CA - Inter “Auditing & Assurance” Amendments for Nov. 2015 Exams

Topic 1

CARO, 2015

COMPANIES AUDITOR REPORT ORDER, 2015

Application
of CARO,
2015

CARO 2015 is applicable to all types of companies including a foreign company as defined u/s 2(42)
of the Companies Act, 2013, but shall not apply to:
(i)  abanking company;
(ii)  aninsurance company;
(iii) acompany licensed to operate under section 8 of the Companies Act, 2013;
(iv) One Person Company as defined u/s 2(62) and a Small Company as defined u/s 2(85) of
Companies Act 2013; and
(v) aprivate limited company :
» with a paid up capital and reserves not more than Rs. 50 lakh; and
» which does not have loan outstanding exceeding Rs. 25 Lacs from any bank or financial
institution; &
» does not have a turnover exceeding Rs. 5 Crore at any point\of time during the financial
year”.
The order would be applicable for unlimited companies irrespective of the size of their paid

up capital and reserves, turnover or borrowings.

Points to remember

(a) All the eligibility conditions of private limited company needs to be checked at any point of FY.

(b) Provisions of CARO are equally applicable in case of branches also, because under sec, 143(8), a
branch auditor has same duties as of company auditor.

(c) Paid up capital includes equity as well as preference.

(d) Amount originally paid up on forfeited shares should be added to the figure of paid up capital.
Share Application money should not be considered s part of paid up capital.

(e) Reserves includes Capital reserves, revenue reserves as well as Revaluation Reserves.

(f) Credit Balance of Profit and Loss Account will form part of reserve. Debit balance will be
deducted only if revenue reserve exists.

(g) Miscellaneous expenditure is not allowed to be deducted

(h) Loans from banks and financial institutions are to be considered in aggregate.

(i) Loans may be in any form like term loan, demand loans, cash credit overdraft, export credit, bill
purchased/discounted.

(J) Loans from NBFC should not be considered.

(k) Non fund based credit facilities have devolved and have been converted into fund based credit
facilities should also be considered as outstanding loan.

() Long term loans as well as short term loans, secured as well as unsecured will be considered.

(m) Outstanding dues in respect of credit cards will also be considered.

(n) Interest accrued as well as due does form part of outstanding loan, whereas interest accrued but
not due is not considered as loan.

(o) Turnover means sales effected during the year including the value of service rendered.

(p) In an agency relationship, turnover is the amount of commission earned by the agent and not
the aggregate amount for which sales are effected or services rendered.

(9) Trade Discount should be deducted from turnover.
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(r) Sales Tax/Excise Duty charged separately in invoice does not form part of turnover. Sales
returns (even belong to prior years) should be deducted.

(s) Commission to third parties will not be deducted.

(t) Income received by way of rent or dividend/interest would not form part of turnover. However
if principal business of the company is letting out of property or it is an investment company,

the rent or dividend / interest would constitute turnover.

Matters To Be Included In Auditor’s Report

Fixed Assets

Adequacy of | —» Whether the company is maintaining proper records showing full particulars,

[Para 3(i)] Records including quantitative details and situation of fixed assets;

Physical — Whether these fixed assets have been physically verified by the management at

verification 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;
Inventories (a) whether physical verification of inventory has been conducted'at reasonable intervals by the
[Para 3(ii)] management;

(b) are the procedures of physical verification of sinventory followed by the management
reasonable and adequate in relation to the size 6f the company and the nature of its business. If
not, the inadequacies in such procedures should'be reported; and

(c) whether the company is maintaining proper records of inventory and whether any material
discrepancies were noticed on physical verification and if so, whether the same have been
properly dealt with in the books of.account.

Loans And | Weather the company granted any.6ans, secured or unsecured to companies, firms or other parties
Advances covered in the register maintained under section 189 of the Act. If so,
[Para 3(iii)] (a) whether receipt of the principal amount and interest are also regular;

(b) if overdue amguntiis more than rupees one lakh, whether reasonable steps have been taken by
the company, forirecovery of the principal and interest.

Internal Is there an adequate internal control system commensurate with the size of the company and the
Control nature of its*business, for the
[Para 3(iv)] . purchase of inventory and fixed assets and

o  forthe sale of goods and services?

Whether there is a continuing failure to correct major weaknesses in internal control system.

Public » In case the company has accepted deposits from the public, whether the directives issued by
Deposits the RBI and the provisions of sections 73 to 76 or any other relevant provisions of the
[Para 3(V)] Companies Act and the rules framed there under, where applicable, have been complied with. If

not, the nature of contraventions should 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?

Cost Records
[Para 3(vi)]

Where maintenance of cost records has been specified by the Central Government under sub-
section (1) of section 148 of the Companies Act, whether such accounts and records have been made
and maintained.
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Statutory
Dues
[Para 3(vii)]

(a) is the company regular in depositing undisputed statutory dues including Provident Fund,
Employees State Insurance, Income-tax, Sales-tax, Wealth tax, Service tax, Duties of Customs,
Duty of Excise, Value Added Tax, cess and any other statutory dues with the appropriate
authorities and if not, the extent of the arrears of outstanding statutory dues as at 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 by the auditor.

(b) in case dues of Income tax/ Sales tax /Wealth tax/ Service tax/ Custom duty/ Excise duty/ Value
Added Tax or cess 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 Department shall not constitute the dispute).

