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There are several provisions in the Income Tax Act, 1961 providing for audit of accounts and/or report/or certificate of an Accountant. The Tax Audit Report/Certificate assumes greater importance on account of the fact that under section 143(1), assessments are completed solely on the basis of the returns furnished by the assessee. The Assessing Officer relies to a great extent on the Accountant of the assessee for allowing deductions with respect to several items such as:

-
Particulars of depreciation allowable as per the Income Tax Act.

-
Different sums debited to profit and loss account or claimed separately in computation towards claiming deductions allowable under section 33AB, 33ABA, 33AC, 35, 35D and 35E.

-
Any sum paid to an employee as bonus or commission for service rendered, any sum received from employees towards contribution to any provident fund or superannuation fund or any other fund mentioned in section 2(24)(X) and due date for payment and actual date for payment to the concerned authorities u/s 36(i)(va).

-
Amount debited to the profit and loss account being expenditure of capital or personal nature. Expenditure by way of penalty or fine for violation of any law.

-
Item 21 of Form No.3CD supplies information in respect of any sum referred to in clause (a), (b), (c), (d), (e) or (f) of section 43B where certain deductions are to be allowed only on actual payment basis.

-
The Accountant is also liable to certify whether the conditions of each loan or deposit meets the requirements of section 269SS.

· The quantitative details of the principal items of goods traded or principal items of raw materials, finished products and by products, opening balance, closing stock, purchase and sales of finished product during the year are shown by the Accountant in item No.28 of Form No.3CD.

The Tax Audit Report/Certificate has to be complete in itself to provide sufficient and required information for the Assessing Officer for completion of assessment.


Thus, Accountants have been mandated to be facilitators for the Income Tax Department in administering the provisions of the Income Tax Act. The tax audit report / certificates submitted by them on behalf of the assessees serve as a valuable reference guide for the Assessing Officers in making assessments. However, sometimes, the negligence, inability or what may seem as reluctance on the part of some Accountants in presenting the true and fair picture of the accounts of assessees to the Income Tax Department expressly defeats the mechanism of tax administration.

SHORTCOMINGS REPORTED BY THE AG, KERALA 

The C&AG conducted in 2006-07 an all India Review on ‘Appreciation of Third party Reporting/Certification in Assessment Functions’. Some of the shortcomings reported by the AG, Kerala after a sample review conducted here are the following:

1.
In four cases, the Tax Auditors had not signed the audit reports.

2.
In 100 cases, there were omissions on the part of the Tax Auditors to indicate their Membership Number in the Audit Reports. [As per sl.no.4 in the Notes to Form No 3CA/3CB, the person who signs the Audit Report shall indicate reference of his Membership Number, Certificate of Practice Number/authority under which he is entitled to sign the report.]

3.
In 14 cases, the tax audit was conducted after the due date (i.e. beyond 31st October of the assessment year) or audit reports filed before the Assessing Officers belatedly, thereby attracting levy of penalty u/s 271B.

4.
Annexure to Tax Audit Report in Form No.3CD, item No.17(k) makes the Auditor statutorily bound to report the particulars of amounts debited to the P&L A/c being any liability of the contingent nature.


In four cases, the Tax Auditor failed to comply with this requirement.


(a)
The assessee had debited an amount of Rs. 8.57 lakhs as provision for doubtful debts in the P&L A/c and added back the same while computing the taxable income.


(b)
The assessee had debited an amount of Rs. 18.70 crores as provision for doubtful debts in the P&L A/c and added back the same while computing the taxable income.

5.
As per the assessee’s computation statement, which was authenticated by the Tax Auditor, the assessee offered for assessment unexplained credits in the account of the partner with the firm, amounting to Rs. 2.08 crores. This fact was not reported in the Tax Audit Report. 

6.
Capital expenditure/personal expenditure not reported 


As per entry No.17(a) of Form No. 3CD, the Tax Auditor should indicate the  inadmissible expenditure of capital/personal nature.


Omissions in this regard were noticed in 8 cases.

7.
Reports regarding depreciation allowance in Form No.3 CD  


The Accountant has to report the details and quantum of depreciation allowance correctly admissible, at entry No.14 of Form No.3CD. However, omissions/mistakes were noticed in this regard in 19 cases. In one case, depreciation was claimed on a windmill worth Rs. 1.05 crores acquired on the last date of the previous year, based on the certificate of the Auditor.

8.
Report regarding brought forward loss/depreciation allowance in the certificate 


It is mandatory on the part of the Accountant to report regarding brought forward loss/depreciation against entry No.25 of Form No.3CD. In one case, the assessee claimed and the Assessing Officer allowed brought forward depreciation amounting to Rs. 36.63 lakhs relating to A.Yrs. 2002-03 and 2003-04 while finalizing assessment for 2004-05 u/s 143(3).  However, the Accountant had not reported the same in Form No.3CD.  The AG has pointed out Rs.13.14 lakhs as the tax effect of the deduction allowed without being certified by the Accountant.  Similar omissions to report brought forward loss/depreciation were pointed out in 8 more cases.

