsequent Collection Testing 
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✅ Verify post-balance sheet receipts for outstanding sales. 

✅ Identify any large adjustments made after year-end. 

🔍 Audit Steps: 

 Review customer payments & bank records to confirm revenue realization. 

 Assess recoverability of large outstanding sales. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Revenue recognition policy & contract reviews. 

✅ External confirmations & cut-off testing results. 

✅ Sales-to-cash reconciliation. 

✅ Analytical review of revenue trends. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If revenue is fairly stated & disclosed correctly. 

✅ Qualified Opinion: If material misstatements exist in revenue recognition. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 115. 

🔍 Example of Qualified Opinion (SA 705) on Revenue Misstatement: 

"The company has recorded revenue for sales transactions before the transfer of control to 

customers, which is not in compliance with Ind AS 115. Consequently, revenue is overstated 

by ₹XX crores in the financial statements." 

 

🔹 5. Key Takeaways 

✅ Ensure revenue recognition complies with Ind AS 115 & Schedule III. 

✅ Perform cut-off testing & external confirmations for accuracy. 

✅ Review customer contracts for proper revenue allocation. 

✅ Auditor must report any irregularities or revenue overstatements. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Revenue Audits. Let me know if you need further clarifications!. 
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You said: 

Please move to Chapter 20 

ChatGPT said: 

📌 Chapter 20: Audit Checklists for Other Income – Detailed Audit Approach 

Other income consists of non-operating revenue sources such as interest income, dividend 

income, profit/loss on investments, and other miscellaneous earnings. The audit of other 

income ensures completeness, accuracy, occurrence, cut-off, and proper classification in 

compliance with Ind AS 109 (Financial Instruments), Ind AS 115 (Revenue Recognition), 

Schedule III of the Companies Act, 2013, and ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Other Income: 

 Interest Income (from deposits, loans, investments). 

 Dividend Income (from subsidiaries, joint ventures, mutual funds). 

 Profit/Loss on Sale of Investments or Fixed Assets. 

 Other Non-Operating Income (royalties, foreign exchange gains, recoveries, etc.). 

✅ Disclosure Requirements: 

 Breakdown of other income into different categories. 

 Ensure compliance with Ind AS 109 & Ind AS 115 for revenue recognition. 

🔍 Audit Focus Areas: 

 Ensure all income streams are correctly classified and disclosed. 

 Verify that interest and dividend income is recognized as per accrual basis. 

 

📌 B. Ind AS 109 – Financial Instruments (Interest & Dividend Income) 

✅ Recognition of Interest Income: 

 Interest should be recognized using the Effective Interest Rate (EIR) method. 

 Interest on non-performing assets should be recognized on cash basis. 
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✅ Recognition of Dividend Income: 

 Dividend is recognized only when the right to receive payment is established. 

🔍 Audit Focus Areas: 

 Verify EIR calculations for interest income. 

 Check that dividend income is recognized only when declared. 

 

📌 C. Ind AS 115 – Revenue Recognition for Other Income 

✅ Five-Step Model for Revenue Recognition: 

1️ ⃣ Identify the contract with a customer. 

2️ ⃣ Identify the performance obligations in the contract. 

3️ ⃣ Determine the transaction price. 

4️ ⃣ Allocate the transaction price to performance obligations. 

5️ ⃣ Recognize revenue when (or as) the entity satisfies a performance obligation. 

✅ Special Considerations for Other Income: 

 Royalties – Recognized on an accrual basis as per the agreement. 

 Foreign Exchange Gains – Ensure gains/losses are correctly classified as operating 

or non-operating. 

 Gains on Sale of Assets – Verify calculation and tax treatment. 

🔍 Audit Focus Areas: 

 Review contracts and agreements for other income sources. 

 Verify that revenue is not prematurely recognized. 

 

🔹 2. Key Audit Procedures for Other Income 

📌 A. Verification of Interest Income 

✅ Obtain fixed deposit certificates, loan agreements, and interest-bearing bonds. 

✅ Verify accrual of interest as per EIR method. 

✅ Ensure that interest on defaulted loans is accounted on a cash basis. 

🔍 Audit Steps: 
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 Recalculate interest income on a sample basis. 

 Compare interest receipts with bank statements. 

 

📌 B. Review of Dividend Income 

✅ Verify dividend warrants and corporate announcements. 

✅ Ensure correct recognition of dividends from subsidiaries, associates, and mutual 

funds. 

🔍 Audit Steps: 

 Check Form 26AS for TDS deducted on dividends. 

 Ensure dividends are recognized only when declared. 

 

📌 C. Verification of Profit/Loss on Sale of Investments & Fixed Assets 

✅ Obtain sale agreements, valuation reports, and tax calculations. 

✅ Ensure compliance with Ind AS 109 & AS 13 (Investment Accounting). 

🔍 Audit Steps: 

 Compare sale proceeds with market rates & investment ledgers. 

 Verify capital gains tax calculations. 

 

📌 D. Verification of Other Non-Operating Income 

✅ Review foreign exchange transactions for unrealized gains/losses. 

✅ Ensure that royalty income matches contractual terms. 

✅ Verify recovery of written-off assets and bad debts. 

🔍 Audit Steps: 

 Cross-check forex gains/losses with accounting records. 

 Verify royalty agreements for revenue recognition compliance. 
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🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Other Income 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Other Income as % of Total Revenue – To check dependency on non-operating 

income. 

2️ ⃣ Interest Income Yield – To verify correct EIR application. 

3️ ⃣ Dividend Income Trends – To detect irregularities in earnings from investments. 

🔍 Purpose: 

 Identify abnormal fluctuations in other income. 

 Detect possible misclassification of revenue items. 

 

📌 B. Cut-off Testing for Year-End Adjustments 

✅ Ensure transactions near the year-end are recorded in the correct period. 

✅ Verify post-year-end receipts for correct revenue recognition. 

🔍 Audit Steps: 

 Review bank transactions for interest and dividend receipts near year-end. 

 Verify that profit/loss on asset sales is accounted in the right period. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Interest income calculation using EIR method. 

✅ Supporting documents for dividend income. 

✅ Capital gains workings and tax adjustments. 

✅ Forex transactions & royalty income contracts. 

📌 B. Reporting Under SA 700/705 
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✅ Unmodified Opinion: If other income is accurately recorded & disclosed. 

✅ Qualified Opinion: If misstatements exist in revenue recognition. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 109 & Ind AS 115. 

🔍 Example of Qualified Opinion (SA 705) on Other Income Misstatement: 

"The company has not properly accounted for interest income using the Effective Interest 

Rate (EIR) method as per Ind AS 109, leading to an overstatement of revenue by ₹XX 

crores." 

 

🔹 5. Key Takeaways 

✅ Ensure other income is correctly classified & disclosed under Schedule III. 

✅ Verify interest & dividend income recognition per Ind AS 109. 

✅ Check revenue cut-offs & subsequent receipts for completeness. 

✅ Auditor must report material misstatements in non-operating revenue. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in Other 

Income audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 21 

ChatGPT said: 

📌 Chapter 21: Audit Checklists for Purchases – Detailed Audit Approach 

Purchases represent a significant portion of a company’s expenses and require detailed 

verification to ensure existence, accuracy, completeness, cut-off, and compliance with 

accounting standards. The audit ensures that purchase transactions are correctly 

recorded, classified, and comply with Ind AS 2 (Inventories), Ind AS 115 (Revenue 

Recognition in the Context of Discounts & Rebates), and Schedule III of the Companies 

Act, 2013. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Companies Act, 2013 – Schedule III Requirements 

✅ Classification of Purchases in Financial Statements 
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 Raw Materials Consumed. 

 Purchases of Stock-in-Trade. 

 Stores, Spares & Consumables. 

✅ Disclosure Requirements: 

 Breakup of material purchases (domestic vs. imported). 

 Disclosure of related party transactions in purchases. 

 Purchase return policy & impact on inventory valuation. 

🔍 Audit Focus Areas: 

 Ensure correct classification of purchases. 

 Verify supplier transactions & ensure proper disclosure. 

 

📌 B. Ind AS 2 – Recognition & Measurement of Purchase Transactions 

✅ Recognition of Purchase Costs 

 Basic Purchase Price. 

 Taxes (excluding recoverable GST & VAT). 

 Freight, Customs, and Other Direct Costs. 

 Trade Discounts & Rebates should be deducted from purchase cost. 

✅ Inventory Valuation & Purchase Cost Inclusion 

 Purchase cost must be allocated to inventory or expense based on usage. 

 Abnormal costs (like storage losses) must be expensed immediately. 

🔍 Audit Focus Areas: 

 Ensure purchases match inventory valuation principles. 

 Verify if rebates & discounts are properly adjusted. 

 

📌 C. GST & TDS Compliance in Purchases 

✅ GST Compliance Checks: 

 Verify input tax credit reconciliation with GST returns. 

 Ensure that GST is applied correctly on purchases. 
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✅ TDS on Purchases: 

 Section 194Q (TDS on Purchase of Goods) – Ensure TDS compliance where 

applicable. 

🔍 Audit Focus Areas: 

 Verify GST & TDS reconciliation with financial records. 

 Identify mismatches in GST credits due to vendor non-compliance. 

 

🔹 2. Key Audit Procedures for Purchases 

📌 A. Verification of Purchase Invoices & Supporting Documents 

✅ Obtain & verify the purchase register. 

✅ Ensure each purchase is supported by an invoice, purchase order (PO), and goods 

receipt note (GRN). 

🔍 Audit Steps: 

 Match supplier invoices with POs and GRNs. 

 Check for duplicate invoices to detect fraud or errors. 

 

📌 B. External Confirmation of Supplier Balances (SA 505) 

✅ Send balance confirmation requests to major suppliers. 

✅ Follow up on non-responses with alternative audit procedures. 

🔍 Audit Steps: 

 Compare supplier confirmations with purchase ledger balances. 

 Verify long-outstanding payables to identify unrecorded purchase transactions. 

 

📌 C. Cut-off Testing for Year-End Purchases 

✅ Verify that purchases near the balance sheet date are recorded in the correct period. 

✅ Ensure no backdated or prematurely recorded invoices. 
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🔍 Audit Steps: 

 Review GRNs for purchases just before & after year-end. 

 Ensure supplier invoices match purchase transactions for the correct period. 

 

📌 D. Review of Trade Discounts, Rebates & Purchase Returns 

✅ Verify if trade discounts & volume rebates are correctly accounted. 

✅ Ensure that purchase returns are adjusted against purchase accounts & inventory. 

🔍 Audit Steps: 

 Check supplier agreements for discount terms. 

 Verify adjustment of purchase returns against supplier balances. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Purchase Trends 

📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Purchases to Sales Ratio – To assess procurement efficiency. 

2️ ⃣ Inventory Turnover Ratio – To check inventory movement. 

3️ ⃣ Gross Profit Margin Trends – To detect purchase misstatements. 

🔍 Purpose: 

 Identify unusual fluctuations in purchase amounts. 

 Detect possible fictitious purchase transactions. 

 

📌 B. Subsequent Payment Testing 

✅ Verify post-year-end payments to confirm liability existence. 

✅ Identify long-outstanding supplier balances requiring write-offs. 

🔍 Audit Steps: 

 Review bank payments for major outstanding purchases. 
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 Assess recoverability of disputed purchase liabilities. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Purchase register & supplier confirmations. 

✅ Cut-off testing results for year-end purchases. 

✅ GST & TDS reconciliation reports. 

✅ Supplier agreements for discounts & rebates. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If purchases are fairly stated & disclosed correctly. 

✅ Qualified Opinion: If significant misstatements exist in purchases. 

✅ Adverse Opinion: If financial statements fail to comply with Ind AS 2 & Schedule III. 

🔍 Example of Qualified Opinion (SA 705) on Purchases Misstatement: 

"The company has not recorded a trade discount of ₹XX crores on bulk purchases, resulting 

in an overstatement of purchase expenses and understatement of profit. Consequently, the 

financial statements do not present a true and fair view." 

 

🔹 5. Key Takeaways 

✅ Ensure purchases are correctly classified & disclosed under Schedule III. 

✅ Verify supplier confirmations & conduct cut-off testing for year-end purchases. 

✅ Review trade discounts, rebates, & purchase returns for correct adjustments. 

✅ Auditor must report any material misstatements or irregularities in purchases. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Purchase Audits. Let me know if you need further clarifications!. 

You said: 

Please move to Chapter 22 

ChatGPT said: 
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I have retrieved the relevant details for Chapter 22: Audit Checklists for Employee 

Benefits Expenses. Below is the detailed audit approach: 

 

📌 Chapter 22: Audit Checklists for Employee Benefits Expenses – Detailed Audit 

Approach 

Employee benefits expenses represent salaries, wages, bonuses, gratuity, leave 

encashment, provident fund (PF), and other benefits. The audit of employee benefits 

ensures proper accounting, compliance with labor laws, and accurate disclosures as per 

Ind AS 19 (Employee Benefits), Companies Act, 2013, and ICAI auditing standards. 

 

🔹 1. Legal and Regulatory Framework 

📌 A. Ind AS 19 – Accounting for Employee Benefits 

✅ Types of Employee Benefits: 

 Short-Term Benefits: Wages, salaries, bonuses, medical benefits. 

 Post-Employment Benefits: Gratuity, pension, provident fund. 

 Other Long-Term Benefits: Leave encashment, deferred compensation. 

✅ Valuation of Defined Benefit Plans: 

 Actuarial valuation required for gratuity, leave encashment, pension plans. 

 Projected Unit Credit Method (PUCM) to be used for actuarial estimates. 

✅ Recognition and Measurement: 

 Expenses must be recorded on accrual basis. 

 Defined contribution plans (e.g., PF) should be expensed when due. 

🔍 Audit Focus Areas: 

 Ensure proper actuarial valuation & liability recognition. 

 Verify accounting treatment of defined contribution & defined benefit plans. 

 

📌 B. Companies Act, 2013 – Schedule III Requirements 
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✅ Disclosure of Employee Benefits in Financial Statements 

 Employee costs must be separately disclosed under Statement of Profit & Loss. 

 Gratuity & leave encashment liabilities must be shown under provisions. 

✅ Regulatory Compliance Checks 

 Payment of Wages Act, 1936 – Ensure salaries are paid on time. 

 Minimum Wages Act, 1948 – Verify compliance with state wage laws. 

 Payment of Bonus Act, 1965 – Verify bonus payments to eligible employees. 

 Employees’ Provident Fund Act, 1952 – Ensure timely PF deposits. 

🔍 Audit Focus Areas: 

 Verify compliance with labor laws and statutory deductions. 

 Ensure correct disclosure of provisions for employee benefits. 

 

🔹 2. Key Audit Procedures for Employee Benefits Expenses 

📌 A. Verification of Salary & Wages Payments 

✅ Obtain and review payroll registers & salary sheets. 

✅ Ensure salary reconciles with expense ledgers & bank transfers. 

🔍 Audit Steps: 

 Match salary register with employee master records. 

 Verify that bank payments match payroll transactions. 

 

📌 B. Provident Fund & Other Statutory Deductions Testing 

✅ Check timely payment of Provident Fund (PF), ESI, and Professional Tax. 

✅ Verify compliance with PF Act & ESI Act for employee deductions. 

🔍 Audit Steps: 

 Review PF challans & payment receipts. 

 Ensure PF deductions match payroll calculations. 
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📌 C. Gratuity & Leave Encashment Provision Review 

✅ Obtain actuarial valuation report for gratuity & leave encashment. 

✅ Verify that provisions are correctly recorded in books. 

🔍 Audit Steps: 

 Check assumptions used in actuarial reports (discount rate, attrition rate). 

 Ensure provisions are updated annually. 

 

📌 D. Bonus & Incentives Testing 

✅ Verify eligibility of employees for bonus payments. 

✅ Ensure correct bonus rates as per Payment of Bonus Act. 

🔍 Audit Steps: 

 Review bonus approval records & Board resolutions. 

 Match bonus expenses with payroll records. 

 

📌 E. Employee Benefit Disclosures in Financial Statements 

✅ Ensure disclosures include: 

 Breakdown of employee costs in the Profit & Loss Statement. 

 Actuarial assumptions used for gratuity & pension liabilities. 

 Amount of contributions made to PF, ESI, and Superannuation Fund. 

🔍 Audit Steps: 

 Verify disclosure consistency with actuarial reports & ledger balances. 

 Check if all employee benefits-related liabilities are fully disclosed. 

 

🔹 3. Analytical Procedures & Substantive Testing 

📌 A. Ratio Analysis for Employee Cost Review 
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📊 Key Ratios Auditors Must Analyze: 

1️ ⃣ Employee Cost as % of Revenue – To assess efficiency. 

2️ ⃣ Provident Fund Contribution as % of Salary – To check compliance. 

3️ ⃣ Average Employee Cost per Head – To detect anomalies. 

🔍 Purpose: 

 Identify abnormal increases in employee costs. 

 Detect errors in payroll calculations. 

 

📌 B. Review of Unusual Transactions & Ghost Employees 

✅ Identify duplicate or non-existent employees in payroll. 

✅ Verify for excessive overtime payments. 

🔍 Audit Steps: 

 Match payroll list with HR employee records. 

 Scrutinize salary payments to terminated/resigned employees. 

 

🔹 4. Audit Documentation & Reporting (SA 230 & SA 700) 

📌 A. Key Audit Working Papers 

📂 Auditors Must Document: 

✅ Payroll & salary reconciliation. 

✅ PF, ESI, and gratuity payment records. 

✅ Actuarial valuation reports for employee benefits. 

✅ Bonus calculation workings & approval documents. 

📌 B. Reporting Under SA 700/705 

✅ Unmodified Opinion: If employee benefits are fairly stated & disclosed. 

✅ Qualified Opinion: If there are errors in provisions for employee liabilities. 

✅ Adverse Opinion: If company fails to comply with Ind AS 19 or labor laws. 

🔍 Example of Qualified Opinion (SA 705) on Employee Benefits Misstatement: 

"The company has not provided actuarial valuation for its gratuity and leave encashment 
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liabilities, leading to an understatement of provisions by ₹XX crores in the financial 

statements." 

 

🔹 5. Key Takeaways 

✅ Ensure compliance with Ind AS 19 & Schedule III for employee benefit disclosures. 

✅ Verify timely payment of PF, gratuity, and bonus provisions. 

✅ Perform analytical reviews to detect errors in payroll & benefits expenses. 

✅ Auditor must report material misstatements in employee cost provisions. 

🚀 This detailed audit checklist ensures transparency & regulatory compliance in 

Employee Benefits audits. Let me know if you need further clarifications!. 

Please now discuss Chapter 22 

Chapter 22: Audit Checklists for Employee Benefits Expenses 

Background 

Employee benefits expenses include all compensation paid to employees, such as salaries, 

wages, bonuses, provident fund contributions, gratuity, and leave encashment. These are 

classified into: 

1. Short-term benefits – Salaries, wages, paid leave, incentives, and allowances. 

2. Post-employment benefits – Provident Fund, Pension, Gratuity, etc. 

3. Other long-term benefits – Leave encashment, long-service awards. 

4. Termination benefits – Severance packages, voluntary retirement schemes. 

Audit Checklist for Employee Benefits 

The following procedures should be performed during the audit: 

1. Verification of Payroll Records 

 Obtain the list of employees on payroll as of the balance sheet date. 

 Verify employee salaries against appointment letters and employment contracts. 

 Check whether payroll processing is done through a system or manually. 

 Verify whether salary payments match bank transfers. 

2. Bonus, Leave Encashment, and Overtime 

 Verify if bonus payments comply with company policies and statutory requirements. 
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 Check provisions for leave encashment. 

 Validate overtime payments with time records and approval documents. 

3. Provident Fund & Statutory Deductions 

 Verify timely contributions to Provident Fund, Employee State Insurance (ESI), and 

Professional Tax. 

 Ensure reconciliations of PF/ESI returns with salary records. 

 Obtain PF and ESI challans and cross-check with bank payments. 

4. Gratuity and Retirement Benefits 

 Obtain actuarial valuation reports for gratuity and leave encashment provisions. 

 Check assumptions used in actuarial valuations for consistency. 

 Verify the reconciliation of gratuity provisions with the financial statements. 

5. Full & Final Settlements 

 Verify settlements of resigned or retired employees. 

 Ensure compliance with company policy and labor laws. 

 Cross-check settlement payments with bank records. 

6. Identification of Ghost Employees 

 Send employee confirmations on a sample basis. 

 Verify employee attendance records against payroll data. 

 Check employee background records for possible fraud risks. 

7. Compliance with Accounting Standards 

 Ensure compliance with AS 15 (Employee Benefits) or Ind AS 19. 

 Verify that necessary disclosures have been made in the financial statements. 

 Review if any liabilities have been understated or expenses deferred. 

8. Review of Reimbursements & Allowances 

 Validate reimbursement claims for accuracy and authenticity. 

 Cross-check expense reports with supporting invoices and approvals. 

 Ensure compliance with company policy and tax regulations. 

Observations & Conclusion 

After performing these procedures, auditors conclude whether: 

 Employee benefits expenses are properly accounted for. 
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 All statutory deductions are accurately calculated and paid. 

 There are any fraudulent payroll transactions. 

 The company’s financial statements reflect a true and fair view of employee-related 

expenses. 

This checklist ensures that the employee benefits expenses are audited thoroughly, helping 

mitigate risks related to misstatements, fraud, or non-compliance. 

You said: 

Please elaborate under the following aspects: 1. Legal and Regulatory Framework a. 

Companies Act, 2013 – Schedule III Requirements b. Ind AS – Recognition & Measurement 

of the related Transactions c. GST & TDS Compliance in the transaction 2. Key Audit 

Procedures a. Verification of Invoices & Supporting Documents b. External Confirmation of 

Balances (SA 505) c. Cut-off Testing for Year-End transactions d. Review of Trade 

Discounts, Rebates & Returns 3. Analytical Procedures & Substantive Testing a. Ratio 

Analysis b. Subsequent Payment Testing 4. Audit Documentation & Reporting (SA 230 & 

SA 700) a. Key Audit Working Papers b. Reporting Under SA 700/705 5. Key Takeaways  

ChatGPT said: 

Elaborated Discussion on Chapter 22: Audit Checklists for Employee Benefits Expenses 

 

1. Legal and Regulatory Framework 

Employee benefits expenses are governed by various laws and accounting standards. Key 

aspects include: 

a. Companies Act, 2013 – Schedule III Requirements 

 As per Schedule III of the Companies Act, 2013, employee benefits expenses must 

be disclosed separately in the financial statements under "Employee Benefits 

Expenses." 

 The breakdown includes: 

o Salaries and wages 

o Contributions to provident and other funds 

o Gratuity expenses 

o Staff welfare expenses 

 Proper classification between short-term and long-term employee benefits is required. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 19 (Employee Benefits) provides guidance on the recognition, measurement, 

and disclosure of employee benefits. 
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 Short-term benefits (salaries, bonuses) are recognized when incurred. 

 Post-employment benefits (pension, gratuity) require actuarial valuation and 

recognition of liabilities. 

 Defined benefit plans (gratuity, pension) require actuarial assumptions such as 

discount rates, salary escalation, and attrition rates. 

c. GST & TDS Compliance in Transactions 

 GST Applicability: Certain reimbursements (e.g., employee insurance paid by the 

company) may attract GST. 

 TDS Deduction: 

o Salary Payments: TDS deducted under Section 192 of the Income Tax Act, 

1961. 

o Professional Fees (Consultants, Contractual Employees): TDS deducted 

under Section 194J (fees for professional services). 

o Provident Fund & Other Contributions: Must be deposited within the due 

date to avoid penalties. 

 

2. Key Audit Procedures 

During an audit of employee benefits expenses, the following key procedures should be 

performed: 

a. Verification of Invoices & Supporting Documents 

 Obtain salary sheets and cross-check them with employee contracts. 

 Verify invoices related to staff welfare, medical insurance, and employee 

reimbursements. 

 Ensure payroll reconciles with expense records. 

b. External Confirmation of Balances (SA 505) 

 Send confirmation requests to banks for provident fund and gratuity trust balances. 

 Obtain confirmations from insurers for group insurance policies. 

 Verify outstanding salary payables with employee confirmations. 

c. Cut-off Testing for Year-End Transactions 

 Check payroll expenses recorded at year-end to confirm they pertain to the correct 

period. 

 Verify whether salary accruals are reversed correctly in the next period. 

d. Review of Trade Discounts, Rebates & Returns 
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 Review any employee-related expense reimbursements to ensure no unauthorized 

discounts or benefits have been given. 

 Check for returns or recoveries from employees related to incorrect payroll payments. 

 

3. Analytical Procedures & Substantive Testing 

Analytical procedures help identify anomalies or unusual trends in employee expenses. 

a. Ratio Analysis 

 Compare Employee Cost to Revenue Ratio over multiple years. 

 Analyze Average Cost per Employee to detect unusual fluctuations. 

 Compare Statutory Contribution Ratios (PF, ESI, Gratuity) against industry norms. 

b. Subsequent Payment Testing 

 Verify whether statutory dues (PF, ESI, TDS) have been paid on time in the 

subsequent period. 

 Check salary payments against bank statements to confirm disbursement. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

Proper documentation ensures compliance with auditing standards. 

a. Key Audit Working Papers 

 Payroll reconciliations with statutory filings (PF, ESI, TDS). 

 Actuarial valuation reports for post-employment benefits. 

 List of sample invoices and supporting documentation verified. 

b. Reporting Under SA 700/705 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): Ensure 

proper disclosures of employee benefit expenses. 

 SA 705 (Modifications to the Opinion in the Independent Auditor’s Report): If 

there are material misstatements or non-compliance issues, report them accordingly. 

 

5. Key Takeaways 
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 Compliance Check: Ensure adherence to the Companies Act, Ind AS 19, and tax 

regulations. 

 Fraud Risk Mitigation: Identify ghost employees and duplicate salary payments. 

 Documentation & Reporting: Maintain audit trail for payroll, statutory 

contributions, and actuarial valuations. 

 Analytical Review: Compare employee costs across periods to detect irregularities. 

By following these procedures, the audit of employee benefits expenses ensures accuracy, 

compliance, and fraud prevention. 

You said: 

Please move to Chapter 23 

ChatGPT said: 

Chapter 23: Audit Checklists for Depreciation and Amortisation 

 

1. Legal and Regulatory Framework 

Depreciation and amortization are governed by various laws and accounting standards. Key 

regulatory aspects include: 

a. Companies Act, 2013 – Schedule III Requirements 

 Schedule III of the Companies Act, 2013 mandates that companies disclose: 

o Depreciation expense under "Other Expenses" in the Statement of Profit & 

Loss. 

o Accumulated depreciation in the Balance Sheet under Fixed Assets. 

o Changes in depreciation policies must be disclosed with their financial impact. 

 The depreciation rates prescribed in Schedule II should be followed unless the 

company adopts a different method based on useful life assessment. 

b. Ind AS – Recognition & Measurement 

 Ind AS 16 (Property, Plant & Equipment) governs depreciation for tangible assets. 

 Ind AS 38 (Intangible Assets) covers amortization for intangible assets. 

 Depreciation/amortization should be recognized: 

o Based on the useful life of the asset. 

o Using methods such as Straight-Line Method (SLM) or Written Down 

Value (WDV). 

o Considering residual value and impairment assessments. 

c. GST & TDS Compliance 
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 GST Impact: If capital goods (fixed assets) are used for taxable supplies, GST input 

credit can be claimed. 

 TDS on Depreciable Assets Sale: TDS may apply under Section 194Q if purchased 

from a resident with value exceeding ₹50 lakh. 

 

2. Key Audit Procedures 

Auditors must perform the following procedures to verify depreciation and amortization: 

a. Verification of Invoices & Supporting Documents 

 Obtain invoices, purchase orders, and asset registers. 

 Verify whether the date of purchase aligns with depreciation start. 

 Ensure capitalized costs include only directly attributable expenses. 

b. External Confirmation of Balances (SA 505) 

 Obtain confirmations for: 

o Leasehold property amortization from lessors. 

o Insurance values of assets. 

o Assets held under lien with banks. 

c. Cut-off Testing for Year-End Transactions 

 Ensure capitalization and depreciation start when the asset is ready for use. 

 Verify transactions near the year-end to check for pre-mature recognition or 

deferral. 

d. Review of Trade Discounts, Rebates & Returns 

 Validate adjustments in asset costs due to rebates or trade discounts. 

 Ensure appropriate disclosure of assets returned or exchanged. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Depreciation to Fixed Assets Ratio: Consistency over periods. 

 Net Book Value to Gross Asset Value: Detects anomalies in asset valuation. 

 Depreciation Expense Trend Analysis: Identifies errors or policy changes. 
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b. Subsequent Payment Testing 

 Verify payments for capital expenditures made in the subsequent period. 

 Confirm tax deductions or GST input credits availed. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Fixed asset register reconciliation. 

 Justification for the chosen depreciation method & rates. 

 Supporting documents for any change in accounting policy. 

b. Reporting Under SA 700/705 

 SA 700: If depreciation is properly accounted, issue an unmodified report. 

 SA 705: If material misstatements exist (e.g., incorrect rates, impairment 

miscalculations), issue a modified report. 

 

5. Key Takeaways 

 Ensure compliance with Companies Act, Ind AS, and tax laws. 

 Verify depreciation consistency over periods. 

 Check for undisclosed impairments or misstatements. 

 Maintain proper documentation to support audit conclusions. 

You said: 

Please move to Chapter 24 

ChatGPT said: 

Chapter 24: Audit Checklists for Other Expenses (Power & Fuel, Rent, Repairs, 

Insurance, Travel, Legal & Professional, Miscellaneous Expenses) 

 

1. Legal and Regulatory Framework 

Other expenses, such as power and fuel, rent, repairs, and professional fees, are subject to 

compliance with accounting standards, tax laws, and corporate regulations. 

a. Companies Act, 2013 – Schedule III Requirements 
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 Disclosure Requirement: 

o Other expenses must be disclosed in the Statement of Profit & Loss under 

"Other Expenses." 

o Significant expenses (e.g., rent, professional fees) should be separately 

disclosed if material. 

o Corporate Social Responsibility (CSR) expenses must be reported under 

Schedule III. 

 Internal Control Requirements: 

o Companies should maintain proper documentation for expense approvals. 

o Related party transactions must comply with Section 188 of the Companies 

Act, 2013. 

b. Ind AS – Recognition & Measurement 

 Ind AS 116 (Leases): 

o Rent payments may need to be classified as lease liabilities for lessees. 

o Short-term and low-value leases can be directly expensed. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): 

o Provisions for legal expenses and warranties should be recognized if there is a 

present obligation. 

 Ind AS 38 (Intangible Assets): 

o Amortization of intangible assets, such as software licenses, must follow the 

useful life approach. 

c. GST & TDS Compliance 

 GST Applicability: 

o Rent payments on commercial properties attract 18% GST. 

o Legal & professional fees are taxable under GST at 18%. 

o Insurance premiums (except life & health insurance for employees) attract 

GST at 18%. 

 TDS Deduction: 

o Rent: TDS under Section 194I (10% for buildings, 2% for plant & 

machinery). 

o Professional Fees: TDS under Section 194J (10% on legal & professional 

services). 

o Contractor Payments: TDS under Section 194C (1% for individuals, 2% for 

companies). 

 

2. Key Audit Procedures 

Auditors should follow a detailed checklist while auditing these expenses. 
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a. Verification of Invoices & Supporting Documents 

 Obtain expense schedules with vendor-wise breakup. 

 Verify rental agreements, insurance policies, repair invoices, and travel bills. 

 Cross-check legal & professional fees with engagement letters. 

b. External Confirmation of Balances (SA 505) 

 Obtain confirmation for legal cases from law firms. 

 Verify outstanding rent liabilities with landlords. 

 Confirm advance payments for insurance & maintenance contracts. 

c. Cut-off Testing for Year-End Transactions 

 Ensure expenses are recorded in the correct accounting period. 

 Verify deferred expenses (e.g., annual insurance) for correct allocation. 

 Check if any post-year-end transactions relate to the current period. 

d. Review of Trade Discounts, Rebates & Returns 

 Review adjustments made for volume-based discounts on fuel, rent, and legal 

expenses. 

 Verify returns or reimbursements on insurance premiums. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Rent-to-Revenue Ratio: Identify unusual variances. 

 Legal & Professional Fees Trend Analysis: Compare with prior years to detect 

irregularities. 

 Power & Fuel Consumption: Analyze usage per unit of production. 

b. Subsequent Payment Testing 

 Verify rent, insurance, and legal payments made in the next financial year. 

 Ensure TDS & GST have been correctly deducted and deposited. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 
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 Copies of rent agreements, insurance policies, legal fee schedules. 

 Ledger extracts of miscellaneous expenses with justifications. 

 GST & TDS reconciliations for major expenses. 

b. Reporting Under SA 700/705 

 SA 700: Issue an unmodified opinion if expenses are fairly stated. 

 SA 705: Issue a modified report if expenses are misstated or non-compliant. 

 

5. Key Takeaways 

 Verify expenses through invoices & agreements. 

 Check for compliance with GST & TDS. 

 Ensure accurate year-end cut-offs & provisions. 

 Use analytical procedures to detect anomalies. 

By following these procedures, auditors can ensure accuracy, completeness, and 

compliance for other operating expenses. 

You said: 

Please move to Chapter 25 

ChatGPT said: 

Chapter 25: Audit Checklists for Taxes on Income and Minimum Alternative Tax 

(MAT) 

 

1. Legal and Regulatory Framework 

The taxation of income, including Minimum Alternative Tax (MAT), is governed by various 

regulations under the Income Tax Act, 1961, and the Companies Act, 2013. 

a. Companies Act, 2013 – Schedule III Requirements 

 Disclosure of Tax Expenses: 

o Current Tax and Deferred Tax must be shown separately in the Profit & 

Loss statement. 

o MAT Liability must be disclosed as part of current tax. 

o Deferred Tax Assets (DTA) or Liabilities (DTL) must be presented in the 

Balance Sheet. 

 Additional Disclosures: 
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o Excess/short tax provision adjustments from prior years. 

o Tax impacts of extraordinary and exceptional items. 

b. Ind AS – Recognition & Measurement 

 Ind AS 12 (Income Taxes): 

o Recognizes current tax liability based on taxable profit. 

o Deferred tax is recognized for temporary differences between book income 

and taxable income. 

o MAT credit entitlement is treated as a deferred tax asset if it is probable that 

future taxable profits will be available. 

c. MAT & Other Tax Compliance 

 Minimum Alternative Tax (MAT) (Section 115JB): 

o Companies with book profits but no taxable income under normal provisions 

must pay 15% of book profits as MAT (plus surcharge & cess). 

o MAT Credit Entitlement: Excess MAT paid can be carried forward for 15 

years. 

 Advance Tax & TDS Compliance: 

o Ensure timely deposit of advance tax to avoid interest under Sections 234B & 

234C. 

o TDS Reconciliations (Form 26AS) must match expense bookings. 

 

2. Key Audit Procedures 

a. Verification of Tax Computation & Returns 

 Review income tax returns (ITR) and computation of tax liabilities. 

 Cross-check taxable income calculations with financial statements. 

 Verify MAT calculations and MAT credit balances. 

b. External Confirmation of Balances (SA 505) 

 Obtain tax assessment orders and demand notices (if any). 

 Reconcile TDS receivables with Form 26AS. 

 Confirm status of pending tax litigations. 

c. Cut-off Testing for Year-End Transactions 

 Verify advance tax payments and TDS deposits made near year-end. 

 Check for adjustments related to deferred tax assets/liabilities. 
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d. Review of Prior Year Adjustments 

 Verify disclosures related to: 

o Excess/short tax provisions from previous years. 

o Tax impact of prior period adjustments. 

o Revisions in tax rates affecting deferred tax computations. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Effective Tax Rate (ETR) Analysis: Compare ETR with statutory tax rates. 

 Deferred Tax Trends: Analyze changes in DTA/DTL over time. 

b. Subsequent Payment Testing 

 Verify post-year-end tax payments to ensure correct classification. 

 Reconcile advance tax paid with final tax liability. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Tax computations and reconciliations with Form 26AS. 

 Breakdown of current tax, deferred tax, and MAT in financial statements. 

 Details of tax litigations and contingencies. 

b. Reporting Under SA 700/705 

 SA 700 (Unmodified Opinion): If tax-related disclosures are complete and accurate. 

 SA 705 (Modified Opinion): If material misstatements or tax non-compliance exist. 

 

5. Key Takeaways 

 Ensure correct tax computation & disclosures in line with Ind AS & Companies 

Act. 

 Verify MAT applicability and MAT credit entitlement. 

 Review deferred tax accounting for accuracy. 

 Maintain proper audit documentation for tax liabilities & litigations. 
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By following these audit procedures, auditors can ensure accurate tax reporting and 

compliance. 

You said: 

Please elaborate Chapter 5: Audit Trail and Other Matters to be reported by Auditors under 

the Companies Act, 2013 

ChatGPT said: 

Chapter 5: Audit Trail and Other Matters to be Reported by Auditors under the 

Companies Act, 2013 

 

1. Audit Trail – Legal and Regulatory Framework 

The concept of Audit Trail (Edit Log) has gained significance under the Companies (Audit 

and Auditors) Rules, 2014, specifically Rule 11(g), which mandates auditors to report on 

the functionality and integrity of an entity’s audit trail. 

a. Companies Act, 2013 & Rule 11(g) Compliance 

 As per Section 128(1) of the Companies Act, 2013, companies must maintain books 

of account in electronic mode and ensure compliance with Rule 3 of the Companies 

(Accounts) Rules, 2014. 

 Rule 11(g) of the Companies (Audit and Auditors) Rules, 2014 (effective April 1, 

2023) requires auditors to report whether: 

o The company used accounting software with an audit trail feature. 

o The audit trail feature was enabled throughout the financial year. 

o The audit trail was preserved as per statutory record retention 

requirements. 

o There was no tampering with the audit trail. 

Failure to comply with these requirements will result in adverse reporting by the auditors. 

b. Reporting Requirements in Audit Reports 

Auditors must report on: 

 Whether the audit trail function operated throughout the year for all recorded 

transactions. 

 Any instances where the audit trail was disabled or tampered with. 

 If audit trail requirements were not met, auditors must modify their audit opinion. 

Illustrative reporting examples include: 
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1. Unmodified Opinion: If the audit trail was maintained properly. 

2. Modified Opinion: If the software did not have an audit trail feature or it was 

disabled during the year. 

 

2. Key Audit Procedures for Audit Trail 

To comply with SA 250 (Laws and Regulations in an Audit of Financial Statements), 

auditors should conduct: 

a. IT System Review 

 Identify accounting software used by the company. 

 Verify that the audit trail feature is always enabled. 

 Check whether system access controls are in place to prevent unauthorized 

modifications. 

b. Testing of Transactions 

 Select sample transactions and verify if an edit log exists for each modification. 

 Confirm if the audit trail records when and who made changes. 

c. Audit Evidence Collection 

 Obtain a management representation letter confirming that the audit trail was 

enabled and not tampered with. 

 Review backup policies for audit trail data retention. 

d. Non-Compliance Scenarios 

If a company fails to meet audit trail requirements, auditors should: 

 Discuss findings with management and seek explanations. 

 Issue a qualified/adverse opinion in the audit report. 

 Consider implications under SA 705 (Modifications to the Opinion in the 

Independent Auditor’s Report). 

 

3. Other Matters to be Reported by Auditors under the Companies Act, 2013 

Under Section 143(3) of the Companies Act, 2013, auditors are required to report on various 

matters beyond financial statements. 
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a. Maintenance of Proper Books of Account 

 Verify if the company has kept proper books of account as required by law. 

 Report whether returns from branches not visited by the auditor were adequate. 

b. Internal Financial Controls (IFC) Reporting 

 Check whether the company has adequate internal financial controls over financial 

reporting. 

 Evaluate operating effectiveness of these controls. 

c. Fraud Reporting (Section 143(12)) 

 If the auditor suspects fraud of ₹1 crore or more, it must be reported to the Central 

Government via Form ADT-4. 

 If fraud is below this threshold, it must still be reported to the Board or Audit 

Committee. 

d. Compliance with Other Laws & Regulations 

 Verify tax compliance (GST, TDS, corporate taxes). 

 Review compliance with SEBI regulations for listed entities. 

 

4. Key Audit Documentation & Reporting Standards 

a. Key Audit Working Papers 

 Documentation of audit trail verification procedures. 

 Copies of management representations on compliance. 

 Screenshots or logs confirming audit trail functionality. 

b. Reporting Under SA 700 & SA 705 

 Unmodified Opinion if all matters are in compliance. 

 Qualified/Adverse Opinion if audit trail or other compliance issues are found. 

 

5. Key Takeaways 

 Audit Trail Compliance is Mandatory: Companies must ensure that audit trails 

remain enabled throughout the year. 
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 IT & System Controls are Crucial: Auditors should evaluate security controls over 

accounting software. 

 Non-Compliance Leads to Modified Audit Reports: If audit trails are disabled, 

auditors may need to issue a qualified or adverse opinion. 

 Fraud & Legal Compliance Must Be Reported: Any suspected fraud, tax non-

compliance, or improper accounting practices must be reported. 

By implementing these audit procedures, auditors ensure compliance with the Companies 

Act, 2013, Ind AS, and ICAI Auditing Standards. 

You said: 

Please provide a summary of all the Chapters that we discussed from Chapter 1 to Chapter 5 

on Appointment of Auditors and Chapters 6 to 25 on Audit of Items of Financial Statements 

– Ready Reckoner 

ChatGPT said: 

Summary of Chapters 1 to 5 on Appointment of Auditors and Chapters 6 to 25 on Audit 

of Items of Financial Statements – Ready Reckoner 

 

Chapters 1 to 5: Appointment of Auditors and Other Matters 

Chapter 1: Appointment of Auditors 

 Regulatory Requirements: 

o Governed by Section 139 to 148 of the Companies Act, 2013. 

o ADT-1 Form must be filed with the ROC for appointment. 

o The auditor must confirm independence and eligibility before appointment. 

 Engagement Process: 

o Engagement Letter issued as per SA 210 (Agreeing to the Terms of Audit 

Engagements). 

o Independence Confirmation & Confidentiality Undertakings required. 

 Audit Tenure & Rotation: 

o Listed & Certain Unlisted Companies: Mandatory rotation every 5 years 

(individual auditors) / 10 years (audit firms). 

o Small Companies & OPCs: No mandatory rotation. 

Chapter 2 to Chapter 4 (Audit Planning & Execution) 

 Audit Planning: 

o Identify engagement scope, risk assessment, and materiality 

determination. 

o Understand the client’s business model and key financial processes. 
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 Audit Execution: 

o Perform substantive & analytical procedures on financial statements. 

o Evaluate internal financial controls (IFC) and fraud risks. 

