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SA 610 (Revised)
USING THEWORK OF INTERNAL AUDITORS

SA 610-MAP
« Scope and Objectives of the Internal Audit Function
« Objectives of SA 610
» Relationship between the Internal Audit Function and the External Auditor
» Can we use work of internal auditor?
* How to use work of Internal Auditor?
« (Can we take direct assistance of internal auditor?
* How to use direct assistance of internal auditor?

Scope and Objectives of the
Internal Audit Function

lwill help you in running your

Internal audit function — A company achieving its objective * ‘wl
function of an entity that i I '
; . Governance Management
Internal Auditor

performs assurance and

Consulting activities designed
to evaluate and improve the
effectiveness of the entity’s
governance, risk management
and internal control processes.
The objectives and scope of

6. Review of Operating

lllegal / Defective / &

Duplicate goods /
theft / spoilage can
happen.
2. Risk Management

Sock Levels/

% 3 % Utilization / Out put 5. Review of
internal audit functions 3. Review of Compliance with
" . 0 ing Activiti laws & regulations
typically include assurance and . perating Activities Inwaé:;e?r:nward :
i iviti i 4. Monitoring e
consulting actmtl_es designed Levels 5 o - m‘r
to evaluate and improve the T -0 System :

effectiveness of the entity’s governance processes, risk management and internal control

such as the following:

Activities Relatin vernan

e The internal audit function may assess the governance process in its accomplishment of
objectives on ethics and values, performance management and accountability,
communicating risk and control information to appropriate areas of the organization
and effectiveness of communication among those charged with governance, external
and internal auditors, and management.

Activities Relating to Risk Management

e The internal audit function may assist the entity by identifying and evaluating significant
exposures to risk and contributing to the improvement of risk management and internal
control (including effectiveness of the financial reporting process).

e The internal audit function may perform procedures to assist the entity in the detection
of fraud.
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Activities Relatin Intern ntrol
e _FEvaluation of internal control. The internal audit function may be assigned specific

responsibility for reviewing controls, evaluating their operation and recommending
improvements thereto. In doing so, the internal audit function provides assurance on the
control. For example, the internal audit function might plan and perform tests or other
procedures to provide assurance to management and those charged with governance
regarding the design, implementation and operating effectiveness of internal control,
including those controls that are relevant to the audit.

e Fxamination of financial and operating information. The internal audit function may be
assigned to review the means used to identify, recognize, measure, classify and report
financial and operating information, and to make specific inquiry into individual items,
including detailed testing of transactions, balances and procedures.

e Review of operating activities. The internal audit function may be assigned to review the
economy, efficiency and effectiveness of operating activities, including nonfinancial
activities of an entity.

e Review of compliance with laws and regulations. The internal audit function may be
assigned to review compliance with laws, regulations and other external requirements,
and with management policies and directives and other internal requirements.

Objectives of SA 610

The objectives of the external auditor, where the entity has an internal audit function and

the external auditor expects to use the work of the function to modify the nature or timing,

or reduce the extent, of audit procedures to be performed directly by the external auditor,
or to use internal auditorsto provide direct assistance, are:

(@) To determine whether the work of the internal audit function or direct assistance from
internal auditors can be used, and if so, in which areas and to what extent; and having
made that determination:

(b) If using the work of the internal audit function, to determine whether that work is
adequate for purposes of the audit; and

(c) If using internal auditors to provide direct assistance, to appropriately direct, supervise
and review their work.

Relationship between the Internal Audit Function and the External Auditor
Particulars Internal Audit External Audit

Audit of financial or other

quantitative information of

any entity with a view to

express an opinion thereon.

It is a review of activities, as a
Definition service to all levels of
Management.

Report upon the effectiveness of
Internal Controls, financial and
Obijective others, as a contribution to the
efficient use of resources within an
organization.

It is voluntary. Compulsory to It is normally compulsory.
some companies U/S 138 U/S143

To express an opinion on
the true and fair view
presented by Financial
Statements.

Necessity
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The External or Statutory
Auditor is not part of the
organization.

Generally an employee of the

Atidi
Auditor Organization.

By the owners
. By the M BOD) of th
Appointment y 1 e_ HRgamant (BB ot the (Shareholders) of the
enterprise. .
enterprise.

It is determined by the

It arises from the
Management and ranges from the . .
Scope . ) ) responsibilities placed on him
pure review of accounting functions

of work . ) ) by the statute or the terms of
to the review of various operational

n ment.
services in the organization. engagement
Submission
- To the Management. To the Shareholders.
of Report
. . —_ Th i
Format of No format is prescribed. Guidelines © aspects 1o be covrered o
Report in SIA 4 the Report are prescribed by
law. SA 700
Oriented to the needs of the
users of Financial
rientation M i ;
(0] anagement Oriented ——— it e
Management.

The role and objectives of the internal audit function are determined by management and,
where applicable, those charged with governance. While the objectives of the internal audit
function and the external auditor are different, some of the ways in which the internal audit
function and the external auditor achieve their respective objectives may be similar.
Irrespective of the degree of autonomy and objectivity of the internal audit function, such
function is not independent of the entity as is required of the external auditor when
expressing an opinion on financial statements. The external auditor has sole responsibility
for the audit opinion expressed, and that responsibility is not reduced by the external
auditor’s use of the work of the internal auditors.

Can we use work of Internal Auditar?

1. Evaluate Internal 2. Which work can
Audit Function ? be used ?

1. Evaluate Internal Audit Function?
1. Technical Competence
Team is Appropriately Resourced 10 CAs + 20 Articles + 2 CWAs
Established policies for hiring / training / | Every 3 months/ No graduates/ Pre audit 9
assigning day training / assigning as per talent
Qualification CA / CPA /CIMA / CIA
Technical Training & Proficiency Trained for AS/ Ind AS/ IFRS/ SOX
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Membership of Professional Bodies
(Compliance to Standards & Continuing
Professional Development)

Majority governed by CA Act which require
compliance to SAs & also Continuing
Professional Education Programme

Knowledge of entity’s FR & FRF

Team worked in same industry for past 10
years & working on same client for past 4
years

2. Objectivity

Conflict of Interest

Not holding any post other than internal
auditor in current & past.

Appointment

Audit Committee / BOD

Staff Appointments

Always in consultation with AC/ BOD

Scope No restrictions
Status In line with directors
Authority All the powers like director for internal

auditor.

Accountability

Quarterly presentations & performance
report.

Recommendations

Full Compliance

Membership obligation towards objectivity

As per CA Act & Regulations

3. Systematic and Disciplined Approach

Documented internal audit procedures or
guidance covering such areas as risk
assessments, work programs, documentation
and reporting

There are 3 volumes of 1000 page each
giving principles / formats / guidance on
planning / risk assessment / procedures /
reporting of Internal Audit.

Quality control policies and procedures

Internal Audit Frm is governed by Quality
Control Procedures established under

Internal Auditing Standards & SQC 1

The external auditor shall determine whether the work of the internal audit function can be

used for purposes of the audit by evaluating the following:

(@) The extent to which the internal audit function’s organizational status and relevant
policies and procedures support the objectivity of the internal auditors;

(b) The level of competence of the internal audit function; and

(c) Whether the internal audit function applies a systematic and disciplined approach,
including quality control.

The external auditor shall not use the work of the internal audit function if the external

auditor determines that:

(@) The function’s organizational status and relevant policies and procedures do not
adequately support the objectivity of internal auditors;

(b) The function lacks sufficient competence; or

(c) The function does not apply a systematic and disciplined approach, including quality
control.
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2. Which work can be used?

As a basis for determining the areas and the extent to which the work of the internal audit
function can be used, the external auditor shall consider the nature and scope of the work
that has been performed, or is planned to be performed, by the internal audit
function and its relevance to the external auditor’s overall audit strategy and audit plan.
The external auditor shall make all significant judgments in the audit engagement and, to
prevent undue use of the work of the internal audit function, shall plan to use less of
the work of the function and perform more of the work directly:

(@) The more judgment is involved in:

(i) Planning and performing relevant audit procedures; and

(i) Bvaluating the audit evidence gathered;

(b) The higher the assessed risk of material misstatement at the assertion level, with
special consideration given to risks identified as significant;

3. How to use work of Internal Auditor?

If the external auditor plans to use the work of the internal audit function, the external
auditor shall discuss the planned use of its work with the function as a basis for
coordinating their respective activities.

The external auditor shall read the reports of the internal audit function relating to the
work of the function that the external auditor plans to use to obtain an understanding of
the nature and extent of audit proceduresit performed and the related findings.

The external auditor shall perform sufficient audit procedures on the body of work of

the internal audit function as a whole that the external auditor plans to use to determine

its adequacy for purposes of the audit, including evaluating whether:

(@) The work of the function had been properly planned, performed, supervised,
reviewed and documented;

(b) Sufficient appropriate evidence had been obtained to enable the function to draw
reasonable conclusions; and

(c) Conclusions reached are appropriate in the circumstances and the reports prepared
by the function are consistent with the results of the work performed.

The nature and extent of the external auditor’s audit procedures shall be responsive to the

external auditor’s evaluation of:

(@) The amount of judgment involved;

(b) The assessed risk of material misstatement;

(c) The extent to which the internal audit function’s organizational status and relevant
policies and procedures support the objectivity of the internal auditors; and

(d) The level of competence of the function; and shall include re-performance of some of
the work

The external auditor shall also evaluate whether the external auditor’s conclusions regarding

the internal audit function and the determination of the nature and extent of use of the

work of the function for purposes of the audit remain appropriate.
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4. Can we take direct assistance of internal auditor ?
The external auditor may be prohibited by law or regulation from obtaining direct
assistance from internal auditors. If so then corresponding paragraphs of this SA will not be
applicable.
If using internal auditors to provide direct assistance is not prohibited by law or
regulation, and the external auditor plans to use internal auditors to provide direct
assistance on the audit, the external auditor shall evaluate the existence and significance
of threats to objectivity and the level of competence of the internal auditors who will
be providing such assistance. The external auditor’'s evaluation of the existence and
significance of threats to the internal auditors’ objectivity shall include inquiry of the internal
auditors regarding interests and relationships that may create a threat to their objectivity.
The external auditor shall not use an internal auditor to provide direct assistance if:
a) There are significant threats to the objectivity of the internal auditor; or (b) The internal
auditor lacks sufficient competence to perform the proposed work.

Prior to using internal auditors to provide direct assistance for purposes of the audit, the

external auditor shall:

a) Obtain written agreement from an authorized representative of the entity that the
internal auditors will be allowed to follow the external auditor’s instructions, and
that the entity will not intervene in the work the internal auditor performs for the
external auditor; and

b) Obtain written agreement from the internal auditors that they will keep confidential
specific matters as instructed by the external auditor and inform the external auditor
of any threat to their objectivity.

The external auditor shall direct, supervise and review the work performed by internal

auditors on the engagement in accordance with SA 220.

In so doing:

(@) The nature, timing and extent of direction, supervision, and review shall recognize
that the internal auditors are not independent of the entity and be responsive to the
outcome of the evaluation of the factors (Judgment / RMM / Competence etc.) ;and

(b) The review procedures shall include the external auditor checking back to the
underlying audit evidence for some of the work performed by the internal auditors.
The direction, supervision and review by the external auditor of the work performed by
the internal auditors shall be sufficient in order for the external auditor to be satisfied
that the internal auditors have obtained sufficient appropriate audit evidence to support
the conclusions based on that work.

In directing, supervising and reviewing the work performed by internal auditors, the
external auditor shall remain alert for indications that the external auditor’s evaluations
“whether to use internal auditor for direct assistance” are no longer appropriate.
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SAE 3420
Assurance Engagements to Report on the Compilation of
Pro Forma Financial Information Included in a Prospectus

SAE M AP

1.What do you mean by Pro Forma Financial Information?

2.What Factors should be considered before accepting such assignments?
3.How to plan & perform such assurance engagement?

4.Considerations while forming opinion?

5.How to prepare assurance Report?

1.What do you mean by Pro Forma Financial Information?

Financial information shown together with adjustments to illustrate the impact of an event
or transaction on unadjusted financial information as if the event had occurred or the
transaction had been undertaken at an earlier date selected for purposes of the illustration.
In this SAE it is presumed that pro forma financial information is presented in columnar
format consisting of (a) the unadjusted financial information: (b) the pro forma adjustments;
and (c) the resulting pro forma column.

For example,

The entity may acquire a number of businesses prior to an initial public offering. In such
circumstances, the responsible party may choose to present a pro forma net asset
statement to illustrate the impact of the acquisitions on the entity’s financial position and
key ratios such as debt to equity as if the acquired businesses had been combined with the
entity at an earlier date. The responsible party may also choose to present a pro forma
income statement to illustrate what the results of operations might have been for the
period ended on that date. In such cases, the nature of the pro forma financial information
may be described by titles such as “Pro Forma Balance Sheet as at March 31, 20X1” and “Pro
Forma Statement of profit and loss for the Year Ended March 31, 20X1

2.What Factors should be considered before accepting such assignments?

Before agreeing to accept an engagement to report on whether pro forma financial

information included in a prospectus has been compiled, in all material respects, on the

basis of the applicable criteria, the practitioner shall:

a) Determine that the practitioner has the capabilities and competence to perform the
engagement;

b) On the basis of a preliminary knowledge of the engagement circumstances and
discussion with the responsible party. determine that the applicable criteria are suitable
and that it is unlikely that the pro form financial information will be misleading for the
purpose for which it is intended;

¢) Bvaluate the wording of the opinion prescribed by the relevant law or regulation, if any,
to determine that the practitioner will likel | xpr h inion i
based on performing the procedures specified in this SAE
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d) Where the sources from which the unadj financial information an
divested financial information have been extracted have been audited or reviewed and a
modified audit opinion or review conclusion has been expressed, or the report contains
an BEmphasis of Matter paragraph, consider whether or not the relevant law or regulation
permits the use of. or reference in the practitioner’'s report to, the modified audit
opinion or review conclusion or the report containing the Emphasis of Matter paragraph
with respect to such sources;

e) If the entity’'s historical financial information has never been audited or reviewed,
consider whether the practitioner can obtain a sufficient understanding of the entity and
its accounting and financial reporting practices to perform the engagement;

f) If the event or transaction includes an acquisition and the acquirer’s historical financial
information has never been audited or reviewed, consider whether the practitioner can
obtain a sufficient understanding of the acquire and its accounting and financial
reporting practicesto perform the engagement; and

g) Obtain the agreement of the responsible party that it acknowledges and understands its
responsibility for:

(i) Adequately disclosing and describing the applicable criteria to the intended users if these
are not publicly available;

(i) Compiling the pro forma financial i i i i iteria; and

(iif) Providing the practitioner with:
a. Access to all information (including, when needed for purposes of the engagement,

information of the acquiree(s) in a business combination), such as records,
documentation and other material, relevant to evaluating whether the pro forma
financial information has been compiled, in all material respects, on the basis of the
applicable criteria;

b. Additional information that the practitioner may request from the responsible party
for the purpose of the engagement;

c. Access to those within the entity and the entity’s advisors from whom the
practitioner determines it necessary to obtain evidence relating to evaluating
whether the preformed financial information has been compiled, in all material
respects, on the basis of the applicable criteria; and

d. When needed for purposes of the engagement, access to appropriate individuals
within the acquire (s) in a business combination.

3.How to plan & perform such assurance engagement?

» Assessing the Suitability of the Applicable Criteria
The practitioner shall assess whether the applicable criteria are suitable. as required by the

Framework for Assurance Engagements, and in particular shall determine that they include,
at a minimum, that:
a. The unadj financial information
b. The pro forma adjustments be:
i. Directly attributable to the event or transaction;
ii. Factually supportable; and
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iii. Consistent with the entity’'s applicable financial reporting framework and its
accounting policies under that framework; and

c. Appropriate presentation be made and disclosures be provided to enablethe intended

users to understand the information conveyed.

In addition, the practitioner shall assess whether the applicable criteria are:
a) Consistent. and do not conflict. with relevant law or regulation; and
b) Unlikely to result in pro forma financial information that is misleading.

> Materiality
When planning and performing the engagement, the practitioner shall consider materiality

with respect to evaluating whether the pro forma financial information has been compiled,
in all material respects, on the basis of the applicable criteria.

» ining an Understanding of How the R
Financial Information an her En ment Circumstan
The practitioner shall obtain an understanding of:
a) The event or transaction in respect of which the pro forma financial information is being
compiled;
b) How the responsible party has compiled the pro forma financial information;
¢) The nature of the entity and any acquiree or divestee, including:
i. Their operations;
ii. Their assets and liabilities; and
iii. The way they are structured and how they are financed;
d) Relevant industry, legal and regulatory, and other external factors pertaining to the
entity and any acquiree or divestee; and
e) The applicable financial reporting framework and the accounting and financial reporting
practices of the entity and of any acquiree or divestee, including their selection and
application of accounting palicies.

» Obtaining Evidence about the Appropriateness of the Source from Which the
Unadjusted Financial Information Has Been Extracted
The practitioner shall determine whether the responsible party has extracted the
unadjusted financial information from an appropriate source.
If there is no audit or review report on the source from which the unadjusted financial
information has been extracted, the practitioner shall perform procedures to be satisfied
that the source is appropriate.
The practitioner shall determine whether the responsible party has appropriately
extracted the unadjusted financial information from the source.

ining BEviden he Appropriaten fthe Pr rma Adj
In evaluating whether the pro forma adjustments are appropriate, the practitioner shall
determine whether the responsible party has identified the proforma adjustments necessary
to illustrate the impact of the event or transactional the date or for the period of the
illustration.
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In determining whether the pro forma adjustments are in accordance with the applicable

criteria, the practitioner shall determine whether they are:

a) Directly attributable to the event or transaction;

b) Factually supportable.
If acquiree or divestee financial information is included in the pro forma adjustments
and there is no audit or review report on the source from which such financial
information has been extracted, the practitioner shall perform procedures to be satisfied
that the financial information is factually supportable; and

c) Consistent with the entity’s applicable financial reporting framework and its accounting
policies under that framework.

