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PRACTICAL APPLICATION   
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Name of Audit Firm:___________ 

Checklist 

Name of Client:______________ 

FY:_______ 

 

S. 

No. 

Particulars Checklist 

No. 

1 Index of Master file CL-1 

2 Work Completion Chart (Statutory Audit) CL-2 

3 Work Completion Chart (Tax Audit) CL-3 

4 CARO Reporting  CL-4 

5 Reporting on Internal Financial Controls CL-5 

6 Checklist for Compliance of Accounting Standards CL-6 

7 Certificate for Independence of Audit (Partner) CL-7 

8 Certificate for Independence of Audit (Articles) CL-8 

9 Questioner to Acquire Knowledge of Client 

Business 

CL-9 

10 Letters and Certificates CL-10 
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Name:_______ 

Checklist No. -1 

INDEX OF MASTER FILE 

 

 

S. No. Contains Of This File Yes/No 

1. Auditors Report  

2. CARO Report   

3. IFC Report  

3. Balance Sheet with all notes  

4. Trial Balance (duly signed)  

5. Groupings  

6. Director’s Report (Draft)  

7. Unit Wise Files (if applicable)  
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Checklist No.- 2 (A) 

Work Completion Chart (For Statutory Audit) 

Name of client  : 

Nature of Audit  :  Statutory Audit 

Financial Year ended on  :    

Assessment Year   :   

A. Audit Team Members:   

B. Partner / Partners In-charge:   

C. Activity details : 

S. 

No. 

Nature of Checking Name of article who 

performed the activity 

1. Opening Balances as on 1.4.2021  

2. Previous year figures in Balance sheet, Profit 

and Loss Account and Schedules  

 

3. Checking of totals of – 

- Balance Sheet 

- Profit and Loss A/c. 

- Schedules 

 

4. Checking of Final Trial Balance with Books  

5. Check of Trial Balance with groupings of Balance 

Sheet 

 

6. Checking of Notes on Accounts and Information 

therein 

 

7. Preparation of CARO Report and information 

therein. 

 

8. Preparation of main report  

9. Checking of Cash Flow Statement   

10. Management Representation Letter checking  

11. Depreciation as per Income Tax Act  
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Name of Audit Firm:___________ 

Checklist : 2(b) 

Name of Client:______________ 

SR. 
NO. 

NAME OF ACTIVITY CHECKED BY 
(NAME) 

UNCORRECTED 
STATEMENTS  

1.  Borrowings   

2.  Fixed Assets (PPE) & 
Depreciation  

  

3.  Quantitative reconciliation   

4.  Expense/ Ledger Scrutiny 
& Various provision for 
expenses 

  

5.  Bank Reconciliation and 
Confirmations  

  

6.  Inventories Verification    

7.  Debtors Scrutiny    

8.  Creditors Scrutiny    

9.  Other Income   

10.  Statutory Compliances   

11.  Related Party Transactions    

12.  Deferred Tax    

13.  Interest MSME   

14.  Deposits Taken (whether 
exempted or not) 

  

15.  Deposits Given   

16.  Fixed Deposits   

17.  Stores and Spares   
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18.  Contingent Liability   

19.  Third Party Confirmations    

20.  Internal Audit Reports 
Review 

  

21.  Loans and Advances 
(Given) scrutiny 

  

22.  CSR   

23.  Donation   

24.  SAP   

25.  Others    

 Name of Team Member    Signature  

 1. 

 2. 

 3. 

 

(Engagement Partner)     (Review  Partner) 
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Checklist No.- 3 
Work Completion Chart (For Tax Audit) 

Name of client               :   

Nature of Audit               :   

Financial Year ended on  :   

Assessment Year   :   
 

 

A. Audit Team Members :   

B. Partner / Partners In-charge: 

C. Activity details : 

S. 
No. 

Nature of Checking Para Name of article who 
performed the activity  

1. Report in Form 3 CA/3 CB   

2. Form 3 CD   

3. Annexure to Form 3 CD:  
- TDS Working 

 
- Quantitative Details 

 
- Depreciation Chart 

 
- Payment to relatives 

 
- ESI Chart 

 
- PF Chart 

 
- Disallowance / Allowance u/s 

43 B 
- Loans Taken, etc. 

 
- Repayment of Loan, etc. 

 
- Ratio Chart 

 
- Demand 

  
- ICDS 

 
- Cash Payment made in excess 

of Rs. 10,000 
- Brought Forward Loss 

 
34 a 
 
35 
 
18  
 
40 A(2) 
 
20 b 
 
20 b 
 
26 
 
31c 
 
31 C 
 
40 
 
41 
 
13f 
 
21 d 

 

D.          Tax Audit File – Refer checklist 3(a)  



 

 

8 
 

Name of client:____________ 

Checklist 3 (a) 

Tax Audit Files/Checklist 

 

 

S 

No. 

Particulars File No. Remarks 

1. Signed Tax Audit Report   

2. Tax audit Appointment Letter   

3. Tax Audit Certificate (MRL 

Letter) 

  

4. Form 61/ 61 a/ 61 b   

5. Demand Letter/ Proof   

6.  34(a) working/ chart with 

supporting 

  

7. Ledger account printout   
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Checklist on the 

 Companies (Auditor’s Report) Order, 2020 

 

 

Clause 

No. 

 

Particulars 

Management 

Response 

Procedure Supporting 

Papers 

3(i)(a)(A) Whether the company is maintaining proper records showing full particulars, 

including quantitative details and situation of Property, Plant and Equipment; 

(a) Whether records of Property, Plant 

and Equipment are maintained 

showing the following particulars: 

   

 (i) Sufficient description of the 

asset to make identification 

possible. 

(ii) Classification 

(iii) Location/situation. 

(iv) Quantity, i.e., number of units. 

(v) Original cost. 

(vi) Year of purchase. 

(vii) Date of put to use. 

(viii) Residual value. 

(ix) Adjustment for revaluation or 

for any increase or decrease 

in cost, e.g., on revaluation of 

foreign exchange liabilities. 

(x) Date of revaluation, if any. 
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  (xi) Rate and basis of depreciation, 

useful life, particulars regarding 

impairment. 

(xii) Depreciation and impairment for the 

current year. 

(xiii) Accumulated depreciation and 

impairment loss. 

(xiv) Particulars regarding sale, discarding,

demolition, destruction etc. 

(xv) Particulars of Property, Plant and 

Equipment that have been retired 

from active use and held for disposal. 

(xvi) Particulars of Property, Plant and 

Equipment that have been fully 

depreciated or impaired. 

   

(b) Whether aggregate original cost, 

depreciation to date and impairment loss, if 

any, as per the register/records agrees with 

General Ledger balances? If not, note the 

disagreements in respect of each class of 

assets. 

   

3(i)(a)(B) Whether the company is maintaining proper records showing full 

particulars of intangible assets; 

(a) Whether records of intangible assets are 

maintained showing the following 

particulars: 

   

 (i) Sufficient description of the 

 intangible asset to  make 
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 identification possible along with 

bifurcation as per: 

 Self-generated intangible assets 

to the extent permitted by relevant 

accounting standards 

 Acquired intangible assets 

(ii) Classification, that is, the head under 

which it is shown in the accounts, e.g., 

 Customer-based 

intangible assets, 

 marketing-based 

intangible asset, 

 contract based intangible asset, 

 artistic–based intangible assets, 

 Technology-based intangible 

assets etc. as applicable. 

(iii) Location/situation. 

(iv) Quantity, i.e., number of units. 

(v) Original cost. 

(vi) Year of purchase. 

(vii) Date of put to use. 

(viii) Residual value. 

(ix) Adjustment for revaluation or for any 

increase or decrease in cost, e.g., on 

revaluation of foreign exchange 

liabilities. 

(x) Date of revaluation, if any. 

(xi) Rate and basis of amortization, useful 

life, particulars regarding 

amortization and impairment of 

intangible assets. 
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 (xii) Amortization and impairment for the 

current year. 

(xiii) Accumulated amortization and 

impairment loss and / or reversal of 

impairment loss. 

(xiv) Particulars regarding 

retirement, sale, disposal, cessation 

etc. (e.g., termination of a license / 

permit or scrapping of a software) 

(xv) Particulars of intangible assets that 

have been retired / derecognized 

from active use and held for 

disposal. 

(xvi) Particulars of intangible assets that 

have been fully amortized or 

impaired. 

(xvii)  Particulars of any specific 

legislation which is applicable to 

intangible assets (e.g., Copyright 

Act 1957, Patents Act 1970, 

Information Technology Act 2000, 

Designs Act 2000 etc.) 

(xviii) Whether aggregate original cost, 

amortization to date and impairment 

loss, if any, as per the 

register/records agrees with General 

Ledger balances? If not, note the 

disagreements in respect of each 

class of intangible assets. 
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3(i)(b) Whether these Property, Plant and Equipment 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; 

(a) (i) Whether Property Plant and 

Equipment (PPE) were physically 
verified at any time during the year or 
earlier years according to a phased 
program? 

(ii) What is the periodicity of physical 

verification of PPE and whether the 
same is reasonable? 

(iii) Whether PPE physically verified, 
agreed/ reconciled with book figures? 

(iv) Instructions to officials for carrying out 

physical verification to include 
procedures, timing, competency of 
team members, count sheets/tags, 

formats etc. 

   

(b) The auditor may physically verify few items 

from the PPE register & vice versa. 
   

3(i)(c) Whether the title deeds of all the immovable properties (other than properties where the 

company is the lessee and the lease agreements are duly executed in favour of 

the lessee) disclosed in the financial statements are held in the name of the 

company, if not, provide the details thereof in the format below:- 

Does the company 

have any immovable 
properties (e.g. land 

and buildings)? 

Has the company 
identified the land 
and building on the 
basis of Property, 
Plant and Equipment 
register? 

    

(a) Whether the title deeds of these 
immovable  properties  (other  than 

   

(b) Properties where the company is the 

lessee and the lease agreements are duly 

executed in favour of the lessee) are in 

the name of the company? 

Whether the details as per title deeds 

reconcile with the details in PPE register, if 

not, is there any material difference to be 

reported here. 
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(c) Has the management provided details of 

immovable properties not held in 

company's name (for example, location, 

description, and reasons for not being 

held in the company's name? 

   

 (i) In case the title deeds are lost, 

assess whether the certified copies of 

such documents are available with 
the company and what actions have 
been taken by the management in 
this regard? 

(ii) In case the title deeds are mortgaged 

with the lenders, assess if the 
confirmation from the lenders is 
obtained for the same. 

(iii) In case any litigations / dispute are 

pending with respect to title of the 
immovable properties, the auditor is 
to document and report the details of 

such litigations and the forum where 
they are pending. 

The discrepancies observed should be 

reported in the CARO report as under: 

   

 (iv) In case the immovable properties 
(other than properties where the 
company is the lessee and the lease 
agreements are duly executed in 
favour of the lessee) are not held in 

the name of the company, the auditor 
has to obtain information and details 
on the following: 

(v) Description of the property( with 
details of location, area, details of 

land records/municipal records) 

(vi) Gross carrying value as in the 
financial statements. 

(vii) Held in the name of whom (name of 

party). 

(viii) Whether such properties are held in 
the name of promoter, director or their 
relative or employee. 

(ix) The period for which such properties 

are held in the name of promoter, 
director or their relative or employee. 

(x) Reason for not being held in the 
name of the company. 

(xi) Details of dispute, if any. 

(xii) Auditor may carry out suitable 
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substantive test, external 
confirmation, and obtain necessary 
management representation for the 
purpose of reporting under this 
clause. 

 

3(i)(d) Whether the company has revalued its Property, Plant and Equipment (including Right 

of Use assets) or intangible assets or both during the year and, if so, whether the 

revaluation is based on the valuation by a Registered Valuer; specify the amount of 

change, if change is 10% or more in the aggregate of the net carrying value of each 

class of Property, Plant and Equipment or intangible assets; 

3(i)(e) Whether any proceedings have been initiated or are pending against the company for 

holding any benami property under the Benami Transactions (Prohibition) Act, 1988 (45 

of 1988) and rules made thereunder, if so, whether the company has appropriately 

disclosed the details in its financial statements; 

3(ii)(a) Whether physical verification of inventory has been conducted at reasonable intervals 

by the management and whether, in the opinion of the auditor, the coverage and 

procedure of such verification by the management is appropriate; whether any 

discrepancies of 10% or more in the aggregate for each class of inventory were noticed 

and if so, whether they have been properly dealt with in the books of account; 

(a) Has the management physically verified the 

inventory, as defined in AS 2/Ind AS 2? Inventory 

normally includes- 

 Raw materials and Components 

 Packing materials 

 Maintenance supplies 

 Work in progress 

 Finished Goods 

 Stores and Spares 

 Consumables and Loose tools 

   

(b) Whether evidence of physical verification has been 

seen and reasonableness of periodicity of physical 

verification evaluated by verifying following: 

   

  written instructions issued by the 
management. 

 duly authenticated physical verification 

sheets. 

 duly authenticated summary sheets/ 
consolidation sheet. 

internal memo, etc., regarding issues arising 
on physical verification. 

 any other documents evidencing 
physical verification. 
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(c) Whether the original physical verification 

sheets have been reviewed and selected 

items traced into the final inventories? 

(including the more valuable ones as per ABC 

classification) 

   

(d) Whether the comparison of final inventories 
with stock has been done? Whether records 
and other corroborative evidence, e.g. 
inventory statements submitted to banks? 

   

(e) In case of continuous stock taking method, 
whether management: 

   

 (i) maintains adequate and up-to- date stock 
records; 

(ii) has established adequate procedures for 

physical verification of inventories, so that 
in the normal circumstances, the 
programme of physical verification will 
cover all material items of inventory at 
least once during the year; and 

(iii) checks/examines thoroughly and corrects 

all material differences between the book 
records and the physical counts. 

 

 

  

(f) Whether stock register is updated and value 

of inventory extracted from it tally with the 

books of account. 

   

 (g) Whether any discrepancies of 10% or more in 
aggregate for each class of inventory were 
noticed (in terms of value) in the stock 
records/ register as compared to books of 
account? 

If yes, how the same have been dealt with in 
the books of account as well as in the stock 
records? 

In case discrepancy cannot be determined, 

state this fact. 

  

3(ii)(b) Whether during any point of time of the year, the company has been sanctioned working 
capital limits in excess of five crore rupees, in aggregate, from banks or financial 
institutions on the basis of security of current assets; whether the quarterly returns or 
statements filed by the company with such banks or financial institutions are in 
agreement with the books of account of the Company, if not, give details; 
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3(iii)(a) Whether during the year the company has made investments in, provided any guarantee 

or security or granted any loans or advances in the nature of loans, secured or 

unsecured, to companies, firms, Limited Liability Partnerships or any other parties, if 

so, 

(a) whether during the year the company has provided loans or provided advances in 

the nature of loans, or stood guarantee, or provided security to any other entity [not 

applicable to companies whose principal business is to give loans], if so, indicate –-3). 

 

a) Has the company made an investment, granted any loans/ advances in nature of loans 

(Secured or Un-secured), provided guarantee/ security to company’s, firms, limited 

liability partnership or any other parties. 

 

 

b) Whether the company has granted any loans / advances in nature of loans to parties 

and squared of during the year, obtain detail of such transactions. 

 

 

3(iii)(b) Whether the investments made, guarantees provided, security given and the terms and 

conditions of the grant of all loans and advances in nature of loans and guarantees 

provided are not prejudicial to the company’s interest; 

 

 

3(iii)(c) In respect of loans and advances in the nature of loans, whether the schedule of 

repayment of principal and payment of interest has been stipulated and whether the 

repayments or receipts are regular; 

  

3(iii)(d) If the amount is overdue, state the total amount overdue for more than ninety days, and 

whether reasonable steps have been taken by the company for recovery of the principal 

and interest; 

3(iii)(e) Whether any loan or advance in the nature of loan granted which has fallen due during 

the year, has been renewed or extended or fresh loans granted to settle the overdues of 

existing loans given to the same parties, if so, specify the aggregate amount of such 

dues renewed or extended or settled by fresh loans and the percentage of the aggregate 

to the total loans or advances in the nature of loans granted during the year [not 

applicable to companies whose principal business is to give loans]; 

3(iii)(f) Whether the company has granted any loans or advances in the nature of loans either 
repayable on demand or without specifying any terms or period of repayment, if so, 
specify the aggregate amount, percentage thereof to the total loans granted, aggregate 
amount of loans granted to Promoters, related parties as defined in clause (76) of 
section 2 of the Companies Act, 2013; 

  

3(iv) In respect of loans, investments, guarantees, and security, whether provisions of 
sections 185 and 186 of the Companies Act have been complied with, if not, provide the 
details thereof; 
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3(v) In respect of deposits accepted by the company or amounts which are deemed to be 
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 made thereunder, where applicable, have been complied with, if not, the 
nature of such contraventions be stated; If an order has been passed by Company Law 
Board or National Company Law Tribunal or Reserve Bank of India or any court or any 
other tribunal, whether the same has been complied with or not; 

(a) If the company has accepted deposits or 
amounts which are deemed to be deposits 
from the public, state whether: 

   

(b) Where an order has been passed by the 

Company Law Board or National Company 

Law Tribunal or Reserve Bank of India or any 

Court or any other Tribunal in respect of 

above, examine the steps taken by the 

company to comply with the order, and if not, 

report briefly stating therein the nature of 

contravention and the fact that company has 

not complied with the order. 

   

3(vi) Whether maintenance of cost records has been specified by the Central Government 

under sub- section (1) of section 148 of the Companies Act and whether such accounts 

and records have been so made and maintained; 

(a) Whether cost records have been prescribed for 

the company under section 148(1) of the 

Companies Act, 2013? 

   

(b) If so verify whether proper cost accounts and 

records are made and maintained by the 

Company as specified- Obtain Form CRA-A. 

   

3(vii)(a) Whether the company is regular in depositing undisputed statutory dues including Goods 

and Services Tax, provident fund, employees’ state insurance, income-tax, sales-tax, 

service tax, duty of customs, duty of excise, value added tax, cess and any other 

statutory dues to the appropriate authorities and if not, the extent of the arrears of 

outstanding statutory dues as on the last day of the financial year concerned for a period 

of more than six months from the date they became payable, shall be indicated; 

(a) Whether a list of statutory dues which company 

is required to deposit regularly has been 
obtained. 

   

(b) In case where there are no arrears on the 
balance sheet date but the company has been 
irregular during the year in depositing the 
statutory dues, the fact should be stated. 
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3(vi) Whether maintenance of cost records has been specified by the Central Government 

under sub- section (1) of section 148 of the Companies Act and whether such accounts 

and records have been so made and maintained; 

(a) Whether cost records have been prescribed for 

the company under section 148(1) of the 

Companies Act, 2013? 

   

(b) If so verify whether proper cost accounts and 

records are made and maintained by the 

Company as specified- Obtain Form CRA-A. 

   

3(vii)(a) Whether the company is regular in depositing undisputed statutory dues including Goods 

and Services Tax, provident fund, employees’ state insurance, income-tax, sales-tax, 

service tax, duty of customs, duty of excise, value added tax, cess and any other 

statutory dues to the appropriate authorities and if not, the extent of the arrears of 

outstanding statutory dues as on the last day of the financial year concerned for a period 

of more than six months from the date they became payable, shall be indicated; 

(a) Whether a list of statutory dues which company 

is required to deposit regularly has been 
obtained. 

   

(b) In case where there are no arrears on the 
balance sheet date but the company has been 
irregular during the year in depositing the 
statutory dues, the fact should be stated. 

   

 

(c) Whether the Company has been generally 

regular in depositing statutory dues or otherwise, 

indicate the same. 

   

(d) Whether penalty and/or interest levied under the 
respective law is included under amounts 

payable? 

   

(e) Ensure that disclosure is restricted to the actual 

arrears and should not include the amounts 

which have not fallen due for deposit and have 

been shown as arrears at the balance sheet 

date. 
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(f) Whether the information about arrears of 
outstanding statutory dues is provided in the 
format: 

 Name of the Statute 

 Nature of the dues 

 Amount (Rs.) 

 Period to which amount relates 

 Due date 

 Date of Payment 

   

(g) Whether a written representation with reference 
to the date of the balance sheet obtained from 
the management: 

 specifying the cases and the amounts 

considered disputed; 

 containing a list of the cases and the 
amounts in respect of the statutory dues 
which are undisputed and have remained 
outstanding for a period of more than six 
months from the date they became payable; 

 containing a statement as to the completeness 
of the information provided by the 
management. 

   

 

(h) Whether any register of significant laws with 

which the company has to comply within its 

particular industry and a record of complaints in 

respect of non-compliance been maintained? 

   

3(vii)(b) Where statutory dues referred to in sub-clause (a) have not been deposited on account of 
any dispute, then the amounts involved and the forum where dispute is pending shall be 
mentioned. (a mere representation to the concerned Department shall not be treated as a 
dispute); 

 

 

3(viii) Whether any transactions not recorded in the books of account have been surrendered 

or disclosed as income during the year in the tax assessments under the Income Tax 

Act, 1961 (43 of 1961), if so, whether the previously unrecorded income has been 

properly recorded in the books of account during the year; 
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3(ix)(a) Whether the company has defaulted in repayment of loans or other borrowings or in the 

payment of interest thereon to any lender, if yes, the period and the amount of default to 

be reported as per the format below: 

 Nature of Name of Amount Whether No. of Remarks, 

 borrowing lender* not paid principal days if any 

 including  on due or delay or  

 debt  date interest unpaid  

 
securities 

     

  
 
 
  
 

  
 
 
 
 
 

   

  
 
  

 

 

 

 

 

 

 

 

(a) Whether the disputes between the company and the 

lender on various issues give rise to disclaimer 

stating the fact there is a dispute between the 

company and the lender and accordingly the auditor 

is unable to determine whether there is a default in 

repayment of dues to the lender concerned? 

   

 

3(ix)(b) Whether the company is a declared willful defaulter by any bank or financial institution 

or other lender; 

(a) Whether the company has defaulted in 

repayment of loans and/ or payment of interest? 
   

(b) Information in public domain indicate that the 

company has been declared a willful defaulter? 
   

(c) If the company has been declared a willful 

defaulter by any lender as at the date of the 

balance sheet or on the date of signing of audit 

report. 

   

(d) Has the company received any show-cause 

notice in accordance with RBI Circular dated 

July 1, 2014 on Willful Defaulters? 