9.
Amounts inadmissible u/s 40A(3) and u/s 40A(7) not reported 


Omission on the part of the Accountant in reporting the inadmissible amounts was noticed in 7 cases.  In one case, the amount inadmissible u/s 40A(3), not reported, was Rs. 5.51 lakhs, with a tax effect of Rs. 1.82 lakhs. In another case, the amount inadmissible u/s 40A(7), not reported, was Rs. 1.21 lakhs with a tax effect of Rs. 0.37 lakhs.

10.
Quantitative details of raw materials, finished products etc. not duly certified


In many cases, the Accountants did not properly comply with the requirement. Though, in one case, the Accountant had noted in the Form No.3CD attached with the return for the A.Yrs. 2002-03 to 2005-06 that quantitative/value details have been ‘annexed in separate sheets’, however, the same were not seen attached.  In another case, in respect of the A.Y. 2002-03, the audit report did not report the sale of 583.74 tonnes of bye-products amounting to Rs. 93.20 lakhs. This omission could have resulted in a revenue loss but for the fact that the assessment was made on the basis of the higher value reported in the P&L A/c. Further, the value of raw materials consumed during the previous year relevant to A.Y 2002-03 as debited in the P&L A/c, was in excess of the figure reported by the Tax Auditor by an amount of Rs. 2.74 lakhs.  The Assessing Officer did not notice the above.  The AG has pointed out under assessment income of Rs. 2.74 lakhs with a tax effect of 0.98 lakhs. Similar omissions to certify the quantitative details of raw materials, finished products and of trading goods were noticed in 6 other cases. 

11.
Amount inadmissible u/s 40  


S. 40(a)(i)(a) lays down that, with effect from A.Y. 2005-06, any interest, commission or brokerage, fee for professional services or fee for technical services payable to a resident, or amounts payable to a contractor or sub contractor, being resident, for carrying out any work on which tax is deductible at source, but such tax has not been deducted or after deduction tax has not been paid during the previous year or in the subsequent year before the expiry of the time prescribed u/s 200(1), shall not be allowed as a deduction.  The Tax Auditor is mandated to report the amounts so inadmissible u/s 40(a)(i)(a) as per entry No. 17(f).

 In one case for the A.Y. 2006-07, the assessee had not complied with the TDS provisions. (Noting against Sl.No.27 of Form No. 3CD).  Tax amounting to Rs.1.10 lakhs was deductible but had not been deducted.  This tax being 1 per cent, (tax deductible from sub contract payments), the amount on which tax was deductible would be Rs. 1.09 crores.  This amount shall not be deductible/allowable.  While processing return u/s 143(1), an amount of Rs. 1.09 lakhs only stood disallowed instead of Rs. 1.09 crores.  The tax effect of the under assessment, due to the Tax Auditor’s failure, works out to Rs. 40.91 lakhs.   In another case, an amount of Rs. 3.86 lakhs was inadmissible u/s 40(a)(i)(a) during the A.Y. 2006-07 (143(1) assessment) with a tax effect of Rs. 1.30 lakhs.


Section 40(a)(ii) lays down that any sum paid on account of any tax or rate levied on the profits or gains of any business or profession shall not be deducted in computing the income chargeable under the head “profits and gains of business or profession”. The Tax Auditor has to report the amount inadmissible u/s 40A(ii) on item No.17 of Form No.3CD. However, omissions in this regard were noticed in 28 cases. 

12.
Additional depreciation allowance granted on the basis of irregular audit report


For the A.Y. 2005-06, an assessee company claimed, and was allowed u/s 143(1), additional depreciation u/s 32(1)(iia) amounting to Rs. 83.12 lakhs.  In support, the assessee furnished an audit report in Form No.3AA u/s 32(1)(ii)(a) certifying the claim. However, the assessee’s business of converting rock boulders into granite aggregates did not amount to manufacture or production of any article or thing as per a comparable decision reported in 245 ITR 830 SC.  Accordingly, the assessee was not eligible for the additional depreciation and the certification of the Accountant was irregular.  The tax effect was Rs. 30.41 lakhs.

13.
Dual reporting u/s 115JB leading to short levy of MAT


Profit on sale of tenancy right credited to the P & L A/c, is not an item to be deducted as per the Explanation to section 115JB(2).  In one case, the Tax Auditor issued to the assessee two reports in Form No 29B, one incorporating profit on sale of tenancy rights, and the other excluding it.  The assessee adopted the ‘book profit’ excluding the said profit. The tax effect of under assessment of book profit by Rs. 92.62 lakhs following the irregular reporting of the Accountant worked out to Rs. 7.29 lakhs.

14.
Failure to report the sums inadmissible u/s 43B

In the case of one assessee, interest on term loan payable to scheduled bank, debited to the P & L A/c amounting to Rs. 82 lakhs, remained unpaid even until/after the due date for filing the return of income. This amount inadmissible u/s 43B(e) was not reported by the Tax Auditor.  The tax effect was Rs. 29.29 lakhs. In another case, the Accountant failed to report that Rs. 199 lakhs for the A.Y. 2001-02 and Rs. 119 lakhs for the A.Y. 2000-01 respectively, being amounts debited to the P & L A/c towards provision for contribution to approved pension fund, was not paid by the assessee by the due date for payment. The AG has reported 8 more such instances. 