» Modified Audit Opinion or Review Conclusion. or Emphasis of Matter Paragraph. with
Respect to the Source from Which the Unadjusted Financial Information Has Been
Extracted or the Source from Which the Acquiree or Dives tee Financial Information Has
Been Extracted

A modified audit opinion or review conclusion may have been expressed with respect to

either the source from which the unadjusted financial information has been extracted or the

source from which they acquire or dives tee financial information has been extracted, or a

report containing an Emphasis of Matter paragraph may have been issued with respect to

such source. In such circumstances, if the relevant law or regulation does not prohibit the
use of such a source, the practitioner shall evaluate:

(@) The potential consequence on whether the pro forma financial information has been
compiled, in all material respects, on the basis of the applicable criteria;

(b) What further appropriate action to take; and

(c) Whether there is any effect on the practitioner’s ability to report in accordance with the
terms of the engagement, including any effect on the practitioner's report.

» Source from Which the Unadjusted Financial Information Has Been Extracted or Pro
Forma Adjustments Not Appropriate
If, on the basis of the procedures performed, the practitioner identifies that the
responsible party has:

(@) Used an inappropriate source from which to extract the unadjusted financial
information; or

(b) Omitted a pro forma adjustment that should be included, applied a proforma
adjustment that is not in accordance with the applicable criteria or otherwise
inappropriately applied a pro forma adjustment, the practitioner shall discuss the matter
with the responsible party. If the practitioner is unable to agree with the responsible
party as to how the matter should be resolved, the practitioner shall evaluate what
further action to take.

> ining BEviden h lculations within the Pr rma Financial Information
The practitioner shall determine whether the calculations within the pro forma financial
information are arithmetically accurate.

10
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ion of the Pr rma Financial Inform

The practitioner shall evaluate the presentation of the pro forma financial information.

This shall include consideration of:

(a) The overall presentation and structure of the pro forma financial information,
including whether it is clearly labelled to distinguish it from historical or other
financial information;

(b) Whether the pro forma financial information and related explanatory notes illustrate
the impact of the event or transaction in a manner that is not misleading;

() Whether appropriate disclosures are provided with the pro forma financial
information to enable the intended users to understand the information conveyed,;
and

(d) Whether the practitioner has become aware of any significant events subsequent to
the date of the source from which the unadjusted financial information has been
extracted that may require reference to, or disclosure in, the pro forma financial
information.

The practitioner shall read the other information included in the prospectus containing the
pro forma financial information to identify material inconsistencies, if any, with the pro
forma financial information. If, on reading the other information, the practitioner identifies a
material inconsistency or becomes aware of a material misstatement of fact in that other
information, the practitioner shall discuss the matter with the responsible party.

If correction of the matter is necessary and the responsible party refuses to do so, the
practitioner shall take further appropriate action.

» Written Representations

The practitioner shall request written representations from the responsible party that:

(@) In compiling the pro forma financial information, the responsible party has identified
all appropriate pro forma adjustments necessary to illustrate the impact of the event
or transaction at the date or for the period of the illustration; and

(b) The pro forma financial information has been compiled, in all material respects, on
the basis of the applicable criteria.

4. Considerations while forming opinion?

The practitioner shall form an opinion on whether the pro forma financial information has
been compiled, in all material respects, by the responsible party on the basis of the
applicable criteria.

In order to form that opinion, the practitioner shall conclude whether the practitioner has
obtained sufficient appropriate evidence about whether the compilation of the pro forma
financial information is free from material omissions, or inappropriate use or application of
a pro forma adjustment. That conclusion shall include an evaluation of whether the
responsible party has adequately disclosed and described the applicable criteria to the
extent that these are not publicly available.

11
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» Form of Opinion

nmodifi inion
The practitioner shall express an unmodified opinion when the practitioner concludes that
the pro forma financial information has been compiled, in all material respects, by the
responsible party on the basis of the applicable criteria.

Modified Opinion

Where the relevant law or regulation precludes publication of a prospectus that contains a
modified opinion with regard to whether the pro form financial information has been
compiled, in all material respects, on the basis ofthe applicable criteria and the pragctitioner
concludes that a modified opinion is nevertheless appropriate in accordance with the
Framework for Assurance Engagements, the practitioner shall discuss the matter with the
responsible party.

If the responsible party does not agree to make the necessary changes, the practitioner
shall:

(@) Withdraw from the engagement; or

(b) Consider seeking legal advice.

Where the relevant law or regulation may not preclude publication of a prospectus that
contains a modified opinion with regard to whether the pro form financial information has
been compiled, in all material respects, on the basis of the applicable criteria and the
practitioner determines that a modified opinion inappropriate in accordance with the
Framework for Assurance Engagements, the practitioner shall apply the requirements in the
Framework for Assurance Engagements regarding modified opinions.

Emphasis of Matter Paragraph

In some circumstances, the practitioner may consider it necessary to draw users’ attention
to a matter presented or disclosed in the pro forma financial information or the
accompanying explanatory notes. This would be the case when, in the practitioner’s opinion,
the matter is of such importance that it is fundamental to users’ understanding of whether
the pro forma financial information has been compiled, in all material respects, on the basis
of the applicable criteria. In such circumstances, the practitioner shall include an Emphasis
of Matter paragraph in the practitioner’s report provided that the practitioner has obtained
sufficient appropriate evidence that the matter does not affect whether the pro forma
financial information has been compiled, in all material respects, on the basis of the
applicable criteria. Such a paragraph shall refer only to information presented or disclosed
in the pro forma financial information or the accompanying explanatory notes.

5.How to prepare assurance Report?

(Title)INDEPENDENT PRACTITIONER'S ASSURANCE REPORT ON THE COMPILATION OF
PRO FORMA FINANCIAL INFORMATION INCLUDED
IN A PROSPECTUS

12
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(Addressee)[Appropriate Addressee(s)]

Report on the Compilation of Pro Forma Financial Information Included in a
Prospectus

(Intro Para)We have completed our assurance engagement to report on the compilation of
pro forma financial information of ABC Company by [the responsible party]. The pro forma
financial information consists of [the pro forma balance sheet as at[date]], [the pro forma
statement of profit and loss for the period ended [date]], [the pro forma cash flow
statement for the period ended [date],] and related notes [asset out on pages xx—xx of the
prospectus issued by the company]. The applicable criteria on the basis of which [the
responsible party] has compiled the pro form financial information are [specified in
[Securities Regulation XX] and described in[Note X]]/[described in [Note X]].

The pro forma financial information has been compiled by [the responsible party] to
illustrate the impact of the [event or transaction] [set out in Note X] on the [company’s
financial position as at specify date] [and] [the company’s/its financial performance [and
cash flows] for the period ended specify date] as if the [event or transaction] had taken
place at [specify date] [and specify date respectively]. As part of this process, information
about the company’s [financial position], [financial performance] [and cash flows] has been
extracted by [the responsible party] from the company’s financial statements [for the period
ended [date]], on which [[an audit]/[a review] report]/[no audit or review report] has been
published.

(Like Management’s Responsibility)[The Responsible Party’s] Responsibility for the Pro
Forma Financial Information [The responsible party] is responsible for compiling the pro
forma financial information on the basis of the [applicable criteria]. This responsibility
includes the responsibility for designing, implementing and maintaining internal control
relevant for compiling the pro forma financial information on the basis of the[applicable
criteria] that is free from material misstatement, whether due to fraud or error. The
................ {Responsible party} is also responsible for identifying and ensuring that the
Company complies with the laws and regulations applicable to its activities, including
compliance with the provisions of the laws and regulations for the compilation of Pro Forma
Financial Information.

(Like Auditor’s Responsibility)Practitioner’'s Responsibilities

Our responsibility is to express an opinion, as required by ............ [Reference to the
relevant law or regulation], about whether the pro forma financial information has been
compiled, in all material respects, by .........._. - [the responsible party] on the basis of the
.................. [applicable criterial.

We conducted our engagement in accordance with Standard on Assurance Engagements
(SAE) 3420, Assurance Engagements to Report on the Compilation of Pro Forma Financial
Information Included in a Prospectus, issued by the Institute of Chartered Accountants of
India. This Standard requires that the practitioner comply with ethical requirements and
plan and perform procedures to obtain reasonable assurance about whether ........._... [the
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responsible party] has compiled, in all material respects, the pro forma financial information
an'the bagsorthe ...oxvermommmans [applicable criteria].

For purposes of this engagement, we are not responsible for updating or

reissuing any reports or opinions on any historical financial information used in compiling
the pro forma financial information, nor have we, in the course of this engagement,
performed an audit or review of the financial information used in compiling the pro forma
financial information.

The purpose of pro forma financial information included in a prospectus is solely to
illustrate the impact of a significant event or transaction on unadjusted financial information
of the entity as if the event had occurred or the transaction had been undertaken at an
earlier date selected for purposes of the illustration.

Accordingly, we do not provide any assurance that the actual outcome of the event or
transaction at ............ [specify date] would have been as presented.

A reasonable assurance engagement to report on whether the pro forma

financial information has been compiled, in all material respects, on the basis of the
applicable criteria involves performing procedures to assess whether the applicable criteria
used by [the responsible party] in the compilation of the performa financial information
provide a reasonable basis for presenting the significant effects directly attributable to the
event or transaction, and to obtain sufficient appropriate evidence about whether:

The related pro forma adjustments give appropriate effect to those criteria; and

The pro forma financial information reflects the proper application of those adjustments

to the unadjusted financial information.

The procedures selected depend on the practitioner’s judgment, having regard to the
practitioner’s understanding of the nature of the company, the event or transaction in
respect of which the pro forma financial information has been compiled, and other relevant
engagement circumstances.

The engagement also involves evaluating the overall presentation of the proforma financial
information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

(Opinion)Opinion

In our opinion, [the pro forma financial information has been compiled, in all material
respects, on the basis of the ................... [applicable criteria] / [the pro forma financial
information has been properly compiled on the basis stated].

Report on Other Legal or Regulatory Requirements

[Relevant law or regulation may require the practitioner to express an opinion on other
matters. The form and content of this section of the practitioner’s report will vary with the
nature of such other reporting responsibilities.]

Signature / Date / Place
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Addition to Company Audit Lectures

1. Additional explanation to concept of Business Relationship

Business Relationship
(Direct /[ Indirect)
“Commercial Purpose”

Procuring
goods &
services
Ordinary Course

of Business +

“ Doing business
together
v,
Parthership etc

Providing
goods &
services to
client

2
cmosas (T
Allowed CA related service Rk
z Prices
which are not '
H-Hotel | H-Hospital

prohibited by CO

Act & CA Act A-Airlines

T-Telecommunication

2. Associate includes Joint Venture

Sec 2 (6)"associate company", in relation to another company, means a company in which
that other company has a significant influence, but which is not a subsidiary company of the
company having such influence and includes a joint venture company.

Explanation.—For the purposes of this clause, "significant influence” means control of at
least twenty per cent of total share capital, or of business decisions under an agreement

3. Director of holding
As per company’s act director of holding / subsidiary / associate are not disqualified to do
audit of company, which is a loop hole in company’s act. But ICAl has plugged on loop hole
as per announcement Director of holding company cannot do audit of company so this one
loop hole is plugged.

4. In exemptions to relatives there is small controversy: - if you read language carefully then
as per literal interpretation you will notice that relatives can hold securities only in “that
company” and not subsidiaries, associate.

But as per reasonable interpretation if holding is allowed in that company where audit is
being conducted other companies such as subsidiaries and associate should be covered.

I will suggest give both the point of views in exams.

5. Exemptions while counting OPC / Dormant Co / Small Co / Pvt Co paid up capital below
100 crores.
Further there are ICAI Guidelines 2008, which says ceiling limit should be 30 including all
types of companies. So if we take combined interpretation, then CA can do 20 audits

15
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excluding 4 types of companies specified above and 30 companies including 4 types
companies specified. But this point can be given at the end as additional knowledge.
Solve problems as per limit of 20 only, unless specifically mentioned about guidelines.

Little controversy here regarding foreign company, foreign company is considered as
body corporate and not company as per companies act. Now while counting we should
only take companies and not body Corporates such as foreign company. This view is
supported by some authors but PM sometimes considers foreign company while
counting. So express both views while answering a question.

6. Other Disqualifications
If CA is doing equity share valuation for unlisted / unquoted company then he cannot
do statutory and tax audit of such company

7. Appointing auditor of government company
Subsection covers company owned or controlled directly or indirectly by central / state
or partly by both. As per General circular issued on 26" Mar 2014 it is further clarified
that concept of deemed government company of old companies act 1956 will be
covered here that means 51% holding by CG / SG/ Government Companies by one of
them or in any combination.

8. Rotation

MANNER OF ROTATION Sec 139 (3) &
Rule 6 of CAAR Rules (Key point 6)

Internal Rotation:- If company wants company can implement internal
rotation of partners by ordinary resolution by members.

Internal Rotation (Veluntary)

Example thereis a firm

i

Company passes resolution to

D GEEEGS
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MANNER OF ROTATION Sec 139 (3) &
Rule 6 of CAAR Rules (Key point 7)

If company wants company can keep joint auditors.

Where a company has appointed two or more individuals or firms or a
combination thereof as joint auditors, the company may follow the
rotation of auditors in such a manner that both or all of the joint |
auditors, as the case may be, do not complete their term in the same
year.

For example Firm A is auditor then appoint Firm B as auditor from 9%
year so that when Firm A goes under rotation Firm B is well settled.

9. Rotation
Rotation of Auditor 139(2) & Rule 6 of CAAR
CLASS OR CLASSES OF OTHER THAN CLASS OR CLASSES OF
COMPANIES (APPLICABLE) COMPANIES (NOT APPLICARLE)

{
1. ONE PERSON COMPANY; OR

'

1, LISTED COMPANY,

2. PUBLIC COMPANY WHOSE 2-SMALL COMPANY; OR
PAID UP SHARE CAPITAL IS Rs.

10Cr. OR MORE : OR 3. DORMANT COMPANY

3. PRIVATE COMPANY WHOSE Nothing is specified regarding when to

PAID UP check these conditions. None of the
CARTTALIS Re. 20 Cr ORMORE authors have taken any firm stand.

:0R We will also take logical view.
Aetations means te change auditors,
4. ANYT COMPANY HAVING which happens on AGM. 5o we hgve to
PUBLIC BORROWINGS FROM check these copditions as on date of
Fl. BANKOR PUBLIC DEPOSIT AGM. This is in line with interpretation
OF RS, 50 CRORES OR MORE in old company act 1956.

10. Adverse impact on functioning of company

Duty to report 143 (2) / (3) / (4)
Step 4 :- Meeting with Employee

=>All the information and explanations is obtained, if not givg
details.

= Whether he has received branch report & manner in whicl
report is dealt.

- the observations or comments (Qualification / Adverse

Disclaimer / EMP / OPM) of the auditors on financial transaction
or matters which have any adverse effect on the functioning of thg
company (Affects going concern / Non Determination of Obsoletd
Stock [ Significant Impairments of Assets in chort significan
expenses / losses not reported or Incomes or Profits Overstated)

= If there is any negative comment or gualification, reason should
be statedin report.
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11. Fraud Reporting
Fraud Reporting Sec 143 (12) / (13) / (14) / (15)

AUDIT
COMMITEE
/ BOARD OF
DIRECTORS

EPORT + REPLY

OFFICERS /
EMPLOYEE

5
o
o & LETTER HEAD +
) =0 MCA
‘P

SEALED ENVELOPE
AUDITOR ' {Government)
(15 DAYS) SECRETARY
RPAD / SPEED POST taea
COMPANY EMAIL CONFIRMATION

***Reason to believe that fraud is being committed / already committe{
*** Also applicable to Cost Auditor (CMA) & Company Secretary (CS)
#%#% Will not be considered as breach of principle of confidentiality
###% Fine:- Min 1,00,000 Max 25,00,000

AMOUNT OF FRAUD OR EXPECTED FRAUD LESS THAN RS 1 CRORE

=>The auditor shall report the matter to Audit Committee constituted
under section 177 or to the Board immediately but not later than two
days of his knowledge of the fraud and he shall repart the matter
specifying the following:—

{a) Mature of Fraud with description;

(b) Approximate amount involved; and

(c) Parties inviolved

—=The following details of each of the fraud reported to the Audit
Committee or the Board as reported above during the year shall be
disclosed in the Board's Report:—

(a) Mature of Fraud with description;

{b) Approximate Amount involved;

[c) Parties inwolved, if remedial action not taken; and

(d) Remedial actions taken.

Guidance Note on Fraud Reporting

= Auditors appointed under the following statutes not covered under
Sec 143(12) for reporting under Fraud

Tax Audit under Income Tax Act 1961 / Sales Tax Audit / Vat Audit /
internal Auditors under Sec 138

=?Reporting of fraud by auditor- oenly if auditor is the first person to
identify/note such instance in the course of performance of his duties as
an auditor,

=The requirements for reporting by auditors under Section 143(12)
would apply even if the fraud is required to befhas been reported
under any other statute or to any other Regulator(Like reporting to RBI)
—?Reporting of fraud by an auditor relating to prior period-

Fraud of previous year found during the FY beginning on or after April 1,
2014 which was not dealt with in the prior financial years in the
financial statements/ audit report/ board’s repart should also be
reported.

= Mo need to report to CG if auditor is satisfied that fraud has not taken
place have persuasive evidence for the same.
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12. Penalities

Sec 139 to 146 Penalties Sec 147  Sec 139 / 143 / 144 [ 145
[?l:amparw Auditor
Fine Officer of Fine
Imin 25,000 Company Min 25,000 Max 5,00,00(
Nax 5,00,000 Fine 3
Min 10,000 Max 1,00,000 I knowingly f willfully
+ / Intention
Imprisonment of 1 year or BOTH Fine = &
Min 1,00,000 |mprisonmdg
Max of 1 year BQ
Refund Remuneration 25,00,000 Y

4
Pay damages loss arising out of incorrect or "
misleading statements of particulars made <:|
in his audit report.

contraventions

—=The Central Government shall, by notification, specily any
statutory body or authority or an officer for ensuring prompt
payment of damages to the company or the persons and such body,
authority or officer shall after payment of damages to such company or
persons file a report with the Central Government in respect of making
such damages in such manner as may be specified in the said
notification.

= Where, in case of audit of a company being conducted by an audit
firm, it is proved that the partner or partners of the audit firm has or
have acted in a fraudulent manner or abetted or colluded in any fraud
by, or in relation to o by, the company or its directors or officers, the
liability, whether civil or criminal as provided in this Act or in any other
law for the time being in force, for such act shall be of the partner or
partners concerned of the audit firm and of the firm jointly and
severally.

