Chapter 7

Verification

T L BUCTION

Verification is a process to verify the ownership, valuation, possession and existence of
a particular Asset or lability.

JoTEN.

Verification establishes the correspondence of actual facts or details with ihose
accounts.
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It pertains to entries relaiing to transactions recorded in books.
Vouching is usually done throughout the year.

To venfy the completeness, accuracy and validity of transactions.
Vouching is based only on documentary examination.

Vouching is a routine matter, which is generally conducted by junior
staff or audit clerks.

Vouching dose not include valuation.
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Verification relates to the assets and liabilities appearing in the balance
sheet.
Verification is generally carried out at the end of year.

To confirms the existence, ownership, possession, completeness,
valuation and disclosure of items relating to balance sheet.

Verification
examination.

is based on observation as well as documentary

Verification requires experienced people and done by the senior staft.

Verification includes valuation.

“The objective of verification of assets is:—

: To ascertain the cost of Asset to the entity.

To ascertain that the transactions w.r.t. asset are authorised.

To find out the accuracy of valuation of Asset.

: To ensure that the particular Asset is actually in existence.

: To ascertain the charge, if any, created on that particular Asset.

To ascertain the actual ownership title of that particular Asset.

To check appropriate disclosure of the Asset in the books of Accounts.

81

N

L

VO

NN



82

Auditing and Assurance {hap. 7

7.2 VERIFICATION OF ASSETS
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Obtain a schedule of buildings from the entity.

Ascertain whether original cost of purchase of buildings have been properly yecorded.
Iinsure that costs of land and buildings are segregated for the purpose of depreciation
as depreciation is charged on Building but not on Land.

In case building has been constructed, the auditor should examine bills and certificates
given by contractor and architect.

For construction work in progress at the end of financial year, auditor should ascertars
the cost of construction by reviewing architect’s certificate.

Ensure that distinction between capital and revenue expenditure is properly mad: 5
entity.

Examine that the charge, if any, against the building is properly disclosed.

Check the rate and method of computation of the depreciation.

I'’xamine the Tltle deed of the Bu1ldmg

Auditor should mspect title deed and purchasc deed.

Ensure that freehold land has been shown separately in the balance sheet.

Examine that additional land purchased during the year is properly registered in
client’s name and shown properly in Accounts.

Examine that the charge, if any, against land 1s properly disclosed.

Verify that the amount of profit or loss on sale of land has been correctly accounted
for.

As it is a non-depreciable asset, the same should be disclosed in the financiat
statements at cost.

Basis of valuation should be verified, speciatly when it has been revalued during the
year.

If valuation is done by Valuer, auditor should obtain certificate from him and co-
ordmate with him as per AAS-9.

Terms an(L_Qndlllons of lease contract should be examined by ¢ hcékin}; the lease
deed.

If a part of the leasehold property has been sublet, examine the tenant’s agreements.
Ensure that lease deed is complete in all respect.

Verify relevant documents to check cost of property.

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

‘Obtain schedule of plant and machinery from the entlty and studv it Larcfully

Verify authorisation for purchase of new plant and machinery.

Examine whether installation costs and other charges incurred in this connectioi have
been capitalised.

Ensure that routine maintenance charges are debited to P&L Account.
Auditor should examine the existence of charge by inspecting register of charges.

Examine whether the profit or loss on sale of the machinery has been calcuiated and
disclosed properly in the financial statements.

Examine whether the provision for depreciation has been made in accounts at
appropriate amounts.

In case of revaluation of fixed assets, obtain MRL.
Ensure compliance with AS-10.

Examme the mternal control over this area as per provxslons of LARO
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{ny Furniture is a moveable property, which can be easily removed from one place to
nthor e o Arhare tahlo ate
athor g o choir table ete

(b) Fixture means an asse

1. which is so affixed to land or building that in fact it becomes a
part of it, ¢.g. laboratories in the college.

(¢) Study the schedule of furniture containing details of type, location, cost and date of
acquisition.

(d) He should physically verify furniture and fixtures.

(¢) Examine whether every furniture has been given a unique identification number and
painted on that furniture to identify that particular furniture in future. For example, in
school or banks, every furniture item is given a unique number.

() Ensure that depreciation has been properly charged on the items as p

er acceptable &
consistent policy.

<
(g) Ensure that the Jost/damaged furniture and fi

ttings have been written off in the profit
and loss account.

(hy Examine compliance with disclosure requirements.

(a) List of inventory of tools as well as details of date of acquisition, copy of invoice eic
should be obtained.
_(b) Examine whether there is strict control over its issuance and storage.
- (c) Method of valuation should be examined to ensure whether it is regularly followed.

(a) If there is change in method of valuation,
statements.

it should be disclosed in the financial

(b) Ensure that the inventory does not incl
life has already exhausted.

ude any worn out or defective article, whose

- (¢) Ensure compliance with accounting principles and disclosure requirement.

)

- (b) Examine insurance policies taken for vehicles.

Examine whether the entire consideration has been properly paid.

- (¢) Ensure that all costs relating to acquisition has been capitalized.
. (d) Examine the registration certificate to confirm the

(e) If a charge has been created on them,
sheet.

ownership and other details.

it should have been disclosed in the balance

(f) Ensure that these have been valued and disclosed at cost less depreciation.

(g) In case of purchase of second ha
ownership of same.

nd motor vehicle, confirm the details w.r.t. cost and
(@) A patent is
invention.
' (b) Study the list of
- (c) Verify the existence and
\> letters.
(d) Examin

()

an official document providing right to investor to make, use or sell his
patents owned by client as on balance sheet date.

ownership of a patent by examining certificates or patent

e whether renewal fees have been paid on due dates.