   

3(ix)(c) Whether term loans were applied for the purpose for which the loans were obtained; if 

not, the amount of loan so diverted and the purpose for which it is used may be 

reported; 
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(a) Whether the company has taken any term 

loan? 

   

 

(b) Examine the terms and conditions subject to which the 

company has obtained the term loans including purpose 

for which term loans were sanctioned. 

   

(c) Compare the purpose for which term loans were 

sanctioned with the actual utilization of the loans and 

obtain sufficient appropriate audit evidence regarding the 

utilization of the amounts raised. 

   

(d) In case, during a construction phase surplus funds were 

temporarily invested, however, subsequently the same are 

utilized for the stated objectives, mention the fact that the 

funds were temporarily used for the purpose other than for 

which the loan was sanctioned but were ultimately utilized 

for the stated end- use. 

   

(e) Where the Company has taken general purpose loans, 

whether these have been utilized for purposes considered 

as diversion by RBI Circular dated July 1, 2014 on willful 

Defaulters. 

   

(f) Whether the fund flow statement has been reviewed 
where one to one correlation was not possible. 

   

(g) Whether term loans taken were not applied for stated 

purpose during the year for any reason? If yes, mention 

the facts and amount. Also disclose the fact about 

utilization of term loan of earlier year in current year. 

   

 

3(ix)(d) Whether funds raised on short term basis have been utilized for long term purposes, if 

yes, the nature and amount to be indicated; 

(a) Whether movement of funds of company can be 

examined and verified and such movement also 

be supported by relevant 

documentation, direct relationship between 

particular funds and an asset from the balance 

sheet can be ascertained. 

   

3(ix)(e) Whether the company has taken any funds from any entity or person on account of or to 

meet the obligations of its subsidiaries, associates or joint ventures, if so, details 

thereof with nature of transactions and the amount in each case; 
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3(ix)(f) Whether the company has raised loans during the year on the pledge of securities held 

in its subsidiaries, joint ventures or associate companies, if so, give details thereof and 

also report if the company has defaulted in repayment of such loans raised; 

 

3(x)(a) Whether moneys raised by way of initial public offer or further public offer (including 

debt instruments) during the year were applied for the purposes for which those are 

raised, if not, the details together with delays or default and subsequent rectification, 

if any, as may be applicable, be reported; 

3(x)(b) Whether the company has made any preferential allotment or private placement of 

shares or convertible debentures (fully, partially or optionally convertible) during the 

year and if so, whether the requirements of section 42 and section 62 of the Companies 

Act, 2013 have been complied with and the funds raised have been used for the 

purposes for which the funds were raised, if not, provide details in respect of amount 

involved and nature of non- compliance; 

3(xi)(a) Whether any fraud by the company or any fraud on the company has been noticed or 

reported during the year, if yes, the nature and the amount involved is to be indicated; 

 

3(xi)(b) Whether any report under sub-section (12) of section 
143 of the Companies Act has been filed by the auditors in Form ADT-4 as prescribed 
under rule 13 of Companies (Audit and Auditors) Rules, 2014 with the Central 
Government; 

 

3(xi)(c) Whether the auditor has considered whistle-blower complaints, if any, received during 

the year by the company; 

3(xii)  (a) Whether the Nidhi Company has complied with the Net Owned Funds to Deposits 

in the ratio of 1: 20 to meet out the liability; 

(b) Whether the Nidhi Company is maintaining ten per cent. unencumbered term 

deposits as specified in the Nidhi Rules, 2014 to meet out the liability; 

(c) Whether there has been any default in payment of interest on deposits or 

repayment thereof for any period and if so, the details thereof; 

3(xiii) Whether all transactions with the related parties are in compliance with sections 177 

and 188 of Companies Act where applicable and the details have been disclosed in the 

Financial Statements etc., as required by the applicable accounting standards; 

(a) Obtain a statement containing details of 
transactions with related parties. 

   



Page 24 of 
9 

 

 

 

 

3(xiv)(a) Whether the company has an internal audit system commensurate with the size 

and nature of its business; 

 Have you considered the following factors to 
determine whether the internal audit system is 
commensurate with the size of the company 
and nature of its business: 

   

(a) Is there an internal audit system in the 
Company? (Mere internal check should not be 
considered as internal audit). 

   

(b) Whether the company has appointed internal 
auditor in compliance with section 138 of the 
Act and applicable rules? 

   

(c) Has the internal audit been conducted by a 
separate internal audit department or by 
external professional firm? 

   

(d) Is the internal audit department sufficient in 

size and properly manned to perform the 

internal audit function? 

   

(e) Is the head of the internal audit department 

a qualified professional? 
   

(f) Is internal audit department independent of the 

accounting department? 
   

(g) To whom the internal audit 

department is responsible? 
   

(h) In case of listed companies, whether provisions 

of SEBI LODR Regulations have been complied 

with and whether the head of internal audit is 

present in the audit committee meeting? 

   

(i) Whether the internal auditor has adequate 

technical assistance to discharge his functions? 
   

(j) Do the Internal Auditors have 

questionnaires or guide manual? 
   

(k) Whether internal audit work is carried out 

according to a plan and programme and, if so 

what are the areas covered in this year? 

   

(l) Whether adequate files and records are 
maintained by the Internal Auditors? 
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(m) Do the internal auditors’ reports give: 

 Conclusions on the audit? 

 Exceptions to the accounts and records? 

 Recommendations on the internal

control and procedures? 

   

(n) With respect to the internal auditors’ reports: 

 are they sent to an appropriate operating 

official? 

 is corrective/ remedial action initiated? 

   

  do internal auditors follow up to see that 
appropriate action is taken? 

 do the files indicate that appropriate action 
was taken? 

   

3(xiv)(b) Whether the reports of the Internal Auditors for the period under audit were 

considered by the statutory auditor; 

(a) Whether all the reports of the internal auditors 
covering upto the end of the financial year 
under audit are made available sufficiently in 
advance? 

   

(b) Whether management has taken appropriate 
action to ensure that all observations/findings in 
relation to control deficiencies having financial 
impact are remediated? 

   

(c) Whether to reassess the nature, timing and 
extent of the audit procedures based on the 
observations noted by the internal auditor? 

   

(d) Whether the control deficiency identified is a 

significant deviation or material weakness? 
   

(e) If, for any reason, all or some of the internal 
audit reports are not available, or do not 
adequately address the plan and scope 
required, appropriate disclosure shall be made 
under this clause. 

   

(f) Implications of control deficiencies / non-

compliances above shall be considered in the 

auditor’s report on the financial statements. 
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3(xv) Whether the company has entered into any non-cash transactions with directors or 

persons connected with him and if so, whether the provisions of section 192 of 

Companies Act have been complied with; 

 

 

3(xvi)(a) Whether the company is required to be registered under section 45-IA of the 

Reserve Bank of India Act, 1934 (2 of 1934) and if so, whether the registration has 

been obtained; 

 

3(xvi)(b) Whether the company has conducted any Non- Banking Financial or Housing 

Finance activities without a valid Certificate of Registration (CoR) from the Reserve 

Bank of India as per the Reserve Bank of India Act, 1934; 

(a) Examine the Financial Statements and other 

relevant records/information to ascertain 

whether the Company is conducting any Non-

Banking Financial or Housing Finance 

activities. 

   

 

 

3(xvi)(c) Whether the company is a Core Investment Company (CIC) as defined in 

the regulations made by the Reserve Bank of India, if so, whether it 

continues to fulfil the criteria of a CIC, and in case the company is 

an exempted or unregistered CIC, whether it continues to fulfil such 

criteria; 

 

3(xvi)(d) Whether the Group has more than one CIC as part of the Group, if yes, 

indicate the number of CICs which 
are part of the Group; 

 

3(xvii) Whether the Company has incurred cash losses in the financial year and 

in the immediately preceding financial year, if so, state the amount of 

cash losses; 

 

3(xviii) Whether there has been any resignation of the statutory auditors during 

the year, if so, whether the auditor has taken into consideration the 

issues, objections or concerns raised by the outgoing auditors; 
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3(xix) On the basis of the financial ratios, ageing and expected dates of realization of 

financial assets and payment of financial liabilities, other information accompanying 

the financial statements, the auditor’s knowledge of the Board of Directors and 

management plans, whether the auditor is of the opinion that no material 

uncertainty exists as on the date of the audit report that company is capable of 

meeting its liabilities existing at the date of balance sheet as and when they fall due 

within a period of one year from the balance sheet date; 

  

 

3(xx)(a) Whether, in respect of other than ongoing projects, the company has transferred 

unspent amount to a Fund specified in Schedule VII to the Companies Act within a 

period of six months of the expiry of the financial year in compliance with second 

proviso to sub-section (5) of section 135 of the said Act; 

  

3(xx)(b) Whether any amount remaining unspent under section 

(5) of section 135 of Companies Act, pursuant to any ongoing project, has been 

transferred to special account in compliance with provision of sub section 

(6) of section 135 of the said Act; 

  

 

3(xxi) Whether there have been any qualifications or adverse remarks by the respective 
auditors in the Companies (Auditor's Report) Order (CARO) reports of the companies 
included in the consolidated financial statements, if yes, indicate the details of the 
companies and the paragraph numbers of the CARO 

report containing the qualifications or adverse remarks. 

 1. Whether there have been any qualifications or adverse remarks by the respective 
auditors in the Companies 

(Auditor’s Report) Order (CARO) reports of the companies included in the consolidated 
financial statements? 
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Name of Audit Firm:___________ 

Name of Client:______________ 

 FY:_______ 

Checklist No. 5 

Reporting on Internal Financial Controls 

S.No Particulars Remarks 

1 Check whether a reporting on IFC as required 
u/s 143(3)(i) is applicable. 

 

2 143(3)(i) shall not apply to a private company:- 

(i) which is a one person company or a 
small company; or 
 

(ii) which has turnover less than rupees fifty 
crores as per latest audited financial 
statement or which has aggregate 
borrowings from banks or financial 
institutions or any body corporate at any 
point of time during the financial year 
less than rupees twenty five crore.”. 

 

3. Details of Internal Financial controls in respect 
fields. 

 

 

4. Deficiency noted, if any  
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Name of Audit Firm:___________ 

Name of Client:______________ 

FY:_______ 

Checklist No.-6 

Compliance of AS  

  

S. 

No. 

Information Note on AS Replies 

1.  Disclosure of Accounting Policies 

a. Whether fundamental assumption is followed 

b. Significant accounting policies/change in 

accounting policies if any 

c. Effect with quantification, if material 

 

2.  Valuation of Inventory 

a. Whether valuation done as accounting policy 

b. Is there any change policy of valuation of 

inventory? 

c. Whether physical verification was carried out  

 

3.  Cash Flow Statement 

a. Whether applicable  

 

4.  Contingencies and Events occurring after the 

balance sheet date 

a. Whether Disclosure of contingent liabilities 

made 

b. Whether Disclosure of claims not 
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acknowledged made 

5.  P&L for Period, Prior Period, Changes in 

Accounting policies 

a. Extra ordinary items 

b. Prior period items 

c. Major Accounting estimate made 

d. Change in Accounting policies 

e. Reason and effect thereof 

 

6.  Accounting for Research and Development 

a. Treatment of R&D expenses of revenue 

nature 

b. Components of R&D cost 

c. If deferred, method of amortization 

 

7.  Revenue Recognition 

a. In case of sale of goods, whether all 

significant risk and rewards of ownership has 

been transferred. 

b. The method revenue recognition. 

c. Nature and types of income and its 

recognition. 

d. Provisions of Future exp. Like warranty, etc. 

 

8.  Accounting for Property Plant & equipment  

9.  Accounting for the effects of changes in Foreign 

Exchange Rates 

 

10.  Accounting for Government Grants  

11.  Accounting for Investments  
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12.  Accounting for Amalgamation  

13.  Accounting for Retirement benefits in the Financial 

Statements of Employers 

 

14.  Borrowing Costs  

15.  Segmental Reporting  

16.  Related Party Disclosures  

17.  Accounting for Leases  

18.  Earning per Share  

19.  Consolidation of Financial Statements  

20.  Accounting for Taxes in income   

21.  Accounting for Investments in Associates in 

Consolidated Financial Statements 

 

22.  Discontinuing Operation  

23.  Interim Financial Reporting  

24.  Intangible Assets  

25.  Financial Reporting of Interests in Joint Venture  

26.  Impairment of Assets  

27.  Provision, Contingent Liability and Contingent 

Asset 
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Checklist No.- 7 

 

Name of Client:. 

Year of Audit:  

 

I hereby certify that neither myself nor my relatives have any substantial 

interest as partner, director in the aforesaid company during the financial 

year 2021-22  And also that no loans and advances has been taken from 

aforesaid company. 

 

  Signature 

 

Place: Jaipur          

Date:            
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Checklist No.- 8 

 

Name of Client:  

Year of Audit:  

 

I hereby certify that neither myself nor my relatives have any substantial interest 

as partner, director in the aforesaid company during the financial year 2021-22 

and also that no loans and advances has been taken from aforesaid company. 

 

 

Place: Jaipur          

Date:      Name of Article    Signature

  

  1. 

  2. 

  3. 
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Checklist No.-9 

QUESTIONAIRE TO ACQUIRE KNOWLEDGE OF CLIENT’S BUSINESS 

Name of Client: ______ 

FY: ______ 

1. Name of the client and the year of 
audit. 

Remarks 

2. When and where the plan was 
established and first came to 
production for sale. 

 

3. Initial installed capacity and later 
permission of Central or state govt. 
for expansion. 

 

4. Incidental benefits made available 
to industry by Central/State Govt. 
subsidies, tax concessions, etc. 

 

5. Branch offices, depots, 
consignment centers of the concern 
and their management 

 

6. Pattern of Finance: 

i. Name and amount sanctioned 
by Financial Institution and 
Bankers 

ii. Due date of payment of 
interest 

iii. Principle rate of interest 
iv. Overdue interest 
v. Defaulted amounts 

 

7. Initial products and subsequent 
changes. 

 

8. Brief process of industry to 
manufacture the main product, 
scrap generated and controls 
thereon 

 

9. Main components of the Raw 
Material used in the industry.  

 

10. Present  
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Directors/Partners/Proprietor of the 
Company/Firm and their relatives. 

11. Other officials – Manager, etc. Their 
authorization and specimen 
signature. 

 

12.  Changes in the organizational 
structure of the concern. 

 

13. Main customers of the concern.  

14. Who are the main suppliers of the 
Raw Material and whether these 
are interested in the concern? 

 

15. Special provision of the 
State/Central Govt. applicable to 
the industry. 

 

16. Method of accounting employed, 
exceptions to the accrual system. 

 

17. Method of Valuation of stock: 

i. Raw material 
ii. Finished Goods 
iii. Work in Progress 
iv. Stores and spares 

 

18. Maintenance of Books of Accounts 
in: 

i. Accounts Department 
ii. Raw Material Deptt., issue 

and pricing system  
iii. Stores and Spares 
iv. Sates of Finished Goods 

and Scrap 

 

19. Competitive position of the industry 
and concern. 

 

20. Upward-downward trend in 
business of the concern, indicate 
reasons. 
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Checklist No. - 10 

Certificates & Letters 

Name of the Company:   

Financial Year:                  

PAN:                                   

TAN:                                  

  

S. 
No. 

Name of Certificate To be signed by whom Doc. No. 

1. Appointment Letter (Statutory Audit) Managing Director/ Director 1.  

2. Engagement Letter – Audit Managing Director/ Director 2.  

3. Engagement Letter - IFC Managing Director/ Director 3.  

3. Management Representation Letter – 
Audit 

Managing Director/ Director 4.  

5. Management Representation Letter – 
IFC 

Managing Director/ Director 5.  

6. Management Representation Letter – 
CARO 

Managing Director/ Director 6.  

7. Directors Authorized to sign the 
Balance Sheet  

Company Secretary/ 
Managing Director/ Director 

7.  

8. MSME Certificate CFO  8.  

9. Auditor’s Communication with TCWG Company Secretary/ 
Managing Director 

9.  

10. Letter of Related Party Transactions CFO 10.  

11. Other Certificates/ Letters 

(a) Transactions with Struck off 
Companies 

(b) CSR Disclosure  

(c) New Disclosure Requirement in 
Schedule III 

Company Secretary/ 
Managing Director/ Director 

11.  

12. Audit Planning – Submitted to TCWG Managing Director 12.  
 

 

AUDITORS COMMUNICATION TO THOSE CHARGED WITH GOVERNANCE 

TCWG%20LETTER%202021-22.docx
TCWG%20PLANNING.docx
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Date:     
 
To            
The Managing Director 
ABC Co. Ltd. 
 
Dear Sir, 
 
Sub:  Auditors communication to those charged with governance as required by Standards on 

Auditing (SA 260) issued by The Institute of Chartered Accountants of India. 
 
We the firms of Chartered Accountants have been appointed as the Statutory Auditors (SA) of ABC Co. 
Ltd. under section 139 of the Companies Act 2013 to audit Financial Statements of the company for 
Financial Year 2021-2022. The financial statements will comprise the Balance Sheet as at 31st March 
2022, and the Statement of Profit and Loss (including Other Comprehensive Income), the Statement of 
Cash Flows and the Statement of Changes in Equity for the year then ended, and a summary of the 
significant accounting policies and other explanatory information. 
 
Our audit will be conducted with the objective of expressing an opinion if the aforesaid financial 
statements give the information required by Indian Accounting Standards (Ind AS), Companies Act 
2013 and other recognized accounting practices and policies 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, 2022, its profit/loss and its cash flows for the 
year ended on that date which, inter alia, includes reporting in conjunction whether the Company has 
an adequate internal financial controls system with reference to financial statements, in place and the 
operating effectiveness of such controls.  
 
We will conduct our audit in accordance with the Standards on Auditing (SAs), issued by the Institute 
of Chartered Accountants of India (ICAI) and deemed to be prescribed by the Central Government in 
accordance with Section 143(10) of the Companies Act 2013. 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 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. 
 
The terms of reference for our audit of internal financial controls with reference to financial 
statements, carried out in conjunction with our audit of the Company’s financial statements will be as 
stated in the engagement letter for conducting such audit and should be read in conjunction with this 
letter.  
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.  
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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. Also, projections of any evaluation of the internal financial 
controls with reference to financial statements to future periods are subject to the risk that the 
internal financial control with reference to financial statements may become inadequate because of 
changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate.  
 
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:  
o Compliance with the applicable provisions of the Companies Act 2013;  
o Assessing the impact of COVID 19 as per the guidance provided by the Institute of 

Chartered Accountants of India (ICAI) in its Advisory "Impact of Corona Virus on 
Financial Reporting and other advisories/instructions issued by the Regulators, along 
with accounting of such impact in the books of accounts including disclosures (as 
applicable).  

o Adequate disclosures in the Financial Statements as required under Schedule III of the 
Companies Act and applicable accounting standards. 

o Proper maintenance of accounts and other matters connected therewith;  
o The responsibility for the preparation of the financial statements on a going concern 

basis;  
o The preparation of the annual accounts in accordance with, the applicable Indian 

Accounting Standards and providing proper explanation relating to any material 
departures from those Indian Accounting Standards;  

o Selection of accounting policies and applying them consistently and making judgments 
and estimates that are reasonable and prudent so as to give a true  

o and fair view of the state of affairs of the Company at the end of the financial year and 
of the profit and loss and cash flows of the Company for that period;  

o 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;  

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

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

o Conducting physical verification of Inventories and Property, Plant and Equipment on 
regular basis and maintain records of such verification conducted by the management 

 
(b) Identifying and informing us of financial transactions or matters that may have any adverse 

effect on the functioning of the Company. 
  

(c) Identifying and informing us of: 
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o 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 
standards; and  

 
o Any delay in transferring amounts, required to be transferred, to the Investor Education 

and Protection Fund by the Company. 
 

o Others matters as required to be reported by us in terms of CARO (Companies Auditor's 
Report Order), 2020 and other provisions of Companies Act, 2013. 

 
(d) Informing us of facts that may affect the financial statements, of which Management may 

become aware during the period from the date of our report to the date the financial 
statements are issued. 
 

(e) To provide us, inter alia, with:  
I. Access, at all times either physically or through digital mode, to all information, 

including the books, accounts, vouchers and other records and documentation of the 
Company, whether kept at the Head Office, Plants, units, 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; 

II. 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 CARO 2020 and Section 143(12) of the Companies Act 2013; 
additional information that we may request from the Management for the purposes of 
our audit;  

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

IV. Additional information that we may request from the Management for the purposes of 
our audit; 
 

V. All the required support to discharge our duties as the statutory auditors as stipulated 
under the Companies Act, 2013/ ICAI standards on auditing and applicable guidance.  
 

VI. Other information financial or non-financial information (other than financial 
statements and the auditor’s report thereon) to be included in the Company Annual 
Report, in the timely manner for the purpose of our reporting under SA 720 (Revised) 
‘The Auditor’s Responsibilities Relating to Other information’ so as to enable us to read 
the same and communicate material inconsistencies, if any, with the audited financial 
statements. 

 

https://cleartax.in/s/caro-companies-auditors-report-order-2020
https://cleartax.in/s/caro-companies-auditors-report-order-2020
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As part of our audit process, we will request from the Management Written Representation Letter as 
required under Standard on Auditing (SA) 580 ”Written Representations” which deals with the 
auditor’s responsibility to obtain written representations from management and, where appropriate, 
those charged with governance that they believe that they have fulfilled their responsibility for the 
preparation of the financial statements and for the completeness of the information provided to the 
auditor.  
 
We also communicate with those charged with governance regarding, among other matters, the 
planned scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that we identify during our audit.  
 
We also assure those charged with governance that we have complied with relevant ethical 
requirements regarding independence, and to communicate with them all relationships that may 
reasonably be thought to bear on our independence, and where applicable, related safeguards. 
 
Planned Nature, Timing and extent of the Audit  
 
The scope of our audit is consistent with the scope communicated in our engagement letter. The 
Work allocation and audit timeline is in line with the timeframe as suggested by management of ABC 
Co. Ltd..  
 
 
Materiality Calculation and Sampling 

The materiality level for the financial statements as a whole will be determined in accordance with SA 
320 ‘Materiality in Planning and Performing an Audit’, which will be used to assess whether 
accumulated misstatements are material.  
 