—*In case of criminal liability of any audit firm, the liability other than
fine, shall devolve only on the concerned partner or partners, who
acted in a fraudulent manner ar abetted or, as the case may be,

19
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13. Sec 129 Consolidation

SECTION 129(4) FINANCIAL STATEMENT

[PREPARATION
CONSOLIDATED : AREES
FINANCIAL | AUDIT ement-
STATEMENT [ADOPTION 2

AS SIMILAR AS FST

1.To intermediale wholly-owned subsidiary, olher than a wholly-
owned subsidiary whose immediate parent is a company
incorporated outside India.

2. Exemption for FY 14-15 :- In case of a company which does not
have a subsidiary or subsidiaries but has one or more associalte
companies or joint ventures or both, for the consolidation of
financial statement in respect of associate companies or joint
ventures or both, as the case may be.

3. Exemption for FY 14-15:- To consolidation of financial staterment
by a company having subsidiary or subsidiaries incorporated
outside India.

Even if no consolidation is done following should be done for all
subsidiaries 1.As per Sec 129 Attach along with its financial statement, a
scparate statement containing the salient features of the financial

statement of its subsidiary or subsidiaries in such form as may be

prescribed (FORM AOC 1)

2. As per rule 6 follow requirements of Schedule I, which means show
% contribution of subsidiaries / associates / JVs Indian & foreign
separately in consolidated Balance Sheet & consolidated P&L. An entity
shall disclose the list of subsidiaries or associates or joint ventures which
have not been consolidated in the consolidated financial statements
along with the reasons of not consolidating.

3.As per Sec 136 provided also that every company having a subsidiary
or subsidiaries shall,— (Here subsidiary means only subsidiary not
associate & JVs)

(a)Place separate audited accounts in respect of each of its subsidiary on

its website, if any;
(b)Provide a copy of separate audited financial statements in respect of

each of its subsidiary, to any shareholder of the company whao asks for

it.

1. As per Sec 137 financial statements a company shall attach along with
its financial statements to be filed with the Registrar, the accounts of
its subsidiary(ies) which have been incorporated outside India and
which have not established their place of business in India.

20

CCI Online Coaching
Call Us: 1800-3000-0505 (Toll Free) www.caclubindia.com/coaching/265-advanced-auditing.asp


User
Rectangle


CA Ravi Taori Company Audit
14. Sec 135

CONTINUITY CLAUSE

o For a company to get out of the requirement it has to
cease to be covered wunder 5 135(1) for 3 consecutive
yvears! [rule 3(2))

Year Net-worth | Turover Profit Applicable
== 500 Crore | >= 1000 Crore | >=5 Crore

14-15 Yes | No No Yes

1516 No [ Ne No ves (17 vear)

16-17 MNeo Mo Mo Yes (2™ Year)

17-18 Mo . No MNo Yes (3D Consecutive

yvear completed)

18-19 Mo No No Mo [Exermption from

4" year)
1 $-20 Yes | No No Yes

15. CSRis not allowed under income tax

16. Nidhi Company

Exemption for Nidhi Company

Shall apply, subject to the modification that, in the case of members
who do not individually or jomntly hold shares of more than one
thousand rupees in face value or more than one per cent, of the total
paid-up share capital whichever is less, it shall be sufficient compliance
with the provisions of the section if an intimation 1s sent by public
notice n newspaper circulated in the district in which the Registered
Office of the Nidh is situated stating the date, time and venue of
Annual General Meeting and the financial statement with its enclosures
can be inspected at the registered office of the company, and the
financial statement with enclosures are affixed in the Notice Board of
the company and a member is entitled to vote either in person or
through proxy.
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17. Unaudited Foreign Subsidiary

Clarification on foreign subsidiaries

blinistry in consultation with [CAI and it 1s clarified that in case of a
oreign subsidiary, which is not required to get its accounts audited as per
egal requirements prevalent in the country of its incorporation and which
oes not get such accounts audited, the holding/parent Indian may

sections 130601) and 137(1) as applicable. These, however, would need to
e translated in Emnglish, if the original accounts are not in English.
‘urther, the format of accounts of foreign subsidiaries should be, as far as
ossible, in accordance with requirements under Companies Act, 2013, In
ase this 1s not possible, a statement indicating the reasons for deviation
nay be placed/filed along with such accounmts.

lace/file such unaudited accounts to comply with requirements of

18. XBRL

XBRL REPORTING

The following class of companies shall file their financial statement and
other documents under section 137 of the Act, with the Registrar in e-
form AO0C-4 XBRL given in Annexure-| for the financial years
commencing on or after Ist April, 2014 using the XBEL taxonomy given
inAnnexurell, namely:—

(i) all companies listed with any Stock Exchange(s) in India and their
Indian subsidiaries; or

(ii) all companies having paid up capital of rupees five crore or abowve;
(iii) all companies having turmnover of rupees hundred crore or above; or
(iw) all companies which were hitherto covered under the Companies
(Filing of Documents and Forms in Extensible Business Reporting
Language) Rules, 2011:

Provided that the companiesin banking, insurance, power sector, non-
banking financial companies and housing finance companies need not
file financial statements under this rule.

19. Internal Audit

Who can become Internal Auditor?

-

CHARTERED COST SUCH OTHER
ACCOUNTANT ACCOUNTANT PROFESSIOMNAL
(May or may not
be in‘-pfa::ﬂce}

He may or may not be employee of company

Company Audit
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CARO

CAROQ.2016

2016

Contents

1. Origin of CARO-Sec 143(11)
Applicability of CARO
Cases on applicability of CARO
Shortcut to remember CARO
Sequence wise clauses in CARO
Cases on Clauses

D AR e N

Origin of CARO -Sec 143(11)

CARO 2015 is replaced by CARO 2016

Orderissued on 29

Central

Govtin \ ¥ m
consultatio nq:z‘ m

w ith N FRA

AsNFRA isnot yet form ed. CG will
co nstitute com mittee for consultation.

Ch air Person = Joint Secretary or
equivalent

Representativesfrom ICAIl / Industry
Chambers

™ M arch 2016 applicable from FY
15-18

el

\\—-‘

STRUCTURE
of CARO

Para 4

/ppllcabillty& Com mencem ent

Para 2
CARO should be partofAuditReport
M atterto be included

Reasons forunfavorable /qualifiedcomments is Compulsory

Para 1

Para 3
in CARO

Applicability of CARO

It shall apply to every company including a foreign company as defined under Sec 2 (42).

Exemptions (IB-COPS)[Each exemption is discussed in detail along with Cases]

1. Insurance Company
2. Banking Company
3. Section 8 Company (Charitable Purpose)
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4. One Person Company
5. Private Limited Company (All conditions below should be satisfied)

Not Subsidiary / Holding of Public Company

CAROQ.2016

(i.e Holding / Subsidiary should not be public)
Paid up capital + Reserves not exceeding 1 Crore
Loan from Banks & Fls not exceeding 1 Crore -- At any point of time during the year

(As disclosed in Schedule Ill)

Total Revenue not exceeding 10 crores -- During the Financial Year

Small Company (Other than Public Company)

Paid-up share capital of which does not exceed 50 Lakhs or such higher amount as
may be prescribed which shall not be more than 5 Crores;

Turnover of which as per its last profit and loss account does not exceed 2 crore or
such higher amount as may be prescribed which shall not exceeding 20 crore:

Provided that nothing in this clause shall apply to—
a) A holding company or a subsidiary company; (In short there should be no holding or

b)
c)

subsidiary company)

A company registered under section 8; or

A company or body corporate governed by any special Act (ICAI/ RBI / NABARD etc)
CASE EXEM PTION

GEN ERAL CASES

This order is on the company or auditors
of the company?

This order is issued by CG on the auditors
of the company, which they have to follow
while doing there audit and preparing
audit report. It is a reporting order.
Company Auditor Report Order.

Is a consolidated financial statement

exempt from CARO?

Yes they are exempt. The Order
specifically provides that it shall not apply
to the auditor’s report on consolidated
financial statements.

Are branch audit reports exempt from
CARO?

No they are not exempt. It is applicable to
branch auditors while preparing their
report. As there reports will be studied
and merged to make final audit report of
the company.

INSURANCE COM PANIES

Is exemption available for both life

insurance & general insurance?

Yes, exemption is for both.

BANKS

Will co-operative bank get exemption?

Yes, it is not a company not governed by
company act, it is co-operative society, so
CARQ is as such not applicable
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Will NBFC get exemption?

No, Exemption is only to Banks.

In December NBFC was converted into
Bank?

Yes, we have to see status as on year end
and it is a bank at year end.

In December Bank was converted into
NBFC?

No, we have to see status as on year end
and it is a NBFC at year end.

SECTION 8

Company was licensed under Sec 25 of
company Act 1956, will it get exemption

Yes, they will get exemption as specified
in Guidance Note on CARO 2016

When to check status of Insurance
Company / Banking Company / Section 8
Company / Small Company for
exemption?

Unless specifically provided, We have to
check status of these companies at the
year end on balance sheet date.

PRIVATE COMPANY

Private company satisfies all conditions
except one will they get exemption?

No, all conditions should be satisfied to
get exemption.

75% equity shares of private company
were held by public company till 15th Jan,
on this date 30% were sold in open
market, Will such private company get
exemption.

Yes, we have to see status as on balance
sheet date, here as on balance sheet date
percentage holding will be 45%, so it is
not subsidiary of public company, so they
will get exemption.

Private unlimited company has paid up
capital of 90 lakhs, outstanding loans 85
lakhs, turnover of 7 crores and it is not
subsidiary or holding of public company?

Yes they will get exemption, as per
guidance not "Private Limited Company"
should be construed to mean a company
registered as a ‘“private company” {as
defined in sub-section (68) of

section 2 of the Act}

So private limited as well as unlimited
both will get exemption. This is exactly
opposite of the point of view taken by
earlier Statement on CARO. (Very
important for exams)

Private company is subsidiary of public
foreign company or it holding company
of public foreign company, will they get
exemption?

CARO just says no to public company, it
doesn't specify whether domestic or
foreign or both. As per litera
interpretation it means only domestic,
Indian registered public company but as
per reasonable interpretation that we
dont want to exempt private company
where public at large can be involved
directly or indirectly. So specify both the
view. As on today asthere is lack of clarity,
| support second view.

Private limited company has equity share

Computation of paid up capital &
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capital of 20 lakhs, preference share
capital of 10 lakhs, general reserves of 30
lakhs, P&L debit balance (60) lakhs,
Securities Premium of 10 lakhs, Capital
Reserve of 15 Lakhs, Share Application 20

lakhs, Share Forfeiture 5 lakhs,
Revaluation Reserve 8 lakh, Capital
Redepmtion Reserve 3 lakhs, Share

Option Qutstanding Account 6 lakhs will
this company get exemption?

reserves:- Eq 60 + Pref 10 + Gen Res 30 —
Debit bal of P&L (60) + Sec Premium 10 +
Capital Reserve 15 + Share Forfeiture 5 +
Revaluation Reserve 8 Capital
Redemptin Reserve 3 + Share Option
Outstanding 6 = 88, As it is not crossing 1
crore and if other conditions satisfied
company can get exemption.

-+

Equity Shares issued for CASH 1,000. For
consideration other than cash 200. Bonus
Shares Issued 300. Face Value Rs 10, Issue
Price Rs 25 , Calls in Arrears Rs 1500,
Share Forfeiture Amount Rs 3000, Calls in
advance 500. Pref Shares 1000, FV 100.
Debenture 500, FV 100 Compute Paid up
Share Capital

Paid up capital includes money received
for paid up capital and ANY AMOUNT
CREDITED AS PAID UP CAPITAL so
receiving money is not sole criteria for
paid up capital. Hence shares issued for
consideration other than cash and shares
issued free of cost "Bonus Shares" should
also be included.

Further both equity & preference share
both should be included.

Equity Share Capital
-->CASH 1,000 X 10
securities premium)
-->0ther than CASH 200 X 10 = 2,000
-->Bonus Shares 300 X 10 = 3,000

10,000 (Ignore

-->Preference Shares 1,000 x 100=
1,00,000
TOUBhconsenmmmommo senmsenmnsinmmssonis > 1,15,000

--> (-) Calls in arrears (1500) (Should be
deducted from face value)

-->(+) Share forfeiture 3000

--> Ignore Calls in Advance & Debentures
---> Grand Total (Paid Up Capital)---
>1,16,500

Loan 40 lakhs, Interest Accrued as on
balance sheet date 8 lakhs, Interest due
and unpaid 12 lakhs , How much will be
counted for the purpose of exemption ?

In case of term loans, interest accrued and
due is considered as a borrowing whereas
interest accrued but not due is not
considered as a borrowing.

So 40 + 12 = 52 lakhs will be counted.

Fund based facilities from bank Rs 20
lakhs and non fund based facilities Rs 10
lakhs which are not yet devolved, How
much should be counted in borrowings?

Non-fund based credit facilities (Eg Letter
of Credit / Guarantee etc), to the extent
such facilities have devolved and have
been converted into fund-based credit
facilities, should also be considered as
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outstanding borrowings. That means 20
will be considered and 10 will be left as no
money istaken till date under it.

Out of loan 30 lakhs, 5 lakh is due within
12 months from date of balance sheet
hence it is shown in current liability as
current maturity of long term loan. So
how much loan should be considered 30
lakhs or 25 lakhs?

Current maturity of long term borrowings
will also form part of borrowings.
Moreover, outstanding dues in respect of
credit cards would also be considered
while calculating the limit of Rs. one crore;
in respect of borrowings outstanding from
a bank or financial institution.

So here we will consider 25+5=30 whole
loan amount outstanding irrespective of
where it is shown in balance sheet.

Will borrowing cover short term loans?

There is no stipulation in the Order that
the borrowing should be along-term
borrowing or a short-term borrowing or
that it should be a secured borrowing or
an unsecured borrowing.

Overdraft facility fully covered by FD will
it be covered in borrowing?

Notwithstanding the fact that the
company has been granted an overdraft
facility against, say, fixed deposits, of the
company with the concerned bank, we will
include whole overdraft amount in
borrowing.

Private limited company has following
borrowings from Mr Mukesh Ambani 20
Lakhs, Mr Vijay Malaya 5 lakhs, ICICI Bank
5 lakhs, IFCI 10 lakhs is exemption
available?

We have to consider borrowings only
from Banks & Fls so total is ICICI 5 + IFCI
10 = 15 lakhs, it is below 25 lakhs so
exemption is available.

Will loan from NBFC will be counted?

Yes, the term “financial institution” shall
also cover a non-banking financial
company (NBFC)

Private Limited company has taken CC of
30 lakhs and balance outstanding as on
date is 10 lakhs?

We don’t have to see limit, we have to see
actual amount outstanding, it is not
exceeding 25 lakhs, Exemption is
available.

Loan during they year rose to 1.6 crore
but it was repaid regularly and as on
balance sheet date it has reduced to nil,
will such private company get exemption?

No, in case of loan outstanding we have
to see balance during the year and if any
time it exceeds 1 crore condition required
for exemption will be broken.

Whether revenue will include other
income?

The term, “revenue”, has been defined by
the Order as total revenue disclosed in
Schedule Il of the Act.
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Accordingly, the total revenue would
include other income as per Schedule lll.
Here revenue will also include revenue
from discontinuing operations as specified
in the Order.

Private limited company has Sale of
goods Rs 4 Crore , Sale of services Rs 2
Crore, Sales return Rs 1.5 Crore (Including
05 Crore from previous year) Excise Duty
included in sale of goods Rs 75 lakhs,
Interest on Investment 20 lakhs, Profit on
sale on Investments 30 lakhs, Scrap Sales
Rs 40 lakhs, VAT on sales included above
20 lakhs is CARO applicable?

Computation of Turnover Sale (Goods) 4
crore + Sale (Services) 2 Crore — Sales
Return (1.5 Crore) — *Excise Duty 75 lakhs
— *VAT on Sales 20 lakhs + Interest on
Investments 0.2 + Profit on sale of
Investments 0.3 + Scrap sales 0.4 = 445
Crores

“If excise and VAT are accounted
separately then they will not be included.
We has assumed that accounting will be
on separate basis and hence they are
excluded.

*In problem it is said that excise and vat
amount are included in given sales they
doesn't comment on method of
accounting, so we have to take popular
assumption and solve the case.

As Turnover is below 5 Crores CARO not
applicable.

SMALL COMPANY

A Ltd is small company but it does not
fulfil conditions of private company?

Yes such company will get exemption. It
may also be noted that in case a company
is covered under the definition of small
company, it will remain exempted from
the applicability of the Order even if it
doesn't fulfil conditions of exemption for
private company.

What is difference between exemption of
private company and exemption of small
company ?

In small company there should not be
holding or subsidiary but in private
company holding or subsidiary should not
be public company. In small company we
see only paid up capital but in private
company we see both paid up capital and
reserves. In small company we see
TURNOVER of last year, in private
company we see TOTAL Revenue during
the year.
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SLIDE 1 (After Passing CA)
— liveco m -
(Flipkart to buy professional (Live.com to send emails for jobs) | Cl 4

accessories) | O 1| Fixed Assets | Loans given under Sec 185 186
" (Directors & Others)

T
(Indian Airlines to book flight tickets) | Ci Dropbox
(Dropbox to get soft copy of his

l Inventom documents) | CL5| Deposits Taken

LiLJ

(LinkedIn to search contacts for
job application) | Cl 3|

Loans given to

Sec 189 Parties

(CNN to get updated about current
affairg) | Cl 8| Cost Records

SLIDE2 (Job
Interviews)

° (SBlbiggestbank of India) | Cl 7 | Statutory D ues

(LIC biggest insurance company oflindia) | CI8 |
Loan Repayment

T msum\m—: cc\'nnwoﬁnﬂon or D

(Infosys India’s Biggest Software Company) |Cl 9 |
II‘ lm/S Application of funds from IPO / FPO
Fl n0|ex (Finolex biggest cable com pany of India) | Cl110 |
Cables Limited Ffraud
(Micromax India’s biggest M obile Com pany) | Cl 11
CroMmax | managerial Remuneration

nzhing lise armtiing

(India’s biggest network, Network 18) | Cl 12 |
Nidhi Com pany

Slide3 (Fruits between interview s)

(Raisin )| C113 | Related Party Tran sactions
P
g

:i? (Pineap ple)| Cl14 | Private Placement

(Muts) | CI 15| Non Cash Transaclion

(Carrot) | C116 | Certilicate of
Registrations by R BI
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Clause | / 1 (Flipkart)

a. Whether the company is maintaining proper records showing full particulars. including
guantitative details and situation of fixed assets.

b. Whether these fixed assets have been physically verified by the management at

reasonable intervals; whether any material discrepancies were noticed on such
verification and if so, whether the same have been properly dealt with in the books of
account

c. Whether the title deeds of immovable properties are held in the name of the company. If

not, provide the details thereof

1% Comment = Maintenance of proper records including Quantity & Situation of FA

2" Comment—=>Reasonableness of physical verification

3" Comment=If there are material discrepancies isit properly adjusted in books of accounts
4™ Comment >Whether title deed of immovable properties is in name of the company if not
details should be given

Important Points

—~Reason
1. Negligence in maintaining fixed assets records has led to weak internal control system,
massive losses and closure of companies in past, hence companies should be carefully
while dealing with fixed assets records as they are helpful in keeping control over fixed
assets.