Ascertain that the patent has not been lapsed by carefully examining the receipts of
amount paid on renewal including details thereof.

() Ensure the compliance with Acco

unting Standard 26.
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- Auditing and Assurance Chap, ?
c{ay A copyright provides the exclusive legal righi o e vwoer w produee < e sl
some kind of literary work.
(b) 1t is the legal protection provided to owner of the copyright so that copying s wurk
by others can be prohibited.
. (¢} The auditor should obtain a schedule of copyrights from client.
- (d)  Auditor should examine agreements and other supporting evidence.
“ (¢) The auditor should ensure that valuation has been made on a fair and reasonanie
' (a) A trademark means a distinctive sign or brand name, so that the customer.  an s
identity the product.
. (b) Examine the certificate of registration.
(c) If trademarks are purchased, the agreement with the seller should be verfica
- (d) Examine copy of receipt w.r.t. renewal payments made.
" (e) Ensure that trademarks are shown in the balance sheet at their cost fess avocrtization
charges. .
(a) Goodwill is determined when the business is earmng a profit, which is ahoue normal

profit in similar business.

Examine board authorisation for purchase or rising of goodwill.

Examine consistency of method of valuation of goodwill.

Ensure the compliance with generally accepted Accounting principles and AN 26

Ensure that there is adequate disclosure of goodwill in the balance sheet.

Obtain schedule of securities and shares in hand at beginning and at end of tise: e .
Obtain schedule of securities and shares purchased and sold during the year.
Examine whether the investments made by the entity are properly authorised.

In case, investments are in physical form, inspect the investment certificaios o the
end of the accounting period.

In case, investments are kept in DMAT form, obtain statement from depository
Check if current & long term investments have been properly classified
Current investment should be carried at lower of cost or realizable value
Inspect the investment certificates to confirm the title of client.

Inspect title deeds for investment in immovable properties.

Ensure that the market value of investments is in accordance with the market
quotations.

Ensure the compliance with the provision of Accounting Standard 13 CARO 2004
and section 227(1 A), (4A) of The Compames Act.
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Peivine 1. Checking of (a) Examine the existence. accuracy and recoverability of debtor

records balances,

(b) Ensure whether the balances shown in the tedger accounts are
consistent with balances as per control accounts. .

(¢) Examine the following:—
= Credit policy of the entity.
s The aging of debtors.

(d) Ensure that bad debts have been written off with proper
authorisation.

(¢) In case of claims made against insurance companies. raithwvays
etc.. the auditor should examine the correspondence to
ascertain whether the claims has been acknowledged as debts.

2. Direct (1) He should directly commummtlon with debtors to ascertain

confirmation whether the balances are genuine and undisputed.

from debtors (b) Method of requesting confirmation and the selection of
debtors are to be determined by the auditor using his

professional judgement.
(c¢) The form of requesting confirmation may be either:

1. POSITIVE FORM: Reply whether he agrees or not with
the balance shown or fill up required information. M6t P

II. NEGATIVE FORM: Replv only lf he disagrees with the
balance shown. ?\x)\ ¥ EY“LU e { lu dany vt

~ (Note: Students may mention pomts from AAS 30)

3 Analyt;ca} revtew Auditor should make comparlson of :

procedures '~ (a) current year’s aging schedule with that of the previous year.
Y . . . ;
1;\//‘\‘,. (b) significant ratios relating to debtors with the standards.

(c) actual closing balances of debtors with the corresponding

budgeted figure.

~ (d) closing balance of debtors with the corresponding figures of
the previous year.

- (e) current year debtor balances and the current year sales with

~ budgeted figures w.r.t. same.

" Ensure ii\ggc;;np'liance with the provisions of the Companies Act,

1956 and AS 18.

4. Disclosure

v ;‘(a) Compare the entries in ledger of the client with entries in cash book/ bank statement.

Cosh at bank

\ N\ - (b) Examine fixed deposit receipts and bank advices for verification of fixed deposits
TG \)L ok : made.
- " (c) Cash in transit should be verified with reference to their subsequent credit in bank

v W \”\\\
\& N

account.
P, - (d) Examine the bank reconciliation statement to ascertain the differences.
LA

! (e ) Examine the total number of bank accounts maintained by the entity.

Sk L g, ﬂ wath) (f) Ootam balance COI\HHT]‘)UOI] from bank



85 Auditing and Assurance hap, 7
Cacly inn hand (a) He should carry ont ph}’&‘i(‘:ll verifieation of cach in hand art the vear end
. 3 (b) He should also carry out surprise check on cash arsy time during the year

‘\73"(‘9( \\:,‘l,'«‘)(f aticv  (¢) Examine all items of cash balance e.g. Main cash, petty cash, imprest balonoes oo e
cmployees etc. simultaneously. This is required to rule out the possibility that the

va uy (i ¢ Ic shortage in one balance is made good hy transter of amount from others.
(d) Ensure disclosure of cash in the financial statements as per recognized practices and
‘ \,6 Ly relevant statutory requirements.
]‘ 5-(,%/[,’%\,\,(_ ’

(e} Lnsure that temporary advances are not included in cash-in-hand.
\) :
l Ay L YV L L SL‘) (f) If postage and revenue stamps exists in a substantial number, they shonid bhe shows
Qewy \'ﬁf) separately and not included in cash-in-hand.

