
Chapter'7
Verification
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Ver i f icat ion is  a process to ver i fy  the ow'neqship.  va luat ion,  possession apd gais{qn1:q +1
a par l icu lar  Asset  or  l iab i l i ty .  , i0  
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Ver i f icat ion establ is l res the corrcspondet tcc of  actual  facts or  deta i ls  wi t l r  l l i r . rsr , :
rcpreserr lcd i r r  accorur ls . \ ' l  1 ,  i , - l {  o .  l  
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Vouching : l. It pertains to entries relating to transactions recorded in books
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2 .  Vouching is  usual ly  done throughout  the year .\ / , , r ' '  . t l
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To verifo tlre completeness, accuracy arrd validity of transactions.

Voucl r ing is  based only on docurnerr tary examinat ion.

Vouching is a routine rnatter, rvhich is generally conducied by.p.inrrr' '
s taf f  or  audi t  c lerks.

Vouching dose not  inc lude valuat ion.

Ver i f icat ion re latcs to the assets nna t iuUi t i t i "s  app"ur i , rg in  the hal l rnce

sheet .

Verif ication is generally carried or-rt at the end of vear.

To confirrns the existence, ou,ncrship, possession, completertess,
valuat ion and d isc losure of  i tenrs re lat ing to balance sheet .

4. Verif ication is based on observation as well as documentary
examinat ion.

5. Verif ication requires experienced people and done by the senior staff
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5. Verif ication includes valuation.

'fhe 
obiective of verif ication of assets is:--

Cost

Authorisstion

Valuution

: Existence
', 

Chorge
:
, Ownership

Disc losure

)
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' l-o 
ascefiain tlre cost of Asset to the entity.

To ascertain that t lre trattsactiotts \\ '-r.t. asset are atrthorised.

To flnd out the accuracy o1'valuation of Asset-

To ensure that the particular Asset is actually in existerrce.

To ascerlain the cltarge , if any, created on that particular Asset-

To ascerlain the actual orvnership tit le of that particular Asset"

To check appropriate disclosure of the Asset in the books of Accourlis
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7.2 V]iP"tr fII C,,\I'ION OII ASS BTS
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property

I ' lant  and
Machinery

(a)  C)bta in a sc l rec lu le of  bui ld ings f rom the err t i t r ' .

(b) Ascertain rvhether original cclst of purchase of buildings ltave been properlr, ic.:rird(rd.

(c)  I : r rsure that  costs of  land and bui ld ines are segregated for  l l rc  purpose of 'depreciat rorr
lus c lepreciat ion is  c l r t rged on Bui ld ing bt r t  not  on Land.

(d)  l r r  case bui ld ing has t reen constructed.  t l re  aucl i tor  s l rould exarnine b i l ls  arrd cer t i f icatcs
. uiven bv contractor arrd architect.

( c ) I ir lr construction rvork irr progress at the cnd of f inancial 1'ear, atrdilor shr-iul<j asce.l l i t:
t l re  cost  of  construct ion by rev iewing archi tect 's  cer t i f icate.

L.nsrrre that distinction betrveen capital and revenue expenditure is properl 'v rnrld'. ' i ,

er r t i ty .

[ - . rarn i r ie  t l ra t  the charge.  i f  any,  against  the bt r i ld ing is  proper ly  d isc!osct i .
(l lreck the rate and method of cornputation of the depreciation.

[ :xarn ine the Ti t le  deed of  the Bui ld ing.

, \udi lor  s l rould inspect  t i t le  deed and purql ras. '  d . .d.

lrnsure that frcehold land has been sl.rown separately in the balance sheet.

[:xamins that additional land purchased during the year is properly registered ir:

cl ient's name arrd slro,'vn properly in Accourtls.

Exarnine that t lre charge, if any, against land is properly disclosed.

Verifo that the antount of profit or loss on sale of land has been correclly accounted

for.

As it is a non-depreciable asset, the sanre should bc disclosed in the financiri

statements at cost.

t lasis of valuatiorr slrould be verif ied, specially rvhen it has been revaluecl dtrrirrl:, the:

vear .

lf valuation is done b1.' Valuer, auditor should obtain certif icate frorn him artd lo-

ordinate rvith Irirn as Der AAS-9.

Tgrms ond-aonaji ions ol- leaie contract slrould be examirred b1' clrccking rhc lcrrsc

deed.

lf a part of the leasehold properfy has been sublet, examine the tenant's agreern{)nts.

Ensure that lease cleed is complete in all respect.

Verify relevant documents to check cost of properfy-

Ensure that AS-19 on Accounting for lease has been followed.

Obtain schetlule of plarrt un.t rainin.ry: from tlre entiry irrd studv i l carcfirl ly

Verifo authorisation for purchase of new plant and machinery.

Examine rvhether installation costs and other charges incurred in this cilnne{rtiot: havc

been capi ta l ised.

Bnsure that routine mairrtenance charges are debited to P&L Account.

Auditor should examine the existence of clrarge by inspecting register clf chalgcs-

Examine rvhetlrer the profit or loss on sale of the machinery has beetl cal, t, l l lcri end

disclosed properly irr the financial statements-

Examine rvhether the provision for depreciation has been nlacle tn acoounts at
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appropriate atnounts.

(h) In case of revaluation of f ixed assets, obtain MRL.

( i )  Et tsure contp l iar rce rv i th  AS-10., t )
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, . .  0)  E,xamine the in ternal  contro l  over th is  area as per  prwi l ions of  CARC.
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1 i11r , . ,  
.1*{ l  ( l i  } ,Lr rn i tu .c  is  a rnovcublc propert ; ' .  r i ' l t ic l t  car t  be easi ly  renloved t iom one p lace to
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(ir) l i ixtr-rre ireans ar) asset. rvlrich is so afflxed to land or building that in fact it becomes a

1i t, ' l}-.t- ' . i  t 
t part of it '  c'g' laboratories in the college'

-. 
. l  .t (c) Stucly the sclredule of t lrniture containirrg cletails of rype' location, cost and date of

) r . . , . r i .  Y .  r  r r t  r ' \  i 6 . l ' n '  a c q u i s i t i o n '
\ t"l '  '  

; 
[ ' '  (t l) gc sSoLrld physically verif l ' '  ftrrniture attd fixttrres'

. , V

Uniq . . i  J  l )  yrL. .  (e )  I ianr ine rvhether  cverv furn i ture has beer l  g i l 'er l  a  unique ident i f icat ion r rumber and

v I painted on that f irrnituie to iclentify that pa;icular.furniture in ftrtr-rre' For exanrple' in

J school or banks, er,ery furniture itenr is given a unique nuntbcr.
i \ . , )
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. (O l:, 'sure that depreciation has been properly clrarged on the items as per acceptable &

,4 rr1r.,r r,t i  \ l \ 
consistettt policl ' '

(s) E^sure t6at the losu-canraged furnilure and finings have beetl r 'vritten off in thc protit

and loss accoullt '

(h) Exarnir.re conrPllance rvit]r discf osure retluirenrents, - . . . .
(a) List of inventory of tools as rvell as details of clate of acquisit ion' copy of invoicc etc

shotrld be obtained.

(b )E ,xaminewhe the r the re i ss t r i c t con t ro l c l ve r i t s i ssuanceands to rage .

(") Method of valuation should be exan-rined to ensure whether it is regularly followed'

(a) If there is change in method of valuation' it should be disclosed in the i inane;ia!

Ca1:itc.\zaJ

( rL." ?) /

statements-

(b) Ensure tlrat the inventory does nol

l ife has alreadY exlrausted'

(c) Ensu11 clndilnce with 
3ccoulting 

princip]es and di1f91:e req:tr:mentl

(a) Examine *h"ttle' i l te entire consideration has been properly paid'

(b) Examine insurance policies taken for vehicles'

(c) Etrsure that all costs relating to acquisit ion has been capitalized'

(d)Examinetheregist rat ioncer t i f icatetoconf inr t theownershipandotherdeta i ls .

( e ) I f a c h a r g e l r a s b e e n c r e a t e d o n t h e m , i t s h o u l d h a v e b e e n d i s c l o s e d i n t h e b a l a n c e
sheet.

(0Ensu re tha t thesehavebeenva luedandd i sc loseda tcos t l essdep rec ia t i o t r '

( g ) I n c a s e o f p u r c h a s e o f s e c o n d h a n c | m o t o r v e l - r i c l e , c o n f i r n r t h e d e t a i l s w . r . t . c o s t a n d

' ownership of same - 
: ' ;: .-  ̂ ;--;;:. ;; .."lr i- ' i .