Involvement of Statutory auditors in the Audit 

We as auditors of ABC Co. Ltd. have performed the statutory audit for the year ended 31st March 
2022.  
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Significant issues identified so far, which arose in the previous Audit, Audit discussions etc. 

We as part of our review procedures share our audit observations with the management on 
completion of limited reviews and audit. Apart from other aspects and matters, which may further 
emerge during the course of audit, we feel that audit will have specific focus on the following 
significant areas: 
 

 Modified Audit Procedures necessitated pursuant to COVID-19 pandemic. 

 Evaluation of adequacy of provision for impairment of tangible and intangible assets. 

 Compliance with the format prescribed under Division II of Schedule III of Companies Act, 2013 
including enhance reporting requirements in terms of recent amendments in the Schedule III 

 Classification of advances in – Secured and Unsecured Advances 

 Physical Verification and Valuation of Inventories 

 Existence and Physical verification of PPE  

 Disclosure of completeness of contingent liabilities.  

 Litigation and Claims pending with various tax and regulatory authorities and claims from 
vendors/ suppliers, Government and employees which have not been acknowledged as debt 
by the company. 

 Overdue outstanding receivable from customers for supplies made by the company. 

 Review of Capital Works in Progress and timely capitalization in the books. 

 Reconciliation of Revenue and related expenses based on the activities carried out and obtain 

management confirmation for the same.  

 Disclosure regarding amounts payable to MSMEs as required under MSMED Act, 2006. 

 Recognition and Measurement of Current and deferred taxes 

 Employee Benefits involving significant estimates, assumptions and other attributes used in 
quantification/disclosure including Actuarial valuation thereof.  

 Other areas to be included in our audit report. 
  
 
Development in Indian Accounting Standards and other significant regulatory changes 

The company’s financial statements will be prepared on accrual basis of accounting and complying 
with the Indian Accounting Standards (Ind AS) notified under the Companies (Indian Accounting 
Standards) Rules, 2015 and subsequent amendments thereto, the Companies Act, 2013 (to the extent 
notified and applicable).  
 
The Ministry of Corporate Affairs (MCA) has amended Schedule III of Companies Act 2013 (Act) on 24 
March 2021 with an objective to increase transparency and provide additional disclosures to users of 
financial statements. These amendments are effective from 1 April 2021. Further, the MCA had issued 
the Companies (Auditor’s Report) Order, 2020 (CARO 2020), which is also applicable for audit reports 
to be issued on or after 1 April 2021. A detailed presentation briefly explaining the provisions of 
Revised Schedule III of Companies Act 2013 and the Companies (Auditor’s Report) Order, 2020, is 
already circulated and discussed with ABC Co. Ltd. team. 
Other Significant Matters or Issues  
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In the normal course of our professional association with the company, we generally discuss a variety 
of matters, including the application of accounting principles and auditing standards, operating 
conditions affecting the entity, and operating plans and strategies that may affect the risks of material 
misstatement.  
 
This communication is intended solely for the information and use of the management of the 
company and is not intended to be and should not be used by anyone other than these specified 
parties.  
 

Yours faithfully, 
 

For XYZ & and Co.                                                           
Chartered Accountants                                                            

 
 
 

(NAME) 
Partner   

 

  



Page 43 of 
9 

 

 

 

       

 

AUDIT PLANNING DOCUMENT SUBMITTED TO TCWG 

Date: 

Statutory Audit 2021-22 

Statutory Auditors 

XYZ and Co. 

Content 

 

1. Introduction ..........................................................................3 

2. Planning of our work ........................................................... 3 

3. Audit Approach – Planning ...................................................4 

4. Methodology.........................................................................4 
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1. Introduction 
 

We the above-mentioned Firm of Chartered Accountants were appointed as Statutory  Auditors of  

ABC Company Limited under section 139 of the Companies Act 2013 to audit the Financial Statements 

of the company for the Financial Year 2021-22. The SA have prepared this audit plan for Statutory 

Audit of ABC Company Limited for the year ended 31st March, 2022. 

 

The purpose of this document is to develop an audit plan based on the overall audit strategy as per 

Standards on Auditing (SA) 299, 300, 315, 320 and 330, to enable SA to conduct an effective audit in 

an efficient and timely manner and to ensure timely compliance of the following: 

 

a. ICAI guidelines including Accounting & Auditing Advisory and other guidance on 

accounting and auditing in the era of COVID 19, 

b. The Companies Act 2013 and Rules made thereunder, 

c. Indian Accounting Standards (Ind AS), 

d. Standards on Auditing (SA’s) and other Auditing/Assurance Standards, 

e. Other terms of appointment, and 

f. Consideration of other statutory requirements (NFRA, ICAI, Peer Review, Quality Review 

and other Statutory Authorities). 

 

2. Planning of our work 

The work will be planned in advance. The audit plan can be varied on the basis of findings during the 

course of the work and from year to year. Accordingly, the scope can be modified with rotation of 

areas of emphasis and propose matters of special emphasis as the circumstances dictate. The audit 

process will be planned so that we have a reasonable expectation of detecting material 

misstatements in the financial statements on which we are reporting, or in the accounting 

information or the accounting records (including any material misstatements resulting from fraud, 

error or non-compliance with law or regulations), although the examination should not be relied upon 

to disclose all such material misstatements or frauds, errors or instances of non-compliance as may 

exist. Because of the test nature of the auditing process, audits are subject to the limitation that 

those material errors, fraud or other illegal acts having a direct and material financial statement 

impact, or a material weakness in internal financial controls with reference to financial statement of 

the Company if they exist, may not be detected. Because of the characteristics of fraud, particularly 

those involving concealment through collusion, falsified  documentation and the ability of 

management to override or instruct others to override what otherwise appears to be effective 

controls an audit designed and executed in accordance with generally accepted auditing standards 
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might not detect a material fraud. Further, while effective internal control reduces the likelihood that 

errors, fraud or other illegal acts will occur and remain undetected, it does not eliminate that 

possibility. For these reasons it cannot be ensured that errors, fraud or other illegal acts, if present, 

will be detected even though the audit is properly planned and performed in accordance with SAs 

and other authoritative pronouncements issued by the ICAI. 

3. Audit Approach - Planning 

3.1.1. The audit approach shall be a risk-based approach, primarily driven by those risks 

which we consider carry a higher risk of material misstatement of the financial 

statements. 

3.1.2. The audit strategy, audit plan and designing of audit procedures shall be in response 

to this risk assessment. The work undertaken will include a combination of the 

following as appropriate: 

a. testing of internal controls; 

b. substantive analytical procedures; and 

c. detailed substantive testing. 

3.1.3. If it is concluded that appropriately designed controls are in place, then we may plan 

to test and rely upon these controls. 

3.1.4. If it is concluded that controls are not appropriately designed, or if it is felt that it 

would be more appropriate that we may take a wholly substantive approach to our 

audit testing. 

3.1.5. The audit will be planned and performed so as to provide reasonable assurance that 

the financial statements are free of material misstatement and give a true and fair 

view. 

3.1.6. Planning of these audit procedures to be performed by engagement team members 

occurs early in the audit process. 

 

However, planning the nature, time and extent of specific further audit procedures depends on the 

outcome of those risk assessment procedures. 

 

4. Methodology: 

The audit work has been divided into the following stages: 
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4.1. Ground work at office: 

4.1.1. Study to be done before visit: 

a. The Auditors shall ensure that the engagement partner and team members 

engaged in the work are experienced and having specialized knowledge required  

for the audit and the assignment of audit work to the team members, including 

the appropriately experienced team members to those areas where there may be 

higher risk of material misstatement. 

b. Observations of earlier period including assurances given to auditors by the 

management. 

c. Complex accounting matters and treatments thereof. 

d. The engagement team shall conduct an internal briefing about the areas to be 

audited and shall refer to the following: 

i. Standards on Auditing like SA 230, 240, 500-599, 600. 

ii. Other applicable laws and regulations as referred above in Introduction para. 

 

4.2. Obtaining a basic information and knowledge about the Company 

from ABC Company Limited before start of audit shall include: 

a. Any certificates/reports to be given and any area for which clarification is to be 

sought for. 

b. To discuss and consider the results of preliminary engagement activities and, 

areas of significant concerns (if any) arising out of communications received 

from review of previous years’/previous quarter’s review of financial statements 

(including other information), knowledge gained on other or similar 

engagements performed earlier by the respective engagement partner(s). 

c. Nature of operations. 

d. Knowledge of Tally including the process flow of accounting. 

e. List of books maintained by the organization and reports generated by the 

computer  system. 

f. Recoverable and Payable Aging, Classification and comparative analysis. 

g. Manner and system of valuation of inventories, accounting treatment for various 

contracts, accounting treatment of manufacturing facilities, provisioning for 
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impairment etc. 

h. Latest reports/documents to be obtained from the company such as 

i. Internal Circulars/ Instructions, 

ii. Internal audit reports, 

iii. Last year Statutory Audit Report, 

iv. Report on physical verification of Inventories including Fixed Assets (PPE) 

etc. 

v. Any system reports for analysis, 

vi. Testing results for Internal Control on financial reporting. 

i. Process of Identification of MSME vendors and disclosure thereof 

j. CSR spending in accordance with section 135 of Companies Act 2013 read with 

schedule VII 

k. Delegation of Authority & Financial powers 

l. Current business developments affecting the Company including ongoing capex 

m. Current or impending financial difficulties or accounting problems, 

n. Preparation of Audit planning memorandum 

o. Preparation of Audit programme, 

p. Obtaining expert opinion on ongoing legal and arbitration cases with required 

disclosures including commitments. 

 

After making study and risk assessment on the basis of all the above information/documents, 

the audit program be suitably prepared considering the business of the organization in respect 

of the  work allotted to the Auditor. 

 

Further, more focus on high risk areas where more irregularities are noted (as per the critical 

area as determined in the audit strategy and any other area which has been identified to be 

critical during the audit procedure). 

 

4.3. Actual Audit: 

4.3.1. Actual audit work should be carried out based on the audit program by applying 

materiality, test checks, sampling techniques etc. Special focus to be given to the 

key areas of risk identified as per the Overall Audit strategy document. Some of 

the key aspects for audit of the financial statements are as under: - 
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Balance Sheet, 

 

Statement of Profit 

and Loss, 

 

Statement of 

Change in Equity, 

 

Cash Flow 

Statements and 

Disclosures in Notes 

to Accounts 

 Compliance with the format prescribed 

under Division II of Schedule III of 

Companies Act, 2013 including enhance 

reporting requirements in terms of recent 

amendments in the Schedule III

 Classification of advances in – Secured and 

Unsecured Advances.

 Disclosure of completeness of contingent 

liabilities.

 Fair Valuation of Investments 

 Inventory verification and its valuation

 Lease accounting as per Ind AS 116

 Evaluation of adequacy of provision for 

impairment of tangible and intangible 

assets ; if any

 Existence and Physical verification of PPE

 Capitalization of expenses incurred on the 

on-going expansion and CWIP projects.

 Accounting of various projects and 

manufacturing units

 Reconciliation of Revenue and related expenses 

based on the activities carried out and obtain 

management confirmation for the same. 

Correlate revenue recognition with milestone 

achieved as per Customer Order.

 Variance Analysis.
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 Related Party Transactions verification and 

Disclosure.

 Changes in Accounting Policy /Estimates.

 Verification for the purpose of reporting 

under CARO 2020.

 Compliance with disclosures required under 

Indian Accounting Standards (Ind-AS), e.g., 

Segment Reporting (Ind AS 108), Related 

Party Transactions (Ind-AS 24), Provisions, 

Contingent Assets and Contingent 

Liabilities (Ind AS 37) etc.

 Disclosure regarding amounts payable to 

MSMEs as required under MSMED Act, 

2006.

 Verification of cash and liquid assets

 Balance Confirmation of receivables 

/payables and reconciliation.

 Verification of Foreign exchange rate 

variation.

 Audit of Ind AS 112- Disclosure of Interests 

in Other Entities, Ind AS 27- Separate 

Financial Statements, Ind AS 28- 

Investments in Associates and Joint 

Ventures and other  applicable provisions. 

 Other areas to be included as per detailed 

Audit program
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4.3.2. All significant audit findings and query should be documented. 
4.3.3. Keeping Materiality in mind, it should be decided about whether to 

report, or not to report the irregularities found. 
4.3.4. The draft reports- key audit matters, reservation, major observation, 

lapses in Internal controls, emphasis of matters, other matters 
paragraph, qualifications should be discussed with management. 

 
4.4. Modified Audit Procedures necessitated for FY 2021-22 pursuant to 

outbreak of COVID-19 pandemic: 
 
Due to spread of COVID-19 pandemic and resultant travel restrictions, the audit 

for the year ended 31 March 2022 may not be carried by visiting the respective 

Office of the company. 

Such extraordinary situation has necessitated modification of our audit procedures 

so as to carry out the audit remotely through online access/receipt of books of 

accounts, records, documents etc. provided/shared by the company through digital 

medium such as emails, file sharing through Video Conferencing and remote/ VPN 

access over secured network to Tally, etc. To this extent, the audit processes are 

carried out on the basis of verification of such books of accounts, records, documents 

etc. made available to us as above, which need to be relied upon as audit evidence 

for conducting the audit and reporting. 

4.4.1. The impact of Covid 19 is still continuing and while taking up the 
audit for the year ending on March 31, 2022, we may follow the 
below audit procedures either completely or on partial basis, based 
on the then prevalent situation and possibility of visit at auditee’s 
place- 

 
a. Conducting the verification of necessary books of accounts, records, 

documents etc. maintained by the respective plants/ units/ other 

Business areas/Corporate Office of the company through digital 

medium and remote electronic access as mentioned above. 

b. Carrying out verification of scanned copies of the documents, 

evidence, deeds, certificates and the related records made available to 

us by the company through aforesaid digital medium. 

c. Making enquiries and gathering necessary audit evidence through 

Video Conferencing, dialogues and discussions over phone calls, emails 

and similar communication channels. 

d. Resolution of our audit observations through electronic and other 

telecommunication media instead of a face-to-face interaction with 

the designated officials. 
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e. Reliance placed and audit procedures performed in accordance with 

the Advisories and Key considerations issued by the Institute of 

Chartered Accountants of India on the various Accounting and Auditing 

aspects impacted by COVID19. 

 

4.5. Audit Report (refer SA-700, 701, 705 & 706). 

4.5.1 Quantification of the qualification if any to be done, if for any reason 
we are not able to get quantification from management, the same 
fact should be mentioned in the report. 

4.5.2 Identification and disclosure of key audit matters, emphasis of 

matters and    other matters 

4.5.3 Stamping and initials on all pages. 
4.5.4 Time line as decided and planned should be adhered to. If there are 

any practical problems, the same should be informed to top 
management in writing about such problems being cause of delay for 
non-completion of audit in time. 

5.0.0    We are enclosing herewith our materiality statement decided for the 

 purpose of this Audit. 

Standalone Financials 31-03-2021 31-03-2020 Average Materiality 
% 

Annual 
Materiality   

  
INR IN 
LAKHS (₹) 

INR IN 
LAKHS (₹) 

INR IN 
LAKHS (₹) 

INR IN 
LAKHS (₹) 

INR IN 
LAKHS (₹) 

Total Assets including 
Intangible Assets 18108 18032 18070 0.50% 90 

Revenue from Operations 2616 5738 4177 1.00% 42 

Profit Before Tax (before 
exceptional) 1186 3278 2232 3.00% 67 

Materiality lowest of the 
above         42 

Performance Materiality - 75%         31 

Triviality 1%         0.31 

                   For XYZ & Co.    
                   CHARTERED ACCOUNTANTS                                                             

 
                   Name                    

                   Partner 

 
                    PLACE:  

                    DATE:                     
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To,            Date:  
M/s. XYZ & Co LLP  
Chartered Accountants,       
 
Dear Sir, 
 

Sub :  Statutory Audit for the year 2021-22 
 

In above connection we confirm that 

 
(i) The accounts of the company for the year 2021-22 have been 

adopted today by the Board of Directors and in the meeting 
following two directors have been authorized to sign the Balance 
Sheet and Profit & Loss Account and all related annexure and papers 
on behalf of the board.  
 
S.No.  Name of the Director  

(ii) Contracts that are need to be entered in the register maintained u/s 
189 of Companies Act 2013, are so entered. These contracts have 
been made at prices which are reasonable having regard to the 
prevailing market prices at the relevant time.  

 
(iii) Following Directors have given written representation to the Board 

confirming that they are not disqualified as on 31.03.2022 from 
being appointed as director of the company in terms of provision of 
section 164(2) of the Companies Act, 2013.  

 

S.No. Name of the Director 

1.  

2.  

 

(iv)  The company has not given any guarantee for loans taken by others 
from Banks or other financial institutions. 

   

 
                                           Yours faithfully, 

ForABC Company Limited, 
 
 

(Name) 
Company Secretary 



Page 53 of 
9 

 

 

 

NAME OF AUDIT FIRM:__________ 

Name of CLIENT: _________ 

FY: _______________ 

Template No. 1- Borrowings 

S. No. Particulars Whether checked 

1. Check for bifurcation of Current Maturities & 

Non- Current Maturities in Notes to Accounts for 

all Loans with their respective Repayment 

Schedules & Working. 

 

2. Check Balance Confirmations of all loans along 

with respective working& closing balances of 

SAP. 

 

3. Check foreclosure of Loans, if any with 

foreclosure certificates, working & SAP. 

 

4 Check Sanction Letters of new loans and their 

balances in SAP. Also, the disclosures in Balance 

Sheet to be checked. 

 

5. Check borrowings workings with repayment 

schedule & sanction letters. 

 

6. Check interest on loans with working & SAP.  

7. Check accrued interest working & SAP GL.  

8. Check for loan taken from director whether 

granted from borrowed funds or owned fund 

 

9. Check security class with sanction letter  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

Template No. 2- Fixed Assets (PPE) & Depreciation 

S.No Activities to be carried Out Whether Seen 

1.  Opening balances  check   

2.  Additions to fixed assets  

a) Supporting for Addition Of Fixed Asset 

b) Date of Put to use to be verified 

- Direct Purchase 

- Through WIP Model 

c) Rate of Depreciation 

d) Asset Class has been taken correctly 

e) Proper Dep Key has been selected in SAP 

 

3.  Sale of fixed assets   

4.  Discarding of fixed assets   

5.  Write off of fixed assets  

6.  Depreciation Working   

7.  Capex advances   

8.  Details of immovable property not in name of 

company 
 

9.  Revaluation , if any  

10.  Change in method of depreciation.   

11.  Observation Sheet   
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

Template No. 3- Quantitative Reconciliation 

S.No Activities to be carried Out Whether Seen 

1.  Please check inter unit transfer of materials with 

the STO raised with Nil Tax or with Tax. 

 

2.  Please get the production/ Dispatch details of 

material. 

 

3.  Get the quantitative details of receipt of the 

materials. 

 

4.  Observation Sheet   
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 4 :- EXPENSES/LEDGER SCRUTINY 

S.No Activities to be carried Out Observation 

1. Checking & Vouching for big size expenses  

2. Classification of accounts –under proper head  

3. Comparison with previous year and comparison 

chart for major expenses 
 

4. Abnormal Transactions  

5. Whether proper provision for unpaid expenses 

has been made 
 

6. Whether prepaid expenses has been properly 

accounted for 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 5 :- Bank Reconciliation & Confirmations 

S.No Activities to be carried Out Observation 

1. Bank Reconciliation Statement (For all bank 

accounts) 

 

2. Compare the bank balance in Bank balance 

confirmations and in SAP in Reconciliation 

 

3. Check for the stale cheques if any. If not 

tallying get the reason for the difference. 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 6 :- INVENTORIES VERIFICATION 

S.No Activities to be carried Out Whether Seen/ Taken 

1. List of inventories taken for raw material, WIP, 

finished goods  
 

2. Valuation 

a) Valuation to be checked 

b) Any Change in Valuation Method 

c) Whether absorption of Cost has been 

checked in SAP 

 

3. Check whether raw material NRV came down   

4. Inventories in transit list   

5. Inventories at bonded warehouse list   

6. Inventories with third party. If yes, certificate 

for the same.   
 

7. Checking of dead inventory and whether any 

provision required.  
 

8. Physical Verification reports   

9. Observation sheet  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 7 :- Debtors Scrutiny 

S.No Activities to be carried Out Observation 

1. Domestic Debtor 

 Ageing of Debtor 

 Disputed Debtor 

 Provision for Doubtful Debts 

 

2. Whether ageing is from date of billing or from 

due date of bill 
 

3. Go through disputed debtor and see whether it 

is properly shown in balance sheet 
 

4. Whether credit balances of vendors have been 

shown under other head in balance sheet 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No.  8 :- Creditors Scrutiny   

S.No Activities to be carried Out Observation 

1. Ageing of creditors along with disputed 

creditors 
 

2. Advance given by supplier. Whether non-

compliance of Companies Act 
 

3. Whether MSME creditors have been properly 

classified as per act and necessary exercise has 

been carried out. 

 

4. Interest on delayed payment to MSME 

Creditors 
 

5. Debit balance in Creditors to be shown in other 

head 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 9:- Other Income   

S.No Activities to be carried Out Observation 

1. All major other incomes are classified under 

separate head as under: 

a. Income from Bank Interest 

b. Profit on sale of Fixed Assets 

c. Sundry creditors written back 

d. Excess provision written back 

e. Profit on sale of investment 

f. Sale of scrap 

g. Exchange Variation Income 

h. Dividend Income 

 

2. Interest Income to be checked with 

26AS/AIS/TIS 
 

3. Other income to be checked with relevant 

documents 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 10 (a):- PF Compliance     

S.No Activities to be carried Out Observation 

1. Get a chart showing monthly deduction and 

deposition of ESI 

 

2. Checking whether there is any delay in 

deposition 

 

3. Whether in case of new employee proper 

compliances has been made 

 

4. Whether company is regular in depositing such 

undisputed statutory dues with appropriate 

authorities. 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

 TEMPLATE No. 10 (b):- ESI Compliance  

S.No Activities to be carried Out Observation 

1. Get a chart showing monthly deduction and 

deposition of ESI 

 

2. Checking whether there is any delay in 

deposition 

 

3. Whether in case of new employee proper 

compliances has been made 

 

4. Whether company is regular in depositing such 

undisputed statutory dues with appropriate 

authorities. 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 10 (c) :- TDS Compliance 

S.No Activities to be carried Out Observation 

1. Get a chart showing monthly deduction and 

deposition of TDS 

 

2. Whether tax deduction in case of foreign 

remittance. 

