 Amendments of Advanced Auditing: 
I. Qualifications of auditors: Sec 141 
a) Individuals- CA with COP 
b) Firm – Majority of partners are CAs practicing in India with COP. 
c) LLP- can be appointed as auditor if partners who are CAs act and sign on its behalf.      LLPs can operate with non CA partners in line with international standards 3 
Case study:
 ABC & Co has 5 partners who are CAs. 3 of them have COP but 2 of them do not. Can ABC & Co be appointed as auditors? 
 Yes, as the majorities are CAs with COP, it can be appointed as auditors. 
Case study:
 ABC LLP has 5 partners of which 3 are CAs. Others are actuaries. Can ABC & Co be appointed as auditors?
 The majority of partners are CAs with COP. Further, only CA partners can act and sign in this regard 
II. Auditor Disqualifications: 
1. Body corporate disqualified  LLP, even though it is a body corporate, permitted (exception to the above) 
2. Auditor Disqualifications 2 & 3:
· Officer or employee of the company  
                            OR  

· Partner or employee of Officer or employee 

Office as per act: Director, manager, Key managerial personnel [CEO, CFO, WTD, CS etc.,], any person specifically given such powers to act as manager. 

 Case study:  Mr. A, a Chartered accountant has been appointed as an auditor of Laxman Ltd. in the Annual General Meeting of the company held in September, 2013, in which he accepted the assignment. Subsequently in January, 2014 he joined B, another Chartered Accountant, who is the Manager Finance of Laxman Ltd., as partner
 Provisions and Explanation: Section 141(3) (c) of the Companies Act, 2013 prescribes that any person who is a partner or in employment of an officer or employee of the company will be disqualified to act as an auditor of a company. Sub-section (4) of Section 141 provides that an auditor who becomes subject, after his appointment, to any of the disqualifications specified in sub-sections (3) of Section 141, he shall be deemed to have vacated his office as an auditor.
Conclusion: In the present case, A, an auditor of M/s Laxman Ltd., joined as partner with B, who is Manager Finance of M/s Laxman Limited, has attracted clause (3) (c) of Section 141 and, therefore, he shall be deemed to have vacated office of the auditor of M/s Laxman Limited. 
3.  Auditor Disqualifications 4: 
(a) A person / his Relative or Partner 
holding any security / interest in Company / its subsidiary / its holding / associate or any fellow subsidiary.

Exception:  
· Relative may hold securities of face value <= Rs. 1 lakh.  
· If relative acquires interest > Rs.1L, then with in (<=) 60 days from date of acquisition of interest beyond 1L, it should come back to normal limits, failing which deemed vacation of office. 

(b) A person / his Relative or Partner  
Indebted to the company / its subsidiary / its holding / associate or any fellow subsidiary in excess of Rs. 5 lakh

· Limit is for all 3 categories of Person/ Relative / Partners

c)  A person / his Relative or Partner  
has given a guarantee or provided any security in connection with indebtedness of third party to the Company / its subsidiary / its holding / associate or any fellow subsidiary for more than Rs. 1 lakh 