(&) A cash summery should be prepared on the verification date which should e sionei by
both cashier & auditor and auditor should keep one copy.

Inventories : (a) It means tanglble assets that are held for sale or use in the production of goods and
Y services. Inventory includes:
T - : ®* Raw materials
N *  Work-in-Progress

* Finished goods

Atena b y WL%‘\JE\J %\?tm = Stores, supplies and spare parts

- (b) Examine internal controls for stock movement and ensure that the same has heen
(‘ b | '~l ot : operat.mg efﬁectwely throughout-the pcrliod:
- % J ‘ (¢) Examine various stock records like receiving reports, inspection reports, material issue
- : notes etc.

/x 0 p - (d) Attend & observe physica{ count of inventory conducted by the management.
- (e) Enquire about charges on inventory.
N’ (f) Ensure that a proper cut-off procedure has been followed.
£ Ly ‘,'j{('}‘ﬁ('\" (g) Perform Analyti@l Revie.w Procedur.e.
- B ’ . (h) Ensure the compliance with Accounting Standard 2.
DER \\’ . (1) Ascertain that inventories have been properly classified and disclosed in the tinancia
,;‘/‘(1(' lg‘ﬁ)\k“ - r\ S statcments as per recoam?ed accoummg prmClples and statutorv reqmrement%
'Svtr(‘wkk lYng Wirthv f”(:d) Obtain MRL@S regards to reasons of stock lying with third partics.
third party (b) Such stock can lye with agents in usual course of business.
Ly ‘\,\ ' (¢) Obtain direct confirmation from third parties regarding existence and condition of stock
, in their possession.
D\u (f (ﬂ”«}wl nohom (d) He can crosscheck the subsequent receipt of such stock after balance sheet date.

- (e) In case, such goods are semi finished, he should confirm stage of completion of goods

S HL%’U\D CJY\’? Nrte») to ascertain their valuation.

KULQW‘\“‘ (D Obtain evidences as per AAS-34. | w
llls Receivable (a) I:xamme opening bahnce of hlll% receivable wor.t. last year s audlted b"xhnr c &i
) (b) In case of bills which have been matured but the amount in respect there of has not
- T\\k,“ ool . been received, ensure that these have been renewed subsequently.
= o) };am\(\ - (¢) Examine reasons for any long outstanding or overdue bills and enquire the reasons
9 " e : there of.
o W@‘Y\A‘tcﬁ oV - (d) Obtain a confirmation certificate from the bankers for bills held by them for collection.

5 MR

4. (¢) Examine that adequate provision has been made for dishonoured bills.
e Cﬁ‘mt NEA \)‘\(Dﬂ lM"K -

Examine that these have been properiy shown in the Balance Sheet.
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(a) Prepaid expenses are assets representing expenditure already incurred, some portion or

whole of which iciates o a pedod subseyuent o the date of the Baiance Sheet

(b) Prepaid expenses are disclosed under the head “Loans and Advances™ iy the asset side

of the Balance Sheet.

(¢) The auditor should ensure the proper calculation and accounting of prepaid expenses.
(d) Examine whether all prepaid expenses have been taken into account.

(a) Lndowment policies or Sinking fund policies may be takcn for purpoeses hkm

redemption of debentures ete. where a lump sum amount is required at a certain future
date.

(b) These are generally considered as Quasi Fixed Assets.
JUds TIAMY A2

Pabirios
(c) Inspect the policy to ascertain the purpose for which it has been taken.
(d) Determine the amount of premium payable and the due date for payment.
(e) Ensure that value of the policy has been pfz)perly disclosed in the Financial Statements.
7.3 + 1 {CATION OF LIABILITIES
Loans ud ~ (a) Examine the MOA and AOA to check whether the company is authorised to borrow
fom o e the money.
M»L V, - (b) Examine the resolutions by shareholders for excess borrowings.
> RIREA : . . . .. . . .
" (¢) Obtain a certificate from the bank regarding securities deposited with the bank in
th, (Calll C‘L &L\M)M case of secured loans.
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.~ (d) Examine whether these have utilised for specified purpose only.

~(e) If the loan is secured by a charge on the asset of the company, examine the

particulars of the assets charged.

(f) Obtain confirmations from lender w.r.t. loans and borrowings outstanding and
interest payable on them.

(g) Ln%ure the comphance with lcgal requnrements for dlsclosure

- (a) Study the schedule of creditors and examine it W|th mdwndual credltor s accounts.
- (b) The purchase ledger should be examined with the invoices etc.
- (¢) Provisions for discount on creditors should be examined carefully.

- (d) Examine compliance with conditions of agreements in case of goods purchased on

hire purchase basis.

(¢) Examine goods inward book to check that all the goods received near the balance
sheet date have been duly accounted for.

() Ascertain compliance with recognized accounting principies and relevant statutory

requirements.

(g) Obtain MRL if few accounts have remained unpaid for a long time.

(h) Obtam conﬁmmtlons of the amount du» dlrectly from the credltors
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(d) Ensure that contingent liabilities do not include such item on whic

[ r. 0

i . B ‘-:* \.\
(w0 tt means oblication 3l

AN Ormay not arise i futore.

(b) Obtain MRIL. containing a statement of contingent fabilities.