 

3. Whether various deduction rates are proper.  

4. Get a chart of Filing of Returns  

5. Whether the company is regular in depositing 

undisputed dues with the appropriate authorities 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 10 (d) :- GST Compliance 

S.No Activities to be carried Out Observation 

1. Get a chart showing monthly collection and 

deposition of GST 

 

2. Whether return in Form GSTR-1 for sales have 

been filed timely 

 

3. Whether return in Form GSTR-1 for sales have 

been filed timely 

 

4. Get GST reconciliations of GSTR 2A/2B  

5. Issuance of invoice in case of Reverse Charge 

Mechanism 

 

6. Whether the company is regular in depositing 

undisputed dues relating to GST 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 11 :- Related Party Transaction 

S.No Activities to be carried Out Observation 

1. Taking list of such transactions  

2. Check whether transactions are on Arm's length 

basis or not.  

 

3. Review the Compliance with approved 

Framework for all Related Party Transactions 

and adequacy of documentation for justification 

of transactions 

 

4. Check the related party register maintained  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 12 :- Deferred Tax 

S.No Activities to be carried Out Observation 

1. Get the details of the brought forward losses & 

depreciation as per Income Tax 

 

2. Calculate Deferred Tax Asset/ Liability on 

comparison of WDV as per Companies Act & 

Income Tax 

 

3. Take disallowances u/s 43 B & calculate DTA  

4. In case of major net DTA, verify whether there 

is a proper virtual certainty to account for it 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 13 :- MSME INTEREST 

S.No Activities to be carried Out Observation 

1. Verify whether there are cases of delay payment 

to MSME Suppliers 

 

2. Whether interest has been provided for the same  

3. Check the rate of interest  

4. Interest to be shown under separate head  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 14 :- Deposits Taken 

S.No Activities to be carried Out Observation 

1. Verify whether following exempted deposits 

shown properly under the following heads: 

a. Advance from customers 

b. Security Deposit 

c. Unsecured loan from body corporate 

 

2. Is there any violation of provision of Companies 

Act is accepting these exempting deposits  

 

3. Take copy of exempted deposits return filed the 

MCA 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 15 :- Deposits Given 

S.No Activities to be carried Out Observation 

1. To be shown under following separate following 

heads 

a.  Security Deposit given against Tender & 

Supplies 

b. Security Deposit given to Government 

Departments (Telephone/ Electricity) 

c. Loan given to body corporates 

 

2. Whether interest on deposits accounted for 

properly  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 16 :- Fixed Deposits 

S.No Activities to be carried Out Observation 

1. Whether List of FDs with the banks have been 

taken 
 

2. Whether interest certificates/balance certificates 

have been obtained 
 

3. Whether interest have been reconciled with the 

interest certificates/26AS 
 

4. Whether interest have been properly accounted 

for in books of accounts 
 

5. Whether deposits upto 12 months & more than 

12 months shown separately under required 

head 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE NO. 17 :- STORES AND SPARES 

S.No Activities to be carried Out Observation 

1. Whether system of making GR have been 

verified 

 

2. Whether system for issue have been verified  

3. Whether any stock is lying in the stores for 

which no GRN have been prepared. If yes, take 

list of such items and reasons thereof 

 

4. Have you conducted physical verification of 

items of stores and spares 

 

5. Have you verified the issue slip with regard the 

recipient signature 

 

6. Take inventory list of old times more than 3 

years and other obsolete items 

 

7. Take list of items where goods have been 

received but no invoice have been received 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 18 :- Contingent Liability 

S.No Activities to be carried Out Observation 

1. All contingent liabilities been shown as a note to 

the Accounts 

 

2. Verification of Contingent Liability related to 

(including impact of cases decided during the 

period under audit) :- 

 Income Tax 

 GST 

 Service Tax/VAT 

 Others 

 

 

3. Whether list has been certified by management  

4. Details of contingent liability deleted from 

previous quarters/years list. 

 

5. Whether any Contingent Liability has to be 

provided for in the books as per the facts of the 

cases 

 

6. Get the copies of assessment orders passed 

during the year 

 

7. Get the copies of appeal orders passed during 

the year 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 19:- THIRD PARTY CONFIRMATIONS 

Process of getting Third Party Confirmations for Debtors & Creditors: 

S.No Activities to be carried Out Observation 

1. Get the list of Debtors/ Creditors as on cut-off 

date. 

 

2. Select amount for which confirmation have to 

be sent.  

 

3. Ask management to prepare proper data.  

4. Address to Debtors/ Creditors asking them to 

confirm the balances. 

 

5. 

 

One stamp envelope addressing to statutory 

auditors to be kept in envelope 

 

6. Ensure that all envelopes are dropped in 

letterbox in our presence 

 

7. Ask the management to prepare reconciliation in 

respect of parties from whom confirmations are 

received. 

 

8. Take the reasons of the difference in 

confirmation & reconciliation statement to be 

prepared in each & every case 

 

9. See whether any entry in Financial Statements 

are required. 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No.  20- : INTERNAL AUDIT REPORT  

S.No Activities to be carried Out Observation 

1.  Take Internal Audit Report  

2.  Review Internal Audit Report  

3.  Observations, if any  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 21 :- Scrutiny of Loan & Advances    

S.No Activities to be carried Out Observation 

1. Loans and advances made to individual and 

private concerns shown correctly  
 

2. Accounting classification has been done 

properly 
 

3. Compliance of Companies Act, 2013, provision 

related there to 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 22 : CSR 

S.No Activities to be carried Out Observation 

1.  Check applicability of CSR  

2.  Check working & Invoices of CSR  

3.  Check Balance Sheet Disclosures  

4.  Observations, if any  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE No. 23  : DONATION U/S 80G 

S.No Activities to be carried Out Observation 

1.  Check working &Donation Slips of Donation  

2.  Observations, if any  

3.  Check whether payments have been made 

through A/c payee cheque/ Bank transfer 

 

4.  Check whether stamp receipts showing PAN & 

80G Reg. No. are available to donation given 

 

5.  In case of donation to political parties are in 

compliance of provisions of companies Act have 

been made 
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

Template No. 24 – SALES 

S. No. Particulars Whether checked 

1. Whether Sales Register has been Taken  

2. Whether party wise list of sales has been made  

3. Whether the parties with maximum amount of 

sales have been selected 

 

4. Whether samples (POs & respective invoices) 

have been selected  

 

5. Whether working has been prepared  
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NAME OF AUDIT FIRM:_________ 

Name of CLIENT: _________ 

FY: _______________ 

TEMPLATE NO. 25 – PURCHASE 

S. No. Particulars Whether checked 

1. Whether Purchases Register has been Taken  

2. Whether Material wise breakup of purchases has 

been made 

 

3. Whether party wise list of purchases has been 

made 

 

4 Whether the parties with maximum amount of 

purchases have been selected 

 

5. Whether samples (POs & respective invoices) 

have been selected  

 

6. Whether working has been prepared  
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PART - B 

 

THEORETICAL 

APPLICATION   



Page 83 of 
9 

 

 

 

Standards on Quality Control (SQCs) 

Standards on 

Review 

Engagements 

(SREs) 

2000-2699 

 

Standards on 

Auditing 

(SAs) 

100-999 

Assurance Engagements 

other than audits or 

reviews of historical 

financial information 

Audits and reviews 

of historical 

financial 

information 

Standards on 

Assurance 

Engagements (SAEs) 

 

3000-3699 

Standards on 

Related Services 

(SRSs) 

 
4000-4699 

Assurance Engagements 

Framework for assurance engagements deals with two types of 

assurance engagements. 

(i) reasonable assurance engagements and  

(ii) Limited assurance engagements 

 

Reasonable Assurance engagements  

Basis for a positive form of expression of the practitioner’s conclusion. 

 

Limited Assurance Engagement 

Basis for a negative form of expression of the practitioner’s conclusion. 

 

Standards issued by the Auditing and Assurance Standards Board under 
the Authority of the Council of ICAI 

 
 

 

 

 

 

 

 

 

ASSURANCE SERVICES RELATED SERVICES 

Framework For Assurance 

Engagements 
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VARIOUS STANDARDS ON AUDITING ISSUED 

No. of Standard Title of the Standard 

SA 100-199 Introductory Matters 

SA 200-299 General Principles and Responsibilities 

SA200 Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance 

with Standards on Auditing 

SA210 Agreeing the Terms of Audit Engagements 

SA220 Quality Control for an Audit of Financial Statements 

SA230 Audit Documentation 

SA240 The Auditor’s responsibilities Relating to Fraud in an Audit of Financial Statements 

SA250 Consideration of Laws and Regulations in an Audit of Financial Statements 

SA260 Communication with Those Charged with Governance 

SA265 Communicating Deficiencies in Internal Control to Those Charged with Governance and 

Management 

SA299 Joint Audit of Financial Statements 

SA 300-499 Risk Assessment and Response to Assessed Risks 

SA300 Planning an Audit of Financial Statements 

SA315 Identifying and Assessing the Risks of Material Misstatement through Understanding the 

Entity and its Environment 

SA320 Materiality in Planning and Performing an Audit 

SA330 The Auditor’s Responses to Assessed Risks 

SA402 Audit Considerations Relating to an Entity Using a Service Organization 

SA450 Evaluation of Misstatements Identified during the Audits 

SA 500-599 Audit Evidence 

SA500 Audit Evidence 

SA501 Audit Evidence- Specific Considerations for Selected Items 

SA505 External Confirmations 

SA510 Initial Audit Engagements- Opening Balances 

SA520 Analytical Procedures 

SA530 Audit Sampling 

SA540 Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related 
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Compliance Declaration in Auditor’s Report 

We conducted our audit in accordance with the Standards on Auditing (SAs) 

specified under section 143(10) of the Companies Act, 2013. 

Thus, Audit has to be conducted in accordance with the SAs.  

Disclosures  

SA550 Related Parties 

SA560 Subsequent Events 

SA570 Going Concern 

SA580 Written Representations 

SA 600-699 Using Work of Others 

SA600 Using the Work of Another Auditor 

SA610 Using the Work of Internal Auditors 

SA620 Using the Work of an Auditor’s Expert 

SA 700-799 Audit Conclusions and Reporting 

SA700 Forming an Opinion and Reporting on Financial Statements 

SA701 Communicating Key Audit Matters in the Independent Auditor’s Report 

SA705 Modifications to the Opinion in the Independent Auditor’s Report 

SA706 Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 

Auditor’s Report 

SA710 Comparative Information – Corresponding Figures and Comparative 

Financial Statements 

SA720 The Auditor’s Responsibility in Relation to Other Information 

SA 800-899 Specialized Areas 

SA 800 Special Considerations- Audits of Financial statements Prepared in Accordance with Special 
Purpose Frameworks 

SA 805 Special Considerations- Audits of Single Financial Statements and Specific Elements, Accounts 
or Items of a Financial Statement 

SA 810 Engagements to Report on Summary Financial Statements 



Page 86 of 
9 

 

 

 

SAs-BRIEFOVERVIEW 
 

SA 200: Overall Objectives of the Independent Auditor and the Conduct of an 

Audit in Accordance with Standards on Auditing 

Overall Objectives of the Auditor 

(a) To obtain reasonable assurance about whether the financial statements as a 

whole are free from material misstatement, whether due to fraud or error 

(b) To report on the financial statements, and communicate as required by the SAs, 

in accordance with the auditor’s findings. 

In all cases when reasonable assurance cannot be obtained and a qualified opinion 

in the auditor’s report is insufficient in the circumstances for purposes of reporting to 

the intended users of the financial statements, the SAs require that the auditor 

disclaim an opinion or withdraw from the engagement, where withdrawal is legally 

permitted. 

Requirements 

1. Ethical Requirements Relating to an Audit of Financial Statements 

2. Professional Skepticism 

3. Professional Judgment 

4. Sufficient Appropriate Audit Evidence and Audit Risk 

5. Conduct of an Audit in Accordance with SAs Complying with SAs Relevant to 
the Audit 

The requirements of the applicable financial reporting framework determine 
the form and content of the financial statements. It also determines what 
constitutes a complete set of financial statements. 

 

GENERAL PURPOSE FINANCIAL STATEMENTS 

The set of general-purpose financial statements generally comprises of a balance 
sheet, statement of profit and loss (or income statement), cash flow statement, 
significant accounting policies and notes, and where applicable, statement of 
changes in equity. 

‘General purpose’ financial statements are those that are prepared in accordance 
with a ‘general purpose financial reporting framework’, which is a framework 
designed to meet the common financial information needs of a wide range of users. 

A ‘special purpose financial reporting framework’ that caters to the needs of a specific 
set of users. 

General purpose framework – The financial reporting framework may be a fair 
presentation framework or a compliance framework. 
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SA 700-799 AUDIT CONCLUSIONS AND 

REPORTING 

SA 700: Forming an Opinion and Reporting on Financial 

Statements 

 

General purpose framework– A financial reporting framework to meet 

needs of a wide range of users. The financial reporting framework may 

be a fair presentation framework or a compliance framework. 

 Reference to “financial statements” in this SA means “a complete set 

of general-purpose financial statements, including the related notes.” 

The related notes ordinarily comprise a summary of significant 

accounting policies and other explanatory information and any other 

information required to be included as part of the financial statements 

by the laws and regulations governing the entity. The requirements of 

the applicable financial reporting framework determine the form and 

content of the financial statements, and what constitutes a complete 

set of financial statements.  

 A general-Purpose framework includes two sub-groups – a ‘fair 

presentation framework’ and a ‘compliance framework. 

 Auditor expresses his opinion on the financial statements which could 

be a fair presentation opinion and a compliance opinion or a 

combination of both. 

 The ‘Headings’ and the order of the various paragraphs for inclusion in 

the auditor’s report are as follows: 

(a) Title 

(b) Addressee 
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(c) Auditor’s Opinion 

(d) Basis for Opinion 

(e) Going Concern, where applicable 

(f) Key Audit Matters 

(g) Other Information, where applicable 

(h) Responsibilities of Management for the Financial Statements 

(i) Auditor’s responsibilities for the audit of the Financial Statements 

(j) Report on Other Legal and Regulatory Requirements 

(k) Signature of the Auditor 

(l) Place of Signature 

(m) Date of the auditor’s report 
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INDEPENDENT AUDITOR’S REPORT  
 
To the Members of ABC Company Limited 
 

Report on the Audit of the Standalone Financial Statements  

Opinion  

 
We have audited the standalone financial statements of ABC Company 

Limited (“the Company”), which comprise the balance sheet as at 31st 

March 20XX, and the statement of profit and loss, (statement of changes 

in equity)37 and statement of cash flows for the year then ended, and 

notes to the financial statements, including a summary of significant 

accounting policies and other explanatory information [in which are 

included the Returns for the year ended on that date audited by the 

branch auditors of the Company’s branches located at (location of 

branches)]38.  

 

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 Companies Act, 2013 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 March 31, 20XX, and its profit/loss, (changes in 

equity) 39 and its cash flows for the year ended on that date.  

Basis for Opinion  

 

We conducted our audit in accordance with the Standards on Auditing 

(SAs) specified under section 143(10) of the Companies Act, 2013. Our 

responsibilities under those Standards are further described in the 
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Auditor’s Responsibilities for the Audit of the Financial Statements 

section of our report. We are independent of the Company in accordance 

with the Code of Ethics issued by the Institute of Chartered Accountants 

of India together with the ethical requirements that are relevant to our 

audit of the financial statements under the provisions of the Companies 

Act, 2013 and the Rules there under, and we have fulfilled our other 

ethical responsibilities in accordance with these requirements and the 

Code of Ethics. We believe that the audit evidence we have obtained is 

sufficient and appropriate to provide a basis for our opinion. 

 
Emphasis of Matter 

(It includes details related to but not limited to negative net worth, sudden 

disruptions in manufacturing or sales, any material change in business 

process, any unsecured loan granted to directors etc.) 

 

Key Audit Matters  

Key audit matters are those matters that, in our professional judgment, 

were of most significance in our audit of the financial statements of the 

current period. These matters were addressed in the context of our audit 

of the financial statements as a whole, and in forming our opinion 

thereon, and we do not provide a separate opinion on these matters. 

 
Other Information  

The Company’s Board of Directors are responsible for the preparation of 

the other information. The other information comprises the information 

included in the Board’s Report including Annexure(s) to Board’s Report, 

but does not include the Financial Statements and our auditor’s report 
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thereon. Our opinion on the Financial Statements does not cover the 

other information and we do not express any form of assurance 

conclusion thereon. In connection with our audit of the Financial 

Statements, our responsibility is to read the other information and, in 

doing so, consider whether the other information is materially 

inconsistent with the Standalone Financial Statements or our knowledge 

obtained during the course of our audit or otherwise appears to be 

materially misstated. If, based on the work we have performed, we 

conclude that there is a material misstatement of this other information; 

we are required to report that fact. We have nothing to report in this 

regard. 
 

Responsibilities of Management and Those Charged with 

Governance for the Standalone 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, (changes in 

equity)  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. 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 
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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.  

In preparing the financial statements, the Board of Directors is 

responsible for assessing the Company’s ability to continue as a going 

concern, disclosing, as applicable, matters related to going concern and 

using the going concern basis of accounting unless the Board of 

Directors either intends to liquidate the Company or to cease operations, 

or has no realistic alternative but to do so.  

Those Board of Directors are also responsible for overseeing the 

Company’s financial reporting process.  

 

Auditor’s Responsibilities for the Audit of the Financial Statements  

Our objectives are to obtain reasonable assurance about whether the 

financial statements as a whole are free from material misstatement, 

whether due to fraud or error, and to issue an auditor’s report that 

includes our opinion. Reasonable assurance is a high level of assurance, 

but is not a guarantee that an audit conducted in accordance with SAs 

will always detect a material misstatement when it exists. Misstatements 

can arise from fraud or error and are considered material if, individually 

or in the aggregate, they could reasonably be expected to influence the 

economic decisions of users taken on the basis of these financial 

statements. 
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As part of an audit in accordance with SAs, we exercise professional 

judgment and maintain professional skepticism throughout the audit. We 

also:  

 

 Identify and assess the risks of material misstatement of the Financial 

Statements, whether due to fraud or error, design and perform audit 

procedures responsive to those risks, and obtain audit evidence that is 

sufficient and appropriate to provide a basis for our opinion. The risk of 

not detecting a material misstatement resulting from fraud is higher than 

for one resulting from error, as fraud may involve collusion, forgery, 

intentional omissions, misrepresentations, or the override of internal 

control. 

 

 Obtain an understanding of internal control relevant to the audit in order 

to design audit procedures that are appropriate in the circumstances. 

Under section 143(3)(i) of the Companies Act, 2013, we are also 

responsible for expressing our opinion on whether the company has 

adequate internal financial controls system in place and the operating 

effectiveness of such controls.  

 

 Evaluate the appropriateness of accounting policies used and the 

reasonableness of accounting estimates and related disclosures made 

by management. 

 

 Conclude on the appropriateness of management’s use of the going 

concern basis of accounting and, based on the audit evidence obtained, 

whether a material uncertainty exists related to events or conditions that 

may cast significant doubt on the Company’s ability to continue as a 
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going concern. If we conclude that a material uncertainty exists, we are 

required to draw attention in our auditor’s report to the related 

disclosures in the Financial Statements or, if such disclosures are 

inadequate, to modify our opinion. Our conclusions are based on the 

audit evidence obtained up to the date of our auditor’s report. However, 

future events or conditions may cause the Company to cease to continue 

as a going concern. 

 Evaluate the overall presentation, structure and content of the Financial 

Statements, including the disclosures, and whether the Financial 

Statements represent the underlying transactions and events in a 

manner that achieves fair presentation. 

 
Materiality is the magnitude of misstatements in the financial statements 

that, individually or in aggregate, makes it probable that the economic 

decisions of a reasonably knowledgeable user of the financial statements 

may be influenced. We consider quantitative materiality and qualitative 

factors in (i) planning the scope of our audit work and in evaluating the 

results of our work; and (ii) to evaluate the effect of any identified 

misstatements in the financial statements. 

 
We communicate with those charged with governance regarding, among 

other matters, the planned scope and timing of the audit and significant 

audit findings, including any significant deficiencies in internal control that 

we identify during our audit.  

 
We also provide those charged with governance with a statement that 

we save complied with relevant ethical requirements regarding 

independence, and to communicate with them all relationships and other 
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matters that may reasonably be thought to bear on our independence, 

and where applicable, related safeguards.    

 
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 revenue 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 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  

1. As required by the Companies (Auditor’s Report) Order, 2016 (“the 

Order”), issued by the Central Government of India in terms of sub-

section (11) of section 143 of the Companies Act, 2013, we give in 

the Annexure a statement on the matters specified in paragraphs 3 

and 4 of the Order, to the extent applicable. 

 
2.  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.  
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(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 report42.]  

(d) The Balance Sheet, the Statement of Profit and Loss, (the 

Statement of Changes in Equity)43 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 us44].  

(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) 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.  

(g) 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 Report in “Annexure A”.  
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(h) 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 litigations 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 provision, as required under the 

applicable law or accounting standards, for material foreseeable 

losses, if any, on long-term contracts including derivative contracts 

– Refer Note XX to the financial statements; [or the Company did 

not 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}.  

 

iv. (a) The Management has represented that, to the best of its 

knowledge and belief, no funds ( Which are material either 

individually or in the aggregate) have been advanced or loaned or 

invested (either from borrowed funds or share premium or any 

other sources or kind of funds) by the company to or in any other 



Page 98 of 
9 

 

 

 

person or entity, including foreign entity (“Intermediaries”), with the 

understanding, whether recorded in writing or otherwise, that the 

intermediary shall, whether, directly or indirectly lend or invest in 

other persons or entities identified in any manner whatsoever by or 

on behalf of the company (“ Ultimate Beneficiaries”) or provide any 

guarantee, security or the like on behalf of the Ultimate 

Beneficiaries; 

(b)  The Management has represented, that, to the best of its 

knowledge and belief, no funds (which are material either 

individually or in the aggregate) have been received by the 

company from any person or entity, including foreign entity 

(“Funding Parties”), with the understanding, whether recorded in 

writing or otherwise, that the company shall, whether, directly or 

indirectly, lend or invest in other persons or entities identified in any 

manner whatsoever by or on behalf of the Funding Party (“Ultimate 

Beneficiaries”) or provide any guarantee, security or the like on 

behalf of the Ultimate Beneficiaries;  

(c) Based on the audit procedures that have been considered 

reasonable and appropriate in the circumstances, nothing has 

come to our notice that has caused us to believe that the 

representations under sub-clause (i) and (ii) of Rule 11(e), as 

provided under (a) and (b) above, contain any material 

misstatement. 