 Case study: Mr. A”, a practicing Chartered Accountant, is holding securities of “XYZ Ltd.” having face value of Rs. 900/-. Whether Mr. A is qualified for appointment as an Auditor of “XYZ Ltd.”? 
As per section 141 (3) (d) (i) an auditor is disqualified to be appointed as an auditor if he, or his relative or partner holding any security of or interest in the company or its subsidiary, or of its holding or associate company or a subsidiary of such holding company.  
In the present case, Mr. A. is holding security of Rs.900 in the XYZ Ltd, therefore he is not eligible for appointment as an Auditor of“XYZ Ltd”. 
Exemption limit of Rs.1L is only in case of relatives 
Case study: 
“Mr. P” is a practicing Chartered Accountant and “Mr. Q”, the relative of “Mr. P”, is holding securities of “ABC Ltd.” having face value of Rs.90,000/-. Whether “Mr. P” is Qualified from being appointed as an Auditor of “ABC Ltd.”? 
As per section 141(3) (d)(i) an auditor is disqualified to be appointed as an auditor if he, or his relative or partner holding any security of or interest in the company or its subsidiary, or of its holding or associate company or a subsidiary of such holding company: Further as per proviso to this Section, the relative of the auditor may hold the securities or interest in the company of face value not exceeding of Rs.1,00,000.  
In the present case, Mr. Q. (relative of Mr. P, an auditor), is having securities of Rs.90,000 face Value in the ABC Pvt. Ltd., which is as per requirement of proviso to section 141 (3)(d)(i), Therefore, Mr. P will not be disqualified to be appointed as an auditor of ABC Ltd.
Case study:
BC & Co.is an Audit Firm having partners “Mr. B” and “Mr.C”, and “Mr. A” the relative of “Mr. C”, is holding securities of “MWFLtd.” having face value of Rs.1,01,000/-. Whether “BC & Co.” is qualified from being appointed as an Auditor of “MWF Ltd.”? 
As per section 141 (3)(d) (i) an auditor is disqualified to be appointed as an auditor if he, or his relative or partner holding any security of or interest in the company or its subsidiary, or of its holding or associate company or a subsidiary of such holding company: Further as per proviso to this Section, the relative of the auditor may hold the securities or interest in the company of face value not exceeding of Rs.1,00,000.
In the instant case BC & Co, will be disqualified for appointment as an auditor of MWF Ltd as the relative of Mr. C i.e. partner of BC & Co., is holding the securities in MWF Ltd which is exceeding the limit mentioned in proviso to section 141(3)(d)(i).
4. Auditor Disqualifications 5:  A person or a firm who, whether directly or indirectly, has business relationship with the Company / its subsidiary / its holding / associate or any fellow subsidiary of such nature as may be prescribed.
 Relative will be included in the meaning of “directly / indirectly” as discussed above
Business relationship doesn’t include:
a)  Professional services of a CA Firm are not covered in Business relationship.
b)  Transactions in ordinary course of business as a customer Eg. telecom, airline , hospital, hotels etc., 
5.  Auditor Disqualifications 6:
A person whose relative is 
· a director or
· is in the employment of the company as a director or key managerial personnel.
6.  Auditor Disqualifications 7: 
a) A person who is in full time employment elsewhere or  
b) A person / firm (Including LLP)  whose ceiling limits of 20 company audits per CA are exhausted 

[As per professional ethics, holding audits of more than specified number of audits is considered as being guilty of professional misconduct] 
 Case study:  “ABC & Co.” is an Audit Firm having partners “Mr. A”, “Mr. B” and “Mr. C”, Chartered Accountants. “Mr. A”, “Mr. B” and “Mr. C” are holding appointment as an Auditor in 4, 6 and 10 Companies respectively. 
(i)Provide the maximum number of Audits remaining in the name of “ABC & Co.” 
(ii) Provide the maximum number of Audits remaining in the name of individual partner i.e. Mr. A, Mr. B and Mr. C. 
Fact of the Case: In the instant case, Mr. A is holding appointment in 4 companies, whereas Mr. B is having appointment in 6 Companies and Mr. C is having appointment in 10 Companies. In aggregate all three partners are having 20 audits. 
Provisions and Explanations : As per section 141(3)(g) of the Companies Act, 2013, a person shall not be eligible for appointment as an auditor if he is in full time employment elsewhere or a person or a partner of a firm holding appointment as its auditor, if such person or partner is at the date of such appointment or reappointment holding appointment as auditor of more than twenty companies;
As per section 141 (3)(g), this limit of 20 company audits is per person. In the case of an audit firm having 3 partners, the overall ceiling will be 3 × 20 = 60 company audits. Sometimes, a chartered accountant is a partner in a number of auditing firms. In such a case, all the firms in which he is partner or proprietor will be together entitled to 20 company audits on his account. 
Conclusion:  (i) Therefore, ABC & Co. can hold appointment as an auditor of 40 more companies:  
Total Number of Audits available to the Firm = 20*3 = 60 
Number of Audits already taken by all the partners in their individual capacity = 4+6+10 = 20 
Remaining number of Audits available to the Firm =40 
Conclusion:  (ii) With reference to above provisions an auditor can hold more appointment as auditor = ceiling limit as per section 141(3)(g)- already holding appointments as an auditor. Hence 
 (1) Mr. A can hold: 20 - 4 = 16 more audits.  
(2) Mr. B can hold 20-6 = 14 more audits and 
(3) Mr. C can hold 20-10 = 10 more audits. 
7. Auditor Disqualifications 8: A person who has been convicted by a court of an offence involving fraud and a period of 10 years has not elapsed from the date of such conviction. 
8. Auditor Disqualifications 9: Any person whose subsidiary or associate company or any other form of entity, is engaged as on the date of appointment in consulting and specialised services as provided in section 144 This is more for LLPs 
Vacation of office 
After appointment, if any of these disqualification conditions are hit, then there would be a deemed vacation of office.
 Focus points:   For a firm to be appointed as auditors, as per Old act, all partners of the firm had to be CAs holding COP. But as per the new act, it is sufficient if majority are CAs having COP List of disqualifications increased 
 Appointment of auditor
· When: Every company shall, at the first annual general meeting, appoint an individual or a firm as an auditor of the company 
· Then, Company shall inform the concerned auditor within 15 days of meeting. 
Initiative for appointment:  
· If constitution of Audit committee is needed for company, then Audit committee
· Else Board of directors (They are referred to as competent authorities) 
· Competent authority should check qualification of auditors and confirm whether their competence meets the requirements of the audit. 
· Also they should confirm that no disciplinary action is pending against such proposed auditor before ICAI 
· Competent authority, if audit committee, should recommend auditor to Board for its consideration. 
· Then Board shall discuss this in board meeting  
· If board agrees with the recommendation: Recommend appointment of such auditors to members in AGM 
· If board doesn’t agrees with the recommendation: refer back to Audit committee for reconsideration, with reasons. 
· Then Audit committee May agree with board’s reason for reconsideration 
· Then place such board’s recommendation before members in AGM  
· Disagree with board’s reason for reconsideration  
· In such cases, board shall record reasons for disagreement with audit committee 
· Send this fact to members for their consideration in AGM 