15.
Particulars of loan or deposit transactions exceeding the limit specified in section 
269SS, not properly reported
One assessee had contracted unsecured loans from three parties during the previous year relevant for the A.Yr. 2003-04. In the Form No.3CD, the Accountant certified that the loans from two parties were not accepted otherwise than by A/c Payee Cheque/Draft. However, he did not duly certify the copy of acceptance of loans amounting to Rs. 76.88 lakhs contracted from the 3rd person, implying that in this case, the loan was taken, otherwise than by A/c Payee Cheque/Draft. In another case, for the A.Y. 2003-04, as per the details furnished by the assessee during the assessment, it had taken unsecured loans amounting to Rs. 11.50 lakhs otherwise than by Crossed Cheque/Draft. However, the Accountant had failed to report the aforesaid loan taken in contravention of the provisions of section 269SS.

16.
Failure to report prior period expenditure was noticed in 4 cases.

17.
Failure to report income not credited to the P & L A/c, as required at Sl.No.13 in the Form No.3 CD, has been noticed.  In one case, the assessee received government subsidy amounting to Rs. 10 crores out of which Rs. 6 crores was directly credited to the Balance Sheet and the balance Rs. 4 crores only was credited in the P&L A/c.  The Accountant failed to report the income not credited into the P& L A/c. 

18.
Wrong reporting and failure to issue revised report

In one case, the Accountant’s Report involved errors of huge magnitude, but he failed to issue any revised/supplementary report. The assessee filed a revised return offering for assessment with interest income amounting to Rs. 9.32 crores which originally had been wrongly credited directly to the Balance Sheet instead of P&L A/c. Similarly, by another revised return, the assessee reduced its claim for depreciation by an amount of Rs. 26.73 lakhs. Here, in respect of the interest, the Accountant had failed to report through entry No.13 in Form No.3CD, that the assessee has not credited the amount. Similarly, in respect of depreciation, the Accountant had failed to report correctly the amount of depreciation admissible to the assessee. What is more serious is that the said lapse of huge magnitude on the part of the Tax Auditor was not corrected by any revised/supplementary audit report. The tax effect of the failure on the part of the Accountant would work out to Rs. 3.02 crores.

19.
Incorrect reporting under Chapter XII-G of the IT Act

Chapter XII-G lays down a special scheme of assessment for shipping companies, on the basis of tonnage income. Section 115VW(ii) prescribes audit report in Form No.66 in which the Accountant should certify the tonnage income assessable.  Section 115VK further provides for a depreciation statement to be prepared by the Accountant as part of the audit report. In one case, lapses on the part of the Accountant were noticed in the reporting in Form No.66 for A.Y. 2005-06. The tonnage u/s 115VG(2) reported by the Tax Auditor in Form No.66 was short by Rs. 1.11 lakhs resulting in a revenue loss of Rs. 0.45 lakhs. The loss stood undetected during processing u/s 143(1). Secondly, the WDV of asset as on 1.4.04 reported by the Accountant in the depreciation statement annexed by him to the Form No.66 was excessive by Rs. 1.14 crores. While working out capital gains u/s 115VN on any future transfer of their assets, this inflation of the WDV will reduce the taxable capital gains,.


The AG has suggested that clear penal provisions need to be incorporated in the Act enabling the Assessing Officers to penalize the erring Accountants. 

Other miscellaneous  issues

(i) In the  case of a business firm, the Audit reports u/s 44AB were signed by its Managing Partner himself, who of course is a qualified Chartered Accountant though engaged fully in his family business run as a partnership. Is this legal?

(ii) In a Form No 3CD, many of the queries are left blank, or answered with mere dashes, without any speaking answers. Is this legal? What is the course open to the Assessing Officer while processing the return?

(iii) In one case the assessee was found to have furnished to the Bank P&L A/c and Balance Sheet, certified by a CA as ‘prepared from books of account produced’. However these were entirely different from the accounts filed as audited u/s 44AB by the same CA, for the same period. Does this situation warrant any action, such as a show cause notice, by the Assessing Officer, directly against the CA? 

(iv) In a Form No 3CD, all the material queries are answered “Not verified”. Is it a proper Audit Report? Does it warrant any action by the Assessing Officer against the CA?










               R.Rajagopalan

26-09-2007




     Joint Commissioner of Income tax (Audit)
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PRACTICAL ISSUES IN AUDIT U.S 44AB OF THE 

INCOME TAX ACT, 1961

CA. Prasanth Srinivas, F.C.A, A.I.C.W.A, D.I.S.A (I.C.A)

 Introduction

1. Tax Audit u.s. 44AB was introduced vide the Finance 1984 based on recommendations of the Wanchoo Committee.

2. Tax audit u.s. 44AB endeavours at ensuring the following objectives:

a. Financial discipline among the tax payers

b. Proper maintenance of books and records

c. Correct disclosure of income of the tax payer

d. Correct claim of deductions

e. Curbing fraudulent practices

f. Proper presentation of accounts before tax authorities

g. Helping assessing officers to make a qualitative assessment

3. Reports under Section 44AB can be classified as under:

	Audit reports
	Statement of particulars

	Form No. 3CA
	Form No. 3CB
	Form No. 3CD

	· Audit report in cases where the accounts of the assessee are audited under any other law

· The other audit report shall be annexed

· Certify whether the particulars in Form No. 3CD are true and correct
	· Audit report in other cases

· Certify whether the financial statements show a true and fair view

· Certify whether the particulars in Form No. 3CD are true and correct
	This inter alia contains details like

· Basic details of the assessee

· Accounting methods

· Correctness of claims made by the assessee

· Compliance aspects like TDS, loans etc.