- (¢) Review list of pending legal cases and discuss with management and lawyves

hothere i a
probability of foss. as these should be shown under confirmed liabilities

- (e) Examine the compliance with Accounting Standard 29,

(1) Ascertain whether contingent Habilities have been shown as a foot nwte 1o the

balance sheet, containing the general nature and amount of each contingent hiahitity,

- (a) Obtain a schedule of bills containing details of termns. conditions and amount
- (b) Review the internal control procedures for acceptance of bills.
- (¢) Obtain confirmation from drawers of bills payable regarding amounts due therecn

(d) Reconcile the total of bills payable outstanding at the end of the vear with the

balance 1n bills payable account.

- (e) Examine payments made on maturity of bill or earlier and confirm that the relevan:

bills have been cancelled.

- (f) Examine appropriateness and disclosure of the charge, if any, created on any asset

for the payment of bills.

(a) Examine whether the subsidiary company is authorised by its MOA to advance loan

to the holding company.

(b) Verify the interest rate at which loan has been obtained.

‘ (¢) Examine the terms and conditions w.r.t. same.

(d) Verify the balance sheet of subsidiary company to examine whether loan is duly
reflected in its balance Sheet.

{e) Examine compliance of AS-18.

(a) Obtain a list of outstanding expenses as on the Balance Sheet date, detailing nature
of expense.

(b) Perform Analytical Review Procedures. For example-compare curreni year’s
outstanding expenses with that of last year to identify significant variations.

(c) Ensure that all usual outstanding expenses like salaries, wages, rent etc have heen
provided.

(d) Verify the documentary evidence supporting the outstanding expenses.

(e) Ensure that the outstariding expenses have been shown as Current Liabilities in
Balance Sheet.

(f) Examine whether expenses like wages, interest etc. for which amount can be
ascertained, have been accounted at appropriate amount. For others, check whether
provision has been made with reasonable accuracy.




{ hanto: X
B , o o aapres X

Some Accountmg ONCep

8.1 DIFFERENCE BETWEEN CAPITAL AND REVENUE EXPENDITURE

BASIS CAPITAL EXPENDITURE REVENUE EXPENDITURE
Medmng {t means e\pcndnure incurred for - It means expenditure incurred to carry on operatiens
acquiring assets including © of an entity during an accounting period.
incidental expenses.
Example Installation dmrgcs incurred w.rt. Salary  to  staff] tra\clling”cXipénﬁseS,w Vrcgul/z‘u
: mdchlnery N‘ £ ; mamtenance charges w.r.t. machmery
Effect on earmng It increases the revenue eammg Tt helps mn m(untammg the revenue e:irnmg, LaApa 't\,'
Capacity of Entity  capacity of the business. . of business.
Accounting Amount of capital expenditure is It is debited to respectlve nominal account and hndiiy
Tretment debited to Asset account and shown : shown in P & L account. However, deferred revenue

in Balance Sheet after chargmg expenditure is written off over a period of time.
deprematlon -

8.2 DEPRECIATION

Mganlng_ AS 6 - Measure of wearmg oul consumptlon or loss of value ofa deprecnable asset.

It arises ducto - | Use;
<"z Effluxion of time; or

2 4 @ 4 & B A B D O @ @ B & B BB O & &

' 5 ‘Obsolescence. 5} pechvdony

Thus it is necessary to provide for depreciation on assets even when they are not in use
- because depreciation may arise due to effluxion (passage) of time also.

V Dli‘ference - Basis - Depreciation Fluctuation
between Meaning Reduction in value of an asset Increase /decrease in value of an asset |
Depreciation | Assetin Fixed asset Current asset -
and fluctuation | question
in value 1 Reason Due to internal causes like wear | Due to external causes like market

and tear Uik {M VR 16y )C\“‘“ rates

Nature Permanent Temporary

Treatment | It should be provided It can be ignored
Eaming It affects the earning capacity of | It does not affects the earning *
capacity the Assets capacity of the Assets

90
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“p v o CLATION -

ERUN]

. The amount of depreciation is charged ic g9

Adherence to
maiching concept

Keeping the capital
- invested in fixed
_ assets intact .

Compliance with

. statutory
: requzrements

» Presenimg a true
and fair view of the -

assets of an entity

Depreciation
- per the requirements of the Companies Act,

The cost of use of {ixed asset dmnm A financial vear (depreciati

charged o the same accountin 1 vear’s revenue, resulting in maiching

of expense and revenue,

Sinking fund is usualiy created to retain the amount of deprecintion
charged in the P& 1. account.

stiould be provided on fixed assets at specified rates as
1956.

Cost of fixed asscts decreases due to use, effluxion of time or
obsolescence. The amount of depreciation is reduced from the
historical cost of the asset. Thus, the assets are recorded at a true and

fair value in the balance sheet.

azcount of the aacountmn year.
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~* Straight Line Method (SLM)

- *  Written Down Value (WDV) Method.

" The method ofp:ovxdmg Vforﬂdébreci;xﬂtrion should beconmstemiyapphed Pi(${x'é\;ér, as per

H®
_—

- AS-6, a change m the method of providing depreciation would be made if new method:
1s required by statute; or ‘

is required for compliance with an accounting standard: or '+

- = results in a better preparatmn or presentat on of the financial statements.

- The hlstorlcal cost or other amount svbsmutbd for lnstoncal cost ofeach plass of
depreciable assets;.

ogeirements

o

SR
Depreciation

=~ (’

- vapnies Act,

Basis for provtdmg

depreciation

Rates higher than
the rates specified in
the Schedule

Depreciation on low
- value items '

. L . 1 bicad g
=  Total depreciation for the period for each class of assets; and : 'l "\3( e \t(&:
- Ly« rccomlaics
‘= The related accumulated depreciation. b { ’ Q\C‘f“{)'
\("\ S T)( [ / Lo
, .