(c) Whether the amount required to be transferred to Investor Education and Protection Find in
accordance with the relevant provisions of Companies Act 1956 and rules made there under has
been transferred to such fund within time.

Accumulated
Losses
[Para 3(viii)]

Whether in case of a company which has been registered for a period, not less than five years, its
accumulated losses at the end of the financial year are not less than\fifty,per cent of its net worth
and whether it has incurred cash losses in such financial year and in the immediately preceding

financial year.

Repayment e Whether the company has defaulted in repayment/of dues to a financial institution or bank or
of Dues debenture holders?

[Para 3(ix)] o If yes, the period and amount of default to bedreported;

Guarantee for

loans taken by

others [Para

3(3)]

Whether the company has given any(guarantee for loans
taken by others
from bank or financial institutions,

the terms and conditians whereof are prejudicial to the interest of the company

Application
of term Loan
[Para 3(xi)]

Whether term loans werejapplied

2 2

for the purpose fox which the loans were obtained

Fraud
[Para 3(xii)]

A

Whether any\fraud on or by the company has been noticed or reported during the year.

— ifyes, the hature and the amount involved is to be indicated

Reasons to be stated for Unfavourable or Qualified remarks (Para 4)

e Forevery unfavourable or qualified remarks, auditor is required to state the reasons.

o [fauditor is not able to state the reasons, Audit Report shall indicate the fact together with the reason, why it is

not possible for him to give an answer to such question.
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Important Questions

1 | On what companies the CARO, 2015 is applicable and what companies are not covered by it?

Or

What is CARO? Explain the companies which are not covered by CARO. [Nov. 11 (8 Marks)]
Or

Write short note on: Companies not covered under CARO, 2015 [Nov. 14 (4 Marks)]

2 | Write short note on: Reporting requirement under CARO, 2015 w.r.t. physical verification of Fixed Assets.

3 | Comment: No cost accounting records are maintained though the company is required to maintain the

same.

Answer: Non maintenance of Cost Records:

e As per the CARO, 2015, where maintenance of cost records has been prescribed by the C. G., auditor
of the company is specifically required to state whether such accounts and records as prescribed
have been made and maintained.

e Though the auditor is not required to conduct detailed audit but the auditor is expected to conduct a
general review of the cost records to determine whether the/prescribed’accounts and records are
prima facie complete.

e Therefore whether cost audit is ordered or not the auditor, should report upon the non-maintenance

of the cost records.

4 | Comment on the following: ABC Ltd. has not deposited provident fund contributions of Rs. 20 lakhs to

the authorities, but accounted in the books.

Answer: Non-Deposit of Provident Fund Dues:
e The auditor’s report under CARO, 2015 has to specifically state whether the company is regular in
depositing undisputed statutory~dues including PF with the appropriate authority and, if not, the
extent of the arrears of outstanding/statutory dues as at the last day of the FY year concerned for a
period of more than six months from the date they became payable, shall be indicated by the auditor.
¢ In this case, the faildre\of ABC Ltd. to deposit provident fund of Rs. 20 lakhs will be reported by the
auditor as per GARO, 2015 issued u/s 143(11) of the Companies Act, 2013.

¢ Inindicating the arrears, the period to which the arrears relate should preferably be also given.

Objective Type Questions

1 | CARO, 2015 does not apply to a foreign company.

Answer: CARO, 2015 applies to all companies including foreign companies except Banking, Insurance, Sec. 25

Companies, One Person Company, Small Companies and Private Ltd. companies subject to certain conditions.

2 | State whether the following statement is correct or incorrect: CARO, 2015 shall not apply to a Private Limited

Company whose paid up capital and reserves are not more than Rs. 50 Lacs.

Ans.: Statement is Correct,
CARO, 2015 is not applicable over a private limited company if following conditions are satisfied:
e with a paid up capital and reserves not more than Rs. 50 lakh; and

e which does not have loan outstanding exceeding Rs. 25 Lacs from any bank or financial institution; &

e does not have a turnover exceeding Rs. 5 Crore at any point of time during the financial year”.
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Relevant Extract of CARO, 2015 (Matters to be included in Auditor’s Report - Para 3)

(i) (a) whether the company is maintaining proper records showing full particulars, including quantitative
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;

(ii) | (a) whether physical verification of inventory has been conducted at reasonable intervals by the
management;

(b) are the procedures of physical verification of inventory followed by the management reasonable and
adequate in relation to the size of the company and the nature of its business. If not, the inadequacies
in such procedures should be reported,;

(c¢) whether the company is maintaining proper records of inventory and whether any material
discrepancies were noticed on physical verification and if so, whether the same have been properly
dealt with in the books of account;

(iii) | Whether the company has granted any loans, secured or unsecured to-cempanies, firms or other parties

covered in the register maintained under section 189 of the Companies.Act. If so,

(a) whether receipt of the principal amount and interest arelalso kegular; and

(b) if overdue amount is more than rupees one lakh, whether\reasonable steps have been taken by the
company for recovery of the principal and interest;

(iv) | is there an adequate internal control system commensuyate with the size of the company and the nature
of its business, for the purchase of inventory and, fixed assets and for the sale of goods and services.
Whether there is a continuing failure to correct major weaknesses in internal control system.