· Stock particulars

· Loss Carried Forward

· Accounting ratios

· Comparative figures

· Fringe Benefit Tax details


How to go about

1. Planning and time management

· Prepare the list of clients on priority basis in April itself;

· Send them circulars etc. to bring the books as early as possible;

· Have a well knit audit plan and programme (see annexure 2)

2. Train the assistants as to how to go about

3. Have requisite automation in the office

4. Ensure proper monitoring of the work done by the assistants

5. Working papers shall be properly kept

6. The deadline is 31st October. So speed is the buzz word. Procrastination shall be given a holiday. At the same time ensure that quality is not affected

7. Educate the clients. Appraise them about the penal consequences of non-compliance. Give them ample updates of the changes taking place, which are relevant to them.

8. Don’t hesitate to say ‘no’ to a stubborn and non – complying client

9. Adhere to the Code of Ethics of The Institute of Chartered Accountants of India.

10. Bill adequately for the services rendered.

Recent Developments relevant for current year’s tax audit

1. Members in part time practice are not entitled to perform attest functions including tax audits (council’s decision wef 01.04.2005)

2. Major changes made vide Taxation Laws Amendment Act 2006 (wef 13.07.2006)

a. Section 194 I (TDS on rent) also brought within the purview of disallowance u.s. 40(a)(ia);

b. Under Section 194 I in addition to letting of immovable properties, letting of machinery, equipments, furniture etc. are also brought in;

c. Under section 194 J royalty is also made liable for deduction of tax at source;

d. Section 40A(3) – the words ‘crossed cheque’ or ‘crossed bank drafts’ are replaced by ‘account payee cheques’ or ‘account payee bank drafts;

e. The exempt gift limit u.s. 56 is raised from Rs. 25,000 to Rs. 50,000

3. Major changes in Form No. 3CD with effect from 10.08.2006

a. Details of capital assets converted into stock in trade (Clause 12A)

b. Details of deductions inadmissible u.s. 14A in respect of exempt income (Clause 17(l))

c. Details of amounts in-admissible under the proviso to Section 36(1)(iii) – capitalised interest (Clause 17(m))

d. Compliance of the provisions of Chapter XVII B relating to TDS (TCS is not covered here) – (Clauses 27 (a) and (b))

i. Tax deductible and not deducted at all;

ii. Shortfall on account of lesser deduction than required to be deducted;

iii. Tax deducted late

iv. Tax deducted but not paid to the credit of the Central Government

e. Annexure II relating to Fringe Benefit Tax

i. Here quarter wise computation is not required whereas in the return form the same is warranted

ii. Audit representations to be obtained

· That the management has identified and classified appropriately all such payments (expenditure, which are subject to Fringe Benefit Tax u.s. 115 WA and 115WB)

· That there are no un recorded payments / expenditure which would have otherwise qualified for being subject to Fringe Benefit Tax

· Also get a copy of the Fringe Benefit Tax computation certified by the client

iii. Auditors’ responsibility vis-à-vis Fringe Benefit Tax:

· Refer the points in CBDT circular 8/2005

· Identify the expenses and correlate the same to the respective clauses

· Quantification of fringe benefits applying the correct percentage

· Ensure that no expenses of similar nature are left out or duplicated in any other expense

· Presentation in the format given in Annexure to Form No 3CD

4. E-filing of returns

a. Last year, e filing was mandatory for corporate assessees. This was an annexure less return. Circular 9/2006 was issued by CBDT clarifying that no annexures including audit report u.s. 44AB shall be attached with the returns filed, with the exception to Transfer Pricing Report. Hue and cry were there as to whether returns would become defective u.s. 139(9). Finance Act 2007 introduced sections 139C and 139D to address this issue and to facilitate filing of e-returns and annexure less returns.

b. Vide Income Tax (4th Amendment Rules 2007 – SO No. 762 dated 14.05.2007) new annexure less return forms (ITR 1 to 8) were notified and e-filing was made compulsory for companies and partnership firms subject to audit u.s. 44AB. Uncertainty prevails as regards returns filed in the old form prior to 14.05.2007. In this context circular no. 3/2007 (291 ITR (St) 255) and circular no. 5/2007 (292 ITR (St.) 61) are worth noting.

c. But press reports are seen that Income Tax Department is calling for documents in support of returns electronically filed last year so as to expedite the processing of returns and issue of refunds

d. The auditor shall obtain in writing from the client details of transactions required to be reported in the Annual Information Return (these particulars are called for in all return forms except ITR 5, 6 and 7). The transactions include (Section 285BA read with rule 114E):

	Transaction
	Monetary value

not less than (Rs.)