 Compliance with SA Standards: 

o SA 300 (Planning an Audit) – Defines audit objectives. 

o SA 500 (Audit Evidence) – Ensures sufficient & appropriate evidence. 

o SA 580 (Written Representations) – Requires written confirmation from 

management. 

Chapter 5: Audit Trail and Other Matters 

 Audit Trail Compliance (Rule 11(g)): 

o Companies must maintain an audit trail of financial transactions using 

accounting software. 

o Auditors must report whether the audit trail was enabled and not tampered 

with. 

 Other Matters to be Reported (Section 143(3)): 

o Proper books of account have been maintained. 

o Fraud Reporting (Section 143(12)) – Report frauds above ₹1 crore to the 

government. 

o Compliance with tax laws & corporate regulations. 

 Key Audit Procedures: 

o IT system review for audit trail functionality. 

o Verification of tax compliance (GST, TDS, Advance Tax). 

o Fraud risk assessment & legal case confirmations. 

 

Chapters 6 to 25: Audit of Items of Financial Statements 

Chapter 6 to Chapter 21: Audit of Specific Financial Statement Items 

1. Revenue & Receivables – Ensure correct revenue recognition under Ind AS 115. 

2. Inventory & Cost of Goods Sold – Verify stock valuation per Ind AS 2. 

3. Investments & Loans – Review compliance with Ind AS 109 (Financial 

Instruments). 

4. Cash & Bank Balances – Perform bank confirmations & cash count procedures. 

5. Borrowings & Liabilities – Verify proper loan classification & interest expenses. 

6. Provisions & Contingencies – Evaluate compliance with Ind AS 37. 

7. Share Capital & Reserves – Confirm proper authorization & compliance with 

Companies Act. 

Chapter 22: Employee Benefits Expenses 

 Audit Focus Areas: 



 Checklist for audit of various items of Financial Statement 

189 | P a g e  
 

o Payroll Verification – Match salary payments with contracts. 

o Provident Fund & Gratuity – Ensure correct statutory deductions. 

o Ind AS 19 Compliance – Review actuarial valuations of retirement benefits. 

Chapter 23: Depreciation & Amortisation 

 Key Procedures: 

o Depreciation Calculation – Verify rates as per Schedule II of Companies 

Act. 

o Ind AS 16 & Ind AS 38 Compliance – Ensure correct treatment of fixed & 

intangible assets. 

Chapter 24: Other Operating Expenses 

 Includes Power & Fuel, Rent, Repairs, Insurance, Travel, Legal & Professional 

Fees. 

 Audit Procedures: 

o Verify GST & TDS compliance on major expenses. 

o Conduct cut-off testing & analytical procedures. 

Chapter 25: Taxes on Income & MAT 

 Minimum Alternative Tax (MAT) Compliance (Section 115JB): 

o Companies with low taxable income must pay MAT at 15% of book profits. 

o MAT Credit Entitlement must be correctly accounted as per Ind AS 12. 

 Audit Procedures: 

o Verify income tax computation & tax payment records. 

o Cross-check TDS & advance tax deposits with Form 26AS. 

 

Key Takeaways 

 Audit Planning & Compliance: Ensure proper engagement setup, risk assessment, 

and documentation. 

 Regulatory & Financial Reporting Compliance: Adhere to Ind AS, Companies 

Act, GST & Income Tax Rules. 

 Fraud Prevention & Internal Control Testing: Identify red flags, verify audit trails, 

and report any financial misstatements. 

This Ready Reckoner serves as a comprehensive checklist for statutory audits, ensuring 

compliance with legal, accounting, and auditing standards. 
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You said: 

Now we need to go Chapter after Chapter on the following: Schedule III Specimen Format of 

Financial Statements (AS Based) Chapter 26 Specimen Format of Financial Statements under 

Schedule III for AS compliant companies Chapter 27 Practice Pointer Issues on Accounting 

Standards Chapter 28 Checklists of Accounting Standards. Now let us focus on Chapter 26 

ChatGPT said: 

Chapter 26: Specimen Format of Financial Statements under Schedule III for AS 

Compliant Companies 

 

1. Overview of Schedule III Requirements 

 Schedule III of the Companies Act, 2013 provides the format and structure for 

financial statements of Accounting Standards (AS) compliant companies (non-Ind 

AS companies). 

 It ensures uniformity, comparability, and transparency in financial reporting. 

 The format is applicable to all companies except banking, insurance, and NBFCs. 

 

2. Structure of Financial Statements as per Schedule III (AS Based) 

Schedule III mandates financial statements to be prepared in the following format: 

a. Balance Sheet Format 

The Balance Sheet must be presented in a vertical format, classifying assets and liabilities as 

current or non-current. 

Key Line Items: 

I. Equity and Liabilities 

1. Shareholders’ Funds: 

o Share Capital 

o Reserves & Surplus 

2. Non-Current Liabilities: 

o Long-term Borrowings 

o Deferred Tax Liabilities (Net) 

o Long-term Provisions 

3. Current Liabilities: 

o Short-term Borrowings 
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o Trade Payables 

o Other Current Liabilities 

o Short-term Provisions 

II. Assets 

1. Non-Current Assets: 

o Property, Plant & Equipment 

o Intangible Assets 

o Long-term Loans & Advances 

2. Current Assets: 

o Inventories 

o Trade Receivables 

o Cash & Cash Equivalents 

o Short-term Loans & Advances 

b. Statement of Profit & Loss 

 Must be presented in a vertical format. 

 Key Components: 

o Revenue from Operations 

o Other Income 

o Expenses (Cost of Materials Consumed, Employee Benefits, Depreciation, 

etc.) 

o Profit Before Tax (PBT) 

o Tax Expenses (Current & Deferred Tax) 

o Net Profit/Loss for the Year 

c. Cash Flow Statement 

 Required for all companies (except small & one-person companies). 

 Prepared using Indirect Method (as per AS-3). 

 Major Sections: 

1. Cash Flows from Operating Activities 

2. Cash Flows from Investing Activities 

3. Cash Flows from Financing Activities 

d. Notes to Accounts 

 Detailed disclosure on accounting policies, contingent liabilities, related party 

transactions, segment reporting, etc. 

 Companies must ensure compliance with AS 1 to AS 29 for appropriate disclosures. 
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3. Key Compliance Aspects for Auditors 

Auditors must verify: 

 Balance Sheet classification of current vs. non-current items. 

 Profit & Loss disclosures in compliance with AS. 

 Proper disclosures in Notes to Accounts (e.g., contingent liabilities, related party 

transactions). 

 Consistency with previous years' presentation unless justified. 

 

4. Reporting Considerations 

 If any deviation from Schedule III format is found, auditors should report under SA 

700 (Audit Report Forming an Opinion). 

 In case of material misstatements, report under SA 705 (Modified Opinion). 

 

5. Key Takeaways 

 Schedule III ensures standardization in financial reporting. 

 Vertical format is mandatory for Balance Sheet & P&L. 

 Proper disclosures in Notes to Accounts are crucial for transparency. 

 Auditors must ensure compliance with AS and statutory requirements. 

This structured format helps companies maintain regulatory compliance and ensures 

financial statements are true and fair. 

You said: 

Do these points still hold good? 1. Legal and Regulatory Framework a. Companies Act, 2013 

– Schedule III Requirements b. Ind AS – Recognition & Measurement of the related 

Transactions c. GST & TDS Compliance in the transaction 2. Key Audit Procedures a. 

Verification of Invoices & Supporting Documents b. External Confirmation of Balances (SA 

505) c. Cut-off Testing for Year-End transactions d. Review of Trade Discounts, Rebates & 

Returns 3. Analytical Procedures & Substantive Testing a. Ratio Analysis b. Subsequent 

Payment Testing 4. Audit Documentation & Reporting (SA 230 & SA 700) a. Key Audit 

Working Papers b. Reporting Under SA 700/705 5. Key Takeaways  

ChatGPT said: 

For Chapter 26: Specimen Format of Financial Statements under Schedule III for AS 

Compliant Companies, some of the points you mentioned are partially relevant, but they 

primarily apply to audit procedures rather than the presentation format of financial 
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statements. Let's evaluate each point in the context of Schedule III (AS-Based) financial 

statements: 

 

1. Legal and Regulatory Framework 

✅ Still Relevant with Modifications 

 a. Companies Act, 2013 – Schedule III Requirements ✅ (Highly Relevant) 

o Schedule III provides the mandatory format for AS-compliant financial 

statements. 

o Companies must classify assets/liabilities as current or non-current. 

o Proper disclosures in Notes to Accounts are required. 

 b. Ind AS – Recognition & Measurement of Transactions ❌ (Not Relevant) 

o This chapter deals with AS-based financials, not Ind AS. 

o Recognition & measurement should be aligned with Accounting Standards 

(AS 1 to AS 29), not Ind AS. 

 c. GST & TDS Compliance in the Transaction ❌ (Not Directly Relevant) 

o While tax disclosures (GST, TDS, Deferred Tax) must be made in the Notes 

to Accounts, the core focus of this chapter is financial statement 

presentation, not tax compliance. 

 

2. Key Audit Procedures 

✅ Relevant for Auditing Financial Statements, but Not for Schedule III Format 

 a. Verification of Invoices & Supporting Documents ✅ (Applicable for auditors 

verifying revenue, expenses, and asset purchases before they appear in financials.) 

 b. External Confirmation of Balances (SA 505) ✅ (Used for verifying cash, bank 

balances, loans, and receivables.) 

 c. Cut-off Testing for Year-End Transactions ✅ (To ensure proper classification 

of accruals and prepayments.) 

 d. Review of Trade Discounts, Rebates & Returns ✅ (To check if revenue 

adjustments are properly reflected.) 

🔹 However, these are audit procedures rather than Schedule III presentation requirements. 

 

3. Analytical Procedures & Substantive Testing 
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✅ Applicable for Auditors, But Not for Schedule III Format 

 a. Ratio Analysis ✅ (Useful for comparing financial statements over periods.) 

 b. Subsequent Payment Testing ✅ (To verify liabilities, tax payments, and payables 

in Notes to Accounts.) 

🔹 These procedures help validate the accuracy of financial statements but are not part of 

the prescribed Schedule III format itself. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

✅ Highly Relevant for Audit, Less Relevant for Schedule III Format 

 a. Key Audit Working Papers ✅ (Auditors must document compliance with 

Schedule III presentation rules.) 

 b. Reporting Under SA 700/705 ✅ (If financial statements are not as per Schedule 

III, auditors must report it under SA 700/705.) 

 

5. Key Takeaways 

✅ Still Applicable with Adjustments 

 Financial statements must be in the prescribed format under Schedule III. 

 Proper classification and disclosure of financial elements are essential. 

 Auditors must verify compliance with statutory presentation requirements. 

 Any deviation from Schedule III must be reported in the audit report. 

 

Final Verdict: 

 Your points are mostly applicable to the audit of financial statements, but not 

directly to Schedule III format requirements. 

 Schedule III primarily deals with financial statement presentation, while your 

list includes audit procedures and compliance checks. 

 Some modifications are needed to align with Chapter 26’s focus on AS-based 

financial statement format. ✅🔍 

You said: 

Thank you. Any further drill down on Schedule III? 
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ChatGPT said: 

Further Drill Down on Schedule III – AS Based Financial Statements 

 

1. Key Disclosures Required Under Schedule III 

Schedule III to the Companies Act, 2013, prescribes a uniform format for financial 

statements for AS-compliant companies. It requires companies to present detailed 

disclosures in specific areas, including: 

a. Contingent Liabilities & Commitments (AS 29) 

 Companies must disclose: 

o Claims against the company not acknowledged as debts. 

o Uncalled liability on partly paid shares. 

o Arrears of fixed cumulative dividends. 

o Capital commitments and contracts remaining to be executed. 

o Guarantees given on behalf of directors/officers. 

b. Classification of Assets & Liabilities 

 Assets must be classified as current or non-current based on: 

o Expected realization within the company’s operating cycle. 

o Twelve-month realization rule. 

 Liabilities are classified based on: 

o Settlement within 12 months or beyond. 

o The company's right to defer settlement. 

c. Share Capital & Reserves Disclosure 

 Detailed reconciliation of share capital movements during the year. 

 Rights, preferences, and restrictions on each class of shares. 

 Shares held by subsidiary/holding companies. 

 Disclosure of reserves and surplus and any movements during the year. 

 

2. Balance Sheet Format – Division I of Schedule III 

The Balance Sheet must follow a vertical format, with the following key sections: 

A. Equity and Liabilities 
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1. Shareholders' Funds 

o Share Capital 

o Reserves and Surplus 

o Money received against share warrants 

2. Non-Current Liabilities 

o Long-term Borrowings 

o Deferred Tax Liabilities (Net) 

o Other Long-term Liabilities 

o Long-term Provisions 

3. Current Liabilities 

o Short-term Borrowings 

o Trade Payables 

o Other Current Liabilities 

o Short-term Provisions 

B. Assets 

1. Non-Current Assets 

o Property, Plant, and Equipment (PPE) 

o Intangible Assets 

o Capital Work-in-Progress 

o Non-current Investments 

o Deferred Tax Assets (Net) 

o Other Non-current Assets 

2. Current Assets 

o Inventories 

o Trade Receivables 

o Cash and Cash Equivalents 

o Short-term Loans and Advances 

o Other Current Assets. 

 

3. Statement of Profit and Loss Format 

The Statement of Profit & Loss must present: 

1. Revenue from Operations 

2. Other Income 

3. Total Revenue (1+2) 

4. Expenses: 

o Cost of Materials Consumed 

o Changes in Inventories 

o Employee Benefit Expenses 
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o Finance Costs 

o Depreciation and Amortization 

o Other Expenses 

5. Profit Before Tax (PBT) 

6. Tax Expense (Current and Deferred Tax) 

7. Net Profit/Loss for the Year. 

 

4. Mandatory Notes to Financial Statements 

Companies must disclose: 

 Accounting policies (AS 1). 

 Depreciation methods and useful lives (AS 6). 

 Related party transactions (AS 18). 

 Provisions and contingencies (AS 29). 

 Segment Reporting (if applicable) (AS 17). 

 Earnings Per Share (EPS) calculation (AS 20). 

 

5. Key Audit Considerations for Schedule III Compliance 

Auditors must verify: 

1. Compliance with classification rules (current vs. non-current). 

2. Correct format and disclosures per Schedule III. 

3. Consistency with prior-year financial statements. 

4. Adequacy of notes and accounting policies. 

5. Accuracy of statutory compliance disclosures (taxes, contingencies, etc.). 

 

6. Key Takeaways 

 Schedule III mandates a uniform format for AS-based financial statements. 

 Strict classification rules apply to assets and liabilities. 

 Detailed disclosures in Notes to Accounts are essential. 

 Auditors must verify adherence to Schedule III and AS requirements. 

This ensures transparency, comparability, and legal compliance in financial reporting. 

You said: 

Now let us move to Chapter 27 
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ChatGPT said: 

Chapter 27: Practice Pointer Issues on Accounting Standards 

 

1. Common Issues in Compliance with Accounting Standards (AS) 

Accounting Standards (AS) provide the framework for financial reporting, ensuring 

uniformity and comparability. However, in practice, companies face various challenges in 

applying these standards correctly. 

a. Non-Compliance Issues Noted by Auditors 

Some common compliance issues in financial reporting include: 

1. Inconsistent Revenue Recognition (AS 9 - Revenue Recognition) 

o Premature revenue recognition, leading to overstated profits. 

o Failure to disclose revenue recognition policies properly. 

2. Improper Classification of Expenses (AS 5 - Net Profit or Loss, Prior Period 

Items, and Changes in Accounting Policies) 

o Errors in treating prior period items as current-year expenses. 

o Lack of proper disclosure for extraordinary items. 

3. Incorrect Accounting of Fixed Assets & Depreciation (AS 10 & AS 6) 

o Incorrect classification of capital and revenue expenditure. 

o Use of different depreciation methods within the same asset class. 

4. Improper Treatment of Investments (AS 13 - Accounting for Investments) 

o Misclassification of current and non-current investments. 

o Non-recognition of impairment losses on investments. 

5. Non-Disclosure of Contingent Liabilities (AS 29 - Provisions, Contingent 

Liabilities, and Contingent Assets) 

o Failure to disclose pending litigation and tax disputes. 

o Incorrect classification of provisions vs. contingent liabilities. 

 

2. Key Audit Considerations for AS Compliance 

To address the above issues, auditors must follow these key procedures: 

a. Verification of Financial Statement Presentation 

 Ensure that financial statements follow the Schedule III format under the Companies 

Act, 2013. 

 Verify that significant accounting policies are clearly disclosed. 
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b. Revenue Recognition Testing 

 Check sales contracts and invoices to ensure revenue recognition follows AS 9. 

 Ensure that revenue from installment sales or long-term contracts is recognized 

appropriately. 

c. Classification & Measurement of Assets and Liabilities 

 Verify the classification of fixed assets, depreciation, and impairment provisions. 

 Ensure correct amortization of intangible assets (AS 26 - Intangible Assets). 

 Check inventory valuation as per AS 2 (Cost or Net Realizable Value, whichever is 

lower). 

d. Cut-off Testing for Year-End Transactions 

 Verify that revenue and expenses are booked in the correct accounting period. 

 Review major adjustments, accruals, and prior-period errors. 

 

3. Practical Challenges in Applying Accounting Standards 

a. Judgment and Estimation Issues 

 Many standards require management judgment, such as: 

o Useful life estimates for depreciation (AS 6). 

o Fair valuation of investments (AS 13). 

o Provisions for bad debts (AS 29). 

b. Transition from AS to Ind AS 

 Some companies moving from AS to Ind AS face challenges in: 

o Recognizing fair value adjustments. 

o Dealing with lease accounting differences (Ind AS 116 vs. AS 19 - Leases). 

c. Inconsistent Disclosure Practices 

 Some entities fail to provide adequate disclosures on: 

o Related party transactions (AS 18). 

o Earnings per share (AS 20). 

o Deferred tax provisions (AS 22). 

 

4. Key Audit Documentation & Reporting 
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a. Audit Working Papers 

 Maintain records of: 

o Accounting policy reviews. 

o Financial statement misstatements identified during the audit. 

o Communication with management on AS compliance issues. 

b. Reporting Under SA 700/705 

 Unmodified Opinion: If the financial statements comply with AS. 

 Qualified/Adverse Opinion: If material misstatements exist due to non-compliance 

with AS. 

 

5. Key Takeaways 

 Ensure compliance with AS for accurate financial reporting. 

 Focus on proper revenue recognition, asset classification, and disclosures. 

 Maintain audit documentation for accounting estimates and judgment areas. 

 Report material AS non-compliance in the audit opinion. 

By following these practice pointers, auditors can enhance the quality and reliability of 

financial reporting. 

You said: 

Please move to Chapter 28 

ChatGPT said: 

Chapter 28: Checklists of Accounting Standards 

 

1. Overview of Accounting Standards (AS) Compliance Checklist 

The Accounting Standards (AS) Checklist helps ensure companies comply with the 

recognition, measurement, and disclosure requirements of ICAI’s Accounting Standards 

(AS) for non-Ind AS companies. This checklist serves as a tool for auditors and preparers of 

financial statements to verify adherence to AS. 

 

2. Key Items Covered in the AS Checklist 
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Each Accounting Standard (AS 1 to AS 29) has specific compliance requirements. Below 

are key focus areas: 

a. General Financial Reporting Compliance 

1. AS 1 - Disclosure of Accounting Policies 

o Ensure consistency in accounting policies across periods. 

o Verify proper disclosure of fundamental assumptions (Going Concern, 

Accrual, and Consistency). 

2. AS 5 - Net Profit or Loss for the Period, Prior Period Items, and Changes in 

Accounting Policies 

o Confirm that prior period items and extraordinary items are separately 

disclosed in the P&L statement. 

o Ensure changes in accounting policies are retrospectively applied and 

disclosed. 

3. AS 6 (Merged with AS 10) - Depreciation Accounting 

o Verify whether depreciation is calculated as per the method chosen 

(SLM/WDV). 

o Check useful life and residual value estimation. 

4. AS 10 - Property, Plant, and Equipment 

o Verify proper capitalization of fixed assets and related expenses. 

o Ensure correct treatment of revaluation and impairment losses. 

 

b. Revenue, Expenses & Liabilities Recognition 

5. AS 9 - Revenue Recognition 

o Check whether revenue is recognized when significant risks and rewards 

are transferred. 

o Ensure compliance with specific industry-based revenue recognition norms. 

6. AS 15 - Employee Benefits 

o Verify actuarial valuation of gratuity and leave encashment provisions. 

o Ensure correct disclosure of Defined Benefit Plans and Defined 

Contribution Plans. 

7. AS 22 - Accounting for Taxes on Income 

o Check deferred tax asset/liability computation based on temporary 

differences. 

o Verify disclosure of deferred tax impact on profit/loss. 

 

c. Investments, Financial Instruments & Consolidation 

8. AS 13 - Accounting for Investments 
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o Verify classification of current vs. non-current investments. 

o Ensure impairment loss recognition if the carrying amount exceeds 

recoverable value. 

9. AS 21 - Consolidated Financial Statements 

o Ensure subsidiary financial statements are consolidated line-by-line. 

o Verify proper elimination of intra-group balances and transactions. 

10. AS 18 - Related Party Disclosures 

 Check for full disclosure of related party transactions. 

 Ensure proper pricing and approval of transactions to avoid conflicts of interest. 

 

3. Audit Procedures for AS Compliance 

Auditors use the checklist to perform key audit procedures: 

 Verify financial statement disclosures for AS compliance. 

 Reconcile AS-based calculations (e.g., depreciation, deferred tax, revenue 

recognition). 

 Review supporting documents such as contracts, invoices, and actuarial reports. 

 Check for modifications in accounting policies and their impact on financials. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintain records of accounting policies, adjustments, and disclosures. 

 Document audit findings on AS non-compliance and management explanations. 

b. Reporting Under SA 700/705 

 Unmodified Opinion if all AS requirements are met. 

 Qualified/Adverse Opinion if material AS violations exist. 

 

5. Key Takeaways 

 Ensure compliance with AS-based financial reporting requirements. 

 Use checklists to verify key disclosures, recognition, and measurement aspects. 

 Identify any deviations or misstatements in financial statements. 
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 Document findings in audit working papers and report non-compliance issues 

appropriately. 

This checklist ensures accuracy, transparency, and regulatory compliance in financial 

reporting. 

You said: 

Now let us move to Division IV SA and CARO Checklist Chapter 29 Standards on Auditing 

(SA) Checklists Chapter 30 Companies (Auditor’s Report) Order, 2020 — Checklist Division 

V Audit Programme – Audit Compliance Procedure Chapter 31 Business Client Information 

Checklist Chapter 32 KYC New Client Chapter 33 Illustrative Audit Programmes for 

Accounting System & Internal Control Chapter 34 Illustrative list of Questions to Evaluate 

Entity Level Controls Considering Nature of Business, Size of Operation and Organisational 

Structure of the Entity. We shall start now by focussing on Chapter 30 

ChatGPT said: 

Chapter 30: Companies (Auditor’s Report) Order, 2020 — Checklist 

 

1. Overview of CARO 2020 

The Companies (Auditor’s Report) Order, 2020 (CARO 2020), issued under Section 

143(11) of the Companies Act, 2013, mandates additional reporting requirements for 

auditors. It supersedes CARO 2016 and enhances disclosures on financial and operational 

aspects of companies. 

Applicability 

CARO 2020 applies to all companies except: 

 Banking Companies 

 Insurance Companies 

 Section 8 Companies (Non-Profit Organizations) 

 One Person Companies (OPCs) & Small Companies 

 Private Companies meeting all the following criteria: 

o Paid-up capital & reserves ≤ ₹1 crore 

o Borrowings ≤ ₹1 crore at any time during the financial year 

o Revenue ≤ ₹10 crore as per financial statements 

 

2. Key Audit Reporting Requirements Under CARO 2020 
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The auditor’s report must include statements on the following 21 key clauses: 

A. Fixed Assets & Inventory 

1. Property, Plant & Equipment (PPE) & Intangible Assets 

o Proper maintenance of records. 

o Physical verification & impairment assessment. 

2. Title Deeds of Immovable Properties 

o Verification of ownership details. 

3. Revaluation of PPE & Intangible Assets 

o Whether revaluation exceeds 10% of carrying value. 

4. Benami Property Transactions 

o Disclosure of pending legal cases. 

B. Loans, Investments & Deposits 

5. Inventory & Working Capital Loans 

o Verification of inventory count & borrowing records. 

6. Loans, Advances & Guarantees Given 

o Compliance with Section 185 & 186 of the Companies Act. 

7. Deposits from the Public 

o Compliance with Section 73 to 76 of the Companies Act. 

C. Statutory Compliance & Fraud 

8. Maintenance of Cost Records 

o If applicable, verification of compliance. 

9. Statutory Dues 

o Outstanding GST, TDS, Provident Fund, and Income Tax. 

10. Disclosure of Undisclosed Income 

 Income tax assessments and search cases. 

11. Fraud Reporting 

 Fraud identified, reported, and actions taken by management. 

D. Borrowings & Defaults 

12. Loan Defaults to Banks/FIs 

 Identification of delays or defaults in repayments. 

13. Loan Utilization 
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 Whether loans were used for the stated purpose. 

14. Related Party Transactions 

 Proper disclosures under AS 18 / Ind AS 24. 

E. Compliance & Internal Controls 

15. Internal Audit System 

 Whether internal audit reports are considered. 

16. Non-Cash Transactions with Directors 

 Whether prior approvals were obtained. 

17. Registration under RBI Act (NBFCs & CICs) 

 Whether the company is an NBFC and has obtained required registrations. 

F. Financial & CSR Disclosures 

18. Cash Losses 

 Whether the company has incurred cash losses in the past two years. 

19. Resignation of Auditor 

 Reasons for resignation and concerns raised. 

20. Material Uncertainty in Payment of Liabilities 

 Whether the company can meet financial obligations within 12 months. 

21. Corporate Social Responsibility (CSR) Compliance 

 Unspent CSR amounts transferred to a fund or escrow account. 

 

3. Key Audit Procedures for CARO 2020 Compliance 

Auditors must perform detailed procedures to ensure compliance with CARO 2020: 

1. Physical Verification of Assets 

o Check whether PPE and inventory were physically verified. 
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2. Loan & Borrowing Confirmation 

o Obtain external confirmations from banks. 

3. Scrutiny of Financial Records 

o Identify frauds, defaults, and misstatements. 

4. Examine Board Meeting Minutes 

o Verify discussions on loans, investments, and related party transactions. 

 

4. Reporting Under CARO 2020 & SA 700/705 

 Unmodified Opinion – If no adverse findings are noted. 

 Qualified Opinion – If material issues exist but do not affect financial statements as a 

whole. 

 Adverse Opinion – If significant non-compliance with CARO 2020 is found. 

 Disclaimer of Opinion – If audit evidence is insufficient. 

 

5. Key Takeaways 

 CARO 2020 enhances financial transparency and governance. 

 Detailed reporting is required on assets, loans, frauds, and compliance. 

 Auditors must perform additional verification procedures and document findings 

properly. 

 Non-compliance may result in audit modifications under SA 705. 

By following this CARO 2020 checklist, auditors can ensure accuracy, completeness, and 

statutory compliance in financial reporting. 

You said: 

Please let us cover Chapter 29 that we have by mistake missed out 

ChatGPT said: 

Chapter 29: Standards on Auditing (SA) Checklists 

 

1. Overview of SA Compliance Checklist 

The Standards on Auditing (SA) Checklist serves as a comprehensive tool for auditors to 

ensure compliance with the ICAI’s Auditing Standards. It covers all 38 Standards on 

Auditing (SAs), ensuring that audit engagements adhere to professional and regulatory 

requirements. 
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2. Key Areas Covered in the SA Checklist 

Each SA from SA 200 to SA 810 includes specific audit procedures, documentation 

requirements, and reporting standards. Below are the key areas covered: 

a. Fundamental Audit Principles & Responsibilities 

1. SA 200 - Overall Objectives of the Independent Auditor 

o Ensures that auditors conduct audits in accordance with SAs. 

o Focus on obtaining reasonable assurance about financial statements. 

2. SA 210 - Agreeing to the Terms of Audit Engagements 

o Ensures proper engagement letter & understanding with the client. 

3. SA 220 - Quality Control for an Audit of Financial Statements 

o Defines auditor’s responsibilities for maintaining quality control in audit 

engagements. 

 

b. Risk Assessment & Response Procedures 

4. SA 240 - The Auditor’s Responsibilities Relating to Fraud 

o Checklist ensures fraud risk assessment procedures are conducted. 

5. SA 315 - Identifying and Assessing Risks of Material Misstatement 

o Understand entity & its environment to assess risks appropriately. 

6. SA 330 - Auditor’s Responses to Assessed Risks 

o Checklist ensures auditors design appropriate audit responses to risks. 

 

c. Audit Evidence & Sampling 

7. SA 500 - Audit Evidence 

o Verify that sufficient appropriate audit evidence is obtained. 

8. SA 505 - External Confirmations 

o Ensure that auditor sends confirmations to banks, debtors, etc. 

9. SA 520 - Analytical Procedures 

o Review auditor’s use of ratio analysis, trend analysis for risk identification. 

10. SA 530 - Audit Sampling 

 Ensure proper sampling techniques are used for testing transactions. 
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d. Audit Documentation & Reporting 

11. SA 230 - Audit Documentation 

 Checklist ensures audit working papers are maintained. 

12. SA 580 - Written Representations 

 Ensures auditors obtain management representation letters before issuing audit 

reports. 

13. SA 700 - Forming an Opinion & Reporting on Financial Statements 

 Guides auditors on issuing unmodified or modified audit opinions. 

14. SA 705 - Modifications to the Opinion 

 Checklist ensures auditors properly document qualified, adverse, or disclaimer 

opinions. 

15. SA 701 - Communicating Key Audit Matters (KAM) 

 Ensures auditors disclose significant audit areas in the independent auditor’s report. 

 

3. Practical Use of SA Checklists in Audits 

 Audit Planning: Ensures compliance with SA 300 (Planning an Audit). 

 Risk Assessment: Helps auditors document risks as per SA 315 & SA 330. 

 Audit Execution: Ensures proper testing, external confirmations, and analytical 

procedures. 

 Audit Reporting: Assists in correctly drafting the audit opinion and KAM 

disclosures. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700/705) 

a. Key Audit Working Papers 

 Maintain audit programs, risk assessments, materiality calculations. 

 Document findings from audit procedures & external confirmations. 

b. Reporting Under SA 700/705 
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 Unmodified Opinion if financials are fairly stated. 

 Modified Opinion (Qualified/Adverse/Disclaimer) in case of material 

misstatements. 

 

5. Key Takeaways 

 SA Checklists ensure compliance with ICAI’s audit standards. 

 Helps maintain quality control and documentation in audits. 

 Covers risk assessment, audit evidence, reporting & documentation. 

 Reduces audit risks and enhances transparency in financial reporting. 

By using this SA Checklist, auditors can ensure high-quality audits and regulatory 

compliance. 

Now let us move to Chapter 31 

ChatGPT said: 

Chapter 31: Business Client Information Checklist 

 

1. Overview of Business Client Information Checklist 

The Business Client Information Checklist is a structured document used by auditors to 

collect and verify key information about a client’s business before commencing an audit. This 

checklist helps ensure a comprehensive understanding of the client’s operations, financial 

structure, and risk areas, which is essential for effective audit planning. 

 

2. Key Components of the Business Client Information Checklist 

a. Business Understanding 

1. Company Profile 

o Legal Name and Structure (Private/Public, Listed/Unlisted). 

o Registration details, CIN, and incorporation certificate. 

o Principal Business Activities. 

o Industry classification and major competitors. 

2. Organizational Structure 

o Board of Directors and Key Managerial Personnel (KMP). 

o Shareholding pattern, including majority shareholders. 
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o Ultimate Beneficial Owners (UBOs). 

3. Operational Information 

o Locations of offices, factories, and branches. 

o Nature of business operations (Manufacturing, Trading, Services). 

o Key customers and suppliers. 

 

b. Financial Statements & Accounting System 

4. Trial Balance & Financials 

o Last three years’ financial statements (Standalone & Consolidated). 

o Details of major revenue sources and expense heads. 

o Summary of financial ratios and key performance indicators (KPIs). 

5. Accounting & ERP Systems 

o Software used for bookkeeping (e.g., Tally, SAP, QuickBooks). 

o Internal controls over accounting and finance. 

o Process for financial statement consolidation (if applicable). 

 

c. Statutory & Regulatory Compliance 

6. Corporate Laws & Company Compliance 

o Compliance with the Companies Act, 2013 (including statutory registers, 

filings, and board meeting minutes). 

o Filing of Annual Returns (MGT-7) and Financial Statements (AOC-4). 

7. Taxation & Indirect Tax Compliance 

o GST registration and filing status. 

o TDS & Income Tax Compliance (Form 26AS reconciliation). 

o Transfer Pricing documentation (if applicable). 

8. Other Regulatory Compliance 

o Foreign Exchange Management Act (FEMA) compliance for foreign 

investments. 

o Compliance with industry-specific laws (SEBI, RBI, IRDA, etc.). 

 

d. Internal Controls & Risk Assessment 

9. Internal Audit & Risk Management 

o Internal audit reports for the past two years. 

o Risk Control Matrix (RCM) for financial transactions. 

o Any identified fraud risks or internal control deficiencies. 

10. Related Party Transactions (RPTs) 
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 Details of all related party relationships. 

 Review of RPT disclosures as per AS 18/Ind AS 24. 

 

3. Key Audit Procedures Using Business Client Information Checklist 

Auditors use this checklist to: 

 Assess the nature and complexity of the business. 

 Identify potential risk areas for financial misstatements. 

 Verify statutory and legal compliance before starting the audit. 

 Understand IT systems, accounting policies, and financial reporting controls. 

 

4. Audit Documentation & Reporting (SA 230 & SA 315) 

a. Key Audit Working Papers 

 Business profile and industry analysis. 

 Risk assessment documentation (as per SA 315 - Identifying Risks of Material 

Misstatement). 

 Internal control evaluation and compliance review. 

b. Reporting Under SA 700/705 

 Unmodified Opinion – If the client’s financials and controls comply with 

regulations. 

 Modified Opinion – If key financial disclosures, compliance, or internal controls 

are inadequate. 

 

5. Key Takeaways 

 The Business Client Information Checklist is essential for audit planning and 

risk assessment. 

 Key areas include business operations, financial statements, taxation, 

compliance, and internal controls. 

 Helps auditors ensure regulatory compliance and assess material risks before the 

audit. 

 Improves audit efficiency and documentation quality. 
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By using this checklist, auditors can gain a holistic view of the client’s business and 

conduct a risk-focused and efficient audit. 

You said: 

Now Chapter 32 

ChatGPT said: 

Chapter 32: KYC (Know Your Client) – New Client Checklist 

 

1. Overview of KYC in Audit Engagements 

The Know Your Client (KYC) Checklist is a crucial tool used by auditors to assess the 

background, financial standing, and compliance status of a new client before accepting an 

audit engagement. This checklist ensures compliance with ethical requirements, regulatory 

norms, and risk assessment procedures as per SA 315 (Identifying and Assessing Risks 

of Material Misstatement). 

 

2. Key Components of the KYC Checklist 

a. Client Identification & Background Check 

1. Basic Company Information 

o Legal Name & Registration Number (CIN). 

o Incorporation Date & Type (Private/Public, Listed/Unlisted). 

o Business Activities & Industry Sector. 

2. Ownership & Key Management Personnel 

o Shareholding structure (Ultimate Beneficial Owners - UBOs). 

o Directors, KMPs, and Related Parties. 

3. Financial Performance 

o Last three years’ financial statements. 

o Major sources of revenue & expenses. 

o Summary of financial ratios & trends. 

 

b. Compliance & Regulatory Filings 

4. Corporate & Legal Compliance 

o Compliance with Companies Act, 2013 (Annual Returns, Board Resolutions). 

o Statutory Auditor Appointment (Form ADT-1 filing). 
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5. Taxation Compliance 

o PAN, GST, and TDS Registration. 

o Latest GST, TDS, and Income Tax Returns filed. 

6. Financial Statement Compliance 

o Compliance with Schedule III Format (AS/Ind AS Based). 

o Adequate disclosures of Related Party Transactions (AS 18/Ind AS 24). 

 

c. Risk Assessment & Internal Controls 

7. Fraud & Money Laundering Risks 

o Does the company operate in a high-risk jurisdiction or industry? 

o History of fraud, financial misconduct, or regulatory penalties? 

8. Internal Financial Controls (IFC) Assessment 

o Does the company have documented internal control policies? 

o Has an internal audit been conducted in the last two years? 

9. Audit Trail & Accounting Systems Compliance 

o Is the company using an accounting system with an audit trail feature as 

per MCA rules? 

o Are financial records tamper-proof and systematically maintained?. 

 

3. Key Audit Procedures for KYC Compliance 

Auditors use the KYC checklist to: 

 Assess the integrity and background of new clients before engagement. 

 Identify potential financial and legal risks before commencing the audit. 

 Ensure regulatory compliance with tax, financial reporting, and corporate laws. 

 Evaluate the adequacy of internal financial controls and governance structures. 

 

4. Audit Documentation & Reporting (SA 230 & SA 315) 

a. Key Audit Working Papers 

 Business profile and ownership structure. 

 Risk assessment documentation (fraud risk, internal control evaluation). 

 Regulatory and statutory compliance checklists. 

b. Reporting Under SA 700/705 
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 Unmodified Opinion – If the client meets compliance and regulatory requirements. 

 Qualified/Adverse Opinion – If significant non-compliance or risk factors are 

identified. 

 

5. Key Takeaways 

 The KYC checklist is critical for risk assessment in audit engagements. 

 Ensures compliance with financial, tax, and corporate laws before engagement. 

 Helps auditors mitigate risks related to fraud, money laundering, and governance 

failures. 

 Supports audit documentation & professional skepticism in client acceptance 

procedures. 

By following this KYC process, auditors can ensure a transparent, risk-free, and 

compliant engagement with new clients. 

You said: 

Now Chapter 33 

ChatGPT said: 

Chapter 32: KYC New Client 

 

1. Overview of KYC (Know Your Client) Compliance 

The Know Your Client (KYC) checklist is a critical component in the client acceptance 

process for audit firms. It ensures compliance with regulatory requirements and helps 

auditors assess client integrity, risk factors, and legal standing before engaging in an audit. 

This process is mandatory under: 

 ICAI Code of Ethics & SA 300 (Audit Planning) 

 Prevention of Money Laundering Act (PMLA), 2002 

 Companies Act, 2013 (Section 144 & 147) 

 RBI KYC Guidelines (for banking clients) 

 

2. Key Components of the KYC Checklist 

a. Client Identification & Basic Information 
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1. Legal Name & Business Structure 

o Private/Public Company, LLP, Partnership, Sole Proprietorship. 

o Company Registration Certificate & Incorporation Date. 

o PAN, GSTIN, and CIN (Corporate Identification Number). 

2. Registered & Principal Business Address 

o Verification of the address using utility bills, rental agreements, or MCA 

records. 

3. Key Management Personnel (KMPs) & Shareholding 

o Details of Directors, Promoters, Ultimate Beneficial Owners (UBOs). 

o ID & address proofs (PAN, Aadhaar, Passport). 

 

b. Financial & Banking Information 

4. Nature of Business & Financial Health 

o Last three years' audited financial statements. 

o Business activity & revenue sources (High-Risk vs. Low-Risk sectors). 

5. Banking & Financial Transactions 

o Primary & Secondary Bank Account Details. 

o Bank statements for last 12 months to detect unusual transactions. 

o Foreign remittance details (if applicable). 

 

c. Regulatory & Compliance Checks 

6. Company Law & Tax Filings Compliance 

o MCA filings (AOC-4, MGT-7, ADT-1) for corporate clients. 

o GST & Income Tax return filing status (Form 26AS reconciliation). 

7. Legal & Litigation Status 

o Review pending litigations, tax disputes, regulatory actions. 

o Check if the entity is under SEBI, RBI, or other regulatory scrutiny. 

 

d. Risk Assessment & AML Compliance 

8. Anti-Money Laundering (AML) & Financial Crime Risk 

o Screening against blacklists (FATF, RBI, SEBI, OFAC). 

o Cross-check against politically exposed persons (PEPs). 

o High-value transactions & offshore investments review. 

9. Related Party Transactions & Beneficial Ownership 

o Identification of group companies, subsidiaries, joint ventures. 

o AS 18 / Ind AS 24 compliance for related party disclosures. 
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3. Key Audit Procedures for KYC Compliance 

 Verify KYC documentation with government databases (MCA, GST, PAN). 

 Conduct background checks on directors & major stakeholders. 

 Review past audit reports & tax filings for non-compliance indicators. 

 Use risk-based approach for enhanced due diligence on high-risk clients. 

 

4. Audit Documentation & Reporting (SA 230 & SA 315) 

a. Key Audit Working Papers 

 Client Risk Assessment Report. 

 KYC documentation verification records. 

 Internal approvals for client acceptance. 

b. Reporting Under SA 700/705 

 Unmodified Opinion if no compliance issues. 

 Qualified Opinion if high-risk issues are unresolved. 

 

5. Key Takeaways 

 KYC is essential for risk assessment & client acceptance. 

 Regulatory compliance & financial integrity checks must be performed. 

 High-risk clients require enhanced due diligence. 

 Audit firms must document KYC checks & client onboarding process. 

By following this KYC checklist, auditors can ensure compliance with ICAI guidelines, 

AML regulations, and global financial risk controls. 

 

Chapter 33: Illustrative Audit Programmes for Accounting System & Internal Control 

 

1. Overview of Audit Programme for Accounting Systems & Internal Control 

An Audit Programme is a structured set of procedures used by auditors to assess an 

entity’s accounting system and internal controls. It is designed to: 
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 Identify control weaknesses in financial reporting. 

 Ensure compliance with ICAI Auditing Standards (SA 315, SA 330, SA 500). 

 Evaluate risks of material misstatements due to fraud or errors. 

This programme aligns with the Companies Act, 2013 (Section 143), which requires 

statutory auditors to report on Internal Financial Controls (IFC). 

 

2. Key Areas Covered in the Audit Programme 

a. Accounting System & Bookkeeping Controls 

1. Accounting Software & ERP Systems 

o Software used (Tally, SAP, Oracle, QuickBooks). 

o Audit trail & access control compliance (Rule 3 of Companies (Accounts) 

Rules, 2014). 