W) 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 and the
rules framed there under,(where) applicable, have been complied with? If not, the nature of
contraventions should be stated; If an order has been passed by Company Law Board or National
Company Law Tribunal gx Reserve Bank of India or any court or any other tribunal, whether the same
has been compliedwith,or'not?

(vi) | where maintenance oficost records has been specified by the Central Government under sub-section (I) of
section 148 of the Companies Act, whether such accounts and records have been made and maintained,;

(vii) |(a) is the company regular in depositing undisputed statutory dues including provident fund,
employees' state insurance, income-tax, sales-tax, wealth tax, service tax, duty of customs, duty of
excise, value added tax, cess and any other statutory dues with the appropriate authorities and if
not, the extent of the arrears of outstanding statutory dues as at 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 by the auditor.

(b) in case dues of income tax or sales tax or wealth tax or service tax or duty of customs or duty of
excise or value added tax or cess have not been deposited on account of any dispute, then the
amount$ involved and the forum where dispute is pending shall be mentioned. (A mere
representation to the concerned Department shall not constitute a dispute).

(c) whether the amount required to be transferred to investor education and protection fund in
accordance with the relevant provisions of the Companies Act, 1956 (1 of 1956) and rules made
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thereunder has been transferred to such fund within time.

(viii) | whether in case of a company which has been registered for a period not less than five years, its
accumulated losses at the end of the financial year are not less than fifty per cent of its net worth and
whether it has incurred cash losses in such financial year and in the immediately preceding financial
year;

(ix) | Whether the company has defaulted in repayment of dues to a financial institution or bank or debenture
holders? If yes, the period and amount of default to be reported

) whether the company has given any guarantee for loans taken by others from bank or financial
institutions, the terms and conditions whereof are prejudicial to the interest of the company;

(xi) | whether term loans were applied for the purpose for which the loans were obtained,;

(xii) | whether any fraud on or by the company has been noticed or reported during the year; If yes, the nature
and the amount involved is to be indicated.
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TOPIC-2 “Audit Engagement Letter in SA 210"

Example of an Audit Engagement Letter

To,

The Board of Directors of ............... (name of the Entity)

(Address)

Dear Sirs,

I / We refer to the letterdated _ informing me / us about my / our appointment/ratification as the auditors of

the Company. You have requested that | / we audit the financial statements of the Company as defined in Section
2(40) of the Companies Act, 2013, for the financial year(s) beginning April 1, 20XX and ending March 31, 20YY2. The
financial statements of the Company include, where applicable, consolidated financial statements of the Company and
of all its subsidiaries, associate companies and joint ventures. | am / We are pleased to confirm my / our acceptance
and my / our understanding of this audit engagement by means of this letter.
My / Our audit will be conducted with the objective of me / our expressing an opinion if the aforesaid financial
statements give the information required by the 2013 Act in the manner so required, and give a true and fair view in
conformity with the applicable accounting principles generally accepted in India,.of the'state of affairs of the Company
as at 31st March, 20YY, and its profit/loss and its cash flows for the year ended-@n that date. (In forming my / our
opinion on the financial statements, | / we will rely on the work of branch auditors appointed by the Company and my /
our report would expressly state the fact of such reliance).
I / We will conduct my / our audit in accordance with the Standards'onAuditing (SAs), issued by the ICAI and deemed
to be prescribed by the Central Government in accordance with'Section 143(10) of the Act. Those Standards require
that | / we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatements. An audit involves performing procedures to
obtain audit evidence about the amounts and the disclesures in the financial statements. The procedures selected
depend on the auditor’s judgment, including'\the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error.
An audit also includes evaluating the‘appropriateness of the accounting policies used and the reasonableness of
accounting estimates made by the/Management, as well as evaluating the overall presentation of the financial
statements.
Because of the inherent limitations of an audit, including the possibility of collusion or improper management
override of controls, there is'an unavoidable risk that material misstatements due to fraud or error may occur and not
be detected, even though the audit is properly planned and performed in accordance with the SAs.
In making our risk assessments, we consider internal control relevant to the entity’s preparation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. However, we will communicate to you in
writing concerning any significant deficiencies in internal control relevant to the audit of the financial statements that
we have identified during the audit.
My / Our audit will be conducted on the basis that the Management and those charged with governance (Audit
Committee / Board) acknowledge and understand that they have the responsibility:
(a) For the preparation of financial statements that give a true and fair view in accordance with the applicable

Financial Reporting Standards and other generally accepted accounting principles in India. This includes:

e Compliance with the applicable provisions of the Companies Act, 2013;

e Proper maintenance of accounts and other matters connected therewith;

e The responsibility for the preparation of the financial statements on a going concern basis;
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(b)

(©

(d)

(e)

®

e The preparation of the annual accounts in accordance with, the applicable accounting standards and
providing proper explanation relating to any material departures from those accounting standards;

e Selection of accounting policies and applying them consistently and making judgments and estimates that are
reasonable and prudent so as to give a true and fair view of the state of affairs of the Company at the end of
the financial year and of the profit and loss of the Company for that period;

e Taking proper and sufficient care for the maintenance of adequate accounting records in accordance with the
provisions of the Companies Act, 2013 for safeguarding the assets of the Company and for preventing and
detecting fraud and other irregularities;

e Laying down internal financial controls to be followed by the Company and that such internal financial
controls are adequate and were operating effectively; and

e Devising proper systems to ensure compliance with the provisions of all applicable laws and that such
systems were adequate and operating effectively.