(a) A patent is an oificial document prouiJing right to investor to nrakc' use or sell hrs

invention.

Study the list of patents owned by client as on balance sheet date'

Verifo the existence and ownership of a patent by examining certif icates or patenl

letters.

inclucle any worn out or defective article' whose

examining the receiPts of
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Examine whether renewal fees have been paid on due dates'

Ascertain that the patent has not been lapsed by carefully

amount paid on renewal including details thereof'

Ensure the compliance with Accounting Standard 26'
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( " )  , ' \  r t r l l 'n ' r ig i i i  p lov ides ihe c.uc ius i rc  icg i i l  r ig l , i  r t r  i i tc  . , r ' r r r , r  tu  l ) r ( l t i r r ! - . ( :  ;  I  ' '  , ' , :  r r , '

some k ind of  l i terary work.

(b)  l t  is  the legal  protect ion provided to orvner  of  t l rc  copyr ight  so that  r r . rprrng i rs"r ,  { l

trv otlre rs aan be prohibitcd.

Tl re arrd i tor  should obta in a schedule of  cop; ' r ights f rom c l ient .

Arrditor should examine agreements and other supporting evidence.

Tl re audi tor  should 
"us, , ,1"  

t l ra t  va luat ion l las bcel l  r tade on a fa i r  and Ie{r : ; ( ) r r .1 l1r

(a) A tradcrnark means a distirrctive sign or brand narnc, so that the c.ttstrin'r", 'r '  rr ' | ' : : '1i,

ident i t i  the product .

(b) Exarnine tlre certif icate of registration,

(c) lf tradernarks are purchasecl, t l ie agreement rvith the seller should tre verif i,, 'o

(d) E,xanrine copy of receipt u'.r.t. renewal payments made'

(e) Ensure tlrat trademarks are shown in the balance sheet at their cost less nl:i] l( ' f iz:lt i i i lr
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(a )

tn" ' * " t :  
_

Goodrvil l  is determined when
profit in sirnilar birsiness.

the business is earning a profit, which ls ah1.i\ ' ' :  ne.s111l

Eramine board authorisation for purchase or rising of goodwill.

Exarnine consistency of method of valuation of goodwill-

Ensure the compliance u,ith generally accepted Accounting principles and '\S J{:

Ensure that there is adequate disclosure of goodwill irr the balance sheet,

;  (a)  Obta in scheduleof  secur i t ies and shares in  hand at  beginningand atenrJ ' . i f  t l l t ' t r " " - 'd

: (b) Obtain schedule of securit ies and shares purchased and sold during the year.

. 
(c) Examine whether the investrnents made by the entity are properly authorised

: (d) ln case, investments are in physical form, inspect the investment certificatc(: '1r' {l!e

' end ofthe accounting Period.

Investments
I

\
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In case, investments are kept in DN{AT form, obtain statement from depositorv

Check if current & long term investments have been properly classifieii

Current investment should be carried at lower of cost or realizable value

lnspect the investment certificates to confirm the title of client.

Inspect t it le deeds for investment in immovable propertics'

Ensure that the rnarket value of investments is in accordance wittr the crrarke{

quotations.

(k) Ensure the compliance with the provision of Accounting Standard i-l f lAl{{} ' 2004

and section 221(l A), (4A) oiThe Companies Act'

h*vl A,h*.\zn-h- f.' fwt
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l l t t : 1 l. Checking oJ
re{tr4:'

(a )  L r i in t ine  the  cx is tence-  accurac- \ '  i1 '1d  lcgor t tab i l i t l  o f  debtor

1 . .  I  n  ' . . ' . ' .

( e )

I- lnsure tvhetlrcr t lrc balances shou,n in tlre lctlger Accotll l ts Ari- '

consistent rl ' i t lr balarrccs as per conlt 'ol l l tc()trl l ts. '

L',xarnine the fbllorving: -

.  Credi t  p t r l icy o l  t l rc  err l i ty .

.  The aging of  debtors.

l lnsure that bad clebts have beetr u'ritten off witlt prtrper

authclrisation.

In case of  c la inrs rnade against  insurance cor i lpat t ies.  f t t i l r r r r ls

etc. .  the at td i tor  shotr ld  exatn inc t l rc  correspont lcnce t "

ascertain r.l,hetlrer t lre cIairns has been acknolr' ledged as debts.

(a) l le should directl l, colnrnunicatiorr u,it lr clebtors to ascertaln

rvhether the balatrces are genuine arld unclisputed'

Method of requestit.rg confinnation and the selection

debtors are to be deterrnined by the auditor usinu

prof-essional i r-rd ge tt te nt.

The form of requestirlg confirmation ma)' be either:

-
J . Analyticol review

pr0cedures

i-\tl

l .  POSITIVE FORM: Reply whether  l te  agrees or  not  rv i t l r  
r  i . .

t h e b a l a n c e s h o r v t r o r f i l l u p r e q u i r e c l i n f b r m a t i o n ' 1 4 t r r ' l | . t ' ' " 1

I I N E C A T I V E F O R M : R e p l v o r r l y i f h e d i s a g r e e s r v i t h t h e
balance s l rown.  Rl \ ) l  

'6 ; rh1 
i ' r  i  ' r ' ; '  :1  l r i 'J r '  i  '  t "  ; ' I  1

\ J  J  \

, (Note: Srudents may mention points from AAS 30)

, Auditor should make comparlson ol :

, (a) current year's agirrg schedule rvith tltat oi 't lre previous year'

( b ) s i gn i f i can t ra t i os re |a t i ng todeb to rs rv i t l r t hes tanda rds .

, (g) actual closing balances of debtors lvith the corresponding

budgeted figure.

, (d) closing balatrce of debtors with the corresponding figures ol'

: the Previous Year.

(e) current year debtor balances and the

budgeted figures w-r.t. same'

4. Disclosure
of the Companies Act'

(; i i"*dil *" 
""i i i"t 

in i"Jg"t of the client with entries in cash bociU bank statemenl'

, (b) Examine fixed deposit receipts and bank advices for verif ication of f ixed deposits

: made.

, (c) cash in transit shoulcl be verif ied rvith reference to their subsequent credit in bank

, account.
: (d) Examine the bank reconcil iation statement to ascertain the differences.

. (e )Examine the to ta |numbero fbankaccoun tsma in ta inedby thee r r t i t y .

(0 Obtain balance confirma'tion from bank

(  t ' )

2. Direct
confirmatiotr

from rlebtors

( d )

( c )

( h )

( c )

o i
h i s

current year sales rvit lr

gi',i it." tl.,e compiio,rce with the provisions

1 9 5 6  a n d  A S  1 8 .
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q5_ , Aucl i t ing (t i tLl  ,1.\sl t . i i l tL( i . . ' 3 : : ,4 r .  i

I  lc  s i rot r lc l  r )arr . r ,cr r r l  r rhvs i i ' : r l  ' . ,1 'p j f l r ' : r f  ior l  , r l 'c ; r . i r  i r r  l r ; r , . r l  1 t  th t  yr ;a i  c , . r . l
I lc  s l rorr lc l  a lso carrv out  sr r rpr ise c l rcck orr  casl r  ar iv  t inre t l r r r ing t l rc  _rvu1
[ ' -xarn ine a l l  i terns of  ca-sh baluncc c. r l .  l r lu in cusl r .  pct l r ,cash,  i rnprcst  bui ; r r : ; r , r .  , . . , , . i i  r i , i
c t t lJr l r . rvecs etc.  s i r t t t t l ta t reot ts l - r ' .  l l r is  is  requi rcr l  to  r r r lc  out  thc possib i l r r r  t i ra t  t lc
shortaqc in otte balattce is rnacle good bv transfer o{' lrnrorrnt f iorn ...,thcr-s.
[ : r tsLrre c i isc losure o1 'cash i r r  thc f lnancia l  s tatcrncrr ts  as per  recogniz,ec i  pr ; rc l rc_r : !  ] r r r i

Invcn tories

{,.

r c l c r  r r r r l  s t l t u t ( ) r )  r eq r r i r cn rc r r l s .
(c)  I l r rsr r re t l ra t  tcnrporary advanccs l rc  not  inc ludct i  i r r  cash- in-harrc l .
(0 I f  l l t ts tage at tc l  rerenuc st i ln l Is  cx is ts  i r r  a  srr l t : t tant iu l  r runrber ,  t l re l ,  shc, l i r i  l t r ,  . i t i r i i . .

se l )arate ly  and not  i r rc lut lec l  in  casl i - in- l rat r i l -
(g)  A cash st tmlnery should t . re prcpared c,n t l re  ver i f icat ion date rvhic l t  s l roLr l , : l  l : r .1  q lq1,c, ! ; , t

both cashier  & audi tor  arrd au<l i tor  s l torr ld  kccp orre cop_r, .