2. Journal Entry & Ledger Review 

o Verification of manual vs. automated journal entries. 

o Random sampling of transactions to detect irregularities. 

3. Financial Close Process 

o Review month-end & year-end reconciliation procedures. 

o Ensure compliance with AS 1 (Accounting Policies). 

 

b. Internal Control Procedures & Risk Management 

4. Segregation of Duties (SOD) 

o Check if financial responsibilities are divided among different personnel. 

5. Authorization & Approval Processes 

o Verify approval controls for expenses, vendor payments, and asset purchases. 

6. Fraud Prevention Controls 

o Test controls related to cash handling, procurement, and payroll. 

o Review whistleblower complaints and fraud risk assessments. 

 

c. Statutory & Regulatory Compliance Testing 

7. GST & TDS Compliance 

o Verify timely filing of returns (GSTR-1, GSTR-3B, TDS 26Q, 24Q). 

8. Related Party Transactions (AS 18) 

o Ensure proper approvals & disclosure of related party dealings. 

9. Corporate Governance & Board Oversight 
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o Review Board meeting minutes for financial decision-making transparency. 

 

3. Key Audit Procedures Using the Audit Programme 

 Walkthrough Testing – Trace sample transactions through the accounting system. 

 Substantive Testing – Verify account balances via supporting documents. 

 Control Testing – Test the effectiveness of preventive & detective controls. 

 Analytical Procedures – Compare financial ratios & trends for anomalies. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Risk control matrix (RCM) documentation. 

 Internal control deficiencies & remediation plans. 

b. Reporting Under SA 700/705 

 Unmodified Opinion if controls are effective. 

 Qualified Opinion if material control weaknesses exist. 

 

5. Key Takeaways 

 Audit programmes ensure systematic evaluation of accounting & internal 

controls. 

 Testing financial software & internal controls helps detect fraud risks. 

 Regulatory compliance checks must be part of the audit process. 

 Audit findings should be properly documented for transparency. 

By implementing this audit programme, auditors can enhance accuracy, reliability, and 

compliance in financial reporting. 

You said: 

Please move to Chapter 34 

ChatGPT said: 

Chapter 34: Illustrative List of Questions to Evaluate Entity Level Controls 

Considering Nature of Business, Size of Operation, and Organisational Structure 
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1. Overview of Entity Level Controls (ELCs) Evaluation 

Entity Level Controls (ELCs) refer to organization-wide internal controls that impact 

financial reporting and compliance. This illustrative list of questions helps auditors evaluate 

the effectiveness of ELCs based on the nature of business, operational scale, and 

organizational structure. 

 

2. Key Areas of Evaluation for Entity Level Controls 

a. Governance & Leadership Oversight 

1. Does the entity have a well-defined organizational structure? 

2. Are there clearly defined roles and responsibilities for key personnel? 

3. How does the Board of Directors oversee financial reporting and internal 

controls? 

4. Does the Audit Committee review internal audit findings regularly? 

5. Is there a whistleblower mechanism for reporting fraud or misconduct? 

 

b. Risk Management & Compliance Framework 

6. Has the company identified and documented key business risks? 

7. Are there policies for managing financial, operational, and compliance risks? 

8. How frequently does the company assess its risk management framework? 

9. Is there a process to monitor legal and regulatory compliance? 

10. Does the company have a fraud risk management policy? 

 

c. Financial Reporting & IT Controls 

11. Does the company follow a structured financial closing and reporting process? 

12. Are journal entries reviewed and approved by senior personnel? 

13. How does the company ensure the integrity of financial data in accounting 

systems? 

14. Are IT controls implemented to prevent unauthorized access to financial 

records? 

15. Is there an audit trail enabled in the accounting software (as per MCA 

regulations)? 
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d. Internal Audit & Monitoring Controls 

16. Does the company have an independent internal audit function? 

17. Are internal audit findings addressed and followed up on by management? 

18. How does the company monitor deviations from financial and operational 

policies? 

19. Is there a process to validate vendor payments and expense reimbursements? 

20. How does the company handle related-party transactions to ensure 

transparency? 

 

3. Audit Documentation & Reporting (SA 315 & SA 330) 

a. Key Audit Working Papers 

 Risk assessment summary for entity-level controls. 

 Documentation of governance and oversight mechanisms. 

 Review of internal audit reports and control monitoring records. 

b. Reporting Under SA 700/705 

 Unmodified Opinion if internal controls are operating effectively. 

 Qualified/Adverse Opinion if significant deficiencies in ELCs impact financial 

reporting. 

 

4. Key Takeaways 

 ELCs ensure financial integrity and regulatory compliance. 

 Governance, risk management, IT, and internal audit are key evaluation areas. 

 Regular assessment of controls is essential for fraud prevention and operational 

efficiency. 

 Auditors must document findings and report material weaknesses in controls. 

By following this ELC evaluation checklist, auditors can assess the robustness of internal 

controls and mitigate financial reporting risks. 

Please confirm that IND AS standards and Standards on auditing uploaded earlier are gresh in 

your memory 
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Yes, the IND AS standards and Standards on Auditing (SAs) uploaded earlier are fresh in my 

memory. Let me know how I can assist you regarding them. 

You said: 

Formats of Engagement and Representation Letters, Reports Chapter 35 Illustrative Formats 

on Agreeing the Terms of Audit Engagements Chapter 36 Illustrative Format of 

Representation Letter Chapter 37 Specimen of Management Representation Letter on 

Statutory Audit Chapter 38 Illustrative Format on an Engagement Letter for an Agreed upon 

Procedures Engagement Chapter 39 Illustrative Format on Engagement Letter for a 

Compilation Engagement Chapter 40 Illustrative Format on Engagement Letter for a Review 

of Interim Financial Information Chapter 41 Illustrative Format on Engagement Letter for an 

Engagement to Review Historical Financial Statements Chapter 42 Illustrative Format on 

Independent Auditor’s Reports on Financial Statements Chapter 43 Illustrative Format on 

Practitioner’s Report with an Unmodified Opinion Chapter 44 Illustrative Format on 

Auditor’s Report on Emphasis of Matter Paragraph and Other Matter Paragraphs Chapter 45 

Illustrative Formats on Auditor’s Reports with Modifications to the Opinion Chapter 46 

Illustrative Formats of Auditor’s Report with Modified Opinion Chapter 47 Illustrative 

Formats on Auditor’s Report on Corres-ponding Figures and Comparative Financial 

Statement Chapter 48 Illustrative Formats on Auditor’s Reports Relating to Going Concern 

Chapter 49 Illustrative Formats on Auditor’s Report Relating to Other Information Chapter 

50 Illustrative Formats on Practitioners’ Compilation Reports Chapter 51 Illustrative Formats 

on Review Reports on Interim Financial Information Chapter 52 Illustrative Formats on 

Practitioners’ Review Reports Chapter 53 Illustrative Formats on Special Purpose Financial 

Statements Chapter 54 Illustrative Formats on Summary Financial Statements Chapter 55 

Illustrative Format on a Report of Factual Findings in Connection with Accounts Receivable 

Chapter 56 Illustrative Formats on a Single Financial Statement and a Specific Element of a 

Financial Statement Chapter 57 Illustrative Format of an Unmodified Report on a Projection 

Chapter 58 Illustrative Formats on Service Organization’s Assertions Chapter 59 Illustrative 

Formats on Modified Service Auditor’s Assurance Reports Chapter 60 Illustrative Formats 

on Service Auditor’s Assurance Reports Chapter 61 Information Requests and Other Client 

Admin Letters – Letter of Weakness and Appendix Chapter 62 Confirmation Letter for 

Struck Off Status to be sent by Company Chapter 63 NOC Communication with predecessor 

Chapter 64 Eligibility and Independence confirmation to be appointed (or) continue as 

auditors. Now we shall start discusing in micro details each of the chapters. Now let us start 

with Chapter 35 

ChatGPT said: 

Chapter 35: Illustrative Formats on Agreeing the Terms of Audit Engagements 

This chapter is based on SA 210, "Agreeing the Terms of Audit Engagements," which 

outlines the responsibilities of auditors in defining and agreeing upon the terms of an audit 

engagement. The key areas covered include: 
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1. Purpose of an Engagement Letter 

 Establishing a clear understanding between the auditor and management. 

 Avoiding misunderstandings regarding the scope, responsibilities, and limitations of 

the engagement. 

 Ensuring legal and professional compliance. 

2. Key Elements of an Engagement Letter 

According to SA 210, an audit engagement letter should include: 

 Objective and Scope of the Audit 

 Responsibilities of the Auditor 

 Responsibilities of Management 

 Identification of the Applicable Financial Reporting Framework 

 Reference to Expected Form and Content of the Auditor’s Report 

 Billing and Fees Arrangements (if applicable) 

3. Preconditions for an Audit 

Before accepting an engagement, the auditor must ensure: 

 Management acknowledges its responsibility for financial statements. 

 The financial reporting framework is acceptable. 

 The auditor will have unrestricted access to necessary information. 

4. Recurring Audits 

For continuing engagements, SA 210 allows auditors to either issue a new letter or remind 

management of existing terms if no significant changes have occurred. 

5. When Engagement Terms Need to Be Revised 

 A misunderstanding of the scope by management. 

 Changes in regulatory requirements. 

 Significant changes in ownership or business structure. 

6. Documentation and Compliance 

 Engagement letters should be signed by an authorized representative of the entity. 

 If signed by a non-director, a board resolution authorizing that person must be 

obtained. 

 If the engagement involves a review of interim financial statements, a separate 

letter should be issued. 
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Would you like me to provide a specimen format for an engagement letter as per SA 210? 

You said: 

Yes 

ChatGPT said: 

Specimen Format of an Engagement Letter (as per SA 210) 

(To be printed on the audit firm’s letterhead) 

 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Engagement Letter for Audit of Financial Statements 

Dear [Client's Name], 

We are pleased to confirm our acceptance and understanding of the terms of our engagement 

as statutory auditors of [Company Name] for the financial year ending [Date]. This letter 

outlines the objective and scope of our audit, management’s responsibilities, and our 

responsibilities as auditors. 

1. Objective and Scope of the Audit 

Our audit will be conducted in accordance with the Standards on Auditing (SAs) issued by 

the Institute of Chartered Accountants of India (ICAI) and will include: 

 Examining, on a test basis, evidence supporting the amounts and disclosures in the 

financial statements; 

 Assessing the accounting principles used and significant estimates made by 

management; 

 Evaluating the overall financial statement presentation to provide an independent 

auditor’s report. 

Our audit will be planned and performed to obtain reasonable assurance that the financial 

statements are free from material misstatement, whether due to fraud or error. However, 

due to the inherent limitations of an audit, we may not detect all misstatements, including 

fraud. 
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2. Management’s Responsibilities 

Management is responsible for: 

1. The preparation and fair presentation of the financial statements in accordance with 

the [applicable financial reporting framework, e.g., Ind AS, Accounting 

Standards, etc.]. 

2. Implementing internal controls to prevent and detect fraud and error. 

3. Providing us with: 

o Unrestricted access to all records, documents, and other information. 

o Written representations confirming certain matters during the audit. 

3. Auditor’s Responsibilities 

As auditors, we will: 

 Conduct the audit in compliance with ICAI Standards on Auditing (SAs). 

 Issue an independent audit report expressing our opinion. 

 Communicate any significant deficiencies in internal controls or other matters that 

come to our attention during the audit. 

4. Reporting & Deliverables 

Upon completion, we will provide: 

 An Independent Auditor’s Report on the financial statements. 

 A Report on Internal Controls (if applicable). 

5. Fees and Billing 

Our professional fees will be INR [Amount], plus applicable taxes and out-of-pocket 

expenses. Payment terms will be [mention terms, e.g., 50% advance and balance upon 

completion]. 

6. Agreement to Terms 

This engagement letter will remain effective for future audits unless terminated or modified 

by mutual agreement. Kindly acknowledge your acceptance by signing and returning the 

duplicate copy of this letter. 

Looking forward to a successful engagement. 

Yours faithfully, 

For [Audit Firm Name] 

[Name of Signing Partner] 
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(Chartered Accountant, ICAI Membership No. [XXXXX]) 

[Audit Firm’s Registration No.] 

 

Acknowledgment & Acceptance 

We acknowledge receipt of and agree to the terms outlined in this letter. 

For and on behalf of [Company Name] 

Authorized Signatory 

(Name & Designation) 

(Date) 

 

This format ensures compliance with SA 210 and serves as a formal agreement between the 

auditor and client. Would you like any modifications or additional clauses? 

You said: 

I would expect you to cover the following aspects with respect to the issue raised ( wrt 

Chapter 35): 1. Legal and Regulatory Framework a. Companies Act, 2013 – Schedule III 

Requirements b. Ind AS – Recognition & Measurement of the related Transactions c. GST & 

TDS Compliance in the transaction 2. Key Audit Procedures a. Verification of Invoices & 

Supporting Documents b. External Confirmation of Balances (SA 505) c. Cut-off Testing for 

Year-End transactions d. Review of Trade Discounts, Rebates & Returns 3. Analytical 

Procedures & Substantive Testing a. Ratio Analysis b. Subsequent Payment Testing 4. Audit 

Documentation & Reporting (SA 230 & SA 700) a. Key Audit Working Papers b. Reporting 

Under SA 700/705 5. Key Takeaways  

ChatGPT said: 

Chapter 35: Illustrative Formats on Agreeing the Terms of Audit Engagements 

(Detailed Discussion Covering Legal, Regulatory, and Audit Aspects) 

 

1. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III Requirements 
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 The engagement letter must ensure that financial statements comply with Schedule 

III of the Companies Act, 2013, which prescribes the format and disclosure 

requirements. 

 It must specify that the audit will cover all aspects of the financial statements, 

including classification, presentation, and disclosure of transactions per Schedule III. 

 Any significant changes in accounting policies affecting disclosure (e.g., revenue 

recognition, provisions, or contingent liabilities) should be agreed upon with 

management before the audit. 

(b) Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS lays down specific rules for recognizing, measuring, and presenting financial 

transactions. 

 The engagement letter should highlight key accounting standards applicable to the 

company’s transactions, such as: 

o Ind AS 115 (Revenue Recognition): Ensuring revenue is recorded when 

control is transferred, and trade discounts, rebates, and returns are correctly 

accounted for. 

o Ind AS 21 (Foreign Exchange Transactions): If the company has foreign 

transactions, they should be translated per Ind AS 21. 

o Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): 

Management should disclose any potential liabilities that may arise from legal 

claims, warranties, or contractual disputes. 

(c) GST & TDS Compliance in Transactions 

 The engagement should cover GST compliance to verify if: 

o GST invoices are correctly issued. 

o Input Tax Credit (ITC) is properly availed. 

o GST returns (GSTR-1, GSTR-3B) reconcile with books. 

 TDS compliance must be ensured by: 

o Checking if TDS is deducted at applicable rates. 

o Ensuring timely deposit and correct reporting in TDS returns (Form 

26Q/24Q/27Q). 

 

2. Key Audit Procedures 

(a) Verification of Invoices & Supporting Documents 

 Test-check sales/purchase invoices to ensure revenue recognition aligns with Ind 

AS 115. 

 Verify if proper approval and authorizations are in place. 

 Ensure proper documentation for credit notes, trade discounts, and returns. 
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(b) External Confirmation of Balances (SA 505) 

 Trade Receivables & Payables: Send balance confirmations to customers/vendors to 

verify outstanding balances. 

 Bank Confirmations: Obtain direct confirmation from banks regarding balances, 

loans, and guarantees. 

(c) Cut-off Testing for Year-End Transactions 

 Ensure cut-off procedures are applied correctly for revenue and expense 

transactions. 

 Verify last few invoices before and after year-end to ensure proper cut-off treatment. 

(d) Review of Trade Discounts, Rebates & Returns 

 Examine agreements with customers and vendors to verify how discounts and rebates 

are structured. 

 Verify whether discounts given to customers are properly recorded and match 

contractual agreements. 

 Ensure returns are adjusted correctly in revenue figures as per Ind AS 115. 

 

3. Analytical Procedures & Substantive Testing 

(a) Ratio Analysis 

 Perform comparative ratio analysis to identify unusual trends: 

o Gross Profit Margin: Compare with industry standards. 

o Accounts Receivable Turnover: Analyze collections and credit period. 

o Inventory Turnover Ratio: Identify potential stock obsolescence. 

(b) Subsequent Payment Testing 

 Verify post-year-end receipts from customers to confirm trade receivable balances. 

 Check subsequent payments of liabilities to ensure proper cut-off and completeness 

of payables. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

(a) Key Audit Working Papers 

 Maintain detailed working papers covering: 
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o Audit Planning Memorandum (documenting scope and strategy). 

o Checklist for Ind AS Compliance (ensuring accounting treatments are as per 

relevant standards). 

o Summary of Key Adjustments identified during the audit. 

o Evidence of Audit Tests performed on transactions. 

(b) Reporting Under SA 700/705 

 Unmodified Report (SA 700): If no material misstatements are found. 

 Modified Report (SA 705): If there are material misstatements or scope limitations, 

the auditor may issue: 

o Qualified Opinion: Material misstatement but not pervasive. 

o Adverse Opinion: Pervasive misstatement affecting the financials. 

o Disclaimer of Opinion: If the auditor is unable to obtain sufficient evidence. 

 

5. Key Takeaways 

 The engagement letter must clearly outline responsibilities under the Companies Act, 

Ind AS, GST, and TDS laws. 

 Key audit procedures should focus on invoice verification, external confirmations, 

cut-off testing, and review of trade discounts. 

 Analytical procedures like ratio analysis and subsequent payment testing help 

validate financial balances. 

 Audit documentation and reporting standards (SA 230 & SA 700) must be strictly 

followed to ensure compliance and evidence sufficiency. 

 

Would you like any illustrative working papers or specific templates for these procedures? 

You said: 

Please provide 

ChatGPT said: 

Illustrative Working Papers & Templates for Audit Procedures (Chapter 35) 

Here are the working papers and templates for the key audit procedures discussed: 

 

1. Audit Engagement Acceptance Checklist 
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(To ensure compliance with SA 210 before issuing an engagement letter) 

Checklist Item Yes/No Remarks 

Has the company provided written confirmation of engagement terms?   

Has management acknowledged its responsibility for financial 

statements? 
  

Have the auditors verified compliance with Ind AS/AS?   

Are there any limitations on scope or restrictions on access to 

information? 
  

Have engagement fees and billing terms been agreed upon?   

Is there a requirement to revise the engagement letter from the previous 

year? 
  

Has the engagement letter been signed by an authorized representative?   

 

2. Verification of Invoices & Supporting Documents (Ind AS 115) 

(Checklist for revenue recognition audit testing) 

Test Step 
Performed 

(Y/N) 
Observations 

Verify a sample of sales invoices to ensure proper recording.   

Check whether invoices are linked to valid purchase orders.   

Review whether revenue recognition follows Ind AS 115 

(control transfer principle). 
  

Verify any credit notes, trade discounts, or returns for correct 

adjustments. 
  

Review GST application on invoices and ensure correct tax 

treatment. 
  

 

3. External Confirmation of Balances (SA 505) 

(Sample format for confirmation request to debtors/creditors/banks) 
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[Company’s Letterhead] 

To, 

[Name of Debtor/Creditor/Bank] 

[Address] 

[Date] 

Subject: Confirmation of Balance as on [Audit Date] 

Dear [Recipient's Name], 

As part of our audit for [Company Name], we request confirmation of the balance due as of 

[Audit Date]. 

 Balance as per our records: INR [Amount] 

 Please confirm if this balance is correct. If not, kindly provide reconciliation. 

Kindly confirm by signing and returning this letter via email or post by [Due Date]. 

Authorized Signatory 

For [Company Name] 

 

4. Cut-off Testing for Year-End Transactions 

(Checklist for purchase/sales cut-off testing) 

Test Step 
Performed 

(Y/N) 
Observations 

Obtain last 10 invoices before and after year-end.   

Ensure revenue is recognized in the correct accounting 

period. 
  

Verify goods dispatch dates for sales cutoff testing.   

Check if purchase invoices received after year-end relate to 

goods received before year-end. 
  

 

5. Analytical Procedures - Ratio Analysis Worksheet 

(For comparative financial statement review) 
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Ratio Formula 
Prior 

Year 

Current 

Year 

Variance 

% 
Comments 

Gross Profit Margin 
(Gross Profit / 

Revenue) * 100 
    

Net Profit Margin 
(Net Profit / Revenue) 

* 100 
    

Accounts Receivable 

Turnover 

Revenue / Avg. 

Debtors 
    

Inventory Turnover 
COGS / Avg. 

Inventory 
    

 

6. Subsequent Payment Testing (Trade Receivables & Payables) 

(Sample working paper to check post-balance sheet payments to verify balances) 

Invoice 

No. 
Customer/Supplier 

Amount 

(INR) 

Date of 

Invoice 

Date of 

Payment 

Verified? 

(Y/N) 

1001 XYZ Ltd. 50,000 28-Mar-2024 10-Apr-2024  

1002 ABC Traders 75,000 30-Mar-2024 15-Apr-2024  

 

7. Audit Documentation (SA 230) - Working Paper Index 

(List of key working papers to be maintained during the audit) 

WP Reference 

No. 
Description 

Prepared 

by 

Reviewed 

by 
Date 

WP-01 
Engagement Letter & Acceptance 

Checklist 
   

WP-02 Trial Balance Review    

WP-03 Revenue Recognition Testing    

WP-04 
External Confirmations 

(Debtors/Creditors) 
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WP Reference 

No. 
Description 

Prepared 

by 

Reviewed 

by 
Date 

WP-05 Cut-off Testing    

 

8. Reporting Under SA 700/705 (Illustrative Draft Reports) 

(a) Unmodified Audit Opinion (SA 700) 

"In our opinion, the financial statements give a true and fair view of the financial 

position of [Company Name] as at [Date], and of its financial performance and cash 

flows for the year then ended in accordance with the [applicable financial reporting 

framework]." 

(b) Modified Opinion (SA 705) 

(i) Qualified Opinion (If there are material misstatements, but not pervasive) 

"Except for the effects of the matter described in the Basis for Qualified Opinion 

section, the financial statements give a true and fair view..." 

(ii) Adverse Opinion (If misstatements are pervasive and affect the financials as a whole) 

"Because of the significance of the matter described in the Basis for Adverse Opinion 

section, the financial statements do not present a true and fair view..." 

(iii) Disclaimer of Opinion (If sufficient audit evidence is not available) 

"We were unable to obtain sufficient audit evidence regarding [specific issue]. 

Accordingly, we do not express an opinion on the financial statements." 

 

Key Takeaways from These Working Papers 

1. Engagement Letter & Acceptance Checklist ensures SA 210 compliance before 

beginning the audit. 

2. Key audit tests (Invoice verification, external confirmations, cut-off testing) cover 

completeness and accuracy of transactions. 

3. Analytical procedures and ratio analysis help identify inconsistencies in financial 

statements. 

4. Proper working paper documentation (SA 230) is critical for audit quality and 

compliance. 

5. Reporting (SA 700/705) must be aligned with audit findings and conclusions. 
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Would you like a Word/Excel version of these templates for easier use? 🚀 

You said: 

Now let us move to Chapter 36 

ChatGPT said: 

Chapter 36: Illustrative Format of Representation Letter 

(Based on SA 580 – Written Representations) 

 

1. Purpose of a Representation Letter 

A representation letter is a written statement from management to the auditor, confirming 

the accuracy and completeness of the information provided during the audit. It is required 

under SA 580, "Written Representations", and serves as audit evidence. 

Key purposes include: 

 Confirming management’s responsibility for financial statements. 

 Declaring compliance with accounting standards and laws. 

 Assuring that no material misstatements or frauds exist. 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III 

 Management representations should confirm that the financial statements comply with 

Schedule III of the Companies Act, 2013. 

 It should acknowledge the responsibility of the Board in ensuring correct 

classification, presentation, and disclosures. 

(b) Ind AS Compliance 

 The letter should confirm that transactions are accounted for as per relevant Ind AS 

(e.g., Ind AS 115 for revenue, Ind AS 116 for leases). 

 Assumptions for fair value measurement (Ind AS 113) should be stated explicitly. 

(c) GST & TDS Compliance 
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 Management must confirm proper GST & TDS deductions and reporting. 

 Any disputes or non-compliance matters with tax authorities should be disclosed. 

 

3. Key Representations to be Included 

(a) General Financial Statement Representations 

 "We confirm that we have fulfilled our responsibilities for the preparation of financial 

statements as per [Ind AS/AS]." 

 "The accounting policies adopted are consistently applied and appropriate." 

 "Significant assumptions used in estimates (SA 540) are reasonable." 

(b) Fraud & Non-Compliance (SA 240 & SA 250) 

 "We have disclosed all instances of fraud or suspected fraud affecting the entity." 

 "We have complied with all applicable laws and regulations (e.g., Companies Act, 

GST, Income Tax)." 

(c) Related Party Transactions (SA 550) 

 "All related party relationships and transactions have been disclosed as per Ind AS 

24." 

(d) Subsequent Events (SA 560) 

 "There are no significant events after the balance sheet date requiring adjustment." 

(e) Uncorrected Misstatements (SA 450) 

 "The effects of uncorrected misstatements are immaterial, both individually and in the 

aggregate." 

 

4. Specimen Format of Management Representation Letter 

(To be printed on the company’s letterhead) 

Date: [DD/MM/YYYY] 

To, 

[Name of Auditor] 

[Audit Firm Name] 

[Address] 
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Subject: Management Representation Letter for Audit of Financial Statements 

Dear [Auditor’s Name], 

This representation letter is provided in connection with your audit of the financial 

statements of [Company Name] for the year ended [Date], for the purpose of expressing an 

opinion on whether the financial statements present a true and fair view in accordance with 

the applicable financial reporting framework. 

1. Financial Statements & Accounting Policies 

 We have prepared financial statements in compliance with Ind AS/AS and Schedule 

III of the Companies Act, 2013. 

 The accounting policies have been applied consistently, and any changes have been 

properly disclosed. 

2. Internal Controls & Fraud 

 We confirm that we have designed, implemented, and maintained adequate internal 

controls to prevent fraud and misstatements. 

 We have disclosed to you all instances of fraud or suspected fraud, if any. 

3. Compliance with Laws & Regulations 

 We confirm that we have complied with applicable GST, TDS, and other tax laws. 

 There are no pending litigations or regulatory violations that need disclosure. 

4. Related Party Transactions 

 All transactions with related parties have been disclosed and accounted for as per Ind 

AS 24. 

5. Subsequent Events 

 No significant events have occurred after [Balance Sheet Date] that would impact the 

financial statements. 

6. Uncorrected Misstatements 

 The list of uncorrected misstatements, if any, is attached, and we confirm that they are 

immaterial. 

We acknowledge our responsibility for the accuracy and completeness of financial records 

and confirm that the above statements are true to the best of our knowledge. 
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Yours sincerely, 

[Name] 

[Designation, e.g., CFO/Director] 

[Company Name] 

 

5. Key Takeaways 

 The representation letter is mandatory under SA 580 and serves as important audit 

evidence. 

 It should cover key aspects such as fraud risks, compliance, related party 

transactions, and subsequent events. 

 Ind AS compliance and tax matters (GST/TDS) must be explicitly confirmed. 

Would you like me to include a checklist for reviewing management representations? 🚀 

You said: 

Please include 

ChatGPT said: 

Checklist for Reviewing Management Representations (SA 580 Compliance) 

Before accepting the Management Representation Letter, auditors should review key 

assertions to ensure completeness and accuracy. 

 

1. General Financial Statement Representations 

Checklist Item Yes/No Remarks 

Does the letter confirm that financial statements comply with Ind AS/AS 

and Schedule III? 
  

Are all accounting policies consistently applied, and are any changes 

properly disclosed? 
  

Has management disclosed all significant assumptions and estimates 

used in financial reporting? 
  

 

2. Fraud & Non-Compliance with Laws (SA 240 & SA 250) 
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Checklist Item Yes/No Remarks 

Has management explicitly stated that there were no frauds or suspected 

frauds? 
  

Have there been any regulatory violations or legal non-compliance 

(e.g., GST, Income Tax, TDS)? 
  

Have there been any cases of misappropriation of assets or financial 

misstatements? 
  

 

3. Related Party Transactions (SA 550 & Ind AS 24) 

Checklist Item Yes/No Remarks 

Are all related parties properly identified and disclosed?   

Have related party transactions been conducted at arm’s length price 

and disclosed correctly? 
  

Are there any off-balance sheet arrangements or undisclosed 

transactions with related parties? 
  

 

4. Subsequent Events (SA 560) 

Checklist Item Yes/No Remarks 

Have any significant subsequent events occurred after the balance sheet 

date? 
  

If yes, has the impact been properly adjusted/disclosed in the financial 

statements? 
  

Are there any legal disputes or financial developments that might affect 

the company's position? 
  

 

5. GST & TDS Compliance 
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Checklist Item Yes/No Remarks 

Are all GST returns (GSTR-1, GSTR-3B) filed on time and reconciled 

with books? 
  

Has Input Tax Credit (ITC) been properly accounted for and verified?   

Are TDS deductions made at the correct rates, and have they been 

deposited on time? 
  

Is there any pending tax litigation or compliance issue that needs 

disclosure? 
  

 

6. Uncorrected Misstatements & Audit Adjustments (SA 450) 

Checklist Item Yes/No Remarks 

Has management provided a list of uncorrected misstatements, if any?   

Are these misstatements immaterial, both individually and in 

aggregate? 
  

Has management provided valid reasons for not adjusting certain 

misstatements? 
  

 

7. Internal Controls & Financial Reporting Responsibilities 

Checklist Item Yes/No Remarks 

Has management confirmed that internal controls over financial 

reporting (ICFR) are adequate? 
  

Has management provided evidence of key reconciliations (e.g., bank 

reconciliations, inventory valuation)? 
  

Are there any internal control weaknesses that need to be reported?   

 

Key Takeaways 

✔ Ensures completeness and accuracy of management representations. 

✔ Covers all major risks, including fraud, compliance, and subsequent events. 

✔ Helps auditors evaluate material misstatements and reporting risks. 
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Would you like an editable Excel or Word version of this checklist for practical use? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 37: Specimen of Management Representation Letter on Statutory Audit 

(As per SA 580 – Written Representations) 

 

1. Purpose of a Management Representation Letter 

A Management Representation Letter (MRL) is obtained by the auditor to document 

written confirmation from management regarding its responsibilities and assertions related to 

the financial statements. It is a key requirement under SA 580 – Written Representations 

and serves as audit evidence. 

Why is it Required? 

 To confirm that management is responsible for the preparation of financial 

statements. 

 To declare that all financial transactions, disclosures, and estimates are 

appropriate. 

 To provide evidence regarding fraud risk, compliance, related party transactions, 

and contingencies. 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III 

 The MRL should confirm that financial statements comply with Schedule III and 

all relevant laws. 

 Disclosures related to related party transactions, contingent liabilities, and 

provisions should be appropriately made. 

(b) Ind AS Compliance 

 Management should represent that all transactions, fair value adjustments, and 

estimates have been accounted for as per Ind AS. 

 Specific confirmations for: 
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o Ind AS 115 (Revenue Recognition): Revenue is recorded as per performance 

obligations. 

o Ind AS 116 (Leases): Lease liabilities and right-of-use assets are correctly 

recognized. 

o Ind AS 24 (Related Parties): All transactions are disclosed properly. 

(c) GST & TDS Compliance 

 Confirmation that GST returns (GSTR-1, GSTR-3B) and TDS returns (Form 

26Q/24Q) are filed accurately. 

 Disclosure of any pending litigation or tax assessments. 

 

3. Key Representations to be Included 

(a) Financial Statements & Accounting Policies 

 "We confirm that financial statements are prepared per Ind AS/AS and Schedule III 

of the Companies Act, 2013." 

 "All significant assumptions and estimates used are reasonable (SA 540)." 

(b) Fraud & Non-Compliance (SA 240 & SA 250) 

 "We have disclosed all instances of fraud or suspected fraud affecting the 

company." 

 "We confirm compliance with all applicable laws and regulations." 

(c) Related Party Transactions (SA 550) 

 "All related party transactions have been identified and disclosed as per Ind AS 

24." 

(d) Subsequent Events (SA 560) 

 "No significant subsequent events require disclosure or adjustment in the financial 

statements." 

(e) Uncorrected Misstatements (SA 450) 

 "The effects of uncorrected misstatements are immaterial." 

 

4. Specimen Format of Management Representation Letter 
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(To be printed on the company’s letterhead) 

Date: [DD/MM/YYYY] 

To, 

[Name of Auditor] 

[Audit Firm Name] 

[Address] 

Subject: Management Representation Letter for Statutory Audit 

Dear [Auditor’s Name], 

This letter is provided in connection with your audit of the financial statements of 

[Company Name] for the year ended [Date], for the purpose of expressing an opinion on 

whether the financial statements present a true and fair view in accordance with the 

applicable financial reporting framework. 

1. Financial Statements & Accounting Policies 

 We have prepared financial statements as per Ind AS/AS and Schedule III. 

 All accounting estimates and fair value measurements are reasonable. 

2. Internal Controls & Fraud 

 We confirm that internal controls over financial reporting are adequate. 

 We have disclosed all instances of fraud to the auditors. 

3. Compliance with Laws & Regulations 

 We have complied with all applicable GST, TDS, and other tax laws. 

 There are no pending litigations or regulatory violations requiring disclosure. 

4. Related Party Transactions 

 All related parties and transactions have been disclosed and accounted for as per 

Ind AS 24. 

5. Subsequent Events 

 No significant events have occurred after [Balance Sheet Date] that would impact 

financial statements. 

6. Uncorrected Misstatements 

 The attached list of uncorrected misstatements is considered immaterial. 
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We confirm that the above statements are true to the best of our knowledge. 

[Name] 

[Designation, e.g., CFO/Director] 

[Company Name] 

 

5. Checklist for Reviewing Management Representation Letter 

(For auditors to ensure completeness of representations) 

Checklist Item Yes/No Remarks 

Does the letter confirm compliance with Ind AS/AS and Schedule III?   

Has management disclosed all fraud and non-compliance matters?   

Are related party transactions properly disclosed?   

Have subsequent events been considered?   

Are there any uncorrected misstatements, and are they immaterial?   

 

6. Key Takeaways 

 MRL is a mandatory requirement under SA 580. 

 Covers financial reporting, compliance, fraud risk, and related parties. 

 Provides audit evidence to support the auditor’s opinion. 

Would you like an editable Word/Excel version of this template? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 38: Illustrative Format on an Engagement Letter for an Agreed-Upon 

Procedures Engagement 

(As per SAE 4400 – Engagements to Perform Agreed-Upon Procedures Regarding Financial 

Information) 
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1. Purpose of an Agreed-Upon Procedures (AUP) Engagement 

An Agreed-Upon Procedures (AUP) engagement involves the auditor performing specific 

procedures that have been agreed upon between the auditor, the entity, and third parties (e.g., 

regulators, banks). The auditor does not provide an opinion or assurance but simply reports 

factual findings. 

Key Characteristics of an AUP Engagement: 

 The procedures are designed by the engaging party (client or third party). 

 The auditor performs only the agreed procedures, without making judgments. 

 The report contains findings but no conclusions or opinions. 

 It is conducted as per Standard on Related Services (SAE) 4400. 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Applicability to AUP Engagements 

 The Companies Act, 2013 does not mandate AUP engagements but allows 

companies to engage auditors for special reports. 

 Specific reporting requirements may arise from SEBI, RBI, or other regulatory 

bodies. 

(b) Ind AS Compliance 

 If the procedures involve financial data, Ind AS requirements (e.g., Ind AS 115 for 

revenue, Ind AS 37 for provisions) must be followed. 

(c) GST & TDS Compliance 

 If tax compliance is part of the procedures, management must confirm that: 

o GST returns (GSTR-1, GSTR-3B) match accounting records. 

o TDS deductions and filings (Form 26Q, 24Q) are correctly reported. 

 

3. Specimen Format of an Engagement Letter for an AUP Engagement 

(To be printed on the audit firm’s letterhead) 
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Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Engagement Letter for Agreed-Upon Procedures Engagement 

Dear [Client's Name], 

We are pleased to confirm our engagement to perform the agreed-upon procedures (AUP) as 

specified below for [specific purpose, e.g., verification of revenue, internal controls, tax 

compliance], in accordance with SAE 4400, "Engagements to Perform Agreed-Upon 

Procedures Regarding Financial Information" issued by the Institute of Chartered 

Accountants of India (ICAI). 

 

1. Objective & Scope of Engagement 

 We will perform the procedures agreed upon with [Company Name] as outlined 

in Annexure A. 

 Our work will be limited to the procedures specified and will not constitute an audit 

or review. 

 We will report only the findings without providing any opinion, conclusion, or 

assurance. 

 

2. Procedures to be Performed 

The procedures have been agreed upon as follows: 

1. Verification of invoices and supporting documents to ensure compliance with Ind 

AS/GST laws. 

2. Reconciliation of tax filings (GST/TDS) with books of accounts. 

3. Review of trade discounts, rebates, and returns for compliance with Ind AS 115. 

4. External confirmation of balances (SA 505) from selected customers/suppliers. 

5. Subsequent payment testing for verification of trade receivables. 

 

3. Responsibilities of Management 

 Provide access to all records, documents, and supporting evidence. 
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 Ensure the accuracy and completeness of the information provided. 

 Acknowledge that our engagement does not include an audit or assurance. 

 

4. Deliverables & Reporting 

 Upon completion, we will issue an Agreed-Upon Procedures Report, detailing: 

o Procedures performed. 

o Findings (without conclusions). 

 The report is intended only for use by [Company Name] and specified parties and 

should not be distributed outside without consent. 

 

5. Fees & Payment Terms 

 Our professional fees for this engagement will be INR [Amount], plus applicable 

taxes and out-of-pocket expenses. 

 Payment shall be made as per the agreed schedule [mention terms, e.g., 50% 

advance, 50% upon completion]. 

 

6. Agreement to Terms 

This letter documents our understanding and agreement regarding this engagement. Kindly 

confirm acceptance by signing and returning a copy of this letter. 

Looking forward to a successful engagement. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

[Audit Firm’s Registration No.] 

 

Acknowledgment & Acceptance 

We acknowledge receipt of and agree to the terms outlined in this letter. 

For and on behalf of [Company Name] 



 Checklist for audit of various items of Financial Statement 

246 | P a g e  
 

Authorized Signatory 

(Name & Designation) 

(Date) 

 

4. Key Takeaways 

 SAE 4400 governs Agreed-Upon Procedures (AUP) engagements. 

 The auditor does not express an opinion but simply reports findings. 

 The report is restricted to specified users and cannot be used as audit evidence. 

 Proper documentation and management confirmation are critical. 

Would you like an illustrative format of the final AUP Report as well? 🚀 

You said: 

Please provide 

ChatGPT said: 

Illustrative Format of an Agreed-Upon Procedures (AUP) Report 

(As per SAE 4400 – Engagements to Perform Agreed-Upon Procedures Regarding Financial 

Information) 

 

[Audit Firm's Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Agreed-Upon Procedures Report on [Specify Area – e.g., GST Compliance, 

Revenue Recognition] 

Dear [Client's Name], 

At your request, we have performed the procedures described below regarding [specific 

financial or compliance area, e.g., revenue verification, tax filings] of [Company Name] 

for the year ended [Date]. These procedures were agreed upon between [Company Name] 

and us in our engagement letter dated [Date], and were performed solely to assist you in 

evaluating the specified subject matter. 
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This engagement was conducted in accordance with Standard on Related Services (SAE) 

4400 issued by the Institute of Chartered Accountants of India (ICAI). 

We do not express an audit opinion or assurance conclusion on the procedures performed. 

Our findings are detailed below. 

 

1. Objective & Scope of Engagement 

The objective of this engagement was to perform the agreed-upon procedures as listed 

below. These procedures were performed based on the information and documents 

provided by management. 

 

2. Procedures Performed & Findings 

Sr. 

No. 
Agreed-Upon Procedure Findings 

1 
Verified invoices and supporting 

documents for GST compliance 

GST correctly applied in 95% of sampled 

invoices. Errors found in 5%, details provided in 

Annexure A. 

2 
Reconciliation of GST returns 

(GSTR-1 & GSTR-3B) with books 

Differences of INR 1,50,000 noted in ITC claims 

(Annexure B). 

3 
External confirmation of trade 

receivable balances (SA 505) 

90% confirmed as correct; 10% pending response 

from customers. 

4 
Subsequent payment testing for 

trade receivables 

85% of outstanding receivables cleared post-year-

end; remaining are overdue. 

5 
Review of trade discounts, rebates, 

and returns (Ind AS 115) 

No major discrepancies noted; policy aligns with 

contractual agreements. 

Note: Findings are presented factually and without interpretation or recommendations. 

 

3. Limitations & Management Responsibilities 

 Our procedures were performed based on information provided by management. We 

did not conduct an audit or review, and no assurance is expressed. 
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 This report is intended solely for use by [Company Name] and should not be 

distributed or relied upon by other parties without our consent. 

 

4. Conclusion 

As per the agreed-upon procedures, our factual findings have been documented above. Since 

this engagement does not constitute an audit, we do not provide an audit opinion on the 

financial information. 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 

 

Acknowledgment by Management 

We acknowledge receipt of this Agreed-Upon Procedures Report and confirm that the 

findings have been discussed with us. 

For and on behalf of [Company Name] 

Authorized Signatory 

(Name & Designation) 

(Date) 

 

5. Key Takeaways 

✔ SAE 4400 requires reporting only factual findings – no conclusions or opinions are 

given. 

✔ The report must clearly state the procedures performed and results without 

interpretation. 

✔ Restricted Use – The report is for the intended users only and cannot be used as audit 

evidence. 

Would you like an editable Word/Excel version of this format? 🚀 

You said: 

Please move to the next Chapter 
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ChatGPT said: 

Chapter 39: Illustrative Format on Engagement Letter for a Compilation Engagement 

(As per SRS 4410 – Compilation Engagements) 

 

1. Purpose of a Compilation Engagement 

A Compilation Engagement involves the auditor assisting management in preparing 

financial statements based on financial data provided by the client. Unlike an audit or review, 

a compilation engagement does not involve assurance or verification of the financial 

statements. 

Key Characteristics of a Compilation Engagement: 

 The auditor compiles financial statements but does not provide an opinion or 

assurance. 

 The engagement is conducted under Standard on Related Services (SRS) 4410. 

 Management is responsible for the accuracy and completeness of financial 

information. 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Applicability to Compilation Engagements 

 Compilation engagements are voluntary and not mandated under the Companies 

Act, 2013. 