Appointment of auditor Term: 
· The auditor shall hold office from the conclusion of 1st annual general meeting (AGM) till the conclusion of its 6th AGM 
· Written consent of auditor shall be obtained 
Ratification of appointment: 
· The appointment shall be subject to ratification in every AGM till the 6th meeting by way of passing of an ordinary resolution.  
· If not ratified, the Board of Directors shall appoint another individual or firm as its auditor or auditors after following the procedure laid down in this behalf under the Act.  (Point of contention among critics of new bill) 
Certificate from auditor being appointed: 
· Qualified 
· Not disqualified 
· proposed appointment is as per act 
· Proposed appointment within limits  
· Disclosure of any cases of professional misconduct pending against the proposed auditor or his form or his partner 
Filing with ROC for appointment / reappointment
· Within 15 days of meeting in which auditor is appointed / reappointed, file a form with ROC (Form ADT-1)
· Inform concerned auditor. 

Term of Auditor
	Applicable for

	Not applicable for

	Listed Companies
	One person company
Small company

	Unlisted public Companies with PUC >= Rs.10 Cr 
	

	All Private companies with PUC >=Rs.20 Cr
	

	All companies having PUC below limits mentioned above, but having public deposits or borrowings from financial institutions and banks of >= Rs. 50 Crs.
	