( ; )  i i  ; , ; ; "s  tangib ie lssc- ts  t l ra t  a lc  hc lc l  t i r r  sa le ( ) r  use in  t i re  prot lucr iorr  , r f  J{ r r ' i j \  r r r r l
scrv ices.  lnve ntor t '  inc l t rdes:

( a )

(b )
(c )

t
I

!

t
|l

t
|r
l!

t
tr
I

!

l!

!

C

|t
t
t
I

I

I

( d )

I  t  
'  f izrrvntater ials

,t , 
. Work-in-l)rogress

A\rrr,j b mtr rit$c.-it", : 
I'inislred goods

u ot cff'-ii (b) ;",:';:il::Xi":#ff:Tl[:- move,r]e,,r ancr e,sure rrrar trre .:zirrre ir;rs hcen
f  t ,  r ,  i ^?  \  , \  9 . i  {  ope ra t i nge f fec t i ve l y th rougho t r t t hepc r i od -

U i (c) E,xalnine various stock recorcls l ike receiving reports, inspection rep()rts" nratcla! issue
S 

' /  notes etc.

A { p , (d) Attend & observe ph1'sical count of invcnton' conciucteri br, the nranas.enrent
(e) E,nqrrire about charges on irrventory.

$ (f) Ensurc that a proper cut-off proceclure has beerr lbllorved.

r lg,l\L-I, ' t a\_tt,r ' i  
(g) Pcr|orrrl Arta|y't ical Revielv Procedure.

r | 
-- 

, (h) E,nsure the compliance rvit lr Accounting Standard 2.
-  \ j . J

,1ri,,."lo-rir,, *!, r\ 5 ," l:iJ,x:ilJ'"].o:},""fi:::i:";:":::1,ilffi#:::lli#,':""f*:::.il"1* tiia'tciai

Stock Iying *itft ' i"i OUr"i" M-BLls regards to rcasons of stock 11,ing rvith tlrirJ p;nies

lhir6 party ,  (b) SLrch stock can lye with agents in usual course of business.

L, t\)pL (c) Obtain direct c.onfirrration frorn third parties rcgarcling existence and corrdition of stor:k
U ,  in t l te ir  possession.

} ) r l .  r l  (n ' r th r l r? r l to r t  (d )  [ ]e  cancrosscheck t l resubsequent recc ip to f  s r rchs tocka l ie rba lances l ree tc ta te -

\t ' l 
. .. (e) Irr case, such goods are senri llnished, he slroulcl confirrn stage of cornpletion of goods

5toq. q! (-lmflflott 
. to ascertain thcir valuation.

l ( .  v -  .  L,  (0 Obtain evidences as per AAS-3,1.') I\Lr0/\|\
Bi l ls  Rcceivable ,  (a)  Exanr ine opening balance of  [ r i l ls  recc ivable u ' . r . t .  last  year 's  aut l i ted balarr , . :e  shcet .

^  \ t  (b)  In  case of  b i l ls  rvh ich have been rnatured brr t  the amount  in  respect  t l rcrc o l  har .  not

; '{ l.t_",..g_\ been received, ensure that these have hcen rcncrved subsequentl-v.

, 0\.) f,rrlorrtt (c) Exanrine rcasons for arty lorrg ouistanding or overdrte bil ls and eltqr-rire tlte relsl.ns
\ r.-t ior"'etttpr cv t Ltr'q 

. tol 3iil,ll.onn.*ution certificate from rhe bankers for bius herd by rherrr for coltecrion.
* '  

11f,  L . t '  .  l - . -a-.  (e) Examinetharadequate provision hasbeen rnaclc fordishonoured bi l ls"
- i  C(cLhJ. iLt 'U \ ln l t  

l ' t^)K-i ;  
o-"* ' ""rharrhese lrave becn properiy shorvrr i r r  t t rc RalanceSheer.

i r r " , zYx  v  r

I

-> lt , . . i

-rrii-; ' it

\-

l.rq t lt
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l t | - e l l , - r ; , ,  
I  ,  : r ' f t { ]S

J
I n.-Llu> 1 . r\C' u'

t -
, \ f .

1 'a lc . .@{ /c l i
r . , i l

1) l ( ,1 .  141t+1,

r ' i i  l ? . r ,  
'

po l i e i ' " ' /
l ir- lt iulr i l ie i l t

f ! , ' u l r : " . r  ;

_ ]':j i|i,.:,tlo,:

( l )  l r re l la id cxpelses are atsscts r ( i ) re)ent i r ' rg  expr . : r id i ture a l readY i t rc t t r rc t l .  s , , t r te  por t i ( ln  t t r

*  l r . - , lc  . , i  r " i i io i r  ic i i , i t :s  iL)  a l rcr  , , r . i  s , , i - rsct luct t r  t t t  t i te  t ia te t t f  t i te  i ;a iance 5heet

(b)  I t repaic l  expenses are c l isc losccl  r rnder  t l re  head' l - r tans arr t l  Advancels '  i r l  the l rssct  s idt

o1 ' the Balance Sheet .

(c)  1 ' t rc-  audi tor  should ensr l re t l re  pro i ;e l  ca lculat io t r  a t td accot tnt ing of  prcpaid erpc l ises.

, (cl) [-.xanrirte rvlrether all prcpaicl cxpcllses have been takerr into accotlt]t.

l (a ;  I r r , i lo t t , rnent  pol ic ies or  Sink inq.  fund pol ic ies rnay be taken f i r r  purposcs l ikc

ret lcntpt ign of  debcnturcs etc.  * ' l rere a lu tno sul l l  anrout t l  is  reqtr i red at  a cer la in f i r t t t r t -

clate .

T'lrese are generally considered as QgL 
lixg! :\aets.

Irrspcct the polic) to ascertaitr t lre ptrrpose for which it lras beerr takcrl.

Dcternr ine the arnout t t  o1-prer t t i t r rn payable and the due date for  paynle l t .

E,1sgre that  va lue of  t l re  pol icy ' l ras been pr6perty  d isc losed in the I r i r rancia l  Statenients.

(b)

( c )

(d)

(e )

?"1
' i  CATION OF LIABILITIES

l:oat!!:: : Llltl
l { , i . - r
n--.--

| i 1c  n i r loA
s

ic.r,tr ) ; gr- tr 01.,fcwlrt
u u l

. \ J
1

[tt"r1U,>u '
I

i U.O-vl. t-Ll t,+)Xl
'  

, 1

,  { ' ^  , ,
J , . 1  U l > '

I  r . 1 ; ] ,  (  r c r i l i f t l r s
i
v

'\\qr'-w +, L.)\'
l v

\ v
1i \1,)f \\e) \ L/.9,4i_

r  
-  

{ J
\ v

l ,  r ' \  l r -  i  cLul
I
v{/

r\,. rt Lo"> r1tc"r i,1.5 c{-o ti

(b)

(c )

(d)

(")

f"i E.^*i,rl irrl r"ron 
"t 

a non i" lr-l"J. trrretlier the cornpany is authoriseci to borro'"v
t lre motrey.

Examine the resoltlt ions by sltareholders for excess borrowings'

Obtain a cefi if icate from tlre bank regarding securit ies deposited rvith the bank iri

case ofsecured loans.

Exarnine whether tlrese have uti l ised for specified purpose only'

If the loan is secured by a charge on the asset of the company, exarnine the

particulars ofthe assets charged.

Obtairr contjrrnations fronr lender w.r.t- loans and borrowing:; outstatrding and

interest payable on thetl.

l lnsure the compliance with legal requirements for disclosure.

Study rhe schedule of creditors and exarnine it with individual creditor's accounts-

Tlre purchase ledger should be examined rvith tlre invoices etc.

Provisions for cliscoLrnt orr creditors should be exarnined carefully.

Exanrirte conrpliarrcc rvith conditions of agreelxents in case of goods purchased on

hire purchase basis .

({)

(g)

(a)

(b)

(c)

( d )

(e) Exarnine goods inrvarcl book to check that all the goods received near the balance

slreet date have been duly accounted for'

(f) Ascertain conrpliancc *,ith recognized accounting principies and relevant statutory

requirements-$
' \ l (L

\,}
D\r crt i ." , l i r  rr lohbyl

\i

(g) Obtain MRL if few accourrts

(fr) Obtlin colfirnlatiorrs of the

have remained unpaid for a long time.

amount due. directly lrorn the creditors.
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Oon t ingen l
L iat r i l i t ics

{
r! \r-L
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v

l.ar.ry,t,t

A5
\t

I l:'''-f 11,1,u

Bi l ls  Payable
{

cu Lr
I

- r r

- \ ' r '  \

A;;,,;l Jr" t"
subsid iary
companies
t40 / l '

\t'a,t 
Knl.o

rl' T t ,  
- . .  u  (  e , 1 r l  i t l  o i t  :' ,|,

-"ls
Outstanding
Expenses

1

l,'.f
{

r'\ i i'
{  \ .