\

”Drerpreciation is to be calculated at the rate specified in Schedule X1V;
or

' Depreciation should be arrived at by dividing ninety-five per cent of -
the originél cost of the depreciable asset by the “specified period” in

; rcspeu of such asset.

»  Assels (.OSIIHU upto I{s 5 000 shall be deprecnatcd at the rate of
100%.

= If the aggregate cost of individual items of plant and machinery,

costing upto Rs. 5,000, constitutes more than 10% of the total

cost of plant and machinery, depreciation will be provided on

such items at the rate mentioned in the Schedule.

~»  The rates specified in Schedule X1V are minimum rates.
= [f higher rates of depreciation are charged, such rates should be
disclosed properly in annual accounts.
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Lo . : - - '
rovision fory * s nandatory W piovide for depreciation [or the current vear
depreciation before as well as for arrears of depreciation before declaring dividends
declaring dividend out of current profits.

- *  However. CG has the power to allow any company to declare
dividends for any financial year out of the profits for that year
without providing for depreciation at ali or at a rate lower than
prescribed rates.

Different methods of ~ ® A company may adopt different met'h(;(rirsr(r).f‘d‘épr‘ééiationv for
depreciation for different assets provided the system is followed consistently
Pxi(ﬁere:z‘t ”"'Sl"? b »  Forexample, SLM may be used for depreciating furniture and
AP b Getueta b : fixtures and WDV may be used for depreciating buildings. b
e Sy [ R T B e e b e g al

{ /

-

40 DIFFERENCE BETWEEN PROVISION AND RESERVE

Basis mesmn Re%erve
Meaning- As per the Tt includes an amount— lt includes amount in the business which
Companies Act’ 1956 1 written off: or . cannot be classified as provisions

2. retained by way of providing for
depreciation or reduction in the
value of assets; or

3. retained by way of providing for
any known liability

Prevides for Known liabilities and antxcnpated Iosses ﬁ, Increase in capnal employed
< Nature ' Ch"lrge agamst proﬁts ‘ : An appropnatlon of profts !
“No profits ina year = Required even in absence of profits, i.e., Not requnred in absence of proﬁt's

- compulsorily to be made

lgxample - { Provxsxon for tax, provision for bad debts - General reserve

2 2 2 2 2 22727 2%T%2 22 29 29 % 2 2 A

8.4 DIFFERENCE BETWEEN GENERAL AND SPECIFIC RESERVE

Basxs General reserve : Specnﬁc reserve

Purpose ~ For strengthénmg the financial posmon of For provndmg for a speuf‘c hablhty
. the company and making funds available
~ for any future contingencies.

!T?ww;irvm*'\;n; o i-yFor deélaring dividends, it’s creatlon is * Sometimes, creation of specific reserve is
. mandatory under the Companies - mandatory for the limited companies. (Eg.
. (Transfer of Profits to Reserves) Rule, - Debenture redemption reserve). J/ Ao
L 1975. i ) S
Use o Alt ‘can be used for many general purposes lt can be used only for the purposn it was mli}dl

- (Eg: declaration of dividend, purchase of . made such as debenture redemption reserve.
hxed asset) - -
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9.1 QUALIFICATIONS AND DISQUALIFICATIONS OF AUDITORS (Sec. 226)
1. Qualiﬁéhﬁons (a) 7[‘} Vcihrzrirncrcd accountant holding a certificate of practme( ¢ A P
(b) A holder of certificate in “Part B” State entitling him to act as an auditor.

A body corporate. «

2. Disqualifications )

Ly b Wk [o ot (b) An officer or employee of the company. <
N k\;;\'; o\ . N . (¢) A person who is a partner of an officer or employee of the company. .
! ‘ ay U2 . -
S Y; \\\ W A\, (d) Aperson who is an employee of any officer or employee of the company.
(ot Y : PR R .. .
Voo Ak ?\»{/ A (e) A person who is indebted to the company or who has given any guarantee of any
vy W e V- e third person to the company, if the amount of debt or garantee exceeds Rs. 1,000
T f\\t [ AN (f) A person holding any security of the company. The expression ‘security’ means any
o L ‘\& o < ; instrument, which carries voting rights. «
, T O Sy ‘:[ér(g) A person wha by virtue of any of the aforesaid provisions is disqualified for
g A et M ‘HJ“‘,% " \‘&\s appointment as an auditor in the company’s subsidiary or holding company, or o
gy hpfaEr 0 L Vg 0 ’ subsidiary of that company’s holding company.
5 S PR NN SO, . WHALE.* SN - N - U ——— R

b F\"V’.V37.7Vacaﬁ0n of office . The auditor. shall vacate his ofﬁce if after appointment as an auditor any“v(;f” the
A T a N £ - disqualifications are attracted to him.
4. Examples ~(a) If an auditor purchgsg_on credit geods of the company of a value exceeding Rs.
: ’ 1,000, he shall be indebted to the company, and consequently he shall vacate the
office of auditor held by him. It is immaterial that the credit period allowed to the
auditor is allowed to all the customers in the ordinary course of business.
If an auditor recovers fees from the company on a progressive basis, even though the
audit has not been completed, he cannot be said to be indebted to the company, and
ate the office of auditor held by him.