· Companies (except one person companies and small companies) shall not appoint or re-appoint-  
· An individual as auditor for more than one term of five consecutive years; and 
· An audit firm as auditor for more than two terms of five consecutive years.
Cooling off period 5 yrs  
· An individual auditor, who has completed his term of 5 yrs, can’t be reappointed as auditor for a period of 5 years from the date of completion of his term 
· A firm of auditors, which has completed 2 term of 5 yrs each, can’t be reappointed as auditor for a period of 5 years from the date of completion of such term.
Case study:
Cooling Period for Individual
 XYZ Ltd. which is a listed company appoints Mr. Raghav as an auditor in its AGM dated 29th September, 2014. Mr. Raghav will hold office of Auditor from the conclusion of this meeting upto conclusion of sixth AGM i.e. AGM to be held in the year 2019. 
Now, Mr. Raghav shall not be re-appointed as Auditor in XYZ Ltd. for further term of five years i.e. he cannot be appointed as Auditor upto year 2024. 
Cooling Period for firm
XYZ Ltd. which is a listed company appoints M/s Raghav & Associates as an audit firm in its AGM dated 29th September, 2014. M/s Raghav & Associates will hold office from the conclusion of this meeting upto conclusion of sixth AGM to be held in the year 2019. 
Now , M/s Raghav & Associates can be appointed or re-appointed as auditor for one more term of five years i.e. upto year 2024. It shall not be re-appointed as Audit firm in XYZ Ltd. for further term of five years i.e. upto year 2029. 
Firm with common partners cannot be appointed in cooling period 
· If firm that has just completed its term and proposed firm has common partners, then such proposed firm would be ineligible to be appointed as auditors. 
· So, cooling period applied to other firms with common partners also 
Case study 
M/s Krishna & Associates is an audit firm having 2 partners namely Mr. Krishna and Mr. Shyam. Mr. Shyam is also a partner of another audit firm named M/s Kukreja & Associates. 
M/s Krishna & Associates was appointed as the auditors in the company Golden Smith Ltd. for two consecutive periods i.e. from year 2014 to year 2024. 
Now, if Golden Smith Ltd. wants to appoint Ms Kukreja & Associates as its audit firm, it can not do so because Mr. Shyam was the common partner between both the Audit firms. 
This prohibition is only for 5 years i.e. upto year 2029. After 5 years Golden Smith Ltd. may appoint M/s Kukreja & Associates as its auditors 
Transitional provisions
· This rotation and cooling off period provisions shall be complied with by existing companies within 3 years from the commencement of these provisions  
· These provisions do not hinder “Removal of auditor” provisions. 
Critical terms for rotation of auditors  
· Period for which office as auditor is held prior to commencement of this act should also be considered for rotation and cooling period.  
· The incoming auditor or audit firm should not be in same network of audit firms as the outgoing auditor. 
· The term “same network” includes the firms operating or functioning under the same brand name, trade name or common control.
· If a signing partner resigns from the firm which is appointed as auditor of a company and joins another firm, then such other firm is ineligible for appointment as auditor for 5 yrs i.e cooling period rule applies. 
Illustration explaining rotation in case of individual auditor:
	Number of consecutive years for which an individual auditor has been functioning as auditor in the same company[in the first AGM held after the commencement of provisions of section139(2)]
	Maximum number of Consecutive years for which he may be appointed in the same company (including Transitional period)

	>= 5 yrs
	3 years

	4 years
	3 years

	3 years
	3 years

	2 years
	3 years

	1 year
	4 years


Illustration explaining rotation in case of individual auditor
	Number of consecutive years for which an individual auditor has been functioning as auditor in the same company[in the first AGM held after the commencement of provisions of section139(2)]
	Aggregate period which the auditor would complete in the same company in view of column I and II

	>= 5 yrs
	8 years or more

	4 years
	7 years

	3 years
	6 years

	2 years
	5 years

	1 year
	5 years




Illustration explaining rotation in case of firm (incl LLP) 
	Past 
	Maximum years in future
	Aggregate Period

	>= 10 yrs
	3 yrs
	>= 13 yrs

	9
	3
	12

	8
	3
	11

	7
	3
	10

	6
	4
	10

	5
	5
	10

	4
	6
	10

	3
	7
	10

	2
	8
	10

	1
	9
	10


Resolution by members regarding internal rotation, joint auditors 
· In the firm appointed by it, the auditing partner and his team shall be rotated at such intervals as may be resolved by the members, OR 
· The audit shall be conducted by more than one auditor 
· This resolution is optional. 
Joint auditors reappointment
· 2 or more firms / individuals to be appointed in such a way that both or all the joint auditors do not complete their term in the same year 

First auditors 
The first auditor of a company, other than a Government Company, shall be appointed:
· by the Board of directors within 30 days of the date of registration of the company; OR, 
· members of the company and the company in general meeting may appoint the first auditor within 90 days at an extra ordinary general meeting 
· Such auditor shall hold office till the conclusion of the first annual general meeting 

Government Company- First auditor
· The first auditor shall be appointed by the Comptroller and Auditor-General of India within 60 days from the date of registration of the company; OR 
· If C&AG fails, then the Board of Directors of the company shall appoint such auditor within the next 30 days; OR
· Further, if board fails, then the members of the company shall appoint such auditor within the 60 days at an extraordinary general meeting. 
Such auditor shall hold office till the conclusion of the first annual general meeting. 