Identifying and informing me / us of financial transactions or matters that may have any adverse effect on the

functioning of the Company.

Identifying and informing me / us of :

e All the pending litigations and confirming that the impact of the pending litigations on the Company’s
financial position has been disclosed in its financial statements;

o All material foreseeable losses, if any, on long term contracts 'including derivative contracts and the accrual
for such losses as required under any law or accounting standaxds; and

e Any delay in transferring amounts, required to be transferredy to the Investor Education and Protection Fund
by the Company.

Informing me / us of facts that may affect the financiahstatements, of which Management may become aware

during the period from the date of my / our report'to the date the financial statements are issued.

Identifying and informing me / us as to Whether any director is disqualified as on March 31, 20YY from being

appointed as a director in terms of Section 164 (2) of the Companies Act 2013. This should be supported by

written representations received from the directors as on March 31, 20YY and taken on record by the Board of

Directors.

To provide me / us, inter aliaawith:

(i) Access, at all times, to,all information, including the books, accounts, vouchers and other records and
documentation of the Company, whether kept at the Head Office or elsewhere, of which the Management is
aware that are relevant to the preparation of the financial statements such as records, documentation and
other matters. This will include books of account maintained in electronic mode;

(i) Access, at all times, to the records of all the subsidiaries (including associate companies and joint ventures) of
the Company in so far as it relates to the consolidation of its financial statements;

(iii) Access to reports, if any, relating to internal reporting on frauds (e.g., vigil mechanism reports etc.), including
those submitted by cost accountant or company secretary in practice to the extent it relates to their reporting
on frauds in accordance with the requirements of Section 143(12);

(iv) Additional information that | / we may request from the Management for the purposes of my / our audit;

(v) Unrestricted access to persons within the Company from whom | / we deem it necessary to obtain audit
evidence. This includes my / our entitlement to require from the officers of the Company such information
and explanations as | / we may think necessary for the performance of my / our duties as the auditors of the
Company; and

(vi) All the required support to discharge my / our duties as the statutory auditors as stipulated under the
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Companies Act, 2013/ ICAI standards on auditing and applicable guidance.
As part of my / our audit process, | / we will request from the Management written confirmation concerning
representations made to me / us in connection with my / our audit.
My 7/ Our report prepared in accordance with relevant provisions of the Companies Act 2013 would be addressed to
the shareholders of the Company for adoption of the accounts at the Annual General Meeting. In respect of other
services, my / our report would be addressed to the Board of Directors. The form and content of my / our report may
need to be amended in the light of my / our audit findings.
In accordance with the provisions of Section 143(12) and 143(13) of the Companies Act, 2013 if in the course of
performance of my / our duties as auditor, | / we have reason to believe that an offence involving fraud is being or
has been committed against the Company by officers or employees of the Company, | / we will be required to report
to the Central Government, in accordance with the rules prescribed in this regard which, inter alia, requires me / us
to forward my / our report to the Board or Audit Committee, as the case may be, seeking their reply or observations,
to enable me / us to forward the same to the Central Government. Such reporting will be made in good faith and,
therefore, cannot be considered as breach of maintenance of client confidentiality requirements or be subject to any
suit, prosecution or other legal proceeding since it is done in pursuance of the Companies)Act 2013 or of any rules or
orders made thereunder.
| / We also wish to invite your attention to the fact that my / our audit process,is/subject to 'peer review' / ‘quality
review’ under the Chartered Accountants Act, 1949. The reviewer(s) may(inspect, examine or take abstract of my /
our working papers during the course of the peer review/quality review.
I / We may involve specialists and staff from my / our affiliated network firms to perform certain specific audit
procedures during the course of my / our audit.
In terms of Standard on Auditing 720 — “The Auditor’s Responsibility in Relation to Other Information in Documents
Containing Audited Financial Statements” issued by the ICAl and deemed to be prescribed by the Central Government
in accordance with Section 143(10). | / we requestyou to provide to me / us a Draft of the Annual Report containing
the audited financial statements so as to enable me / us to read the same and communicate material inconsistencies,
if any, with the audited financial statements, before issuing the auditor’s report on the financial statements.
{Other relevant information}
{Insert Other information, such as fee arrangements, billings and other specific terms, as appropriate.}
I / We look forward to full cooperation’from your staff during my / our audit.
Please sign and return the'attached copy of this letter to indicate your acknowledgement of, and agreement with, the
arrangements for my / our audit of the financial statements including our respective responsibilities.
Yours faithfully,
(signature)
(Name of the Member)
(Designation)
(Name of the Firm)
Date:
Place:
Copy to: Chairman, Audit Committee
Acknowledged on behalf of <<Name of the entity>>
Name and Designation:
Date:
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TOPIC-3 REVISED FORMAT OF AUDIT REPORTS

ILLUSTRATIVE FORMAT OF INDEPENDENT AUDITOR’S REPORT ON THE STANDALONE FINANCIAL STATEMENTS
OF A COMPANY UNDER THE COMPANIES ACT, 2013 AND THE RULES THEREUNDER