	1. Cash deposit in bank SB Account in a year
	10,00,000

	2. Payments in a year using credit card
	2,00,000

	3. Investment in mutual fund
	2,00,000

	4. Acquiring company bonds or debentures
	5,00,000

	5. Acquiring shares in a company
	1,00,000

	6. Purchase of immovable property
	30,00,000

	7. Sale of immovable property
	30,00,000

	8. Investment in RBI bond
	5,00,000


e. Certain practical problems faced by assessee’s in e-filing:

i. Banks giving incorrect challan particulars or feeding wrong PAN details into the OLTAS;

ii. Deductors (especially Government Deductors) giving incorrect / incomplete particulars in the TDS certificates

iii. E-filing utility not accepting the return if there is a debit balance in the partners’ / proprietor’s accounts

iv. Some assesses taking the view that since the return is annexure less there is no need for getting tax audit reports at all. Also in some extreme cases the assessee’s can play foul by typing the PAN and membership numbers of some auditor

v. Anyone who knows the PAN and date of formation / date of birth of any other person can file an income tax return in the name of the latter even without his knowledge

vi. Spaces must be given in the e returns wherein the assessee’s can type foot notes, explanations etc., wherever required.

5. Ceiling on the number of tax audit assignments is enhanced from 30 nos. to 45 nos. vide Council’s decision at its 268th meeting in April ‘07.

Other recent developments

1. Education cess increased from 2% to 3% (2% + 1%)

2. CBDT has issued circular no. 4/2007 pointing out the distinction between shares held as stock-in-trade and shares held as investment (291 ITR (St.) 384)

3. TDS related changes:

a. Section 194C(1) made applicable to Individuals and HUFs subject to Tax Audit

b. Rates u.s. 194J and 194H increased from 5% to 10% wef 01.06.2007

c. Rates u.s. 194I in respect of land, building and furniture shall continue to be 15% for payees who are individuals and HUFs and 20% for other payees. Whereas with effect from 01.06.2007 the rates in respect of machinery, equipment or plant shall be 10% irrespective of the payee

d. From quarter ended 30.09.2007 e-tds  is made mandatory for all assessees subject to audit u.s. 44AB

e. From quarter ended 30.09.2007 e-tds returns won’t be accepted if PAN of the payees are not fed in. (90% in the case of Form No. 24Q and 70% in the case of 26Q and 27EQ)

4. Disallowance u.s. 40A(3) is made 100% of the expense

5. Fringe Benefit Tax is introduced for employee stock options (the rules are yet to be finalised)

6. Fringe Benefit Tax advance tax dates brought in line with the advance income tax dates

Practical issues in Audit under section 44 AB of the Income Tax Act, 1961

CA. PRASANTH SRINIVAS, F.C.A, A.I.C.W.A, D.I.S.A (I.C.A)

	Sl. No.
	Issue
	Citation
	Notes

	1.
	The assessee company follows calendar year as accounting year. For tax audit purposes, it draws up accounts from April to March of next year. In which form the tax auditor shall give his report – Form No. 3 CB or 3 CA 
	ICAI – Issues on Tax Audit Page 3. 
	

	2.
	Under the VAT laws, sale of Fixed Assets is also regarded as turnover. Whether, for 44 AB purposes, the same to be considered as turnover. 
	ICAI – Issues on Tax Audit Page 7.
	

	3.
	Turnover of the assessee as per the books of accounts Rs.37,00,000. In survey proceedings, he surrenders stock worth Rs.10,00,000. Whether tax audit under section 44 AB is attracted.
	ICAI – Issues on Tax Audit Page 6.
	

	4.
	A Trust runs a Hospital having gross receipts exceeding Rs. 40 lakhs. Whether tax audit under section 44 AB is attracted
	ICAI – Issues on Tax Audit Page 7.
	

	5.
	Whether amount written back from creditors is turnover gross receipts.
	ICAI – Issues on Tax Audit Page 7.
	

	6.
	Mr. A’s business has a turnover of Rs.30 lakhs. Mrs. A also has a business (which is funded by Mr. A) has a turnover of Rs.15 lakhs. Income of Mrs. A’s business is clubbed with the income of Mr. A under section 64. Based on the same analogy should turnover also be clubbed for 44 AB purposes.
	ICAI – Issues on Tax Audit Page 11.
	

	7.
	How to determine turnover in the case of a speculative transaction.
	Revised Guidance Note on Tax Audit – June 2005
	

	8.
	Turnover in respect of derivatives, futures and options.
	Revised Guidance Note on Tax Audit – June 2005
	

	9.
	Turnover in respect of Delivery based transaction in respect of purchase or sale of any commodity including stocks and shares.
	Revised Guidance Note on Tax Audit – June 2005
	

	10.
	Turnover in money lending business – whether repayment as turnover also to be considered as turnover.
	ICAI – Issues on Tax Audit Page 19
	

	11.
	Attributes of turnover of a Chit company.
	ICAI – Issues on Tax Audit Page 20
	

	12.
	Nursing Home run by a doctor – whether business or profession i.e. whether the threshold is Rs.10 lakhs or Rs. 40 lakhs.
	ICAI – Issues on Tax Audit Page 22 (225 ITR 936 (Guj))
	

	13.
	Clearing and Forwarding Agents – whether business or profession i.e. whether the threshold is Rs.10 lakhs or Rs. 40 lakhs.
	ICAI – Issues on Tax Audit Page 24 (206 ITR 548 (Bom))
	

	14
	Chartered Accountant running coaching classes – whether business or profession i.e. whether the threshold is Rs.10 lakhs or Rs. 40 lakhs.
	ICAI – Issues on Tax Audit Page 24
	

	15
	Assessee maintains three separate books to record the following:

a. Business income – Turnover Rs. 45 lakhs

b. Professional income – Gross receipts Rs. 7 lakhs

c. Dividends, interest, rent etc.