—BRecord Maintenance

1. Go and inspect fixed asset register of the company it should have following details
Unique Identification Code, Description of Fixed Asset, Classification of Assets,
Component wise break where applicable, Date of Acquisition or Year of Purchase, Original
Cost, Useful life, Residual Value, Revaluation or Adjustments to Cost or Impairment,
Depreciation, Book Value, Present Situation / Location etc

2. If some assets are moving like cranes in construction contracts, then its fine if separate
records are kept for movements.
3. Where assets like furniture, etc., are located in the residential premi f mem

staff, the fixed assets register should indicate the name & designation of the person who

kK

has custody of the asset for the time being™**.

4. Above details should be there irrespective whether asset is constructed / acquired / taken

de dk

on finance lease™”.

5. Records should contain details of all assets with company irrespective of whether they are
retired from active use or fully depreciated or amortised or impaired***

6. These records should agree with fixed assets shown in books of accounts.

7. Fixed assets register can be in electronic form provide these 2 conditions are required
else printouts will be required 1. Once FA register are finalised it should not be altered
without authorisation & proper audit trail 2. It should retrieval in legible form and can be
read easily.”**
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—>Physical Verification

1. Physical verification of the assets is the responsibility of the management and, therefore,
has to be carried out by the management itself and not by the auditor.

2. The auditor may prefer to observe the verification, particularly when verification of all
assets can be made by the management on a single day or within a relatively short period
of time. If, however, verification is a continuous process or if the auditor is not present
when verification is made, then he should examine the instructions issued to the staff
(which should, therefore, be in writing) by the management and should examine the
working papers of the staff to substantiate the fact that verification was done and to
determine the name and competence of the person who did the verification.

3. The auditor should examine whether the method of verification was reasonable in the
circumstances relating to each asset.

4. While an annual verification m r nable, it may be impracticable to carry out the
same in some cases. Even in such cases, the verification programme should be such that
all assets are verified at least once in every three years. Where verification of all assets is

not made during the year, it will n ry for th itor to report that f if h

i isfied regarding the fr f verificati i

—Title Deeds

1. Identify immovable properties and verify the title deeds of such immovable properties.

2. TDBs(Transfer Development Rights). Plant and Machinery embedded in land etc.. are not
considered as an immovable property.*™*

3. The auditor should carry out detailed examination in the cases where immovable property
is transferred as a result of conversion of partnership firm or LILP into company or
amalgamation of companies. as in such cases title deeds may be in the name of the
erstwhile entity.***

4. There may be instances where the title deeds were lost accidentally or otherwise. In such
cases, the certified copies of the documents, as available with the company, and details
about the FIR filed, about loss of such documents needs to be obtained and documented.
The auditor should also seek written representation from the management in this
regard.***

5. The reporting under this clause, where the title deeds of the immovable property are not

held in the name of the Company. may be made incorporating following details, in the

form of atable or otherwise:

a. In case of land:-
Total number of cases,
Whether leasehold / freehold, gross block and net block, (as at Balance Sheet date),
and remarks, if any
b. In case of Buildings:-
Total number of cases,
Gross block & net block, (as at Balance Sheet date) and remarks, if any
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Key to remember

Reason

Record maintenan

Go and Inspect—>Moving Assets—>Assets at residence of Staff= Constructed / Acquired /
Finance Lease—=Depreciated / Impaired / Retired from active use—>Bectronic Records
Physical Verification

Responsibility of Management—>Audit should observe—> Also Instructions of Verification &
Working Papers—>Method of Verification—>Annual is reasonable but interval can be more but
not more than 3 years— Specify

Title Deeds

Identify immovable assets? TDR / P&M not immovable—Conversions & Corporate
restructuring 2>Accidental Loss or Otherwise

Clause Il / 2(Indian Airlines)

Whether physical verification of inventory has been conducted at reasonable intervals by the
management and whether any material discrepancies were noti and if so, whether they
have been properly dealt with in the books of account.

1¥ Comment Reasonableness of physical verification of inventory
2" Comment=>Any material discrepancies observed
39 Comment>Adjustment in books

Important Points

—~Reason

1. Physical verification is very im n f intern ntrol m; it ensures accuracy
of quantity / physical condition which helps in valuation so auditor is asked to comment
on this part of internal control system.

—Physical Verification

1. Inventory encompass finished goods produced, or work in progress being produced, by
the enterprise and include materials, maintenance supplies. stores and spares.
consumables and loose tools awaiting use in the production process. It may be noted that
packing materials***are also included in inventories. Inventories do not include machinery
spares covered by Accounting Standard (AS) 10, “Accounting for Fixed Assets’, which can
be used only in connection with an item of fixed asset and the use of which is expected to
be irregular

2. Auditor satisfies himself that the physical verification of inventories has been conducted
at reasonable intervals by the management and that there is adequate evidence on the
basis of which the auditor can arrive at such a conclusion. For example, the auditor may
examine the documents relating to physical verification conducted by the management
during the year as also at the end of the financial year covered by the auditor’s report

3. What constitutes “reasonable intervals’ depends on circumstances of each case. The
periodicity of the physical verification of inventories depends upon the nature of
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inventories, their location and the feasibility of conducting a physical verification. The
management of a company normally determines the periodicity of the physical
verification of inventories considering these factors. Normally. wherever practicable, all
the items of inventories should be verified by the management of the company at least
once in a year. It may be useful for the company to determine the frequency of
verification by ‘A-B-C’ classification of inventories, ‘A’ category items being verified more
frequently than ‘B’ category and the latter more frequently than ‘C’ category items.***

4. Where such day-to-day records are not maintained, the auditor will not be able to arrive
at book inventories except on the basis of an annual reconciliation of opening inventory,
purchases and consumption. This reconciliation is possible when consumption in units
can be co-related to the production, or can be established with reasonable accuracy.
Where such reconciliation is not possible, the auditor would be unable to determine the
discrepancies. If the item for which the discrepancy cannot be established is not material,
the discrepancy, if any, will also not be material. For example, an item categorised as ‘C’ in
ABC analysis might not be material and therefore, the discrepancy, if any, in regard to
such an item would not be material. In other cases, however, the auditor will have to
report that he is unable to determine the discrepancy, if any, on physical verification for
the item or class of items to be specified.

Key to remember

Reason—=Inclusions in Inventory—2>Consumables /loose tools /packing material /spare parts
(regularly used)—>Reasonable interval of time—=>Once in a year and frequency can increase
depending on ABC analysis=Day to day records not available—= Get reconciliation=2If not
possible & material then report

Clause Ill / 3(LinkedIn)

Whether the company has granted any loans. secured or unsecured to companies, firms,

Limited Liability Partnerships or other parties covered in the reqister maintained under

section 189 of the Companies Act, 2013. If so,

a. Whether the terms and conditions of the grant of such loans are not prejudicial to the
company’s interest

b. Whether the schedule of repayment of principal and payment of interest has been
stipulated and whether the repayments or receipts are reqular

c. If the amount is overdue, state the total amount overdue for more than 90 days, and
whether r nabl hav n taken h mpany for recovery of the principal

nd inter

1* Comment=> Applicable to those companies who has given loan to parties covered in
register maintained under Sec 189

2" Comment=> Whether terms of condition are prejudicial

3" Comment = Whether schedule of repayment is specified

4™ Comment=> Whether repayment or receipt is regular

5" Comment=> Total amount overdue for more than 90 days

6" Comment=> Reasonableness of steps taken for recovery
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Important Points
1. Reason: -Outflow of money to related parties through loan can lead to massive losses
hence auditors are supposed to comment on such loans.

2. There is no stipulation regarding the loan being given in cash orin kind, so it is applicable
to both***

3. Under section 189 of the Act, every company is required to maintain one or more
registers which contain the particulars of all contracts or arrangements to which sub-
section (2) of section 184 (Entities in which director is interested) or section 188 (All
transactions with related parties) of the Act applies. Maintained by every company in
Form MBP-4.

4. The auditor should also take into consideration the loan transactions that have been
sguared-up during the year and report such transactions under this clause.***

5. The "terms and conditions” would primarily include rate of interest, security, terms and
period of repayment and restrictive covenants, if any. In determining whether the terms
of the loans are prejudicial, the auditor would have to give due consideration to the other
factors connected with the loan, including i ili len rms of i rrowin
rrower’s financial ndin redit rating. if avail i

inter n n.

6. The auditor may also come across a situation where the company has a policy of
roviding loan n ional r *** of inter i mpl n h aloan h

iven relative of the dir rwho is al n empl fth mpany. In such a

case also, the auditor would be required to examine and comment whether loan is

prejudicial to the interests of the company. It may, however, be noted that normally such

terms as per the policy followed by the company cannot be said to be prejudicial to the

interest of the company if other employees of the company also receive the loan on the
same terms.

7. If there is no such agreement / arrangement or the agreement / arrangement does not
contain the schedule of repayment of principal and payment of interest. the auditor shall
report that there is no stipulation of schedule of repayment of principal and payment of
interest ***

8. Whether reasonable steps have been taken by the company for recovery of principal and
interest. the auditor would have to consider the facts and circumstances of each case,
including the amounts involved. It is not necessary that steps to be taken must necessarily
be legal steps*™*. Depending upon the circumstances, the degree of delay in recovery and
other similar factors, issue of reminders or the sending of an advocate’s or solicitor’'s
notice, may amount to “reasonable steps” even though no legal action is taken. The

auditor is not, therefore, required to comment on the mere absence of legal stepsif he is
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otherwise satisfied that reasonable steps have been taken by the company. The auditor
should obtain sufficient appropriate audit evidence to support the fact that reasonable
steps have been taken for recovery of the principal and interest of loans granted by the
company. The auditor should ask the management to give in writing. the steps which
have been taken. The auditor should arrive at his opinion only after consideration of the
management’s representations and other relevant evidence.

Key to remember

Reason—> Requirements of Sec 189> Form MBP 4->Terms & Conditions=> Concessional
loans to employees—=> Regular recovery=> Not specified in agreement—>Reasonable Steps
need not mean legal steps

Clause IV / 4(Live.Com)

In respect of loans, investments, guarantees, and security whether provisions of section 185
and 186 of the Companies Act, 2013 have been complied with. If not, provide the details
thereof.

1% Comment—=>Compliance with Sec 185 & 186

2" Comment=>If non compliance then concerned details

Important Points
1. Reason:- Company may suffer losses because of loans given to directors , corporates &

other persons

Sec 185 Regarding loans to Directors
Sec 186—=> Regarding Inter corporate Loans & Others

2. Section 185
Take list of directors & persons in whom director is interested. match it with Form MBP-1
& Register maintained in Sec 189 (MBP -4)

Check transactions with these parties and determine whether Sec 185 is applicable which
prohibits direct or indirect loan to directors, if it is covered in exceptions take evidence for
same

Report the nature of noncompliance, the maximum amount outstanding during the year
and the amount outstanding as at the balance sheet date in respect of

(i) The Directors; and

(i) Persons in whom directors are interested (specify the relationship with the Director
concerned).

3. Section 186

llecting information
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Check whether the company has maintained a register (as per Form MBP-2) in the manner as
prescribed and also check the compliances of other provisions and relevant rules.

Check whether the company has disclosed the full particulars of the loan given. investment
made or guarantee given or security provided in the financial statement including the
purpose for which the same is proposed to be utilized by the recipient.

Requirements
The section also prohibits a company from making investments through_more than two

layers of investment companies.***

Check whether, at any point of time during the year in case of aforesaid transactions, the

mpany h X he limit of six r cent of i id- har ital. free reserv
n riti remium nt or one hundr r cent of its free reserves (as defined in
section 2(43) of the Act and securities premium account, whichever is more. If it exceeds the
limits specified above, whether prior roval means of ial r

neral meeting h n ined.***

Check whether rate of interest is not lower than the prevailing vield of one year. three year.
five year or ten year government security closest to the tenor of the loan granted.***

Exemptions
Section 186 is not applicable in respect of loan made, guarantee given or security provided

by banking company or an insurance company or a housing finance company in the ordinary
course of its business or a company engaged in the business of financing of companies or of
providing infrastructural facilities. However the restriction with regard to the investment
through more than two layers of investment companies would be applicable for such
companies also. The auditor may ensure compliance accordingly.

It may also be noted that the provisions of section 186 of the Act shall not apply to a

vernmen mpany en in fen r ion _an vernmen mpan her

han ali mpany. in h compan in rov f the ministry or men
fth nir vernment which i ministratively in char fth mpan r h

n ri r making any investment under th ion.

SEBI

heck whether the loan h n given mpany reqister nder ion 12 of th
riti nd Exchan rd of India Act. 1992, if whether the inter-corpor loan or

deposits taken by such company are within the limits prescribed. if so. obtain the certificate
of statutory auditors of that company from the management to ensure the compliance.
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Name of \ [ Amount Balance as at
Company/ Involved Balance Sheet
Party

Investment through
more than two layers of
investment companies

Loan given or guarantee given
or Security provided or
Acquisition of securities
exceeding the limits without
prior approval by means of a
special resolution

Loan given at rate of
Interest lower than Prescribed

Any other default

Key to remember

Reason—>Sec 185—>Collect information in the form of lists / MBP 1/ Sec 189 Register—>Check
whether 185 is applicable & Followed=2>Report if default-=2Sec 186->Collect
information—->0btain list=> MBP 1= Sec 189 register—> Financial
Statements—~>Requirements—> 2 layers—=> 60% of (paid up capital + free reserves + sec
premium) or 100% of free reserves whichever is higher if exceeding take prior approval in the
form of special resolution=>Rate should not be less than government
yield 2Exemptions—>SEBI requirement

Clause V/ 5(Dropbox)

In case, the company has accepted deposits, whether the directives issued by the Reserve
Bank of India and the provisions of sections 73 to 76 or any other relevant provisions of the
Companies Act, 2013 and the rules fram here under. wher i

complied with? If not, the nature of such contraventions be stated; if an order has been
passed by Company Law Board or National Company Law Tribunal or Reserve Bank of India
or any Court or any other Tribunal, whether the same has been complied with or not?

—Only applicable if company has accepted deposits

1% Comment—=>Compliance with RBI Circulars + Sec 73 to 76 & other relevant sections of
company act 2013

2" Comment=> If non compliance explain nature of non-compliance

3 Comment=> if order is passed by CLB / NCLT / RBI / Court / Any Other Tribunal
compliance with the same

Important Points

1. Reason: -To protect rights of depositors

2. The auditor should also obtain an understanding of the requirements of sections 73 to 76
and rules there under.
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Section 76 of the Act, permits the public companies having specified net worth or turnover,

to accept deposits from persons other than its members subject to compliance with section
73 and the Companies (Acceptance of Deposits) Rules, 2014.

These Rules are not applicable to a banking company. a NBFC. a housing finance company
and a company specified by the central government under the proviso to subsection (1) of
section 73 of the Act.***

3. The auditor should plan to test for compliance with the provisions of sections 73 to 76 of
the Act and the Rules made there under i.e. the Companies (Acceptance of Deposits)
Rules, 2014.

The auditor may also make a “check list” to ensure that all the requirements of the

Rules regarding the records to be maintained, returnsto be filed, etc., are complied with.

Apart from the audit procedures mentioned above, the auditor should also enquire from the

management about the possible instances of non-compliance with sections 73 to 76 or any
other relevant provisions of the Act and the relevant rules

4. The auditor should obtain management representation

Key to remember

Reason—>Check whether deposits are accepted? -->Understand Sec 73 to 76 / RBI
requirements = only some companies having adequate net worth-->Prepare checklist=>Do
enquiry—>0btain management representation

Clause VI / 6(CNN)

Whether maintenan f records h n ifi h ntr vernment under
sub-section (1) of Section 148 of the Companies Act, 2013 and whether such accounts and
records have been so made and maintained.

1¥ Comment -Whether cost records are applicable
2" Comment=>Whether such records are made and maintained

Important Points
1. The auditor should also obtain a list of books/records made and maintained in this
regard.

2. The Order does not require a detailed examination of such records. The auditor should,
therefore, conduct a general review of the cost records to ensure that the records as
prescribed are made and maintained.

3. The auditor should obtain a written representation from the management.

4. It is necessary that the extent of the examination made by the auditor is clearly brought
out in hisreport. The following wording is, therefore, suggested:

“We have broadly reviewed the books of account maintained by the company pursuant to
the Rules made by the Central Government for the maintenance of cost records under
section 148 of the Act, and are of th inion th rima f

records hav n m nd maintained.”**
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Key to remember

Obtain list of books/ records maintained>General review no  detailed
examination—>Management representation—>Disclose extent of checking in report (Broadly
reviewed / prima facie)

Clause VIl / 7(SBI)

a. Whether the company is regular in depositing undisputed statutory dues including
Provident Fund. Employees’ State Insurance. Income-tax. Sales-tax. Service Tax. duty of
customs. duty of excise, value added tax. cess and any other statutory dues to the
appropriate authorities and if not, the extent of the arrears of outstanding statutory dues
as on the last day of the financial year concerned for a period of more than six months
from the date they became payable, shall be indicated.

b. Where dues of Income Tax or sales Tax or service Tax or duty of customs or duty of excise
or value added tax have not been deposited on account of any dispute, then the amounts
involved and the forum where dispute is pending shall be mentioned. {A mere
representation to the concerned Department shall not be treated as a dispute.}

1* Comment 2Regularity in depositing undisputed statutory dues including (PF / ESIC /
Direct Taxes/ Indirect Taxes etc

2" Comment=> Arrears of outstanding statutory dues outstanding mare than 6 months as
on balance sheet date

3" Comment-> Details of taxes not been deposited on account of any dispute, specify
amount & forum

Important Points

1. Expose defaulters, so that government can take action and they fear of default.

2. Only amount covered by statue will come here amount covered by agreements won't be
covered here. Accordingly, any sum payable to an electricity company as electricity bill
would not constitute a statutory due despite the fact that such a company has been
established under a statute.