 They may be requested by management, investors, or lenders to present financial 

data in a structured manner. 

(b) Ind AS / AS Compliance 

 Financial statements should be prepared as per the applicable financial reporting 

framework (e.g., Ind AS or AS). 

 The engagement letter should state that the auditor is not responsible for ensuring 

compliance with accounting standards. 

(c) GST & TDS Compliance 

 If tax matters are included, management should confirm: 

o GST returns (GSTR-1, GSTR-3B) align with the compiled financials. 
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o TDS deductions are properly accounted for and reported. 

 

3. Specimen Format of an Engagement Letter for a Compilation Engagement 

(To be printed on the audit firm’s letterhead) 

 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Engagement Letter for Compilation Engagement 

Dear [Client's Name], 

We are pleased to confirm our acceptance to assist [Company Name] in preparing its 

financial statements for the year ended [Date], based on information provided by 

management. This engagement will be conducted as per SRS 4410 – Compilation 

Engagements issued by the Institute of Chartered Accountants of India (ICAI). 

 

1. Objective & Scope of Engagement 

 Our responsibility is to compile financial statements from the financial data 

provided by management. 

 We will not perform an audit, review, or verification of financial data. 

 The compiled financial statements will not include an auditor’s opinion or 

assurance. 

 

2. Responsibilities of Management 

Management is responsible for: 

1. Providing complete and accurate financial records. 

2. Ensuring compliance with applicable laws, including Ind AS, GST, and TDS 

regulations. 

3. Preventing fraud and errors in the financial data provided. 
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3. Deliverables & Reporting 

 Upon completion, we will provide: 

o Compiled Financial Statements as per the agreed format. 

o A Compilation Report stating that no assurance is provided. 

 The compiled financial statements are for internal use only unless otherwise agreed. 

 

4. Fees & Payment Terms 

 Our professional fees for this engagement will be INR [Amount], plus applicable 

taxes and expenses. 

 Payment shall be made as per the agreed terms [mention payment schedule]. 

 

5. Agreement to Terms 

This letter documents our understanding of the engagement. Please sign and return a copy as 

confirmation. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

[Audit Firm’s Registration No.] 

 

Acknowledgment & Acceptance 

We acknowledge receipt of and agree to the terms outlined in this letter. 

For and on behalf of [Company Name] 

Authorized Signatory 

(Name & Designation) 

(Date) 

 

4. Illustrative Format of a Compilation Report (SRS 4410) 
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[Audit Firm's Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Compilation Report on Financial Statements 

Dear [Client's Name], 

We have compiled the financial statements of [Company Name] for the year ended [Date]. 

These statements are prepared based on information provided by management. 

1. Management’s Responsibilities 

Management is responsible for: 

 The accuracy and completeness of financial information. 

 Compliance with applicable laws and regulations. 

2. Auditor’s Responsibilities 

 We have performed this engagement in accordance with SRS 4410 – Compilation 

Engagements issued by ICAI. 

 Our work was limited to organizing and presenting financial information provided 

by management. 

 We have not performed an audit or review, and we do not express any assurance 

on the financial statements. 

3. Conclusion 

Based on the information provided by management, we have compiled the financial 

statements. However, we do not provide assurance regarding their accuracy or completeness. 

This report is intended for internal use only and should not be distributed without our prior 

consent. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 
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5. Key Takeaways 

✔ SRS 4410 governs compilation engagements, which involve preparing but not verifying 

financial statements. 

✔ No assurance is provided, and the compiled statements must not be mistaken for 

audited accounts. 

✔ The report should clearly state that financial information was provided by 

management, and the firm takes no responsibility for its accuracy. 

Would you like an editable Word or Excel template for these formats? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 40: Illustrative Format on Engagement Letter for a Review of Interim 

Financial Information 

(As per SRE 2410 – Review of Interim Financial Information Performed by the Independent 

Auditor of the Entity) 

 

1. Purpose of a Review of Interim Financial Information 

A Review of Interim Financial Information provides limited assurance that interim 

financial statements are free from material misstatement. It is conducted under SRE 2410 

and is usually required by stakeholders such as investors, lenders, or regulatory 

authorities. 

Key Characteristics of a Review Engagement: 

 Limited assurance engagement – less detailed than an audit. 

 Uses analytical procedures and inquiries, rather than extensive verification. 

 The auditor issues a review report rather than an audit opinion. 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Applicability to Interim Financial Reviews 
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 Interim financial reports are not legally required under the Companies Act, 2013. 

 However, listed companies must comply with SEBI (LODR) Regulations, 2015, 

which mandate quarterly financial reporting. 

(b) Ind AS Compliance 

 Interim financial statements must comply with Ind AS 34 (Interim Financial 

Reporting). 

 Management must ensure proper recognition of: 

o Revenue (Ind AS 115) 

o Financial instruments (Ind AS 109) 

o Provisions (Ind AS 37) 

(c) GST & TDS Compliance 

 If the review includes compliance checks, the auditor may need to verify: 

o GST reconciliations with GSTR-1 & GSTR-3B. 

o TDS deductions and filings in Form 26Q/24Q. 

 

3. Specimen Format of an Engagement Letter for a Review of Interim Financial 

Information 

(To be printed on the audit firm’s letterhead) 

 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Engagement Letter for Review of Interim Financial Information 

Dear [Client's Name], 

We are pleased to confirm our acceptance to review the interim financial information of 

[Company Name] for the period ended [Date], in accordance with Standard on Review 

Engagements (SRE) 2410 issued by the Institute of Chartered Accountants of India 

(ICAI). 

 



 Checklist for audit of various items of Financial Statement 

255 | P a g e  
 

1. Objective & Scope of Engagement 

 Our objective is to provide limited assurance that the interim financial statements are 

free from material misstatement. 

 We will perform a review, not an audit, and thus will not provide an opinion on the 

financial statements. 

 

2. Responsibilities of Management 

Management is responsible for: 

1. Preparing the interim financial information as per Ind AS 34 / AS 25. 

2. Implementing internal controls to prevent fraud and misstatements. 

3. Providing unrestricted access to financial records, reports, and explanations. 

 

3. Procedures to be Performed 

Our review procedures will include: 

 Analytical procedures on financial data to identify trends and inconsistencies. 

 Inquiries of management regarding significant accounting estimates. 

 Review of compliance with Ind AS 34 and applicable tax laws. 

 Comparison of interim financials with prior periods. 

 

4. Reporting & Deliverables 

 We will issue a Review Report, which will state: 

o Whether we have found any material modifications that should be made. 

o That we do not provide an audit opinion. 

 The report will be restricted for use by [Company Name] and intended recipients. 

 

5. Fees & Payment Terms 

 Our professional fees for this engagement will be INR [Amount], plus applicable 

taxes and expenses. 

 Payment shall be made as per the agreed terms [mention payment schedule]. 
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6. Agreement to Terms 

This letter documents our mutual understanding of this engagement. Please sign and return a 

copy as confirmation. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

[Audit Firm’s Registration No.] 

 

Acknowledgment & Acceptance 

We acknowledge receipt of and agree to the terms outlined in this letter. 

For and on behalf of [Company Name] 

Authorized Signatory 

(Name & Designation) 

(Date) 

 

4. Illustrative Format of a Review Report (SRE 2410) 

[Audit Firm's Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Review Report on Interim Financial Information 

Dear [Client's Name], 

We have reviewed the accompanying interim financial statements of [Company Name] for 

the period ended [Date]. 

1. Management’s Responsibilities 
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Management is responsible for: 

 Preparing the interim financial statements in compliance with Ind AS 34 / AS 25. 

 Maintaining effective internal controls for financial reporting. 

2. Auditor’s Responsibilities 

 Our review was conducted in accordance with SRE 2410 – Review of Interim 

Financial Information issued by ICAI. 

 A review consists primarily of analytical procedures and inquiries and is 

substantially less in scope than an audit. 

 Accordingly, we do not express an audit opinion. 

3. Conclusion 

Based on our review, nothing has come to our attention that causes us to believe that the 

interim financial statements are not prepared in all material respects in accordance with 

[Ind AS 34/AS 25]. 

This report is intended solely for use by [Company Name] and specified parties and 

should not be distributed without our consent. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 

 

5. Key Takeaways 

✔ SRE 2410 governs review engagements, which provide limited assurance. 

✔ A review is not an audit – it relies on analytical procedures and inquiries rather than 

detailed verification. 

✔ The review report should clearly state that no audit opinion is expressed. 

Would you like an editable Word or Excel template for these formats? 🚀 

You said: 

Please consider any other aspect left from this Chapter 40 

ChatGPT said: 
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Additional Aspects of Chapter 40: Engagement Letter for a Review of Interim Financial 

Information 

(As per SRE 2410 – Review of Interim Financial Information Performed by the Independent 

Auditor of the Entity) 

In addition to the engagement letter and review report, the following key aspects should be 

considered in a review of interim financial information: 

 

1. Key Audit Procedures for Review of Interim Financial Information 

Unlike a statutory audit, a review engagement involves limited procedures focused on 

analytical review and inquiries rather than extensive verification. 

Procedure Objective 

Analytical Procedures Identify unusual trends, fluctuations, or inconsistencies. 

Inquiry with Management Understand key assumptions, estimates, and internal controls. 

Comparing Interim 

Financials 

Verify consistency between the interim period and previous 

financial periods. 

Reconciliation Checks 
Ensure figures in financial statements align with underlying 

records. 

Review of Revenue 

Recognition 

Ensure compliance with Ind AS 115 (Revenue from 

Contracts with Customers). 

Review of Contingencies & 

Liabilities 

Verify compliance with Ind AS 37 (Provisions, Contingent 

Liabilities & Contingent Assets). 

 

2. Analytical Procedures for a Review Engagement 

Since a review engagement relies on analytical procedures, the following areas should be 

covered: 

(a) Ratio Analysis 
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Ratio Formula Purpose 

Gross Profit 

Margin 

(Gross Profit / Revenue) × 

100 
Identify changes in profitability. 

Net Profit Margin (Net Profit / Revenue) × 100 
Identify changes in overall financial 

performance. 

Debt-to-Equity 

Ratio 

Total Debt / Shareholders’ 

Equity 
Assess financial leverage. 

Current Ratio 
Current Assets / Current 

Liabilities 
Evaluate short-term liquidity. 

(b) Trend Analysis 

 Compare current interim results with the previous interim period. 

 Identify unexpected fluctuations in revenue, expenses, or cash flows. 

 Investigate any material differences and document management’s explanations. 

(c) Subsequent Events Testing (SA 560) 

 Verify significant events after the interim period that could affect financial 

reporting. 

 Determine if any disclosures are required in the interim financial statements. 

 

3. Review of Key Areas in Interim Financial Statements 

The review engagement should cover the following critical areas: 

Area Key Considerations 

Revenue (Ind AS 115) 
Is revenue recognized based on performance obligations? Are 

any unusual sales trends noted? 

Inventory Valuation (Ind 

AS 2) 

Is inventory properly valued? Have there been any slow-

moving or obsolete stock write-offs? 

Trade Receivables & 

Payables 

Are there any significant overdue balances? Have any key 

customers defaulted? 

Fixed Assets (Ind AS 16 & 

Ind AS 36) 

Have there been impairments, additions, or disposals? Are 

depreciation calculations correct? 
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Area Key Considerations 

Contingent Liabilities (Ind 

AS 37) 

Are there any new legal cases, tax disputes, or other liabilities 

requiring disclosure? 

 

4. Documentation Requirements Under SRE 2410 (SA 230 - Audit Documentation) 

Since a review engagement does not involve detailed testing, the documentation 

requirements are different from an audit. The following should be documented: 

✔ Engagement Letter (SA 210 & SRE 2410) – Signed agreement defining the scope of the 

review. 

✔ Management Representations (SA 580) – Written confirmation on key assertions. 

✔ Working Papers on Analytical Procedures & Inquiries – Documented results of ratio 

analysis and trend comparisons. 

✔ Review Report (SRE 2410) – Report stating the limited assurance provided. 

 

5. Differences Between a Review and an Audit 

Aspect Review (SRE 2410) Audit (SA 700) 

Objective 

Provide limited assurance that 

financials are free from material 

misstatement. 

Provide reasonable assurance 

through verification. 

Procedures 

Used 
Analytical procedures & inquiries. 

Detailed substantive testing & 

external confirmations. 

Assurance 

Level 
Limited assurance. High (reasonable) assurance. 

Opinion 

Provided? 

No, only a conclusion on whether 

material modifications are required. 

Yes, an audit opinion (unmodified, 

qualified, or adverse). 

Scope of 

Work 

Focused on key financial line items & 

compliance. 

Covers all areas, including 

internal controls and fraud risks. 

 

6. Key Takeaways from Chapter 40 
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✔ SRE 2410 applies to reviews of interim financial statements, providing limited 

assurance. 

✔ A review relies on analytical procedures and inquiries, rather than detailed testing. 

✔ Comparative analysis and management discussions play a crucial role in the review 

process. 

✔ No audit opinion is given, but a review report is issued, stating whether material 

modifications are required. 

 

Would you like sample working paper templates for interim financial reviews? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 41: Illustrative Format on Engagement Letter for an Engagement to Review 

Historical Financial Statements 

(As per SRE 2400 – Engagements to Review Historical Financial Statements) 

 

1. Purpose of a Review of Historical Financial Statements 

A review of historical financial statements provides limited assurance on whether the 

financial statements are free from material misstatement. Unlike an audit, a review 

engagement relies primarily on analytical procedures and inquiries, rather than substantive 

testing. 

Key Characteristics of a Review Engagement: 

 Provides limited assurance, not an audit opinion. 

 Conducted under Standard on Review Engagements (SRE) 2400. 

 Uses analytical review and management inquiries rather than detailed verification. 

 The auditor issues a review report instead of an audit report. 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Applicability to Review Engagements 
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 The Companies Act, 2013 does not mandate review engagements, but companies 

may voluntarily engage auditors for such reviews. 

 Listed companies may be required to have their financial statements reviewed as per 

SEBI (LODR) Regulations, 2015. 

(b) Ind AS Compliance 

 Financial statements must comply with Ind AS / AS, depending on applicability. 

 Review should ensure compliance with: 

o Ind AS 115 (Revenue Recognition) 

o Ind AS 109 (Financial Instruments) 

o Ind AS 37 (Provisions, Contingent Liabilities & Contingent Assets) 

(c) GST & TDS Compliance 

 If the review includes tax compliance checks, the auditor may need to verify: 

o GST filings and reconciliations (GSTR-1 & GSTR-3B). 

o TDS deductions and returns (Form 26Q/24Q/27Q). 

 

3. Specimen Format of an Engagement Letter for a Review of Historical Financial 

Statements 

(To be printed on the audit firm’s letterhead) 

 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Engagement Letter for Review of Historical Financial Statements 

Dear [Client's Name], 

We are pleased to confirm our engagement to review the historical financial statements of 

[Company Name] for the year ended [Date], in accordance with Standard on Review 

Engagements (SRE) 2400 issued by the Institute of Chartered Accountants of India 

(ICAI). 
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1. Objective & Scope of Engagement 

 Our objective is to provide limited assurance that the historical financial statements 

are free from material misstatement. 

 This review is not an audit, and we will not express an audit opinion. 

 

2. Responsibilities of Management 

Management is responsible for: 

1. Preparation of historical financial statements in accordance with Ind AS / AS. 

2. Maintaining adequate internal controls to ensure reliability of financial information. 

3. Providing unrestricted access to books, records, and supporting documentation. 

 

3. Procedures to be Performed 

Our review procedures will include: 

 Analytical procedures on key financial data. 

 Inquiry of management regarding significant transactions and accounting policies. 

 Comparison of financial statements with prior periods to identify inconsistencies. 

 Review of compliance with Ind AS / AS and applicable tax laws. 

 

4. Reporting & Deliverables 

 We will issue a Review Report, which will state: 

o Whether we have found any material modifications that should be made. 

o That we do not provide an audit opinion. 

 The report will be restricted for use by [Company Name] and intended recipients. 

 

5. Fees & Payment Terms 

 Our professional fees for this engagement will be INR [Amount], plus applicable 

taxes and expenses. 

 Payment shall be made as per the agreed terms [mention payment schedule]. 
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6. Agreement to Terms 

This letter documents our mutual understanding of this engagement. Please sign and return a 

copy as confirmation. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

[Audit Firm’s Registration No.] 

 

Acknowledgment & Acceptance 

We acknowledge receipt of and agree to the terms outlined in this letter. 

For and on behalf of [Company Name] 

Authorized Signatory 

(Name & Designation) 

(Date) 

 

4. Illustrative Format of a Review Report (SRE 2400) 

[Audit Firm's Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Review Report on Historical Financial Statements 

Dear [Client's Name], 

We have reviewed the accompanying historical financial statements of [Company Name] 

for the period ended [Date]. 

1. Management’s Responsibilities 

Management is responsible for: 
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 Preparing the historical financial statements in compliance with Ind AS / AS. 

 Ensuring accuracy and completeness of financial data. 

2. Auditor’s Responsibilities 

 Our review was conducted in accordance with SRE 2400 – Review of Historical 

Financial Statements issued by ICAI. 

 A review consists primarily of analytical procedures and inquiries and is 

substantially less in scope than an audit. 

 Accordingly, we do not express an audit opinion. 

3. Conclusion 

Based on our review, nothing has come to our attention that causes us to believe that the 

historical financial statements are not prepared in all material respects in accordance 

with [Ind AS / AS]. 

This report is intended solely for use by [Company Name] and specified parties and 

should not be distributed without our consent. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 

 

5. Key Takeaways 

✔ SRE 2400 applies to reviews of historical financial statements, providing limited 

assurance. 

✔ A review relies on analytical procedures and inquiries, rather than detailed testing. 

✔ Comparative analysis and management discussions play a crucial role in the review 

process. 

✔ No audit opinion is given, but a review report is issued, stating whether material 

modifications are required. 

Would you like sample working paper templates for review procedures? 🚀 

You said: 

Sample report under SRE 2400 

ChatGPT said: 
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Sample Review Report under SRE 2400 

(As per Standard on Review Engagements (SRE) 2400 – Engagements to Review Historical 

Financial Statements) 

 

[Audit Firm's Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Subject: Independent Review Report on Historical Financial Statements 

Dear [Client's Name], 

We have reviewed the accompanying financial statements of [Company Name] for the year 

ended [Date], which comprise the Balance Sheet, Statement of Profit and Loss, Statement 

of Cash Flows, and Notes to Accounts, including a summary of significant accounting 

policies. 

1. Management’s Responsibilities 

Management is responsible for: 

 Preparation and fair presentation of the financial statements in accordance with 

Ind AS / AS and the Companies Act, 2013. 

 Maintaining internal controls to ensure accuracy and completeness of financial data. 

2. Auditor’s Responsibilities 

 Our review was conducted in accordance with SRE 2400 – Engagements to Review 

Historical Financial Statements issued by the Institute of Chartered Accountants 

of India (ICAI). 

 A review consists primarily of analytical procedures and inquiries and is 

substantially less in scope than an audit conducted in accordance with Standards on 

Auditing (SAs). 

 We do not express an audit opinion on the financial statements. 

3. Basis for Limited Assurance 

Our review procedures included, among others: 
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 Performing analytical procedures on financial data to identify material 

inconsistencies. 

 Making inquiries of management and those charged with governance regarding 

significant transactions. 

 Assessing whether the accounting policies are applied consistently and appropriately. 

A review engagement provides limited assurance and does not guarantee that all material 

misstatements will be detected. 

4. Conclusion 

Based on our review, nothing has come to our attention that causes us to believe that the 

financial statements do not present a true and fair view, in all material respects, in 

accordance with [Ind AS / AS] and the applicable financial reporting framework. 

5. Restriction on Use 

This review report is intended solely for the use of [Company Name] and its specified 

stakeholders and should not be distributed to third parties without our prior consent. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 

 

Key Takeaways from SRE 2400 Review Report 

✔ Limited assurance engagement – No audit opinion is provided. 

✔ Focuses on analytical procedures and inquiries rather than substantive testing. 

✔ The report states whether material modifications are required instead of providing an 

opinion. 

✔ Restricted use – The report is only meant for specified users. 

Would you like an editable Word template for this report? 🚀 

You said: 

Please move ahead to the next Chapter 

ChatGPT said: 
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Chapter 42: Illustrative Format on Independent Auditor’s Reports on Financial 

Statements 

(As per SA 700, SA 705, and SA 706 – Reporting on Financial Statements) 

 

1. Purpose of an Independent Auditor’s Report 

An Independent Auditor’s Report is the final output of the audit process, providing users 

with an opinion on whether the financial statements present a true and fair view in 

accordance with the applicable financial reporting framework. 

Key Characteristics of an Auditor’s Report: 

 Provides reasonable assurance (not absolute assurance). 

 Issued as per SA 700 (Revised) – "Forming an Opinion and Reporting on Financial 

Statements." 

 Modified opinions, if required, follow SA 705 (Revised) – "Modifications to the 

Opinion in the Independent Auditor’s Report." 

 Emphasis of Matter and Other Matter paragraphs are included as per SA 706 

(Revised). 

 

2. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Applicability to Auditor’s Reports 

 Section 143(3) of the Companies Act, 2013 requires auditors to report on: 

o Whether financial statements comply with Ind AS / AS. 

o Internal financial controls (IFC) reporting, where applicable. 

o Compliance with the Companies (Auditor’s Report) Order) (CARO) 2020. 

(b) Ind AS Compliance 

 The financial statements should be prepared as per Ind AS / AS, depending on 

applicability. 

 Auditor should evaluate compliance with: 

o Ind AS 115 (Revenue Recognition) 

o Ind AS 16 (Property, Plant & Equipment) 

o Ind AS 37 (Provisions, Contingent Liabilities & Contingent Assets) 

(c) GST & TDS Compliance 
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 The auditor may need to verify tax compliance aspects, including: 

o GST reconciliations (GSTR-1 & GSTR-3B). 

o TDS deductions and compliance under the Income Tax Act. 

 

3. Specimen Format of an Independent Auditor’s Report (SA 700) 

(To be printed on the audit firm’s letterhead) 

 

INDEPENDENT AUDITOR’S REPORT 

To the Members of [Company Name] 

Report on the Audit of the Financial Statements 

Opinion 

We have audited the accompanying financial statements of [Company Name] (“the 

Company”), which comprise the Balance Sheet as at [Date], the Statement of Profit and 

Loss, Statement of Cash Flows, and Notes to Accounts, including a summary of significant 

accounting policies and other explanatory information. 

In our opinion and to the best of our information and explanations given to us, the aforesaid 

financial statements present a true and fair view, in conformity with the accounting 

principles generally accepted in India, of: 

 the state of affairs of the Company as at [Date]; 

 its profit/loss for the year; and 

 its cash flows for the year ended on that date. 

Basis for Opinion 

We conducted our audit in accordance with the Standards on Auditing (SAs) specified 

under Section 143(10) of the Companies Act, 2013. Our responsibilities under these 

standards are further described in the Auditor’s Responsibilities for the Audit of the 

Financial Statements section of our report. 

We are independent of the Company in accordance with the Code of Ethics issued by the 

Institute of Chartered Accountants of India (ICAI) and have fulfilled our other ethical 

responsibilities in accordance with these requirements. We believe that the audit evidence we 

have obtained is sufficient and appropriate to provide a basis for our opinion. 
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Key Audit Matters (SA 701) [If applicable] 

Key audit matters are those matters that, in our professional judgment, were of most 

significance in the audit of the financial statements for the current period. These matters are 

addressed in the context of our audit. 

Key Audit Matter Auditor’s Response 

Revenue Recognition 

(Ind AS 115) 

Verified revenue contracts, reviewed performance obligations, and 

reconciled revenue recognition with accounting records. 

Inventory Valuation 

(Ind AS 2) 

Assessed inventory costing methods, checked for obsolete stock, 

and verified valuation as per accounting standards. 

Responsibilities of Management for the Financial Statements 

Management is responsible for: 

 The preparation of financial statements that give a true and fair view in accordance 

with Ind AS / AS and the Companies Act, 2013. 

 The implementation of internal financial controls to prevent fraud and 

misstatements. 

Auditor’s Responsibilities for the Audit of the Financial Statements 

Our objectives are to: 

1. Obtain reasonable assurance about whether the financial statements are free from 

material misstatement. 

2. Evaluate the appropriateness of accounting policies and reasonableness of 

accounting estimates. 

3. Assess the overall presentation, structure, and disclosures of financial statements. 

We communicate with those charged with governance regarding: 

 Audit findings and areas of significant risk. 

 Internal control weaknesses identified, if any. 

Report on Other Legal and Regulatory Requirements 

As required by the Companies (Auditor’s Report) Order (CARO), 2020, we report that: 

 The company has maintained proper books of accounts. 

 No material fraud has been reported by the management. 
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As required under Section 143(3) of the Companies Act, 2013, we report that: 

 We have sought and obtained all necessary information for the audit. 

 The financial statements comply with Ind AS / AS and Schedule III of the Act. 

Emphasis of Matter (SA 706) [If applicable] 

We draw attention to Note X of the financial statements, which describes the impact of 

pending litigation on financial statements. Our opinion is not modified in respect of this 

matter. 

Modified Opinion (SA 705) [If applicable] 

If the auditor issues a qualified opinion, adverse opinion, or disclaimer of opinion, the 

reasons should be stated here. 

Conclusion 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 

Place: [City] 

Date: [DD/MM/YYYY] 

 

4. Key Takeaways from an Auditor’s Report 

✔ SA 700 (Revised) governs auditor’s reports, requiring a clear opinion on financial 

statements. 

✔ Key Audit Matters (KAM) should be included for listed companies as per SA 701. 

✔ Modified opinions follow SA 705, with reasons for qualification, adverse, or disclaimer 

opinions. 

✔ Emphasis of Matter and Other Matter paragraphs should be used appropriately as per 

SA 706. 

Would you like an editable Word or Excel version of this format? 🚀 

You said: 

Please list down in a structured table the various SAs andexplain the expectations from the 

SA and under what circumstance the standard shall apply and what are the substantive 

procedures auditor should perform under each SA 
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ChatGPT said: 

Comprehensive Summary of Standards on Auditing (SAs) 

The Standards on Auditing (SAs) issued by the Institute of Chartered Accountants of 

India (ICAI) provide the framework for conducting audits in India. Below is a structured 

table summarizing various SAs, their expectations, applicability, and key substantive 

procedures to be performed. 

 

Table: Summary of Important Standards on Auditing (SAs) 

SA 

No. 
Standard Title 

Expectations from 

the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

SA 

200 

Overall Objectives of 

the Independent 

Auditor 

Sets out the overall 

responsibilities of 

auditors in 

conducting an audit 

Every audit 

engagement 

- Obtain reasonable 

assurance about 

material 

misstatements  

- Report findings 

appropriately 

SA 

210 

Agreeing the Terms of 

Audit Engagements 

Establishes the 

requirements for 

agreeing on audit 

terms with 

management 

Before starting any 

audit engagement 

- Draft and sign the 

engagement letter  

- Define 

responsibilities of 

both auditor and 

management 

SA 

220 

Quality Control for an 

Audit 

Defines quality 

control requirements 

at the engagement 

level 

Applicable to all 

audits 

- Review working 

papers  

- Ensure ethical 

compliance  

- Perform 

engagement quality 

control reviews 

SA 

230 
Audit Documentation 

Requires proper 

documentation of 

audit work to support 

conclusions 

Every audit 

- Maintain sufficient 

audit documentation  

- Prepare working 

papers  

- Archive audit 

evidence 

appropriately 
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SA 

No. 
Standard Title 

Expectations from 

the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

SA 

240 

The Auditor’s 

Responsibilities 

Relating to Fraud 

Guides on identifying 

fraud risks and 

responding to them 

Every audit 

- Perform fraud risk 

assessments  

- Identify unusual 

transactions  

- Test journal entries 

SA 

250 

Consideration of 

Laws and Regulations 

Addresses auditor's 

responsibility in 

ensuring compliance 

with laws 

All statutory audits 

- Obtain compliance 

certificates from 

management  

- Review legal 

correspondence 

SA 

260 

Communication with 

Those Charged with 

Governance 

Provides guidelines 

on auditor’s 

communication with 

governance bodies 

Audit of large 

companies or listed 

entities 

- Discuss significant 

audit matters  

- Present audit 

findings 

SA 

300 
Planning an Audit 

Establishes 

guidelines for 

planning audit 

procedures 

Beginning of an 

audit 

- Perform preliminary 

risk assessment  

- Develop audit 

strategy and plan 

SA 

315 

Identifying and 

Assessing Risks of 

Material Misstatement 

Guides in risk 

assessment through 

understanding the 

entity 

Every audit 

engagement 

- Identify key risks  

- Analyze internal 

control systems 

SA 

320 

Materiality in 

Planning and 

Performing an Audit 

Defines materiality 

threshold for audits 

During audit 

planning phase 

- Determine overall 

materiality  

- Assess impact on 

financial statements 

SA 

330 

The Auditor’s 

Responses to 

Assessed Risks 

Provides responses to 

identified risks 

Based on SA 315 

risk assessment 

- Perform substantive 

testing  

- Modify audit 

procedures based on 

assessed risks 

SA 

500 
Audit Evidence 

Guides on obtaining 

sufficient and 

appropriate audit 

evidence 

Throughout the 

audit 

- Collect 

confirmations, 

vouching, 
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SA 

No. 
Standard Title 

Expectations from 

the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

verification, and 

analytical procedures 

SA 

505 

External 

Confirmations 

Specifies the need for 

independent third-

party confirmations 

When auditing 

receivables, 

payables, loans, or 

bank balances 

- Obtain 

confirmations from 

banks, debtors, and 

creditors 

SA 

510 

Initial Audit 

Engagements – 

Opening Balances 

Ensures correctness 

of opening balances 

when auditing first-

time clients 

First-year audits 

- Verify last year’s 

closing balances  

- Assess consistency 

of accounting 

policies 

SA 

520 
Analytical Procedures 

Guides on using 

analytical procedures 

to identify 

inconsistencies 

Risk assessment 

and final review 

- Conduct ratio 

analysis  

- Compare financial 

trends 

SA 

530 
Audit Sampling 

Provides guidance on 

using statistical and 

non-statistical 

sampling 

When testing large 

populations 

- Select 

representative 

samples  

- Perform sample-

based testing 

SA 

540 

Auditing Accounting 

Estimates 

Defines procedures 

for testing estimates 

like fair values, 

provisions, etc. 

When financial 

statements contain 

significant 

estimates 

- Assess assumptions 

used in estimates  

- Test management’s 

valuation models 

SA 

550 
Related Parties 

Ensures proper 

disclosure of related 

party transactions 

Where transactions 

involve related 

parties 

- Verify compliance 

with Ind AS 24  

- Obtain management 

representation 

SA 

560 
Subsequent Events 

Defines procedures 

for identifying post-

balance sheet events 

Before issuing the 

audit report 

- Review legal cases  

- Verify major 

transactions post-

balance date 

SA 

570 
Going Concern 

Evaluates the entity's 

ability to continue 

operations 

If there are 

financial distress 

indicators 

- Review cash flow 

projections  
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SA 

No. 
Standard Title 

Expectations from 

the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

- Assess debt 

restructuring plans 

SA 

580 

Written 

Representations 

Requires written 

confirmations from 

management 

Near audit 

completion 

- Obtain signed 

management 

representation letter 

SA 

600 

Using the Work of 

Another Auditor 

Defines reliance on 

other auditors’ work 

Group audits and 

joint audits 

- Assess 

qualifications of 

component auditors  

- Review their audit 

working papers 

SA 

610 

Using the Work of 

Internal Auditors 

Determines when 

external auditors can 

rely on internal audit 

work 

If an entity has an 

internal audit 

function 

- Evaluate 

independence of 

internal auditors  

- Review their 

findings 

SA 

700 

Forming an Opinion 

and Reporting 

Provides guidance on 

forming an audit 

opinion 

Every audit 

engagement 

- Evaluate financial 

statement 

presentation  

- Formulate audit 

opinion 

SA 

701 

Communicating Key 

Audit Matters (KAM) 

Mandates disclosure 

of significant audit 

matters 

Applicable for 

listed companies 

- Identify and 

disclose key audit 

matters in the report 

SA 

705 

Modifications to the 

Auditor’s Opinion 

Defines conditions 

for modified opinions 

When financial 

statements contain 

misstatements 

- Issue qualified, 

adverse, or 

disclaimer opinions 

SA 

706 

Emphasis of Matter 

and Other Matter 

Paragraphs 

Guides when 

emphasis of matter 

paragraphs should be 

included 

If certain issues 

need highlighting 

- Include emphasis of 

matter paragraphs for 

critical disclosures 

SA 

710 

Comparative 

Information – 

Corresponding 

Figures 

Ensures consistency 

in comparative 

financial statements 

When prior-year 

figures are 

presented 

- Compare prior-year 

and current-year 

balances 
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SA 

No. 
Standard Title 

Expectations from 

the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

SA 

720 

The Auditor’s 

Responsibilities 

Relating to Other 

Information 

Requires auditors to 

review non-financial 

information in annual 

reports 

Listed entities & 

companies with 

other 

accompanying 

reports 

- Check director’s 

report and 

management 

discussions for 

inconsistencies 

SA 

800 

Special 

Considerations for 

Audits of Special 

Purpose Financial 

Statements 

Applies to audits of 

financial statements 

prepared under 

special frameworks 

When special-

purpose financials 

are prepared 

- Assess framework 

compliance 

SA 

805 

Special 

Considerations – 

Audits of Single 

Financial Statements 

and Elements 

Covers audits of 

specific financial 

statement elements 

When auditing a 

single component 

of financials 

- Review specific 

accounts separately 

SA 

810 

Engagements to 

Report on Summary 

Financial Statements 

Defines procedures 

for auditing summary 

financials 

When summarized 

statements are 

issued 

- Verify summary 

financials against full 

financials 

 

Key Takeaways 

✔ Standards on Auditing (SAs) provide the framework for financial audits in India. 

✔ Different SAs apply at different stages of an audit engagement, from planning to 

reporting. 

✔ Each SA has specific substantive procedures that auditors must follow. 

✔ Understanding these SAs is essential for compliance with ICAI and Companies Act, 

2013 requirements. 

Would you like an editable checklist format for practical use? 🚀 

You said: 

Yes please and I would expect that checklist as an expanded column of the above table 

ChatGPT said: 

Expanded Table: Standards on Auditing (SAs) with Practical Checklist 
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The following expanded table includes a checklist of practical audit steps under each SA to 

ensure compliance during an audit engagement. 

 

Table: Summary of Standards on Auditing (SAs) with Practical Checklist 

SA 

No. 
Standard Title 

Expectations 

from the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

Practical 

Checklist for 

Auditors 

SA 

200 

Overall 

Objectives of the 

Independent 

Auditor 

Defines overall 

responsibilities 

in an audit 

Every audit 

engagement 

- Obtain 

reasonable 

assurance  

- Report findings 

appropriately 

✅ Understand 

entity’s 

environment and 

risks  

✅ Maintain 

professional 

skepticism  

✅ Document 

audit approach 

SA 

210 

Agreeing the 

Terms of Audit 

Engagements 

Establishes 

formal 

agreement with 

the client 

Before starting 

the audit 

- Draft and sign 

engagement letter  

- Define auditor & 

management 

responsibilities 

✅ Obtain a 

signed 

engagement 

letter  

✅ Define 

reporting 

framework & 

scope  

✅ Assess 

management 

expectations 

SA 

220 

Quality Control 

for an Audit 

Ensures 

engagement-

level quality 

control 

All audits 

- Review working 

papers  

- Perform 

engagement 

quality review 

✅ Assign audit 

team roles  

✅ Conduct peer 

reviews  

✅ Ensure 

ethical 

compliance 
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SA 

No. 
Standard Title 

Expectations 

from the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

Practical 

Checklist for 

Auditors 

SA 

230 

Audit 

Documentation 

Requires proper 

documentation 

of audit evidence 

Every audit 

- Maintain 

sufficient 

documentation  

- Prepare working 

papers 

✅ Index all 

audit work 

papers  

✅ Ensure 

clarity in work 

performed  

✅ Maintain 

proper cross-

referencing 

SA 

240 

Responsibilities 

Relating to Fraud 

Guides on 

identifying fraud 

risks 

Every audit 

- Perform fraud 

risk assessments  

- Identify unusual 

transactions 

✅ Examine 

journal entries 

& adjustments  

✅ Conduct 

fraud-related 

inquiries  

✅ Review prior 

fraud cases 

SA 

250 

Consideration of 

Laws and 

Regulations 

Ensures 

compliance with 

laws 

Statutory 

audits 

- Obtain 

compliance 

certificates  

- Review legal 

correspondence 

✅ Verify 

statutory 

registers  

✅ Review 

litigation & tax 

filings  

✅ Assess 

regulatory 

requirements 

SA 

260 

Communication 

with Those 

Charged with 

Governance 

Provides 

guidance on 

auditor’s 

communication 

Large 

companies & 

listed entities 

- Present audit 

findings  

- Discuss audit 

adjustments 

✅ Conduct 

periodic 

meetings  

✅ Share 

significant 

findings  

✅ Obtain 

governance 

confirmations 
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SA 

No. 
Standard Title 

Expectations 

from the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

Practical 

Checklist for 

Auditors 

SA 

300 

Planning an 

Audit 

Establishes 

guidelines for 

audit planning 

Beginning of 

an audit 

- Perform 

preliminary risk 

assessment  

- Develop audit 

strategy 

✅ Set 

materiality 

thresholds  

✅ Define audit 

timetable  

✅ Assess 

resource 

allocation 

SA 

315 

Identifying & 

Assessing Risks 

Helps in risk-

based auditing 
Every audit 

- Identify key 

risks  

- Analyze internal 

controls 

✅ Document 

business risks  

✅ Review prior 

year findings  

✅ Assess 

control 

effectiveness 

SA 

320 

Materiality in 

Planning 

Defines 

materiality 

levels 

Audit planning 

phase 

- Determine 

financial 

statement 

materiality  

- Assess risk of 

misstatement 

✅ Set 

performance 

materiality  

✅ Reassess 

during audit  

✅ 

Communicate 

with governance 

SA 

330 

Responses to 

Assessed Risks 

Guides auditor’s 

response to risks 

After risk 

assessment 

- Perform 

substantive testing  

- Modify audit 

approach 

✅ Adjust audit 

scope  

✅ Focus on 

high-risk areas  

✅ Document 

risk response 

strategy 

SA 

500 
Audit Evidence 

Ensures 

collection of 

sufficient audit 

evidence 

Throughout 

audit 

- Obtain third-

party 

confirmations  

- Perform 

✅ Gather 

sufficient & 

appropriate 

evidence  

✅ Verify 
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SA 

No. 
Standard Title 

Expectations 

from the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

Practical 

Checklist for 

Auditors 

analytical 

procedures 

supporting 

documents  

✅ Cross-check 

multiple sources 

SA 

505 

External 

Confirmations 

Specifies 

obtaining 

confirmations 

from third 

parties 

Auditing 

receivables, 

payables, or 

loans 

- Obtain bank 

confirmations  

- Confirm 

balances with 

debtors/creditors 

✅ Send balance 

confirmations  

✅ Follow up on 

non-responses  

✅ Assess 

exceptions in 

responses 

SA 

510 

Initial Audit 

Engagements 

Ensures 

correctness of 

opening 

balances 

First-time 

audits 

- Verify last 

year’s closing 

balances  

- Assess 

consistency 

✅ Obtain prior 

year’s audit 

report  

✅ Verify 

opening 

balances  

✅ Identify any 

prior 

misstatements 

SA 

520 

Analytical 

Procedures 

Helps in 

financial trend 

analysis 

Risk 

assessment & 

final review 

- Conduct ratio 

analysis  

- Compare trends 

with industry 

✅ Compute key 

financial ratios  

✅ Identify 

unexpected 

variances  

✅ Discuss with 

management 

SA 

530 
Audit Sampling 

Guides on 

statistical & non-

statistical 

sampling 

Large datasets 

- Select 

representative 

samples  

- Perform sample 

testing 

✅ Define 

sampling 

approach  

✅ Ensure 

random 

selection  

✅ Document 
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SA 

No. 
Standard Title 

Expectations 

from the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

Practical 

Checklist for 

Auditors 

sampling 

results 

SA 

540 

Auditing 

Accounting 

Estimates 

Verifies 

management 

estimates 

Financial 

statements 

with estimates 

- Assess valuation 

assumptions  

- Review 

provisions and 

fair values 

✅ Identify key 

estimates & 

judgments  

✅ Cross-check 

with historical 

trends  

✅ Use external 

data for 

validation 

SA 

550 
Related Parties 

Ensures proper 

disclosure of 

related party 

transactions 

Transactions 

with related 

entities 

- Verify 

compliance with 

Ind AS 24  

- Obtain 

management 

representation 

✅ Review 

Board meeting 

minutes  

✅ Verify 

contract terms  

✅ Ensure 

proper 

disclosures 

SA 

560 

Subsequent 

Events 

Ensures post-

balance sheet 

event 

adjustments 

Before issuing 

the audit report 

- Review major 

transactions  

- Assess litigation 

outcomes 

✅ Check for 

significant 

events  

✅ Verify post-

year 

transactions  

✅ Discuss 

implications 

with 

management 

SA 

570 
Going Concern 

Assesses the 

company’s 

sustainability 

If financial 

distress is 

present 

- Review cash 

flow forecasts  

- Check debt 

restructuring 

plans 

✅ Assess 

solvency ratios  

✅ Review loan 

covenant 

compliance  
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SA 

No. 
Standard Title 

Expectations 

from the SA 

When Does It 

Apply? 

Key Substantive 

Procedures 

Practical 

Checklist for 

Auditors 

✅ Discuss with 

management 

SA 

580 

Written 

Representations 

Requires written 

confirmation 

from 

management 

Before audit 

conclusion 

- Obtain signed 

representation 

letter 

✅ Obtain 

management 

confirmations  

✅ Verify 

inconsistencies 

with audit 

evidence 

SA 

700 

Forming an 

Opinion and 

Reporting 

Guides on 

preparing an 

audit report 

Every audit 

engagement 

- Evaluate overall 

financial 

presentation  

- Formulate audit 

opinion 

✅ Assess FS 

compliance 

with Ind AS  

✅ Draft audit 

opinion  

✅ Finalize 

audit report 

SA 

705 

Modifications to 

the Auditor’s 

Opinion 

Ensures 

appropriate 

qualification of 

reports 

If 

misstatements 

exist 

- Issue modified 

opinion 

(qualified, 

adverse, 

disclaimer) 

✅ Identify 

reasons for 

modification  

✅ Draft 

appropriate 

opinion 

wording 

SA 

706 

Emphasis of 

Matter 

Guides when 

emphasis 

paragraphs are 

required 

If highlighting 

specific issues 

- Disclose 

significant 

uncertainties 

✅ Identify key 

disclosures  

✅ Include 

Emphasis of 

Matter 

paragraph 

 

Key Takeaways from the Checklist 
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✔ Expanded audit checklist aligns with all SAs for comprehensive compliance. 