Case study: 
Managing Director of PQR Ltd. himself wants to appoint Shri Ganpati,a practicing Chartered Accountant, as first auditor of the company. Comment on the proposed action of the Managing Director. 
Provisions: As per Companies Act, 2013 “the first auditor or auditors of a company shall be appointed by the Board of directors within 30 days from the date of registration of the company”.
Analysis: In the instant case, the appointment of Shri Ganapati, a practicing Chartered Accountant as first auditors by the Managing Director of PQR Ltd by himself is in violation of Section 139(6) of the Companies Act, 2013, which authorizes the Board of Directors to appoint the first auditor of the company. 
Conclusion: In view of the above, the Managing Director of PQR Ltd should be advised not to appoint the first auditor of the company.
Filling up casual vacancy: 
Other than resignation: 
· The Board may fill any casual vacancy in the office of an auditor within 30 days 

Resignation: 
· Board recommendation and 
· To be approved by the company at a general meeting convened within three months from casual vacancy 

· Filling up casual vacancy  In the case of companies subject to audit by auditor appointed by C&AG, casual vacancy to be filled by the C&AG within 30 days. Failure of C&AG to do so will be taken up by the Board of Directors within next 30 days. 
· Any auditor appointed in a casual vacancy shall hold office until the conclusion of the next annual general meeting. 

(What is unclear is whether it is 30 days from date of casual vacancy or from the date of intimation to C&AG) 

Government Company Auditor:
The Comptroller and Auditor-General of India shall appoint auditors within a period of 180 days from the commencement of the financial year in the case of: 
· a Government company; or
· any other company owned or controlled, directly or indirectly, by the Central Government, or by any State Government or Governments, or partly by the Central Government and partly by one or more State Governments, 

The auditor appointed shall hold office till the conclusion of the annual general meeting

Re-appointment of retiring auditor:
At any annual general meeting, a retiring auditor may be re-appointed at an AGM, if—
· He is not disqualified for re-appointment; 
· He has not given the company a notice in writing of his unwillingness to be re-appointed; and 
· a special resolution has not been passed at that meeting appointing some other auditor or providing expressly that he shall not be re-appointed. 
Where at any annual general meeting, no auditor is appointed or re-appointed, the existing auditor shall continue to be the auditor of the company. 
Where a company is required to constitute an Audit Committee under section 177, all appointments, including the filling of a casual vacancy of an auditor under this section shall be made after taking into account the recommendations of such committee. 
Synopsis of major changes:
· Compulsory rotation of auditors for listed and certain prescribed companies 
· Casual vacancy of Govt & related companies should be filled up by C&AG only within 30 days 
· 5 yrs term of auditor shall be ratified in every AGM
· If company has to form an Audit committee, then such AC should recommend a person / firm for appointment as auditors 
· For Govt & related companies, appointment of auditor <=180 days from commencement of FY
· Instead of appointed auditor informing ROC within30 days (as was the case in old act), Company should inform ROC within 15 days from the date of meeting in which such appointment was made. 
Rotation of auditors 
Manner of rotation of Auditor on expiry of their Term
	In case company constituted an Audit committee u/s 177
	Other cases

	Audit committee shall recommend the name of Auditor who may be rotated in the place of the present incumbent on the expiry of his/their term
	The Board itself shall recommend the names of outgoing and incoming auditor in the AGM

	Board shall consider the recommendation
	Members at AGM shall consider proposal for rotation at the meeting, and appoint the auditor or audit firm



Currently, while the 1956 Act does not have any requirements relating to the auditor or audit firm rotation, the Code of Ethics issued by the ICAI has a requirement to rotate audit partners, in case of listed companies, after every seven years with a cooling-off period of two years.
This stands revised
Removal, resignation of auditor and giving of special notice :
Removal of auditor before the expiry of his term: The auditor may be removed from his office before the expiry of his term by 
· a special resolution of the company, and 
· after obtaining the previous approval of the Central Government (fee paid application form ADT 2) 
· The application shall be made to the Central Government within 30 days of the resolution passed by the Board.
· The Company shall hold the general meeting within 60 days of receipt of approval of the Central Government for passing the special resolution.
· The auditor shall have an opportunity of being heard (OBH)
Resignation by Auditor 
If the Auditor has resigned from the company, he shall file within a period of 30 days from the date of resignation, a statement in Form ADT 3 with 
In case of government companies: the auditor shall also file such statement 
· with the Comptroller and Auditor-General of India 
· Company and 
· ROC. 
In other cases: 
· with the company and
· ROC 