Circumstances include the following:

e Audit of a complete set of standalone general purpose financial statements of a company prepared under the
Companies Act, 2013 financial reporting framework.
e The terms of audit engagement reflect description of management’s responsibility for the financial statements
in SA 210, Agreeing the Terms of Audit Engagement.
e The independent auditor:
— Has given an Unmodified Opinion in respect of true and fair view of the financial statements; and
— Has given Emphasis of Matter paragraphs in respect of:
() Alawsuit against the Company, the result of which is uncertain.
(i) A “material uncertainty” relating to going concern which has been adequately disclosed in the notes to the
financial statements.
¢ In addition to expressing opinion on the true and fair view of the financial|statements, the auditor has other
reporting responsibilities required under the Companies Act 2013 and/or other regulatory requirements,
including the responsibility to report on internal financial contfols\pursuant to section 143(3)(i) of the
Companies Act 2013.
INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF ABC COMPANY LIMITED

Report on the Financial Statements

We have audited the accompanying standalone financial statements of ABC COMPANY LIMITED (“the Company™),
which comprise the Balance Sheet as at 31st March»=20XX, the Statement of Profit and Loss, the Cash Flow Statement for
the year then ended, and a summary of the significant/accounting policies and other explanatory information, [in which
are incorporated the Returns for the yeanended on that date audited by the branch auditors of the Company’s branches at
(location of the branches)].

Management’s Responsibility farithesStandalone Financial Statements

The Company’s Board of Directors is responsible for the matters stated in Section 134(5) of the Companies Act, 2013
(“the Act”) with respect to the.preparation of these standalone financial statements that give a true and fair view of the
financial position, financial performance and cash flows of the Company in accordance with the accounting principles
generally accepted in India, including the Accounting Standards specified under Section 133 of the Act, read with Rule 7
of the Companies (Accounts) Rules, 2014. This responsibility also includes maintenance of adequate accounting records
in accordance with the provisions of the Act for safeguarding of the assets of the Company and for preventing and
detecting frauds and other irregularities; selection and application of appropriate accounting policies; making
judgments and estimates that are reasonable and prudent; and design, implementation and maintenance of adequate
internal financial controls, that were operating effectively for ensuring the accuracy and completeness of the accounting
records, relevant to the preparation and presentation of the financial statements that give a true and fair view and are

free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these standalone financial statements based on our audit.
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We have taken into account the provisions of the Act, the accounting and auditing standards and matters which are
required to be included in the audit report under the provisions of the Act and the Rules made thereunder.
We conducted our audit in accordance with the Standards on Auditing specified under Section 143(10) of the Act.
Those Standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and the disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks
of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal financial control relevant to the Company’s preparation of the financial statements that
give a true and fair view in order to design audit procedures that are appropriate in the circumstances. An audit also
includes evaluating the appropriateness of the accounting policies used and the reasonableness of the accounting
estimates made by the Company’s Directors, as well as evaluating the overall presentation of the financial statements.

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

opinion on the standalone financial statements.

Opinion

In our opinion and to the best of our information and according to the explanations given to us, the aforesaid

standalone financial statements give the information required by the Act in theymanner so required and give a true and

fair view in conformity with the accounting principles generally acceptediin ladia, of the state of affairs of the Company
as at 31st March, 20XX, and its profit/loss and its cash flows for the yearernded on that date.

Emphasis of Matters

We draw attention to the following matters in the Notes to the financial statements:

(a) Note X to the financial statements which, descrilies the uncertainty related to the outcome of the lawsuit filed
against the Company by XYZ Company.

(b) Note Y in the financial statements which indicates that the Company has accumulated losses and its net worth has
been fully / substantially eroded,,the Gompany has incurred a net loss/net cash loss during the current and
previous year(s) and, the Company:s‘current liabilities exceeded its current assets as at the balance sheet date.
These conditions, along with other\matters set forth in Note Y, indicate the existence of a material uncertainty that
may cast significant doubt.aboeut the Company’s ability to continue as a going concern. However, the financial
statements of the Company‘have been prepared on a going concern basis for the reasons stated in the said Note.

Our opinion is not modified in respect of these matters.
Other Matter
We did not audit the financial statements/information of _ (number) branches included in the standalone
financial statements of the Company whose financial statements / financial information reflect total assets of Rs.
as at 31st March, 20XX and total revenues of Rs.__ for the year ended on that date, as considered in the standalone
financial statements. The financial statements/information of these branches have been audited by the branch auditors
whose reports have been furnished to us, and our opinion in so far as it relates to the amounts and disclosures included
in respect of these branches, is based solely on the report of such branch auditors.

Our opinion is not modified in respect of this matter.

Report on Other Legal and Regulatory Requirements

As required by the Companies (Auditor’'s Report) Order, 2015, issued by the Central Government of India in terms of

sub-section (11) of section 143 of the Companies Act, 2015, we give in the Annexure a statement on the matters

specified in paragraphs 3 and 4 of the Order, to the extent applicable.
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As required by Section 143 (3) of the Act, we report that:

(a) We have sought and obtained all the information and explanations which to the best of our knowledge and belief
were necessary for the purposes of our audit.

(b) In our opinion, proper books of account as required by law have been kept by the Company so far as it appears
from our examination of those books [and proper returns adequate for the purposes of our audit have been received
from the branches not visited by us.]

(c) [The reports on the accounts of the branch offices of the Company audited under Section 143 (8) of the Act by branch
auditors have been sent to us and have been properly dealt with by us in preparing this report.]