3. The auditor is not required to ascertain whether the company is regular in depositing
amounts, which may be levied by an appropriate authority from time to time upon
occurrence or non-occurrence of certain events and therefore are not required to be paid
regularly.(For example no need to comment on regularity of payment of custom duties as
it is not a regular payment) An m. which i regularl i n ropri

hori nder whether Central r | or Foreign*** licabl h
mpany, shoul nsider b r " for th r f regularity cl ;

Thus, examples of “statutory dues” would include municipal taxes. taxes deducted at
source. fees payable to the licensing authority in respect of business being carried on

under license granted by an authority, say a cinema hall.

4. An important issue to consider is the question of regularity of payment of import duty
where th h nimpor fiv r k and were pl in th n
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warehouse and even till the end of the financial year under audit, the goods have not
been removed from such warehouse. It may be noted that when the imported goods are
lodged in a bonded warehouse, the payment of import duty is to be made when the
goods are removed from the bonded warehouse. Till the time the importer opts to
remove the goods from the warehouse, the importer is required to incur the rent and
interest expenditure on the amount of customs duty payable. Since the payment of the
custom duty is not due in the current case, the question of regularity does not arise in
respect of custom duty. However, it may be noted that the interest and rent that are
required to be incurred under section 61 of the Customs Act, 1962 would come under
other statutory dues and the auditor would have to examine and comment upon the
regularity of the company in depaositing such interest and rent*™*.

5. Non-payment of advance income tax would constitute default in payment of statutory
dues. It may, however, happen that the company might not have any taxable income on
the due dates on which advance tax is required to be paid. If such a company has an
income after the last date on which the advance tax was required to be paid and

consequently th mpany incurs inter nder the relevant provision
Tax Act, 1961. it should n nstr h h mpany is not r lar in itin
V n * %k %

6. For the purpose of this clause, the auditor should consider a matter as “disputed” where

here i itive eviden r action on th f th mpan how that it has n
accepted the demand for payment of tax or duty, e.g., where it has gone into appeal. For
this purpose, where an application for rectification of mistake (e.g.. under section 154 of
the Income Tax Act. 1961) has been made by the company. the amount should be
regarded as disputed. Where the demand notice/intimation for the payment ofa statutory
due is for a certain amount and the dispute relates only to a part and not the whole of
such amount. only such amount should be treated as disputed and the balance amount
should be regarded as undisputed. It is not necessary for the auditor to examine the
sustainability or otherwise of the claim of the company regarding disputed amounts. It is
sufficient for his purpose if the evidence available shows that the amount is disputed by
the company. It may also be noted that the Order has clarified that mere representation
to the concerned Department shall not be treated as a dispute.***

7. A question may arise that when do the statutory dues become payable. There can be two
views with regard to the question. On the one hand, it can be argued that the statutory
dues referred to in this clause become payable on the last date by which payment can be
made without attracting penalty and/or interest under the relevant law. On the other

hand, it can also be argued that the amounts referred to in the clause become so payable
as at the f the expiry of th ran h horiti r. where in

have been granted for the payment of statutory dues, Latter view seems to conform more
closely to the requirements of the Order.***

8. Further, a plain reading of the clause suggests that the amounts to be reported under
clause 3(vii)(b) of the Order are those which have not been deposited on account of any
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dispute. irrespective of the treatment of such disputed amounts in accounts. It is quite
possible that an amount is disputed and has not been deposited but on consideration of
the likely outcome of the dispute, a provision has been made in the accounts.

Such an amount will need to be reported. notwithstanding that it has been provided for.
Similarly. even if it had not been provided for. it would have to be reported aslong as it is
not deposited. It is also possible that an amount is disputed, has been deposited and on
consideration of the likely outcome of the dispute, has been shown as a recoverable.
Though such an amount is not contemplated for reporting under the clause. since it has
been deposited. the fact of such deposit having been made under protest should be
brought out by the auditor in his report under the clause.

9. It may be noted that penalty and/or interest levied under the respective laws would be
vered within th rm “amoun le***

Key to remember

Important Points

Reasons—=Only amounts payable under law or covered not amount payable under contract
for goods & service to government Eg Bectricity / Gas etc.— Only those payments which are
supposed to be deposited periodically such as monthly, quarterly etc. should be seen for
regularity of deposits—> Interesting case of customs duty on goods in bonded warehouse, it
is not periodical payment and not due for payment but Rent & Interest on Custom Duty is
covered by law is covered for regularity of payment—> Interesting case of advance tax , if
company was aware of income but did not pay advance tax will be reported but if it is due to
unexpected, windfall gains after payment date then it will not be reported—>Dispute:- Mere
representation to department will not be dispute there should proper appeal or time should
be available to appeal with positive evidence that appeal will be accepted—>No need to see
sustainability of appeal > Application for rectification of mistake U/S 154 will be considered
as dispute—>Disclosure should be made only if amount is not deposited irrespective of
whether provision is made or not—=2If amount is paid it can be specified by auditor but it is
not compulsory=>Amount payable should include interest and penalty

Clause VIII / 8(LIC)

Whether the company has defaulted in repayment of loans or borrowing to a financial
institution. bank. government or dues to debenture holders? If yes, the period and the
amount of default to be reported (in case of defaults to banks, financial institutions, and
government, lender wise detailsto be provided).

1% Comment=> If there is default of loan from Fis / Bank / Govt or Debenture Holders
2" Comment-=>If there is default then period & amount of default

Important Points

1. Reason: - Defaulter companies should be exposed so that other don’t deal with them
2. Defaults during the yvear& defaults of | r continuin

houl vered.***
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3. It may be noted that for the purposes of reporting of default under this clause the term
“borrowings’ m nstr he principal amount since it h n in th n
of the word “repayment” and the term “dues” would mean the principal and the interest.***

Fls include Public Financial Institutions / NBFCs
Government” does not include Government Company/ Public Sector
Undertaking/Boards/Authority/ Corporation and Foreign Government.***

4. The auditor should obtain the schedule of repayments to banks, financial institutions,
government and debenture holders from the management of the company.
The auditor should examine the agreement or other documents containing the terms and
conditions of the loans and borrowings including debenture trust deed.
The auditor should then verify whether th
accordance with the terms and conditions of the relevant agreement
The auditor should obtain the confirmation of th ncern nk or financial in
nt including the over ition as at the balance sheet date

5. If there is default

Particulars (Banks / Fls| Amount of default as| Period of Remarks,
/ Debenture) at the balance sheet | default if any.
date
ial Circumstan

6. Disputes between the company and the lender on certain issues relating to repayments. In
such situations, the auditor should consider the prevailing terms and conditions only.
However, he may give a brief nature of the dispute while reporting under this clause. ***

7. Submission of application for reschedulement / restructuring does not mean that no
default has occurred. ***

8. However, if the application for reschedulement of loan has been approved by the
concerned bank or financial institution or if the default has been made good by the company
during the year covered by the auditor’s report, the auditor should state in his audit report
he f f reschedulement of loan or the f f default havin n m

Key to remember

Reason—>CY defaults & continuing defaults of previous year—=>Repayment means only
principal amount=>Fls include PFl / NBFC->Government doesn’t include government
company /Foreign Government

Take Repayment schedule—>Segregate Banks/ Fls/ Govt / Debenture Holders=>Match it with
loan agreements / debenture trust deeds—>See repayment from books of accounts—=>Check
confirmation also for the same=>if there is default report it

ial circumstan

Dispute=Continue old terms—Reschedulement application doesn’'t mean no default=if
Reschedulement is successful check compliance to new terms
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Clause IX/ 9(Infosys)
Whether moneys raised by way of initial public offer or further public offer(including debt
instruments) and term loans were applied for the purposes for which those are raised. If not,
the details together with delays or default and subsequent rectification, if any, as may be
applicable, be reported

=>Applicable for IPO / FPO of all kind of securities also TERM Loans

1% Comment=> Application for purpose for which they were raised

2" Comment=>IF not applied for proper purpose Delays / Defaults / Subsequent
Rectification should be specified

Important Points

1. Reason: - Many companies run into losses and lot of troubles when they divert fortheir
objective, when they utilise money from the purpose other than they were obtained hence
auditors are asked to comment on it.

2. Obtain offer documents / prospectus for IPO / FPO / sanction letter or documents
containing the terms and conditions of the loan. Read them and obtain understanding of
intended end use.

3. The auditor should clearly mention the fact that in absence of any stipulation regarding

h ilization of loans from the lender. he is unabl mmen whether th rm
loans have been applied for the purposes for which they were obtained. In such case verify
whether the company has invested or utilized the money for purposes other than objects of
the company
4. Issuance of Global Depository Receipts and American Depository Receipts may not fall
within the scope of reporting under this clause. Because it is offer for sale not public offer***
5. Term loans normally have a fixed or pre-determined maturity period or a repayment
schedule. In the banking industry, for example,_loans with repayment period beyond 36
months are usually known as “term loans”.***
6. It is not necessary to establish a one-to-one relationship with the amount of term loan
and its utilisation. It is quite often found that the amount of term loan disbursed by the bank
is deposited in the common account of the company from which subsequently the utilisation
is made. In such cases, it should not be construed that the amount has not been utilised for
the purpose it was raised.

7. It may happen that the company might hav ired improv
as against the assets for which the loan had been sanctioned. In such cases, it should not be

construed that the loan has not been applied for the purpose for which it was raised.***
8. The loan was disbursed at the fag end of the year. In such a case, the auditor should
mention in _hi it report th h rm_loan in ring th r has n n

HH * % %
ili

9. Obtain a representation from the management as to the actual end utilization of money

raised.
10. Suggested reporting format under this cause is as follows:
Nature of the fund Details of default Amount (Rs.) Subsequently
Raised (Reason /Delay) rectified (Yes/No)
and details
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Key to remember

Reason—->Obtain prospectus/ offer documents of IPO or FPO / agreements & sanction letter
of term loans and understand purpose for which money can be used—>If purpose is not
specified mention it in report and check whether money is used at least as per objects of the
company=> Not applicable to ADR/ GDR because offer for sale=»Term loans are 36 months
or more—~> No need to see one to one utilisation, see overall inflow and utilization for
purpose = Utilisation for different improved machine is acceptable=> If not utilised or kept in
short term funds then it should be reported—>Obtain written representation—>Reporting
format if there is non compliance

Clause X/ 10 (Finolex Cable)

Whether any fraud by the company or any fraud on the company by its officers or employees
has been noticed or reported during the year; If yes, the nature and the amount involved is
to be indicated.

-2 types of fraud are covered by the company or fraud on the company by officers or
employees

1 Comment =>Whether any fraud is noticed or reported

2" Comment=>If yes nature & amount involved

Important Points
1. Reason: - Frauds are serious issues in any organisation, companies may try to suppress it

and keep shareholders unaware about it hence auditors are asked to report on it.

2. Follow SA 240 can be presented — Auditor Responsibility / Risk Assessment Procedures /
Management Representation

3. Take Management representation on frauds

4. Identify only those which are by the company or on the company by employees or officers
5. The clause does not require the auditor to discover such frauds. These can be reported or
noticed apart from statutory auditor by anyone management / internal auditor / cost
auditor***

6. It doesn’t mean other frauds should not be detected we should detect with reasonable
assurance all material frauds & errors as per SA 200 & 24

7. Reporting under this clause is in addition to reporting under Sec 143(12)

Key to remember

Reason—>Follow SA 240 to collect information about fraud—>Take management
representation=>Identify only 2 types of frauds=>No change in objective, no guarantee to
detect all frauds=> Only material frauds with reasonable assurance=2lt is additional reporting
apart from Sec 143(12)

Clause Xl / 11 (Micromax)
Whether Managerial remuneration has been paid or provided in accordance with the
requisite approvals mandated by the provisions of section 197 read with Schedule V to the
Companies Act? If not, state the amount involved and steps taken by the Company for
securing refund of the same
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1% Comment—> Whether managerial remuneration is approved & paid within limits as per
Sec 197 & Schedule V

2" Comment=If there is unauthorised or over payment then what are steps taken for refund
of such amount

Important Points
1. Reason:- Managers may take away excessive remuneration and fool shareholders hence

auditors are called to report.

2. Obtain agreements/ resolutions for MR Company Policy
3. Obtain list of payments made

4. Understand requirements of Sec 197 & Schedule V

=>Sec 197 is applicable only to public company that means this clause is only for public
company

—~Remuneration = Salary + Perquisites + Commission - Doesn't include sitting fees
(Director Fees) & Payment for other professional nature services (For example payment for
factory valuation)

—Limits (% of Net Profits computed as per Sec 198)

All Directors + Manager — 11% --> CG approval + Ordinary Resolution to Exceed Limit

1MD/WTD Manager -- 5% N
MD+WTD+Manager—2 or more=>10% (Total)

Part Time Director & With MD / WTD / Manager=21% o
Part Time Director & No MD / WTD / Manager—>3%

Only Ordinary Resolution
to Exceed Limit

*Director sitting fees is not included while applying %—

—If there are inadequate profits or no profits= Payment as per limits in Schedule V

- Section 197(10) of the Act provides that without the permission of Central Government,
the company shall not waive recovery of the excess amount paid over and above the
prescribed limit.

5. Compute maximum limit as specified in Sec 197 & Schedule V

6. The default may be reported incorporating the following details:-

) Payment made to Director/Whole time Director/Managing Director/ Manager.
Amount paid/ provided in excess of the limits prescribed.

Amount due for recovery as at Balance Sheet date.

Steps taken to secure the recovery of the amount.

Remarks, if any

o 0O T o

)
)
)
)

@

Key to remember

Reason—>Obtain policy / resolutions / agreements—>List of payments and expense
booked—=>Understand requirements of Sec 197 / Sec 198 / Schedule V-=>Compute maximum
limit—>Check compliance—Report Default

45

CCI Online Coaching
Call Us: 1800-3000-0505 (Toll Free) www.caclubindia.com/coaching/265-advanced-auditing.asp


User
Rectangle


CA Ravi Taori CARO

Clause Xll /12(Network 18)

Whether the Nidhi Company has complied with the Net Owned Funds to Deposits in the
ratio of 1:20 to meet out the liability and whether the Nidhi Company is maintaining ten per
cent unencumbered term deposits as specified in the Nidhi Rules, 2014 to meet out the
liability.

—Applicable only to Nidhi Company
1% Comment=> Maintaining Net Owned Funds: Deposits = 1:20
2" Comment=> 10% Unencumbered Term Deposits

Important Points
1. Reason: - Hard earned money of middle class people is deposited in Nidhi Company, if
they collapse it is big loss to society so auditors are called to report on it.

2. Nidhi Company: -Section 406(1) of the Act defines “Nidhi” to mean a company which has
been incorporated as a Nidhi with the object of cultivating the habit of thrift and savings

amongst its members. receiving deposits from, and lending to, its members only, for their
mutual benefit, and which complies with such rules as are prescribed by the Central

Government for regulation of such class of companies.

3. Requirements of Rules applicable to Nidhi Company: - Auditor should know Rule 5(1)
which prescribes that Nidhi company shall within 1 years

—~Have not lessthan 200 members

—>Net owned funds 10 lakhs or more

—>Ratio of net owned funds to deposits should not exceed 1:20***

—>Unencumbered it 10% or more***
Net Owned funds= Paid up Equity Share Capital + Free Reserves — Accumulated Losses--
Intangible Assets

Furthermore as per Rule 14, every Nidhi is to invest and continue to keep invested, in
unencumbered term deposits with a Scheduled commercial bank (other than a co-operative
bank or a regional rural bank), or post office deposits in its own name an amount which shall
not be less than ten per cent of the deposits outstanding at the close of business on the last
working day of the second preceding month. which needs to be examined.

4. Ask management to provide computation of deposit liability & net owned fund.

Verify this statement as per records of Nidhi Company

The auditor may report, incorporating the following as at the balance sheet date:-

(i) In case of shortfall in the ratio of n wned fun h its, report the amount of

shortfall and state the actual ratio of net owned fundsto the deposits.

(ii) In case of shortfall with regard to the minimum amount of 10% as unencumbered term
i ified in Nidhi Rules 2014. r heamount thereof.
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Key to remember

Reason—=>What is Nidhi Company? -->Requirements of Rule 5 & Rule 14 = How to compute
net owned funds? --> Workings & Statements from management—>Check compliance —if
there is shortfall then report

Clause XIV /13(Raisin)

Whether all transactions with the related parties are in compliance with section 177 and 188
of Companies Act, 2013 where applicable and the details have been disclosed in the Financial
Statements etc., as required by the applicable accounting standards

1¥->1lts only about transactions with related parties
2"">We have to comment on compliance with Sec 177 & Sec 188

3" >We have to comment on disclosures of related party in financial statement

Important Points

1. Reason: - Related parties can control / influence company or company can control /
influence them, because of this terms can be manipulated to take or give unjustified benefits,
as there is high risk of manipulation auditors are supposed to comment on them.

2. Understand requirement of Sec 2(74) defines related parties(Given in Annexure 1)

3. How to get information about the transactions?

Review his working papers for the prior years, if any, for names of known companies, firms or

other parties the particulars of which are required to be entered in the register maintained
under section 189 of the Act; and

Review the entity’s pr res for identification of companies, firms or other parties the
particulars of which are required to be entered in the register maintained under section 189
of the Act

Obtain a list of companies, firms or other parties, the particulars of which are required to be
entered in the register maintained under section 189 of the Act. The auditor should verify the
entries made in the register maintained under section 189 of the Act from the declarations
made by the directorsin Form MBP-1 i.e.. general notice received from a director

Obtain written representations

a) They have disclosed to the auditor the identity of the entity’s related parties and all the
related party relationships and transactions &

b) They have accounted for and disclosed such relationships and transactions in accordance
with the requirements of the framework.