✔ Covers audit planning, execution, and reporting with defined steps. 

✔ Ensures structured approach and prevents missing key audit areas. 

Would you like this in an editable Excel format for practical use? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Illustrative Format of a Practitioner’s Report with an Unmodified Opinion 

(As per ICAI guidelines and Standards on Auditing (SAs)) 

 

[Audit Firm’s Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors/Management 

[Client Name] 

[Client Address] 

Independent Practitioner’s Report 

Report on the Examination of [Subject Matter – e.g., Financial Statements, Compliance 

Report, Special Purpose Engagements] 

Opinion 

We have examined the accompanying [Financial Statements / Special Report] of 

[Company Name] for the period ended [Date], which comprises [mention the specific 

financial information or subject matter under review, e.g., balance sheet, profit & loss, 

specific compliance report, etc.]. 

In our opinion, based on the procedures performed and evidence obtained, the financial 

information is prepared, in all material respects, in accordance with [applicable 

financial reporting framework or regulatory requirements]. 

Basis for Opinion 

We conducted our engagement in accordance with the Standards on Auditing (SAs) / 

Standards on Assurance Engagements (SAEs) / Standards on Related Services (SRS) / 
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relevant ICAI guidance notes. Our responsibilities under these standards are further 

described in the Practitioner’s Responsibilities for the Engagement section of our report. 

We are independent of the entity in accordance with the Code of Ethics issued by ICAI and 

have fulfilled our other ethical responsibilities in accordance with these requirements. We 

believe that the evidence obtained is sufficient and appropriate to provide a basis for our 

opinion. 

Responsibilities of Management 

Management is responsible for: 

 Preparation of the financial statements/compliance report/special purpose 

financial information in accordance with applicable laws and regulations. 

 Design, implementation, and maintenance of internal controls to ensure the 

completeness and accuracy of the reported information. 

 Preventing and detecting fraud, errors, and misstatements in financial reporting. 

Practitioner’s Responsibilities 

Our responsibility is to examine the financial statements/compliance report in accordance 

with applicable standards and to issue an independent conclusion. Our procedures included: 

 Verifying supporting documents for selected transactions. 

 Performing analytical procedures to identify inconsistencies. 

 Discussing findings with management and obtaining representations. 

This engagement does not constitute an audit or a review and does not provide assurance 

regarding the entity’s internal controls or compliance with all applicable laws. 

Restriction on Use 

This report is intended solely for the use of [Company Name] and its specified 

stakeholders and should not be distributed to third parties without our written consent. 

Yours sincerely, 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

(Firm Registration No. [XXXXX]) 

Place: [City] 

Date: [DD/MM/YYYY] 
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Key Takeaways from the Practitioner’s Report 

✔ Issued under ICAI standards, typically under SREs, SAEs, or SRSs. 

✔ Provides an unmodified opinion on a specific financial statement or subject matter. 

✔ Not an audit report – engagement scope and limitations must be clearly stated. 

✔ Restricted use statement ensures it is intended for specific stakeholders. 

Would you like an editable Word template for this report? 🚀 

You said: 

Chapter 42 refers to Illustrative Format on Independent Auditor’s Reports on Financial 

Statements. So Modified,unmodified, qualified,and adverse opinion. we have not covered all 

these 

ChatGPT said: 

Chapter 42: Illustrative Formats on Independent Auditor’s Reports on Financial 

Statements 

(As per SA 700, SA 705, and SA 706 – Auditor’s Reporting Standards) 

The auditor's report is a crucial document that communicates the auditor’s opinion on the 

financial statements. The opinion can be: 

 Unmodified (Clean) Opinion – Financial statements are true and fair without any 

material misstatements. 

 Modified Opinion (as per SA 705): 

o Qualified Opinion – Financial statements are true and fair except for a 

specific misstatement. 

o Adverse Opinion – Financial statements do not present a true and fair view. 

o Disclaimer of Opinion – Auditor cannot obtain sufficient evidence to form 

an opinion. 

 Emphasis of Matter / Other Matter (SA 706) – Highlights specific matters without 

modifying the opinion. 

 

1. Independent Auditor’s Report with an Unmodified (Clean) Opinion 

(Issued when financial statements are free from material misstatements and comply with Ind 

AS/AS and applicable regulations.) 

[Audit Firm’s Letterhead] 
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INDEPENDENT AUDITOR’S REPORT 

To the Members of [Company Name] 

Opinion 

We have audited the accompanying financial statements of [Company Name] (“the 

Company”), which comprise the Balance Sheet as at [Date], the Statement of Profit and 

Loss, Statement of Cash Flows, and Notes to Accounts, including a summary of significant 

accounting policies. 

In our opinion, the accompanying financial statements give a true and fair view of the 

financial position of the Company as at [Date] and its financial performance and cash flows 

for the year then ended in accordance with Ind AS / Accounting Standards (AS) and the 

Companies Act, 2013. 

Basis for Opinion 

We conducted our audit in accordance with the Standards on Auditing (SAs) specified 

under Section 143(10) of the Companies Act, 2013. Our responsibilities under these 

standards are further described in the Auditor’s Responsibilities section. 

We are independent of the Company in accordance with the ICAI’s Code of Ethics and have 

fulfilled our ethical responsibilities. We believe that the audit evidence we have obtained is 

sufficient and appropriate to provide a basis for our opinion. 

Key Audit Matters (SA 701) [For Listed Entities] 

Key audit matters are those that, in our professional judgment, were of most significance in 

the audit. 

Key Audit Matter How Our Audit Addressed the Matter 

Revenue Recognition (Ind 

AS 115) 

Verified key customer contracts and reconciled revenue with 

invoices. 

Inventory Valuation (Ind AS 

2) 

Assessed the valuation method, verified stock, and checked for 

obsolete inventory. 

Report on Other Legal and Regulatory Requirements 

As required by Section 143(3) of the Companies Act, 2013, we report that: 

 We have obtained all necessary information for the audit. 

 The financial statements comply with Ind AS/AS and Schedule III of the Act. 
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For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

Date: [DD/MM/YYYY] 

Place: [City] 

 

2. Independent Auditor’s Report with a Modified Opinion (SA 705) 

(Issued when financial statements contain material misstatements or there is a limitation in 

audit scope.) 

(A) Qualified Opinion (Material misstatement but not pervasive) 

Opinion: 

In our opinion, except for the effects of the matter described in the Basis for Qualified 

Opinion section, the financial statements give a true and fair view of the financial position of 

the Company as at [Date]. 

Basis for Qualified Opinion: 

The Company has not provided for an impairment loss on trade receivables amounting to 

INR X lakhs, which is required as per Ind AS 109 (Financial Instruments). Had this 

adjustment been made, profit would have been lower by INR X lakhs. 

For [Audit Firm Name] 

[Signature] 

 

(B) Adverse Opinion (Material misstatement and pervasive impact) 

Opinion: 

In our opinion, because of the significance of the matter described in the Basis for Adverse 

Opinion section, the financial statements do not present a true and fair view of the 

Company’s financial position as at [Date]. 

Basis for Adverse Opinion: 

The Company has recognized revenue without fulfilling performance obligations, which 

is a violation of Ind AS 115. This misstatement materially affects the revenue figures, 

leading to financial statements that are misleading. 

For [Audit Firm Name] 

[Signature] 
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(C) Disclaimer of Opinion (Auditor unable to obtain sufficient audit evidence) 

Opinion: 

We do not express an opinion on the financial statements due to the significance of the 

matter described in the Basis for Disclaimer of Opinion section. 

Basis for Disclaimer of Opinion: 

We were denied access to key financial records, including bank statements, invoices, and 

contracts, which are necessary for forming an opinion. Due to this, we are unable to 

determine whether the financial statements present a true and fair view. 

For [Audit Firm Name] 

[Signature] 

 

3. Independent Auditor’s Report with Emphasis of Matter / Other Matter (SA 706) 

(Used when highlighting specific issues that are important for users but do not affect the 

auditor’s opinion.) 

(A) Emphasis of Matter (Important disclosure without modifying the opinion) 

We draw attention to Note X in the financial statements, which describes the impact of 

ongoing litigation involving the Company. The final outcome is uncertain, but management 

has disclosed the possible financial impact. 

Our opinion is not modified in respect of this matter. 

For [Audit Firm Name] 

[Signature] 

 

(B) Other Matter (When referring to matters beyond financial statements, such as 

previous audits or special engagements.) 

We draw attention to the fact that the financial statements of the previous year were audited 

by another auditor, who issued an unmodified/modified report dated [DD/MM/YYYY]. 

For [Audit Firm Name] 

[Signature] 
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4. Key Takeaways from Chapter 42 

✔ Unmodified Opinion (SA 700): Financial statements are true and fair. 

✔ Modified Opinion (SA 705): 

 Qualified Opinion – Financial statements are true and fair except for a specific issue. 

 Adverse Opinion – Financial statements do not show a true and fair view. 

 Disclaimer of Opinion – Auditor cannot obtain sufficient evidence. 

✔ Emphasis of Matter & Other Matter (SA 706): Highlights important issues 

without modifying the opinion. 

Would you like an editable Word/Excel template for these reports? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 44: Illustrative Format on Auditor’s Report on Emphasis of Matter and Other 

Matter Paragraphs 

(As per SA 706 – Emphasis of Matter Paragraphs and Other Matter Paragraphs in the 

Independent Auditor’s Report) 

 

1. Understanding SA 706 (Revised) – Emphasis of Matter and Other Matter Paragraphs 

(A) Emphasis of Matter Paragraph 

An Emphasis of Matter (EOM) paragraph is included in an auditor’s report to highlight a 

matter already disclosed in the financial statements, which, in the auditor’s judgment, is 

fundamental to users' understanding. 

Situations Where an Emphasis of Matter is Required: 

 Significant litigation or regulatory matters affecting financials. 

 Going concern uncertainty (SA 570) but without modifying the opinion. 

 Subsequent events (SA 560) that materially impact financials. 

 Financial reporting framework prescribed by law, which would otherwise be 

unacceptable. 
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An Emphasis of Matter paragraph does not modify the auditor’s opinion but provides 

additional focus on specific disclosures. 

 

(B) Other Matter Paragraph 

An Other Matter (OM) paragraph is used to communicate a matter not disclosed in the 

financial statements but which is relevant to users' understanding of: 

1. The audit process 

2. The auditor’s responsibilities 

3. A regulatory or legal requirement 

Situations Where an Other Matter is Required: 

 Restriction on use of the auditor’s report (e.g., for specific stakeholders). 

 Reference to a predecessor auditor’s report when prior period financials were 

audited by another firm. 

 Reporting on multiple financial statements under different frameworks (e.g., both 

Ind AS & IFRS). 

An Other Matter paragraph is not a substitute for a modified opinion under SA 705. 

 

2. Illustrative Formats of Auditor’s Report with EOM & Other Matter 

(A) Independent Auditor’s Report with an Emphasis of Matter Paragraph 

(Example: Going Concern Uncertainty Highlighted as per SA 570 but Unmodified Opinion 

Given) 

[Audit Firm’s Letterhead] 

INDEPENDENT AUDITOR’S REPORT 

To the Members of [Company Name] 

Opinion 

We have audited the accompanying financial statements of [Company Name] for the year 

ended [Date], including the Balance Sheet, Statement of Profit and Loss, and Notes to 

Accounts. 
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In our opinion, the financial statements give a true and fair view in accordance with the 

Companies Act, 2013 and Ind AS/AS. 

Basis for Opinion 

We conducted our audit in accordance with Standards on Auditing (SAs). Our 

responsibilities under these standards are further described in the Auditor’s Responsibilities 

section. 

We are independent of the Company in accordance with ICAI’s Code of Ethics. 

Emphasis of Matter 

We draw attention to Note X of the financial statements, which describes the uncertainty 

related to the Company’s ability to continue as a going concern due to significant losses 

and liquidity issues. The Company’s management has prepared the financial statements 

assuming that the entity will continue as a going concern. 

Our opinion is not modified in respect of this matter. 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

Date: [DD/MM/YYYY] 

 

(B) Independent Auditor’s Report with an Other Matter Paragraph 

(Example: Reference to a Predecessor Auditor’s Report) 

[Audit Firm’s Letterhead] 

INDEPENDENT AUDITOR’S REPORT 

To the Members of [Company Name] 

Opinion 

We have audited the accompanying financial statements of [Company Name] for the year 

ended [Date], including the Balance Sheet, Statement of Profit and Loss, and Notes to 

Accounts. 

In our opinion, the financial statements give a true and fair view in accordance with the 

Companies Act, 2013 and Ind AS/AS. 
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Basis for Opinion 

We conducted our audit in accordance with Standards on Auditing (SAs). 

Other Matter 

The financial statements for the previous year were audited by another auditor, who 

expressed an unmodified opinion vide their report dated [DD/MM/YYYY]. 

For [Audit Firm Name] 

[Name of Signing Partner] 

(Chartered Accountant, ICAI Membership No. [XXXXX]) 

Date: [DD/MM/YYYY] 

 

3. Placement of EOM and Other Matter Paragraphs in the Auditor’s Report 

Scenario 
Placement of Emphasis 

of Matter 

Placement of Other 

Matter 

When reporting on financial 

reporting framework concerns 

Immediately after Basis 

for Opinion 
N/A 

When highlighting Key Audit 

Matters (SA 701) is also applicable 

Before/After the Key 

Audit Matters section 
N/A 

When referring to a prior auditor’s 

opinion 
N/A 

After Basis for Opinion 

section 

When restricting use of the auditor’s 

report 
N/A 

After Opinion & Basis 

for Opinion sections 

 

4. Key Takeaways from SA 706 (Revised) 

✔ Emphasis of Matter Paragraph highlights a disclosed issue that is fundamental to users' 

understanding but does not modify the opinion. 

✔ Other Matter Paragraph highlights a relevant non-financial statement issue that helps 

users understand the audit better. 

✔ Both paragraphs should be clearly labeled and placed appropriately in the auditor’s 

report. 

✔ Neither EOM nor OM can replace a modified opinion (SA 705). 
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Would you like an editable Word template for these reports? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 45: Illustrative Formats on Auditor’s Reports with Modifications to the 

Opinion 

(As per SA 705 (Revised) – Modifications to the Opinion in the Independent Auditor’s 

Report) 

 

1. Overview of Modified Opinions (SA 705 Revised) 

SA 705 (Revised) provides guidance on when and how an auditor should modify their 

opinion in an audit report. There are three types of modified opinions: 

Type of 

Modification 
When is it Used? Effect on Audit Report 

Qualified 

Opinion 

When financial statements contain material 

misstatements, but the effect is not pervasive 

OR the auditor is unable to obtain sufficient 

appropriate audit evidence, but the impact is 

not pervasive. 

"Except for" is used to 

describe the specific 

misstatement or 

limitation. 

Adverse 

Opinion 

When financial statements contain material and 

pervasive misstatements, making them 

misleading or unreliable. 

Clearly states that the 

financial statements do 

not present a true and 

fair view. 

Disclaimer of 

Opinion 

When the auditor is unable to obtain sufficient 

appropriate audit evidence and the possible 

impact is material and pervasive, preventing 

the auditor from forming an opinion. 

Auditor does not express 

an opinion due to lack of 

evidence. 

 

2. Illustrative Formats for Different Modified Opinions 

(A) Qualified Opinion – Material but Not Pervasive Misstatement 
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[Audit Firm’s Letterhead] 

INDEPENDENT AUDITOR’S REPORT 

To the Members of [Company Name] 

Qualified Opinion 

We have audited the accompanying financial statements of [Company Name] for the year 

ended [Date], which comprise the Balance Sheet, Statement of Profit and Loss, Statement 

of Cash Flows, and Notes to Accounts. 

In our opinion, except for the effects of the matter described in the Basis for Qualified 

Opinion section, the financial statements give a true and fair view of the financial position 

of the Company as at [Date] and of its financial performance and cash flows for the year then 

ended in accordance with Ind AS/Accounting Standards (AS) and the Companies Act, 

2013. 

Basis for Qualified Opinion 

The Company has not provided for an impairment loss on trade receivables amounting to 

INR X lakhs, which is required as per Ind AS 109 (Financial Instruments). Had this 

adjustment been made, profit would have been lower by INR X lakhs. 

We conducted our audit in accordance with Standards on Auditing (SAs). We are 

independent of the Company and believe that the audit evidence we have obtained is 

sufficient and appropriate to provide a basis for our qualified opinion. 

For [Audit Firm Name] 

[Signature] 

 

(B) Adverse Opinion – Material & Pervasive Misstatement 

INDEPENDENT AUDITOR’S REPORT 

Adverse Opinion 

In our opinion, because of the significance of the matter described in the Basis for Adverse 

Opinion section, the financial statements do not present a true and fair view of the 

Company’s financial position as at [Date]. 
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Basis for Adverse Opinion 

The Company has recognized revenue without fulfilling performance obligations, which 

is a violation of Ind AS 115. This misstatement materially affects the revenue figures, 

leading to financial statements that are misleading. 

For [Audit Firm Name] 

[Signature] 

 

(C) Disclaimer of Opinion – Pervasive Limitation of Scope 

INDEPENDENT AUDITOR’S REPORT 

Disclaimer of Opinion 

We do not express an opinion on the financial statements due to the significance of the 

matter described in the Basis for Disclaimer of Opinion section. 

Basis for Disclaimer of Opinion 

We were denied access to key financial records, including bank statements, invoices, and 

contracts, which are necessary for forming an opinion. Due to this, we are unable to 

determine whether the financial statements present a true and fair view. 

For [Audit Firm Name] 

[Signature] 

 

3. Key Takeaways from SA 705 (Revised) 

✔ Use of "Except for" in a Qualified Opinion, indicating limited misstatements. 

✔ An Adverse Opinion is given when financial statements are fundamentally flawed. 

✔ A Disclaimer of Opinion is issued when the auditor lacks sufficient audit evidence. 

Would you like an editable template in Word or Excel format for these reports? 🚀 

You said: 

Please provide real time examples and a report 

ChatGPT said: 

Real-Time Examples and Sample Reports Under SA 705 (Revised) – Modified Opinions 
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To help understand when different modified opinions apply, here are real-time scenarios 

along with corresponding audit reports. 

 

1. Real-Time Examples of Modified Opinions 

Type of 

Opinion 
Real-Time Example Reason for Modification 

Qualified 

Opinion 

A company fails to recognize 

impairment loss on bad debts 

amounting to ₹50 crores. 

Misstatement is material but not 

pervasive as other aspects of 

financials are reliable. 

Adverse 

Opinion 

A company inflates revenue by booking 

fictitious sales of ₹500 crores. 

Financial statements are 

materially and pervasively 

misstated, making them 

unreliable. 

Disclaimer of 

Opinion 

The auditor is denied access to key 

financial records (e.g., bank statements, 

contracts) due to management 

restrictions. 

The lack of sufficient audit 

evidence makes it impossible to 

express an opinion. 

 

2. Sample Reports for Modified Opinions 

(A) Sample Qualified Opinion – Failure to Provide for Impairment Loss (Ind AS 109) 

(Material but Not Pervasive Misstatement) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of ABC Limited 

Qualified Opinion 

We have audited the accompanying financial statements of ABC Limited for the year ended 

March 31, 2024, which comprise the Balance Sheet, Statement of Profit and Loss, 

Statement of Cash Flows, and Notes to Accounts. 

In our opinion, except for the effects of the matter described in the Basis for Qualified 

Opinion section, the financial statements present a true and fair view in accordance with 

Ind AS and the Companies Act, 2013. 
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Basis for Qualified Opinion 

The Company has not provided for an impairment loss of ₹50 crores on trade receivables, 

which is required as per Ind AS 109 (Financial Instruments). Had this impairment been 

recognized, the reported profit would have been lower by ₹50 crores, and total assets would 

have been lower by the same amount. 

We conducted our audit in accordance with Standards on Auditing (SAs) and believe the 

audit evidence obtained is sufficient and appropriate to form our opinion. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(B) Sample Adverse Opinion – Overstated Revenue (Ind AS 115 Violation) 

(Material & Pervasive Misstatement – Financial Statements Do Not Present a True & Fair 

View) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of XYZ Limited 

Adverse Opinion 

We have audited the accompanying financial statements of XYZ Limited for the year ended 

March 31, 2024. 

In our opinion, because of the significance of the matter described in the Basis for 

Adverse Opinion section, the financial statements do not present a true and fair view in 

accordance with Ind AS and the Companies Act, 2013. 

Basis for Adverse Opinion 

The Company has recognized fictitious sales revenue of ₹500 crores in violation of Ind AS 

115 (Revenue from Contracts with Customers). The lack of valid customer contracts and 

supporting documents materially affects the revenue figures, making the financial statements 

misleading. 
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We conducted our audit in accordance with Standards on Auditing (SAs) and believe that 

this misstatement is both material and pervasive, requiring an adverse opinion. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(C) Sample Disclaimer of Opinion – Denial of Access to Financial Records 

(Pervasive Limitation of Scope – No Sufficient Audit Evidence) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of PQR Limited 

Disclaimer of Opinion 

We were engaged to audit the financial statements of PQR Limited for the year ended 

March 31, 2024. 

Basis for Disclaimer of Opinion 

During the audit, we were denied access to key financial records, including: 

1. Bank statements and reconciliations 

2. Loan agreements and credit confirmations 

3. Customer invoices supporting revenue recognition 

Due to these restrictions, we were unable to obtain sufficient and appropriate audit 

evidence to verify the accuracy and completeness of the financial statements. 

Because of the significance of this limitation, we do not express an opinion on the financial 

statements. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 
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[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

3. Key Takeaways from SA 705 (Revised) – Modified Opinions 

✔ Qualified Opinion = Financial statements are true & fair, except for a specific issue. 

✔ Adverse Opinion = Financial statements are fundamentally misstated and misleading. 

✔ Disclaimer of Opinion = Auditor cannot form an opinion due to lack of evidence. 

✔ Modification must be clearly justified in the Basis for Opinion section. 

Would you like editable Word templates for these reports? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 

Chapter 46: Illustrative Formats of Auditor’s Report with Modified Opinion 

(As per SA 705 (Revised) – Modifications to the Opinion in the Independent Auditor’s 

Report) 

 

1. Overview of Auditor’s Modified Opinions (SA 705 Revised) 

SA 705 provides guidance on situations where the auditor must issue a modified opinion. 

The three types of modified opinions are: 

Type of 

Opinion 
When is it Used? Effect on the Audit Report 

Qualified 

Opinion 

When there is a material misstatement or a 

limitation of scope, but it is not pervasive. 

"Except for" is used in the 

opinion section to describe the 

issue. 

Adverse 

Opinion 

When the misstatements are material and 

pervasive, making the financial statements 

misleading or unreliable. 

The report states that the 

financial statements do not 

present a true and fair view. 
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Type of 

Opinion 
When is it Used? Effect on the Audit Report 

Disclaimer of 

Opinion 

When the auditor is unable to obtain 

sufficient appropriate audit evidence, and 

the impact is material and pervasive. 

The auditor does not express 

an opinion due to lack of 

evidence. 

 

2. Illustrative Formats for Different Modified Opinions 

(A) Sample Report – Qualified Opinion 

(Example: Failure to Recognize Impairment Loss – Ind AS 109) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of ABC Limited 

Qualified Opinion 

We have audited the accompanying financial statements of ABC Limited for the year ended 

March 31, 2024, which comprise the Balance Sheet, Statement of Profit and Loss, 

Statement of Cash Flows, and Notes to Accounts. 

In our opinion, except for the effects of the matter described in the Basis for Qualified 

Opinion section, the financial statements present a true and fair view in accordance with 

Ind AS/AS and the Companies Act, 2013. 

Basis for Qualified Opinion 

The Company has not provided for an impairment loss of ₹50 crores on trade receivables, 

as required under Ind AS 109 (Financial Instruments). Had this impairment been 

recognized, the reported profit would have been lower by ₹50 crores. 

We conducted our audit in accordance with Standards on Auditing (SAs) and believe the 

audit evidence obtained is sufficient and appropriate to form our opinion. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 
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(B) Sample Report – Adverse Opinion 

(Example: Overstatement of Revenue – Ind AS 115 Violation) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of XYZ Limited 

Adverse Opinion 

We have audited the accompanying financial statements of XYZ Limited for the year ended 

March 31, 2024. 

In our opinion, because of the significance of the matter described in the Basis for 

Adverse Opinion section, the financial statements do not present a true and fair view in 

accordance with Ind AS/AS and the Companies Act, 2013. 

Basis for Adverse Opinion 

The Company has recognized fictitious sales revenue of ₹500 crores in violation of Ind AS 

115 (Revenue from Contracts with Customers). The lack of valid customer contracts and 

supporting documents materially affects the revenue figures, making the financial 

statements misleading. 

We conducted our audit in accordance with Standards on Auditing (SAs) and believe that 

this misstatement is both material and pervasive, requiring an adverse opinion. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(C) Sample Report – Disclaimer of Opinion 

(Example: Denial of Access to Financial Records – Pervasive Scope Limitation) 
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INDEPENDENT AUDITOR’S REPORT 

To the Members of PQR Limited 

Disclaimer of Opinion 

We were engaged to audit the financial statements of PQR Limited for the year ended 

March 31, 2024. 

Basis for Disclaimer of Opinion 

During the audit, we were denied access to key financial records, including: 

1. Bank statements and reconciliations 

2. Loan agreements and credit confirmations 

3. Customer invoices supporting revenue recognition 

Due to these restrictions, we were unable to obtain sufficient and appropriate audit 

evidence to verify the accuracy and completeness of the financial statements. 

Because of the significance of this limitation, we do not express an opinion on the financial 

statements. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

3. Key Takeaways from SA 705 (Revised) – Modified Opinions 

✔ Qualified Opinion = Financial statements are true & fair, except for a specific issue. 

✔ Adverse Opinion = Financial statements are fundamentally misstated and misleading. 

✔ Disclaimer of Opinion = Auditor cannot form an opinion due to lack of evidence. 

✔ Modification must be clearly justified in the Basis for Opinion section. 

Would you like editable Word templates for these reports? 🚀 

You said: 

Please move to the next Xhapter 
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ChatGPT said: 

Chapter 47: Illustrative Formats on Auditor’s Report on Corresponding Figures and 

Comparative Financial Statements 

(As per SA 710 – Comparative Information: Corresponding Figures and Comparative 

Financial Statements) 

 

1. Understanding SA 710 – Auditor’s Responsibilities for Comparative Information 

SA 710 governs the auditor’s responsibilities when reporting on comparative financial 

information in the audit of financial statements. Comparative information can be presented 

in two ways: 

Type of 

Comparative 

Information 

Definition How the Auditor Reports It 

Corresponding 

Figures 

Prior period figures are included as 

reference only for comparison 

with the current year’s figures. 

Auditor’s opinion is only on the 

current year but considers prior 

year figures for consistency. 

Comparative 

Financial 

Statements 

Prior period’s financial statements 

are fully included and audited 

again. 

Auditor’s opinion covers both 

periods separately. 

 

2. Key Scenarios Requiring Special Audit Consideration 

Scenario Audit Consideration Impact on Auditor’s Report 

Prior period financial 

statements were audited by 

another auditor. 

Review predecessor 

auditor’s report. 

Include an Other Matter paragraph 

referencing the predecessor auditor’s 

opinion. 

Prior period financial 

statements were not audited. 

Obtain evidence on 

opening balances. 

Disclose in an Other Matter 

paragraph that prior period figures 

are unaudited. 

Prior period financial 

statements had a modified 

opinion. 

Assess if the 

modification is resolved. 

If unresolved, modify the opinion on 

the current year’s financials. 
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Scenario Audit Consideration Impact on Auditor’s Report 

Material misstatement 

identified in prior period 

financial statements. 

Ensure it has been 

corrected in the current 

period. 

If uncorrected, issue a qualified or 

adverse opinion on the current 

period’s financial statements. 

 

3. Illustrative Formats of Auditor’s Report on Comparative Figures 

(A) Unmodified Opinion – Prior Year Figures Are Audited & Consistent 

INDEPENDENT AUDITOR’S REPORT 

To the Members of ABC Limited 

Opinion 

We have audited the financial statements of ABC Limited for the year ended March 31, 

2024, which comprise the Balance Sheet, Statement of Profit and Loss, Statement of Cash 

Flows, and Notes to Accounts. 

In our opinion, the financial statements give a true and fair view of the financial position of 

the Company as at March 31, 2024, and its financial performance and cash flows for the year 

then ended in accordance with Ind AS and the Companies Act, 2013. 

Other Matter – Prior Year’s Audit by a Different Auditor 

The financial statements of the Company for the year ended March 31, 2023, were audited 

by M/s XYZ & Co., who expressed an unmodified opinion on those financial statements 

vide their report dated April 30, 2023. 

For ABC & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(B) Modified Opinion – Prior Period Financials Had a Qualified Opinion & Issue Still 

Unresolved 
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INDEPENDENT AUDITOR’S REPORT 

To the Members of XYZ Limited 

Qualified Opinion 

We have audited the financial statements of XYZ Limited for the year ended March 31, 

2024. 

In our opinion, except for the effects of the matter described in the Basis for Qualified 

Opinion section, the financial statements present a true and fair view in accordance with 

Ind AS and the Companies Act, 2013. 

Basis for Qualified Opinion 

The Company has not provided for impairment loss on trade receivables amounting to 

₹50 crores, as required under Ind AS 109 (Financial Instruments). This matter was also 

qualified in the prior year’s audit report, and no corrective action has been taken. Had this 

impairment been recognized, the reported profit would have been lower by ₹50 crores. 

Other Matter – Prior Period’s Qualified Opinion 

The financial statements for the year ended March 31, 2023, were audited by another 

auditor, who issued a qualified opinion on the same issue in their report dated April 30, 

2023. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(C) Disclaimer of Opinion – Prior Year Figures Are Unaudited 

INDEPENDENT AUDITOR’S REPORT 

To the Members of PQR Limited 
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Disclaimer of Opinion 

We were engaged to audit the financial statements of PQR Limited for the year ended 

March 31, 2024. 

Basis for Disclaimer of Opinion 

The Company has not maintained adequate accounting records, and we were unable to 

obtain sufficient appropriate audit evidence regarding the opening balances. 

Because of the significance of these matters, we do not express an opinion on the financial 

statements. 

Other Matter – Prior Period Figures Unaudited 

The financial statements of the Company for the year ended March 31, 2023, were not 

audited. 

For PQR & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

4. Key Takeaways from SA 710 – Reporting on Comparative Information 

✔ If the prior period was audited by a different auditor, reference the previous audit 

opinion in an Other Matter paragraph. 

✔ If the prior period was unaudited, explicitly state this fact to prevent confusion. 

✔ If prior period financials had a modified opinion, assess whether the issue is resolved. 

✔ If a material misstatement is found in prior period figures, issue a qualified or 

adverse opinion on the current period’s report. 

Would you like these formats as editable Word templates? 🚀 

You said: 

Please move to the next Chapter 

ChatGPT said: 
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Chapter 48: Illustrative Formats on Auditor’s Reports Relating to Going Concern 

(As per SA 570 (Revised) – Going Concern) 

 

1. Understanding SA 570 (Revised) – Auditor’s Responsibilities on Going Concern 

SA 570 (Revised) outlines the auditor’s responsibilities in assessing the entity’s ability to 

continue as a going concern and how it impacts the audit report. 

Possible Auditor’s Conclusions on Going Concern: 

Scenario Audit Conclusion Impact on Auditor’s Report 

No material uncertainty, 

and going concern 

assumption is appropriate 

Going concern assumption is 

reasonable 

Unmodified opinion (no 

additional reporting required) 

Material uncertainty exists, 

but adequate disclosures 

are made 

Significant doubt on going 

concern, but management 

has disclosed it properly 

Unmodified opinion with a 

separate section titled “Material 

Uncertainty Related to Going 

Concern” 

Material uncertainty exists, 

but disclosures are 

inadequate 

Significant doubt, and 

financial statements do not 

provide enough disclosure 

Qualified or Adverse Opinion 

Going concern assumption 

is inappropriate 

Entity should not have used 

going concern basis 
Adverse Opinion 

Management refuses to 

assess going concern 

Auditor unable to obtain 

sufficient evidence on going 

concern assumption 

Disclaimer of Opinion 

 

2. Illustrative Formats for Different Going Concern Scenarios 

(A) Unmodified Opinion – No Going Concern Issues 

INDEPENDENT AUDITOR’S REPORT 

To the Members of ABC Limited 
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Opinion 

We have audited the financial statements of ABC Limited for the year ended March 31, 

2024, which comprise the Balance Sheet, Statement of Profit and Loss, Statement of Cash 

Flows, and Notes to Accounts. 

In our opinion, the financial statements give a true and fair view of the financial position of 

the Company in accordance with Ind AS and the Companies Act, 2013. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(B) Unmodified Opinion with “Material Uncertainty Related to Going Concern” 

Paragraph 

(Example: Company has disclosed financial distress, but management’s mitigation plans 

exist.) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of XYZ Limited 

Opinion 

We have audited the financial statements of XYZ Limited for the year ended March 31, 

2024. 

In our opinion, the financial statements give a true and fair view, in accordance with Ind AS 

and the Companies Act, 2013. 

Material Uncertainty Related to Going Concern 

We draw attention to Note X in the financial statements, which states that the Company has 

incurred significant losses of ₹500 crores and negative cash flows during the year. The 

Company’s ability to continue as a going concern is dependent on the successful execution of 

its restructuring plan. 
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Our opinion is not modified in respect of this matter. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

(C) Qualified Opinion – Inadequate Going Concern Disclosure 

(Example: Company faces financial distress but has not provided adequate disclosures.) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of PQR Limited 

Qualified Opinion 

We have audited the financial statements of PQR Limited for the year ended March 31, 

2024. 

In our opinion, except for the inadequate disclosure in the Basis for Qualified Opinion 

section, the financial statements give a true and fair view. 

Basis for Qualified Opinion 

The Company has incurred substantial operating losses and liquidity constraints, casting 

significant doubt on its ability to continue as a going concern. However, the financial 

statements do not include adequate disclosure about this uncertainty as required under Ind 

AS 1. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

(D) Adverse Opinion – Inappropriate Use of Going Concern Assumption 

(Example: Financial statements prepared on a going concern basis, but entity is not viable.) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of LMN Limited 
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Adverse Opinion 

We have audited the financial statements of LMN Limited for the year ended March 31, 

2024. 

In our opinion, because of the significance of the matter described in the Basis for Adverse 

Opinion section, the financial statements do not present a true and fair view. 

Basis for Adverse Opinion 

The Company has ceased operations, defaulted on its debt obligations, and is in liquidation. 

Despite these facts, the financial statements have been prepared using the going concern 

assumption, which is inappropriate under Ind AS 1. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

(E) Disclaimer of Opinion – Management Refuses to Assess Going Concern 

(Example: Auditor unable to assess going concern due to lack of management cooperation.) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of RST Limited 

Disclaimer of Opinion 

We were engaged to audit the financial statements of RST Limited for the year ended 

March 31, 2024. 

Basis for Disclaimer of Opinion 

Management has not performed any assessment of the Company’s ability to continue as a 

going concern, despite indicators of financial distress. As a result, we were unable to obtain 

sufficient appropriate audit evidence. 

Because of the significance of this limitation, we do not express an opinion on the financial 

statements. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 
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3. Key Takeaways from SA 570 (Revised) – Reporting on Going Concern 

✔ If management’s use of going concern is appropriate and no material uncertainty 

exists → Unmodified Opinion. 

✔ If there is a material uncertainty but adequate disclosure is made → Unmodified 

Opinion with a "Material Uncertainty Related to Going Concern" paragraph. 

✔ If disclosure is inadequate → Qualified or Adverse Opinion. 

✔ If going concern assumption is inappropriate → Adverse Opinion. 

✔ If sufficient audit evidence is not available on going concern → Disclaimer of 

Opinion. 

Would you like editable Word templates for these reports? 🚀 

You said: 

Please move ahead to the next Chapter 

ChatGPT said: 

Chapter 49: Illustrative Formats on Auditor’s Report Relating to Other Information 

(As per SA 720 (Revised) – The Auditor’s Responsibilities Relating to Other Information) 

 

1. Understanding SA 720 (Revised) – Auditor’s Responsibilities for Other Information 

SA 720 (Revised) requires the auditor to: 

 Read and consider whether the “Other Information” is materially inconsistent with: 

1. The financial statements, or 

2. The auditor’s knowledge obtained during the audit. 

 Report on Other Information in a separate section of the audit report. 

Other Information does not form part of the financial statements but is included in documents 

such as the annual report. 

Common Examples of "Other Information" 

 Management Discussion and Analysis (MD&A) 

 Corporate Governance Report 

 Chairman’s Statement 

 Sustainability Report 
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 Director’s Report 

 

2. Reporting Scenarios and Auditor’s Responsibilities 

Scenario Audit Consideration Impact on Auditor’s Report 

Other Information is 

consistent with financial 

statements 

No material 

misstatements found. 

Include a separate Other 

Information section in the audit 

report, stating that the auditor found 

no inconsistencies. 

Other Information contains 

material inconsistencies 

Information contradicts 

financial statements or 

audit findings. 

Report the misstatement in the Other 

Information section. 

Other Information is not 

available at the time of 

audit 

Auditor expects to 

receive it later. 

Mention that the information is yet to 

be obtained but will be reviewed 

when available. 

The entity refuses to 

correct misstatements in 

Other Information 

Auditor identifies an 

uncorrected material 

misstatement. 

Modify the report by including a 

Material Misstatement of Other 

Information paragraph. 

 

3. Illustrative Formats for Auditor’s Report with Other Information 

(A) Standard Report – No Material Misstatement in Other Information 

(Example: The auditor has reviewed Other Information and found no inconsistencies.) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of ABC Limited 

Other Information 

The Company’s Board of Directors is responsible for the Other Information, which includes 

the Director’s Report and Management Discussion and Analysis (MD&A), but does not 

include the financial statements and our auditor’s report thereon. 

Our opinion on the financial statements does not cover the Other Information and we do 

not express any assurance conclusion thereon. 
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In connection with our audit, we have read the Other Information and considered whether it is 

materially inconsistent with the financial statements or our audit knowledge. Based on the 

work performed, we have nothing to report in this regard. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(B) Report with Pending Other Information 

(Example: Other Information not available at the time of the audit.) 

INDEPENDENT AUDITOR’S REPORT 

Other Information 

The Company’s Board of Directors is responsible for the Other Information, which includes 

the Annual Report. However, as of the date of our auditor’s report, we have not received 

the Other Information. 

Accordingly, we are unable to assess whether the Other Information is materially misstated 

and will complete this review when the Other Information becomes available. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

(C) Report with Material Misstatement in Other Information 

(Example: The Other Information contains incorrect financial figures, contradicting audited 

financial statements.) 

INDEPENDENT AUDITOR’S REPORT 

Other Information 

The Company’s Board of Directors is responsible for the Other Information. The Other 
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Information comprises the Director’s Report and MD&A, but does not include the financial 

statements and our auditor’s report thereon. 

During our review, we noted that the Other Information contains a material misstatement 

regarding the Company’s reported revenue, which differs from the audited financial 

statements. 

We have informed management of this misstatement, but the information has not been 

corrected. Accordingly, our report highlights this material misstatement. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

4. Key Takeaways from SA 720 (Revised) – Other Information Reporting 

✔ The auditor is not responsible for auditing Other Information but must identify 

material inconsistencies. 

✔ A separate "Other Information" section is mandatory in the auditor’s report if such 

information is available. 

✔ If Other Information is inconsistent with financial statements, the auditor must report 

material misstatements. 

✔ If Other Information is unavailable at the time of reporting, the auditor should state 

that the review is pending. 

Would you like these formats in editable Word templates? 🚀 

You said: 

I would request the answer on the face of the chat itself 

ChatGPT said: 

Chapter 49: Illustrative Formats on Auditor’s Report Relating to Other Information 

(As per SA 720 (Revised) – The Auditor’s Responsibilities Relating to Other Information) 

 

1. Understanding SA 720 (Revised) – Auditor’s Responsibilities for Other Information 

SA 720 (Revised) requires the auditor to: 

 Read and consider whether the “Other Information” is materially inconsistent with: 
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1. The financial statements, or 

2. The auditor’s knowledge obtained during the audit. 

 Report on Other Information in a separate section of the audit report. 

Common Examples of "Other Information" 

 Management Discussion and Analysis (MD&A) 

 Corporate Governance Report 

 Chairman’s Statement 

 Sustainability Report 

 Director’s Report 

 

2. Reporting Scenarios and Auditor’s Responsibilities 

Scenario Audit Consideration Impact on Auditor’s Report 

Other Information is 

consistent with financial 

statements 

No material 

misstatements found. 

Include a separate Other 

Information section in the audit 

report, stating that the auditor found 

no inconsistencies. 

Other Information contains 

material inconsistencies 

Information contradicts 

financial statements or 

audit findings. 

Report the misstatement in the Other 

Information section. 

Other Information is not 

available at the time of 

audit 

Auditor expects to 

receive it later. 

Mention that the information is yet to 

be obtained but will be reviewed 

when available. 

The entity refuses to 

correct misstatements in 

Other Information 

Auditor identifies an 

uncorrected material 

misstatement. 

Modify the report by including a 

Material Misstatement of Other 

Information paragraph. 

 

3. Illustrative Formats for Auditor’s Report with Other Information 

(A) Standard Report – No Material Misstatement in Other Information 

(Example: The auditor has reviewed Other Information and found no inconsistencies.) 

INDEPENDENT AUDITOR’S REPORT 

To the Members of ABC Limited 
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Other Information 

The Company’s Board of Directors is responsible for the Other Information, which includes 

the Director’s Report and Management Discussion and Analysis (MD&A), but does not 

include the financial statements and our auditor’s report thereon. 

Our opinion on the financial statements does not cover the Other Information and we do 

not express any assurance conclusion thereon. 

In connection with our audit, we have read the Other Information and considered whether it is 

materially inconsistent with the financial statements or our audit knowledge. Based on the 

work performed, we have nothing to report in this regard. 

For XYZ & Co. 

Chartered Accountants 

(FRN: 1234567X) 

[Signature] 

Name of Signing Partner 

ICAI Membership No.: XXXXXXX 

Date: April 30, 2024 

 

(B) Report with Pending Other Information 

(Example: Other Information not available at the time of the audit.) 