(d) The Balance Sheet, the Statement of Profit and Loss, and the Cash Flow Statement dealt with by this Report are in
agreement with the books of account [and with the returns received from the branches not visited by us].

(e) In our opinion, the aforesaid standalone financial statements comply with the Accounting Standards specified
under Section 133 of the Act, read with Rule 7 of the Companies (Accounts) Rules, 2014.

(f) The going concern matter described in sub-paragraph (b) under the Emphasis of Matters paragraph above, in our
opinion, may have an adverse effect on the functioning of the Company.

(g) On the basis of the written representations received from the directors as on 31st March, 20XX taken on record by
the Board of Directors, none of the directors is disqualified as on 31st March,"20XX from being appointed as a
director in terms of Section 164 (2) of the Act.

(h) With respect to the adequacy of the internal financial controls over financial reporting of the Company and the
operating effectiveness of such controls, refer to our separate Reportin “Annexure A”.

(i) With respect to the other matters to be included in the| Auditor's Report in accordance with Rule 11 of the
Companies (Audit and Auditors) Rules, 2014, in our opinion and to the best of our information and according to
the explanations given to us:

i. The Company has disclosed the impact of pending-itigations on its financial position in its financial statements
— Refer Note XX to the financial statements; [or the Company does not have any pending litigations which would
impact its financial position]

ii. The Company has made provisionyas required under the applicable law or accounting standards, for material
foreseeable losses, if any, onflong-term contracts including derivative contracts — Refer Note XX to the financial
statements; [or the Company didnot have any long-term contracts including derivative contracts for which there
were any material foreseeable losses.]

iii. There has been no delay in transferring amounts, required to be transferred, to the Investor Education and
Protection Fund by the Company {or, following are the instances of delay in transferring amounts, required to be
transferred, to the Investor Education and Protection Fund by the Company or there were no amounts which were
required to be transferred to the Investor Education and Protection Fund by the Company}.

For XYZ & Co
Chartered Accountants
(Firm’s Registration No.)
Signature
(Designation)
(Membership No. XXXXX)
Place of Signature:
Date:
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Illustrative Format of an Auditor’s Report with Qualified Opinion on basis of Misstatement “Inventories are
misstated. The Misstatement is deemed to be material but not pervasive”

INDEPENDENT AUDITOR’S REPORT

To the Members of ABC Company Limited

Report on the Financial Statements (Refer SA 700)

Management’s Responsibility for the Financial Statements (Refer SA 700)

Auditor’s Responsibility

Our responsibility (Refer SA 700)

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

Basis for Qualified Opinion

The Company’s inventories are carried in the Balance Sheet at Rs. XXX (As at 31st March 20YY: Rs. YYY). The
Management has not stated the inventories at the lower of cost and net realisable value but has stated them solely at
cost, which constitutes a departure from the Accounting Standard - 2 “Valuation of Inventories”. The Company’s records
indicate that had the Management stated the inventories at the lower of cost and net realisable value, an amount of Rs.
XXX (As at 31st March 20YY: Rs. YYY) would have been required to write the inventories ‘down to their net realisable
value. Accordingly, cost of sales would have been increased by Rs. XXX (Previousyear ‘ended’/31st March, 20YY: Rs.YYY),
and income tax, profit for the year and shareholders’ funds would have been reduced by Rs. X, Rs. XX and Rs. XXX,
respectively (Previous year ended 31st March, 20YY: Rs.Y, Rs.YY and Rs.YYY, respectively). This matter was also qualified
in our report/ the report of the predecessor auditors on the financial statements for the year ended 31st March 20YY.
Qualified Opinion

In our opinion and to the best of our information and according 6, the explanations given to us, except for the effects of
the matter described in the Basis for Qualified Opinion paragraphrabove, the aforesaid standalone financial statements
give the information required by the Act in the manner seo required and give a true and fair view in conformity with the
accounting principles generally accepted in India, of the state of affairs of the Company as at 31st March, 20XX, and its
profit/loss and its cash flows for the year ended,on that date.

Report on Other Legal and Regulatory Requiréments (Refer SA)

(b) Except for the effects of the matter, described inthe Basis for Qualified Opinion paragraph above, in our opinion,
proper books of account as required by law have been kept by the Company so far as it appears from our
examination of those books [and/preper returns adequate for the purposes of our audit have been received from the
branches not visited by us].

(e) Except for the effects of'the\matter described in the Basis for Qualified Opinion paragraph above, in our opinion,
the aforesaid standalone financial statements comply with the Accounting Standards specified under Section 133
of the Act, read with Rule 7 of the Companies (Accounts) Rules, 2014.

(f) The matter described in the Basis for Qualified Opinion paragraph above, in our opinion, may have an adverse
effect on the functioning of the Company.

(h) The qualification relating to the maintenance of accounts and other matters connected therewith are as stated in
the Basis for Qualified Opinion paragraph above.

For XYZ and Co.
Chartered Accountants
Firm’s Registration Number

Signature
(Name of the Member Signing the Audit Report)
(Designation)
Membership Number
Place of Signature
Date
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Ilustrative Format of an Auditor’s Report with Qualified Opinion (auditor unable to collect audit evidence) -
“The auditor was unable to obtain sufficient appropriate audit evidence regarding an investment in a foreign
affiliate. The possible effect of the ability to obtain sufficient appropriate audit evidence are deemed to be
material but not pervasive to the F.S.”