Ptt* 1'4cur'6'lul
Iv

Du." rv1u. lo" q f1'r:' ! cr,6.
1 . /

(b )

(,-, )

( d )

(d)

i  (e)

( r t )  l t  n t e l i r r s  r . h l 1 g l q 1 i q 1 1  r . i l . r l i i , r ' .  t ,
l t ) l l i  ( - ' r  n r i r \  no t  a r i :e  in  f i i t i r r t

( . ) b t , i r r  \ l [ { 1 .  co r r t a i n i r rg  a  s t r i l e rnc l r t  ( ) f  c .n t i r r gcn t  i i a i , i l i t i es .

I {eVier l ' l is t  o t -Pcncl i r tg  lcr :a l  c ; rses arr t l  d isct rss u i th rnana_r lcment  arrd lur . , - r r r

l l r rs t r rc  t l ra t  c0r t t ingerr t  l iabr l i t ies c io r ro l  i r rc lude such i tenr  t rn w.h ic l l  i l rcrc
prc lbabi l i t r  o f  loss.  as t l r t :se should he s l ro, , i , ,n  r r r rc icr .c t , r r f l r r r red l iab i l i t ics

;  ( e )  Exan r i r r c  t hc  con rp l i a r r ce  * , i i h  Acco i r r r r i ns  S t r rn t l : r r . d  "9 .
.  ( l )  Ascer ta in ' , lhet l rer  cct t t t in t tent  l iab i l i t ic -s  har , :  t ,ecrr  sho*n as a loot  i l r )1r . .  !o  r l l r

balance s l rcet ,  conta i r r i r rg l l rc  gerreni i  r ratur-e ar i r i  . r r r rorr r r t  9 t 'eacI  cr rnt i r rzcrr t  l i . rb i i i f . , ,
'  ( a )  Ob ta i r r  a  sc l r cdL r l e  o t ' b i l l s  c r l n ta in ing  t l e ta i l s  o f ' t e r rns .  cond i t i o r r s  s r rd ; r rn1 ,u r r r

(b)  I {ev iew the inrernal  c .nrro l  proce,durcs lbr  acccptancc of 'b i l ls ,
:
,  (c)  Obta i r r  conf i rntat ion l io t r t  drarvcrs ot 'b i l ls  pal ,ablc  reuarc l i r rg anrounts c luc l l re ler t : r i

, (d)  Rer;onci le  the tota l  o f 'b i l ls  pay 'able ourstandinq at  the encl  of - the vear  i .v i r i r  r l l , -'  ba larrce in  b i l ls  pavable account .

'  (e)  I -xarn ine pavtnents ntac le on rnatr r r i tv  of  b i l l  or  ear l ier  and conl l rnr  that  l l r r  re lev: rnr
,  b i l ls  have been cancel lecJ.

. (D Exarnine appropriateness artd disclosure of the clrarge, if any, created 01 apj- rsset
,  for  the payment  of  b i l ls .

, (a) Examine rvhether the subsidiary contpany is ar_rthorised b), its MOA to aclvallee iorn

,  
,o  the hol< l ing company.

; 1U; Verity the interest rate at rvhich loan has been obtained.

, (c) Exanrine the tclns arrd conclit iolts \\,.r.t. satne.
:
. (d) Verif '  the balarrce sheet of subsidiar.r companv to exar.nine whether lonir is rlulr

reflected in its balance Sheet.

Examine cornpl iance of  AS-18.

Obtain a l ist of outstanding expenses as on the Balance Sheet date.
oI expense.

Perform Analytical Review Procedures. For example-cornpare currenl l,ear,s
outstanding expenses with that of last year to identif, significant variations-

Ettsure that all usual outstanding expenses Iikc salaries. wages, rent etc l]ave heen
provided.

Verily the docurnerrtary evidence supporling the outstanding expenses_

Ensure that the outstariding expenses have been shorvn as Current l-rabii if ie,:; irr
Balance Sheet.

Examine whether expenses l ike wages, interest etc. for which arnount carr be
ascertained, have been accounted at appropriate amount. For others, check u,hether-
provision has been rnade witlr reasonable accuracv.

['
,  ' . , t ]  , i  ) l  y.r t t  01.)' | )  .J,

f  ! t& ' r1 t  '  t in
. / l!

C

t
C
!

I

I (e)

, ( a )

i

, (u)
:
:
.  ( c )

nalure

(o
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Sonre Accounting C oncrprr

8.1 DIFFI'REN(.8 t}E]-\,VE,EN CAPITAL AND REVtrNUE EXI'I iNDITUil;

I}ASIS

lVleaning

t 'r\ l ' lTAL I,lX P END ITt i RII

I t  rncans cxpendi ture incrr r red for
l rcqrr i r i r rg assets inc luc i i r rg
i r rc identa l  e\pel lses.

lnsta l la t ion charges incurrcd rv . r . t .
, rnachinery. )vlo i I r
i -  - - -  -  - . '

It ircreascs thc revenue eanring
capaci ry  of  the business.

Arnount of capital expenditure is
debited to Asset account and shown
in Balance Sheet alter charging
depreciation.

. IIEVIINTIE I'XPENDITIINE

It rnearrs expenciiture inctrrr-eci Io carr), on ()peraltclrr
of  an ent i ty  dur ing an acccturr t i r rg per ioc i .

Salary lt l  staf'f , trar cll ing expenses, rcgular
, nraintenance charges rv.r.t. machinery.' - :..
: It_helps in maintoittirr6 tlre revenue earnrlg \alri1{.rity
,  o fbus iness "

i

, ii ii J"uit"d to .espeitiue 'ro,ninat ;"";;;t arrc{ riiratty
shown in P & L account. Horvever, deferrc<i revetlue

, expenditure is written off over a period of trme

I

I
€

I
I

t
I
t
t
I

t
€

C

c
t
t
t
I

I

I

I

I ranrp lc

Bffect on earning
Capacity of Entilv

Accounting
'f 

retment

8.2 DEPRECIATIC''N

rUe_a{nq- AS 6
It arises due to

Diir.;;;;;
between
Depreciation
and f luctuation
in value

Measure of wearing out, consumption;; f;;r olvaluc of a ctepreciable asset

-  i  Usc;

.,' i 
- 
Etfluxion of tirne; or

{.1 ,Q!solescence. 5'l ge: r !.r,.,\ r. ,. r-,,

Thiis, it is rrecessarytto provide for'depreciation on assets even when they are not in 1se
because depreciation may arise due to effluxion (passage) of tinre arso.

Basis Depreciation Fluctuat ion

Mean ing Reduct ion in  value of  an asser Increase /decrease in value ofan asset

Asset  in
question

Fixed asset Current assel

Reason Due to intenral causes l ike wear
and tear , LLr. , tf"1 tr"t* 'o'r tc;\mr

Due to external causes l ike market
rates

Nature P.ermanen.t Temporary

Treatment It should be provided t can be ignored

Eaming
capaciry...

It afTects the earning capacity of
the Assets

ffi---l
capaclty of the Assets I
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' Adherenca t0
nrclching {:oncepl

Keeping the copitol
invesled in Jixed

: oJs€Lr intact "
, Contpliance witlt

Stotutor)'
. requirentents
: - '
,:. Presenting u true

tndfoir view of the
: os.reff of ntr entit_y

"jr: :i t c,4 t c' rt ur t ! itt{ (. t t r11:g yI1:; 9 l
' l 'he 

co-st cri 'us,.: oi ' i lrt:r l r:;si:t r ' lrrrirrq, a irnart,,: i :. l l  ;rrrrr (:. lcprr:,-. i-ri-.;:,r 11-
chalgcd i l i i i . l  :r,,tr i i : irrtr,: ir ir i l t irro l e ar's rcvenue, resuitin!,. ir i irr:t i i : ir i lr. l
of e.x;lcnst i l i i t i  rc', 'cnirc.

Si r rk i r rg l i rnc l  is  r rsr . r r r l i i 'c reatec to reta in the arntrunl  of  c le:prcc i r r i rc , r r
c l ia lgcc l  i r r  thc P& i . , rccouni .