· The auditor shall indicate the reasons and other facts as may be relevant with regard to his resignation, in the statement.
· Penalty on non-compliance shall not be less than Rs 50,000 but which may extend to `Rs 5 Lacs. 
Appointing Auditor other than the Retiring Auditor 
If the retiring auditor has not completed a consecutive tenure of 5 years or 10 years, as the case may be, 
· special notice shall be required for 
· a resolution at an annual general meeting appointing as auditor a person other than a retiring auditor, or
· providing expressly that a retiring auditor shall not be re-appointed.
On receipt of notice of such a resolution, the company shall forthwith send a copy thereof to the retiring auditor.
Outgoing auditor has the right to give representation:— 
· in any notice of the resolution given to members of the company, state the fact of the representation having been made; and
· send a copy of the representation to every member of the company to whom notice of the meeting is sent, whether before or after the receipt of the representation by the company 
· If a copy of the representation is not sent as aforesaid, it shall be read out at the meeting 
· However, if a copy of representation is not sent as aforesaid, a copy thereof shall be filed with the Registrar.
Focus points 
· Earlier, for removal of auditors before expiry of term, Only Ordinary resolution of members along with central government approval was required.
· Now, we require Special resolution of members along with central government approval. 
·  Representation given by Auditor being removed , if not circulated, shall be filed with ROC (new requirement) 
· Resigning auditor filing <= 30 days a statement in ADT 3 with ROC is a new requirement 
Remuneration of auditors:
· The remuneration of the auditors of a company shall be fixed by the company in general meeting or in such manner as the company in general meeting may determine. 
· In the case of first auditor, remuneration may be fixed by the Board.
· The remuneration shall include the fee payable, expenses incurred in connection with the audit and any facility extended to him, but not remuneration paid to him for any other service rendered at the request of the company.
Powers of auditors :
· Access books of account and vouchers 
· Obtain necessary information and explanation from officers
·  Matters of inquiry ( same as 227(1A) of old act) 
· Holding company auditor to have access to books and records of subsidiary (new)
Duties of auditor:
· Report to members on accounts examined by him and on FS that would be presented before members in AGM 
· Scope of auditor includes provisions of Companies Act, Accounting and Auditing standards
· Express opinion on FS 
· Every auditor to comply with auditing standards 

Further report on 
· Whether information and explanation obtained? 
· Whether proper books & branch records of account maintained? 
· FS in agreement with books 
· Compliance with AS
· Matters which have adverse affect on functioning of the company
· Whether any director is disqualified
· Suitable opinion
· Whether Proper internal financial control systems in place and operating effectiveness of such controls 
Auditors’ report to include comments on:
· Whether company has disclosed the impact of pending litigation on financial position
· Whether company made provision for material foreseeable losses on derivative contracts
· Whether there is any delay in transferring amount into investor education and protection fund. 

Reporting of frauds by auditor :
· Report to Central Government in sealed cover with RPAD in form ADT 4 within 60 days of his knowledge of fraud after following this procedure 
· Send a report in this regard to BOD / AC and seek reply <=45 days 
· Upon receipt of such reply, send report of auditor along with replies to CG <=15 days of receipt of reply
· If no reply is received in 45 days time, send a report to CG indicating this fact.
· Penalty for failure to follow this procedure is >=1L, <=25L 
· The audit report shall provide for any qualification, reservation or adverse remark relating to the maintenance of accounts and other matters connected therewith. 
· No need to make negative opinion in thick italics, bold etc.,

Auditor not to render certain services :
· Prohibited services
· An auditor appointed under this Act shall provide to the company only such other services as are approved by the Board of Directors or the audit committee, as the case may be. But such services shall not include any of the following services (whether such services are rendered directly or indirectly to the company or its holding company or subsidiary company), namely

· accounting and book keeping services;
· internal audit;
· design and implementation of any financial information system; 
· actuarial services;
· investment advisory services; 
· investment banking services;
· rendering of outsourced financial services; 
· management services [ this excludes services permitted by ICAI as per Professional ethics]; and 
· any other kind of services as may be prescribed [Eg. Prohibited services by CA in practice as per ICAI like Portfolio management, Underwriting and Stock broking are under this category] 