In this case whether the tax auditor has to audit all the three sets of books?
	ICAI – Issues on Tax Audit Page 26
	

	16
	Can tax auditor revise his tax audit report and form no. 3CD?
	ICAI – Issues on Tax Audit Page 31
	

	17
	Consequence of not furnishing tax audit return along with the return of income. (Position prior to e-filing and annexure less return regime)
	
	

	18
	In the case of tax audit of a non-corporate assessee, whether the tax auditor shall qualify his report in respect of the following matters:

a. No interest charged on amounts advanced

b. Drawings by partners / proprietor inadequate in the opinion of the auditor

c. If quantity particulars of stock are not maintained

d. Closing of account books

e. Certain assets owned by the assessee firm may be in the name of one or more partners of the firm

f. All the expenses are accounted under the head ‘miscellaneous expenses’ without bifurcating them under the respective heads
	ICAI – Issues on Tax Audit Page 37


	

	19
	Whether change in accounting policy amounts to change in method of accounting?
	ICAI – Issues on Tax Audit Page 53
	

	20
	While computing the limits u.s. 40(b), whether brought forward losses are to be set off?
	ICAI – Issues on Tax Audit Page 92
	

	21
	A firm follows cash method of accounting. On 31.03.2007 it credits working partners’ remuneration to the accounts of the partners. Whether the same is allowable?
	ICAI – Issues on Tax Audit Page 93. (201 ITR 391 – (SC))
	

	22
	Should the particulars of payments made to persons covered by Section 40A(2)(b) should be given even in respect of capital expenditure?
	ICAI – Issues on Tax Audit Page 97
	

	23
	How can the auditor ascertain the details about the persons covered u.s. 40A(2)? 
	ICAI – Issues on Tax Audit Page 97
	

	24
	Whether interest on loan or deposit covered by sections 269SS /T?
	ICAI – Issues on Tax Audit Page 109
	

	25
	Whether advance received against sales is covered by clause 24 of Form No. 3CD?
	ICAI – Issues on Tax Audit Page 110
	

	26
	Whether current accounts with sister concerns are covered by clause 24 of Form No. 3CD
	ICAI – Issues on Tax Audit Page 110
	

	27
	If shares are issued in lieu of monies borrowed, whether clause 24 of Form No. 3CD is attracted 
	ICAI – Issues on Tax Audit Page 110
	

	28
	Whether hire purchase transactions are required to be reported under clause 24 of Form No. 3CD
	ICAI – Issues on Tax Audit Page 111
	

	29
	On admission of a partner if amount of loan given by him is converted as his capital, whether it amounts to repayment of loan otherwise than by account payee cheque
	ICAI – Issues on Tax Audit Page 111
	

	30
	On retirement of a partner, if his accounts are treated as loan, whether it amount to acceptance of loan otherwise than by account payee cheque
	ICAI – Issues on Tax Audit Page 111
	

	31
	Whether conversion of trade creditors into loans is required to be reported under paragraph 24
	ICAI – Issues on Tax Audit Page 115
	

	32
	Should renewal of deposits be considered as repayment and subsequent acceptance of deposit?
	ICAI – Issues on Tax Audit Page 116
	

	33
	When chitty account is showing credit balance, whether subsequent chitty subscriptions are covered by Section 269SS / T. Vice versa, whether chitty subscriptions received by the chit company attracts Sections 269 SS / 269T
	
	

	34
	Whether a civil contractor, who neither does any manufacture nor any trading, is required to give quantity particulars of stock
	ICAI – Issues on Tax Audit Page 128 (204 ITR 412)
	

	35
	If any action is taken against the assessee for concealment of particulars of income , can the department take action against the tax auditor who has given the report without any qualification 
	ICAI – Issues on Tax Audit Page 139
	

	36
	Whether Printer and Scanner eligible for higher depreciation @ 60 %
	98 ITD (KOL)
	

	37
	Assessee makes provision @ 20 % towards loss of value on account of non-moving stores and spares. Whether the same is allowable.