[ )cprecia i ion : ,1 ' icu ld te prov i t lcd orr  t ]xecJ asscts et  speci r ie t r  r i i tcs as
per thc rccpr i re nterr is  of ' th i :  ( iornparr ies Act ,  1956.

Cosr  o i  l l : :c t l  h : : . i :  t ic , - ' ic i lscs r l r rc  t t r  t rsc,  c f ' f lus io l t  t l f  t i r lc  i i r
o[isoicsct'uce. 

. l ' ire 
:inior,i l ]t irf r je preciatiorr is reduccd 1l-oirr thc

historical cost of t i 're assct, 
-]-htrs. 

t lrc i lssets are recorderl at a trtre arrci
fa i r  va l t ic  i r r  t l - .c  balancc shcct .

1t | , "  o , r . t . ru ' , t  o f  c lcpreciat io t t  is  ch, t rgt r l  i r r  i l ic  l f t i .  i : :courr t  t l f  the l . . r ' , t rn t ing )"ar .

: -  Stru igt r t  L i r re Mcrhod (St- t \1)
. Written Down Value (WDV) N,lethorl.

ihe nrerhod of  p iouid i r tg  fot  depreci r t ior r  s l roul<J bc consisterr t ly  appl iec l  .  I I r r , , r ,erer .  i is  J l t . r
,A5 -6 ,achange in thc rne thodo fp rov id in l rdep rec ia t i onu 'ou ldbe rnade i f new, r t re thoc l :

) E is required by statutc, or

is  requi rcd for  cornpl iance rv i l i r  x11 scsgsrr t ing s landard:  or  ,  \

results 
i_n 

a 
ftter 

preparalit, 'n or presentation of the financial staternents:

The historical cost or other amorrnt substituted for historical cost of each class of
depreciable assets i .

Total depreciation for the period fbr eacir clsss of assets; and. i- l i  : ' t- i i({! l i0r}

Tlre related accurnulirtecl depreciation 
Ltl I t lc(urrw'lg"ttc

Lr',,,,. Tl ,, .i, i 'l't\

, Basis for providing : Depreciation is to be calcuiated at the rate specified in Schedule XIV;

: depreciation 
, or

: 
, 

Depreciatiorr should be arrived at by dividing ninety-five per cent of

. , the original cost of the depreciable asset by the "specified period" in

:  I  
rcspect  o{-srrch asset .

', Depreciation on low ' . Assets costing upto [ts. 5,000 shall be depreciated at thc ratc of.
', vnlue iten6 , 1007n.

: : . If the aggregate cost of individual iterns of plant and rnachinery',

: . costirrg Jpto Rs. 5,000, constitutes more than l0o% of the total
: :. cost of plant and machincry, depreciation r.vil l  be provided on

. , such items at the rate mentioned in the Schedule.
t ' . -

Rstes higher thon , 
'

, lhe rqles specified in . .
: the schedulc .

ih; t;;; $""in.a in Sclreclule XIV are minimurn rates.

l f..l

, 1 {

r  r - $ f l

, '; i.; *krr'
t ;  i ; { i n

; r i l t \  t l l

r t : { l

.  ;  ; i r  " r  tuF"1 ;

. ' r '  I  r '  ' '1-B(} f i tS

,  
' ' t ; , ; t l l i i a l

;  . , .  I ' q l t S

- J r

, , "

: !

I

a

... i .; tr I t ' t:fnents

i  !  n i l ies Act ,
r i  ' . . f . t "

I  ) t 'prec iat ion

l fhigher rates ofdepreciation are chargeri, such rates should be

disclosed properly in annual accounts.
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lroi isicn for
dcpraciation bcfnre
t le <' ! a r i n g rt i,- i tl c n d

Dilferent nrethods 0J : .

rlcprLt'iulirtrt frtr
li.fJt'rent os.l('r.r r
F  r t  r l  ' j , ' ' , . t  I  I r

/  . . t ' t  . t , ,  l l . l l . , , ' o d[ - r ] '  ; '  r  tr  r . , l l4 \  r- \  I  t \ . ' -

J

I t  i . r  r r rarr , ia t . , i  \  t r )  i i iL lv ide i t , r  c icJ l rcc iat io t r  ior  t i re  currer t r  rc  r r
as r . , 'e  l l  as f r ' r ' l r rcars c idepreciat iorr  befbre declar ing d iv i r l i : r i r i .c
out  of  cr r r lcnt  prof i ts .

Horvever. CG lras the power to allorv an)'conpany to declare
dividends for any l lnancial veal out of the profits tbr that year
rvithout provii l ing for depreciation at all or at a rate lower tlrarr
prescr ibed rates.

A conrpnriv rnay adopt cii i iercrrt rnethods of depreciation fi-.r
d i l fer 'ent  asscls  prov ided the s ls tern is  fo l lorved consistent ly '

For exanrple, SLIvI rrtay be used {br depreciating furnitr.rre arri-i
f ixturcs and Wl)V ma), be ,.rsed for depreciating buildirres. buJ
. : l 1 u  A , , i r . i " r  

. - l ' t !  t t  l c l l r ,  i  t  i "  t v " 1 1 ' t r " t q r 4 i l o
\ t /
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I

I

L,1 i){F:tTERIINCE BIITWEEN PR.OUSION AND RESERVE

Basis

l\4eaning- ;\s per tlre
( 'ompanies hct '  1956

i)rc'v rdcs l. i,r

Nature

Provisron

I t  i nc ludes  an  an lo r rn l -

I . rvritten off; or

2. retained by way of providing for

depreciation or reduction in the
value ofassets; or

] " retained by rvay of providing for

any knorvn l iabil i t l '

K l r o r vn  l i ab i l i t i es  and  an t i c i pa t cd  l osses

: It includes amount i. the busine55 irhrc:h

cannot  be c lass i f ied as provis ions

I;;;;;;" i" 
""pit^i 

ernploye,J

Charge against profits : A.n appropriation of profits '
'
, |',lot required in absence of profitsNo profits in a year Required even in absence of profits, i.e..

compulsorily to be made

(

8.4 DTFFERENCE BETWEEN GENERAL AND SPECIFIC RESERVE

General reserve Specific reserve

Purpose For strengthening the financial position of For providing for a specific

! ) ' " ; r 1 , i 1 p 1 1 1 - 1 f

'  the-company and making funds available

: .f:l-lll fl
. f oiJ"J".i"g airia"ndr, it 's creation is , Sometinres, creation of specific reserve is

: mandatory under the Companies : mandatory for the limiteri companies' (Eg

, (-fransfer-of Profits to Reserves) Rule' , Dep-91tury l9q9l11p,tlgnle:erve)' 7l 
'r r

t9'75.

It can be used for many general purposes
(Eg: declaration of dividend, purchase of

fixed asset).

*it-."n 
u" 

"i"J ".ry 
itittt. purpose it was initrally

: made such as debenture redemption reserye-

!--



ChaPter t!

d;t;;tA;oit-r

l .  < j .a t in .at iorrs  
(a)  . \  char tcrcc l  ac! ( runt ln t  hoid i r rg a ccr t i { lcatc of  pract ice ' t  (  A

(1.)  A hol r lcr  ot 'ccrr i { lcutc in 'Par t  R '  State e-r r t i t l inghin l  to  act  i ts ; r l l  a t rd i t t i r

2 .  Disqual i f ic : r t ions ?a)  A body c() rp( t ra ie '  1

^ l,, f ( c ' (b) An office r or entplclyee of the cotnpartl '  '

L  \  ' '  
l " r :  , ,  t \ t t t  

i u  ( c )  Ape rso ' r vhs i sapa r tne ro fano f l l ce ro ren tp lo l ' eeo f  t hecon lpa r l )  '

\ - r  l \ ' ^ r ,  , , , .  
- \ t  ' ' , : . t ,  

( d )  Ape rso r t r v ' o  i sa 'e rnp loyeeo f  anYo f l l c c r c l remp loyeeo f  t hecon rpany '

L) 
/ it l t 

1' 
' :^ 

,., r i, (e) A person rvhc-r is indebted to the cornpan)i or rvho has given any guarantee "'rf any

l'- t, . l ' . \ '  
l \_ 

I . third person to tl.re cornpany, if the anrount of debt or gtarantce exceeds Rs' 1.000' r
L - )  . i : '  , . -  

- '  
,  \ \ . ,

.  t I  l t l  ) . " i '

) | !,:,,Y *r,, ,i'-,, ,1 ,' I.i::) lrffi":x': :l ""Jlil,:: l;'J;l$:;:"::ri,1,ff'il'i'li.lir'""1iill,i'l';
" . ' , ,  - ,  r ^  "  t  1 \ ' i  : \  . '  "  \ " u L s i d i a r y  o f t h a t c o m p a n y ' s h o l d i n g c o m p a n y '

3,l . , : ] ; r , , . ' .* i } . i . rn.. : i r ," f ; ; ; t tuu.ot": t- , i ; ; i l ; " i . ; f ; ,pp' i" i*""t

4.' Er?;ni;;-- 
-' , r"r rr;*: nn,*:*:,::,t.J"-::h:j{'I1:"H,il',,:":r;,"1'J:,ff;*,: t:

: office of auditor heltl by him. It is inrmaterial that the crcdit period allowed to the

i  
-^- . . . -  

-  t t^ . , .^) ,^  ^ t r  r r . -^ , , . rn '1, - rq in  the ord inan'course Of  busrness.
: auditor is allowec| to a|l i lre custolners irr the ordinary course of bu:.