 

v.  No dividend has been declared or paid during the year by the 

company. No dividend has been proposed for the year under audit. 
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For XYZ & Co Chartered Accountants 

 (Firm’s Registration No.)  

 

 

Signature  

(Name of the Member Signing the Audit Report)  

(Designation48)  

(Membership No.)  

Place of Signature:  

Date: 
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SA 701:  Communicating Key Audit Matters in the 

Independent Auditor’s Report 

 

Determining Key Audit Matters 

 
The auditor shall determine, from the matters communicated with those 

charged with governance, those matters that required significant 

attention in performing the audit. In making this determination, the 

auditor shall take into account the following:  

(a) Areas of higher assessed risk of material misstatement, or significant 

(b) Significant auditor judgments relating to areas in the financial 

statements that involved significant management judgment, including 

accounting estimates that have been identified as having high estimation 

uncertainty.  

 
The effect on the audit of significant events or transactions that occurred 

during the period.  

 
The auditor shall determine which of the matters determined were of 

most significance in the audit of the financial statements of the current 

period and therefore are the key audit matters. 

 
Communicating Key Audit Matters in Auditor’s Report 

 
The auditor shall describe each key audit matter, using an appropriate 

subheading, in the auditor’s report under the heading “Key Audit 

Matters. 
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The introductory language in this section of the auditor’s report shall 

state that:  

 (a) Key audit matters are those matters that, in the auditor’s 

professional judgment, were of most significance in the audit of the 

financial statements [of the current period]; and  

 

(b)  These matters were addressed in the context of the audit of the 

financial statements as a whole, and in forming the auditor’s 

opinion thereon, and the auditor does not provide a separate 

opinion on these matters.  

 
Key Audit Matters Not a Substitute for Expressing a Modified 

Opinion 

 
The auditor shall not communicate a matter in the Key Audit Matters 

section of the auditor’s report when the auditor would be required to 

modify the opinion in accordance with SA 705 (Revised) as a result of 

the matter. 

 
Descriptions of Individual Key Audit Matters 

 
The description of each key audit matter in the Key Audit Matters section 

of the auditor’s report shall include a reference to the related 

disclosure(s), if any, in the financial statements and shall address: 

 
(a) Why the matter was considered to be one of most significance in 

the audit and therefore determined to be a key audit matter; and 

(b) How the matter was addressed in the audit.  
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Communication with Those Charged with Governance  

The auditor shall communicate with those charged with governance:  

(a) Those matters the auditor has determined to be the key audit 

matters; or  

(b)  If applicable, depending on the facts and circumstances of the 

entity and the audit, the auditor’s determination that there are no 

key audit matters to communicate in the auditor’s report. 

Key Audit Matters Not a Substitute for Expressing a Modified 

Opinion 

The auditor shall not communicate a matter in the Key Audit Matters 

section of the auditor’s report when the auditor would be required to 

modify the opinion in accordance with SA 705 (Revised) as a result of 

the matter. 

Descriptions of Individual Key Audit Matters 
 
The description of each key audit matter in the Key Audit Matters section 

of the auditor’s report shall include a reference to the related 

disclosure(s), if any, in the financial statements and shall address: 

 (a)  Why the matter was considered to be one of most significance in 

the audit and therefore determined to be a key audit matter; and 

(b)  How the matter was addressed in the audit. 

Communication with Those Charged with Governance  
 
The auditor shall communicate with those charged with governance:  

(a) Those matters the auditor has determined to be the key audit 

matters; or  
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(b) If applicable, depending on the facts and circumstances of the entity 

and the audit, the auditor’s determination that there are no key audit 

matters to communicate in the auditor’s report. 

EXAMPLE OF KEY AUDIT MATTERS IN THE AUDITOR’S REPORT 

EXAMPLE 1:Taken from the Published Annual Report 

Key audit matter How our audit addressed the key 

audit matter 

Revenue recognition– Fixed price contracts 

The Company inter alia engages in 

Fixed-price contracts, wherein, 

revenue is recognized using the 

percentage of completion computed 

as per the input method based on the 

Company’s estimate of contract costs 

(Refer Note 4(a) and Note 10 to the 

standalone financial statements). 

We identified revenue recognition of 

fixed price contracts where the 

percentage of completion is used as a 

Key Audit Matter since – there is an 

inherent risk and presumed fraud risk 

around the accuracy and existence of 

revenues recognised considering the 

customised and complex nature of 

these contracts and significant inputs 

Our audit procedures included the 

following: 

• Obtained an understanding of the 

systems, processes and controls 

implemented by the Company for 

recording and computing 

revenue and the associated 

contract assets, unearned and 

deferred revenue balances. 

• Including involvement of our 

Information technology (‘IT’) 

specialists, as required: 

 Assessed the IT environment in 

which the business systems 

operate and tested system 

controls over computation of 
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ofITsystems; application of revenue 

recognition accounting standard (Ind 

AS 115, Revenue from Contracts with 

customers) is complex and involves a 

number of key judgments and 

estimates mainly in identifying 

performance obligations, related 

transaction price and estimating the 

future cost-to-completion of these 

contracts, which is used to determine 

the percentage of completion of the 

relevant performance obligation; these 

contracts may involve onerous 

obligations which requires critical 

assessment of foreseeable losses to 

be made by the Company; and at year-

end, significant amount of work in 

progress (Contract assets), related to 

these contracts are recognised on the 

balance sheet. 

revenue recognised; 

 Tested the IT controls over 

appropriateness of cost and 

revenue reports generated by 

the system; 

 Tested the controls pertaining to 

allocation of resources and 

budgeting systems which 

prevent the unauthorized 

recording/changes to costs 

incurred; and 

 Tested on a random sampling 

basis the controls relating to the 

estimation of contract costs 

required to complete the 

respective projects. 

• On selected specific and 

statistical samples of contracts, 

we tested that the revenue 

recognized is in accordance with 

the revenue recognition 

accounting standard including– 

 Evaluated the identification of 

performance obligations and the 

ascribed transaction price; 

 For testing Company’s 
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computation of the estimation of 

contract costs and onerous 

obligations, if any. We: 

• assessed that the estimates 

of costs to complete were 

reviewed and approved by 

appropriate designated 

management personnel; 

• performed a retrospective 

analysis of costs incurred with 

estimated costs to identify 

significant variations and 

challenged whether those 

variations are required to be 

considered in estimating the 

remaining costs to complete 

the contract; 

• assessed the appropriateness 

of workin progress (contract 

assets) on balance sheet date 

by evaluating the underlying 

documentation to identify 

possible changes in estimated 

costs to complete the 

remaining performance 

obligations; and 

 inspected underlying 
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Example 2 Taken from the Published Annual Report 

Key Audit Matters Auditor’s Response 

Customer contracts – accuracy 
of revenue recognition, 
valuation of contract assets, 
work in progress (WIP), trade 
and other receivables, and 
accuracy of contract liabilities 

 

For the year ended March 31, 
2022, revenue from customer 
contracts amounts to ` 4,286.44 
Crores whereas as at March 
31,2022, contract assets amount to 
` 146.86 Crores, the balance of 
work in progress (WIP) amounts to 
` 153.94 Crores and retention 
amounts to ` 256.61 Crores. 

 

Our procedures included, among 
others, obtaining an 
understanding of the project 
execution processes and 
relevant controls relating to the 
accounting for customer 
contracts. 

 

For the revenue recognized 
throughout the year, we tested 
selected key controls, including 
results reviews by management, 
for their operating effectiveness 
and performed procedures to 
gain sufficient audit evidence on 
the accuracy of the accounting 
for customer contracts and 
related financial statement 

documents and performed 

analytics to determine 

reasonableness of contract 

costs. 
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The application of the revenue 
accounting standard (Ind AS 
115,Revenue from Contracts with 
Customers) involves certain key 
judgements relating to 
identification of distinct 
performance obligations, 
determination of transaction price 
of the identified performance 
obligations, the appropriateness of 
the basis used to measure revenue 
recognized over a period. 
Additionally, revenue accounting 
standard contains disclosures 
which involves collation of 
information in respect of 
disaggregated revenue and 
periods over which the remaining 
performance obligations will be 
satisfied subsequent to the 
balance sheet date. 

 

Refer Note 31 to the standalone 
financial statements. 

 

 

During order fulfilment, contractual 
obligations may need to be 
reassessed. In addition, change 
orders or cancelations have to be 
considered. As a result, total 
estimated contract costs may 
exceed total contract revenues and 
therefore require write-offs of 
contract assets, receivables and 
the immediate recognition of the 
expected loss as a provision. 
Regarding the revenue recognized 
at a point in time (PIT), the risks 
include inappropriate revenue 
recognition from revenue being 

captions. 

 

These procedures included 
reading significant new contracts 
to understand the terms and 
conditions and their impact on 
revenue recognition. We 
performed enquiries with 
management to understand their 
risk assessments relating to 
customer contracts.  

 

On a sample basis, we 
reconciled revenue to the 
supporting documentation, 
validated costs, tested the 
mathematical accuracy of 
calculations and the adequacy of 
accounting of customer 
contracts. 

 

We further performed testing on 
a sample basis to confirm the 
appropriate application of 
revenue recognition policies and 
to verify valuation of WIP 
balances. This included 
reconciling accounting entries to 
supporting documentation. 
When doing this, we specifically 
put emphasis on those 
transactions occurring close 
before or after the balance sheet 
date to obtain sufficient evidence 
over the accuracy of cut-off. 

 

We further reviewed samples of 
contracts with unbilled revenues 
to identify possible delays in 
achieving milestones, which 
require change in estimated 
efforts to complete the remaining 
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recorded in the wrong accounting 
period or at amounts not justified 
as well as overstated WIP that 
requires impairment adjustments. 

performance obligations. 

 

Performed analytical procedures 
and test of details for 
reasonableness of incurred and 
estimated efforts. 

 

Our procedures did not identify 
any material exceptions. 

Valuation of accounts receivable 
– risk of credit losses 

 

Company has a concentration of 
credit exposure on a number of 
major customers mainly 
Government and large 
organisation. 

Some of these major customers 
are facing difficult business 
conditions. In order to avoid 
significant credit losses, proper 
monitoring and management of 
credit risk is key factor. Accounts 
receivable is a significant item in 
the Company’s standalone 
financial statements amounting to ` 
2,399.72 crores as of March31, 
2022 and provisions for impairment 
of receivables is an area which is 
influenced by management’s 
estimates and judgment. The 
provision for impairment of 
receivables amounted to 

Rs 14.94 crores as at March 31, 
2022. 

 

Refer Note 15 to the standalone 
financial statements 

Our audit incorporated the 
following activities: 

 

• Assessing and updating our 
understanding of internal 
controls over financial reporting 
with respect to credit risk; 

 

• Assessment of the Company’s 
credit policy outlining authority 
for 

approving and responsibility to 
manage credit limits; 

 

• Inquiries with committee in 
order to understand and assess 

governance and follow-
up/monitoring of key customers; 

 

• Analytical procedures and 
inquiries with Business Area; 

 

• Detailed testing and 
assessment of receivables to 
ensure these are in line with Ind 
AS, with a focus on significant 
new provisions. 

 

We had a particular focus in our 
audit on how Company manage 
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credit risk for key customers with 
respect to credit insurance and 
procedures for credit 
management. We also assessed 
and challenged management’s 
assumptions and adherence to 
the Company’s accounting 
policies with respect to 
provisions for impairment of 
receivables. 

The level of the provision made 
against accounts receivables 
and accrued balances was 
deemed appropriate and 
corresponds to the risks 
identified. 

Recoverability of project and 
other vendor advances 

 

As at March 31, 2022, current 
financial assets include Rs 318.50 
crores in respect of project and 
other vendor advances and are 
pending to be adjusted/settled. 
Management exercises significant 
judgment when determining 

whether to record any impairment 
loss on advances As the carrying 
amount of project and other vendor 
advances accounts for a relatively 
high proportion of assets, there 
would be a material impact on the 
financial statements if such 
advances cannot be settled on 
schedule or fail to be recovered 
/settled. 

Therefore, we regard the 
recoverability of project and other 
vendor advances as a key audit 
matter. 

 

Refer Note 19 to the Standalone 

Our audit procedures involve the 
following activities: 

 

• Assessing and updating our 
understanding of internal 
controls over financial reporting 
with respect to advances given; 

 

• Assessment of the Company’s 
procurement policy outlining 
authority for approving and 
responsibility to manage vendor 
advances;  

 

• Inquiries with management in 
order to understand and assess 

governance and follow-
up/monitoring of key vendors; 

 

• Analytical procedures and 
inquiries with Business Area; 

 

• Obtain balance confirmations 
from selected parties to ensure 
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Financial Statements. existence thereof 

 

• Review of Purchase orders 
and/or agreements for selected 
parties and enquire 
management regarding reasons 
for unsettled advances as on 
date. We agree with 
management’s view that there is 
no reduction in the value 

of the advances outstanding in 
the books. 

Recoverability relating to Goods 
and Services Tax recoverable 

 

As at March 31, 2022, under other 
current assets, indirect taxes 
recoverable include ` 189.81 
crores in respect of GST Input Tax 
credit receivables. The Company 
has accounted for input credit on 
material and services received 
from suppliers and is carrying out 
continuous process of 
reconciliation. 

 

We focused on management’s 
estimate of getting input tax credit 
which involves significant 
judgment. 

 

Refer Note 21 to the Standalone 
Financial Statements. 

 

Our audit procedure involves the 
following activities: 

 

• Assessing and updating our 
understanding of internal control 
over financial reporting with 
respect to recording of invoices 
of suppliers. 

 

• Reviewing the management 
continuing process for 
reconciliation, updation and 
follow up with the vendors. 

 

We have relied upon the 
management’s assessment. 

 

Recoverability and 
Contingencies relating to other 
Indirect tax matters 

 

As at March 31, 2022, “Indirect Tax 
Recoverable” includes Rs. 18.23 

We performed the following 
substantive procedures: 

 

• Understanding the process of 
estimation, recording and 
reassessing tax provisions and 
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crores in respect of Commercial 
taxes recoverable which are 
pending adjudication. The 
Company has open/pending tax 
assessments in various states. The 
determination of provisions and 
contingent liabilities arising from 
the open tax assessments make 
this a particular area of significant 
judgement. We focused on 
management’s assessment of the 
likely outcome and quantification of 
tax exposures which involves 
significant judgement. 

 

Refer Note 21 to the Standalone 
Financial Statements. 

contingencies. 

 

• Involving tax specialists to 
assist in analyzing the 
judgements used to determine 
provisions for tax matters. 

 

 

• We have involved our internal 
experts to review the nature of 
the amounts recoverable, the 
sustainability and the likelihood 
of 

recoverability upon final 
resolution. 

 

• Inspection the correspondence 
with tax authorities. 

 

• Inspecting reports on open tax 
assessments prepared by the 
Company and other appropriate 
documentation considered 
necessary to understand the 
position and conclusions made 
by the Company. 

 

We also assessed the adequacy 
of the Company’s financial 
statements disclosure in respect 
of the tax positions and 
contingent liabilities. 

 

We agree with management’s 
evaluation. 
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Example 3 Taken from the Published Annual Report 

 

Key Audit Matter  
 

 

How our audit addressed the matter 
 

 

Evaluation of adequacy of 

provision for impairment for 

tangible and intangible 

assets  

(Refer Note 47 to the 

Standalone Financial 

Statements)  

Management has assessed 

whether any provision needs 

to be recognised on account 

of impairment of tangible and 

intangible assets.  

The Company reviews the 

carrying amount of its 

tangible and intangible 

assets (Oil and Gas Assets 

including Capital Work-in-

Progress (CWIP) & 

Development Wells in 

Progress (DWIP), Other 

 

Our audit procedures included the 

following:  

We evaluated the appropriateness 

of management’s identification of 

the CGUs and exploration and 

evaluation assets and tested the 

operating effectiveness of controls 

over the impairment assessment 

process, including indicators of 

impairment.  

We reviewed the reasonableness of 

the judgments and decisions made 

by the management regarding 

assumptions (including the relevant 

regulatory guidelines) for Oil and 

Gas prices in future to identify 

whether there are indicators of 

possible management bias and 
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Property, Plant & Equipment 

(including Capital Works-in- 

Progress, Right of Use 

Assets) for the “Cash 

Generating Unit” (CGU) 

determined at the end of 

each reporting period to 

assess whether there is any 

indication that those assets 

have suffered any 

impairment loss.  

Oil and Gas price 

assumptions have a 

significant impact on CGU 

impairment assessments 

and are inherently uncertain. 

Furthermore, oil and gas 

prices are subject to 

increased uncertainty, given 

regulatory guidelines 

including notified gas prices, 

climate change and the 

global energy transition.  

The management’s 

assumptions for prices of oil 

and gas in future are highly 

judgemental and may not be 

accordingly relied upon the 

management’s assumptions for Oil 

and Gas prices in future.  

We reviewed the appropriateness of 

discount rates used in the 

estimation.  

We relied on the technical 

assessment of the Management 

with regard to the Reserves and the 

Production profile of Oil and Gas, as 

shown to us by the management.  

We performed testing of the 

mathematical accuracy of the cash 

flow models and checked the 

appropriateness of the related 

disclosures. We evaluated 

management’s assessment and 

related calculations of impairment 

including comparison of the 

recoverable amount with the 

carrying amounts of respective 

CGUs in the books of accounts.  

We perused the future plans related 
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reflective of above factors, 

leading to a risk of material 

misstatement.  

Given the long timeframes 

involved, certain recoverable 

amounts of assets are 

sensitive to the discount rate 

applied. Since the 

determination of appropriate 

discount rate is judgemental, 

there is a risk that discount 

rates may not reflect the 

return required by the market 

and the risks inherent in the 

cash flows being discounted, 

which may lead to a material 

misstatement.  

A key input to impairment 

assessments and valuations 

is the production forecast, in 

turn closely related to the 

Company’s reserves 

estimates, production profile 

and field development 

assumptions with reference 

to Oil and Gas.  

The determination of 

to exploration activities. Further, we 

have relied upon management’s 

assessment that the Mining Lease 

(ML)/ Petroleum Mining Lease 

(PML) shall be re-granted, wherever 

expired/ is expiring in near future. 
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recoverable amount, being 

the higher of fair value less 

costs to sell and value- in 

use is based on the factors 

as discussed above, 

necessitating judgement on 

the part of management.  

In case of exploration and 

evaluation assets, based on 

management’s judgement, 

assessment for impairment 

is carried out when further 

exploration activities are not 

planned in near future or 

when sufficient data indicate 

that although a development 

is likely to proceed, the 

carrying amount of the 

exploration asset is unlikely 

to be recovered in full from 

successful development or 

by sale. Based on the above 

factors, we have considered 

the measurement of 

Impairment as Key Audit 

Matter.  
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Estimation of 

Decommissioning liability  

(Refer Note 24 to the 

Standalone Financial 

Statements)  

The Company has an 

obligation to restore and 

rehabilitate the 

Asset/fields operated 

upon by the Company at 

the end of their use. This 

decommissioning liability 

is recorded based on 

estimates of the costs 

required to fulfil this 

obligation.  

The provision is based 

upon current cost 

estimates and has been 

determined on a 

discounted basis with 

reference to current legal 

requirements and 

Our audit procedures included the 

following:  

Evaluated the approach adopted by 

the management in determining the 

expected costs of decommissioning.  

Identified the cost assumptions used 

that have the most significant impact 

on the provisions and tested the 

appropriateness of these 

assumptions.  

Reviewed the appropriateness of 

discount and inflation rates used in 

the estimation.  

Verified the unwinding of interest as 

well as understanding if any 

restoration was undertaken during 

the year.  

We have relied upon the technical 

assessment with respect to the 

Production Profile as estimated by 

the management based on which 
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technology. At each 

reporting date the 

decommissioning liability 

is reviewed and re-

measured in line with 

changes in observable 

assumptions, timing and 

the latest estimates of the 

costs to be incurred at 

reporting date.  

We have considered the 

measurement of 

decommissioning costs as 

Key Audit Matter as it 

requires significant 

management judgment, 

including accounting 

calculations and estimates 

that involves high 

estimation uncertainty.  
 

the Terminal year of the Asset /fields 

for decommissioning has been 

estimated.  

We have relied upon management’s 

assessment that the Mining Lease 

(ML) / Petroleum Mining Lease 

(PML) would be regranted, till the 

terminal year of the field as 

estimated by the management.  

Relied on the judgments of the 

internal/ external experts for the 

purpose of technical /commercial 

evaluation.  

Assessed the appropriateness of the 

disclosures made in the financial 

statements.  
 

 

Litigations and Claims  

(Refer Note 48 to the 

Standalone Financial 

 

Our audit procedures included the 

following:  

Understood Management’s internal 
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Statements)  

Litigation and claims are 

pending with multiple tax 

and regulatory authorities 

and there are claims from 

vendors/suppliers and 

employees which have not 

been acknowledged as 

debt by the company 

(including Joint 

Operations).  

In the normal course of 

business, financial 

exposures may arise from 

pending legal/regulatory 

proceedings and from 

above referred claims not 

acknowledged as debt by 

the company. Whether a 

claim needs to be 

recognized as liability or 

disclosed as a contingent 

liability in the Standalone 

Financial Statements or is 

considered as remote, is 

instructions, process and control for 

determining and estimating the tax 

litigations, other litigations and 

claims and its appropriate 

accounting and/or disclosure.  

Tested key controls surrounding 

such litigations.  

Discussed pending matters with the 

Company’s personnel with respect 

to status of cases of litigation and 

claims.  

Assessed management’s 

conclusions through understanding 

precedents set in similar cases, 

reviewed the recommendations of 

the internal committee specially 

formed by the management, placed 

reliance upon the expert opinions, 

wherever obtained by the 

management.  

We have assessed the adequacy 

and appropriateness of presentation 

and disclosure of the Contingent 



Page 120 of 
9 

 

 

 

dependent on a number of 

significant assumptions 

and judgments made by 

the management. The 

amounts involved are 

potentially significant and 

determining the amount, if 

any, to be recognized or 

disclosed in the financial 

statements, is inherently 

subjective.  