(b)

therefore, he shall not vac

[Sec. 224(1B)]

9.2 CEILING ON NUMBER OF AUDITS

- In case the auditor is an individual

cified number’

1. Whatis the The ceiling is s
ceiling?

e e
)

The ceiling is ‘specified number for every
- partner of the firm.

cdﬁs?ekbj: a ﬁfnz of auditors

Inthe

Viere any p(;rtner Vof the firm is also The ceiling is ‘specified number” for such person

 a partner of any other firm of
* auditors

. Where any partner of a firm of
auditors is also practicing in his
- individual capacity

94

PR B D A HERE A

,

* in all the firms taken together.

' The coiling is ‘specificd number’ for such person

- in the partnership finm and in his individual
_ capacity taken together.

d €4 ¢ 2 2% %2 %A% 22T 2 %" 272" 727272292972 "°
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‘Specified number’ means -

not more than 2t companics
of which not mor: than 10 should be companies having a paid up capital of Rs.

o
N

fakhs or more.

FOHO\\mg audits shall not be included while computing “specitied number™

Audit of a private company. vy

An audit of a guarantec u»mpan\ having no share capital. QM prifle
An audit of a foreign company. y

An internal audit. L

Audit of cooperative societies. trusts and corporations.
Tax audits under Income Tax Act, 1961, 77 T
Special audit and im*estigati(ms T

A branch audit. \x Y

Howmg audits shall be included while COIHPUIIHE apec‘hui number’:

0y

(a) A joint audit
(b) An audlt 0f"1 company hcensed u/s 25.

~An auditor can accept a maximus

n of 30 audits mcludm0 the audits of pnvatc compames

5. RMaximpm
v omber of (Notzfcatzon issued by ICAT).
‘-f}awiﬁiiﬁl Non observance of this ceiling would amount to professional misconduct.
A T erid ; Certzf cate gtven by wlzom9 " The aud tor 7 -
Pher b ihi 13 ¢ Certtfcate given to whom The company
Ttme [0 tvm certt cate : Before the a omtmem of audltor
g g e i renes pp
Requtrements of cemf icate The certificate ‘shall state that the appomtmem of audi t\,l, H
- made, will be within the ceiling on nuinber of audits as
- specified u/s 224(1B).
91 FIRST AUDITORS [Sec. 224 (5)]
i Yanner of Appomtment by wlwm9 [ 1 he Board

appointment

Articles naming the first
~auditors are void

Ceaare vl Ofﬁce

3 No notice of
appointment

- Time limit for appomtment by
Board

. Failure of Board to appomt
. the first auditors within 1
- month —

_ ' Within 1 month of reglstmt!on of the connany

= Appointment shall be made by members in GM.
= The appointment requires an ordinary resolution.
Consequences.

The only method of appomtment of first auditors is as
laid down in Sec. 224(5). Therefore, the auditors of a
~newly formed company cannot be appointed through
~ the memorandum or articles of assocntlon

The ﬁrst audltor shall hold hlS ofﬁce untll the conclusxon of the f'rst AGM

ointment to the first auditors b)

intimation of app

There is no rcqu1rement regardmg !
the company.

st auditors are not required to inform-the registrar as to whether they

Similarly, fir
have accepted the appointment or not.
{ .. 3 {\\\ "1")’{ ‘x",
\/»\i: k\b' \ ' (\\\ , ' ,4\' \\
Lo - R Los T
; } ‘\.\ . 5 '\\ M
g /\ AU '
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04 SUBSFOUENT AUDITORS v
9.4 SUBSEQUENYT AUDITORS {Sec 224)
1. Appointment at Nature of meeting At every AGM. the auditors are appointed or reappointed by the
an AGM company.
o Nature of Ordmary resolution
resolution

Nature of business . Ordinary business

2. Tenure of office  The auditors hold office from the conclusion of the meeting in which they are appointed
to the conclusion of the next AGM.

3. Notice of Notice by the = The company shall give notice of appontment or
appointinent compaity R reappointment to the auditor.

PR X :

= Such notice shall be given within 7 days of the appointment or

reappointment.
Notice by auditor = The auditor shall give notice to the registrar

Ao = Such notice shall be given within 30 days of receipt of notice ot
appointment or reappointment from the company.

- - The notice shall state as to whether he has accepted or refused
¥ the appointment.

9.5 REAPPOINTMENT OF RETIRING AUDITOR [Sec. 224(2)}
1. Reappointment  — AtanAGM,

of retiring — the retiring auditor, by whatsoever authority appointed,

auditor ~— shall retire and he shall be reappointed.

2. Exceptions The retiring auditor shall not be reappointed in the following cases:

Y AV PRRRCE (a) Where he is not qualified or is disqualified for reappointment.
) ,\A Ney) 2\ (b)  Where he has expressed his unwillingness in writing to be rea ointed.
NETRRNE ) . P g g pp
Tt o (¢) Where a resolution has been passed at the AGM appointing somebody instead of
\ CoNs e him or providing expressly that he shall not be reappointed.
o \f‘)" (d) Where notice has been given of an intended resolution to appoint some person in the

b place of a retiring auditor, and by reason of the death, incapacity or disqualification
of that person, the resolution cannot be proceeded with.

3. AGHN not held
within time —

" The auditors hold office from the conclusion of the meeting in which they are
appointed to the conclusion of the next AGM. As such, the appointment of auditors 1s
made in terms of this period and not for any FY.

Whether auditor not for any X | | N
vacates his = Therefore, an auditor shall continue in his office even if AGM is not held within the
office? time limits specified u/s 166 and 210.