' r u) [:l- i:f i:j,TI "J: f;;,:::i :' : "'''ilT ;:'Jl i J t"i[::'ffi l i] hl"JJ#:i: il;
. t h e r e f o r c , h e s h a l l n o t v a c a t e t h c o | l l c e o f a u d i t o r h e l d b y h i n r .

9"1 QUALIFICAI ' l ( )NS ANDt)ISQ{ tALiFicATIONS OF AUDITORS (Sec.226)

CNTTTNC ON NUMBER OF AUDITS [Sec.22a(rB)]

t

t

l
t
C
I
t
t
;

F
t

t
C
C
C
t
t
C
t
rt

I

t

9.2

l. What is the
ceiling?

in ,ort the uuclitor is an intlivitluol

In the case of a firnt of auditors

ivttiri,,,y pflrtner of the firnt is also

a portner of onY other firm of

ouditors

Where sn! Partner of afirm of

autlitors is slso practicing in his

individual ctPocitY

' fhe 
cc i l ing is 'speci f ied number '  . - t '

, 
- l-he 

ceil ing is 'specified number' fbr every

na[ne1!rt!i,!T:--
ftl" i"iting is 'specifiecl number' for such persor.l

in all the firms taken together'

1'he cei l ing is 'sPeci f iec l

in tlre PartnershiP firr;r

capacity taken together-

number' for such Person
and in his individual

t;

t

' 1 ^ r l  l ' r ( i  l ' t i



? \ !

l l

-- 
:- 

-----j4l::l*|1''n..'---- -
'Spec i l ied  t tun ib ' : r '  I l l e  ans  -

'  nOt mtlre t t t i t tr  ' ( l  conlPanlcs

. -  o l ' r vh ich  no t  n r ( ) l  r  than l0  sh t ,u l t l  be  cornp l r r r ies  l ra r  i r rg  a  pa i t l  t lp  c r1 . ; i t l r l  t l f  i { .  25

lakhs  ( ) r  l l l o re .

*xclueled
\

l \

Fol lou ' ing at rd i ts  s t ra l l  r lo l  bc inc l r ldecl

(a) Audit of a privalc crollrparl) '.

(b) An atrclit ol a gttl lratttee c()l l lpi lt lY

w' l i i Ic  cornput ing 's1- ,cc i f iec l  t r t i inbcr

?v \
haYir rs .  r ro s l iare cal l i ta l .  Gr l t  + r ; l ' . t  t

corporat ions.  i .
... --- l

r i

l./r * XEt,i:[qtm

: i , ; l t l l l t - t ' 0 f

:n t 1{}frtsl

fi\

r:.\ (c) An auclit ol-a forcign co,t,p"nv. 
ry

(d) Arr irttcrnal auclit. i

(e)  Audi t  o f  cooperat ivc socic t ies.  t rusts ant l

(D Tax at rc l i ts  uncler  l t rconre 
' fax 

Act '  l96 l  '

(g)  Specia l  audi t  and invest igat io t rs '  - ,  r '

( h )  A  b rane  l r  a t rd i t 1 f - i s ' ;  V

f 'o f  io t " ing 
" , ,d i r ,  

shal l  be inc l r - rded rv l t i le  corr r i ru t i r rg 'speci t ie 'J  r t t t t t t t rer ' :

(a)  A jo int  audi t

(b) An audit of a cornpany licenscd 
u/s 25,

An auditor can accept a tnaximum of 30 atrdits including the audits of private conrpanies

(Notifcatiort issuecl bY ICAI).

Non-obsen,ance of this ceil ing rvould arnount to professional nrisconduct.

Certificate given by whonr? , ]it9 audllo,r

' ]

\ , r ' t r

+

r  i i i - le 'a{c by

* , t ! i { n r le4ili9ltte c!!"1'!o
i;; d; t ;i'9 rt'tr' o1"' Bef91e {? 1pp9i1rll'-:ll-t. of audilor

Requirements of certifiiil; 
'-fh; ;;ii;;;;" shall state that the appoiirtrneni of audiror', if

' 1 rnade. rvill be ivit6in the ceiling oll rrui-rii,c' r:'f .rttdils a"

, specificd uls 224( I B)'

.-"* [Sec' 224 (s)i
q.3 fITITST AUDI'TOR.S

t \ l l ' . l $ t i l € I  U r  
i ,  _ _  . , _ . , - -  r  - '  -  

- -  
-

appointment , lme 
ljmitfor rrppoinlmte'rtrt by ' Iyihin I ntonth of registration of the conrpany

: Board
t,"i;iiii;; 

;j ni,r;r,t to iiiii,i,ti 
:.' npfoi'..t*"nt shall be r'ade bv ttre t'beii's in GM'

, Thefirst iudirors nittii'" I 

" 

' The appointrnent requires an tlrditrary resolution'

I monll, - Consequences '' 
i;;;l;;;r;ing-tt,rilit 

: 
ili" ;r,iy rnethod of appointnre't of first auditors is as';;;;';;;;;,t -'' "' 
i:1,1"il:i:.'::"ir'J"t;'.1"T?J";;[;:i'ilil;;

i rdum or articles of association': ; the nrenrorandum or artlcles ult:l
: .- ---- - . -. - -;---

- ce - i rt 
" 

irirt 
""Jii;; 

shall hoiJ hir ;4fi;" until the conclusion of the first AGM'

-;;;;;i- 
- - 

: 
;: tn;;; i; ;;;6i;";;"s;Jl"[ inti'"otion or appointment to the nrst auditors bv

the comPanY'
appointrnent 

; - ;i l;i;:;rst auditors are not required to inform the registrar as to whether they

-  ' \ r ' l
t {

l

. ' i
- -  t r ' ) 

' ' ;h
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O . l Sitl I lS[(}1] t- i \ '1 .! ' t lDITORS (Sec 224)

l .  A.ppointntcnf  : r l
air AGN!

, ' t  I

' l lertt trc of ol{ icc

Not ice of
: rppointment

I

I

C

s
C
I
t
C
J

G
F

t
C
C
C
t
t
C
|r
t
I

I

E

a

3.

iYitture of nteeting i\t evcry ACNl. t lre arrdilors are appointed or rcappointed by the

conlpany.

Ntrt urt of'
r(s()Iution

() rd inarv resolut ion

. \ ' r r t r t r (  t1 i  hr ts i t t t 's .s  (  ) r t l i t i l r r )  b t rs i t icss

l lr,-- aucii it irs hold otl lce l iorn the conclusion of thc meeting in rvhich they are appointed

tcr  thc concl t rs ion of  thc ncxt  AGNI.

Notit 'e !;v the . The coll lpan)' shall give notice of appointment or

('1'ntpuii l:. reappointment to tlrc atrditor'

. '  
' i  '  '  1'r '  . Such noticc shall bc given u'i l lr irt 7 clays ol the appointment Qr

reappolnt l l lent .

Notice bt nuditor
\ :!  t i  I

t "

-  \ . r . . , , .

fn"  ouAi tor .  shal l  g ive not ice to the regis t iar

Srrch notice shatl bs given rl l/ lzirr 30 days of rcceipt of notice of.

appointment or reappointtnetlt frotn the company.

i . -I'he 
notice shall state as to whether he has accepted or refuscd

\ the appointnrenr.

9.s REAPPOINTMENT OF RETIRING AUDITOR lSec- 224(2)l

- - l

l .  Reappoint lnent
ol retiring
auditor

)

r t  ) .

r"\ r- \

Exceptions
I  r \  

' .

\ ' ;  
i  "  t ;  '

\  . .
' .  ' \ ^ , r  ' ,

l : r  
'  \ . \

. f \

ACI'I tot held
within time -

Whether auditor
vacates his
office?