INDEPENDENT AUDITOR’S REPORT 

Other Information 

The Company’s Board of Directors is responsible for the Other Information, which includes 

the Annual Report. However, as of the date of our auditor’s report, we have not received 

the Other Information. 

Accordingly, we are unable to assess whether the Other Information is materially misstated 

and will complete this review when the Other Information becomes available. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

(C) Report with Material Misstatement in Other Information 
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(Example: The Other Information contains incorrect financial figures, contradicting audited 

financial statements.) 

INDEPENDENT AUDITOR’S REPORT 

Other Information 

The Company’s Board of Directors is responsible for the Other Information. The Other 

Information comprises the Director’s Report and MD&A, but does not include the financial 

statements and our auditor’s report thereon. 

During our review, we noted that the Other Information contains a material misstatement 

regarding the Company’s reported revenue, which differs from the audited financial 

statements. 

We have informed management of this misstatement, but the information has not been 

corrected. Accordingly, our report highlights this material misstatement. 

For XYZ & Co. 

[Signature] 

Date: April 30, 2024 

 

4. Key Takeaways from SA 720 (Revised) – Other Information Reporting 

✔ The auditor is not responsible for auditing Other Information but must identify 

material inconsistencies. 

✔ A separate "Other Information" section is mandatory in the auditor’s report if such 

information is available. 

✔ If Other Information is inconsistent with financial statements, the auditor must report 

material misstatements. 

✔ If Other Information is unavailable at the time of reporting, the auditor should state 

that the review is pending. 

You said: 

Please move ahed to the next Chapter 

Draft SRS 4410 report 

ChatGPT said: 

Practitioner’s Report on a Compilation Engagement (As per SRS 4410) 

(Applicable when a Chartered Accountant compiles financial statements but does not 

perform an audit or review.) 
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[Audit Firm’s Letterhead] 

Date: [DD/MM/YYYY] 

To, 

The Board of Directors 

[Client Name] 

[Client Address] 

Independent Practitioner’s Report on Compilation Engagement 

Management’s Responsibility for the Financial Statements 

The management of [Company Name] is responsible for the preparation and fair 

presentation of the accompanying financial statements for the year ended [Date], including 

the Balance Sheet, Statement of Profit & Loss, and Notes to Accounts, in accordance with 

the applicable financial reporting framework. 

Management is also responsible for maintaining proper accounting records and ensuring 

compliance with relevant laws and regulations. 

Practitioner’s Responsibilities 

Our responsibility is to compile the financial statements based on information provided by 

management. We have conducted this engagement in accordance with Standard on Related 

Services (SRS) 4410 – Compilation Engagements, issued by the Institute of Chartered 

Accountants of India (ICAI). 

A compilation engagement does not involve: 

 Performing audit procedures as required by Standards on Auditing (SAs). 

 Performing review procedures as required by Standards on Review Engagements 

(SREs). 

 Providing any assurance or opinion on the financial statements. 

Scope of Our Work 

We have compiled the accompanying financial statements based on: 

 Accounting records and explanations provided by management. 

 Applicable accounting standards and policies followed by the entity. 

We have not audited or reviewed these financial statements and express no assurance on 

their accuracy or completeness. 
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Conclusion 

Based on our compilation, we present the financial statements of [Company Name] as 

prepared by management. However, we do not express any opinion or provide any assurance 

on their fairness or compliance with applicable laws. 

Restriction on Use 

This report is issued solely for the purpose of assisting [Company Name] in preparing its 

financial statements and should not be distributed to external parties or relied upon as an 

audit or review report. 

For [Audit Firm Name] 

[Name of Signing Partner] 

Chartered Accountant 

ICAI Membership No.: [XXXXX] 

Firm Registration No.: [XXXXX] 

Place: [City] 

Date: [DD/MM/YYYY] 

 

Key Takeaways from SRS 4410 – Compilation Report 

✔ A compilation engagement is NOT an audit or review – no assurance is provided. 

✔ The practitioner relies entirely on management’s information without verification. 

✔ The report should clearly state its limitations to avoid misinterpretation. 

✔ No opinion or conclusion is expressed on the financial statements. 

Would you like an editable Word format of this report? 🚀 

Please move to Chapter 51 Please cover your answers under the following aspects: 1. Legal 

and Regulatory Framework a. Companies Act, 2013 – Schedule III Requirements b. Ind AS – 

Recognition & Measurement of the related Transactions c. GST & TDS Compliance in the 

transaction 2. Key Audit Procedures a. Verification of Invoices & Supporting Documents b. 

External Confirmation of Balances (SA 505) c. Cut-off Testing for Year-End transactions d. 

Review of Trade Discounts, Rebates & Returns 3. Analytical Procedures & Substantive 

Testing a. Ratio Analysis b. Subsequent Payment Testing 4. Audit Documentation & 

Reporting (SA 230 & SA 700) a. Key Audit Working Papers b. Reporting Under SA 700/705 

5. Key Takeaways from the earlier uploaded chapters 

I couldn't locate Chapter 51 in the uploaded document. Could you verify the document or 

provide more details on the specific topic you're referring to? 
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You said: 

Chapter 51 Illustrative Formats on Review Reports on Interim Financial Information Chapter 

52 Illustrative Formats on Practitioners’ Review Reports Chapter 53 Illustrative Formats on 

Special Purpose Financial Statements Chapter 54 Illustrative Formats on Summary Financial 

Statements Chapter 55 Illustrative Format on a Report of Factual Findings in Connection 

with Accounts Receivable Chapter 56 Illustrative Formats on a Single Financial Statement 

and a Specific Element of a Financial Statement Chapter 57 Illustrative Format of an 

Unmodified Report on a Projection Chapter 58 Illustrative Formats on Service Organization’s 

Assertions Chapter 59 Illustrative Formats on Modified Service Auditor’s Assurance Reports 

Chapter 60 Illustrative Formats on Service Auditor’s Assurance Reports Chapter 61 

Information Requests and Other Client Admin Letters – Letter of Weakness and Appendix 

Chapter 62 Confirmation Letter for Struck Off Status to be sent by Company Chapter 63 

NOC Communication with predecessor Chapter 64 Eligibility and Independence 

confirmation to be appointed (or) continue as auditors 

ChatGPT said: 

Chapter 51: Illustrative Formats on Review Reports on Interim Financial Information 

Based on the review of the document, here are the key aspects covered in relation to 

Illustrative Formats on Review Reports on Interim Financial Information: 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 The review of interim financial information must align with the reporting 

requirements under Schedule III of the Companies Act, 2013. 

 Disclosures in the interim financial statements should be consistent with annual 

reporting requirements, ensuring material items are appropriately recognized. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 34 (Interim Financial Reporting) governs the recognition and measurement 

principles for interim financial information. 

 Key principles include: 

o Use of the same accounting policies as in annual financial statements. 

o Estimations and approximations due to interim reporting constraints. 

o Disclosure of significant changes in estimates and risks compared to the last 

annual period. 
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c. GST & TDS Compliance in the Transaction 

 GST and TDS implications must be correctly accounted for in interim financial 

reports. 

 GST compliance includes reporting taxable supplies, input tax credits, and outward 

tax liability. 

 TDS provisions under the Income Tax Act must be followed for transactions such as 

payments to vendors and employee remuneration. 

 

2. Key Audit Procedures 

a. Verification of Invoices & Supporting Documents 

 Ensuring proper documentation supports revenue and expense recognition. 

 Checking for compliance with Ind AS and GST provisions. 

b. External Confirmation of Balances (SA 505) 

 Obtaining confirmations for receivables, payables, and bank balances to verify the 

accuracy of financial reporting. 

c. Cut-off Testing for Year-End Transactions 

 Testing revenue and expense cut-offs to ensure transactions are recorded in the correct 

period. 

d. Review of Trade Discounts, Rebates & Returns 

 Evaluating the appropriateness and accounting of discounts and rebates. 

 Ensuring that provisions for sales returns are adequately recorded. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Performing ratio analysis on key financial metrics such as liquidity, profitability, and 

leverage ratios. 

 Comparing interim results with prior periods and industry benchmarks. 
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b. Subsequent Payment Testing 

 Reviewing payments made after the balance sheet date to confirm the existence and 

accuracy of liabilities. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintaining documentation of all audit procedures performed. 

 Ensuring compliance with SA 230 (Audit Documentation). 

b. Reporting Under SA 700/705 

 SA 700 (Revised) – Forms the basis for the auditor’s opinion on interim financial 

statements. 

 SA 705 (Revised) – Governs modifications to the opinion in case of misstatements or 

scope limitations. 

 

5. Key Takeaways from Earlier Chapters 

 Emphasis on maintaining audit quality and documentation. 

 Consistency in applying Ind AS principles in interim financial reporting. 

 Importance of cut-off testing and external confirmations in interim reviews. 

 Compliance with SA 700 & SA 705 for forming and modifying opinions. 

Would you like a specific illustrative format from the document? 

You said: 

Next Chapter 

ChatGPT said: 

Chapter 52: Illustrative Formats on Practitioners’ Review Reports 

Here’s a structured overview of Illustrative Formats on Practitioners’ Review Reports, 

covering key legal, audit, and compliance aspects: 

 

1. Legal and Regulatory Framework 
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a. Companies Act, 2013 – Schedule III Requirements 

 Practitioners’ review reports must comply with disclosure norms under Schedule III. 

 Interim and special-purpose financial information should be presented per statutory 

requirements. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 34 (Interim Financial Reporting) applies to periodic financial reviews. 

 The same accounting policies as annual financial statements must be applied 

consistently. 

c. GST & TDS Compliance in the Transaction 

 Ensuring tax compliance in reviewed transactions, including TDS deductions and 

GST liabilities. 

 Reporting of indirect tax impacts on financial statements and disclosures. 

 

2. Key Audit Procedures 

a. Verification of Invoices & Supporting Documents 

 Checking the validity and completeness of financial transactions. 

 Ensuring compliance with applicable Ind AS and tax regulations. 

b. External Confirmation of Balances (SA 505) 

 Obtaining confirmations from third parties to validate receivables, payables, and 

financial positions. 

c. Cut-off Testing for Year-End Transactions 

 Ensuring revenue and expenses are recorded in the correct period. 

d. Review of Trade Discounts, Rebates & Returns 

 Assessing the proper recording and reporting of commercial adjustments. 

 

3. Analytical Procedures & Substantive Testing 
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a. Ratio Analysis 

 Comparing financial performance metrics to prior periods and industry benchmarks. 

b. Subsequent Payment Testing 

 Reviewing payments made after the balance sheet date to confirm the completeness of 

liabilities. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting all significant findings and review conclusions as per SA 230 (Audit 

Documentation). 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Provides formats for an unmodified opinion. 

 SA 705 (Revised): Covers modifications due to material misstatements or scope 

limitations. 

 

5. Key Takeaways from Earlier Chapters 

 Consistency in accounting policies across periods. 

 Adequate documentation and external confirmations for material balances. 

 Compliance with SA 700 & SA 705 in reporting. 

Would you like specific illustrative formats from the document? 

You said: 

Of course 

ChatGPT said: 

The document contains Illustrative Formats on Practitioners’ Review Reports, which 

provide standardized formats for review engagements performed by practitioners. However, I 

could not extract the exact illustrative format directly. 

To access the detailed illustrative formats, you may need to refer to the ICAI Technical 

Guide or Guidance Notes related to review engagements. Would you like guidance on 

specific elements of these reports? 
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You said: 

Okay thanks. Please move to the next Chapter 

ChatGPT said: 

Chapter 53: Illustrative Formats on Special Purpose Financial Statements 

Here is a structured overview covering legal, audit, and compliance aspects related to 

Illustrative Formats on Special Purpose Financial Statements. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 Special Purpose Financial Statements (SPFS) are prepared to meet specific user 

requirements, such as regulators, lenders, or contractual obligations. 

 These statements may not follow the general-purpose format prescribed under 

Schedule III but should still adhere to fundamental financial reporting principles. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 34 (Interim Financial Reporting) may apply where SPFS include interim 

reporting elements. 

 Ind AS 115 (Revenue Recognition) and Ind AS 109 (Financial Instruments) may 

also be relevant depending on the nature of SPFS. 

 Adjustments and disclosures should align with the financial reporting framework 

under which the SPFS are prepared. 

c. GST & TDS Compliance in the Transaction 

 Transactions reported in SPFS must comply with tax laws, including GST and TDS. 

 Proper tax treatment should be ensured for revenue, expenses, and other financial 

transactions. 

 

2. Key Audit Procedures 

a. Verification of Invoices & Supporting Documents 

 Review contractual agreements, invoices, and supporting documents to verify 

reported transactions. 

 Ensure compliance with applicable tax and accounting regulations. 
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b. External Confirmation of Balances (SA 505) 

 Obtain third-party confirmations for key balances, such as receivables, payables, and 

bank accounts. 

c. Cut-off Testing for Year-End Transactions 

 Ensure proper revenue and expense cut-off procedures to prevent misstatements. 

d. Review of Trade Discounts, Rebates & Returns 

 Examine special pricing, trade discounts, and rebate policies to ensure correct 

financial reporting. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Perform analytical reviews on financial metrics to detect inconsistencies or unusual 

trends. 

b. Subsequent Payment Testing 

 Verify post-balance-sheet payments to confirm the validity of outstanding liabilities. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintain documentation of all audit procedures and findings as per SA 230 (Audit 

Documentation). 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Provides formats for unmodified audit opinions. 

 SA 705 (Revised): Specifies the approach for modified audit opinions if issues are 

identified. 

 

5. Key Takeaways from Earlier Chapters 
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 SPFS require clear disclosure of the financial reporting framework. 

 Proper audit planning and external confirmations are crucial. 

 SA 800 (Special Considerations – Audits of Financial Statements Prepared in 

Accordance with Special Purpose Frameworks) provides additional guidance for 

SPFS audits. 

Would you like specific illustrative formats from the document? 

Yes 

ChatGPT said: 

The document includes Illustrative Formats on Special Purpose Financial Statements, but 

I couldn't extract the exact formats directly. However, these illustrative reports generally 

align with SA 800 (Special Considerations – Audits of Financial Statements Prepared in 

Accordance with Special Purpose Frameworks). 

For detailed illustrative formats, you may refer to the Appendix of SA 800 available in 

ICAI publications. Let me know if you need assistance finding specific formats or templates! 

You said: 

Now Chapter 54 

ChatGPT said: 

Chapter 54: Illustrative Formats on Summary Financial Statements 

This chapter provides illustrative formats for reporting on summary financial statements, 

in line with SA 810 (Engagements to Report on Summary Financial Statements). 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 Summary financial statements must align with the financial reporting principles under 

Schedule III. 

 They should present a structured summary of the audited financial statements. 

 Users must be informed that summary financial statements do not contain all 

disclosures required by the financial reporting framework. 
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b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 34 (Interim Financial Reporting) applies when summary financial 

statements include interim data. 

 Ind AS 1 (Presentation of Financial Statements) requires that summary statements 

provide relevant and reliable financial information. 

 Transactions must be appropriately recognized and disclosed to avoid misleading 

information. 

c. GST & TDS Compliance in the Transaction 

 GST & TDS implications must be adequately disclosed in the summary financial 

statements. 

 Compliance with tax regulations is critical to ensure that indirect tax liabilities and 

deductions are properly accounted for. 

 

2. Key Audit Procedures 

a. Verification of Invoices & Supporting Documents 

 Ensuring that transactions included in the summary statements are backed by valid 

documentation. 

 Cross-checking with original audited financial statements for consistency. 

b. External Confirmation of Balances (SA 505) 

 Obtaining confirmations for key balances, such as trade receivables, payables, and 

bank balances. 

c. Cut-off Testing for Year-End Transactions 

 Checking that transactions recorded in summary financial statements align with year-

end cut-off procedures. 

d. Review of Trade Discounts, Rebates & Returns 

 Ensuring that sales discounts and returns are fairly disclosed to avoid revenue 

misstatements. 

 

3. Analytical Procedures & Substantive Testing 
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a. Ratio Analysis 

 Analyzing key financial ratios (e.g., liquidity, profitability) to identify any 

inconsistencies between summary and full financial statements. 

b. Subsequent Payment Testing 

 Verifying post-balance-sheet payments to confirm that outstanding liabilities in 

summary financial statements are accurate. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting audit procedures performed on summary financial statements, ensuring 

compliance with SA 230 (Audit Documentation). 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for issuing an unmodified opinion on summary financial 

statements. 

 SA 705 (Revised): Applied if modifications are needed due to material misstatements 

or scope limitations. 

 

5. Key Takeaways from Earlier Chapters 

 Summary financial statements should be consistent with full audited financial 

statements. 

 SA 810 (Engagements to Report on Summary Financial Statements) provides 

guidance for issuing reports on summary financial information. 

 Clear disclosures must be included to prevent misleading financial reporting. 

Would you like specific illustrative formats from the document? 

You said: 

Please provide 

ChatGPT said: 
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The document contains Illustrative Formats on Summary Financial Statements based on 

SA 810 (Engagements to Report on Summary Financial Statements). The illustrative 

formats include: 

1. Unmodified Opinion on Summary Financial Statements 

o States that the summary financial statements are consistent with the audited 

financial statements. 

2. Qualified Opinion on Summary Financial Statements 

o Used when there are material misstatements or inconsistencies between 

summary and audited statements. 

3. Adverse Opinion on Summary Financial Statements 

o Issued when the summary financial statements are misleading or materially 

misstated. 

4. Disclaimer of Opinion on Summary Financial Statements 

o Used when the auditor is unable to form an opinion due to lack of sufficient 

evidence. 

These illustrative formats are structured to ensure consistency, compliance, and 

transparency in reporting. 

Would you like me to summarize specific wordings from these formats? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 55: Illustrative Format on a Report of Factual Findings in Connection with 

Accounts Receivable 

This chapter provides illustrative formats for reporting factual findings related to Accounts 

Receivable, typically prepared as part of agreed-upon procedures engagements under SA 

4400 (Revised) – Agreed-Upon Procedures Engagements. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 Accounts receivable must be disclosed under current assets in accordance with 

Schedule III. 

 Additional disclosures related to ageing analysis, expected credit loss, and trade 

receivable confirmations are required. 
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b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 109 (Financial Instruments): Requires accounts receivable to be classified 

as financial assets. 

 Expected Credit Loss (ECL) Model: Entities must provide for impairment based on 

historical and forward-looking credit risk factors. 

c. GST & TDS Compliance in the Transaction 

 GST reconciliation between books of accounts and GSTR-1/GSTR-3B is necessary. 

 TDS deducted on sales under contractual arrangements should be properly accounted 

for. 

 

2. Key Audit Procedures 

a. Verification of Invoices & Supporting Documents 

 Checking customer invoices, sales agreements, and delivery receipts. 

 Ensuring revenue recognition is aligned with Ind AS 115 (Revenue from Contracts 

with Customers). 

b. External Confirmation of Balances (SA 505) 

 Sending confirmation requests to customers for outstanding balances. 

 Investigating discrepancies and non-replies through alternative procedures. 

c. Cut-off Testing for Year-End Transactions 

 Ensuring sales recorded at year-end belong to the correct accounting period. 

d. Review of Trade Discounts, Rebates & Returns 

 Verifying adjustments for trade discounts and rebates to avoid revenue misstatement. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Debtor Turnover Ratio: Measures efficiency of receivables collection. 

 Provision for Bad Debts as % of Total Receivables: Assesses adequacy of expected 

credit loss provisions. 
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b. Subsequent Payment Testing 

 Verifying collections after the balance sheet date to confirm receivables' accuracy. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting audit trail for invoices, confirmations, and reconciliations. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified report if factual findings confirm 

accuracy. 

 SA 705 (Revised): Issued when significant discrepancies are found in accounts 

receivable reporting. 

 

5. Key Takeaways from Earlier Chapters 

 Agreed-upon procedures (SA 4400) require factual reporting without expressing 

an opinion. 

 Trade receivable confirmations (SA 505) remain a critical audit procedure for 

validating balances. 

 Proper documentation and reconciliation of GST and TDS in accounts receivable 

reporting are essential. 

Would you like specific illustrative report formats from the document? 

You said: 

Please 

ChatGPT said: 

The document includes Illustrative Formats on a Report of Factual Findings in 

Connection with Accounts Receivable, which are typically prepared in accordance with SA 

4400 (Revised) – Agreed-Upon Procedures Engagements. 

Illustrative Report Formats: 

1. Standard Report on Factual Findings 
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o States that the practitioner performed agreed-upon procedures and reports 

factual results. 

o No opinion or assurance is provided. 

2. Modified Report with Exceptions Noted 

o Highlights discrepancies or exceptions found in accounts receivable 

verification. 

o Specifies areas requiring further investigation. 

3. Disclaimer Report (Insufficient Information) 

o Used when records are inadequate to conduct agreed-upon procedures. 

4. Summary Report for Management Use 

o Includes detailed observations with client-specific recommendations. 

Would you like me to extract a detailed example of any specific format? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 56: Illustrative Formats on a Single Financial Statement and a Specific 

Element of a Financial Statement 

This chapter provides illustrative formats for reporting on a single financial statement or 

specific financial elements, based on SA 805 (Special Considerations – Audits of Single 

Financial Statements and Specific Elements, Accounts, or Items of a Financial 

Statement). 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 If a company prepares a single financial statement (e.g., a Balance Sheet or Profit 

& Loss Statement) or a specific financial element (e.g., Trade Receivables, 

Inventory Valuation), it must comply with Schedule III presentation requirements. 

 These reports must clearly state the financial reporting framework used (Ind AS or 

AS) and any significant accounting policies applied. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 1 (Presentation of Financial Statements): Requires that financial statements 

provide a true and fair view. 

 Ind AS 34 (Interim Financial Reporting): May apply if reporting for an interim 

period. 
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 Ind AS 115 (Revenue Recognition): Important when the specific element relates to 

revenue transactions. 

c. GST & TDS Compliance in the Transaction 

 If the specific element includes revenue, purchases, or other transactions, ensure 

GST and TDS deductions are properly accounted for. 

 GST reconciliations should be performed for Trade Receivables, Payables, and 

Input Tax Credit (ITC). 

 

2. Key Audit Procedures 

a. Verification of Invoices & Supporting Documents 

 Examining relevant contracts, invoices, and payment records to validate financial 

transactions. 

b. External Confirmation of Balances (SA 505) 

 Sending confirmation requests for outstanding balances (e.g., Trade Receivables, 

Loans, Liabilities). 

c. Cut-off Testing for Year-End Transactions 

 Ensuring transactions are recorded in the correct period by matching invoices, 

dispatches, and receipts. 

d. Review of Trade Discounts, Rebates & Returns 

 Verifying any price adjustments or credits that impact revenue recognition. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Debt-to-Equity, Current Ratio, Gross Margin, and Receivables Turnover ratios 

are reviewed for anomalies. 

b. Subsequent Payment Testing 

 Checking post-balance-sheet transactions to confirm the existence and valuation 

of balances. 
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4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting audit trails, supporting evidence, and test results. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified opinion when financial statements are 

fairly presented. 

 SA 705 (Revised): Used when issuing qualified, adverse, or disclaimer opinions 

due to material misstatements. 

 

5. Key Takeaways from Earlier Chapters 

 SA 805 (Special Considerations – Audits of Single Financial Statements and 

Specific Elements) provides guidance on reporting for specific financial statements. 

 A separate opinion is required when auditing only a portion of financial 

statements. 

 Consistency in accounting policies is critical to prevent misleading reporting. 

Would you like specific illustrative formats from the document? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 57: Illustrative Format of an Unmodified Report on a Projection 

This chapter provides illustrative formats for reporting on financial projections, which are 

typically used for forecasting future financial performance. The reporting follows SA 3400 

(The Examination of Prospective Financial Information), which governs the auditor’s 

responsibilities in examining projected financial statements. 

 

1. Legal and Regulatory Framework 
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a. Companies Act, 2013 – Schedule III Requirements 

 Financial projections do not fall under statutory financial reporting but may be 

required for regulatory filings, investor presentations, or business plans. 

 Any assumptions used in projections must be clearly disclosed to prevent misleading 

financial statements. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 1 (Presentation of Financial Statements): Requires proper classification and 

disclosure of assumptions underlying projected financial statements. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): May be 

applicable if projections involve estimations of future liabilities. 

c. GST & TDS Compliance in the Transaction 

 Projections that include future revenue estimates must consider the impact of GST 

changes and TDS deductions. 

 Any forward-looking tax implications should be based on current tax laws and 

assumed policy changes. 

 

2. Key Audit Procedures 

a. Verification of Assumptions & Supporting Documents 

 Reviewing the reasonableness and consistency of assumptions underlying projections. 

 Checking past financial performance trends as a basis for projections. 

b. External Confirmation of Market Assumptions 

 Consulting external sources such as industry reports, economic forecasts, and 

management estimates to validate assumptions. 

c. Cut-off Testing for Future Transactions 

 Ensuring that projected revenues and expenses are aligned with expected market 

conditions and company strategy. 

d. Sensitivity Analysis & Stress Testing 

 Evaluating the impact of key variables (e.g., inflation, interest rates, demand 

fluctuations) on projected outcomes. 
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3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Projected Profit Margins, Debt-to-Equity, Liquidity Ratios are analyzed to 

identify potential inconsistencies in the forecast. 

b. Subsequent Event Testing 

 Assessing recent market developments, regulatory changes, and economic trends 

that could impact projections. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting assumptions, supporting calculations, and sensitivity analyses 

performed. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified report if assumptions and methodologies 

are reasonable. 

 SA 705 (Revised): Used if the projection methodology is flawed or misleading, 

leading to a qualified or adverse opinion. 

 

5. Key Takeaways from Earlier Chapters 

 SA 3400 (Examination of Prospective Financial Information) guides the 

evaluation of financial projections. 

 Projections should be realistic, well-supported, and based on reasonable 

assumptions. 

 Disclosures must clarify the nature of forward-looking statements and their 

inherent uncertainties. 

Would you like specific illustrative formats from the document? 

You said: 

Please move on to the next Chapter 
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ChatGPT said: 

Chapter 58: Illustrative Formats on Service Organization’s Assertions 

This chapter provides illustrative formats for reporting on service organizations’ 

assertions, in line with SA 402 (Audit Considerations Relating to an Entity Using a 

Service Organization) and relevant guidance on assurance engagements. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 If a company relies on outsourced service providers, transactions must be disclosed 

in financial statements. 

 The nature of services, contractual obligations, and related risks should be 

adequately disclosed. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 115 (Revenue Recognition): If the entity generates revenue through a service 

provider, it must recognize income as per contractual terms. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): Requires 

disclosure of contractual obligations with service providers. 

 Ind AS 109 (Financial Instruments): May apply if the service provider handles 

financial transactions on behalf of the entity. 

c. GST & TDS Compliance in the Transaction 

 GST on outsourced services must be accounted for correctly. 

 TDS deductions on payments to service organizations should be ensured under 

relevant sections of the Income Tax Act. 

 

2. Key Audit Procedures 

a. Verification of Agreements & Supporting Documents 

 Reviewing service-level agreements (SLAs) and outsourcing contracts. 

 Ensuring that services provided match the terms agreed upon. 
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b. External Confirmation of Transactions (SA 505) 

 Obtaining confirmation from service providers regarding transactions and 

outstanding balances. 

c. Cut-off Testing for Year-End Transactions 

 Ensuring that services rendered are recorded in the appropriate financial period. 

d. Review of Cost Allocations & Contractual Discounts 

 Verifying the pricing, rebates, and cost allocation methods applied by the service 

organization. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Service Expense to Revenue Ratio: Assessing whether outsourcing costs are 

reasonable. 

 Turnaround Time & Performance Metrics: Analyzing efficiency trends in 

outsourced processes. 

b. Subsequent Payment Testing 

 Verifying post-balance-sheet payments to service organizations for accuracy and 

completeness. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintaining documentation of service agreements, confirmations, and audit 

procedures performed. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified report if no material issues are found. 

 SA 705 (Revised): Used if misstatements or non-compliance are identified in 

service organization reports. 
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5. Key Takeaways from Earlier Chapters 

 SA 402 (Audit Considerations for Service Organizations) outlines procedures for 

reliance on external service providers. 

 Risk assessment must consider outsourcing dependencies and their impact on 

financial reporting. 

 Proper contractual documentation and disclosures are critical in audits involving 

service organizations. 

Would you like specific illustrative formats from the document? 

You said: 

Please provide the formats 

ChatGPT said: 

The document includes Illustrative Formats on Service Organization’s Assertions, which 

follow SA 402 (Audit Considerations Relating to an Entity Using a Service 

Organization). 

Illustrative Report Formats: 

1. Unmodified Opinion on Service Organization’s Assertions 

o States that the service organization’s controls are operating effectively and 

meet financial reporting requirements. 

2. Qualified Opinion on Service Organization’s Assertions 

o Issued when control deficiencies or operational inefficiencies are identified. 

3. Adverse Opinion on Service Organization’s Assertions 

o Used when significant misstatements or control weaknesses are observed. 

4. Disclaimer of Opinion on Service Organization’s Assertions 

o Issued if the auditor cannot obtain sufficient evidence to assess the service 

organization’s controls. 

Would you like me to extract a detailed example of any specific format? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 59: Illustrative Formats on Modified Service Auditor’s Assurance Reports 

This chapter provides illustrative formats for modified service auditor’s assurance 

reports, which are issued when an auditor finds control deficiencies, non-compliance, or 

scope limitations in a service organization. The reporting follows SA 705 (Revised) – 
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Modifications to the Opinion in the Independent Auditor’s Report and SA 402 – Audit 

Considerations Relating to an Entity Using a Service Organization. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 If a company relies on outsourced services, disclosures must be made in the financial 

statements about service organization relationships and risk exposures. 

 If a modified report is issued due to control deficiencies, it must be considered in the 

company’s internal control reporting. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 115 (Revenue Recognition): Applicable when a service provider affects 

revenue recognition. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): If 

deficiencies in service organization controls result in financial exposure, disclosure 

may be required. 

c. GST & TDS Compliance in the Transaction 

 If non-compliance in tax deductions or GST filings by a service provider is 

identified, modifications to the assurance report may be necessary. 

 

2. Key Audit Procedures 

a. Verification of Agreements & Supporting Documents 

 Reviewing service-level agreements (SLAs), invoices, and compliance reports for 

inconsistencies. 

b. External Confirmation of Transactions (SA 505) 

 Sending confirmation requests to service organizations regarding compliance with 

agreed terms. 

c. Cut-off Testing for Year-End Transactions 

 Ensuring transactions recorded with service providers belong to the correct 

financial period. 
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d. Review of Internal Control Deficiencies 

 Identifying weaknesses in the service organization’s processes that impact financial 

reporting. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Service Expense to Revenue Ratio: Used to detect inconsistencies in service 

organization costs. 

 Dispute Resolution Cases: Analyzing trends in disputes related to service contracts. 

b. Subsequent Payment Testing 

 Checking post-balance-sheet transactions to verify service obligations were met. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documentation of findings, service organization reports, and auditor’s 

assessment of deficiencies. 

b. Reporting Under SA 700/705 

 SA 705 (Revised) – Qualified, Adverse, or Disclaimer Opinion issued based on 

severity of findings. 

 

5. Key Takeaways from Earlier Chapters 

 Modified opinions are issued when control deficiencies impact financial 

reporting reliability. 

 SA 402 (Audit Considerations for Service Organizations) provides guidance on 

assessing outsourced service risks. 

 Transparency in reporting is essential to mitigate financial misstatement risks 

due to service organization issues. 

Would you like specific illustrative formats from the document? 
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You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 60: Illustrative Formats on Service Auditor’s Assurance Reports 

This chapter provides illustrative formats for service auditor’s assurance reports, 

following SA 402 (Audit Considerations Relating to an Entity Using a Service 

Organization) and SA 800 (Special Considerations – Audits of Financial Statements 

Prepared in Accordance with Special Purpose Frameworks). 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 Entities relying on service organizations for key business processes must disclose 

material outsourcing arrangements. 

 Internal control deficiencies identified by service auditors should be considered 

while preparing financial statements. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 115 (Revenue Recognition): If the service provider affects revenue 

generation, appropriate disclosure is needed. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): If 

deficiencies in the service organization pose financial risk, disclosures must be made. 

c. GST & TDS Compliance in the Transaction 

 GST & TDS on service fees and payments to service organizations must be correctly 

accounted for. 

 GST reconciliation must be performed to ensure compliance with input tax credit 

(ITC) claims. 

 

2. Key Audit Procedures 

a. Verification of Service Contracts & Supporting Documents 

 Reviewing Service-Level Agreements (SLAs) and engagement contracts to ensure 

compliance. 
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b. External Confirmation of Transactions (SA 505) 

 Sending confirmation requests to third-party service providers to verify financial 

transactions. 

c. Cut-off Testing for Year-End Transactions 

 Ensuring that services billed at year-end are correctly accrued in the financial 

statements. 

d. Review of Internal Control Reports 

 Evaluating SOC 1 & SOC 2 reports issued by service auditors to assess operational 

risks. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Service Cost-to-Revenue Ratio – To evaluate outsourcing costs and impact on 

profitability. 

b. Subsequent Payment Testing 

 Reviewing payments made to service organizations after the reporting date to confirm 

their accuracy. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintaining documentation of service agreements, financial transactions, and risk 

assessments. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified report when service organization 

controls are effective. 

 SA 705 (Revised): Used for a qualified, adverse, or disclaimer opinion in case of 

service deficiencies. 
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5. Key Takeaways from Earlier Chapters 

 SA 402 (Service Organization Considerations) guides auditors on assessing 

outsourced business processes. 

 Service Auditor Reports (SOC 1 & SOC 2) are critical in evaluating control 

effectiveness. 

 Audit modifications are necessary if service provider deficiencies impact financial 

reporting. 

Would you like specific illustrative formats from the document? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 61: Information Requests and Other Client Admin Letters – Letter of 

Weakness and Appendix 

This chapter includes illustrative formats for information requests, client administrative 

communications, and letters of weakness that auditors may issue based on findings during 

an engagement. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 If control weaknesses are identified, they must be considered when preparing 

financial statements. 

 Management must disclose any material weaknesses in internal controls over 

financial reporting. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 1 (Presentation of Financial Statements): Requires disclosure of material 

uncertainties that may impact financial reliability. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): If control 

weaknesses result in potential financial liabilities, provisions may be required. 

c. GST & TDS Compliance in the Transaction 

 If control weaknesses are identified in tax compliance, the auditor should highlight 

the risk of penalties, interest, or tax disputes. 
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2. Key Audit Procedures 

a. Identification of Weaknesses & Supporting Documentation 

 Examining internal control processes, transaction records, and compliance 

reports. 

b. External Confirmation & Risk Assessment (SA 505 & SA 315) 

 Confirming balances and transactions with third parties to detect fraud or 

financial misstatements. 

 Assessing control risks to determine potential areas of financial misreporting. 

c. Evaluating Compliance with Financial & Regulatory Standards 

 Ensuring that identified weaknesses do not result in non-compliance with financial 

and tax laws. 

d. Communication of Deficiencies 

 Preparing a Letter of Weakness highlighting identified deficiencies and 

recommended corrective actions. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Debt-to-Equity & Liquidity Ratios: Analyzing financial stress caused by control 

weaknesses. 

b. Subsequent Event Testing 

 Reviewing post-audit corrective actions taken by management to address identified 

weaknesses. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 
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a. Key Audit Working Papers 

 Documenting control deficiencies, risk assessments, and discussions with 

management. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified report if weaknesses do not materially 

affect financial reporting. 

 SA 705 (Revised): Used for a qualified or adverse opinion if weaknesses are 

material and unaddressed. 

 

5. Key Takeaways from Earlier Chapters 

 Management letters and letters of weakness should clearly highlight deficiencies 

and suggested improvements. 

 SA 265 (Communicating Deficiencies in Internal Control to Those Charged with 

Governance) guides auditors in reporting weaknesses. 

 Documentation of control risks is critical to ensure regulatory compliance and 

audit quality. 

Would you like specific illustrative formats from the document? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 62: Confirmation Letter for Struck Off Status to be Sent by Company 

This chapter includes illustrative formats for confirmation letters that companies need to 

send when they have been struck off from the Register of Companies (ROC) under the 

Companies Act, 2013. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 A company that has been struck off under Section 248 of the Companies Act, 2013 

must ensure all statutory filings are completed. 
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 The company must confirm its deregistration status and outstanding liabilities in 

the confirmation letter. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 10 (Events After Reporting Period): Requires disclosures if the company 

was struck off after the balance sheet date. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): Applicable 

if the company has pending liabilities. 

c. GST & TDS Compliance in the Transaction 

 GST closure formalities: Ensure no pending tax dues before the company is struck 

off. 

 TDS compliance: Any final tax deductions must be accounted for before closure. 

 

2. Key Audit Procedures 

a. Verification of Struck-Off Status 

 Checking ROC records and MCA filings to confirm deregistration status. 

b. External Confirmation of Liabilities (SA 505) 

 Seeking confirmation from banks, creditors, and tax authorities on outstanding 

liabilities. 

c. Cut-off Testing for Final Transactions 

 Ensuring that all financial transactions are recorded correctly before deregistration. 

d. Review of Contingent Liabilities 

 Checking for any pending legal disputes, tax assessments, or creditor claims. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Assessing net asset position before closure to identify financial risks. 
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b. Subsequent Payment Testing 

 Ensuring that final payments to vendors, employees, and tax authorities are 

settled. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting MCA filings, closure approvals, and final financial statements. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified opinion on the company’s financial 

closure. 

 SA 705 (Revised): Used if material misstatements are found in struck-off status 

reporting. 

 

5. Key Takeaways from Earlier Chapters 

 SA 505 (External Confirmations) and SA 560 (Subsequent Events) guide auditors 

in verifying struck-off companies. 

 Proper tax and financial closure documentation is crucial before confirming 

struck-off status. 

 Regulatory compliance with MCA, GST, and Income Tax authorities is 

mandatory before a company is officially struck off. 

Would you like specific illustrative formats from the document? 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 62: Confirmation Letter for Struck Off Status to be Sent by Company 

This chapter includes illustrative formats for confirmation letters that companies need to 

send when they have been struck off from the Register of Companies (ROC) under the 

Companies Act, 2013. 

 

1. Legal and Regulatory Framework 
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a. Companies Act, 2013 – Schedule III Requirements 

 A company that has been struck off under Section 248 of the Companies Act, 2013 

must ensure all statutory filings are completed. 

 The company must confirm its deregistration status and outstanding liabilities in 

the confirmation letter. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 10 (Events After Reporting Period): Requires disclosures if the company 

was struck off after the balance sheet date. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): Applicable 

if the company has pending liabilities. 

c. GST & TDS Compliance in the Transaction 

 GST closure formalities: Ensure no pending tax dues before the company is struck 

off. 

 TDS compliance: Any final tax deductions must be accounted for before closure. 

 

2. Key Audit Procedures 

a. Verification of Struck-Off Status 

 Checking ROC records and MCA filings to confirm deregistration status. 

b. External Confirmation of Liabilities (SA 505) 

 Seeking confirmation from banks, creditors, and tax authorities on outstanding 

liabilities. 

c. Cut-off Testing for Final Transactions 

 Ensuring that all financial transactions are recorded correctly before deregistration. 

d. Review of Contingent Liabilities 

 Checking for any pending legal disputes, tax assessments, or creditor claims. 

 

3. Analytical Procedures & Substantive Testing 
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a. Ratio Analysis 

 Assessing net asset position before closure to identify financial risks. 

b. Subsequent Payment Testing 

 Ensuring that final payments to vendors, employees, and tax authorities are 

settled. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Documenting MCA filings, closure approvals, and final financial statements. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified opinion on the company’s financial 

closure. 

 SA 705 (Revised): Used if material misstatements are found in struck-off status 

reporting. 

 

5. Key Takeaways from Earlier Chapters 

 SA 505 (External Confirmations) and SA 560 (Subsequent Events) guide auditors 

in verifying struck-off companies. 

 Proper tax and financial closure documentation is crucial before confirming 

struck-off status. 

 Regulatory compliance with MCA, GST, and Income Tax authorities is 

mandatory before a company is officially struck off. 

Would you like specific illustrative formats from the document? 

You said: 

Please move on to the next Chapter 

ChatGPT said: 

Chapter 62: Confirmation Letter for Struck Off Status to be Sent by Company 
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This chapter provides illustrative formats for confirmation letters that a company may send 

to regulatory authorities or stakeholders regarding its struck-off status under the Companies 

Act, 2013. 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 A company that has been struck off under Section 248 of the Companies Act, 2013 

must confirm its status with the Registrar of Companies (ROC). 

 The confirmation letter serves as formal communication to creditors, regulators, 

and other stakeholders regarding the dissolution of the entity. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 10 (Events After the Reporting Period): Requires disclosures related to 

struck-off status if it impacts financial reporting. 

 Ind AS 37 (Provisions, Contingent Liabilities, and Contingent Assets): If any 

liabilities remain outstanding post-strike-off, appropriate provisions may be required. 

c. GST & TDS Compliance in the Transaction 

 If the company was registered under GST, its GST registration must be canceled, 

and a final tax return (Form GSTR-10) must be filed. 

 TDS filings and pending tax payments should be settled before strike-off to avoid 

future liabilities. 

 

2. Key Audit Procedures 

a. Verification of Legal Notices & ROC Communications 

 Reviewing ROC strike-off notices and legal filings for compliance. 

b. External Confirmation of Liabilities (SA 505) 

 Obtaining confirmations from banks, creditors, and tax authorities regarding the 

closure of financial obligations. 
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c. Cut-off Testing for Pending Transactions 

 Ensuring all outstanding payments and receivables are settled before the strike-off 

date. 

d. Review of Final Financial Statements & Tax Compliance 

 Checking if final financial statements, audit reports, and tax filings are completed 

before dissolution. 

 

3. Analytical Procedures & Substantive Testing 

a. Ratio Analysis 

 Debt Clearance Ratio: Ensuring that all liabilities have been cleared before closure. 

b. Subsequent Event Testing 

 Verifying post-strike-off regulatory actions or residual obligations. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintaining documentation of strike-off proceedings, final tax returns, and ROC 

confirmations. 

b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for an unmodified opinion if the strike-off process complies 

with legal requirements. 

 SA 705 (Revised): Issued if financial or tax irregularities are found before the 

strike-off. 

 

5. Key Takeaways from Earlier Chapters 

 Struck-off companies must clear all liabilities before dissolution. 

 Final financial and tax compliance must be documented to avoid future legal 

implications. 