We have considered 

Litigations and claims as 

Key Audit Matter because 

the estimates on which 

these amounts are based 

involve a significant 

degree of management 

judgment, including 

accounting estimates that 

involves high estimation 

uncertainty.  
 

liabilities in the Standalone Financial 

Statements. 
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Information Technology 

and General Controls  

The Company is 

dependent on its 

Information Technology 

(“IT”) systems for 

processing and recording 

its transactions, including 

financial reporting 

processes.  

Appropriate IT general 

controls and application 

controls are required to 

ensure that such IT 

systems are able to 

process the data, as 

required, completely, 

accurately and 

consistently for reliable 

financial reporting.  

IT application controls are 

critical to ensure that 

changes to applications / 

In assessing the integrity of the IT 

systems relevant for financial 

reporting, we obtained an 

understanding of the IT 

infrastructure and IT systems 

relevant to the Company’s financial 

reporting process for evaluation and 

testing of relevant IT general 

controls and IT application controls 

(‘SAP’), through inquiries with the 

management and review of the 

reports of the Information system 

control audits done by a third party.  

Access rights were tested over 

applications, operating system, on a 

sample basis, which are relied upon 

for financial reporting. We further 

tested segregation of duties, 

including preventive controls to 

ensure that access to change 

applications, the operating system 

or databases in the production 

environment were granted only to 

authorized personnel.  
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files / information and 

underlying data are made 

in an appropriate manner 

and under controlled 

environment. Appropriate 

controls contribute to 

mitigating the risk of 

potential fraud or errors as 

a result of changes to 

applications and data.  

MIS reports, relevant for 

financial reporting, have 

been developed and 

tested through internal 

and outsourced support 

arrangements and 

ultimately authenticated 

by the users.  

On account of the 

pervasive use of its IT 

systems and related 

control environment on 

the Company’s financial 

reporting process, the 

testing of the general 

Our audit included making 

necessary inquiries with the 

management, scrutiny of the report 

on ‘IT audit and security’ by a third-

party expert, access security 

(including controls over privileged 

access), segregation of duties and 

delegation of authority.  

In response to the above IT 

requirements, enhancement of 

functionalities in IT System made 

during the year, we performed the 

following:  

- tested controls and performed 

additional substantive procedures of 

key general ledger account 

reconciliations.  

- observed that training sessions are 

also provided to users, to enable full 

utilization of SAP functionalities.  

We also tested key automated and 

manual business cycle controls and 
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computer controls of the 

IT systems used in 

financial reporting has 

been considered to be a 

Key Audit Matter  
 

logic for the reports generated 

through the IT infrastructure 

including those relating to MIS, that 

were relevant for financial reporting 

or were used in the exercise of 

internal financial controls with 

reference to financial statement, 

including testing of the 

compensating controls or alternate 

procedures to assess whether there 

were any unaddressed IT risks that 

would materiality impact the 

Standalone Financial Statements.  
 

 

 

SA 705: Modifications to the Opinion in the Independent Auditor’s Report 

Objective 

A modified opinion on the financial statements is necessary when:  

(a) The auditor concludes, based on the audit evidence obtained, that 

the financial statements as a whole are not free from material 

misstatement; or  

(b) The auditor is unable to obtain sufficient appropriate audit evidence 

to conclude that the financial statements as a whole are free from 

material misstatement.  
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Meaning of Pervasive: - Pervasive effects on the financial statements 

are those that, in the auditor’s judgment:  

 
(i)  Are not confined to specific elements, accounts or items of the 

financial statements;  

(ii)  If so confined, represent or could represent a substantial 

proportion of the financial statements; or  

(iii)  In relation to disclosures, are fundamental to users’ understanding 

of the financial statements.  

 

Types of Modified Opinions 

  

There are Three types of modified opinion:- 

1. Qualified Opinion 

2. Adverse Opinion 

3. Disclaimer of Opinion 

 

Criteria and the nature of modification in different situations: 

 

Nature of matter 

giving rise to 

modification 

Auditor’s judgment about the Materiality 

and Pervasiveness of the Effects or 

Possible Effects on the financial 

statements 

Material but Not 

Pervasive 

 

Material and 

Pervasive 
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Financial Statements 

are 

Materially misstated 

Qualified opinion Adverse opinion 

Inability to obtain 

sufficient 

appropriate audit 

evidence 

Qualified opinion Disclaimer of 

opinion 

 

What is a ‘material misstatement’? 

 

For financial statements to comply with an applicable financial reporting 

framework, the transactions and events as reflected therein need to 

comply with four aspects. These are: 

 

(a) Recognition 

(b) Measurement 

(c) Classification and presentation, and 

(d) Disclosure 

A “misstatement” of the financial statements occurs when there is a 

difference between how each of these aspects is reported by the 

management in the financial statements and how it should be reported 

as per the applicable financial reporting framework. 

 

Material misstatement of the financial statements may arise in relation to: 

(a) The appropriateness of the selected accounting policies; 
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(b) The application of the selected accounting policies, or 

(c) The appropriateness or adequacy of disclosures in the 

financial statements. 

 

For the purpose of modifying or not modifying an audit opinion three key 

concepts have to be properly understood “Materiality”, “Evidence” and 

“Misstatement”. 

 
Inability of an auditor to obtain sufficient appropriate audit evidence 

Ordinarily, an auditor would be unable to obtain sufficient appropriate 

audit evidence in the following situations: 

(a) Circumstances beyond the control of an entity – For example, the 

entity’s accounting records are destroyed by fire or are seized by 

an investigating agency; 

(b) Circumstances related to the nature and timing of the auditor’s 

work–Examples:(a)for equity accounting of an associate, adequate 

financial information of the associate is not available; (b) the auditor is 

appointed after year-end, and is therefore unable to observe physical 

verification of inventory; or (c) where the controls of the entity are not 

effective and the auditor concludes that performing substantive 

procedures alone is not sufficient; 

(c) Limitation imposed by management– For example, management 

prevents the auditor from observing inventory count or from 

requesting external confirmation of specific account balances, or 

imposes unrealistic time deadlines within which to issue an auditor’s 

report. 
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Examples where of a misstatement or possible misstatement 

considered to be “pervasive 

1. increasing the useful lives of fixed assets without justification, 

2. not treating impairment in investments as other than 

temporary 

3. treating doubtful receivables as good, 

4. Not providing adequately for inventory obsolescence. 

 

Effect of the above is overstatement of the earnings, the aggregate effect 

of which, may be material to the financial statements taken as a whole, 

then the possible misstatement is said to be pervasive. 

In another example, when the misstatement is only in valuing inventory 

of a major raw material at cost instead of at net realisable value and 

whenclearevidenceisavailablethatthefairvalueofthematerialwassubstantia

llylowerthancostandthesellingpriceofthefinishedproductispegged to 

current raw material prices, and the difference in valuation, if booked, 

could wipe out a substantial portion of the profit before tax of the entity, 

the misstatement is said to be pervasive. 

 

 

Title of Opinion and Basis of Opinion Paragraph 

Sr. No. Opinion Paragraph 

 

Basis of Opinion Paragraph 
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1. Qualified opinion Basis for Qualified Opinion 

2. Adverse Opinion Basis for Adverse Opinion 

3. Disclaimer of Opinion Basis for disclaimer of opinion 

 

Form and Content of the Auditor’s Report When the Opinion is 

Modified 

 

When the auditor expresses a qualified opinion due to a material 

misstatement in the financial statements, the auditor shall state that, in 

the auditor’s opinion, except for the effects of the matter(s) 

described in the Basis for Qualified Opinion. 

 

Adverse Opinion 

 

(a) When reporting in accordance with a fair presentation framework, the 

accompanying financial statements do not give a true and fair view of) 

[…]  

(b) When reporting in accordance with a compliance framework, the 

accompanying financial statements have not been prepared, in all 

material respects, in accordance with [the applicable financial 

reporting framework].  

 

 

Disclaimer of Opinion 
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 (a) State that the auditor does not express an opinion on the 

accompanying financial statements;  

(b) State that, because of the significance of the matter(s) described in 

the Basis for Disclaimer of Opinion section, the auditor has not been able 

to obtain sufficient appropriate audit evidence to provide a basis for an 

audit opinion on the financial statements. 

 

Examples of Various Modified Reports 
 
A.  Qualified Opinion  

We have audited the standalone financial statements of ABC Company 

Limited (“the Company”), which comprise the balance sheet as at March 

31, 20XX, and the statement of Profit and Loss, (statement of changes in 

equity)13 and the statement of cash flows for the year then ended, and 

notes to the financial statements, including a summary of significant 

accounting policies and other explanatory information (in which are 

included the Returns for the year ended on that date audited by the 

branch auditors of the Company’s branches located at (location of 

branches))14.  

In our opinion and to the best of our information and according to the 

explanations given to us, except for the effects of the matter described in 

the Basis for Qualified Opinion section of our report, the aforesaid 

financial statements give the information required by the Companies Act 

2013 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 March 31st, 20XX and its 

profit/loss, (changes in equity)15 and its cash flows for the year ended on 

that date. 
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Basis for Qualified Opinion  

The Company’s inventories are carried in the Balance Sheet at Rs. XXX. 

Management has not stated the inventories at the lower of cost and net 

realizable value but has stated them solely at cost, which constitutes a 

departure from the Accounting Standards prescribed under section 133 

of the Companies Act, 2013. The Company’s records indicate that, had 

management stated the inventories at the lower of cost and net 

realizable value, an amount of Rs. xxx would have been required to write 

the inventories down to their net realizable value. Accordingly, cost of 

sales would have been increased by Rs. xxx, and income tax, net 

income and shareholders’ funds would have been reduced by Rs. xxx, 

Rs. xxx and Rs. xxx, respectively. 

 

B. Adverse Opinion  

 

We have audited the accompanying consolidated financial statements of 

ABC Company Limited (hereinafter referred to as the “Holding 

Company”) and its subsidiaries (the Holding Company and its 

subsidiaries together referred to as “the Group”), its associates and 

jointly controlled entities, which comprise the consolidated balance sheet 

as at March 31, 20XX, the consolidated statement of profit and Loss, 

(consolidated statement of changes in equity)18 and the consolidated 

statement of cash flows for the year then ended, and notes to the 

consolidated financial statements, including a summary of significant 

accounting policies (hereinafter referred to as the “consolidated financial 

statements”).  
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In our opinion and to the best of our information and according to the 

explanations given to us, because of the significance of the matter 

discussed in the Basis for Adverse Opinion section of our report, the 

accompanying consolidated financial statements do not give a true and 

fair view in conformity with the accounting principles generally accepted 

in India, of the consolidated state of affairs of the Group, its associates 

and jointly controlled entities, as at March 31, 20XX, of its consolidated 

profit/loss, (consolidated position of changes in equity)19 and the 

consolidated cash flows for the year then ended. 

 

Basis for Adverse Opinion  

As explained in Note X, the Group has not consolidated subsidiary XYZ 

Company that the Group acquired during 20XX because it has not yet 

been able to determine the fair values of certain of the subsidiary’s 

material assets and liabilities at the acquisition date. This investment is 

therefore accounted for on a cost basis. Under the accounting principles 

generally accepted in India, the Group should have consolidated this 

subsidiary and accounted for the acquisition based on provisional 

amounts. Had XYZ Company been consolidated, many elements in the 

accompanying consolidated financial statements would have been 

materially affected. The effects on the consolidated financial statements 

of the failure to consolidate have not been determined. 

C. Disclaimer of Opinion  

 

We were engaged to audit the accompanying consolidated financial 

statements of ABC Company Limited (hereinafter referred to as the 

“Holding Company”) and its subsidiaries (the Holding Company and its 
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subsidiaries together referred to as “the Group), which comprise the 

consolidated balance sheet as at March 31, 20XX, the consolidated 

statement of Profit and Loss, (consolidated statement of changes in 

equity26) and consolidated statement of cash flows for the year then 

ended, and notes to the consolidated financial statements, including a 

summary of significant accounting policies (hereinafter referred to as the 

“Consolidated Financial Statements”).  

 

We do not express an opinion on the accompanying consolidated 

financial statements of the Group. Because of the significance of the 

matter described in the Basis for Disclaimer of Opinion section of our 

report, we have not been able to obtain sufficient appropriate audit 

evidence to provide a basis for an audit opinion on these consolidated 

financial statements.  

 

Basis for Disclaimer of Opinion  

 

The Group’s investment in its joint venture XYZ Company is carried at 

Rs. xxx on the Group’s consolidated balance sheet, which represents 

over 90% of the Group’s net assets as at March 31, 20XX. We were not 

allowed access to the management and the auditors of XYZ Company. 

As a result, we were unable to determine whether any adjustments were 

necessary in respect of the Group’s proportional share of XYZ 

Company’s assets that it controls jointly, its proportional share of XYZ 

Company’s liabilities for which it is jointly responsible, its proportional 

share of XYZ’s income and expenses for the year, (and the elements 

making up the consolidated statement of changes in equity27) and the 

consolidated cash flow statement. 
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SA 706: Emphasis of Matter Paragraphs and Other Matter 

Paragraphs in the Independent Auditor’s Report 

This Standard on Auditing (SA) deals with additional communication in 

the auditor’s report when the auditor considers it necessary to:  

(a) Draw users’ attention to a matter or matters presented or disclosed in 

the financial statements that are of such importance that they are 

fundamental to users’ understanding of the financial statements; or  

(b) Draw users’ attention to any matter or matters other than those 

presented or disclosed in the financial statements that are relevant to 

users’ understanding of the audit, the auditor’s responsibilities or the 

auditor’s report.  

Emphasis of Matter Paragraphs in the Auditor’s Report  

(a) The auditor would not be required to modify the opinion in 

accordance with SA 705 as a result of the matter; and  

(b) When SA 701 applies, the matter has not been determined to be a 

key audit matter to be communicated in the auditor’s report. 

 

Other Matter Paragraphs in the Auditor’s Report  

If the auditor considers it necessary to communicate a matter other than 

those that are presented or disclosed in the financial statements that, in 

the auditor’s judgment, is relevant to users’ understanding of the 

audit, the auditor’s responsibilities or the auditor’s report, the 

auditor shall include an Other Matter paragraph in the auditor’s report, 

Provided: 

 (a) This is not prohibited by law or regulation; and  
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(b) When SA 701 applies, the matter has not been determined to be a 

key audit matter to be communicated in the auditor’s report. 

Communication with Those Charged with Governance 

 
If the auditor expects to include an Emphasis of Matter or an Other 

Matter paragraph in the auditor’s report, the auditor shall communicate 

with those charged with governance regarding this expectation and the 

wording of this paragraph.  

 
INDEPENDENT AUDITOR’S REPORT  

 
To the Members of ABC Company Limited  

 
Report on the Audit of the Standalone Financial Statements  

Opinion  

We have audited the standalone financial statements of ABC Company 

Limited (“the Company”), which comprise the balance sheet as at March 

31, 20X1, and the statement of Profit & Loss, (statement of changes in 

equity)13 and the statement of cash flows for the year then ended, and 

notes to the financial statements, including a summary of significant 

accounting policies and other explanatory information (in which are 

included the Returns for the year ended on that date audited by the 

branch auditors of the Company’s branches located at (location of 

branches).  

 
In our opinion, and to the best of our information and according to the 

explanations given to us the aforesaid financial statements, give the 

information required by the Companies Act, 2013 in the manner so 

required, and give a true and fair view, in conformity with the accounting 
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principles generally accepted in India, of the state of affairs of the 

Company as at March 31st, 20X1 and its profit/loss, (changes in 

equity15) and its cash flows for the year ended on that date.  

Basis for Opinion  

We conducted our audit in accordance with the Standards on Auditing 

(SAs) specified under Section 143(10) of the Companies Act, 2013. Our 

responsibilities under those standards are further described in the 

Auditor’s Responsibilities for the Audit of the Financial Statements 

section of our report. We are independent of the Company in accordance 

with the ethical requirements that are relevant to our audit of the financial 

statements as per the ICAI’s Code of Ethics and the provisions of the 

Companies Act, 2013, and we have fulfilled our other ethical 

responsibilities in accordance with these requirements. We believe that 

the audit evidence we have obtained is sufficient and appropriate to 

provide a basis for our opinion.  

 
Emphasis of Matter  

We draw attention to Note X of the financial statements, which 

describes the effects of a fire in the Company’s production 

facilities. Our opinion is not modified in respect of this matter. 

 
Key Audit Matters  

Key audit matters are those matters that, in our professional judgment, 

were of most significance in our audit of the financial statements of the 

current period. These matters were addressed in the context of our audit 

of the financial statements as a whole, and in forming our opinion 

thereon, and we do not provide a separate opinion on these matters.  
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[Description of each key audit matter in accordance with SA 701.]  

  



Page 137 of 
9 

 

 

 

Other Matter  

The financial statements of ABC Company Limited for the year 

ended March 31, 20X0, were audited by another auditor who 

expressed an unmodified opinion on those statements on June 15, 

20X0. 

 

Other Information [or another title if appropriate such as 

“Information Other than the Financial Statements and Auditor’s 

Report Thereon”]  

[Reporting in accordance with the reporting requirements in SA 720 

(Revised) – see Illustration 1 in Appendix 2 of SA 720 (Revised).]  

 

Responsibilities of Management and Those Charged with 

Governance for the Financial Statements  

[Reporting in accordance with SA 700 (Revised) – see Illustration 1 in SA 

700 (Revised).]  

 

Auditor’s Responsibilities for the Audit of the Financial Statements  

[Reporting in accordance with SA 700 (Revised) – see Illustration 1 in SA 

700 (Revised).] 

Report on Other Legal and Regulatory Requirements  

[Reporting in accordance with SA 700 (Revised) – see Illustration 1 in SA 

700 (Revised).]  

 

While reporting under Section 143(3) of the Companies Act, 2013, the 

auditor is required to suitably reword the wordings given in the Illustration 

in SA 700(Revised) to meet the circumstances of the audit. 
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Other Example of Emphasis of Matter Paragraph 

Example of Emphasis of Matter Paragraph From Published Annual 

Report 

 

Example 1 

We draw attention to Note 2(c) of the standalone financial statements, 

which describes in detail the economic and social consequences/ 

disruption the Company is facing as a result of COVID-19 which is 

impacting supply chains / consumer demand / financial markets / 

commodity prices / personnel available for work.  

Our opinion is not modified in respect of this matter. 

Example 2 

a. Note:49 (33) (g) 

COVID-19 Impact 

 
Current year Impact: 
 
Second wave of Covid-19 has forced the company to declare for a 

phased Lockdown at various divisions on substitution basis during April 

and May 2021.The Employees will put in additional hours for the lost 

hours during lockdown period. The lost man hour was recovered in June 

and July 2021.The Company has shown improved performance in the 

last III Quarter (July to March 2022). Hence, there is no significant 

impact during the year ended 31.03.2022. 
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Anticipated Future Impact: 

Based on the information available (internal as well as external) up to 

the date of approval of this financial result, Company expects to recover 

the carrying amount of Intangible assets, Inventories, Property, Plant 

and Equipment’s, Lease, Financial Instruments, Trade Receivables etc. 

Efforts are being made to minimize the impact. The Company will 

continue to closely monitor the developments, the future economic and 

business outlook and its impact on Company’s future financial 

statements with a view to minimize the Covid impact. 

b. Note no :49 (43 G) 

Revision of pay scales of executives and workmen, with effect from 

01.01.2017 was implemented in accordance with the guidance issued by 

DPE vide OM dated 03.08.2017 for Executives and in accordance with 

the Wage Agreement entered into between Management and 

Employees Union representatives in 2019-20 in respect of Workmen. On 

an interpretation on pay refixation and pursuant to the directives of the 

Administrative Ministry, the pay fixation to be revised and the excess 

amount paid is to be recovered from the employees. 

 
This has resulted in reduction of salaries and wages for the year ended 

31 March 2022 by ` 5256 lakhs (Previous year: `14450 lakhs) and a 

consequential reduction in sales revenue for the year ended 31 March 

2022 by ` 812 lakhs (Previous year: ` 5677 lakhs).\ 

 

While so, the Employees Union and Officers Association have filed Writ 

Petitions with Hon’ble High Court of Karnataka to stay recovery of 
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excess amount of salary paid by the Company. The Hon’ble High Court 

has granted interim stay on recoveries, pending disposal of the writ 

petitions by the High court, the excess amount is shown under claims 

recoverable Note No.19 for ` 24489 lakhs (Previous year `19368 lakhs) 

In respect of employees who retired prior to 30 June, 2021, provision is 

made for the amount recoverable ` 2584 lakhs (Previous year: ` 2680 

lakhs). The amount withheld from employees who retired after 30th June 

2021 is kept under other liabilities ` 1835 lakhs (Previous year: ` NIL). 

Based on the final order that may be passed, suitable effect will be 

carried out in the accounts. 

 

Our opinion is not modified in respect of these matters. 
 

Example 3 

 
We draw attention to following Notes to the Standalone Financial 

Statements: - 

i. Note No. 10.3, which explains that certain exploratory fields have been 

identified by DGH, Mo PNG, GOI for bidding under DSF III, after 

considering the value of such fields as Nil. As these fields need to be 

handed over to the successful bidders, pending finalization of 

mechanism of recovery of carrying cost of these fields, an impairment 

provision of ` 12,549.06 million has been made during the year towards 

carrying value of the land and exploratory wells in these fields.  

ii. Note No. 38.1, which states that pursuant to Section 115BAA of the 

Income Tax Act, 1961, during the current year, the Company has 

decided to avail the option of lower tax rate with effect from the financial 

year 2020-21. Accordingly, the Company has recognised provision for 
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tax expenses in the financial statements for the year ended March 31, 

2022 and re-measured its net Deferred Tax liabilities on the basis of the 

provision prescribed in the said section. The net impact due to availing 

the said option has resulted in decrease in deferred tax by ` 90,905.15 

million (of which ` (-) 1,382.25 million has been accounted in Other 

Comprehensive Income) and decrease in current tax by ` 28,019.77 

million (including ` 1,639.72 million relating to earlier years). 