Ai an AGNI,

tlre retiring atrditor, by whatsoever authority ctppointed,

- shall retire and l-re shall be reappointed'

1 'hc ret i r ing audi tor  s l ra l l  not  be reappointec l  in  the fo l lowing cases:

(a) Where he is not qualif ied or is disqualif ied for reappointment-

(b) where he has expressed his unrvil l ingtress in rvrit ing to be reappointed.

(c) Where a resolution has been passecl at t lte AGM appointing sonlebody instead of

h i rno rp ro r , i d i ngexp ress | y t l r a theshz r l I no lbe reappo in ted .

I

Where notice has been given of an intertcled resolution to appoint solne person in the

place of a retiring auciitor, and by reasotl of t lre death, incapacity or disqualif icatiorl

of that person, the resolution canllot Lrc proceeded rvith'

' fhe 
auditors hold office from the conclusiott of the meeting in which they are

upfoint"a to the conclusion of the next AGM. As such, the appointrnent of auditors is

niuO" in tenns of this period and not for any FY'

The re fo re ,anaud i t o r sha l l con t i nue inh i so f f - i ceeven i fAC iM
t ime l imi ts  speci f ied u/s 166 and 210'

held within the

t-t l'.



r! !)f t  y.\JTN{tiNT OF AUDITOITS B\'  Cf;

Notice hy wltont?

lVlten is noli(e
require!?

Tine linit for

I  l r e  Co r r rpa r r y ' s l r a l l  s i vc  t ) ( ) l i c c  t c \  C ( r .

l { ' i r r r  i rudi tors arc appoir r ted or  re-ap;- lo i r t tec l  a t  an AGI\ { .

l l r r :  r t o t i cc  . l r t l i  i , c  g i r c r r  b r  t l t c  t r i t t i l l a t t r ,  r r i tA i l t  
-  

t / , t t  s o l

Af irt i intment by
CG

N r i  - r , . r : i t q , i  i s

apgrt i r l r ted -

Examples

gi: ' i trg ylt lt ice colcltr,sion oi'At=lir i. -/

C)n receipt c.rf nolice 1l'r-.rt i the contpall! ' , (-l( i : i lrall l l l i  the vilcallc\ '-

(a)  Where t l re  appoi i t t r r rer : t  o f  a pcrsol  appointcd as at t  aut l i tor  i t t  an AGM is  vc, ic l  t r6

initit-t.

(b)  Where OI{  is  passcd.  but  the appointmcnt  of  audi tors requi res SR-

{}. i (]ASUAL VACANCY IN THE OFFICE OF AUDITORS ISec.22a(6) l

2.

causal vacancy

Manner of filling
rasual vacancy by resignaliot, oJf auditor r t ' t 1  

' /  r " -  I  " '

A;;;f;;;;nly ,, l"orrr;;.;.; i ;t uiit ing in the office of an auditor beforethe expiry of

his term in normal course.

Where a partnership flrm is appointed as an atrditor, then adr-nission, death or retirement

of a partner in the finn rvil l  amount only to a reconstitution of the firnt. lt does not

amount to a casual Yacancy, and therefore, Sec. 224(6) is not attracted. I

C;;i;;i;;;;"ry ,rilii,ii',,,,g . ih;"";;;t 'r-rurr u" ntt"c uv the sh,areholders in GM

C";;;t r;;;;iiy irit'i,rg The vacanci' shall be fllled bv the Board'

bv snv other reason i .-!-  
:  -

i l t t  t t . t"  t ime a casual \ /acancy continues, the remaining auditor or atrditors ( i .e.,  theors (i.e., the other
3 ,  t ; t h e f  j O i n t  :  l l l l  t t l €  l l m e  a  C a S U a l  \ / a u a l l u y  u u l l L r r r t r q ) r  ! ! r v  r v r r r o r r r r r r  \ r ' v r '  ! ' r !

:!, ,fcnure of oflice . A"t 
""Ait"i 

upp"it-lt",l in a casual vacar)cy shall hold office until the conclusion of the

next ACM.

APPOINTMENT OF AUDITORS BY SPECIAL RESOLUTION (Sec.224A)

Wh;; i; ,p;;i"i 
:,"ti,iiilii' ti." isu o.f the subscribett shure cupitttt is held bv -

resolution
required for

(a) CG

(b) sG
*Fpointrnent of (c) A Goverttttrertt Contpany

(d) Public Financial Institution

(e) Any financial or orher institution established by any State Act in which SG holds

not less than 5 | o% of the subscribed share capital

(l) A nationalised bank

(g) An insurance company can-'ring on general insurance business

l \



,4 u r I i t it t g rt t t tl A s.str un c e Chap" 9

)  t i . r i t . "  
" .  

* r .  . - , ' " .
|  !  - v  

t . - - - -

s pt('illl
res{}lut ion -

Oonsecluence s

3.  I la ter ia l  c la te
lbr  reckoning
259ln c:rpital is
the i iate of
ACNI

: \ . '1..  Ir  1^he l !  br: ' letnlgC

appoittttttcnt 0f c()rrr[)atr\"

audit0r

Duties Of the . -f lre 
cornpany slr:rl l  give rrolice of t lrat fact to C'G.

{ofttpun}' . ' l  
hc notice slrall be given u'it l in 7 days of conclusion ofAGN'l-

., lppointment CiG shall make thc appointrlent of auditors"

oJ uuditor

" 
' I ' lre 

rnaterial date to tleternrinc u'hether Sec. 224A is attracted, is thc date of AGM

, /tt other wortls. Scc.22.1A nrust be conrplied rvith if the shareholding of institutrolri

speci l ied u/s 22 '1A is

-  less than 250% as ot r  the date of  despatch of  not ice of  AGM; 5ul

tlre shareholdirtg exceedsto25oh or more as on the date of AGN4-

I

t
l!
!
C
C
rr
C
a
G
tF

C

C

C

C

C

t
C
t
t
t
t
t
t

9.9 REMUN IIR,.\'TION OF AU DITORS lSec. 224(8)l

1. Itigirt to fix
remuneration

i  ' : I . ;  - '  ' \  l r l l 1 ' '

If nppointment is
made by members

If ;ij,oi;1,;;",;; i;
ntlrle b! Boy,t!
If appointment is
nmde by Cp

If appointment is

made hy CAG

f i l 
' lhe,einu,',.ration 

slrall be fixed by the members in GM.

(ii) Alternatively. the GM rllay determine the manner in which tht:

remuneration shall be fixed.

fil" ;;;i;;"i"tio" ir'"ii t; n.;J bt ih; B;il-

ri 
" 

i",nun"i"ti.i, rri"iL t; fi;;J tt Cc.-

; tij l-," i"run"iurion ,i'ott b; fi.;d bt ih;;;';b;tt i" cM"-

. iiil Arrernatively, the GM may determine the rnanner in whictr the
r"ttluneration shall be fixed.

A;t t;; paid by the company in respect of the auditors' expenses shall be deemed to

be included in the expression 
'remuneratiotr' '

.  Out-of-pocket-expenses of the auditors shall be included irr the remuneration unless

the resolutiorr f ixing the remuneration specifically provides that such expenses shalt

be paid separate lY.

Remuneration for other services is perrnissible rvithout sanction of shareholders

However, disclosurc in P&l- A/c is required'

2. Meaning of
tremuneration'

9.10 REMOVAL OF AUDITORS ($ec.224,225 and 408)

t.- il;;;i.rn^l . r"i 
-bn 

ii';itb; fassed at a GM

auditor before , (b) No special notice is require4for such removal'

expiry of his . (c) Procedure prescribed uls225(2)and (3) shall fe followed'

t"im i;.e., before : (d) Any other person may be appointed in his place of whose nomination a notice has

the lst AGM) : been given to the nrembers not less than I1 daysbefore the date of the nreeting'

(Sec. 22a(5)l



2. [{crirovai of

_ 
( : , r ! :L t r t . t ' , l u ' l i t  

.
( .a)  Prcv ious approra l  o l ' ( l ( l  is  rcqr- r i rec! .
f ir) (lR qhall h,:2:t:-::,::! :.t '  : {11,,1,
(c)  No specia l  nr- . t ice is  rec lu i red for  such rerr roval . '
(d)  Procedrrrc  prcscr ibed t r , is  225i2)  and (3)  s l ra l l  t re  fo l lor .ved.