 ROC confirmations and statutory filings are crucial for legal closure. 
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Would you like a sample format of the confirmation letter from the document? 

Please move on to Chapter 63 

ChatGPT said: 

Chapter 63: NOC Communication with Predecessor 

This chapter provides illustrative formats and guidance on No Objection Certificate 

(NOC) communication with the predecessor auditor, as per SA 210 (Agreeing the Terms 

of Audit Engagements) and SA 230 (Audit Documentation). 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Schedule III Requirements 

 The Companies Act does not mandate an NOC but requires that the outgoing auditor 

be given an opportunity to respond before a new auditor is appointed (as per 

Section 140 of the Act). 

 The predecessor auditor should be informed of their removal/resignation before the 

appointment of the successor auditor. 

b. Ind AS – Recognition & Measurement of Related Transactions 

 Ind AS 1 (Presentation of Financial Statements): Ensures that financial reporting is 

consistent when an auditor transition occurs. 

 Ind AS 10 (Events After the Reporting Period): If the auditor change impacts 

financial disclosures, it should be properly reported. 

c. GST & TDS Compliance in the Transaction 

 Any pending audit fees or tax compliance matters should be resolved before issuing 

the NOC. 

 If GST was charged on the audit fee, ensure proper tax invoices and reconciliation 

before confirming transition. 

 

2. Key Audit Procedures 
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a. Review of Professional Conduct & Ethical Considerations 

 Ensure compliance with ICAI Code of Ethics, which requires the new auditor to seek 

an NOC from the outgoing auditor before accepting the engagement. 

b. Communication with the Predecessor Auditor (SA 210 & SA 510) 

 Obtain written confirmation regarding any pending issues, disagreements, or 

qualifications in the prior audit report. 

 Address any significant matters, pending litigations, or tax-related concerns. 

c. Verification of Documentation & Audit Trail (SA 230) 

 Review the audit documentation and prior working papers to ensure a smooth 

handover. 

d. Confirmation of Fees Settlement & Compliance 

 Ensure that the previous auditor’s fees and dues have been cleared before finalizing 

the appointment. 

 

3. Analytical Procedures & Substantive Testing 

a. Comparative Analysis of Prior & Current Financial Reports 

 Assess whether there are significant changes in financial reporting policies or 

material restatements. 

b. Review of Litigation & Contingent Liabilities 

 Identify any ongoing disputes, regulatory issues, or qualifications raised by the 

predecessor auditor. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

a. Key Audit Working Papers 

 Maintain documentation of: 

o NOC communication 

o Audit engagement acceptance procedures 

o Any disagreements with the predecessor auditor 
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b. Reporting Under SA 700/705 

 SA 700 (Revised): Used for unmodified opinion if no major issues arise during the 

transition. 

 SA 705 (Revised): Used if prior misstatements or unresolved matters impact the new 

audit. 

 

5. Key Takeaways from Earlier Chapters 

 ICAI’s Code of Ethics mandates professional courtesy and communication 

between predecessor and successor auditors. 

 SA 210 requires the new auditor to evaluate the predecessor’s response before 

accepting the engagement. 

 A proper handover process ensures audit continuity and prevents regulatory 

complications. 

Would you like specific illustrative formats from the document? 

You said: 

Please move on to Chapter 64 

ChatGPT said: 

Chapter 64: Eligibility and Independence Confirmation to be Appointed (or) Continue 

as Auditors 

This chapter provides illustrative formats and guidelines on confirming an auditor's 

eligibility and independence, following the Companies Act, 2013, ICAI Code of Ethics, 

and Standards on Quality Control (SQC 1) & Standards on Auditing (SA 200 & SA 

220). 

 

1. Legal and Regulatory Framework 

a. Companies Act, 2013 – Eligibility and Independence Requirements 

 Section 141(3) of the Companies Act, 2013: Lists disqualifications for 

appointment as an auditor, including financial interests, business relationships, and 

indebtedness to the company. 

 Section 144 of the Companies Act, 2013: Prohibits auditors from providing non-

audit services to ensure independence. 
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b. ICAI Code of Ethics – Independence Rules 

 Independence of mind and appearance must be maintained to ensure an objective 

and unbiased audit. 

 Auditors must avoid conflicts of interest arising from business relationships, 

financial ties, or family connections with the client. 

c. SQC 1 & SA 200 (Overall Audit Objectives) 

 SQC 1 (Quality Control for Firms): Requires audit firms to establish policies 

ensuring independence. 

 SA 200 (Overall Objectives of the Independent Auditor): States that an auditor 

must be independent throughout the audit engagement. 

 SA 220 (Quality Control for an Audit of Financial Statements): The engagement 

partner must ensure that all team members confirm their independence before 

starting the audit. 

 

2. Key Audit Procedures 

a. Independence Confirmation from Audit Team Members 

 Each member of the audit team should provide a written confirmation of 

independence. 

 Confirmation should include declarations of no conflicts of interest, financial ties, 

or prohibited relationships with the client. 

b. Review of Prior Year’s Independence Issues 

 Checking whether any prior-year independence breaches were identified and 

rectified. 

c. Verification of Prohibited Non-Audit Services (Section 144 of Companies Act, 2013) 

 Ensuring that the auditor has not provided non-audit services that could impair 

independence, such as accounting, valuation, or legal advisory services. 

d. External Confirmation of Independence (If Required by Regulators) 

 In some cases, regulators or stakeholders may require external verification of the 

auditor’s independence status. 
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3. Documentation & Reporting Requirements 

a. Key Audit Working Papers (SA 230 – Audit Documentation) 

 Maintaining records of: 

o Independence confirmations from all audit team members. 

o Engagement partner’s final assessment of independence. 

b. Reporting Under SA 700 & SA 705 

 SA 700 (Revised): Used when the auditor concludes that independence is intact, 

leading to an unmodified audit opinion. 

 SA 705 (Revised): Used for modified reports if independence concerns impact the 

audit engagement. 

 

4. Key Takeaways from Earlier Chapters 

 Independence confirmation must be obtained before appointment and annually 

thereafter. 

 Strict compliance with Sections 141 & 144 of the Companies Act, 2013 is 

required. 

 Written declarations should be maintained in the audit file as evidence of 

independence compliance. 

Would you like a specific format for the Independence Confirmation Letter from the 

document? 

Please start with your memory on IND AS Standards and Standards on Auditing 

IND AS Standards and Standards on Auditing (SAs) 

Indian Accounting Standards (IND AS) 

Indian Accounting Standards (IND AS) are converged with International Financial Reporting 

Standards (IFRS) and are applicable to specified classes of companies in India. These 

standards are issued by the ICAI and notified by the Ministry of Corporate Affairs. The 

implementation of IND AS has been carried out in a phased manner, with larger companies 

adopting them first. 

Some key IND AS include: 

 IND AS 1: Presentation of Financial Statements 

 IND AS 16: Property, Plant and Equipment 



 Checklist for audit of various items of Financial Statement 

359 | P a g e  
 

 IND AS 18: Revenue (Replaced by IND AS 115) 

 IND AS 109: Financial Instruments 

 IND AS 115: Revenue from Contracts with Customers 

 IND AS 116: Leases 

Standards on Auditing (SAs) 

Standards on Auditing (SAs) are issued by ICAI’s Auditing and Assurance Standards Board 

(AASB). These standards guide auditors in performing audits in compliance with 

professional and ethical requirements. They are categorized as follows: 

1. General Principles and Responsibilities (SA 200–299) 

o SA 200: Overall Objectives of the Independent Auditor 

o SA 210: Agreeing the Terms of Audit Engagements 

2. Risk Assessment and Response to Assessed Risks (SA 300–499) 

o SA 315: Identifying and Assessing Risks of Material Misstatement 

o SA 330: Auditor’s Responses to Assessed Risks 

3. Audit Evidence (SA 500–599) 

o SA 500: Audit Evidence 

o SA 505: External Confirmations 

4. Using the Work of Others (SA 600–699) 

o SA 610: Using the Work of Internal Auditors 

5. Audit Conclusions and Reporting (SA 700–799) 

o SA 700: Forming an Opinion and Reporting on Financial Statements 

o SA 705: Modifications to the Opinion in the Independent Auditor’s Report 

ICAI ensures that these standards are regularly updated to align with international best 

practices and regulatory requirements. Let me know if you need details on any specific IND 

AS or SA! 

You said: 

REVISED FORMATS OF AUDIT REPORTS (INCLUDING AUDIT TRAIL) Chapter 65 

Revised Format of Audit Report for Private Limited Company without IFC, CARO 2020, 

Cash Flow Chapter 66 Revised Format of Audit Report for Private Limited Company with 

IFC, CARO 2020, Cash Flow Chapter 67 Revised Format of Audit Report for Private 

Limited Company without IFC, but with CARO 2020, Cash Flow Chapter 68 Revised Format 

of Audit Report for Private Limited Company without IFC, CARO 2020 but with Cash Flow 

Division VIII SPECIMEN AUDIT REPORT FROM PUBLISHED RESULTS Chapter 69 

TCS Annual Report Chapter 70 Infosys Annual Report. Please let us discuss Chapter after 

Chapter cross referencing to the IND AS Standards and Standards on Auditing 

ChatGPT said: 
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We can go through the revised audit report formats chapter by chapter and cross-reference 

them with IND AS Standards and Standards on Auditing. 

Let’s start with Chapter 65: Revised Format of Audit Report for Private Limited 

Company without IFC, CARO 2020, Cash Flow. 

Key Elements in Chapter 65 

1. No Reporting on Internal Financial Controls (IFC): 

o The Companies Act, 2013, mandates IFC reporting under Section 143(3)(i) for 

listed and certain unlisted companies. However, this format excludes it. 

o Relevant Standard on Auditing (SA): SA 315 (Identifying and Assessing 

Risks of Material Misstatement) and SA 330 (Auditor’s Responses to 

Assessed Risks) guide how auditors evaluate internal controls. 

2. Compliance with CARO 2020: 

o CARO 2020 requires reporting on various financial aspects such as loans, 

fraud, and cash losses. 

o Relevant SA: SA 720 (The Auditor’s Responsibilities Relating to Other 

Information) ensures compliance with regulatory requirements. 

3. Cash Flow Statement Included: 

o The reporting format includes a statement of cash flows, aligning with IND 

AS 7 (Statement of Cash Flows). 

Cross-Reference to IND AS and SAs 

 IND AS 1 (Presentation of Financial Statements): Ensures that the financial 

statements provide a true and fair view. 

 IND AS 7 (Cash Flow Statements): Guides cash flow reporting, mandatory under 

this format. 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): Dictates 

how the auditor expresses opinions on financial statements. 

Would you like a deeper analysis of specific aspects within Chapter 65, or shall we proceed 

to Chapter 66? 

You said: 

You may cover 1. Legal and Regulatory Framework a. Companies Act, 2013 – Schedule III 

Requirements b. Ind AS – Recognition & Measurement of the related Transactions c. GST & 

TDS Compliance in the transaction 2. Key Audit Procedures a. Verification of Invoices & 

Supporting Documents b. External Confirmation of Balances (SA 505) c. Cut-off Testing for 

Year-End transactions d. Review of Trade Discounts, Rebates & Returns 3. Analytical 

Procedures & Substantive Testing a. Ratio Analysis b. Subsequent Payment Testing 4. Audit 

Documentation & Reporting (SA 230 & SA 700) a. Key Audit Working Papers b. Reporting 

Under SA 700/705 5. Key Takeaways  
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ChatGPT said: 

Let's analyze Chapter 65: Revised Format of Audit Report for Private Limited 

Company without IFC, CARO 2020, Cash Flow, covering each aspect with relevant cross-

references to Companies Act, IND AS, GST/TDS, and Auditing Standards (SAs). 

 

1. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III Requirements 

 Schedule III of the Companies Act, 2013 lays down the format for financial 

statements, ensuring uniform presentation. 

 A Private Limited Company must prepare financials in accordance with Division I 

(for non-Ind AS companies) or Division II (Ind AS-compliant companies). 

 Key Compliance Points in the Audit Report: 

o Balance Sheet and Profit & Loss as per Schedule III format. 

o CARO 2020 Compliance: Specific reporting requirements on loans, fraud, 

cash losses, etc. 

o Cash Flow Statement (CFS) inclusion is mandatory for Ind AS-compliant 

entities. 

(b) Ind AS – Recognition & Measurement of Related Transactions 

 Revenue Recognition: IND AS 115 (Revenue from Contracts with Customers) 

o Ensures revenue is recognized when control is transferred to the customer. 

o Audit Concern: Verifying whether revenue is recognized on an accrual basis 

as per performance obligations. 

 Financial Instruments: IND AS 109 

o Loans, trade receivables, and payables need correct classification and 

valuation. 

o Expected Credit Loss (ECL) model applied for impairments. 

 Cash Flow Reporting: IND AS 7 

o Ensures that all operating, investing, and financing cash flows are correctly 

classified and disclosed. 

(c) GST & TDS Compliance in Transactions 

 GST Compliance: 

o Verification of GST rates applied on sales and purchases. 

o Proper classification (CGST/SGST/IGST) for intra-state and inter-state 

transactions. 

o Reconciliation of GSTR-1, GSTR-3B, and books. 

o Audit Concern: Ensure no ineligible Input Tax Credit (ITC) is claimed. 
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 TDS Compliance: 

o Ensuring correct deduction and deposit of TDS (under Sections 194C, 194J, 

etc.). 

o TDS Returns (Form 26Q/24Q) reconciled with books. 

o Audit Concern: Checking TDS deductions for payments to vendors and 

professionals. 

 

2. Key Audit Procedures 

(a) Verification of Invoices & Supporting Documents 

 Cross-checking revenue invoices with: 

o Purchase Orders (POs) 

o Delivery Challans 

o E-way Bills (for GST compliance) 

o Bank Statements (for receipts) 

(b) External Confirmation of Balances (SA 505) 

 Trade Receivables & Payables Confirmation: 

o Obtain third-party confirmations to verify outstanding balances. 

o Audit Concern: Identify disputed balances or misstatements. 

(c) Cut-off Testing for Year-End Transactions 

 Ensures transactions are recorded in the correct accounting period. 

 Audit Concern: Verify whether sales and purchase invoices near year-end are 

correctly recorded in respective periods. 

(d) Review of Trade Discounts, Rebates & Returns 

 Reviewing pricing policies to check if discounts and rebates are correctly accounted 

for. 

 Audit Concern: Any unrecorded liabilities or revenue overstatement. 

 

3. Analytical Procedures & Substantive Testing 

(a) Ratio Analysis 

 Key Ratios Used for Audit Analysis: 

o Current Ratio = Current Assets / Current Liabilities (Liquidity Check) 
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o Debt-to-Equity Ratio = Total Liabilities / Shareholder Equity (Leverage 

Check) 

o Receivable Turnover Ratio = Revenue / Avg. Accounts Receivable 

(Collection Efficiency) 

o Inventory Turnover Ratio = COGS / Avg. Inventory (Stock Management) 

(b) Subsequent Payment Testing 

 Objective: Identify unrecorded liabilities or misstatements. 

 Audit Concern: Checking large post-balance sheet payments to confirm 

completeness of liabilities. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

(a) Key Audit Working Papers 

 Documentation as per SA 230 (Audit Documentation): 

o Working papers for sample invoices checked. 

o GST & TDS reconciliations. 

o External confirmations and responses. 

(b) Reporting Under SA 700/705 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): 

o Unqualified Opinion: If financials are free from material misstatement. 

o Qualified Opinion (SA 705): If specific misstatements are found. 

 

5. Key Takeaways 

 Compliance with Schedule III and Ind AS is critical for ensuring financial 

statements reflect a true and fair view. 

 CARO 2020 introduces stricter disclosures, which require thorough verification by 

auditors. 

 GST and TDS checks are crucial to avoid tax liabilities and penalties. 

 Audit procedures like cut-off testing, ratio analysis, and external confirmations 

help in ensuring no material misstatements. 

 Proper documentation is essential under SA 230, ensuring the audit trail is complete 

and defensible. 

 



 Checklist for audit of various items of Financial Statement 

364 | P a g e  
 

Would you like to proceed with Chapter 66: Revised Format of Audit Report for Private 

Limited Company with IFC, CARO 2020, Cash Flow, or discuss specific elements in 

more detail? 

You said: 

Please proceed 

ChatGPT said: 

Chapter 66: Revised Format of Audit Report for Private Limited Company with IFC, 

CARO 2020, Cash Flow 

This chapter includes an Independent Auditor’s Report with Internal Financial Controls 

(IFC) reporting, in addition to CARO 2020 and cash flow requirements. Below is a 

structured analysis, covering relevant legal and regulatory frameworks, audit procedures, 

analytical techniques, and reporting considerations. 

 

1. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III Requirements 

 Financial statements must comply with Schedule III (Division I for AS, Division II 

for Ind AS companies). 

 IFC reporting is mandatory for private limited companies, as per Section 143(3)(i). 

 CARO 2020 mandates additional reporting requirements, such as disclosures on 

property, loans, inventory, and fraud. 

 The Cash Flow Statement is mandatory for Ind AS-compliant private companies 

under IND AS 7. 

(b) Ind AS – Recognition & Measurement of Related Transactions 

 IND AS 115 (Revenue Recognition): Ensures revenue is recognized based on 

contractual obligations. 

 IND AS 109 (Financial Instruments): Applies to trade receivables, loans, and 

borrowings. 

 IND AS 116 (Leases): Requires proper classification of lease assets and liabilities. 

 IND AS 7 (Cash Flow Statements): Ensures correct classification of cash flows. 

(c) GST & TDS Compliance in Transactions 

 GST: 

o GST reconciliation (GSTR-1, GSTR-3B) ensures accurate tax reporting. 

o Verification of Input Tax Credit (ITC) claims against purchase invoices. 
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 TDS: 

o Ensuring deductions are made as per applicable rates under Sections 194C, 

194J, etc. 

o Cross-checking with TDS Returns (26Q, 24Q) and Form 16A for accuracy. 

 

2. Key Audit Procedures 

(a) Verification of Invoices & Supporting Documents 

 Cross-verification of sales invoices, purchase orders, and e-way bills. 

 Ensuring revenue cut-off compliance with IND AS 115. 

(b) External Confirmation of Balances (SA 505) 

 Sending confirmations for trade receivables, payables, and loans. 

 Ensuring no fictitious assets or liabilities exist in the books. 

(c) Cut-off Testing for Year-End Transactions 

 Ensures transactions are recorded in the correct period. 

 Testing invoices near year-end for potential misstatements. 

(d) Review of Trade Discounts, Rebates & Returns 

 Ensuring appropriate accounting of trade discounts and sales returns. 

 Examining sales policies to check compliance with contractual terms. 

 

3. Analytical Procedures & Substantive Testing 

(a) Ratio Analysis 

 Current Ratio = Current Assets / Current Liabilities (Liquidity Check) 

 Debt-to-Equity Ratio = Total Liabilities / Shareholder Equity (Financial Stability) 

 Receivable Turnover Ratio = Revenue / Avg. Accounts Receivable (Collection 

Efficiency) 

 Inventory Turnover Ratio = COGS / Avg. Inventory (Stock Movement) 

(b) Subsequent Payment Testing 

 Verifying whether large post-year-end payments relate to prior-period liabilities. 

 Ensuring no unrecorded expenses or liabilities exist. 
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4. Audit Documentation & Reporting (SA 230 & SA 700) 

(a) Key Audit Working Papers 

 Documentation of audit trails, confirmations, reconciliations, and cut-off testing 

results. 

 Compliance with SA 230 (Audit Documentation) and SA 580 (Written 

Representations). 

(b) Reporting Under SA 700/705 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): 

o Unmodified Opinion: If financials are fairly presented. 

o Modified Opinion (SA 705): If material misstatements exist. 

 IFC Reporting (SA 315 & SA 330): 

o Evaluating design and operational effectiveness of internal controls. 

o Highlighting deficiencies in control implementation. 

 

5. Key Takeaways 

 IFC is a critical component in this audit report, requiring a separate evaluation of 

internal controls. 

 CARO 2020 mandates increased disclosures, covering fraud, inventory, loans, and 

statutory dues. 

 Audit procedures must ensure accurate revenue recognition (IND AS 115) and 

cash flow classification (IND AS 7). 

 Proper documentation (SA 230) and reporting (SA 700) are essential to ensure 

compliance. 

Would you like to discuss a specific section in more detail or proceed to Chapter 67: 

Revised Format of Audit Report for Private Limited Company without IFC, but with 

CARO 2020, Cash Flow? 

You said: 

Please go ahead 

ChatGPT said: 

Chapter 67: Revised Format of Audit Report for Private Limited Company without 

IFC, but with CARO 2020, Cash Flow 
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This audit report format excludes Internal Financial Controls (IFC) reporting but retains 

CARO 2020 and Cash Flow Statement requirements. Below is a structured breakdown 

covering legal frameworks, audit procedures, analytical techniques, and reporting 

considerations. 

 

1. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III Requirements 

 Financial statements must comply with Schedule III (Division I for AS, Division II 

for Ind AS). 

 CARO 2020 Compliance: The report must include details on loans, investments, 

property records, fraud, and statutory dues. 

 No IFC Reporting: As per Section 143(3)(i), IFC reporting is excluded for certain 

private companies. 

 Cash Flow Statement (IND AS 7): A mandatory requirement for Ind AS-compliant 

private companies. 

(b) Ind AS – Recognition & Measurement of Related Transactions 

 IND AS 115 (Revenue Recognition): Ensures revenue is recorded correctly, based 

on performance obligations. 

 IND AS 109 (Financial Instruments): Covers trade receivables, loans, and 

borrowings. 

 IND AS 7 (Cash Flow Statements): Ensures accurate reporting of operating, 

investing, and financing cash flows. 

(c) GST & TDS Compliance in Transactions 

 GST: 

o Reconciliation of GSTR-1, GSTR-3B with books. 

o Validation of Input Tax Credit (ITC) to avoid ineligible claims. 

 TDS: 

o Ensuring correct deductions and timely deposits under Sections 194C, 194J, 

etc. 

o Cross-checking TDS returns (Forms 26Q, 24Q) with books. 

 

2. Key Audit Procedures 

(a) Verification of Invoices & Supporting Documents 
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 Reviewing sales invoices, purchase orders, and supporting documents. 

 Ensuring cut-off compliance under IND AS 115. 

(b) External Confirmation of Balances (SA 505) 

 Sending confirmations to trade receivables, payables, and lenders. 

 Identifying disputed balances or potential misstatements. 

(c) Cut-off Testing for Year-End Transactions 

 Checking invoices recorded just before or after the balance sheet date. 

 Preventing premature revenue recognition or deferral of expenses. 

(d) Review of Trade Discounts, Rebates & Returns 

 Assessing policies for trade discounts and ensuring correct accounting. 

 Audit Concern: Avoiding overstated revenues due to unrecorded sales returns. 

 

3. Analytical Procedures & Substantive Testing 

(a) Ratio Analysis 

 Current Ratio = Current Assets / Current Liabilities (Liquidity Check) 

 Debt-to-Equity Ratio = Total Liabilities / Shareholder Equity (Leverage Evaluation) 

 Inventory Turnover Ratio = COGS / Avg. Inventory (Stock Management) 

(b) Subsequent Payment Testing 

 Reviewing payments made after year-end to confirm completeness of liabilities. 

 Identifying unrecorded expenses or misstated payables. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

(a) Key Audit Working Papers 

 Documenting audit trails for invoice verification, GST reconciliation, and external 

confirmations. 

 Ensuring compliance with SA 230 (Audit Documentation). 

(b) Reporting Under SA 700/705 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): 
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o Unmodified Opinion: If financials are free from material misstatement. 

o Modified Opinion (SA 705): If misstatements are found. 

 

5. Key Takeaways 

 CARO 2020 requires detailed disclosures on key financial aspects, increasing audit 

scrutiny. 

 IFC reporting is excluded, simplifying the audit scope for private companies. 

 Revenue recognition (IND AS 115) and cash flow classification (IND AS 7) 

require careful review. 

 Audit documentation under SA 230 is critical to maintaining an effective audit 

trail. 

Would you like to proceed with Chapter 68: Revised Format of Audit Report for Private 

Limited Company without IFC, CARO 2020, but with Cash Flow, or discuss any specific 

section in more detail? 

You said: 

Please move ahead 

ChatGPT said: 

Chapter 68: Revised Format of Audit Report for Private Limited Company without 

IFC, CARO 2020, but with Cash Flow 

This audit report format is similar to Chapter 67 but emphasizes CARO 2020 compliance 

and cash flow reporting, without the requirement for Internal Financial Controls (IFC) 

reporting. Below is a structured breakdown of its key components. 

 

1. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III Requirements 

 Financial statements must follow Schedule III (Division I or II, depending on AS 

or Ind AS applicability). 

 CARO 2020 Compliance: Reporting on loans, investments, inventory, property, 

frauds, and statutory dues is mandatory. 

 No IFC Reporting: Section 143(3)(i) exemption applies to certain private 

companies. 

 Cash Flow Statement (IND AS 7) Compliance: Required under Ind AS for 

companies meeting the applicability criteria. 
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(b) Ind AS – Recognition & Measurement of Related Transactions 

 IND AS 115 (Revenue Recognition): Ensures correct revenue recognition based on 

performance obligations. 

 IND AS 109 (Financial Instruments): Governs classification of financial assets and 

liabilities. 

 IND AS 7 (Cash Flow Statements): Ensures accurate classification of operating, 

investing, and financing activities. 

(c) GST & TDS Compliance in Transactions 

 GST: 

o Verifying the reconciliation of GSTR-1 and GSTR-3B. 

o Ensuring Input Tax Credit (ITC) claims are valid. 

 TDS: 

o Ensuring accurate TDS deductions under Sections 194C, 194J, etc. 

o Reconciling TDS returns (Forms 26Q, 24Q) with financial records. 

 

2. Key Audit Procedures 

(a) Verification of Invoices & Supporting Documents 

 Checking sales invoices, purchase orders, and supporting records. 

 Ensuring cut-off compliance under IND AS 115. 

(b) External Confirmation of Balances (SA 505) 

 Sending confirmations to trade receivables, payables, and lenders. 

 Identifying disputed balances or possible misstatements. 

(c) Cut-off Testing for Year-End Transactions 

 Checking invoices near the year-end to ensure transactions are recorded in the correct 

period. 

 Avoiding premature revenue recognition or expense deferral. 

(d) Review of Trade Discounts, Rebates & Returns 

 Evaluating trade discount policies and ensuring accurate accounting for rebates. 

 Audit Concern: Avoiding overstatement of revenues due to unrecorded returns. 
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3. Analytical Procedures & Substantive Testing 

(a) Ratio Analysis 

 Current Ratio = Current Assets / Current Liabilities (Liquidity Assessment) 

 Debt-to-Equity Ratio = Total Liabilities / Shareholder Equity (Leverage Check) 

 Inventory Turnover Ratio = COGS / Avg. Inventory (Stock Management) 

(b) Subsequent Payment Testing 

 Reviewing post-year-end payments to ensure completeness of liabilities. 

 Identifying misstated or unrecorded expenses. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

(a) Key Audit Working Papers 

 Documenting audit trails for invoice testing, GST reconciliations, and balance 

confirmations. 

 Ensuring compliance with SA 230 (Audit Documentation). 

(b) Reporting Under SA 700/705 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): 

o Unmodified Opinion: If financial statements present a true and fair view. 

o Modified Opinion (SA 705): If significant misstatements are found. 

 

5. Key Takeaways 

 CARO 2020 compliance is a crucial aspect of this audit format, requiring detailed 

reporting on loans, investments, and property. 

 No IFC reporting is required, reducing compliance burdens for private companies. 

 Revenue recognition (IND AS 115) and cash flow reporting (IND AS 7) are key 

areas for auditors. 

 Audit documentation (SA 230) and appropriate opinion formation (SA 700) 

remain critical. 

Would you like to proceed with Division VIII – Specimen Audit Reports (Chapter 69 & 

70: TCS and Infosys Annual Reports)? 
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You said: 

Yes Please 

ChatGPT said: 

Division VIII: Specimen Audit Reports – TCS & Infosys Annual Reports 

We will now analyze the audit reports of TCS and Infosys, highlighting key audit 

considerations, cross-referencing relevant IND AS standards and Standards on 

Auditing (SAs). 

 

1. Legal and Regulatory Framework 

(a) Companies Act, 2013 – Schedule III & CARO 2020 Requirements 

 Both TCS and Infosys follow Ind AS (Division II of Schedule III) for financial 

statement presentation. 

 CARO 2020 compliance includes additional disclosures regarding: 

o Fixed assets (IND AS 16) 

o Loan transactions and guarantees (IND AS 109 & SA 505 External 

Confirmations) 

o Compliance with statutory dues (GST, TDS, etc.) 

(b) Ind AS – Recognition & Measurement of Key Transactions 

 IND AS 115 (Revenue Recognition): Ensuring contract revenue is correctly 

accounted for. 

 IND AS 38 (Intangible Assets): Covers software development costs for IT 

companies. 

 IND AS 21 (Foreign Exchange): Crucial for Infosys and TCS due to significant 

foreign revenue. 

(c) GST & TDS Compliance in Transactions 

 Ensuring proper TDS deductions under Sections 194J (professional fees) and 195 

(foreign payments). 

 GST reconciliations for services exported, ensuring compliance with refund claims. 

 

2. Key Audit Procedures 

(a) Verification of Revenue & Contracts 



 Checklist for audit of various items of Financial Statement 

373 | P a g e  
 

 Examining large customer contracts under IND AS 115. 

 Validating software service revenue recognition (linked to milestones). 

(b) External Confirmation of Balances (SA 505) 

 Sending confirmations to clients for trade receivables verification. 

 Checking bank balances & investments (IND AS 109 compliance). 

(c) Cut-off Testing for Year-End Transactions 

 Reviewing revenue transactions before and after March 31 to avoid premature 

revenue recognition. 

(d) Review of Employee Costs & ESOPs 

 IND AS 102 (Share-based Payments): Ensuring ESOPs are correctly valued and 

expensed. 

 SA 540 (Auditing Accounting Estimates): Reviewing actuarial valuations of 

gratuity & pension funds. 

 

3. Analytical Procedures & Substantive Testing 

(a) Ratio Analysis 

 Revenue growth trends compared to previous years. 

 Receivables turnover ratio to assess collection efficiency. 

(b) Subsequent Payment Testing 

 Checking post-balance sheet customer payments to confirm receivable accuracy. 

 

4. Audit Documentation & Reporting (SA 230 & SA 700) 

(a) Key Audit Working Papers 

 Documenting testing results for revenue, investments, and employee benefits. 

 Ensuring compliance with SA 230 (Audit Documentation). 

(b) Reporting Under SA 700/705 

 SA 700 (Forming an Opinion and Reporting on Financial Statements): 

o Unmodified opinion given if no material misstatements exist. 



 Checklist for audit of various items of Financial Statement 

374 | P a g e  
 

o Modified opinion issued if audit findings indicate potential misstatements. 

 

5. Key Takeaways 

 TCS & Infosys follow Ind AS & CARO 2020, requiring stringent disclosures. 

 Revenue recognition under IND AS 115 is a major audit focus area. 

 External confirmations (SA 505) are essential for validating trade receivables 

and investments. 

 Proper audit documentation (SA 230) and opinion reporting (SA 700) are 

critical. 

Would you like to discuss any specific aspect in more detail? 

You said: 

infosys-ar-24.pdf 

PDF 

annual-report-2023-2024.pdf 

PDF 

Please examine both the files just now uploaded. Check for compliance with various 

Standards on Auditing in a structured Table 

Compliance with Standards on Auditing (SAs) - Structured Analysis 

Below is a comparative compliance table for the audit reports of Infosys and TCS, based 

on the uploaded Infosys Integrated Annual Report 2023-24and TCS Integrated Annual 

Report 2023-24. This table maps relevant Standards on Auditing (SAs) and their 

application in these reports. 

 

SA 

No. 

Standard on 

Auditing (SA) Title 
Infosys Compliance (Findings) 

TCS Compliance 

(Findings) 

SA 

200 

Overall Objectives of 

the Independent 

Auditor 

Infosys’ auditor’s report is 

unqualified, confirming 

compliance with SA 200 

objectives. 

TCS’ independent 

auditor’s report is 

unqualified, ensuring 

compliance with SA 200. 

SA 

210 

Agreeing the Terms 

of Audit Engagements 

The Infosys report mentions 

Deloitte Haskins & Sells LLP as 

the statutory auditor, with no 

TCS’ financial statements 

are audited by an 
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SA 

No. 

Standard on 

Auditing (SA) Title 
Infosys Compliance (Findings) 

TCS Compliance 

(Findings) 

modifications to engagement 

terms. 

independent auditor, with 

terms as per SA 210. 

SA 

230 
Audit Documentation 

The audit report includes clear 

documentation on audit 

procedures and financial 

statement reviews. 

TCS’ audit documentation 

supports financial 

disclosures and risk 

assessments. 

SA 

240 

Auditor’s 

Responsibilities 

Relating to Fraud 

Infosys discloses fraud risks and 

internal control measures but 

does not report any material fraud. 

TCS confirms compliance 

with fraud risk 

management procedures, 

with no fraud reported. 

SA 

250 

Consideration of 

Laws & Regulations 

Infosys’ financial disclosures 

comply with Companies Act, 

2013, SEBI, and Ind AS. 

TCS meets regulatory 

compliance as per SEBI, 

Ind AS, and the 

Companies Act. 

SA 

260 

Communication with 

Those Charged with 

Governance 

Infosys’ audit report discusses 

auditor communication with 

management and the audit 

committee. 

TCS includes governance-

related discussions, 

ensuring compliance with 

SA 260. 

SA 

315 

Identifying & 

Assessing Risks of 

Material Misstatement 

Infosys’ report details risk 

management, cybersecurity, and 

fraud risk assessment. 

TCS conducts risk analysis 

on financial misstatements 

and operational risks. 

SA 

330 

Auditor’s Response to 

Assessed Risks 

The audit confirms mitigation of 

identified risks in Infosys’ 

operations. 

TCS implements risk 

management practices in 

its governance model. 

SA 

500 
Audit Evidence 

Infosys provides evidence-based 

conclusions for revenue, assets, 

and risk disclosures. 

TCS follows audit evidence 

collection practices aligned 

with SA 500. 

SA 

505 

External 

Confirmations 

Infosys confirms trade 

receivables, payables, and cash 

balances with third parties. 

TCS verifies financial 

balances through external 

confirmations. 

SA 

520 
Analytical Procedures 

Infosys uses financial ratio 

analysis and key performance 

indicators (KPIs) in its reporting

. 

TCS applies analytical 

procedures in financial 

assessments. 
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SA 

No. 

Standard on 

Auditing (SA) Title 
Infosys Compliance (Findings) 

TCS Compliance 

(Findings) 

SA 

550 
Related Parties 

Infosys’ report discloses related 

party transactions as per 

regulatory requirements. 

TCS complies with related 

party disclosure 

requirements under Ind 

AS 24. 

SA 

570 
Going Concern 

Infosys confirms its financial 

stability, profitability, and long-

term sustainability. 

TCS meets going concern 

requirements, ensuring 

operational continuity. 

SA 

700 

Forming an Opinion 

& Reporting 

Infosys’ auditor’s report expresses 

an unmodified opinion. 

TCS’ audit report concludes 

with an unqualified 

opinion. 

SA 

705 

Modifications to the 

Audit Opinion 

No modifications or qualifications 

are present in the Infosys audit 

report. 

TCS’ financial statements 

are free from material 

misstatements. 

SA 

720 

Auditor’s 

Responsibilities 

Relating to Other 

Information 

Infosys ensures compliance with 

sustainability reporting and 

SEBI regulations. 

TCS discloses 

environmental, social, and 

governance (ESG) factors. 

 

Key Takeaways 

 Both Infosys and TCS have complied with key SAs, including SA 700 (Audit 

Opinion) and SA 500 (Audit Evidence). 

 No material frauds or misstatements were reported. 

 Regulatory compliance with SEBI, Ind AS, and the Companies Act is ensured. 

 Audit documentation (SA 230) and risk assessment (SA 315) are well-

documented in both reports. 

 Both companies disclose related party transactions (SA 550) and follow 

governance best practices. 

Would you like any further analysis or specific SA details from these reports? 

You said: 

Please expand the above tabe with columns on what are the substantive checks to be 

performed to comply with the respective SA and wrt each of the FS, whether such procedures 

and if so meets the Standards 
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Here’s an expanded compliance table for the audit reports of Infosys and TCS, 

incorporating the following aspects: 

1. Relevant Standards on Auditing (SAs) 

2. Substantive Audit Procedures Required for compliance with each SA 

3. Financial Statement Areas Impacted (FS items like Revenue, Fixed Assets, 

Liabilities, etc.) 

4. Infosys Audit Report Compliance (Whether the audit report mentions these checks 

and if they align with SAs) 

5. TCS Audit Report Compliance (Same analysis for TCS) 

 

Expanded Audit Compliance Table 

SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

Financial 

Statement 

Areas 

Impacted (FS 

items) 

Infosys 

Compliance 

(Findings) 

TCS 

Compliance 

(Findings) 

SA 

200 

Overall 

Objectives of the 

Independent 

Auditor 

- Risk-based 

approach to 

auditing  

- Ensuring 

reasonable 

assurance that FS 

are free from 

material 

misstatements 

Entire 

Financial 

Statements 

Unqualified 

opinion by 

Deloitte confirms 

compliance 

Unqualified 

opinion in TCS 

audit report 

confirms 

compliance 

SA 

210 

Agreeing the 

Terms of Audit 

Engagements 

- Reviewing 

engagement letter  

- Understanding 

scope and 

responsibilities 

Auditor’s 

Report 

Deloitte’s 

appointment 

confirmed in 

audit report 

Independent 

auditor’s 

appointment 

confirmed 

SA 

230 

Audit 

Documentation 

- Proper work 

papers maintained  

- Evidence for all 

material audit 

conclusions 

All FS items 

Infosys report 

includes clear 

documentation 

of audit 

procedures 

TCS maintains 

audit 

documentation 

and risk 

assessment 

records 

SA 

240 

Auditor’s 

Responsibilities 

- Inquiry with 

management  

- Journal entry 

Revenue, 

Expenses, 

Infosys identifies 

fraud risks but 

no fraud reported 

TCS confirms 

fraud risk 

management 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

Financial 

Statement 

Areas 

Impacted (FS 

items) 

Infosys 

Compliance 

(Findings) 

TCS 

Compliance 

(Findings) 

Relating to 

Fraud 

testing for 

fraudulent 

transactions  

- Analytical 

procedures to 

detect anomalies 

Journal 

Entries 

procedures, no 

fraud found 

SA 

250 

Consideration of 

Laws & 

Regulations 

- Checking 

compliance with 

Companies Act, 

SEBI, Tax Laws  

- Verification of 

pending litigations 

and provisions 

Contingent 

Liabilities, 

Legal 

Disclosures 

Infosys complies 

with Companies 

Act, SEBI, and 

Ind AS 

TCS complies 

with legal and 

regulatory 

frameworks 

SA 

260 

Communication 

with Those 

Charged with 

Governance 

- Meeting with the 

Audit Committee  

- Discussing key 

audit risks  

- Addressing 

significant 

deficiencies 

Governance & 

Risk 

Disclosures 

Infosys audit 

report discusses 

governance and 

risk areas 

TCS includes 

governance-

related audit 

discussions 

SA 

315 

Identifying & 

Assessing Risks 

of Material 

Misstatement 

- Identifying risks 

at the assertion 

level  

- Performing 

walkthroughs of 

key business 

processes  

- Reviewing 

internal controls 

effectiveness 

Revenue 

Recognition, 

Expenses, 

Leases, 

Financial 

Instruments 

Infosys details 

risk assessment 

for fraud, 

cybersecurity, 

and financial 

misstatements 

TCS discusses 

key financial 

and operational 

risk areas 

SA 

330 

Auditor’s 

Response to 

Assessed Risks 

- Substantive 

testing of high-

risk areas  

- Control testing 

for financial 

misstatements 

Revenue, 

Inventory, 

Investments 

Infosys 

documents risk 

mitigation 

strategies 

TCS implements 

risk-based 

response 

procedures 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

Financial 

Statement 

Areas 

Impacted (FS 

items) 

Infosys 

Compliance 

(Findings) 

TCS 

Compliance 

(Findings) 

SA 

500 
Audit Evidence 

- External 

confirmations for 

balances  

- Physical 

verification for 

assets  

- Cut-off testing 

for transactions 

Cash & Bank, 

Fixed Assets, 

Revenue 

Infosys provides 

documentary 

evidence for 

revenue and 

assets 

TCS supports 

financial 

disclosures with 

adequate 

evidence 

SA 

505 

External 

Confirmations 

- Trade 

receivables and 

payables 

confirmations  

- Bank 

confirmations 

Trade 

Receivables, 

Loans, 

Investments 

Infosys obtains 

third-party 

confirmations 

TCS uses bank 

and customer 

confirmations 

SA 

520 

Analytical 

Procedures 

- Ratio analysis  

- Trend analysis 

for revenue & 

expenses  

- Comparing prior 

year and industry 

benchmarks 

Revenue, 

Expenses, 

Profitability 

Infosys uses 

financial ratio 

analysis and 

KPIs 

TCS applies 

analytical 

procedures in 

financial 

analysis 

SA 

550 
Related Parties 

- Review of 

related party 

transactions  

- Verifying 

disclosures as per 

Ind AS 24 

Related Party 

Transactions 

Infosys discloses 

related party 

dealings as per 

Ind AS 24 

TCS provides 

clear related 

party 

disclosures 

SA 

570 
Going Concern 

- Analyzing 

liquidity ratios  

- Review of future 

cash flows and 

financial stability 

Cash Flow, 

Liquidity, 

Debt 

Infosys confirms 

financial 

stability & 

profitability 

TCS audit report 

ensures going 

concern 

assumption is 

valid 

SA 

700 

Forming an 

Opinion & 

Reporting 

- Evaluating 

whether FS are 

prepared as per 

GAAP/Ind AS  

- Assessing 

Auditor’s 

Report 

Infosys’ audit 

opinion is 

unmodified 

TCS’ financials 

get an 

unqualified 

opinion 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

Financial 

Statement 

Areas 

Impacted (FS 

items) 

Infosys 

Compliance 

(Findings) 

TCS 

Compliance 

(Findings) 

fairness of 

disclosures 

SA 

705 

Modifications to 

the Audit 

Opinion 

- Identifying 

material 

misstatements  

- Determining 

whether to issue a 

qualified/adverse 

opinion 

Auditor’s 

Report 

No 

modifications, 

clean opinion 

issued 

No 

modifications, 

audit opinion is 

unqualified 

SA 

720 

Auditor’s 

Responsibilities 

Relating to 

Other 

Information 

- Ensuring annual 

report disclosures 

align with FS  

- Reviewing 

sustainability & 

ESG reports 

Sustainability 

Reports, 

Corporate 

Governance 

Infosys aligns 

BRSR and ESG 

disclosures with 

audit findings 

TCS ensures 

proper ESG 

and business 

responsibility 

reporting 

 

Key Insights: 

1. Compliance Across All SAs 

o Both Infosys and TCS meet SA compliance across all key areas. 

o No significant modifications were found in audit opinions (SA 700 & SA 

705). 