 

iii. Note No. 48.1.1(d), wherein it is stated that Directorate General of 

Hydrocarbons (DGH) had raised a demand on all the JV partners under 

the Production Sharing Contract with respect to Panna-Mukta and Mid 

and South Tapti contract areas (PMT JV), being BG Exploration and 

Production India Limited (BGEPIL) and Reliance Industries Limited (RIL) 

(together “the Claimants”) and the Company (all three together referred 

to as “Contractors”), towards differential GOI share of Profit Petroleum 

and Royalty alleged to be payable by contractors pursuant to 

Government’s interpretation of the Final Partial Award of Arbitral 

Tribunal (40% share of the Company amounting to USD 1624.05 million 

equivalent to ` 123,022 million, including interest up to 30th November, 

2016). Subsequent to Tribunal Orders dated October 12, 2016, DGH 

vide letter dated May 25, 2017, June 4, 2018 and January 14, 2019 had 

asked contractor for re-casting of accounts of the PMT JV and for 

remitting the respective PI share of balance dues including interest till 

the date of remittance. As the Company is not a party to the arbitration, 

the details of the proceedings of arbitration and copy of the order of 

London High Court are not available with the company. The Company 

has responded that The English High Court has delivered its final verdict 

on May 2, 2018 following which the Arbitral Tribunal re-considered some 
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of its earlier findings from the 2016 FPA (Revised Award); The 

Government of India and JV Partners have challenged parts of the 

Revised Award before English court. On February 12, 2020, the English 

Court passed a verdict favouring the challenges made by BGEPIL and 

RIL and also remitted the matter in the Revised Award back to Arbitral 

Tribunal for reconsideration. In January 2021, the Tribunal issued a 

verdict favouring BGEPIL/ RIL on the remitted matter, which has been 

challenged by the GOI before the English Court. Pending finalization of 

the decision of the Arbitral Tribunal, the Company has indicated in their 

letters to DGH that the final recasting of the accounts is premature and 

the issues raised by DGH may be kept in abeyance and therefore no 

provision for the same has been considered necessary and has been 

considered as contingent liability.  

iv. Note No. 48.1(b), with respect to ongoing disputes/demands raised 

on various work centres of the company under Service Tax (ST) and 

Goods & Service Tax (GST) in respect of ST and GST on Royalty levied 

on Crude Oil and Natural Gas. Based on the legal opinion, the company 

has disputed such levies and contesting the same at various forums. 

The estimated amounts under disputes as worked out towards ST and 

GST (including interest and penalty up to March 31, 2022) of ` 40,172.56 

million and ` 1,02,731.94 million respectively (Total ` 1,42,904.50 

million), has been considered as contingent liability. As a measure of 

abundant caution, the company has deposited ST and GST along with 

interest under protest amounting to ` 13,524.39 million and ` 74,043.48 

million respectively (Total ` 87,567.87 million).  
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Our opinion on the Standalone Financial Statements is not modified 

in respect of these matters. 

 

 

 SA 710: Comparative Information — Corresponding Figures and Comparative 

Financial Statements 

 

Comparative Information: - There are two approaches as under 

(a) Corresponding Figures 

(b) Comparative Financial Statements 

 

Audit reporting differences between the approaches are:  

(a)  For corresponding figures, the auditor’s opinion on the financial 

statements refers to the current period only; whereas  

(b)  For comparative financial statements, the auditor’s opinion refers 

to each period for which financial statements are presented. 

Corresponding figures – Comparative information where amounts and 

other disclosures for the prior period are included as an integral part of 

the current period financial statements, and are intended to be read only 

in relation to the amounts and other disclosures relating to the current 

period. 

Comparative financial statements – Comparative information where 

amounts and other disclosures for the prior period are included for 
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comparison with the financial statements of the current period but, if 

audited, are referred to in the auditor’s opinion.  

Audit Procedures 

The Auditor shall evaluate whether: - 

(a) The comparative information agrees with the amounts and other 

disclosures presented in the prior period; and 

(b) The accounting policies reflected in the comparative information are 

consistent with those applied in the current period or, if there have 

been changes in accounting policies, whether those changes have 

been properly accounted for and adequately presented and disclosed. 

 

Audit Reporting 

1. If the auditor’s report on the prior period, as previously issued, 

included a qualified opinion, a disclaimer of opinion, or an adverse 

opinion and the matter which gave rise to the modification is 

unresolved, the auditor shall modify the auditor’s opinion on the 

current period’s financial statements. 

 

2. Prior Period Financial Statements Audited by a Predecessor Auditor. 

     If the financial statements of the prior period were audited by a 

predecessor auditor and the auditor is permitted by law or regulation to 

refer to the predecessor auditor’s report on the corresponding figures 

and decides to do so, the auditor shall state in an Other Matter 

paragraph in the auditor’s report:  
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(a) That the financial statements of the prior period were audited by the 

predecessor auditor; 

 

(b) The type of opinion expressed by the predecessor auditor and, if the 

opinion was modified, the reasons therefore; and  

 

(c) The date of that report. 

 

3. Prior Period Financial Statements Not Audited: 

 

     If the prior period financial statements were not audited, the auditor 

shall state in an Other Matter paragraph in the auditor’s report that the 

corresponding figures are unaudited. Such a statement does not, 

however, relieve the auditor of the requirement to obtain sufficient 

appropriate audit evidence that the opening balances do not contain 

misstatements that materially affect the current period’s financial 

statements. 

 

Comparative Financial Statements 

 The auditor’s opinion shall refer to each period for which financial 

statements are presented and on which an audit opinion is expressed. 

 If the auditor’s opinion on such prior period financial statements differs 

from the opinion the auditor previously expressed, the auditor shall 

disclose the substantive reasons for the different opinion in an Other 

Matter paragraph. 

 

Prior Period Financial Statements Audited by a Predecessor Auditor 
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 the auditor shall state in an Other Matter paragraph: 

 

(a) That the financial statements of the prior period were audited by a 

predecessor auditor; 

 

(b) The type of opinion expressed by the predecessor auditor and, if the 

opinion was modified, the reasons therefore; and 

 

(c) The date of that report, 

 

Written Representations 

 

The auditor should take proper written representation from management 

in this regard. 

 

Examples of Auditor’s Report 

 

1. Example 1 

 

INDEPENDENT AUDITOR’S REPORT 

 
To the Members of ABC Company Limited  

 
Report on the Audit of the Standalone Financial Statements  

 
Qualified Opinion  

We have audited the standalone financial statements of ABC Company 

Limited (“the Company”), which comprise the balance sheet as at March 
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31, 20X1, and the statement of profit and loss,(statement of changes in 

equity)10 and statement of cash flows for the year then ended, and notes 

to the financial statements, including a summary of significant accounting 

policies and other explanatory information [in which are included the 

Returns for the year ended on that date audited by the branch auditors of 

the Company’s branches located at (location of branches)]11 .  

 

In our opinion and to the best of our information and according to the 

explanations given to us, except for the effects of the matter described in 

the ‘Basis for Qualified Opinion’ section of our report, the accompanying 

financial statements give the information required by the Companies Act 

2013 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 March 31, 20XX, and its 

profit/loss, (changes in equity)12 and its cash flows for the year ended on 

that date.  

Basis for Qualified Opinion  
As discussed in Note X to the financial statements, no depreciation has 

been provided in the financial statements which constitutes a departure 

from the Accounting Standards prescribed under section 133 of the 

Companies Act, 2013. This is the result of a decision taken by 

management at the start of the preceding financial year and caused us to 

qualify our audit opinion on the financial statements relating to that year. 

Based on the straight-line method of depreciation and annual rates of 5% 

for the building and 20% for the equipment, the loss for the year should 

be increased by Rs.XXX in 20X1 and Rs.XXX in 20X0, property, plant 

and equipment should be reduced by accumulated depreciation of 
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Rs.XXX in 20X1 and Rs.XXX in 20X0, and the accumulated loss should 

be increased by Rs.XXX in 20X1 and Rs.XXX in 20X0. 

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 the total revenue 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 branches, is based solely on the report 

of such branch auditors.  

Our opinion is not modified in respect of this matter. 

 

2. Example 2 

 

INDEPENDENT AUDITOR’S REPORT  

To the Members of ABC Company Limited  

Report on the Audit of the Standalone Financial Statements  

 

Qualified opinion  

We have audited the standalone financial statements of ABC Company 

Limited (“the Company”), which comprise the balance sheet as at March 

31, 20X1, and the statement of profit and loss, (statement of changes in 

equity)14 and statement of cash flows for the year then ended, and notes 

to the financial statements including a summary of significant accounting 
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policies and other explanatory information [in which are included the 

Returns for the year ended on that date audited by the branch auditors of 

the Company’s branches located at (location of branches)]15 .  

In our opinion and to the best of our information and according to the 

explanations given to us, except for the possible effects on the 

corresponding figures of the matter described in the Basis for Qualified 

Opinion section of our report, the accompanying financial statements 

give the information required by the Companies Act 2013 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 March 31, 20XX, and its profit/loss, (changes in 

equity)16 and its cash flows for the year ended on that date.  

 

 

Basis for Qualified Opinion  
Because we were appointed auditors of the Company during 20X0, we 

were not able to observe the counting of the physical inventories at the 

beginning of that period or satisfy ourselves concerning those inventory 

quantities by alternative means. Since opening inventories affect the 

determination of the results of operations, we were unable to determine 

whether adjustments to the results of operations and opening retained 

earnings might be necessary for 20X0. Our audit opinion on the financial 

statements for the year ended 31 March, 20X0 was modified accordingly. 

Our opinion on the current period’s financial statements is also modified 

because of the possible effect of this matter on the comparability of the 

current period’s figures and the corresponding figures. 

Other Matter 
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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 the total revenue 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 branches, is based solely on the report 

of such branch auditors.  

Our opinion is not modified in respect of this matter. 

3. Example 3 
Other Matter  

The financial statements of the Company for the year ended March 31, 

20X0, were audited by another auditor who expressed an unmodified 

opinion on those statements on June 30, 20X0. 

 SA 720: The Auditor’s Responsibility in Relation to Other 

Information 

 This Standard on Auditing (SA) deals with the auditor’s responsibilities 

relating to other information, whether financial or non-financial 

information (other than financial statements and the auditor’s report 

thereon), included in an entity’s annual report. An entity’s annual report 

may be a single document or a combination of documents that serve the 

same purpose. 

 This SA requires the auditor to read and consider the other information 

because other information that is materially inconsistent with the 
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financial statements or the auditor’s knowledge obtained in the audit 

may indicate that there is a material misstatement of the financial 

statements or that a material misstatement of the other information 

exists, either of which may undermine the credibility of the financial 

statements and the auditor’s report thereon. Such material 

misstatements may also inappropriately influence the economic decisions 

of the users for whom the auditor’s report is prepared. 

 The auditor’s responsibilities under this SA do not constitute an 

assurance engagement on other information or impose an 

obligation on the auditor to obtain assurance about the other 

information. 

 The objectives of the auditor, having read the other information, are:  

(a) To consider whether there is a material inconsistency between the 

other information and the financial statements;  

(b)  To consider whether there is a material inconsistency between 

the other information and the auditor’s knowledge obtained in the 

audit; 

(c)  To respond appropriately when the auditor identifies that such 

material inconsistencies appear to exist, or when the auditor 

otherwise becomes aware that other information appears to be materially 

misstated; and  

(d)  To report in accordance with this SA. 

Meaning of Certain Terms: - 

Annual report-document, or combination of documents, prepared 

typically on an annual basis by management or those charged with 
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governance which includes Management Discussion and Analysis, 

Board’s Report including Annexures to Board’s Report, Business 

Responsibility Report, Corporate Governance and Shareholder’s 

Information etc. 

Misstatement of the other information- A misstatement of the other 

information exist when the other information is incorrectly stated or 

otherwise misleading (including because it omits information necessary 

for a proper understanding of a matter disclosed in the other 

information). 

Other information– Financial or non-financial information (other than 

financial statements and the auditor’s report thereon) included in an 

entity’s annual report. 
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Reading and Considering the Other Information 

The auditor shall read the other information and, in doing so shall: 

(a) Consider whether there is a material inconsistency between 

the other information and the financial statements. 

(b) Consider whether there is a material inconsistency between 

the other information and the auditor’s knowledge 

obtained in the audit, in the context of audit evidence obtained. 

 Responding When the Auditor Concludes That a Material 

Misstatement of the Other Information Exists 

 The auditor shall request management to correct the other 

information. If management: 

(a) Agrees to make the correction, the auditor shall determine that 

the correction has been made; or 

(b) Refuses to make the correction, the auditor shall communicate 

the matter with those charged with governance and request that 

the correction be made. 

 Corrections not done by the TCWG then auditor shall take 

appropriate action: - 

(a) Auditor will communicate to TCWG that how he is going to 

address this material misstatement in the Auditor’s Report  

(b) Withdrawing from the engagement, where withdrawal is 

possible under applicable law or regulation. 
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Material Misstatement after Auditor’s Report the Auditor shall: - 

(a) If the other information is corrected, perform the procedures 

necessary in the circumstances; 

(b) Will take appropriate action to bring this uncorrected material 

misstatement in the notice of users to whom he has issued the 

auditor’s report. 

Example of Reporting under Other Information 

1. Other Information made available till the date of Auditor’s 

Report (Unmodified) 

 

The Company’s Board of Directors is responsible for the other 

information. The other information comprises the [information 

included in the X report, but does not include the financial 

statements and our auditor’s report thereon.]  

Our opinion on the financial statements does not cover the other 

information and we do not express any form of assurance 

conclusion thereon.  

In connection with our audit of the financial statements, our 

responsibility is to read the other information and, in doing so, 

consider whether the other information is materially inconsistent 

with the financial statements or our knowledge obtained in the 

audit or otherwise appears to be materially misstated. If, based on 

the work we have performed, we conclude that there is a material 

misstatement of this other information, we are required to report 

that fact. We have nothing to report in this regard. 
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2. Other Information not made available till the date of Auditor’s 

Report (Unmodified) 

 

The Company’s Board of Directors is responsible for the other 

information. The other information comprises the information 

included in the Management Discussion and Analysis, Board’s 

Report including Annexures to Board’s Report, Business 

Responsibility Report, Corporate Governance and Shareholder’s 

Information, but does not include the financial statements and our 

auditors’ report thereon. The other information comprising the 

above documents is expected to be made available to us after 

the date of this auditors’ report. 

 

Our opinion on the standalone financial statements does not cover 

the other information and we will not express any form of 

assurance conclusion thereon. 

 

In connection with our audit of the standalone financial statements, 

our responsibility is to read the other information and, in doing so, 

consider whether the other information is materially inconsistent 

with the standalone financial statements or our knowledge obtained 

during the course of our audit, or otherwise appears to be 

materially misstated. 

 

When we read the other information comprising the above 

documents, if we conclude that there is a material 

misstatement therein, we are required to communicate the 
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matter to those charged with governance and take necessary 

actions as per applicable laws and regulations. 

 

3. Other information in the case of Qualified Opinion 

 

If, based on the work we have performed, we conclude that there is 

a material misstatement of this other information; we are required 

to report that fact. As described in the Basis for Qualified Opinion 

section above, we were unable to obtain sufficient appropriate 

audit evidence about the carrying amount of ABC’s investment in 

XYZ as at March 31, 20XX and ABC’s share of XYZ’s net income 

for the year. Accordingly, we are unable to conclude whether or not 

the other information is materially misstated with respect to this 

matter. 

 

4. Other Information in the case of Adverse Opinion 

 

If, based on the work we have performed, we conclude that there is 

a material misstatement of this other information, we are required 

to report that fact. As described in the Basis for Adverse Opinion 

section above, the Group should have consolidated XYZ Company 

and accounted for the acquisition based on provisional amounts. 

We have concluded that the other information is materially 

misstated for the same reason with respect to the amounts or other 

items in the X report affected by the failure to consolidate XYZ 

Company. 
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SA500: Audit Evidence 

 
Auditor is to design and perform audit procedures in such a way so as to 

get sufficient and appropriate audit evidence to frame his opinion. 

 
Accounting records 

The accounting records consists of  

 records of initial accounting entries and supporting in electronic 

mode or otherwise,  

 invoices; contracts;  

 the general and subsidiary ledgers, 

 journal entries and other adjustments to the financial statements  

 Work sheets and spreadsheets supporting cost allocations, 

 Computations, reconciliations and disclosures and so on. 

 
Requirements 

Information to be Used as Audit Evidence 

While designing and performing audit procedures, the auditor shall 

consider the relevance and reliability of the information to be used as 

audit evidence. 

 
Information prepared by Management’s expert then Auditor shall 

evaluate competence, capabilities and objectivity of that expert 
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Information produced by the entity: Auditor shall evaluate whether the 

information is sufficiently reliable for the auditor’s purposes also evaluate 

the about the accuracy and completeness of the information. 

Selecting Items for Testing to Obtain Audit Evidence 
 

Inconsistency in, or Doubts over Reliability of, Audit Evidence 

 

(a)  Audit evidence obtained from one source is inconsistent with that 

obtained from another; or 

(b)  The auditor has doubts over the reliability of information to be used 

as audit evidence, 

 

The auditor shall determine what modifications or additions to audit 

procedures are necessary to resolve the matter. 

 

Audit Evidence: - Information used by the auditor in arriving at the 

conclusions which includes information contained in the accounting 

records as well as information obtained from other sources 

 

Appropriateness of audit evidence - This is the measure of the quality 

of audit evidence and accordingly appropriate audit evidence should be 

taken. 

 

Sufficiency of audit evidence– This is the measure of the quantity of 

audit evidence and accordingly sufficient audit evidence should be 

taken. 
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Importance of Audit Evidence 

 

Audit evidence is necessary to support the auditor’s opinion and report. 

It is primarily obtained from audit procedures performed during the 

course of the audit. 

Audit evidence includes: - 

 Information obtained from the other sources such as previous 

audits, 

 Information obtained from the other sources within inside and 

outside the entity, 

 Entity’s accounting records which are important source of audit 

evidence 

 Evidence prepared using work of a management expert 

 Management refusal to provide a requested representation. 

 

Audit procedure to obtain audit evidence includes: 

 Inspection 

 Observation 

 Confirmation 

 Recalculation 

 Analytical procedures 

 Inquiries 
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The quantity of audit evidence needed is affected by the auditor’s 

assessment of the risks of misstatement: - 

The higher the assessed risks, the more audit evidence is likely to be 

required 

  



Page 161 of 
9 

 

 

 

 

Audit Procedures for Obtaining Audit Evidence 

 
Inspection 

 involves examining records or documents, whether internal or 

external 

 whether in paper form, electronic form, or other media, 

 a physical examination of an asset. 

 Document in the form of financial instrument 

 Executed contracts 

 Inspection of tangible assets 

 Inspection of individual inventory items 

 

Observation 

 Observation consists of looking at a process or procedure being 

performed by others, for example, the auditor’s observation of 

inventory counting by the entity’s personnel, or of the performance 

of control activities. Observation provides audit evidence about the 

performance of a process or procedure. 

 

External Confirmation which includes confirmation from receivables, 

payable and for Deposits etc. 

Recalculation 



Page 162 of 
9 

 

 

 

Recalculation consists of checking the mathematical accuracy of 

documents or records. 

Reperformance 

Reperformance involves the auditor’s independent execution of 

procedures or controls. 

 
Analytical Procedures which includes of analysis of financial 

information. 

Inquiry 

Inquiries may be formal written inquiries to informal oral inquiries and 

this may be financial or non-financial or within the entity or outside the 

entity. 

Responses to inquiries may provide the auditor a basis to modify or 

perform additional audit procedures. 

Information to be Used as Audit Evidence 

Relevance and Reliability 

Relevance 

 Relevance deals with the logical connection with, or bearing upon, the 

purpose of the audit procedure for example, if the purpose of an audit 

procedure is to test for overstatement in the existence or valuation of 

accounts payable, testing the recorded accounts payable may be a 

relevant audit procedure. 

 A given set of audit procedures may provide audit evidence that is 

relevant to certain assertions, but not others. For example, inspection of 

documents related to the collection of receivables after the period end 

may provide audit evidence regarding existence and valuation, but not 

necessarily cut-off. Similarly, obtaining audit evidence regarding a 
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particular assertion, for example, the existence of inventory, is not a 

substitute for obtaining audit evidence regarding another assertion, for 

example, the valuation of that inventory. On the other hand, audit 

evidence from different sources or of a different nature may often be 

relevant to the same assertion. 

 Tests of controls are designed to evaluate the operating effectiveness of 

controls in preventing, or detecting and correcting, material 

misstatements at the assertion level. 

 Substantive procedures are designed to detect material misstatements 

at the assertion level. They comprise tests of details and substantive 

analytical procedures.  

Reliability 

Reliability of the evidence is influenced by its source and its nature 

and circumstance under which it is obtained. 

The following generalisations about the reliability of audit evidence may 

be useful: 

 The reliability of audit evidence is increased when it is obtained from 

independent sources outside the entity. 

 The reliability of audit evidence that is generated internally is increased 

when the related controls, including those over its preparation and 

maintenance, imposed by the entity are effective. 

 Audit evidence obtained directly by the auditor (for example, observation 

of the application of a control) is more reliable than audit evidence 

obtained indirectly or by inference 

 Audit evidence in documentary form, whether paper, electronic, or other 
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medium, is more reliable than evidence obtained orally, 

 Audit evidence provided by original documents is more reliable than 

audit evidence provided by photocopies or facsimiles, or documents that 

have been filmed, digitised or otherwise transformed into electronic form. 

Information Produced by the Entity and Used for the Auditor’s 

Purposes 

The population from which items are selected should be complete and 

accurate. 

Selecting Items for Testing to Obtain Audit Evidence 

(a) Selecting all items (100% examination); 

(b) Selecting specific items; and 

(c) Audit sampling. 

Selecting All Items.  

To examining the entire population of items that may be class of 

transaction or account balances. 100% examination may be appropriate, 

for example: 

 The population constitutes a small number of large value items; 

 There is a significant risk and other means do not provide sufficient 

appropriate audit evidence; or 

 
Selecting Specific Items 

 High value or key items  

 All items over a certain amount. 

 Items to obtain information. 
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Audit Sampling 

Audit sampling is designed to enable conclusions to be drawn about an 

entire population on the basis of testing a sample drawn from it. 

SA 505: External Confirmations 

This Standard on Auditing (SA) deals with the auditor’s use of 

external confirmation procedures to obtain audit evidence in 

accordance with the requirements of SA 330 and SA 500. 