{ .a)  I ) rer  ious applovai  of 'C( j  is  not  rcr lu i red.
(b) OR slrall bc i--assccl at a Glv'I,
(c) Spccial noticc is rcqr,rirc-d for suclr renloval.
( ,1)  Procedure prescr ibecl  u/s  225(2)  arrd (3)  shal l  be tb l lowecl .
Specictl nolice ntc,,' rariuire' lhttt -

(a) t lre retiring i i i icj itor slrall not be reappoirrted: or
(b)  sonle person,  othcr  t i rarr  ret i r ing audi tor ,  s l ia l l  be appointet l  as an audi tor

99

\

\

\

\

\

\

\

\

\

\

b
b
\

4"

}.,

i ;  i  , ' ,  l i l r e

' ' :  i l i s
ler r r r  ( i .e . ,  hefore
tfur '  . l :  ,  rv$) iSec.
224(',i\l
i ' ic ir ioval u! '
: !  u{l i tor
(whcther f irst
j i t ! { i i  i r ' { } E

;i 1l :..: 1, ; i.; {li,JIll

audi tor )  a t  an
.,L-i. 

'.",'1

(5i : ,  . t ;5)

{ternc}r,al by CG

ipiq.rc" /ttlll)

Frishii ;f tht
audi€0r

[]ut ies of the
c(}r11pflny

Reading of

Ieprg!-e_n_latL"I
Intervention by
CLB

lVhen can CG
e-vercise ils
pgye!! u/_s 408?
Nature of powers
of CG

Effect of
direction of CG

Whcre appointrrrcrr t  nr not i i ine. di ; ; ; i ; ; t  is r i rade
oppression or rnistnattagcmetl t .

u/s 408 to end the

I . Notice to 
: Tlre company shal! send tlre notice of removal to the auditor.

i r t t J t t r l t r

: 
. Amongst other powers. CG has power to give directions to the

cornpan) r r /s  .108.
i . The directions may include a direction to remove the existirtg

,  audi tor .
i j  Thc d i rect ions g iverr  by CG shal l  come i r r to  ef fect  as i f  a l l  the

i prov!:!91s o,f 1h9 ncl jn t[!9 !ebe|l!Cy"_ b*l sqryp,!i_.! y!!h, ,'  
The existing auditor slrall vacate office without requiring any action

. for his removal.

. l-he cotnpany; or

I  Any 'otheraggr ieved Person.
'fhe 

right to make a representation is being abused by the auditor to

(a)

(b)

lci-
(a)

(b)

nigt t t" U" ilt.d 
";iit 

at the meeting.
Right to make a representation in rvrit ing to the company-

Right to Blt h!9 replgs_enqlet 9i1culqle_d a1_tgj-C-s_t t!:_11embgl_s_t

To send a c()py of the representation to every member of the company-

To state the thct of the representation having been made in the notice given to the

members.

la; aotfof ,"pi"t"tttution ;s not t.nt Uy ti.'" co*puny io tire
require that the representation shall be read out at the meeting.

Applicalion to ' An application rnay be made to CLB'

whom? .

3"

4"

ei,iiliiiti*iy
nthom?

iiiti'loiiiiii'ij
CLB
Orders by CLB

, _99_cure lerd!9p_n-gn!!ci__ry, rcrlo,e&Te19ly_,Tg!1e!,_ --, _
: (") Copies of representation need not be sent to the members.

; (b) The representation need not be read out at the meeting.

(c) Costs on such an ap_plication shall be paif by- the allditcr. -
: i



I {,t} A ttd it in q und A,s.suronce C h e p . 9

. , . . I  I  R.IGTITS OiT AUDIT'ORS 1Sec" 227)

L .

t .

6. I l ight of l ien - '

Condit ions

t{ ight to acccss
to books of
accort t t t

l{ iglrt  to obt:r in
i r r l i r rmat ion at td
e ip lan l t ions

It ight to atterrd
GN{

llight to be
I reard at  GM

Rights in respect
of branch office

t l re  aut l i to i  has t l te  r ig l r t  o f  acccss cr t  t t l l  t imcs to 
" i i  

r f - r "  f , "ot  t .  accoutr rs  an<l

votrchers of the conrpany.

' l 
lrc auditor has the rishr to obtuin such irrtbrnration and 

"*pionoiion. 
ut tt" *uy tnin[

neccssary lbr the pertbilna,rce of'his drrtics as art auditor.

r e""ry iloii"" or Crul itr^iLf',e sent io tt.te araitor lscc trz;-

.  ' [ 'he 
audi tor  has the r ig l r t  to  at tend anv GM (Sec.  172) '

I

I

!

!
C
rt
1S

C
s
It
lr

!

;

C

;

t
lt
C
|l

!

;

t
I

I

I

I

t
t

1

4. T'he auditor lras tlte right to speak ort any matter which concerns

23 r ) .

lylten ire tlti . ri trt" uc"ounts ;4";t
rights availoble? l than company's auditor

uion"ri on,." ;;' ;aii;A bt-; p;;';; ;lli;;

Nulure of rights r (a) Right to visit the branch office-

i (b) Riglrt of access at all times to the books, accounts and vouchers

. of the company nlaintained at the branch office'

nii ,it o,, ,.,uii,ti,1iu-.r'

(a) The books must belong to the company-

(b) The dosunrents must have corne into the possession of auditor with the authu"ifY r:f

the Board.

(c) The auditor has done rvork assigned to him on such documelrts.

(d) Such of the books can be retained which are connected with the rvork on which f 'ees

has not been paid.

1

c.
I{ ight to rcceive remuncration

Right to receive notice of removal

g. Right to make a representation on removal

DUTIES OF AUDITORS (5ec.227 znd229j
9 .12

i.- 
-ilty 

t; *;ti; , i"fort iiitiio"rt 
- 

it it the duty of the auditor to make a report to the members"

an audit . : Ilorvever, he is not required to send his report to every member.

repor t . i " , ,a in ,g i j : . - r r . " ' " "a i i " . ; . ;6 . ;
l auclitor's report , . The repoft shall be open to inspection by any member {fieu. 23C).

, Scope of audil
: report

: The audit rePort shall relate to -

, t"l the accounts examined bY him;

: (b) B/S of the company;

, i"i P&L Account of the comPanY; and

i fal documents annexed to the B/S and P&L a/c'

I

I

I

I

I

I

I

I

I



'r\-g. , Report ott true and

I  
t r t t  .  t .  t >

: I

F-eport tttr
principul

tssertiorts

(. '  t  t  t tr  patt l ' , ' ludi l

-I ' l ie 
.u,.irto. ,,t"tt ,t"r" rvltcthcr. in lr is opinion

i i , { . , , , ; , . , i i . r r i  . , , . 1  o " t t , . l i ' l g  i - u  i l r c  c ' l p i ana t i o i r r

and P & l- A/c give

(a) l lre inforrnation required by the Act ond

(b) a true and fair vieri 'ol 'state of af'fairs of t l le company

fhc

(a)

(b)

(c.l

( d )

atrdit report shall alstl state-

r+helher  he has ot r ta incd a l l  the in fornrat io l i  and explanat ions;

rvhether, in his opiniotl. proper books of accoLltlt lrave been kept;

rvfletfter the reporl of branclt atrditor has been fbrrvarded to hinr

and ho*' he lras dealt \ 'vith the same in prcparing his audit report;

r.vhether the B/S and P&L account are irr agreelnent with tlre

books of account and retttrns;

1 0 1

lund to the bcst of his
g iverr  to  i r inr ,  the Br 'S

! r
(e) whetlter AS havc been conrplied rvith;

(0 the observations or conlments of the auditors rvhich have any

adverse effect on the functioning of the conlpanl' '  in thick type or in

italics'.

(g) Whether any director is disqualif ied from being appointed as a

director u/s 274(lXg);

(h) Whether cess payable by the company has been so paid'

I
t 

Report on CARO : The auditor lras to report on all t lre matters specificd in CARO'

the colnpanY or its members'

(b) whether book entries are prejudicial to the interests of t lre

. Retrort on specific : (a) Whether ioans and advances made by the company on the basis of

, enquiries , 
'  '  

security have becn properly secured and rvhether the terms on

, , rvhich they have been made are not prejudicial to the interests of

( c )

(d)

cornpany.

Whether the sale price of the shares, debentures and other

securit ies held by the company is less thart t lreir purchase price.

Wlrether loans and adl'ances rnade b1' t lre company have been

shorvn as dePosits.

(e) Whether personal expenses have been clrarged to reventte

accoul l t .

(0 Where it is stated in the books and papers of the company that

anys l ra reshavebeena l l o t t ed fo rcash ,w l re t l r e r cashhasac tua | l y
b e e n r e c e i v e d i n r e s p e c t o f s u c h a l l o t m e r r t ' a n d i f n o c a s h h a s
a c t t r a l | y b e e n s o r e c e i v e d , w h e t h e r t h e p o s i t i o n a s s t a t e d i n t h e
account books and the balance sheet is Qorrect, regular and not

m is lead ing .