Apply requirements of SA 550

4. Understand requirements of Sec 177

=>Sec 177 is applicable only to listed companies & certain public companies

—As per Section 177 Audit Committee approval is required for related party transactions
further omnibus approval can be taken for repetitive truncations
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—Sec 188 is applicable to all companies which require BOD approval for related party
transactions. Such transactions include

1. Goods/ Material—Sales / Purchases

2. Service—Rendering / Availing

3. Property—Buying / Selling

4. Property—Giving / Taking on lease

5. Goods/ Service / Property — Purchase / Sale — Agent Appointment

6. Related party's appointment to any office or place of profit in company / subsidiary /
associate
7. Underwriting of any security or derivatives thereof

Exemption from ordinary resolution: -

1. Transaction between holding company & wholly owned subsidiary where it is
consolidated with holding.

2. BOD approval & Ordinary resolution is not required if transaction is in ordinary course of
business & on arm’s length basis.

3. Check requirements of AS18

4. Based on the procedures performed by the auditor, if auditor comes across any non-
compliance, then, it should be duly reported. The following particulars may be

incorporated:
Nature of the related party | Amount involved (Rs.) Remarks (details of
relationship and the noncompliance may be given)
underlying transaction

Key to remember

Reason—->Understand related parties Sec 2 (76)—>Collect information about related party
transactions=>Prior period documents—>Entities identification process=>Obtain list of parties
& ftransactions—> Section 189 register>Verify with form MBP-1->0btain written
representation=>Apply SA 550~>Understand Sec 177 & 188 =2>Exemptions—>Requirements of
AS 18->If there is non-compliance then report

(Clause XV / 14(Pineapple)
Whether the company has made any preferenti lotment or priv lacement of shares or

fully or partly convertible debenturesduring the year under review and if so, as to whether
ther irement of ion 42 of th mpanies Act. 2013 hav n complied with and the

amount raised have been used for the purposes for which the funds were raised. If not,

provide th ilsinr f the amount involv nd nature of non-complian

1% Comment >Whether there is preferential allotment / private placement of shares /
convertible debentures.
2" Comment—=>Whether requirements of section 42 of company act 2013 are fulfilled.
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3" Comment—>Whether money is used for the purpose for which it was raised.
4™ Comment=> Give details of non-compliance & non-utilisation for proper purpose.

Important Points

1. Reason: - Public offer is governed by strict rules and regulations, people may fool
authorities by saying that it is private placement. Further such money raised may be
mutualised hence reporting is required under CARO.

2. Inquire about changes in share capital (equity & preference) and convertible debentures
during the year.

Check if there is any preferential allotment / private placement during the year.

Private placement means offer / invitation to subscribe to select group of people through
issue of a private placement offer letter with their names which cannot be transferred and
number of such people should not exceed 200 (while calculating 200 QIBs & Issue under
ESOP scheme is not considered)

Preferential allotment is not defined in act and this clause talks about compliance of Sec 42
which is applicable to private placement only that indicated here preferential allotment is
same as private placement.

3.Check compliance of requirements of Sec 42

Offer letter by names, recorder prior to
offer. No publicad / media/ marketing
/ distribution to public at large.
Keep complete record & submit to ROC
within 30 days of circulation

Persons not exceeding 200.
(Don’t consider QIBs/ ESOP)

Company
(Listed/Unlisted

b

Earlier offer / invitation should
be completed / withdrawn /

abandonod

Payment through Cheque / DD/

Keep in separate Banking Channels
bank account, use

Against Allotment/ -
Refund if
Unalloted

v

Allotment within | If not done repay application money within 15 days. If not
60 Days pay 12% interest from end of 60 days

(Date of Receipt)

v
Return of
allotment within
30 days

If the
4. If there is non-compliance of section 42 details will be given

Nature of securities viz. Amount Involved Nature of noncompliance
Equity shares / Preference
Shares/ Convertible Debentures
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5. Take for form PAS-4 which specifies purpose / object for which such shares were issued. It
is not necessary to establish one-to-one relation from money received to money spent.
Statement should be obtained with proofs of total money obtained & utilised with proofs.

6. If money is not yet utilised specify that, if it isinvested in short term funds specify that, it is
not non-compliance. Whenever final utilization is made specify in that year about this fact.***

7. The auditor may report the non-compliances incorporating the following details:

Nature of| Purpose | Total Amount Unutilized Remarks,
Securities forwhich | Amount utilized balance if any
viz. Equity| funds Raised for the as at

shares received | /opening other Balance

/Preference unutilizd purpose sheet

shares balance date

/Convertible

debentures

Key to remember

Reason—>Inquire about changes during the year—>ldentify private placement —Understand
whether requirements of Sec 42 are applied=> Take form PAS 4 to understand
purpose—>Check utilisation for purpose>One to on relation not required >Statement for
total money received and utilisation for specified purpose should be obtained->Report
unutilised amount / temporary investments / subsequent year utilisation—2>Reporting format

Clause XIV / 15

Whether the company has entered into any noncash transactions with directors or persons
connected with him and if so, whether the provisions of section 192 of Companies Act, 2013

have been complied with.

1¥ Comment=>Whether there is non-cash transactions with directors or persons connected
with him

2" Comment =1f answer to first question is yes then whether there is compliance of section
192

1. Reason: - In non-cash transactions lot of subjectivity is involved & it is not regular
transaction hence it is prone to manipulations & frauds hence auditor is supposed to
comment on its legal compliance to deter people to do wrong things.

2. Non Cash Transaction

If assets are transferred for cash or cash equivalent(highly liquid, convertible in known
amount of cash, insignificant risk having maturity 3 months or less at the time of
acquisition)then it will n ver ve.r**

Acquisition of the asset takes place in one year and the corresponding liability is created. the
corresponding settlement take place in next year. Such transaction will not be considered as
non-cash transaction.
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Further, mergers under Court schemes would be entered into subject to requisite approvals
of Court etc., would n nsidered non-cash transactions. (In short Sec 192 and this
clause won't be applicable)

3. Such “director” is not restricted to being a director of the concerned company, but extends
to director of a holding company, subsidiary or associate of the company under question™**
4.” Person connected with the director” has not been defined in the Act, or the Rules there
under. Instead. the term “to any other person in whom the director isinterested” is defined in
Sec 185. so this can be used as reference point as per guidance note

Definition of relative is same as we have studied in company audit

5. Documents which can give thisinformation

--Take Form MBP-1 “Notice of Interest by Director”

--Take form MBP-2 “Register of Loans, Guarantee, Security and Acguisition Made by the
Company”

--Take Form No. MBP-4, Register of Contracts with Related Party and Contracts and Bodies
etc in which Directors are Interested

--Fixed Asset Movement Register

Partners o
 Relative
Director of Lending on .+~ , Partnership
Holding company " Qg.(ml i Firm
\a@]e e ..

G
;oo & KO‘R o
Holding o L
4 Company |"*--..
s B . Dokt Dnctr e it
Company |~ 8y : 950/0 "% Company

- D . o Or
L % 0%0, G g,

Ofa o Ofo ee!,

S a7, Company Tor "8
er@ 05’;0_9’”@ Do, o S
RN " ‘3’0%9@,0 %’b Yi
R g@% &f% 7, ..,/ Any Body
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6. Obtaining a management representation as to whether the company has undertaken any
non-cash transactions with the directors or persons connected with the directors, as
envisaged in section 192(1)

7. Requirements of Section 192

Director etc acquires assets or is to acquire assets for
Director of G/ H/ S/ A \ consideration other than cash
Or Persons connected Company
with Such Directors Company acguires assetsor is to acquire assets for
consideration other than cash

Above transactions/ agreements are allowed only if there is prior approval by
shareholdersin general meeting and if such director or connected person is director in
holding company then resolution will be required in holding company also.

To check resolutions following documents can be inspected.
--Minutes of AGM / Board of Directors Meeting
--Report on AGM

8. The language of section 192(1) also uses the term “is to acquire”. indicating the existence
of intention to acquire. The management may be requested to provide details of its intention
to enter into transactions covered under section 192, after the date of the financial
statements under audit. The minutes of the meetings of the Board of Directors and the Audit
Committee may provide evidence of such intention.***

9. Suggested paragraph on reporting:

According to the information and explanations given to us, the Company has entered into
non-cash transactions with one of the directors/ person connected with the director during
the year, by the acquisition of assets by assuming directly related liabilities, which in our
opinion is covered under the provisions of Section 192 of the Act, and for which approval has
n n ined in neral meeting of th mpany.

Key to remember

Reason—->Non Cash Transactions=2>Which directors—>Person Connected to
directors=»Documents which can give this information=>Requirements of Sec 192->Concept
of “Isto acquire”—>Paragraph for reporting

Clause XVI/ 16
Whether the company is required to be reqistered under section 45-1A of the Reserve Bank
of India Act, 1934 and if so, whether the registration has been obtained.
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1% Comment>Whether company supposed to get registered as per requirements of RBI
2" Comment =If answer to first question is yes then we are supposed to comment whether
registration is obtained and if it is not obtained reason for the same should be specified

Important Points

1. Reason: - In financing companies without RBI registration is dangerous for society , in India
many frauds have taken place hence auditors are supposed to comment on their registration
status.

2. Check requirements of Sec 45-1A, isthere any recent change in registration requirement.
3. As on today company should be registered if it is 1% NBFC and 2" Net Owned fund is 2
Crores or more.***

4. NBFC—->means a company whose principal business is financing like company registered
under the Act, engaged in the business of loans and advances, acquisition of shares /stocks
/bonds / debentures /securities issued by Government or local authority or other marketable
securities of a like nature, leasing, hire-purchase, insurance business, chit business.

It can do other activities such as agriculture activity, industrial activity, purchase or sale of any
goods (other than securities) or providing any services and sale/purchase/construction of

immovable property but is should not be its principle business.

5. Now we have to determine whether financing in principle business, as per FAQ issued by
RBI we will have to apply 50-50 test. As per this test if financial assets constitute more than
50% of total assets AND financial income constitutes more than 50% of total income then
principle business is financing. ***

(No need to specify this example in answer unless specifically asked.)

Eg Fixed Assets 50 lakhs, Non Current Investments 80 lakhs, Current Investments 40 lakhs,
Stock 20 lakhs, Debtor 10 lakhs, Cash 45 lakhs, Bank 25 Lakhs, Loans given 200 lakhs.

Sales 10 lakhs, Interest Income 20 Lakhs, Commission earned through financing 15 lakhs.
Answer

Total Assets=> 50 + 80 + 40 + 20 + 10 + 45 + 25 + 200= 674

Financial Assets—>80 + 40 + 45 + 25 + 200 = 390

% of financial assets in total assetsis 390 / 674 X 100 = 57.86 %

Total Income =10 + 20 +15 = 45

Financial Income—= 20+ 15=35

% of financial income in total income is 35/45 X 100 = 77.77%
As both conditions are satisfied it is a NBFC.

6. Now we should compute net owned fund as per latest balance sheet
Eg Figuresin lakhs™™**

PAID UP SHARE CAPITAL

“Equity” Share Capital 400
(-) Callsin Arrears (20)
Paid up “Equity” share capital 380
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FREE RESERVES

(+)General Reserves 40
420

FCITICIOUS ASSETS

(-)Debit balance of P&L (10)

(-)Deferred Revenue Expenditure (5)

(-)Intangible Assets (Eg Goodwill / Patent etc) (8)
397

INVESTMENT IN SHARES

(-) Subsidiary (15)

(-)Companies of same group (25)

(-)Other NBFCs (35)
322

“Book Value” of DEBENTURES, BONDS, OUTSTANDING LOANS &

ADVANCES (INCLUDING HIRE PURCHASE & FIANANCE LEASE) &

DEPOSITS—>

Subsidiary 50

Companies 20

Total 70

(Please note Other NBFCs not covered as like given above in investment of

shares)

To the extent such amount exceed 10% of (Paid up Capital + Free Reserves)

i.e 70 —10 % (420) = 70 — 42 =28 (28)

NET OWNED FUNDS 294

As it is above 200 lakhs/ 2 cores registration will be required
7. If conditions of registrations are satisfied, then check whether certificate of registrations is
obtained from RBI

8. If registration not obtained, then specify the reason By Management not aware about such
requirement / Management feel it doesn’'t have much importance hence not obtained /
application isin progress / RBI cancelled it for violation of same conditions etc.)

9. NBFCs which are governed by other regulators are supposed to take certificate of
registrations here, for example regulated by SEBI / IRDA / MCA / National Housing Board etc.
Key to remember

Reason—*Recent changes in registration requirements=>Requirements as on today 1% NBFC
& Net Owned funds 2 crores or more=> NBFC means principle business of finance = 50-50
test=> More than 50% income & More than 50% assets should be financial in nature=>Net
owned funds calculations= Check registration certificate=>If not obtained specify
details?No need to comment on other NBFCs governed by other regulators
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Notes for Additional Lecture on Professional Ethics

1.Number of Partners (***IMP)

After new company act 2013, Sec 464 (1) and Rule 10 Companies Miscellaneous Rules, 2014
partnership firms can have maximum 50 partners. Government can increase it up to 100. As
per 464(2) this rule is not applicable to partnerships firms governed by special act. As CA
firms are governed by CA act such limits are not applicable to us. So we can have any
number of partners.
http://www.icai.or

2.Section 5 of CA Act, Criteria for FCA application. (***IMP)

CAs in job are not in continuous practice but as they are continuous associate members
they can also apply for fellow members if they have continuous job experience of 5 years in
CA related areas.

“If CA is in job with govt. commercial entities, statutory authorities or local bodies with
continuous work in accounts, cost, tax, company law,IT etc employment for 5 year or full
time paid assistant of CA for 5 years. And if CA is pursuing job under a CA or CA Firm no
need to see area of job also. He can apply for FCA.”

http://www.icai.org/new post.htmli?post id=11184& ¢ id=219

3.Penalties under CA Act (Fake CA institute)

We have studied in penalty sections of CA Act.

Penalty for using name of the Council, awarding degree of chartered accountancy, etc.

No person shall-

(i) use a name or the common seal which isidentical with the name or the common seal of
the Institute or so nearly resembles it asto deceive or as s likely to deceive the public;

(i) award any degree, diploma or certificate or bestow any designation which indicates or
purports to indicate the position or attainment of any qualification or competence
similar to that of a member of the Institute; or

(i) seek to regulate in any manner whatsoever the profession of chartered accountants.
Fine —First Time -1000
Second Time -5000 / Imprisonment up to 6 months or BOTH

OPJC University in Rajasthan was punished because they were offering & conducting course
under the nomenclature “Master in C.A” and “Bachelor in C.A” (under the School of
Chartered Accountant)

http://www.icai.org/new post.html?post id=11613

4.FArst Schedule Part 1 Clause 6 (QR Code) (***IMP)

Quick Response Code (QR Code) may be printed on the visiting Card by a member in
practice, provided that the Code does not contain information that is not otherwise
permissible to be printed on a visiting Card.
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5.Frst Schedule Part 1 Clause 6 & Clause 7 (Ranking) (***IMP)
It has been brought to the notice of some members that certain entities are seeking details
f the Ch red A ntants firms. for th r f making ranking of the vari Firm
through comparison of different parameters.
In this regard, Members are hereby informed that sharing of details of their Chartered
Accountants firms in the aforesaid manner does not fall within the permitted categories .
and would therefore be violative of Item 6 of Part-1 of First Schedule to The Chartered
Accountants Act, 1949 . Further, as it is known beforehand that the information regarding
firms would be used for ranking purposes. the sharing of such details would tacitly result in
claiming superiority of one firm over other. which is prohibited in terms of the
Advertisement Guidelines of the ICAl under Item 7 of Part - of First Schedule to The
Chartered Accountants Act, 1949. Members are therefore advised to abstain from such
sharing of details of their Chartered Accountants Firms.
http://www.icai.org/new_post.html?post_id=105048& ¢_id=219

6.First Schedule Part 1 Clause 6 & Clause 7 (Firm name used by Client)(***IMP)
Permitting the use of firm name by client, mentioning the firm as a "Knowledge Partner" or
in the "Thank You" advertisement, is not permissible.

7.Frst Schedule Part i Clause 6 (Banner) (***IMP)
The use of banner with name of CA firm is not permissible in terms of provisions of Items 6
and 7 of Part -l of First Schedule to The Chartered Accountants Act, 1949.

8.Frst Schedule Part 1 Clause 6 (Photo)(***IMP)
Clarification on whether the Chartered Accountants in practice can print their photograph
on their visiting cards.-->No he cannot.

9.Frst Schedule Part 1 Clause 6 (Tender) (***IMP)

The Council of the Institute of Chartered Accountants of India hereby issue the following

guidelines for compliance by the members of the Institute -

(i) A member of the Institute in practice shall not respond to any tender issued by an

rganization or r of profession i in ar f servi which are exclusivel

reserved for chartered accountants. such as audit and attestation services. However,
such restriction shall not be applicable where minimum fee of the assignment is
prescribed in the tender document itself or where the areas are open to other
professionals along with the Chartered Accountants.

10.Website Guidelines (Client Fees) (***IM P)

Disclosure of names of clients and/or fees charged. on the website is permissible only where
it is required by a regulator. whether or not constituted under a statute, in_India or outside
India, provided that such disclosure is only to the extent of requirement of the regulator.
Where such disclosure of names of clients and/or fees charged is made on the website, the

member/ firm shall ensure that it is_ mentioned on the website [in italics]. below such
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disclosure itself. that “This disclosure is in terms of the requirement of [name of the
requlator] having jurisdiction in [name of the country/ area where such regulator has

jurisdiction] vi Rul Directiv ._under which th isclosure is requir h

11.First Schedule Part 1 Clause 7 & Section 7 (CA Designation, Precondition)

Pre- conditions for using the designation Chartered Accountant

First become member of ICAl= Clear Final Exams + Complete Article ship + Complete
GMCStraining + Apply & get membership number.

12.Usage of Letters'CA.' (instead of 'C.A.")

With a view to enhance the brand image of the profession, the Council decided that
members of the Institute may use the letters 'CA.' (instead of 'C.A.'") as prefix to their names.
The Council is of the View that use of letter CA. as prefix to the name of a member would
not give any impression that it is the initials of the member. The members may accordingly
use CA. as prefix to their names.