Transition period :
If an auditor or audit firm who or which has been performing any non-audit services on or before the commencement of the Companies Act, 2013, shall comply with the provisions of this section (i.e. section 144) before the closure of the first financial year after the date of such commencement 
Auditors to sign audit reports:
· Under the Old Act, the auditor’s report shall be read before the company in general meeting and shall be open to inspection by any member of the company.
· Under the New Act, only the qualifications, observations or comments on financial transactions or matters, which have any adverse effect on the functioning of the company mentioned in the auditor's report shall be read before the company in general meeting and shall be open to inspection by any member of the company.
Auditors to attend general meeting :
· All notices of, and other communications relating to, any general meeting shall be forwarded to the auditor of the company.
· The auditor shall attend the AGM either by himself or through his authorised representative. Thus, it is compulsory for him to attend the meeting unless otherwise exempted by the company. 
· The auditor shall have right to be heard at such meeting on any part of the business which concerns him as the auditor.
Punishment for contravention
Penalty on company [Section 147(1)]:
· If any of the provisions of sections 139 to 146 (both inclusive) is contravened, the company shall be punishable with fine >= Rs 25,000 but which may extend to Rs 5 Lacs.
Penalty on officers [Section 147(1)]: 
· If any of the provisions of sections 139 to 146 (both inclusive) is contravened, every officer of the company who is in default shall be punishable with, 
· imprisonment for a term which may extend to 1 year or 
· With fine >=10,000 but which may extend to Rs 1 Lacs; or
· Both with imprisonment and fine 
Penalty on auditor
· If an auditor of a company contravenes any of the provisions of section 139, section 143, section 144 or section 145, the auditor shall be punishable with fine >= Rs 25,000 but which may extend to Rs 5 Lacs.
· If an auditor has contravened such provisions knowingly or willfully with the intention to deceive the company or its shareholders or creditors or tax authorities, he shall be punishable with
· imprisonment for a term which may extend to 1 year and 
·  fine >= Rs 1 Lac but which may extend to Rs 25 Lacs.

Further, where an auditor has been convicted as above, he shall be liable to 
· refund the remuneration received by him to the company; and 
· pay for damages to the company, statutory bodies or authorities or to any other persons for loss arising out of incorrect or misleading statements of particulars made in his audit report.
Liability of Audit firm 
· 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 or by, the company or its directors or officers, the liability, whether civil or criminal as provided in the Companies Act, 2013, 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.

Central Government to specify audit of items of cost in respect of certain companies :
· Cost audit can be conducted only by a Cost Accountant in practice ONLY. CAs not permitted 
· The report of the cost audit shall be submitted by the cost accountant in practice to the Board of Directors, not to Central Govt.
· Under the New Act, the penalties have been increased .The company, every officer and cost auditor shall be punishable in the manner as provided in Sec 147.
· The New Act has specifically provided that the cost audit shall comply with the cost auditing standards. 
Ceiling limit on number of company audits:
· Auditor cannot accept audit of more than 20 companies
· There is a representation of ICAI requesting for excluding private companies, small companies and one man companies from these limits, which is in process. 


Internal audit 
The following class of companies shall be required to appoint an internal auditor or a firm of internal auditors, namely:- 
(a) every listed company; 
(b) every unlisted public company having- 
· paid up share capital of 50 crore rupees or more during the preceding financial year; or
· turnover of 200 crore rupees or more during the preceding financial year; or 
· outstanding loans or borrowings from banks or public financial institutions exceeding 100 crore rupees or more at any point of time during the preceding financial year; or 
· outstanding deposits of 25 crore rupees or more at any point of time during the preceding financial year;
(c) every private company having- 
· turnover of 200 crore rupees or more during the preceding financial year; or 
· outstanding loans or borrowings from banks or public financial institutions exceeding 100 crore rupees or more at any point of time during the preceding financial year.
For an existing company covered under any of the above criteria shall, it shall then comply with the requirements of section 138 and this rule within six months of 1st April, 2014 
· Internal auditor may or may not be an employee 
· He may be a CA in practice or not
· he Audit Committee of the company or the Board shall, in consultation with the Internal Auditor, formulate the scope, functioning, periodicity and methodology for conducting the internal audit

Auditors liability:
· The scope and extent of the auditor’s liability, has been substantially enhanced under the 2013 Act. Now, the auditor is not only exposed to various new forms of liabilities, however, these liabilities prescribed in the existing 1956 Act have been made more stringent. The auditor is now subject to oversight by multiple regulators apart from the ICAI such as The National Financial Reporting Authority (NFRA, and the body replacing the NACAS) is now authorised to investigate matters involving professional or other misconduct of the auditors.