INDEPENDENT AUDITOR’S REPORT

To the Members of ABC Company Limited

Report on the Financial Statements (Refer SA 700)

Management’s Responsibility for the Financial Statements (Refer SA 700)

Auditor’s Responsibility

Our responsibility (Refer SA 700)

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

Basis for Qualified Opinion

ABC Company Limited’s investment in XYZ Company, a foreign associate whose net worth has been fully / substantially

eroded, is carried at Rs. XXX in the Balance Sheet as at March 31, 20XX. We were unable to obtain sufficient appropriate

audit evidence about the carrying amount of ABC Company Limited’s investment in XYZ Company as at March 31, 20XX
because we were denied access to the financial information, management, and\the {auditors of XYZ Company.

Consequently, we were unable to determine whether any adjustments to these amounts were necessary.

Qualified Opinion

In our opinion and to the best of our information and according to the explanatians given to us, except for the possible

effects of the matter described in the Basis for Qualified Opinion paragraph, the aforesaid financial statements give the

information required by the Act in the manner so required and give'a true and fair view in conformity with the
accounting principles generally accepted in India of the state of‘\affairs of the Company as at 31st March 20XX, and its
profit/loss and its cash flows for the year ended on that date.

Report on Other Legal and Regulatory Requirements (Refer SA)

(a) We have sought and, except for the matters described.in‘the Basis for Qualified Opinion paragraph, obtained all the
information and explanations which to the(best.of our knowledge and belief were necessary for the purpose of our
audit;

(b) Except for the effects of the matter{described in the Basis for Qualified Opinion paragraph above, in our opinion,
proper books of account as required by law have been kept by the Company so far as it appears from our
examination of those books [and‘\proper returns adequate for the purposes of our audit have been received from the
branches not visited by us].

(e) Except for the possible effects of the matter described in the Basis for Qualified Opinion paragraph, in our opinion,
the Balance Sheet, Statement of Profit and Loss and Cash Flow Statement comply with the Accounting Standards
specified under section 133 of the Act, read with Rule 7 of the Companies (Accounts) Rules, 2013;

(f) The matter described in the Basis for Qualified Opinion paragraph above, in our opinion, may have an adverse
effect on the functioning of the Company.

(h) The qualification relating to the maintenance of accounts and other matters connected therewith are as stated in
the Basis for Qualified Opinion paragraph above.

For XYZ and Co.
Chartered Accountants
Firm’s Registration Number

Signature
(Name of the Member Signing the Audit Report)
(Designation)
Membership Number
Place of Signature
Date

Compiled by: CA. Pankaj Garg Page 14



CA - Inter “Auditing & Assurance” Amendments for Nov. 2015 Exams

Illustrative Format of Auditor’s Report with ADVERSE Opinion on Financial statements

The F.S. are materially misstated on account of events that indicate a material uncertainty that may cast
significant doubt on the Company’s ability to continue as a going concern which has not been disclosed in the
financial statements (and notes thereto).”

INDEPENDENT AUDITOR’S REPORT

To the Members of ABC Company Limited

Report on the Financial Statements (Refer SA 700)
Management’s Responsibility for the Financial Statements (Refer SA 700)
Auditor’s Responsibility

Our responsibility (Refer SA 700)

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

audit opinion.

Basis for Adverse Opinion

The Company’s financing arrangements expired and the amount outstanding was payable on March 31, 20XX. The

Company has been unable to re-negotiate or obtain replacement financing and is considering filing for bankruptcy.

These events indicate a material uncertainty that may cast significant doubt on the Company’s ability to continue as a

going concern and, therefore, it may be unable to realise its assets and discharge its liabilities in the normal course of

business. The financial statements (and notes thereto) do not disclose this fact.

Adverse Opinion

In our opinion, because of the omission of the information mentioned in the Basis=for Adverse Opinion paragraph, the

financial statements do not give the information required by the Companies‘Act, 2013 in the manner so required and

also do not give a true and fair view in conformity with the accounting ptinciplesgenerally accepted in India of the state
of affairs of the Company as at 31st March, 20XX, and its profit/loss.and itscash flows for the year ended on that date.

Report on Other Legal and Regulatory Requirements (Refer SA)

(a) We have sought and, except for the matters described jin the Basis for Adverse Opinion paragraph, obtained all the
information and explanations which to the best of our knowledge and belief were necessary for the purpose of our
audit;

(b) Except for the effects of the matter described ift the Basis for Adverse Opinion paragraph above, in our opinion,
proper books of account as required by law have been kept by the Company so far as it appears from our
examination of those books [and proper xeturas adequate for the purposes of our audit have been received from the
branches not visited by us].

(c) [The reports on the accounts of the\bxanch offices of the Company audited under section 143(8) of the Act by the
branch auditors have been sent,‘te us and, except for the possible effects of the matter described in the Basis for
Adverse Opinion paragraph abaeve,’have been properly dealt with by us in preparing this report.]

(e) Except for the possible effects of the matter described in the Basis for Adverse Opinion paragraph, in our opinion,
the Balance Sheet, Statement of Profit and Loss and Cash Flow Statement comply with the Accounting Standards
specified under section 133 of the Act, read with Rule 7 of the Companies (Accounts) Rules, 2013;

(f) The matter described in the Basis for Adverse Opinion paragraph above, in our opinion, may have an adverse effect
on the functioning of the Company.