13.The Council has issued the following guidelines for use of expressions such as
‘Associates of ‘Correspondents of.. etc. on letter heads, visiting cards etc. of firms of
Chartered Accountants:(Association etc) (***IMP)

The use of expressions / words ‘in_Association with ... ‘Associates of ‘Correspondents of....
etc.. on the stationery letter heads, visiting cards and professional documents etc. of firms of
Chartered Accountants is not permissible in view of the provisions of clause (7) of Part | of
the First Schedule to the Chartered Accountants Act. 1949 irrespective of whether the
connection bearing name sought to be used was the name of an Indian firm or a foreign
firm. The Council has not barred entering into such association and the restriction given
under the above clause is to bar an advertissment appearing / derived from such
associations."

14.First Schedule Part | Clause 7&Section 7, Designation & Foreign
Qualification(***IMP)

CAs can use lettersindicating qualification which are as per Indian law or recognised by ICAI
/ Government. So they cannot use letter indicating qualification under foreign laws.

Further they cannot use CPA on visiting card / letter head etc as it is a foreign qualification.
Similar rule can be applied to CFAs and other degrees. Please note this change.
http://www.icai.org/new post.htmli?post id=11383& ¢ id=219

15.Schedule |, Part 1, Clause 7 (1SO) (***IMP)

Whether the office of a CA is permitted to go in for ISO 9001:2000 certification or other
similar certifications?

Yes, there is no bar for a member to go in for ISO9001:2000 certification or other similar
certifications.
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However, the member
ments. visitin r

16.Schedule I, Part 1, Clause 6 & Clause 7 (75 Years) (***IMP)

Publishing a book by a firm containing its history for the purpose of distributing to clients,
associates, friends and well wishers And printing of the words ‘Celebrating 75 years in the
Profession’ on special letterheads and envelopes of the firm will lead to solicitation of
professional work, hence not permissible as per the provisions of Clauses (6) and (7) of Part
| of the first Schedule to the C.A. Act, 1949."

17.Schedule I, Part 1, Clause 7 (CCM / RCM) (***IMP)

CCM, RCM and Member of Managing Comm. of Branches may print either their residential
address, or office address including Tel. / Fax No. without mentioning the firm’s name on
h k of the visitin 3

18.Schedule I, Part 1, Clause 7
Member who is in practice cann h ignation of "Distri vernor’_in his rotary
visiting card along with the word “Chartered Accountant’ "

19.First Schedule Part 1 Clause 11 (PART TIME COP) (***IMP)

PART TIME PRACTICE (I-SEL)

CA who are pursuing following activities are deemed to be in part time practice

=>Insurance brokerage.

—>Performing any activity under Specific permission by ICAI.

—Employment under CA/C.A. firm,

—Engagement as Lecturer in an University, affiliated college, educational institution,
coaching organisation, private tutorship, provided the direct teaching hours devoted to
such activiti ken her ex

They cannot perform attest function & train articles

Part 1 10 (N recent amendmen important) (***IMP

Hello everyone this is very important amendment of 1st August 2012, it is NOT covered in

Module / PM / Suggested Answers/ Code of Bhics Book & many authors also.

So please note points from (d) to (h). Related to charging fees on %. Because of this one

answer on Bank Funding will change which was asked Nov 2008 / 2011.

I don't want any student to miss even single mark. Fortunately no question asked on this

after amendment.

Exemptions while charging fees on percentage basis

(Point a,b,c were part of requlations & point d,e,f,g,h were added)

(d)in the case of certain management consultancy services as may be decided by the
resolution of the Council from time to time, the fees may be based on percentage basis
which may be contingent upon the findings, or results of such work;

(e) in the case of certain fund raising services, the fees may be based on a percentage of
the fund raised;
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(f) in the case of debt recovery services, the fees may be based on a percentage of the

debt recovered;
(g)in the case of services related to cost optimisation, the fees may be based on a

percentage of the benefit derived; and
(h) any other service or audit as may be decided by the Council.

21.First Schedule Part 1 Clause 11 (TIN-FC)(***IMP)
A chartered accountant in practice may establish a TIN — FC, and may as well establish a TIN
- FC under franchise from the other entity which is already a TIN — FC.

22.First Schedule Part IV Clause 2 (Malicious Emails)

Sending malicious emails against the Institute or its members, spreading false, misleading
or defamatory statements brings disrepute to the profession or the Institute.

And it isa mlsconduct under First Schedule Part IV Clause 2

23.Second Schedule Part | Clause 4 (Accounting & Auditing)

Advisory by ICAL- CA in practice cannot do accounting & auditing for same firm, so don'’t
apply for such tenders which ask for both.

http://www.icai.org/new post.html?post id=10644&c id=219

24.Second Schedule Part | Clause 4, Concurrent Audit & Quarterly Review (***IMP)
Since queries are being received from members at large on the issue, it is accordingly
hereby clarified that concurrent audit and the assignment of quarterly review of the same
Bank cannot be undertaken simultaneously as the concurrent audit being a kind of internal
audit and the quarterly review being a kind of statutory audit undertaken simultaneously
are prohibited under the provisions of ‘Guidance Note on Independence of Auditors'.
http://www.icai.org/new post.html?post id=10516&c id=219

25.Second Schedule Part 1 Clause 4 (Valuer of unquoted Equity Share) (***IMP)

A statutory auditor and tax auditor cannot be valug of the unquoted equity shares as it

would cr hr in nden fth r. which may n ibl r
lication of saf

26.Second Schedule Part1 Clause 4 & Disqualification under Sec 141(3) (DIRECTOR of
HOLDING Co) (***IMP)

The Committee further noted that Public conscience is expected to be ahead of the law.
Members, therefore. are expected to interpret the requirement as regards independence
much more strictly than what the law requires and should not place themselves in positions
which would either compromise or jeopardise their independence. In view of the above the
Committee has decided that the auditor of a Subsidiary Company can’t be a Director of its
Holding Company. asit will affect the independence of an auditor.
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27.Schedule Il, Part 1, Clause 4 (Internal Audit + Accounting) (***IMP)
It is prohibitive to undertake the assignments of internal Audit of lien

ion for A nting simultan being violative of the provisions of the "Guidance
Note on Independence of Auditors’."

28.Schedule Il, Part 1, Clause 4 (System Audit) (***IMP)

Whether a statutory auditor can accept the system audit of same entity?

Yes, the statutory auditor can accept the assignment of a system audit of the same entity,
provided it do not involve any scrutiny/review of financial data and information.

29.Second Schedule Part Il Clause 1 (Minimum Stipend)

Regulation 48 which prescribes minimum stipend rates. If not complied guilty under Second
Schedule Part 1l Clause 1

http://r rce.cdn.icai.or 707m 109 pdf

30.Second Schedule Part Il Clause 1 (CPEHours)

There is Statement on CPE hours under which ICAl keeps announcing requirement for
number of hours of continuing professional education required for CAs in practice & those
who are not in practice even taking into consideration age and other factors.

If this is not complied ICAl can give advance notice and take action against members and
this will also a professional misconduct under Schedule 2 Part 2 Clause 1

31.Second Schedule Part Il Clause 1 (M ore than one course & Office hours)

Regulation 65

Permitted Articled Assistants to pursue/attend, with prior permission to be obtained from
concerned Decentralised offices, only one course simultaneously with CA course subject to
the condition that the classes being attended for such permitted courses do not overlap
with the Principal's office hours.

If Students do not take prior permission or do more than 1 permitted course ICAIl can delay
membership.

Further CAs who allowed articles to attend courses overlapping office hours will be
punished under Schedule 2 Part 2 Clause 1, for breach of regulation 65

32.Second Schedule Part 1l Clause 1 & Tax Audit

If there are 10 partners in a firm of Chartered Accountants, then how many tax audits
reports can each partner sign in a financial year?

Answer

As per Chapter VI of Council General Guidelines, 2008 (Tax Audit Assignments under
Section 44AB of the Income Tax Act, 1961), a member of the Institute in practice shall not
accept, in a financial year, more than the specified number of tax audit assignments as
prescribed under Section 44AB of the Income Tax Act, 1961. The specified number of tax
audit assignments under Section 44AB of the Income Tax Act, 1961 is 60.

It is further provided in Chapter VI of Council General Guidelines, 2008 that in case of firm
of Chartered Accountants in practice, specified number of tax audit assignments means 60
tax audit assignments per partner of the firm, in a financial year.
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Therefore, if there are 10 partners in a firm of Chartered Accountantsin practice, then all the
partners of the firm can collectively sign 600 tax audit reports. This maximum limit of 600
tax audit assignments may be distributed between the partners in any manner whatsoever.
For instance, 1 partner can individually sign 600 tax audit reports in case remaining 9
partners are not signing any tax audit report.

It is needless to say that the tax audit assignment should be in accordance with the
Standard on Quality Control (SQC) 1: Quality Control for Firms that Perform Audits and
Reviews of Historical Financial Information, and Other Assurance and Related Services
Engagements.

33.Second Schedule Part Il Clause 1 (Minimum Fees)

All the members of Institute of Chartered Accountants of India (ICAIl) are hereby informed
that in terms of the Council decision taken at its 306th Meeting, the Chapter-XIl (Minimum
Audit Fee in respect of Audit) of the Council General Guidelines, 2008 appended to the ICAI
publication titled “ The Chartered Accountants Act, 1949” has been repealed.

So there is no such rule as on today you can charge any fees, local ICAl branches has
decided there minimum fees limit but those are not mandatory.

http://www.icai.org/new ntml? id=74 id=21

34.Second Schedule Part Il Clause 1 (Teaching Hours)

Normal working hours for the articled assistants shall not start after 11.00 AM and not end
before 5.00 PM.

Coaching classes shall not continue after 9.30 AM and not start before 5.30 PM so as to
enable the articled assistants to concentrate wholly on practical training.

Members of the Institute who are engaged in coaching be advised not to undertake
coaching between 9.30 AM and 5.30 PM.

http://www.icai.org/new post.html?post id=5408&c id=219

35. LLPs

(a) If the proposed name of LLP includes the words “Chartered Accountant’ orchartered
Accountants, as the case may be, as part of the proposed name, the same shall be referred
to the Institute of Chartered Accountants of India (ICAl) by the Registrar of LLP and it shall
be allowed by the Registrar only if the Secretary, ICAl approvesit.

(b) If the proposed name of LLP of CA firm resemble with any other non-CA entity as per
the naming Guidelines under LLP Act and its Rules, the proposed name of LLP of CA firms
may include the word ‘Chartered Accountant’ or “Chartered Accountants’ so as to avoid
confusion.

(c) The nam f the CA firms reqgistered with the ICAl shall remain r
as one of the options for LLP names

(d) Where two similar or identical or nearly similar firm names (whether the partners of such
firms are same or not) have been registered by ICAIl, under the proposed LLP, only one such
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firm name shall be approved and remaining firm registered with ICAI, either desires to
convert into LLP or not, a change in the firm name shall be required.

(e) The name of the LLP may be like X & Co. LLP or "X & Associates LLP' and no other

ffix shall rov nd register ICAI
(f) LLP shall be subject to the same regulations, as if they were in partnership firm. Mere

conversion into LLP does not give any privileges, which were not earlier with the CA firms.

(g) Conversion or non conversion doest have any impact on LLP.

(h) Once converted into LLP old firm will get dissolved.

(i) The reqgistration number (with minimum 6 numbers) of LLP with ICAI. shall remain the
same Firm Registration Number (FBN) allotted to the firm before the conversion by ICAI
with the Regional Code like "W’ for Western. 'E for Eastern. 'S’ for Southern. ‘N’ for
Northern and "C for Central Region at the end.

36."Audit of listed companies shall now be carried out only by the auditors who have
undergone Peer Review Process

» And have obtained Peer Review Certificate from the Peer Review Board.

» Thisdecision is effective for accounting periods commencing on or after 1st April, 2009."

37."Whether an Associate Member of the Institute practicing abroad is eligible to
become Fellow Member?

No. Only members who being associates and who have been in continuous practice in India
for atleast five years are eligible to apply for admission to fellowship on payment of
prescribed fee and submission of Form ‘3’ [Section 5(3) of the Chartered Accountant Act,
1949]." (Practicing outside India)

38."Whether a member’s service as a paid assistant outside India with a firm of

chartered accountants can be recognized for the purpose of fellowship?

The member working as a paid assistant with a foreign firm of accountants outside India is

eligible for admission as a fellow member provided the firm is having atleast one partner

who is/was either the member of the ICAlI or who is/was eligibl me its member
nder ion 4(1)(v) of the Charter ntants Act."

(Job outside India)

39.Whether an Associate Member employed in Industry abroad is eligible to become
fellow member?

An associate member serving in an industry abroad for a continuous period of not less than
5 years in one or more posts carrying duties relating to accounts, cost accounts, audit,
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finance, taxation, company law and/or secretarial work, is eligible to become a fellow

member.
(Job outside India)
If there i r in th ntinui f servi h m n ndoned for ri n

exceeding one year so however that the actual period of service shall not be less than 5
years [Regulation 5(3)]"

40."Can a member of the Institute holding Certificate of Practice residing outside
India, do any attest functions?

Yes. He can do attest functions outside India. subject to the local laws permitting him to do
SO_"

41."Can a member in Salaried employment abroad hold C.0.P.?
Yes. h n hold C.O.P hi woul I mem i

42.Second Schedule Part Il Clause 1 (Training article abroad)

CA from ICAI, who is practicing abroad can train articles under ICAl course, provided he isin
full time practice. Further CA who is assistant at such CA or firm where such CA is partner
can also train articles (1 article).

http://resource.cdn.icai.org/37138mss-icai-280315.pdf
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TAX AUDIT Additional Notes

1.Disqualifications of TAX Auditor

INDIVIDUAL
—Assesses Himself***

HUF
—>Family member of HUF**

AQP
—-Member of AOP***

TRUST /INSITITUTION

—Author / Founder / Substantial Contributor i.e exceeding Rs 50,000 / Trustee or
Manager***

—>If author / founder is HUF then members of HUF***

Firm
=>Partner of firm***

Company
—-Who is disqualified to do statutory audit under Sec 141 (3)

All Assesses

—-Who can verify return u/s 139***

(All points below are similar to company audit disqualifications but there are changes so be
careful)

—>Officer or employee of Assessee

—>Partner or Employee of Employee or Officer

—>Direct / Indirect Business Relationship with assessee

—>Convicted by court for fraud, 10 years from date of conviction

—@Holding any Security or Interest in assessee (Only Relative exempt up to FV 1,00,000)
—@Indebted to assessee for any amount (Only Relative exempt up to Rs 1,00,000)
—>@Guarantee or Security of assessee for third party for any amount (Only Relative exempt
up to Rs 1,00,000)

*** Including Relatives
@By individual or His partner or His Relative
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Definition of Relative

#lineal
Ascendant

#Brother

#Lineal

#Also their

Spouse
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Additional Notes of Consolidation of Financial Statements

1.Consolidation (Components unaudited or audited by others)

Component/s is/ are unaudited and such
component/s is/ are not material to the
financial statements of the entity/
consolidated financial statements of the
Group

Component/s is/ are audited by auditor/s

her than the Princi Auditor an h
component/s is/ are not material to the
financial  statements of the entity/
consolidated financial

The principal auditor may or may not
iscl he f f h componen in th
Principal Auditor’s report. In case the

Principal Auditor decided to make such
iscl re, th me woul n nder
he “"Other M rs’ raph r n

SA 706

Component/s is/ are audited by auditor/s
other than the Principal Auditor and such

The principal auditor would need to disclose
the fact of such component/sin the Principal

component/s is/ are material to the financial
statements of the entity/ consolidated
financial statements of the Group

Auditor’s report. Such disclosure would be
done under the “Other Matters” paragraph.
pursuant to SA 706

Component/s i/ are unaudited and such
component/s is/ are material to the financial
statements of the entity/ consolidated
financial statements of the Group

The Principal Auditor needs to consider its/
their impact on the auditor’s opinion on the

financial statements of the entity/
consolidated financial statements of the
r in terms of the principles lai whn in
SA 705.

http://r r n.icai.org/32

2.Consolidation as per Sec 129

110214.

f

Consolidation is compulsory as per Sec 129(3) for all companies having subsidiary /

associate / joint venture, from FY 14-15.

But following exemptions were granted as per Rule 6 Company (Accounts) Rule 2014.

Consolidation is not applicable

i. To intermediate wholly-owned subsidiary. other than a wholly-owned subsidiary whose

immediate parent is a company incorporated outside India.

il. Exemption for FY 14-15

In case of a company which does not have a subsidiary or subsidiaries but has one or

more associate companies or _joint ventures or both, for the consolidation of financial

statement in respect of associate companies or joint ventures or both, as the case may

be.
iii. Exemption for FY 14-15

To consolidation of financial statement by a company having subsidiary or subsidiaries

incorporated outside India.
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Even if no consolidation is done following should be done for all subsidiaries
1. As per Sec 129 Attach along with its financial statement, a separate statement
containing the salient features of the financial statement of its subsidiary or subsidiaries
in such form as may be prescribed (FORM AOC 1)
2. As per rule 6 follow requirements of Schedule Ill, which means show % contribution of
subsidiaries / associates/ JVs Indian & foreign separately in consolidated Balance Sheet
& consolidated P& L. An entity shall disclose the list of subsidiaries or associates or joint
ventures which have not been consolidated in the consolidated financial statements
along with the reasons of not consolidating.
3. As per Sec 136 provided also that every company having a subsidiary or subsidiaries
shall,— (Here subsidiary means only subsidiary not associate & JVs)
a) Place separate audited accounts in respect of each of its subsidiary on its website, if
any,;
b) Provide a copy of separate audited financial statements in respect of each of its
subsidiary. to any shareholder of the company who asks for it.

4. As per Sec 137 financial statements a company shall attach along with its financial
men filed with the Reqistrar. th n fi idiary(ies) which hav
been incorporated outside India and which have not established their place of business
in India.

General Circular on point 3 & 4 above

That in case of a foreign subsidiary. which is not required to get its accounts audited as per
legal requirements prevalent in the country of its incorporation and which does not get
such accounts audited(Example Dubai), the holding/parent Indian may place/file such
unaudited accountsto comply with requirements of sections 136 and 137 as applicable.