· The penalty provisions and other repercussions that an auditor may now be subject to as per the 2013 Act includes monetary penalties, imprisonment, debaring of the auditor and the firm, and in case of frauds, can even be subject to class action suits. 


Accounts 
Interesting updates 
· Books of account can be maintained in electronic form 
· Act mandates CFS for any company having a subsidiary, associate or a joint venture, even if it is not listed [ increased compliance cost and similar purpose not served though] 
· The definitions of the terms ‘associate’ and ‘significant influence’ are also not consistent with the definitions provided within the Accounting Standard 18: Related Party Transactions, and Accounting Standard 23: Accounting for Investments in Associates in Consolidated Financial Statements (AS 23).

Meaning of subsidiary: 
Subsidiaries: The term ‘control’, which is relevant with respect to identifying subsidiaries, has been defined in section 2(27) of the 2013 Act. While this definition mandates consideration of ‘share holding’ as one of the factors, the corresponding definition in AS 21: Consolidated Financial Statements (AS 21), refers to ‘voting power’. This issue is an existing one since a similar difference exists between the definition of ‘subsidiary’, where the term ‘control’ is relevant under the existing 1956 Act [section 4(1) of the 1956 Act]. Accordingly, while for consideration of an entity as a subsidiary for the purpose of consolidated financial statements (CFS), reference is made to AS 21, for the purpose of any compliance with the 1956 Act, reference is made to section 4(1) of 1956 Act. 
Now that the requirement of preparing consolidated financial statements has been included within the 2013 Act itself, a conflict arises as to whether the definition as per the 2013 Act should be considered for identifying a subsidiary or the definition as per the AS 21. In any case, the company will be non-compliant with the requirement of either the 2013 Act or the AS. 
 With regard to related party, while there is a substantial difference between the definition under the 2013 Act and AS 18, the difference does not impact the financial statements, since the disclosures in the financial statements will be continued to be made as per AS 18.
Re-opening of accounts and voluntary revision of financial statements or the board’s report:
· A company would be able to re-open its books of accounts and recast its financial statements after making an application in this regard to the central government, the income tax authorities, the SEBI, or any other statutory regulatory body or authority or any other person concerned, and an order is made by a court of competent jurisdiction or the Tribunal under the following circumstances (section 130 of the 2013 Act):

· Relevant earlier accounts were prepared in a fraudulent manner 

· The affairs of the company were mismanaged during the relevant period, casting a doubt on the reliability of the financial statements

· Further, a company would be able to undertake voluntary revision of financial statements or Board’s report if it appears to the director of a company that the financial statement of the company or the board report does not comply with the provisions of section 129(financial statement) and section 134 of the 2013 Act (financial statements and board reports) in respect of any of three preceding financial years, after obtaining approval from the Tribunal.


Re-opening of accounts and voluntary revision of financial statements or the board’s report 
· The Tribunal shall give notice to the central government and the income tax authorities and shall take into consideration the representations, if any, made by the government or the authorities before passing any such order. 

· To prevent misuse of these specific provisions, the section contains a proviso which states that such a revised financial statement or report shall not be prepared or filed more than once within a financial year and the detailed reasons for revision of such financial statement or report shall also be disclosed in the board’s report in the relevant financial year in which such a revision is being made (section 131 of 2013 Act). 

· The provisions envisaged by the 2013 Act in respect of re-opening and voluntary revision of the financial statements and board report is yet to be acknowledged by SEBI in the equity listing agreement and thus, pending similar amendment in the equity listing agreement, listed companies may face unnecessary hardships. 

Financial year defined:
To mean April to March. 

 Monitoring agencies 
· NFRA – National financial reporting authority 
· NCLT- National Company Law Tribunal
· SFIO – Serious Fraud Investigation Authority Office. 
Books of account :
· Books of accounts, financial statements of registered office and all branches to be kept at registered office.
· Such books to be maintained on basis of double entry system of accounting and accrual basis.
· If company wants to keep them elsewhere, 7 days notice to be given to thr ROC in writing with complete address of place where it wants to keep the material, books, etc.
· Data can be maintained in electronic format also.
· If branch office is outside India, if such branch sends a summary to registered office or such other lpace for which board has obtained permission from ROC, it if sufficient, all the above procedure is not required. 