2. Substantive Checks in Place 

o External confirmations (SA 505) & analytical procedures (SA 520) are 

documented. 

o Fraud risk (SA 240) & related parties (SA 550) disclosures are covered. 

3. Revenue Recognition & Financial Risk Assessment 

o Both companies follow IND AS 115 (Revenue Recognition) and IND AS 

109 (Financial Instruments). 

o Infosys & TCS conduct ratio analysis, confirming compliance with SA 

520. 

4. Regulatory & ESG Compliance (SA 250 & SA 720) 

o Infosys & TCS ensure sustainability disclosures align with financials. 

 

Conclusion 
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 Both Infosys and TCS comply with ICAI's Standards on Auditing. 

 No major audit qualifications, indicating strong internal controls & governance. 

 Substantive audit procedures align with best practices across financial 

statements. 

Would you like further deep-dive into any specific SA or substantive check? 😊 

ChatGPT said: 

Expanded Compliance Table for Standards on Auditing (SAs) with Substantive Checks 

This table expands on the earlier analysis by including: 

1. Substantive Audit Checks – Key procedures required to comply with each Standard 

on Auditing (SA). 

2. Financial Statement (FS) Areas – Mapping to which FS component (Balance Sheet, 

P&L, Cash Flow, etc.) the SA applies. 

3. Evaluation of Compliance – Whether Infosys and TCS have performed these checks 

and if they meet audit standards. 

 

SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

FS Area 

Impacted 

Infosys 

Compliance & 

Evaluation 

TCS 

Compliance & 

Evaluation 

SA 

200 

Overall 

Objectives of the 

Independent 

Auditor 

- Assess risk of 

material 

misstatement.  

- Perform 

professional 

skepticism and 

judgment. 

Entire FS 

Meets SA 200: 

Unqualified 

auditor's report 

with no scope 

limitations. 

Meets SA 200: 

No adverse 

remarks or scope 

limitations in the 

auditor’s report. 

SA 

210 

Terms of Audit 

Engagements 

- Review 

engagement letter 

& auditor 

responsibilities.  

- Ensure 

management 

acknowledges 

responsibility for 

FS. 

Entire FS 

Complies: 

Infosys’ 

engagement with 

Deloitte Haskins 

& Sells LLP is 

documented. 

Complies: TCS’ 

independent 

auditor’s terms 

are clearly 

defined. 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

FS Area 

Impacted 

Infosys 

Compliance & 

Evaluation 

TCS 

Compliance & 

Evaluation 

SA 

230 

Audit 

Documentation 

- Maintain audit 

work papers.  

- Record audit 

tests, 

conclusions, and 

significant 

findings. 

Entire FS 

Meets SA 230: 

Detailed audit 

documentation 

supporting 

financial 

disclosures. 

Meets SA 230: 

Proper 

documentation 

exists to support 

all key financial 

assertions. 

SA 

240 

Fraud 

Considerations 

- Assess fraud 

risks in revenue, 

expenses, and 

related party 

transactions.  

- Conduct journal 

entry testing for 

anomalies. 

Revenue, 

Expenses, 

Related Party 

Transactions 

Complies: No 

fraud detected, 

risk assessments 

documented. 

Complies: No 

fraud found, 

fraud risk 

assessment 

performed. 

SA 

250 

Compliance 

with Laws & 

Regulations 

- Verify 

adherence to 

Companies Act, 

SEBI, GST, and 

Ind AS.  

- Review 

litigations and 

contingencies. 

Contingent 

Liabilities, 

Compliance 

Disclosures 

Meets SA 250: 

Regulatory 

compliance 

confirmed under 

SEBI and 

Companies Act. 

Meets SA 250: 

Compliance 

disclosures as per 

regulatory 

framework. 

SA 

260 

Communication 

with 

Governance 

- Verify 

board/audit 

committee 

discussions on 

key risks.  

- Assess whether 

significant 

misstatements are 

communicated. 

Governance, 

Risk 

Disclosures 

Complies: 

Communication 

with the board 

and stakeholders 

evident. 

Complies: 

Board-level risk 

disclosures 

documented. 

SA 

315 

Risk of Material 

Misstatement 

- Identify 

financial risks 

and key control 

deficiencies.  

- Evaluate IT 

Revenue, 

Receivables, 

Inventory, 

Investments 

Meets SA 315: 

Risks identified 

in cybersecurity, 

operations, and 

Meets SA 315: 

Financial risks 

and operational 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

FS Area 

Impacted 

Infosys 

Compliance & 

Evaluation 

TCS 

Compliance & 

Evaluation 

controls, revenue 

recognition, and 

inventory risks. 

financial 

reporting. 

risks are 

disclosed. 

SA 

330 

Auditor’s 

Response to 

Risks 

- Perform 

substantive 

analytical 

procedures.  

- Assess response 

to identified 

control 

weaknesses. 

Entire FS 

Complies: Risk 

mitigation 

strategies 

documented. 

Complies: Risk 

assessment and 

responses aligned 

with best 

practices. 

SA 

500 
Audit Evidence 

- Obtain 

sufficient and 

appropriate audit 

evidence for all 

balances.  

- Perform cut-off 

testing and 

vouching. 

Balance Sheet, 

P&L, Cash 

Flow 

Meets SA 500: 

Independent 

verification of 

key accounts 

performed. 

Meets SA 500: 

Financial 

assertions 

supported with 

audit evidence. 

SA 

505 

External 

Confirmations 

- Confirm trade 

receivables, 

payables, bank 

balances, and 

borrowings.  

- Cross-check 

confirmations 

with FS data. 

Receivables, 

Payables, 

Cash & Bank 

Complies: 

External 

confirmations 

obtained for key 

balances. 

Complies: 

Independent 

third-party 

confirmations 

received. 

SA 

520 

Analytical 

Procedures 

- Perform ratio 

analysis on 

liquidity, 

profitability, and 

solvency.  

- Compare FS 

trends with prior 

years. 

P&L, Cash 

Flow, Key 

Financial 

Ratios 

Meets SA 520: 

Financial ratios 

and KPI trends 

analyzed. 

Meets SA 520: 

Comprehensive 

financial analysis 

performed. 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

FS Area 

Impacted 

Infosys 

Compliance & 

Evaluation 

TCS 

Compliance & 

Evaluation 

SA 

550 
Related Parties 

- Verify 

transactions with 

subsidiaries and 

related entities.  

- Ensure 

disclosures per 

Ind AS 24. 

Related Party 

Transactions 

Complies: 

Related party 

transactions 

disclosed with 

Ind AS 

compliance. 

Complies: 

Adequate related 

party disclosure 

and verification. 

SA 

570 
Going Concern 

- Assess liquidity 

ratios, solvency, 

and financial 

viability.  

- Review 

business 

continuity plans. 

Cash Flow, 

Solvency, 

Going 

Concern 

Disclosures 

Meets SA 570: 

No material 

concerns on 

Infosys' going 

concern status. 

Meets SA 570: 

Strong financial 

position ensures 

continuity. 

SA 

700 

Forming an 

Audit Opinion 

- Express audit 

opinion based on 

financial 

accuracy and 

disclosures.  

- Evaluate true 

and fair view of 

FS. 

Entire FS 

Complies: 

Unqualified 

opinion with no 

material 

misstatements. 

Complies: Clean 

audit opinion 

issued. 

SA 

705 

Modifications to 

Audit Opinion 

- Assess need for 

qualified, 

adverse, or 

disclaimer 

opinions.  

- Document 

reasons for 

modifications if 

any. 

Entire FS 

Complies: No 

qualifications or 

adverse remarks. 

Complies: No 

qualifications or 

scope limitations. 

SA 

720 

Other 

Information in 

FS 

- Review 

directors’ report, 

management 

discussion, and 

sustainability 

disclosures.  

MD&A, 

Sustainability 

Reporting 

Meets SA 720: 

ESG disclosures 

mapped to global 

standards. 

Meets SA 720: 

Sustainability 

reporting follows 

SEBI norms. 
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SA 

No. 

Standard on 

Auditing (SA) 

Title 

Substantive 

Audit Checks 

Required 

FS Area 

Impacted 

Infosys 

Compliance & 

Evaluation 

TCS 

Compliance & 

Evaluation 

- Verify 

consistency with 

audited FS. 

 

Key Observations 

1. Both Infosys and TCS comply with all key Standards on Auditing (SAs). 

2. External confirmations (SA 505), analytical procedures (SA 520), and fraud risk 

assessment (SA 240) are well documented. 

3. Financial statement assertions, including revenue recognition (SA 500) and going 

concern (SA 570), meet required standards. 

4. Governance and compliance with laws (SA 250, SA 260) are well addressed in 

the annual reports. 

5. Sustainability and ESG disclosures (SA 720) are aligned with SEBI requirements 

for both companies. 

Would you like further granular testing details for any specific FS area or comparative 

audit methodology insights? 

2/2 

You said: 

Illustrative Audit Paras for Qualification, Adver Disclaimer, KAM, EOM, OM Matters 

Chapter 71 Qualified Opinion – Illustrative Reporting Comments Chapter 72 Material 

uncertainty related to Going Concern – Illustrative Reporting Comments Chapter 73 

Emphasis of Matter Paragraph – Illustrative Reporting Comments Chapter 74 Other Matter 

Paragraph – Illustrative Reporting Comments Chapter 75 Key Audit Matters – Illustrative 

Reporting Comments Chapter 76 Disclaimer Opinion – Illustrative Reporting Comments. Go 

one after another Chapter 77 Adverse Opinion – Illustrative Reporting Comments Chapter 78 

Other Information Paragraph — Illustrative Reporting Comments Chapter 79 Internal 

Controls over Financial Reporting 

ChatGPT said: 

Chapter 71: Qualified Opinion – Illustrative Reporting Comments 

A Qualified Opinion is issued when the auditor concludes that: 

 The financial statements contain material misstatements, but they are not 

pervasive OR 
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 The auditor is unable to obtain sufficient appropriate audit evidence on a material 

but not pervasive matter. 

Illustrative Audit Paragraph for Qualified Opinion (SA 705) 

Opinion 

"We have audited the accompanying financial statements of XYZ Ltd. (‘the Company’), which 

comprise the Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the Cash 

Flow Statement for the year then ended, and notes to the financial statements, including a 

summary of significant accounting policies and other explanatory information." 

"In our opinion, except for the effects of the matter described in the Basis for Qualified 

Opinion section of our report, the financial statements give a true and fair view in 

accordance with the Indian Accounting Standards (‘Ind AS’) prescribed under Section 133 of 

the Companies Act, 2013." 

Basis for Qualified Opinion 

"The Company has not recognized a provision for an ongoing litigation as required under 

Ind AS 37 - Provisions, Contingent Liabilities, and Contingent Assets. Had such a provision 

been recognized, the net profit would have been lower by ₹XX crores." 

"We conducted our audit in accordance with the Standards on Auditing (SAs) specified under 

Section 143(10) of the Companies Act, 2013. Our responsibilities under those standards are 

further described in the Auditor’s Responsibilities for the Audit of the Financial Statements 

section of our report." 

Impact on Financial Statements 

 Balance Sheet: Liabilities understated. 

 Profit & Loss Account: Net profit overstated. 

Compliance with SA 705 (Revised) 

 Modification type: Qualified Opinion. 

 Clear explanation in the Basis for Qualified Opinion section as per SA 705. 

 Impact on financial statements disclosed in compliance with Ind AS 37. 

Would you like to proceed with Chapter 72: Material Uncertainty Related to Going 

Concern – Illustrative Reporting Comments? 

You said: 

proceed with Chapter 72: Material Uncertainty Related to Going Concern – Illustrative 

Reporting Comments? 
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ChatGPT said: 

Chapter 72: Material Uncertainty Related to Going Concern – Illustrative Reporting 

Comments 

A Material Uncertainty Related to Going Concern (SA 570) paragraph is included in the 

auditor’s report when: 

1. The use of the going concern assumption is appropriate, but 

2. There are events or conditions that may cast significant doubt on the entity’s 

ability to continue as a going concern, and 

3. Adequate disclosures about these uncertainties are made in the financial 

statements. 

If the disclosures are inadequate, the auditor may issue a qualified or adverse opinion 

instead of just adding this paragraph. 

 

Illustrative Audit Paragraph for Material Uncertainty Related to Going Concern (SA 

570) 

Opinion 

"We have audited the financial statements of XYZ Ltd. (‘the Company’), which comprise the 

Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the Cash Flow 

Statement for the year then ended, and notes to the financial statements, including a summary 

of significant accounting policies and other explanatory information." 

"We conducted our audit in accordance with the Standards on Auditing (SAs) specified under 

Section 143(10) of the Companies Act, 2013. Our responsibilities under those standards are 

further described in the Auditor’s Responsibilities for the Audit of the Financial Statements 

section of our report." 

Material Uncertainty Related to Going Concern 

"We draw attention to Note [X] in the financial statements, which indicates that the Company 

has incurred significant losses during the year, and its current liabilities exceed its current 

assets by ₹XX crores as of March 31, 20XX. These events or conditions, along with other 

matters as set forth in Note [X], indicate that a material uncertainty exists that may cast 

significant doubt on the Company’s ability to continue as a going concern." 

"The Company’s management has prepared the financial statements using the going concern 

basis of accounting based on their assessment that they will be able to raise additional funds 

and improve operational performance. Our opinion is not modified in respect of this matter." 
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Audit Procedures to Assess Going Concern (SA 570) 

To comply with SA 570, the auditor must: 

1. Review financial ratios, liquidity, and cash flow projections. 

2. Examine management’s plans to mitigate going concern risks (e.g., asset sales, debt 

restructuring). 

3. Assess subsequent events that might affect the company’s ability to continue. 

4. Evaluate the adequacy of disclosures in the financial statements. 

 

Impact on Financial Statements 

Financial Statement Area Impact 

Balance Sheet Liabilities may exceed assets, raising solvency concerns. 

Profit & Loss Account Losses may indicate business instability. 

Cash Flow Statement Negative operating cash flows may indicate liquidity issues. 

 

Compliance with SA 570 (Revised) 

 Disclosure adequacy: The company must clearly disclose going concern 

uncertainties. 

 Unmodified opinion with Material Uncertainty Paragraph: If disclosures are 

adequate, no qualification is required. 

 Qualified/Adverse opinion: If disclosures are inadequate, the auditor must modify 

the opinion. 

Would you like to proceed with Chapter 73: Emphasis of Matter Paragraph – Illustrative 

Reporting Comments? 

You said: 

proceed with Chapter 73: Emphasis of Matter Paragraph – Illustrative Reporting Comments? 

ChatGPT said: 

Chapter 73: Emphasis of Matter (EOM) Paragraph – Illustrative Reporting Comments 
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An Emphasis of Matter (EOM) paragraph, as per SA 706 (Revised), is used when the 

auditor wants to draw attention to: 

1. A matter appropriately disclosed in the financial statements that is fundamental 

to users' understanding. 

2. The auditor’s opinion remains unmodified, meaning no qualification, adverse 

opinion, or disclaimer is issued. 

Key aspects of SA 706 (Revised): 

 The auditor must not use an EOM paragraph to circumvent a modified opinion 

(SA 705). 

 An EOM is placed after the Basis for Opinion section but before Key Audit 

Matters (if applicable). 

 

Illustrative Audit Paragraph for Emphasis of Matter (SA 706) 

Opinion 

"We have audited the financial statements of XYZ Ltd. (‘the Company’), which comprise the 

Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the Cash Flow 

Statement for the year then ended, and notes to the financial statements, including a summary 

of significant accounting policies and other explanatory information." 

"In our opinion and to the best of our information, the financial statements give a true and 

fair view of the financial position of the Company in accordance with the Indian Accounting 

Standards (‘Ind AS’) prescribed under Section 133 of the Companies Act, 2013." 

Emphasis of Matter 

"We draw attention to Note [X] of the financial statements, which describes the Company’s 

involvement in ongoing litigation with regulatory authorities. While no provision has been 

made, management has disclosed the potential impact. Our opinion is not modified in respect 

of this matter." 

 

Audit Procedures for Emphasis of Matter (SA 706) 

To comply with SA 706, the auditor must: 

1. Evaluate disclosures in the financial statements to ensure they fully describe the 

emphasized matter. 
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2. Ensure the matter is not a Key Audit Matter (SA 701), as KAMs are discussed 

separately. 

3. Confirm that no modification to the audit opinion is necessary; otherwise, SA 705 

(Qualified, Adverse, Disclaimer) should apply. 

4. Communicate the inclusion of the EOM paragraph with those charged with 

governance. 

 

Examples of Situations Requiring an EOM Paragraph 

Scenario Reason for EOM 
Impact on Financial 

Statements 

Pending litigation 
Significant case where the 

financial impact is uncertain 

Contingent liability disclosure 

required (Ind AS 37) 

Significant subsequent 

events 

Events occurring after year-end 

but before audit completion 

Note disclosures in financials 

(Ind AS 10) 

Early adoption of a new 

accounting standard 

Major impact on financial 

reporting 

Transparency on policy 

changes (Ind AS 8) 

Natural disaster affecting 

assets 

Damage to property, potential 

impairment 

Asset revaluation and 

impairment testing (Ind AS 

36) 

 

Compliance with SA 706 (Revised) 

 Placement: The EOM paragraph appears after the Basis for Opinion section. 

 Wording: The auditor must include a reference to the financial statement note 

explaining the matter. 

 Indication that the opinion is unmodified: Clearly stated in the EOM paragraph. 

Would you like to proceed with Chapter 74: Other Matter Paragraph – Illustrative 

Reporting Comments? 

You said: 

proceed with Chapter 74: Other Matter Paragraph – Illustrative Reporting Comments? 

ChatGPT said: 

Chapter 74: Other Matter (OM) Paragraph – Illustrative Reporting Comments 
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An Other Matter (OM) paragraph, as per SA 706 (Revised), is included in the auditor’s 

report to refer to a matter other than those presented or disclosed in the financial 

statements that, in the auditor’s judgment, is relevant to users' understanding of the audit, 

auditor’s responsibilities, or the auditor’s report. 

Unlike an Emphasis of Matter (EOM) paragraph, which refers to matters disclosed in the 

financial statements, an OM paragraph highlights important information outside the 

financial statements. 

 

Illustrative Audit Paragraph for Other Matter (SA 706) 

Opinion 

"We have audited the financial statements of XYZ Ltd. (‘the Company’), which comprise the 

Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the Cash Flow 

Statement for the year then ended, and notes to the financial statements, including a summary 

of significant accounting policies and other explanatory information." 

"In our opinion and to the best of our information, the financial statements give a true and 

fair view of the financial position of the Company in accordance with the Indian Accounting 

Standards (‘Ind AS’) prescribed under Section 133 of the Companies Act, 2013." 

Other Matter 

"Our audit was conducted for the purpose of forming an opinion on the standalone financial 

statements as a whole. The financial statements of certain subsidiaries, whose financial 

statements reflect total assets of ₹XX crores as at March 31, 20XX, and total revenue of ₹XX 

crores for the year then ended, were audited by other auditors. The reports of these other 

auditors have been furnished to us, and our opinion, insofar as it relates to the amounts and 

disclosures included for these subsidiaries, is based solely on the report of such other 

auditors." 

"Our opinion is not modified in respect of this matter." 

 

Audit Procedures for Other Matter Paragraph (SA 706) 

To comply with SA 706, the auditor must: 

1. Ensure the matter is outside the financial statements but relevant to the audit 

report. 
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2. Clearly distinguish between an OM and an EOM paragraph (OM relates to audit 

matters, EOM relates to financial statement disclosures). 

3. Communicate with those charged with governance before including an OM 

paragraph. 

4. Place the OM paragraph in a separate section, typically after Key Audit Matters (if 

applicable). 

 

Examples of Situations Requiring an OM Paragraph 

Scenario Reason for OM Paragraph 
Impact on Audit 

Report 

Use of other auditors’ 

reports 

Part of the financial statements was 

audited by another auditor. 

Clarifies reliance on 

external audits. 

Audits conducted in a 

different reporting 

framework 

Example: IFRS vs Ind AS for 

subsidiaries. 

Ensures clarity on 

different standards. 

Restriction on distribution 

of the audit report 

When FS are prepared for a specific 

purpose (e.g., regulatory filings). 

Limits audit report 

usage to intended 

users. 

Inconsistencies with other 

information 

If non-FS disclosures (e.g., 

sustainability reports) contain potential 

inconsistencies. 

Highlights scope 

limitations. 

 

Compliance with SA 706 (Revised) 

 Placement: The OM paragraph is included after the Basis for Opinion and Key 

Audit Matters sections. 

 Content: Clearly describes the matter and its relevance to the audit report. 

 Unmodified Opinion: An OM paragraph does not modify the audit opinion but 

provides context. 

Would you like to proceed with Chapter 75: Key Audit Matters (KAM) – Illustrative 

Reporting Comments? 

You said: 

proceed with Chapter 75: Key Audit Matters (KAM) – Illustrative Reporting Comments? 

ChatGPT said: 
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Chapter 75: Key Audit Matters (KAM) – Illustrative Reporting Comments 

Key Audit Matters (KAMs) are those matters that, in the auditor’s professional judgment, 

were of most significance in the audit of the financial statements of the current period. 

KAMs are selected from matters communicated with those charged with governance and are 

required under SA 701 (Communicating Key Audit Matters in the Independent Auditor’s 

Report). 

 

Key Principles of SA 701 

 KAMs provide additional transparency to users regarding the audit process. 

 KAMs are not a substitute for disclosures in financial statements or a modified audit 

opinion. 

 If the auditor expresses a Disclaimer Opinion (SA 705), KAMs should not be 

reported unless required by law. 

 

Illustrative Audit Paragraph for Key Audit Matters (SA 701) 

Key Audit Matters 

"Key audit matters are those matters that, in our professional judgment, were of most 

significance in our audit of the standalone financial statements of the current period. These 

matters were addressed in the context of our audit of the standalone financial statements as a 

whole, and in forming our opinion thereon, and we do not provide a separate opinion on 

these matters." 

KAM Example 1: Revenue Recognition for Fixed-Price Contracts 

"The Company recognizes revenue from fixed-price contracts based on the percentage of 

completion method as per Ind AS 115. The estimation of costs to complete and expected 

margins involves significant management judgment, making it a key audit matter." 

Auditor’s Response: 

 Evaluated revenue recognition policies under Ind AS 115. 

 Tested controls over contract approvals and cost estimation models. 

 Selected samples of contracts and tested management’s estimates against actual 

performance. 
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Audit Procedures for Key Audit Matters (SA 701) 

1. Identify significant risks and areas requiring major auditor judgment. 

2. Assess the effect of complex transactions or new accounting standards. 

3. Determine which matters had significant auditor attention during the audit. 

4. Communicate KAMs with those charged with governance before finalizing the 

audit report. 

 

Examples of Key Audit Matters in Infosys & TCS Reports 

Company KAM Identified How the Matter Was Addressed 

Infosys 
Revenue Recognition for IT 

Services Contracts 

Testing controls over revenue estimation, cost 

tracking, and third-party confirmations. 

TCS 

Fixed-Price Contracts & 

Percentage of Completion 

Method 

Reviewing project milestones, cost 

estimation, and contract compliance. 

 

Compliance with SA 701 

 Placement: KAMs are reported after the Basis for Opinion section. 

 No separate opinion: The auditor does not provide an individual opinion on each 

KAM. 

 Linkage to Financial Statements: Each KAM must reference the related note in the 

financial statements. 

Would you like to proceed with Chapter 76: Disclaimer Opinion – Illustrative Reporting 

Comments? 

You said: 

proceed with Chapter 76: Disclaimer Opinion – Illustrative Reporting Comments? 

ChatGPT said: 

Chapter 76: Disclaimer Opinion – Illustrative Reporting Comments 

A Disclaimer of Opinion, as per SA 705 (Revised), is issued when: 

1. The auditor is unable to obtain sufficient appropriate audit evidence. 

2. The possible effects of the undetected misstatements are both material and 

pervasive. 
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3. The auditor concludes that a qualified opinion is insufficient to address the issue. 

If the auditor disclaims an opinion, they state that they do not express an opinion on the 

financial statements. 

 

Illustrative Audit Paragraph for Disclaimer of Opinion (SA 705) 

Disclaimer of Opinion 

"We were engaged to audit the financial statements of XYZ Ltd. (‘the Company’), which 

comprise the Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the Cash 

Flow Statement for the year then ended, and notes to the financial statements, including a 

summary of significant accounting policies and other explanatory information." 

"We do not express an opinion on the accompanying financial statements of the Company. 

Because of the significance of the matters described in the Basis for Disclaimer of Opinion 

section, we have not been able to obtain sufficient appropriate audit evidence to provide a 

basis for an audit opinion." 

Basis for Disclaimer of Opinion 

"As explained in Note [X], the Company’s financial records, including supporting documents 

for material transactions, were destroyed due to an unforeseen event, and management was 

unable to provide alternative evidence. As a result, we were unable to verify material 

transactions related to revenue and expenses amounting to ₹XX crores." 

"Consequently, we were unable to determine whether any adjustments might be necessary in 

respect of recorded revenues, expenses, and corresponding assets and liabilities." 

 

Audit Procedures for Disclaimer of Opinion (SA 705) 

To comply with SA 705, the auditor must: 

1. Assess the nature and extent of limitations on audit evidence. 

2. Consider alternative audit procedures to mitigate limitations. 

3. Determine whether the issue is material and pervasive, requiring a disclaimer 

rather than a qualified opinion. 

4. Ensure proper communication with those charged with governance before 

issuing the disclaimer. 
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Examples of Situations Requiring a Disclaimer of Opinion 

Scenario Reason for Disclaimer 
Impact on Financial 

Statements 

Destruction of records 
Inability to verify financial 

transactions 

Financial statements lack 

verifiable audit evidence 

Severe limitation on 

scope 

Management refuses access to 

key audit evidence 

Auditor unable to verify 

material balances 

Lack of cooperation from 

management 

Non-provision of necessary 

documentation 

Risk of material misstatement 

remains unassessed 

IT system failure 
Financial data corrupted, 

preventing verification 
Unreliable financial records 

 

Compliance with SA 705 (Revised) 

 Placement: The Disclaimer of Opinion is placed at the beginning of the auditor’s 

report. 

 Clear communication: The auditor explicitly states that they do not express an 

opinion on the financial statements. 

 Basis for Disclaimer section: Clearly explains the reason for insufficient audit 

evidence. 

Would you like to proceed with Chapter 77: Adverse Opinion – Illustrative Reporting 

Comments? 

You said: 

proceed with Chapter 77: Adverse Opinion – Illustrative Reporting Comments? 

ChatGPT said: 

Chapter 77: Adverse Opinion – Illustrative Reporting Comments 

An Adverse Opinion, as per SA 705 (Revised), is issued when: 

1. The financial statements contain material misstatements that are both material 

and pervasive. 

2. The auditor concludes that the misstatements cause the financial statements as a 

whole to be misleading. 
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Illustrative Audit Paragraph for Adverse Opinion (SA 705) 

Adverse Opinion 

"We have audited the financial statements of XYZ Ltd. (‘the Company’), which comprise the 

Balance Sheet as at March 31, 20XX, the Statement of Profit and Loss, the Cash Flow 

Statement for the year then ended, and notes to the financial statements, including a summary 

of significant accounting policies and other explanatory information." 

"In our opinion, because of the significance of the matter described in the Basis for Adverse 

Opinion section of our report, the accompanying financial statements do not present fairly, 

in all material respects, the financial position of the Company as at March 31, 20XX, in 

accordance with the Indian Accounting Standards (‘Ind AS’) prescribed under Section 133 of 

the Companies Act, 2013." 

Basis for Adverse Opinion 

"As explained in Note [X], the Company has not recognized impairment losses on its non-

performing assets, amounting to ₹XX crores, which is required under Ind AS 36 (Impairment 

of Assets). Had the Company recognized these impairment losses, its reported total assets 

would have been lower by ₹XX crores, and the net profit would have been lower by ₹XX 

crores." 

"Additionally, the Company has not complied with Ind AS 37 (Provisions, Contingent 

Liabilities, and Contingent Assets) by failing to disclose a significant contingent liability 

related to pending litigation." 

 

Audit Procedures for Adverse Opinion (SA 705) 

To comply with SA 705, the auditor must: 

1. Evaluate whether the misstatements are both material and pervasive. 

2. Consider if management’s disclosures are adequate; if not, an adverse opinion may 

be required. 

3. Ensure that the Basis for Adverse Opinion clearly explains the nature and effect 

of misstatements. 

4. Communicate the intention to issue an adverse opinion with those charged with 

governance. 

 

Examples of Situations Requiring an Adverse Opinion 
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Scenario Reason for Adverse Opinion 
Impact on Financial 

Statements 

Non-recognition of 

impairment losses 

Overstated assets, misleading 

profitability 

Net profit and total assets are 

overstated 

Non-disclosure of 

significant litigation 

Non-compliance with Ind AS 

37 

Contingent liabilities 

understated 

Intentional financial 

misstatements 
Fraudulent reporting practices 

True and fair view is not 

presented 

Material errors in revenue 

recognition 
Misapplication of Ind AS 115 

Revenue overstated, 

misleading stakeholders 

 

Compliance with SA 705 (Revised) 

 Placement: The Adverse Opinion is placed at the beginning of the auditor’s report. 

 Clear and strong language: The auditor explicitly states that the financial 

statements do not present a true and fair view. 

 Detailed explanation in the Basis for Adverse Opinion section: Clearly describes 

the nature and effect of the misstatements. 

Would you like to proceed with Chapter 78: Other Information Paragraph – Illustrative 

Reporting Comments? 

You said: 

proceed with Chapter 78: Other Information Paragraph – Illustrative Reporting Comments? 

ChatGPT said: 

Chapter 78: Other Information Paragraph – Illustrative Reporting Comments 

An Other Information (OI) paragraph, as per SA 720 (Revised), is included in the 

auditor’s report when: 

1. The entity presents other information alongside the audited financial statements 

(e.g., Management Discussion & Analysis, Directors’ Report, Corporate Governance 

Report). 

2. The auditor reviews the other information for inconsistencies with the audited 

financial statements. 

3. The auditor’s responsibility is limited to reviewing the OI but does not provide an 

audit opinion on it. 
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Illustrative Audit Paragraph for Other Information (SA 720) 

Other Information 

"The Company’s management is responsible for the other information. The other information 

comprises the information included in the [Annual Report], but does not include the financial 

statements and our auditor’s report thereon." 

"Our opinion on the financial statements does not cover the other information and we do not 

express any form of assurance conclusion thereon." 

"In connection with our audit of the financial statements, our responsibility is to read the 

other information and, in doing so, consider whether the other information is materially 

inconsistent with the financial statements or our knowledge obtained in the audit, or 

otherwise appears to be materially misstated." 

"If, based on the work we have performed, we conclude that there is a material misstatement 

of this other information, we are required to report that fact. We have nothing to report in 

this regard." 

 

Audit Procedures for Other Information (SA 720) 

To comply with SA 720, the auditor must: 

1. Obtain and read the other information before issuing the audit report. 

2. Check for inconsistencies between the other information and the audited 

financial statements. 

3. Communicate with management if a material misstatement is identified in the 

other information. 

4. Report any unresolved material inconsistencies in the Other Information 

paragraph. 

 

Examples of Other Information in Infosys & TCS Reports 

Company Other Information Reviewed Compliance with SA 720 

Infosys 
Sustainability Disclosures, Business Responsibility 

& Sustainability Report (BRSR) 

No material misstatement 

found 
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Company Other Information Reviewed Compliance with SA 720 

TCS 
Corporate Governance Report, MD&A, ESG 

Disclosures 

No material inconsistencies 

identified 

 

Compliance with SA 720 (Revised) 

 Placement: The Other Information paragraph appears after the Basis for Opinion 

and Key Audit Matters sections. 

 Clear statement of auditor’s responsibility: The auditor must clarify that they do 

not express an opinion on the other information. 

 Required action for material inconsistencies: If a material misstatement is found, 

the auditor must modify the report. 

Would you like to proceed with Chapter 79: Internal Controls Over Financial Reporting? 

You said: 

proceed with Chapter 79: Internal Controls Over Financial Reporting? 

ChatGPT said: 

Chapter 79: Internal Controls Over Financial Reporting (ICFR) – Illustrative 

Reporting Comments 

Internal Financial Controls Over Financial Reporting (ICFR) refers to a process designed to 

ensure the reliability of financial reporting and compliance with applicable regulations. As 

per Section 143(3)(i) of the Companies Act, 2013, auditors are required to report on the 

adequacy and effectiveness of ICFR. 

 

1. Management’s Responsibility for Internal Financial Controls 

According to the Infosys and TCS Annual Reports: 

 Management and the Board of Directors are responsible for designing, 

implementing, and maintaining effective internal financial controls. 

 Controls should ensure orderly business conduct, adherence to policies, prevention 

of fraud/errors, safeguarding of assets, and completeness of financial records. 

 

2. Auditor’s Responsibility for ICFR 
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As per the Guidance Note on Audit of Internal Financial Controls Over Financial 

Reporting (ICAI), the auditor must: 

1. Obtain sufficient audit evidence regarding the adequacy and operating effectiveness 

of ICFR. 

2. Evaluate design and implementation of controls, including entity-level and 

process-level controls. 

3. Test operating effectiveness, including walkthroughs, inquiry, observation, and 

re-performance of controls. 

 

3. Illustrative ICFR Audit Opinion – Unmodified (Clean) Opinion 

Opinion: 

"We have audited the internal financial controls over financial reporting of XYZ Ltd. (‘the 

Company’) as of March 31, 20XX, in conjunction with our audit of the standalone financial 

statements for the year then ended." 

"In our opinion, the Company has, in all material respects, an adequate internal financial 

control system over financial reporting and such controls were operating effectively as of 

March 31, 20XX, based on the criteria established by the Company considering the essential 

components of internal control stated in the Guidance Note on Audit of Internal Financial 

Controls Over Financial Reporting issued by the Institute of Chartered Accountants of India 

(ICAI)." 

 

4. Common Deficiencies Leading to a Modified ICFR Opinion 

Type of 

Deficiency 
Examples 

Audit 

Impact 

Reporting in ICFR 

Opinion 

Material 

Weakness 

Management override of controls, lack 

of segregation of duties 
High Risk Adverse Opinion 

Significant 

Deficiency 

Delayed reconciliations, inadequate 

documentation 

Medium 

Risk 
Qualified Opinion 

Control 

Deficiency 

Minor process inefficiencies, system 

access issues 
Low Risk No Modification 

Illustrative Qualified Opinion for ICFR 
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"The Company has not implemented adequate controls over the reconciliation of revenue 

accounts, resulting in potential misstatements. Had effective controls been in place, revenue 

adjustments amounting to ₹XX crores would have been identified and recorded correctly." 

 

5. Inherent Limitations of ICFR 

As highlighted in Infosys’ and TCS’ reports: 

 ICFR cannot eliminate all misstatements due to inherent limitations (e.g., human 

error, fraud, collusion). 

 Effectiveness may deteriorate due to changes in conditions or poor monitoring. 

Would you like a detailed breakdown of audit procedures for testing ICFR effectiveness? 

You said: 

Yes please 

ChatGPT said: 

Detailed Breakdown of Audit Procedures for Testing Internal Controls Over Financial 

Reporting (ICFR) Effectiveness 

To assess the adequacy and effectiveness of Internal Financial Controls Over Financial 

Reporting (ICFR), the auditor follows a structured risk-based approach. This involves 

evaluating design, implementation, and operating effectiveness of controls. 

 

1. Phases of ICFR Audit Testing 

Phase Objective Key Audit Procedures 

Planning & Risk 

Assessment 

Identify key financial 

reporting risks and 

controls. 

- Conduct walkthroughs of significant 

processes.  

- Identify significant accounts and 

assertions (e.g., revenue, inventory, 

payables).  

- Assess fraud risk factors related to 

financial misstatements. 

Testing Design & 

Implementation 

Determine if controls 

are designed effectively. 

- Verify documentation of control 

policies and procedures.  

- Interview process owners to confirm 
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Phase Objective Key Audit Procedures 

control responsibilities.  

- Review system access controls and 

segregation of duties. 

Testing Operating 

Effectiveness 

Ensure controls are 

functioning as intended. 

- Perform sample testing of transactions 

for compliance.  

- Conduct re-performance of key 

controls (e.g., bank reconciliations).  

- Check timeliness and accuracy of 

financial reports. 

Evaluation of 

Deficiencies 

Assess impact of control 

failures. 

- Classify deficiencies as Material 

Weakness, Significant Deficiency, or 

Control Deficiency.  

- Communicate findings to management 

and audit committee.  

- Recommend corrective actions and 

remediation plans. 

 

2. Key Areas of ICFR Testing & Relevant Audit Procedures 

ICFR Area Common Risks 
Audit Procedures for 

Testing Controls 
Ind AS Reference 

Revenue 

Recognition 

Premature revenue 

recognition, fictitious 

sales 

- Verify revenue cut-off 

testing at year-end.  

- Review customer 

contracts for Ind AS 115 

compliance.  

- Test sales returns and 

discounts for proper 

recording. 

Ind AS 115 

(Revenue 

Recognition) 

Inventory 

Valuation 

Overstatement of 

inventory, incorrect 

valuation 

- Conduct physical 

inventory counts.  

- Verify slow-

moving/obsolete 

inventory provisioning.  

- Reconcile inventory sub-

ledger with general 

ledger. 

Ind AS 2 

(Inventories) 
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ICFR Area Common Risks 
Audit Procedures for 

Testing Controls 
Ind AS Reference 

Procurement & 

Accounts Payable 

Unauthorized 

purchases, duplicate 

payments 

- Test purchase order 

approvals and vendor 

due diligence.  

- Perform three-way 

matching (invoice, 

purchase order, receipt).  

- Check timely 

recognition of liabilities. 

Ind AS 37 

(Provisions, 

Liabilities) 

Fixed Assets & 

Depreciation 

Misstatement of asset 

values, incorrect 

depreciation 

- Review fixed asset 

register and verify 

physical existence.  

- Ensure depreciation is 

computed as per Ind AS 

16.  

- Test capital vs. revenue 

expenditure classification. 

Ind AS 16 (PPE) 

Cash & Bank 

Balances 

Unauthorized fund 

transfers, misstatements 

- Verify bank 

reconciliations and cash 

flow accuracy.  

- Test cash receipt and 

disbursement controls.  

- Confirm bank balances 

with external 

confirmations (SA 505). 

Ind AS 7 (Cash 

Flows) 

Financial 

Reporting & 

Journal Entries 

Misclassification of 

accounts, fraud risk 

- Perform journal entry 

testing for unusual 

transactions.  

- Check management 

adjustments for bias or 

fraud risk.  

- Verify timely closure of 

books and financial 

reporting accuracy. 

Ind AS 1 

(Presentation of 

FS) 

Related Party 

Transactions 

Undisclosed 

transactions, conflicts 

of interest 

- Review disclosures in 

notes to accounts.  

- Test intercompany 

transactions and pricing.  

Ind AS 24 

(Related Party 

Disclosures) 
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ICFR Area Common Risks 
Audit Procedures for 

Testing Controls 
Ind AS Reference 

- Confirm compliance 

with Ind AS 24. 

Cybersecurity & 

IT Controls 

Unauthorized access, 

data integrity risks 

- Test user access 

controls and password 

policies.  

- Review IT system 

change management 

logs.  

- Verify backup and 

disaster recovery policies. 

ITGC (IT 

General Controls) 

 

3. Classification of ICFR Deficiencies & Reporting Impact 

Type of 

Deficiency 
Description Audit Opinion Impact 

Material 

Weakness 

A control failure that results in a high probability 

of material misstatement (e.g., revenue fraud, 

significant IT security breaches). 

Adverse ICFR Opinion 

Significant 

Deficiency 

A control deficiency that, while not material, 

requires management’s attention (e.g., weak 

reconciliation processes, access control issues). 

Qualified ICFR 

Opinion 

Control 

Deficiency 

A minor deficiency that does not significantly 

affect financial reporting reliability (e.g., 

documentation gaps, training issues). 

No modification, 

reported in 

Management Letter 

Illustrative Adverse Opinion for ICFR (Material Weakness Identified) 

"The Company has not implemented adequate controls over its revenue recognition process. 

As a result, revenue adjustments amounting to ₹XX crores were not identified and recorded 

correctly. In our opinion, because of this material weakness, the Company has not 

maintained effective internal financial controls over financial reporting as of March 31, 

20XX." 

 

4. Compliance with SA 315 & SA 330 
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SA Reference ICFR Testing Requirement Audit Procedures 

SA 315 (Risk Assessment) 
Identify risks of material 

misstatements in ICFR. 

Conduct walkthroughs and risk 

assessments. 

SA 330 (Auditor's 

Response) 

Design and perform audit 

procedures to address risks. 

Test controls and perform 

substantive procedures. 

SA 265 (Communicating 

Deficiencies) 

Report significant deficiencies 

to management. 

Issue management letter and 

discuss remediation plans. 

 

5. ICFR Best Practices for Management & Auditors 

✔ Document & formalize control policies – Maintain written SOPs for all financial 

processes. 

✔ Automate controls where possible – Use ERP & IT controls to prevent manual errors. 

✔ Strengthen segregation of duties – Ensure proper authority levels for approvals. 

✔ Conduct periodic control testing – Perform internal audits to detect weaknesses early. 

✔ Ensure timely remediation of control deficiencies – Implement corrective actions based 

on audit findings. 

 

Key Takeaways from ICFR Audit Testing 

 ICFR testing covers entity-level & process-level controls (financial reporting, 

procurement, inventory, revenue, etc.). 

 Material weaknesses lead to an Adverse ICFR Opinion, while minor deficiencies 

are reported to management. 

 Auditors must follow SA 315 (Risk Assessment) & SA 330 (Auditor’s Response) 

for effective ICFR evaluation. 

 Internal controls must be continuously monitored & strengthened to maintain 

effectiveness. 

Would you like detailed ICFR testing examples for specific industries (e.g., IT, 

manufacturing, BFSI)? 

 

 