These, however, would need to be transl in English, if the original accounts are not in
English. Further, the format of accounts of foreign subsidiaries should be, as far as possible.
in accordance with requirements under Companies Act, 2013. In case this is not possible, a

statement indicating the reasons for deviation may be placed/filed along with such
accounts.
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CORPORATE GOVERNANCE

Concept of Corporate Governance

Just like individual has character & personality. Company has Corporate Governance.
Corporate Governance means principles, rules, procedures; systems framed which so that
interests of all stake holders are taken care while achieving objectives.

In India corporate governance depends on of Listing Agreement & Disclosure Requirements
2015 LODR & Company Act 2013.

LODR

Securities and Exchange Board of India (SEBI) on September 2, 2015 issued the SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015 (‘Listing Regulations’) with the
aim to consolidate and streamline the provisions of existing listing agreements for different
segments of capital markets such as equity shares (including convertibles), non-convertible
debt securities, etc. and disclosure norms in relation thereto, thereby ensuring better
enforceability.

Structure of LODR

—LODR is divided into Xl chapters further divided into 110 regulations and backed by IX
schedules, brief description as mentioned hereunder:

—Chapter I: Definitions

—>Chapter Il: Guiding Principles

—>Chapter Ill: Common Obligation applicable to all listed entities

—>Chapter IV-1X: Obligation applicable to specific type of securities

—>Chapter X & Xl: Obligation of stock exchanges and provisions in case of default

Applicability of LODR

Unless otherwise provided, these regulations shall apply to the listed entity who has listed

any of the following designated securities on recognised stock exchange(s):

(a) specified securities listed on main board or SME Exchange or institutional trading
platform;

(b) non-convertible debt securities, non-convertible redeemable preference shares,
perpetual debt instrument, perpetual non-cumulative preference shares;

(c) Indian depository receipts;

(d) securitised debt instruments;

(e) unitsissued by mutual funds;

(f) Any other securities as may be specified by the Board.

CONTENTS
1. Concept of Corporate Governance
2. Applicability of LODR
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Important Points of LODR {FM GPS aur C’IGARS leke kashmir ghumne nikle}
1. F-Financial Results

Management Discussion & Analysis

G-Grievance Redressal M echanism

Preservation

S-Share Transfer Agent

C- CEO / CFO Certification

C- Compliance Certificate

C-Compliance Officer and his Obligations

9. I-Independent Director

10. G- General Principles

11. A- Audit Committee

12. R- Report on Corporate Governance

13. S Subsidiary

NG RA~LN

Financial |
(1) While preparing financial results, the listed entity shall comply with the following:

(a) The financial results shall be prepared on the basis of accrual accounting policy and
shall be in accordance with uniform accounting practices adopted for all the periods.

(b) The quarterly and year to date results shall be prepared in accordance with the
recognition and measurement principles laid down in Accounting Standard 25 or
Indian Accounting Standard 31 (AS 25/ Ind AS 34 — Interim Financial Reporting), as
applicable, specified in Section 133 of the Companies Act, 2013 read with relevant
rules framed there under or as specified by the Institute of Chartered Accountants of
India, whichever is applicable.

(c) The standalone financial results and consolidated financial results shall be prepared
as per Generally Accepted Accounting Principles in India:

Provided that in addition to the above, the listed entity may also submit the financial
results, as per the International Financial Reporting Standards notified by the
International Accounting Standards Board.

(d) The listed entity shall ensure that the limited review or audit reports submitted to the
stock exchange(s) on a quarterly or annual basis are to be given only by an auditor
who has subjected himself to the peer review process of Institute of Chartered
Accountants of India and holds a valid certificate issued by the Peer Review Board of
the Institute of Chartered Accountants of India.

(e) The listed entity shall make the disclosures specified in Part A of Schedule IV.

(2) The approval and authentication of the financial results shall be done by listed entity in
the following manner:

(a) The quarterly financial results submitted shall be approved by the board of directors:
Provided that while placing the financial results before the board of directors, the
chief executive officer and chief financial officer of the listed entity shall certify that
the financial results do not contain any false or misleading statement or figures and
do not omit any material fact which may make the statements or figures contained
therein misleading.
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(b) The financial results submitted to the stock exchange shall be signed by the
chairperson or managing director, or a whole time director or in the absence of all of
them; it shall be signed by any other director of the listed entity who is duly
authorized by the board of directors to sign the financial results.

(c) The limited review report shall be placed before the board of directors, at its meeting
which approves the financial results, before being submitted to the stock
exchange(s).

(d) The annual audited financial results shall be approved by the board of directors of
the listed entity and shall be signed in the manner specified in clause (b) of sub
regulation (2).

(3) The listed entity shall submit the financial results in the following manner:

(a) The listed entity shall submit quarterly and year-to-date standalone financial results
to the stock exchange within forty-five days of end of each quarter, other than the
last quarter.

(b) In case the listed entity has subsidiaries, in addition to the requirement at clause (a)
of sub-regulation (3), the listed entity may also submit quarterly/year-to-date
consolidated financial results subject to following:

(i) the listed entity shall intimate to the stock exchange, whether or not listed entity

opts to additionally submit quarterly/year-to-date consolidated financial results in
the first quarter of the financial year and this option shall not be changed during
the financial year.
Provided that this option shall also be applicable to listed entity that is required to
prepare consolidated financial results for the first time at the end of a financial
year in respect of the quarter during the financial year in which the listed entity
first acquires the subsidiary.

(i) in case the listed entity changes its option in any subsequent year, it shall furnish
comparable figures for the previous year in accordance with the option exercised
for the current financial year.

(c) The quarterly and year-to-date financial results may be either audited or unaudited
subject to the following:

(i) In case the listed entity opts to submit unaudited financial results, they shall be
subject to limited review by the statutory auditors of the listed entity and shall be
accompanied by the limited review report.

Provided that in case of public sector undertakings this limited review may be
undertaken by any practicing Chartered Accountant.

(i) In case the listed entity opts to submit audited financial results, they shall be
accompanied by the audit report.

(d) The listed entity shall submit audited standalone financial results for the financial
year, within sixty days from the end of the financial year along with the audit report
and either Form A (for audit report with unmodified opinion) or Form B (for audit
report with modified opinion):
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Provided that if the listed entity has subsidiaries, it shall, while submitting annual audited
standalone financial results also submit annual audited consolidated financial results along
with the audit report and either Form A (for audit report with unmodified opinion) or Form
B (for audit report with modified opinion).

(e) The listed entity shall also submit the audited financial results in respect of the last
quarter along-with the results for the entire financial year, with a note stating that the
figures of last quarter are the balancing figures between audited figures in respect of
the full financial year and the published year-to-date figures upto the third quarter of
the current financial year.

(f) The listed entity shall also submit as part of its standalone or consolidated financial
results for the half year, by way of a note, a statement of assets and liabilities as at the
end of the half-year.

(4) The applicable formats of the financial results and Form A (for audit report with
unmodified opinion) & Form B (for audit report with modified opinion) shall be in the
manner as specified by the Board from time to time.

(5) For the purpose of this regulation, any reference to “quarterly/quarter” in case of listed
entity which has listed their specified securities on SME Exchange shall be respectively
read as “half yearly/half year” and the requirement of submitting ‘year-to-date’ financial
results shall not be applicable for a listed entity which has listed their specified securities
on SMEExchange.

(6) The Form B and the accompanying annual audit report submitted in terms of clause (d)
of sub-regulation (3) shall be reviewed by the stock exchange(s) and Qualified Audit
Report Review Committee in manner as specified in Schedule VIII.

(7) The listed entity shall on the direction issued by the Board, carry out the necessary
steps, for rectification of modified opinion and/or submission of revised pro-forma
financial results, in the manner specified in Schedule VIII.

Man ment Di ion and Analysi

1. This section shall include discussion on the following matters within the limits set by the
listed entity’s competitive position:

(a) Industry structure and developments

(b) Opportunities and Threats

(c) Segment—wise or product-wise performance

(d) Qutlook

(e) Risks and concerns

(f) Internal control systems and their adequacy

(g) Discussion on financial performance with respect to operational performance

(h) Material developments in Human Resources / Industrial Relations front, including

number of people employed.
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2. Disclosure of Accounting Treatment:

Where in the preparation of financial statements, a treatment different from that prescribed
in an Accounting Standard has been followed, the fact shall be disclosed in the financial
statements, together with the management’s explanation as to why 78 it believes such
alternative treatment is more representative of the true and fair view of the underlying
business transaction.

Grievance Redressal M echanism

(1) The listed entity shall ensure that adequate steps are taken for expeditious redressal of
investor complaints.

(2) The listed entity shall ensure that it is registered on the SCORES platform or such other
electronic platform or system of the Board as shall be mandated from time to time, in
order to handle investor complaints electronically in the manner specified by the Board.

(3) The listed entity shall file with the recognised stock exchange(s) on a quarterly basis,
within twenty one days from the end of each quarter, a statement giving the number of
investor complaints pending at the beginning of the quarter, those received during the
quarter, disposed of during the quarter and those remaining unresolved at the end of
the quarter.

(4) The statement as specified in sub-regulation (3) shall be placed, on quarterly basis,
before the board of directors of the listed entity.

Preservation of Documents

The listed entity shall have a policy for preservation of documents, approved by its board of

directors, classifying them in at least two categories as follows-

(a) documents whose preservation shall be permanent in nature ;

(b) documents with preservation period of not less than eight years after completion of the
relevant transactions:
Provided that the listed entity may keep documents specified in clauses (a) and (b) in
electronic mode.

Share Transfer Agent

(1) The listed entity shall appoint a share transfer agent or manage the share transfer
facility in-house:
Provided that, in the case of in-house share transfer facility, as and when the total
number of holders of securities of the listed entity exceeds one lakh, the listed entity
shall either register with the Board as a Category Il share transfer agent or appoint
Registrar to an issue and share transfer agent registered with the Board.

(2) The listed entity shall ensure that all activities in relation to both physical and electronic
share transfer facility are maintained either in house or by Registrar to an issue and
share transfer agent registered with the Board.
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(3) The listed entity shall submit a compliance certificate to the exchange, duly signed by
both the compliance officer of the listed entity and the authorised representative of the
share transfer agent, wherever applicable, within one month of end of each half of the
financial year, certifying compliance with the requirements of sub- regulation (2).

(4) In case of any change or appointment of a new share transfer agent, the listed entity
shall enter into a tripartite agreement between the existing share transfer agent, the
new share transfer agent and the listed entity, in the manner as specified by the Board
from time to time:

Provided that in case the existing share transfer facility is managed in-house, the
agreement referred above shall be entered into between the listed entity and the new
share transfer agent.

(5) The listed entity shall intimate such appointment, referred to in sub-regulation (4), to
the stock exchange(s) within seven days of entering into the agreement.

(6) The agreement referred to in sub-regulation (4) shall be placed in the subsequent
meeting of the board of directors:

Provided that the requirements of this regulation shall not be applicable to the units
issued by mutual funds that are listed on recognised stock exchange(s).

/ rtification
The following compliance certificate shall be furnished by chief executive officer and chief
financial officer:
A. They have reviewed financial statements and the cash flow statement for the year and
that to the best of their knowledge and belief:
(1) these statements do not contain any materially untrue statement or omit any
material fact or contain statements that might be misleading;
(2) these statements together present a true and fair view of the listed entity’s affairs
and are in compliance with existing accounting standards, applicable laws and
regulations.

B. There are, to the best of their knowledge and belief, no transactions entered into by the
listed entity during the year which are fraudulent, illegal or violative of the listed entity’s
code of conduct.

C. They accept responsibility for establishing and maintaining internal controls for financial
reporting and that they have evaluated the effectiveness of internal control systems of
the listed entity pertaining to financial reporting and they have disclosed to the auditors
and the audit committee, deficiencies in the design or operation of such internal
controls, if any, of which they are aware and the steps they have taken or propose to
take to rectify these deficiencies.

D. They have indicated to the auditors and the Audit committee
(1) significant changes in internal control over financial reporting during the year;
(2) significant changes in accounting policies during the year and that the same have
been disclosed in the notes to the financial statements; and
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(3) instances of significant fraud of which they have become aware and the involvement
therein, if any, of the management or an employee having a significant role in the
listed entity’s internal control system over financial reporting.

Compliance Certificate

Compliance certificate from either the auditors or practicing company secretaries regarding
compliance of conditions of corporate governance shall be annexed with the directors’
report.

Compliance Officer and his Obligations
(1) A listed entity shall appoint a qualified company secretary as the compliance officer.
(2) The compliance officer of the listed entity shall be responsible for-

(a) ensuring conformity with the regulatory provisions applicable to the listed entity in
letter and spirit.

(b) co-ordination with and reporting to the Board, recognised stock exchange(s) and
depositories with respect to compliance with rules, regulations and other directives
of these authorities in manner as specified from time to time.

(c) ensuring that the correct procedures have been followed that would result in the
correctness, authenticity and comprehensiveness of the information, statements
and reports filed by the listed entity under these regulations.

(d) monitoring email address of grievance redressal division as designated by the listed

entity for the purpose of registering complaints by investors:
Provided that the requirements of this regulation shall not be applicable in the case
of units issued by mutual funds which are listed on recognised stock exchange(s)
but shall be governed by the provisions of the Securities and Exchange Board of
India (Mutual Funds) Regulations, 1996.

Independent Director

SHORTCUT FOR INDEPENDENT DIRECTOR Holding

Director
—— Associate
Prometer
Subsidiary
3& ﬂzs% or more of
ﬁ receipts
Aty =N > NPO
W4 cEo/ ' v
BIRECTOR
CA Ravi Taori www.auditguru.in
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neral Principl f Corpor vernan

Principles are given for following areas

A. The Rights of Shareholders (Right to information / participation / vote/ protection of
minority shareholder /address grievances / timely information of meetings etc / avoid
insider trading)

B. Role of Stakeholders in Corporate Governance (Directors / Employees / Associates
Suppliers / Dealers / Customers:- Sufficient & Reliable Information / Encourage
Participation / Bfective Redress / Effective Whistle Blower Mechanism)

C. Disclosure and Transparency (Timely / Accurate / As per standards / Equal / Eficient
Accessto users)

D. Responsibilities of the Board
1. Key Functions (Reviewing Corporate Strategy / Plan / Objectives / Budgets /

Implementation / Managing Key Executives/ Conflict of Interest)
2. Other Responsibilities (Corporate Culture / Directors Training / Establishing
Committees)
3. Disclosure of

Information (Material Interest in any transaction / Operational

Transparency to board & maintaining confidentiality)

Audi mmi

Particulars

Clause 49

Companies Act

Applicability

All listed companies but some are
exempted
(Same as applicability of Clause 49)

As per Section 177 all
companies,

Public companies having paid up
capital 10 crores or more, turnover
100 crores or more,
Loan/Borrowing/
Deposit 50 crore or
suppose to have
COMMITTEE

listed

Debenture/
more are
AUDIT

Composition

rd
Minimum 3 Directors (2/3 |Ds)

Minimum 3 Directors (Majority 1Ds)

Qualifications

All members should be “Financially
Literate”
At least one Expert

Majority including Chairman should
be able to “able to understand FST”

Chairman Should be ID Silent
Secretary Company Secretary of Company. Silent
Audit Committee shall meet at | Silent
Number of least 4 times in a year, Gap
meetings between 2 meetings should not
be more than 4 months.
Quorum 2 Members or 1!3rCI of members Silent
whichever is higher. (At least 2 IDs)
Invitees to Finance Head / Head of Internal | Auditor / Key Managerial Person
committee Audit / Representative of Statutory | can attend and have right to be
Meetings Auditor / heard with respect to audit report
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but cannot vote
Presence at Chairman of Audit Committee | Silent

AGM should be present at AGM

*Refer Annexure for role of Audit Committee (last page of chapter)

Report on Corporate Governance

Annually

A. There shall be a separate section on Corporate Governance in the Annual Reports of
company, with a detailed compliance report on Corporate Governance. Noncompliance of
any mandatory requirement of this clause with reasons thereof and the extent to which the
non-mandatory requirements have been adopted should be specifically highlighted.

Quarterly

(@) The listed entity shall submit a quarterly compliance report on corporate governance in
the format as specified by the Board from time to time to the recognised stock
exchange(s) within fifteen days from close of the quarter.

(b) Details of all material transactions with related parties shall be disclosed along with the
report mentioned in clause (a) of sub-regulation (2).

(c) The report mentioned in clause (a) of sub-regulation (2) shall be signed either by the
compliance officer or the chief executive officer of the listed entity.

Subsidiary

Corporate governance requirements with respect to subsidiary of listed entity:

(1) At least one independent director on the board of directors of the listed entity shall be
a director on the board of directors of an unlisted material subsidiary, incorporated in
India.

(2) The audit committee of the listed entity shall also review the financial statements, in
particular, the investments made by the unlisted subsidiary.

(3) The minutes of the meetings of the board of directors of the unlisted subsidiary shall be
placed at the meeting of the board of directors of the listed entity.

(4) The management of the unlisted subsidiary shall periodically bring to the notice of the
board of directors of the listed entity, a statement of all significant transactions and
arrangements entered into by the unlisted subsidiary.

Explanation.-For the purpose of this regulation, the term “significant transaction or

arrangement” shall mean any individual transaction or arrangement that exceeds or is likely

to exceed ten percent of the total revenues or total expenses or total assets or total
liabilities, as the case may be, of the unlisted material subsidiary for the immediately
preceding accounting year.

(5) A listed entity shall not dispose of shares in its material subsidiary resulting in reduction
of its shareholding (either on its own or together with other subsidiaries) to less than
fifty percent or cease the exercise of control over the subsidiary without passing a
special resolution in its General Meeting except in cases where such divestment is made
under a scheme of arrangement duly approved by a Court/ Tribunal.
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(8) Selling, disposing and leasing of assets amounting to more than twenty percent of the
assets of the material subsidiary on an aggregate basis during a financial year shall
require prior approval of shareholders by way of special resolution, unless the
sale/disposal/lease is made under a scheme of arrangement duly approved by a
Court/Tribunal.

(7) Where a listed entity has a listed subsidiary, which is itself a holding company, the
provisions of this regulation shall apply to the listed subsidiary in so far as its
subsidiaries are concerned.
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