	BCAJ – May 2006 – Pg 150
	

	38
	The assessee has written off bad debts under section 36 (1) (vii). The assessing officer disallowed the claim saying that the assessee has to prove that the debt has become bad. 
	292 ITR 339 (DEL)
	

	39
	Expenditure incurred on construction in property taken on lease, whether capital or revenue ?
	282 ITR 338 (MAD)

293 ITR 432 (MAD)
	

	40
	Whether section 40 A (3) will apply

a) If there are multiple transactions in a day with each transaction not exceeding Rs.20,000

b) Cash payments exceeding Rs.20,000 made on Sunday to persons from unorganized sector

c) With effect from 13.07.2006, the words crossed cheque / crossed draft are replaced by account payee cheques / account payee drafts

d) Assessee makes direct remittance into the bank account of the payee

e) Whether 20% of the entire amount or 20 % of amount exceeding Rs.20,000 to be disallowed
	202 CTR 277 (MAD)

292 ITR 669 (MAD)

93 ITD 263 (BANG)

239 ITR 687
	

	41
	Stock figure given to bank different from that shown in the finalised accounts. Assessee explains that both the figures were arrived for different purposes and were calculated using different bases. Eg. Bank’s figure valued at estimated selling price whereas figures shown in accounts valued at lower of cost or net realisable value. Whether assessee’s contention is maintainable.
	201 CTR 178 (J&K)

292 ITR 630 (MAD)
	

	42
	Whether the following items can be deducted from book profits under section 115 JB : a) Deferred tax liability

b) Dividend distribution tax

c) Interest under section 234 B and 234 C

d) Provision for bad and doubtful debts

e) Fringe Benefit Tax
	BCAJ September ’07 Page 678

[a) and b)]

287 ITR (AT) 197 (PANAJI)

292 ITR 299

CBDT Circular 8/05
	

	43
	Contractor offered income at 9 % of gross receipts. From that he reduced depreciation and interest. CIT made addition stating that it is below 8 %. Whether his view is correct.
	12 SOT 389 (BANG)
	

	44
	In that accounts assessee provided minimum bonus under the Bonus Act as payable. Pursuant to settlement with workers, it paid a higher bonus and claimed the balance as well. Whether the entire amount is allowable.
	293 ITR 72 (MAD)
	

	45
	Duty drawback whether eligible for deduction under section 80 IB i.e. whether it forms part of Profit of the undertaking
	293 ITR 520 (P&H)
	

	46
	Whether insertion of Leave Encashment in the list of items mentioned under section 43 B good in law.
	292 ITR 470 (CAL)
	

	47
	Assessee had stock of zinc which had no domestic market. The only option left was to sell in the international market. During the year, it had no export sale. Therefore, it took the value quoted at London Metallic Exchange as Net Realisable Value which was lower than the cost. Accordingly, stocks were valued. 
	291 ITR 391
	

	48
	Whether the assessee shall sign Firm No. 3 CD
	Yes
	

	49
	Whether audit report format under AAS 28 applies for tax audit also
	Yes
	

	50
	During the assessment of the immediately preceding assessment year, the Assessing Officer disallows certain portion of depreciation, which is appealed against. In the current year, with which balance, the IT Block of assets shall commence. 
	
	

	51
	ISSUES RELATING TO TDS
	
	

	
	a) Whether TDS to be made on Service tax portion also
	RTI Act
	

	
	b) Whether TDS on rent is covered under section 40 (a) (ia)
	Taxation Laws amendment Act 2006
	

	
	c) Whether TDS is attracted on expenses reimbursed
	3 SOT 71 (DEL)
	

	
	d) Assessee deducted tax at applicable rates but failed to deduct surcharge and education cess. Whether 40 (a) (ia) is attracted
	No
	

	
	e) Whether short deduction of tax attracts full disallowance under section 40 (a) (ia)
	
	

	
	f) Scheme of section 40 (a) (ia) is not similar to section 43 B
	
	

	52
	Assessing officer given the power to ascertain the amount of expenditure attributable to exempt income u.s. 14A
	
	

	53
	Whether share application money received attracts section 269SS
	275 ITR 399
	

	54
	Whether the assessee owning less than the prescribed number of goods carriages continue to avail of presumptive taxation u.s. 44AE even if his total receipts exceed Rs. 40 lakhs
	
	

	55
	Whether requirement of TDS applicable to individuals and HUFs apply to cases opting audit u.s. 44AB read with sections 44AD / AE / AF
	
	

	56
	Whether the provisions of Section 40A(2) applies vis-à-vis working partners’ salary and interest to partners
	195 ITR 128 (st.)
	

	57
	Whether assessee who is in the business of plying buses can claim expense on speed governor as a revenue expense
	
	

	58
	Partnership firm earning interest. Whether business income or income from other sources
	203 ITR 881 135 ITR 390
	


	GENERALISED TAX AUDIT PROGRAMME

	(Modifications may be made in certain specific audit situations)

	Name of the client
	
	
	Year ended:
	31st March __________

	Partner in Charge:
	
	
	Start Date
	
	

	Audit manager:
	
	
	Target date
	
	

	Audit assistant(s)
	
	
	End Date
	
	

	To do
	Remarks

	1. Obtain audit appointment letter
	
	
	
	

	
	
	
	
	
	

	2. Check opening balances in the books
	
	
	
	

	
	
	
	
	
	

	3. Check trial balance with balance in the books
	
	
	

	
	
	
	
	
	

	4. Compilation of Profit and Loss Account, Balance Sheet
	
	
	

	and schedules with comparitve figures of the previous year
	
	
	

	
	
	
	
	
	

	5. Ensure that income / expenditure and assets / liabilities
	
	
	

	are stated on mercantile basis (except where cash system
	
	
	

	is being followed
	
	
	
	
	

	
	
	
	
	
	

	6.Scrutiny of bank accounts and other deposits / investments
	
	

	(Pass books, receipts, confirmation, reconciliation etc.)
	