(h) The adverse remarks relating to the maintenance of accounts and other matters connected therewith are as stated
in the Basis for Adverse Opinion paragraph above.

For XYZ and Co.
Chartered Accountants
Firm’s Registration Number

Signature
(Name of the Member Signing the Audit Report)
(Designation)
Membership Number
Place of Signature
Date
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llustrative Format of an Auditor’s Report with Disclaimer of Opinion on the financial statements on account of

the fact that the auditor was unable to obtain sufficient appropriate audit evidence about multiple elements of the
financial statements. That is, the auditor was unable to obtain audit evidence about the entity’s inventories and
accounts receivable. The possible effects of this inability to obtain sufficient appropriate audit.

INDEPENDENT AUDITOR’S REPORT

To the Members of ABC Company Limited

Report on the Financial Statements (Refer SA 700)

Management’s Responsibility for the Financial Statements (Refer SA 700)

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on conducting our audit in accordance

with the Standards on Auditing under Section 143(10) of the Act.

We have taken into account the provisions of the Act, the accounting and auditing standards and matters which are

required to be included in the audit report under the provisions of the Act and the Rules made thereunder.

Because of the matter described in the Basis for Disclaimer of Opinion paragraph, however,'we were not able to obtain

sufficient appropriate audit evidence to provide a basis for an audit opinion.

Basis for Disclaimer of Opinion

We were appointed as auditors of the Company after March 31, 20X1\@nd/thus could not observe the counting of

physical inventories at the beginning and end of the year. Accordingly, we were unable to satisfy ourselves by

alternative means concerning the inventory quantities held at March'31, 20X0 and March 31, 20X1 which are stated in
the Balance Sheet at Rs. XXX and Rs. XXX, respectively.

In addition, the introduction of a new computerised accqunts receivable system in September 20X0 resulted in

numerous errors in accounts receivable. As of the_date“of our audit report, Management was still in the process of

rectifying the system deficiencies and correctingthe‘errors. We were unable to confirm or verify by alternative means
accounts receivable included in the Balance Sheet at a‘total amount of Rs. XXX as at March 31, 20X1.

As a result of these matters, we were unable/to determine whether any adjustments might have been found necessary

in respect of recorded or unrecorded\inventories and accounts receivable in the Balance Sheet, and the corresponding

elements making up the Statement,of Profit and Loss and Cash Flow Statement.

Opinion

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have not been

able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. Accordingly, we do not

express an opinion on the financial statements.

Report on Other Legal and Regulatory Requirements

As required by section 143 (3) of the Act, we report that:

(a) As described in the Basis for Disclaimer of Opinion paragraph, we sought but were unable to obtain all the
information and explanations which to the best of our knowledge and belief were necessary for the purpose of our
audit;

(b) Due to the possible effects of the matter described in the Basis for Disclaimer of Opinion paragraph, we are unable
to state whether proper books of account as required by law have been kept by the Company so far as appears from
our examination of those books [and proper returns adequate for the purposes of our audit have been received from

branches not visited by us];
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©

(d)

(e)

M

(h

0

[The reports on the accounts of the branch offices of the Company audited under section 143(8) of the Act by branch
auditors have been sent to us and have been properly dealt with by us in preparing this report]
Due to the possible effects8 of the matter described in the Basis for Disclaimer of Opinion paragraph, we are unable
to state whether the Balance Sheet, Statement of Profit and Loss and Cash Flow Statement dealt with by this Report
are in agreement with the books of account [and with the returns received from branches not visited by us];
Due to the possible effects of the matter described in the Basis for Disclaimer of Opinion paragraph, we are unable
to state whether the aforesaid financial statements comply with the Accounting Standards under Section 133 of the
Act read with Rule 7 of the Companies (Accounts) Rules, 2014;
The matter described in the Basis for Disclaimer of Opinion paragraph above, in our opinion, may have an adverse
effect on the functioning of the Company.
The reservation relating to the maintenance of accounts and other matters connected therewith are as stated in the
Basis for Disclaimer of Opinion paragraph above.
With respect to the other matters to be included in the Auditors’ Report in accordance with Rule 11 of the
Companies (Audit and Auditors) Rules, 2014, in our opinion and to the best of our infarmation and according to the
explanations given to us:
Due to the possible effects of the matter described in the Basis for Disclaimer of Opinion paragraph, we are
unable to state whether the Company has disclosed the impact of pending litigations on its financial position in
its financial statements — Refer Note XX to the financial statements;
Due to the possible effects of the matter described in the Basis\for Disclaimer of Opinion paragraph, we are
unable to state whether the Company has made provision{ as‘required under the applicable law or accounting
standards, for material foreseeable losses, if any, gmong-term contracts including derivative contracts — Refer
Note XX to the financial statements;
There has been no delay in transferring amounts; required to be transferred, to the Investor Education and
Protection Fund by the Company {or, following are the instances of delay in transferring amounts, required to be
transferred, to the Investor Educationand Protection Fund by the Company or there were no amounts which were
required to be transferred to the Investor Education and Protection Fund by the Company}.
For XYZ and Co.
Chartered Accountants
Firm’s Registration Number
Signature
(Name of the Member Signing the Audit Report)
(Designation)

Membership Number

Place of Signature
Date
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