'}‘\' l,"\ %‘\ \ ‘; ‘~ N {ﬂ‘\ k i

2 4 2 272 %2727 727°2%7%22727%A°%7272"22%92"°
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R 0 < POOINTMENT OF AUDITORS BY CG [Qec 22403} (431

C g
MU N 6

2. Ajppointment by

Notice by whom? The Company shall give notice to CG.

When is notice H o suditors are appomted or re-appointed at an AGM.

requzred’

Time ltmltfor The notice shalt be given by the company within 7 davs of
ozvmg notice comhmon of AGM. v

On recelpt of notice from the wmpan\ CG shalt till the vacancy.

CG
) A0 Nooouditern is (a)  Where the appointment of a person :}.f«‘POimcd as an auditor in an AGM is void b
- appotnted - initio.
Examples (b) Where OR is passed, but the appointment of auditors requires SR.
9.7 CASUAL VACANCY IN THE OFFICE OF AUDITORS [Sec. 224(6)]

s T e

3 I, Neonang of
causal vacancy

~ A casual vacancy means a vacancy arising in the office of an auditor before the expiry of
- his term in normal course.

Where a partnershlp firm is appointed as an auditor, then admission, death or retirement

- of a partner in the firm will amount only to a reconstitution of the firm. It does not
- amounttoa (.asual \amncy and therefore Sec. 2"4(6) is not attracted,

i 2. Manner of filling

- casual vacancy

by reszgnatwn of audltor : oot iV

Casual vacancy ansmg Thev vamncy bhall be ﬁlled by the 5hareholders in GM

Casual vacancy arising . The ;/-zicanf;),/ shall be filled by the Board.
by any other reason i

{ther joint
duduors may act

[

4. lumre of ofﬁce

next AGM

. Till the time a casual vacancy contrnucﬁ the remaining auditor or auditors (i.e., the other

Jomt auditors), if any, may act.

Any auditor appomtcd in a casual vacancy “shall hold office until the conclusion of the

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

1. When is special
resolution
< required for
appointment of
auanor?

Vot less than 25% of the subscribed share capital is held by ~

(a) CG

(b) SG

(c) A Government Company

(d) Public Financial Institution

(e) Any financial or other institution established by any State Act in which SG holds
not less than 51% of the subscribed share capital

(f) A nationalised bank

(g) An msurance company carrvmg on general msurance busmess
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Wailure to nacs

special
resoclution —
Consequences

" dlaterial date

Auditing and Assurance

Chap. 9

No it chall hae f:!eeﬁted '.Eé.t”:‘.c ":dfcr “{ad {‘c:r appo.n*ed b) 2.}&
appointment of ~ “°MPANY

auditor

Duties of the »  The company shall give notice of that fact to CG.

company *  The notice shall be given within 7 days of conclusion of AGM.
Appointment CG shall make the appointment of auditors. 7 7

of auditors

»  The material date to determine whether Sec. 224A is ‘a‘til;agted; is the date of AGM

for reckoning s Jn other words, Sec. 224A must be complied with if the shareholding of institution:
25% capital is specified u/s 224A s
the date of — less than 25% as on the date of despatch of notice of AGM; but
AGM — the shareholding exceeds to 25% or more as on the date of AGM.
9.9 REMUNERATION OF AUDITORS [Sec. 224(8)!
1. vRight to fix ; i_farl)b‘biniméﬁ't is (i) The remunecration shall be fixed by the members in GM.
remuneration . made by members () Alternatively, the GM may determine the manner in which the
remuneration shall be fixed.
o Yooy If appointment is - The remuneration shall be fixed by the Bbard.\m o -
made by Board ‘
If appointment is  The remuneration shall be fixed by CG. V A )
- made by CG
: If appointment is (i) The remuneration shall be fixed by the members in GM. ‘
'_ made by CAG (i) Alternatively, the GM may determine the manner in which the
» ‘ remuneration shall be fixed.
2. bMeaning of ~=  Any sum paid by the company in respect of the auditors’ expenses shall be deemed to
‘remnuneration’ : be included in the expression ‘remuneration’.

=  Qut-of-pocket-expenses of the auditors shall be included in the remuneration unless
the resolution fixing the remuneration specifically provides that such expenses shall
be paid separately.

‘s Remuneration for other services is permissible without sanction of shareholders.

However, disclosure in P&L A/c is required.

9.10 REMOVAL OF AUDITORS

(Sec. 224, 225 and 408)

auditor before
expiry of his

term (i.e., before

the 1st AGM)

(Sec. 224(5)]

Removal of first

OR shall be passed at a GM. |
No special notice is required, for such removal. -
Procedure prescribed u/s 225(2) and (3) shall be followed.

(@)
()
(@)
()

been given to the members not less than 14 days before the date of the meeting.

Any other person may be appointed in his place of whose nomination a notice has

IR E R EEEEEEEEIEEIEEEEZEEEXEEEEEE E B |
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2.

Removai of
Coin
Letare
o7 IS

terme (e, before
the 20} [Sec.
224(N))

5. Hewovai of
auditor
(whether first

. v Bl e .
48 HE O

i

submeguent
auditor) at an
A

(Seo 125)

(a) Previous approval of CG is required.
(hY OR shall he nacead at o GM

{c¢) No special notice 15 required for such removals

(d) Procedure prescribed u/s 225:2) and (3) shall be followed.

(a) Previous approval of CGis not required.

(b) OR shall be passed at a GM.

(c) Special notice is required for such removal.

(d) Procedure prescribed u/s 225(2) and (3) shall be tollowed.
Special notice may require that -

(a) the retiring auditor shall not be reappointed; or

(b) some person, other than retiring auditor, shall be appointed as an auditor.