	
	

	
	
	
	
	
	

	7. Ensure that proper books of account are maintained
	
	
	

	(Section 44AA read with rule 6F)
	
	
	
	

	
	
	
	
	
	

	8. Test check certain fundamentals like posting, casting,
	
	
	

	accounting of routine items of income and expenditure.
	
	
	

	For this purpose the test check period and materiality
	
	
	

	limit may be defined.
	
	
	
	

	
	
	
	
	
	

	9. Non routine income and expenses (including capital
	
	
	

	expenses) may be checked in depth
	
	
	
	

	
	
	
	
	
	

	10. Inventory verification and valuation (Please bear in
	
	
	

	mind the provisions of A.S 2 and Section 145A)
	
	
	

	
	
	
	
	
	

	11. Check the month-wise tabulation and reconciliation of 
	
	
	

	service tax, vat, cenvat, pf, esi etc. collected and paid and
	
	
	

	also check the adjustment of input tax credit, reverse tax etc
	
	
	

	
	
	
	
	
	

	12. Scrutiny of major items of debtors / advances and 
	
	
	

	creditors and obtain confirmation of balances
	
	
	

	13. Accounting Standards on the following topics may be
	
	
	

	looked into depending on whether the auditee is a level
	
	
	

	1, 2 or 3 enterprise as the case may be
	
	
	
	

	a. Disclosure of Accounting policies
	
	
	
	

	b. Valuation of Inventories
	
	
	
	

	c. Cashflow Statements
	
	
	
	

	d. Events occurring after the balance sheet date
	
	
	

	e. Prior period and extraordinary items
	
	
	
	

	f. Fixed assets, Intangible assets and depreciation
	
	
	

	g. Accounts of construction contractors
	
	
	
	

	h. Revenue recognition
	
	
	
	

	i. Government grants
	
	
	
	

	j. Foreign exchange transactions
	
	
	
	

	k. Investments
	
	
	
	
	

	l. Borrowing costs
	
	
	
	
	

	m. leasing
	
	
	
	
	

	n. deferred taxation
	
	
	
	

	o. related party transactions (also refer S. 40A(2)
	
	
	

	p. Contingent liabilities and provisions
	
	
	
	

	q. impairment of assets
	
	
	
	

	
	
	
	
	
	

	14.Check whether there is negative cash balance on any day
	
	
	

	
	
	
	
	
	

	15. Check whether there are cash payments exceeding
	
	
	

	Rs. 20,000 in contravention of Section 40A(3)
	
	
	

	
	
	
	
	
	

	16. Check whether loans / deposits are accepted / repaid
	
	
	

	in excess of Rs. 20,000 in contravention of Sections
	
	
	

	269SS and 269T
	
	
	
	
	

	
	
	
	
	
	

	17. Check whether statutory dues referred to in Section
	
	
	

	43 B which are outstanding as on 31st March are
	
	
	

	since paid.
	
	
	
	
	

	
	
	
	
	
	

	18. Ensure that tax has been deducted at source and paid
	
	
	

	in respect of certain expenses referred to in Section 40
	
	
	

	
	
	
	
	
	

	19. Ensure that tax deducted / collected at source has been
	
	
	

	paid within the due dates
	
	
	
	

	
	
	
	
	
	

	20. Ensure that quarterly and annual returns of TDS, returns
	
	
	

	pertaining to VAT, Service Tax, Cenvat, PF, ESI etc. are
	
	
	

	duly filed (manual or e-filing as the case may be)
	
	
	

	21. Ensure that all deductions available under Chapter
	
	
	

	VIA are correctly claimed
	
	
	
	

	
	
	
	
	
	

	22. Ensure that depreciation u.s. 32 is correctly claimed
	
	
	

	
	
	
	
	
	

	23. Keep track of brought forward loss and depreciation
	
	
	

	
	
	
	
	
	

	24. Computation u.s. 115JB wherever necessary
	
	
	

	
	
	
	
	
	

	25. Check whether dividend tax is correctly paid
	
	
	

	
	
	
	
	
	

	26. Ledger scrutiny and finalisation of accounts by the
	
	
	

	audit manager in consultation with the partner in charge.
	
	
	

	
	
	
	
	
	

	27. Obtain letter of representation from the client
	
	
	

	
	
	
	
	
	

	28. Compiling the various tax audit reports
	
	
	

	
	
	
	
	
	

	29. Compiling and filing I.T Computation and return and return of fringe benefits
	

	
	
	
	
	
	

	30. Raising the bill
	
	
	
	
	

	
	
	
	
	
	

	Signature
	Signature

	Audit Assistants
	Audit Manager

	
	
	
	
	
	

	
	
	
	
	
	

	Signature

	Partner in Charge

	
	
	
	
	
	

	
	
	
	
	
	