4. Removal hy CG
{fsee. 448)

- When can CG - Where appointment of nominee directors is made u/s 408 to end the
. exercise its : oppression or mismanagement.

powerswsd4082
- Nature of powers - =  Amongst other powers, CG has power to give directions to the
cof CG ' company u/s 408.

= The directions may include a direction to remove the existing
audator.
-« The directions given by CG shall come into effect as if all the
provisions of the Act in this behalf have been comphed with.

I:[fecl of " The existing auditor shall vacate office without requiring any action

. direction of CG for his removal. - o

Prace dure prescrtbed u/s 225(2) and 3)

- The company shall send the notice of removal to the auditor.

1. Noticeto
avdiior

2. Riaghts of the
auvdiior

3. Duties of the
company

4. Readingof
!jgp[esentatiolg

(a) Right to be heard orally at the meeting.
- (b) Right to make a representation in writing to the company.

3 (¢) Right to get his representation circulated amongst the members.

7 (a) To send a copy of the representation to every member of the company.

(b) To state the fact of the representation having been made in the notice given to the

members

“1f a copy v of representanon is not sent by the company to the members, the auditor may
. require that the representahon shall be read out at the meetmg

5. Intervention by
CLB

Appltcatton to | An apphcatlon may ‘be made to CLB.
whom?
, Appltcatton by - = The company; or
whom? = Any other aggrieved person.
Sattsfacttoﬁ of " The right to make a representation is being abused by the auditor to
: CLB - secure needless publicity for defamatory matter.
iE%Orders by CLB Héu("a) Co}ies of representation need not be sent to the members.

' (b) The representation need not be read out at the meeting.
. (¢) Costs on such an application shall be paid by the auditor.
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o1t RIGUHTS CF AUDITORS (Sec, 227)
1. Right to access The auditor has the rig}V\t df Vaccessré} al/ ttmes io allthebooksaccountsand ”
to books of vouchers of the company.
account
2. Right to obtain The auditor has the right to obtain such information and explanatlomqshemay think

information and  heeessary for the performance of his duties as an auditor.

cxphnatmm

3. Right to attend . Erveiry“hoiicérofGM’shnilibersen.t to thuaudltor(Sccl72)i -
GM = The auditor has the right to attend any GM (Sec. 172).

4. Right to be " The auditor has the right to speak on any matier which concerns him as an auditor (Sec
heard at GM 231).

s. Rigﬂhts in fe_specf " When are the If the accounts of any branch office are audited by a pe;sgn other

of branch office nghts available?  than company s auditor.

 Nature of rights (a) Rmht to visit the branch office.

(b) Right of access at all times to the books, accounts and vouchers
of the company mamtamed at the branch off ice.

(, 'RVig‘th ofhen . (1) Ti\é books must belong to the company.
Conditions (b) The documents must have come into the possession of audltor with the authority o
the Board.

" (¢) The auditor has done work assigned to him on such documents.
- (d) Such of the books can be retained which are connected with the work on which fees
has not been paid.

7 ngh{ to receive remuneratlon

8. nght to receive ¢ notice of remova

9 nght to make a representatlon on removal

9.12 DUTIES OF AUDITORS | (Sec. 227 and 229)

. Duty to hjuake ”Report to members 1t is the duty of the audltor to make a report to the members.

an audit : However he is not requnred to send his report to every member.
report Readmg(;f o “g' " The auditor’s report shall be read before the Comp;“&,[h GM.
. auditor’s report .= The report shall be open to inspection b) any member (‘n::u 230).
 Scope of audit " The audit report shall relate to-

| report (a) the accounts examined by him;

(b) B/S of the company;

{(c) P&L Account of the company; and

(d) documems annexed to the B/S and P&L a/c.

2= a 0 a8 8 a8 2 2 8 2 20¢ 28 2222492922229 7T1%9°°2%°121%212191°2°
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The auditor shall state whether, in his opinion and to the best of his

iation and accurding o the eapidnations given to him, the B/5

and P & L A/c give —

(a) the information required by the Act; and
(b) atrue and fair view of state of affairs of the company.
V, Report on The audit report shall also state—
{’::Zi:'zj:f? (a) whether he has obtained all the information and explanations;
o » (by whether, in his opinion, proper books of account have been kept,
| X (¢) whether the report of branch auditor has been forwarded to him
: and how he has dealt with the same in preparing his audit report;
- - (d) whether the B/S and P&L account are in agreement with the
: books of account and returns;
‘f(_‘ ‘ (e} whether AS have been complied with;

(f) the observations or comments of the auditors which have any

(g

()

Report on CARO
Report on specific - (a)
| enquiries l

adverse effect on the functioning of the company

The auditor has to report on

in thick type or in
italics;,

Whether any director is disqualified from being appointed as a
director u/s 274(1)(g);

Whether cess payable by the company has been so paid.

all the matters specified in CARO.

Whether loans and advances made by the company on the basis of
security have been properly secured and whether the terms on
which they have been made are not prejudicial to the interests of
the company or its members.

(b) Whether book entries are prejudicial to the interests of the

; company.

%(c) Whether the sale price of the shares, debentures and other

, securities held by the company is less than their purchase price.

(d) Whether loans and advances made by the company have been
shown as deposits.

- (¢) Whether personal expenses have been charged to revenue
account. ) :

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

any shares have been allotted for cash, whether cash has actually
been received in respect of such allotment, and if no cash has
actually been so received, whether the position as stated in the
account books and the balance sheet is correct, regular and not
misleading.