 
External Confirmation Procedures to Obtain Audit 

Evidence  

SA 500 indicates that the reliability of audit evidence is 

influenced by its source and by its nature, and is dependent on 

the individual circumstances under which it is obtained. That SA 

also includes the following generalisations applicable to audit 

evidence:  

Audit evidence is more reliable when it is obtained from 

independent sources outside the entity.  

reliable than audit evidence obtained indirectly or by inference.  

form, whether paper, electronic or other medium.  

Accordingly, depending on the circumstances of the audit, audit 

evidence in the form of external confirmations received directly 



Page 166 of 
9 

 

 

 

by the auditor from confirming parties may be more reliable than 

evidence generated internally by the entity. 

Objective  

The objective of the auditor, when using external confirmation 

procedures, is to design and perform such procedures to obtain 

relevant and reliable audit evidence.  

 

For purposes of the SAs, the following terms have the 

meanings attributed below:  

 

a) External confirmation – Audit evidence obtained as a direct 

written response to the auditor from a third party (the confirming 

party), in paper form, or by electronic or other medium.  

b) Positive confirmation request – A request that the 

confirming party respond directly to the auditor indicating 

whether the confirming party agrees or disagrees with the 

information in the request, or providing the requested 

information.  

c) Negative confirmation request – A request that the 

confirming party respond directly to the auditor only if the 

confirming party disagrees with the information provided in the 

request.  

d) Non-response – A failure of the confirming party to respond, 

or fully respond, to a positive confirmation request, or a 

confirmation request returned undelivered.  
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e) Exception – A response that indicates a difference between 

information requested to be confirmed, or contained in the 

entity’s records, and information provided by the confirming 

party.  

Requirements  

External Confirmation Procedures  

When using external confirmation procedures, the auditor shall 

maintain control over external confirmation requests, including:  

(a)  Determining the information to be confirmed or 

requested; 

(b)  Selecting the appropriate confirming party; 

(c)  Designing the confirmation requests, including 

determining that requests are properly addressed and contain 

return information for responses to be sent directly to the 

auditor; and 

(d)  Sending the requests, including follow-up requests when 

applicable, to the confirming party. 

 

Management’s Refusal to Allow the Auditor to Send a 

Confirmation Request  

I.  If management refuses to allow the auditor to send a 

confirmation request, the auditor shall:  

(a)  Inquire as to management’s reasons for the refusal, and 

seek audit evidence as to their validity and 

reasonableness;  
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(b)  Evaluate the implications of management’s refusal on the 

auditor’s assessment of the relevant risks of material 

misstatement, including the risk of fraud, and on the 

nature, timing and extent of other audit procedures; and  

(c)  Perform alternative audit procedures designed to 

obtain relevant and reliable audit evidence.  

 
II.  If the auditor concludes that management’s refusal to 

allow the auditor to send a confirmation request is 

unreasonable, or the auditor is unable to obtain relevant and 

reliable audit evidence from alternative audit procedures, the 

auditor shall communicate with those charged with 

governance in accordance with SA 260(Revised). The 

auditor also shall determine the implications for the audit 

and the auditor’s opinion in accordance with SA 705. 

 
Results of the External Confirmation Procedures  

Non-Responses  

In the case of each non-response, the auditor shall perform 

alternative audit procedures to obtain relevant and reliable audit 

evidence. 

Examples of alternative audit procedures the auditor may 

perform include:  

 

 For accounts receivable balances – examining specific 

subsequent cash receipts, shipping documentation, and sales 

near the period-end.  
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 For accounts payable balances – examining subsequent 

cash disbursements or correspondence from third parties, and 

other records, such as goods received notes.  

 

A non-response to a confirmation request may indicate a 

previously unidentified risk of material misstatement. In such 

situations, the auditor may need to revise the assessed risk of 

material misstatement at the assertion level, and modify 

planned audit procedures, in accordance with SA 315. 

 

 

 

When a Response to a Positive Confirmation Request is 

Necessary to Obtain Sufficient Appropriate Audit Evidence 

 
In certain circumstances, the auditor may identify an assessed 

risk of material misstatement at the assertion level for which a 

response to a positive confirmation request is necessary to 

obtain sufficient appropriate audit evidence. Such 

circumstances may include where:  

 
rate management’s 

assertion(s) is only available outside the entity.  

override of controls, or the risk of collusion which can involve 

employee(s) and/or management, prevent the auditor from 

relying on evidence from the entity.  
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Negative Confirmations 

 

The failure to receive a response to a negative confirmation 

request does not explicitly indicate receipt by the intended 

confirming party of the confirmation request or verification of the 

accuracy of the information contained in the request.  

 

Accordingly, a failure of a confirming party to respond to a 

negative confirmation request provides significantly less 

persuasive audit evidence than does a response to a positive 

confirmation request.  

 

 

SA 210: Agreeing the Terms of Audit Engagements 

The Standard deals with the auditor’s responsibilities in agreeing the 

terms of audit engagement with management and, where appropriate, 

those charged with governance.  

SA 210 establishes certain preconditions for an audit, responsibility for 

which rests with management or those charged with governance.  

SA 210 also deals with the requirements relating to preconditions for an 

audit, agreement on audit engagement terms, recurring audits, 

acceptance of a change in the terms of the audit engagement and 

additional considerations in engagement acceptance.  

 

Preconditions for an Audit  
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In order to establish whether the preconditions for an audit are present, 

the auditor shall:  

(a) Determine whether the financial reporting framework to be applied in 

the preparation of the financial statements is acceptable; and 

 (b) Obtain the agreement of management that it acknowledges and 

understands its responsibility:  

(i) For the preparation of the financial statements in accordance 

with the applicable financial reporting framework, including 

where relevant their fair presentation; 

(ii) For such internal control as management determines is 

necessary to enable the preparation of financial statements that 

are free from material misstatement, whether due to fraud or 

error; and 
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        (iii) To provide the auditor with:  

a. Access to all information of which management is aware that is 

relevant to the preparation of the financial statements such as 

records, documentation and other matters;  

b. Additional information that the auditor may request from 

management for the purpose of the audit. 

c. Unrestricted access to persons within the entity from whom the 

auditor determines it necessary to obtain audit evidence.  

 

Limitation on Scope Prior to Audit Engagement Acceptance  

If management or those charged with governance impose a limitation on 

the scope of the auditor’s work in the terms of a proposed audit 

engagement such that the auditor believes the limitation will result in the 

auditor disclaiming an opinion on the financial statements, the auditor 

shall not accept such a limited engagement as an audit 

engagement, unless required by law or regulation to do so. 

Agreement on Audit Engagement Terms  

The auditor shall agree the terms of the audit engagement with 

management or those charged with governance, as appropriate. 

The agreed terms of the audit engagement shall be recorded in an audit 

engagement letter or other suitable form of written agreement. 

Recurring Audits  

On recurring audits, the auditor shall assess whether circumstances 

require the terms of the audit engagement to be revised and whether 

there is a need to remind the entity of the existing terms of the audit 
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engagement. 

Acceptance of a Change in the Terms of the Audit Engagement  

 

(i) The auditor shall not agree to a change in the terms of the audit 

engagement where there is no reasonable justification for doing so.  

 

(ii) If, prior to completing the audit engagement, the auditor is 

requested to change the audit engagement to an engagement that 

conveys a lower level of assurance, the auditor shall determine 

whether there is reasonable justification for doing so. 

 

(iii) If the terms of the audit engagement are changed, the auditor and 

management shall agree on and record the new terms of the 

engagement in an engagement letter or other suitable form of written 

agreement.  

 

(iv) If the auditor is unable to agree to a change of the terms of the audit 

engagement and is not permitted by management to continue the 

original audit engagement, the auditor shall:  

(a) Withdraw from the audit engagement where possible under 

applicable law or regulation; and  

(b) Determine whether there is any obligation, either contractual or 

otherwise, to report the circumstances to other parties, such 

as those charged with governance, owners or regulators. 
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Example of an Audit Engagement Letter 

To the Board of Directors of ABC Company Limited 

  
We refer to the letter/ mail informing us about our appointment 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 (‘2013Act’), for the financial year(s) beginning April 

1, 2021 and ending March 31, 2022. We are pleased to confirm our 

acceptance and our understanding of this audit engagement by means of 

this letter. 

 
Our audit will be conducted with the objective of our expressing an 

opinion if the  aforesaid financial statements give the information 

required by the Act in the manners 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, 2022, and its profit and its cash flows for the year ended on that 

date which, inter alia, includes reporting in conjunction whether the 

Company has an adequate internal financial controls system over 

financial reporting in place and the operating effectiveness of such 

controls.  

 
We will conduct our audit in accordance with the Standards on Auditing 

(SAs), issued by the Institute of Chartered Accountants of India (ICAI) 

and deemed to be prescribed by the Central Government in accordance 

with Section 143(10) of the 2013 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 
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free from material misstatements. 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. 

 
The terms of reference for our audit of internal financial controls over 

financial reporting carried out in conjunction with our audit of the 

Company’s financial statements will be as stated in the separate 

engagement letter for conducting such audit and should be read in 

conjunction with this letter. 

 
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. Also, projections of any 

evaluation of the internal financial controls over financial reporting to 

future periods are subject to the risk that the internal financial control 

over financial reporting may become inadequate because of changes in 
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conditions, or that the degree of compliance with the policies or 

procedures may deteriorate. 

Our audit will be conducted on the basis that the Management and those 

charged with governance acknowledge and understand that they have 

the responsibility: 

 

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: 

 

Compliance with the applicable provisions of the 2013 Act; 

 

Proper maintenance of accounts and other matters connected therewith; 

 

The responsibility for the preparation of the financial statements on a 

going concern basis; 

 

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; 

 

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 of the Company for that period; 

 

Taking proper and sufficient care for the maintenance of adequate 

accounting records in accordance with the provisions of the 2013 Act for 
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safeguarding the assets of the Company and for preventing and 

detecting fraud and other irregularities; 

 

Laying down internal financial controls to be followed by the Company 

and that such internal financial controls are adequate and were operating 

effectively; and 

 

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 us of financial transactions or matters that may 

have any adverse effect on the functioning of the Company. 

 
Identifying and informing us of: 

 
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; 

 
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 standards; and 

 

Any delay in transferring amounts, required to be transferred, to the 

Investor Education and Protection Fund by the Company. 
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Informing us of facts that may affect the financial statements, of which 

Management may become aware during the period from the date of our 

report to the date the financial statements are issued. 

 

Identifying and informing us as to whether   any   director   is   

disqualified   as   on March 31, 2022 from being appointed as a director 

in terms of Section 164 (2) of the 2013 Act. This should be supported by 

written representations received from the directors   as   on March 31, 

2022 and taken on record by the Board of Directors. 

 
To provide us, inter alia, with: 

 
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; 

 
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) of the2013 Act; 

 
Additional information that We may request from the Management for the 

purposes of our audit; 
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Unrestricted access to persons within the Company from whom we deem 

it necessary to obtain audit evidence. This includes our entitlement to 

require from the officers of the Company such information and 

explanations as We may think necessary for the performance of our 

duties as the auditors of the Company; and 

All the required supported is charge our duties as the statutory auditors 

as stipulated under the Companies Act, 2013/ ICAI standards on auditing 

and applicable guidance. 

 
As part of our audit process, we will request from the Management 

written confirmation concerning representations made to us in 

connection with our audit. 

 

Our report prepared in accordance with relevant provisions of the 2013 

Act would be addressed to the shareholders of the Company for 

adoption of the accounts at the Annual General Meeting. In respect of 

other services, our report would be addressed to the Board of 

Directors. The form and content of our report may need to be amended 

in the light of our audit findings. 

 

InaccordancewiththerequirementsofSection143(12)ofthe2013Act,ifinthec

ourseofperformance of 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 us to forward our 

report to the Board, seeking their reply or observations, to enable us to 

forward the same to the Central Government. 
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As stated above, given that we are required as per Section 143(12) of 

the Act to report on frauds, 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 Act or of any rules or orders made there under. 

 

We also wish to invite your attention to the fact that 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 our working papers during the course of the peer review/ 

quality review. 

 

We may involve specialists and staff from our affiliated network firms to 

perform certain specific audit procedures during the course of 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 ICAI and deemed to be prescribed by the 

Central Government in accordance with Section 143(10) of the 2013 Act 

, We request you to provide to us a Draft of the Annual Report containing 

the audited financial statements so as to enable 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. 
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Our fee and out of pocket expenses for the audit of the financial 

statements for the year will be as mutually agreed between board of 

directors / management and ourselves. 

 

This letter should be read in conjunction with our letter dated 16th 

September, 2022for the Audit of Internal Financial Controls over 

Financial Reporting under the 2013 Act, 

 

We look forward to full cooperation from your staff during our audit. 

 

Please sign and return the attached copy of this letter to indicate your 

acknowledgement of, and agreement with, the arrangements for our 

audit of the financial statements including our respective responsibilities. 

 

Yours faithfully, 

 

For XYZ & Co. 

Chartered Accountants 

 

 

(Signature) 

Name of Member 

Designation 
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SA230: Audit Documentation 

 

The Standard deals with the auditor’s responsibility to prepare audit 

documentation for an audit of financial statements.  

 
SA 230 also deals with the requirements of timely preparation of audit 

documentation, documentation of the audit procedures performed and 

audit evidence obtained and assembly of the final audit file.  

 
SA 230 also outlines about vesting of property of working papers with 

the Auditor. SQC 1 read with SA 230 spells out two essential principles 

viz. period of maintaining working papers and assembly of audit file by 

the auditor. 

 
Nature and Purposes of Audit Documentation  

Audit documentation provides:  

(a) Evidence of the auditor’s basis for a conclusion about the 

achievement of the overall objectives of the auditor; and  

 
(b) Evidence that the audit was planned and performed in accordance 

with SAs and applicable legal and regulatory requirements.  

 
Audit documentation serves a number of additional purposes, including 

the following:  

 
 Assisting the engagement team to plan and perform the audit.  
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 Assisting members of the engagement team responsible for 

supervision to direct and supervise the audit work, and to discharge their 

review responsibilities in accordance with SA 2201.  

 Enabling the engagement team to be accountable for its work.  

 Retaining a record of matters of continuing significance to future 

audits.  

 Enabling the conduct of quality control reviews and inspections in 

accordance with SQC 1.  

 Enabling the conduct of external inspections in accordance with 

applicable legal, regulatory or other requirements.  

 

Audit documentation – The record of audit procedures performed, 

audit evidence obtained, and conclusions drawn (terms such as “working 

papers” or “work papers” are also sometimes used). 

 

Audit file – One or more folders or other storage media, in physical or 

electronic form, containing the records that comprise the audit 

documentation for a specific engagement. 

 
Requirements  

Timely Preparation of Audit Documentation  

 
The auditor shall prepare audit documentation on a timely basis. 

 
Documentation of the Audit Procedures Performed and Audit 

Evidence Obtained  

Form, Content and Extent of Audit Documentation  
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The auditor shall prepare audit documentation that is sufficient to enable 

an experienced auditor, to understand:  

 
(a) The nature, timing, and extent of the audit procedures performed to 

comply with the SAs and applicable legal and regulatory requirements;  

 

(b)  The results of the audit procedures performed, and the audit 

evidence obtained; and  

 

(c)  Significant matters arising during the audit, the conclusions 

reached thereon, and significant professional judgments made in 

reaching those conclusions.  

 

In documenting the nature, timing and extent of audit procedures 

performed, the auditor shall record:  

 
(i) The identifying characteristics of the specific items or matters 

tested;  

(ii) Who performed the audit work and the date such work was 

completed; and 

(iii) Who reviewed the audit work performed and the date and extent 

of such review. 

 

The auditor shall document discussions of significant matters with 

management, those charged with governance, and others, including the 

nature of the significant matters discussed and when and with whom the 

discussions took place. 
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If the auditor identified information that is inconsistent with the auditor’s 

final conclusion regarding a significant matter, the auditor shall 

document how the auditor addressed the inconsistency. 

 

Assembly of the Final Audit File  

 

(a) The auditor shall assemble the audit documentation in an audit file 

and complete the administrative process of assembling the final 

audit file on a timely basis after the date of the auditor’s report. 

 

SQC 1 requires firms to establish policies and procedures for the timely 

completion of the assembly of audit files. An appropriate time limit within 

which to complete the assembly of the final audit file is ordinarily not 

more than 60 days after the date of the auditor’s report. 

 

The completion of the assembly of the final audit file after the date of the 

auditor’s report is an administrative process that does not involve the 

performance of new audit procedures or the drawing of new conclusions. 

Changes may, however, be made to the audit documentation during the 

final assembly process if they are administrative in nature. Examples of 

such changes include:  

 

 Deleting or discarding superseded documentation.  

 Sorting, collating and cross-referencing working papers. 

 Signing off on completion checklists relating to the file assembly 

process. 
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 Documenting audit evidence that the auditor has obtained, discussed 

and agreed with the relevant members of the engagement team 

before the date of the auditor’s report. 

 
(b) After the assembly of the final audit file has been completed, the 

auditor shall not delete or discard audit documentation of any 

nature before the end of its retention period. 

 

SQC 1 requires firms to establish policies and procedures for the 

retention of engagement documentation. The retention period for audit 

engagements ordinarily is no shorter than seven years from the date 

of the auditor’s report, or, if later, the date of the group auditor’s report. 

 

Form, Content and Extent of Audit Documentation  

 
(a) The form, content and extent of audit documentation depend on 

factors such as: 

 The size and complexity of the entity.  

 The nature of the audit procedures to be performed.  

 The identified risks of material misstatement.  

 The significance of the audit evidence obtained.  

 The nature and extent of exceptions identified.  

 The need to document a conclusion or the basis for a conclusion 

not readily determinable from the documentation of the work 

performed or audit evidence obtained.  

 The audit methodology and tools used.  
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(b) Audit documentation may be recorded on paper or on electronic or 

other media. Examples of audit documentation include:  

 Audit programmes.  

 Analyses 

 Issues memoranda. 

 Summaries of significant matters. 

 Letters of confirmation and representation. 

 Checklists. 

 Correspondence (including e-mail) concerning significant matters.  

 

(c) Abstracts or Copies: -The auditor may include abstracts or copies of 

the entity’s records (for example, significant and specific contracts and 

agreements) as part of audit documentation. Audit documentation, 

however, is not a substitute for the entity’s accounting records. 

 

(d) Superseded Drafts: -The auditor need not include in audit 

documentation superseded drafts of working papers and financial 

statements, notes that reflect incomplete or preliminary thinking, 

previous copies of documents corrected for typographical or other 

errors, and duplicates of documents. 

 

(e) The auditor may consider it helpful to prepare and retain as part of the 

audit documentation a summary (sometimes known as a completion 

memorandum) that describes the significant matters identified during the 
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audit and how they were addressed, or that includes cross- references 

to other relevant supporting audit documentation that provides such 

information. Such a summary may facilitate effective and efficient 

reviews and inspections of the audit documentation. 

(f) Identification of Specific Items or Matters Tested, and of the 

Preparer and Reviewer  

For Example: 

 Serial No. of Purchase orders verified 

 Serial no. of invoices verified along with method of selection 

 Vouchers selected for more than selected amount 

 Vouchers between 1st to 7th of Every Month 

SA320: Materiality in Planning and Performing an Audit 

The Standard deals with the auditor’s responsibility to apply the concept 
of materiality in planning and performing an audit of financial statements. 
This SA also deals with the requirements of determining materiality and 
performance materiality when planning the audit, revision as the audit 
progresses and documentation requirements. 

The auditor’s determination of materiality is a matter of professional 
judgment. 

The concept of materiality is applied by the auditor both in planning and 
performing the audit, and in evaluating the effect of identified 
misstatements on the audit and of uncorrected misstatements, if any, on 
the financial statements and in forming the opinion in the auditor’s 
report. 

An example of how materiality is calculated is given hereunder: - 

ABC Company 
Limited 

31-03-
2022 

31-03-
2021 

Averag
e 

Materiality 
% 

Annual 
Materialit
y (Base 
for Q2 & 
Q3) 

Quarter 
Septemb
er 2022 

Quarter 
Decembe
r 2022 

  Rs Crores 
Rs 
Crores 

Rs 
Crores Rs Crores 

Rs 
Crores 

Rs 
Crores 

Rs 
Crores 

Total Assets 4807 4937 4872 0.50% 24 24 24 
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The materiality determined when planning the audit does not necessarily 
establish an amount below which uncorrected misstatements, 
individually or in aggregate, will always be evaluated as immaterial. The 
circumstances related to some misstatements may cause the auditor to 
evaluate them as material even if they are below materiality. 

SA 260: Communication with Those Charged with Governance 

This Standard deals with the: 

(i) Auditor’s responsibility to communicate with those 

charged with governance.  

(ii) Describes the requirements regarding communication 

with those charged with governance; 

(iii) Matter to be communicated 

(iv) Documentation required. 

This SA applies irrespective of an entity’s governance structure 

or size, particular considerations apply where all of those 

charged with governance are involved in managing an entity, 

and for listed entities. This SA provides an overarching 

framework for the auditor’s communication with those charged 

with governance, and identifies some specific matters to be 

including Intangible 
Assets 

Revenue from 
Operations 4286 4106 4196 1.00% 42 21 31 

Profit Before Tax ( 
before exceptional) 382 300 341 3.00% 10 5 8 

  
       Materiality lowest of 

the above 
    

10 5 8 

  
       Performance 

Materiality - 75% 
    

7.5 3.75 6 

  
       Triviality 1% 
    

0.075 0.038 0.060 
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communicated with them. 

Objectives 

 
The objectives of the auditor are: 

 
(a) To communicate clearly with those charged with governance 

the responsibilities of the auditor in relation to the financial 

statement audit, and an overview of the planned scope and 

timing of the audit;  

 
(b) To obtain from those charged with governance information 

relevant to the audit;  

 

(c) To provide those charged with governance with timely 

observations arising from the audit that are significant and 

relevant to their responsibility to oversee the financial 

reporting process; and  

 
(d) To promote effective two-way communication between the 

auditor and those charged with governance.  

 
Matters to Be Communicated 

 
The Auditor’s Responsibilities in Relation to the Financial 

Statement Audit  

 
The auditor shall communicate with those charged with 

governance the responsibilities of the auditor in relation to 

the financial statement audit, including that:  
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(a)  The auditor is responsible for forming and expressing an 

opinion on the financial statements that have been prepared 

by management with the oversight of those charged with 

governance; and  

(b)  The audit of the financial statements does not relieve 

management or those charged with governance of their 

responsibilities. 

 

Planned Scope and Timing of the Audit  

The auditor shall communicate with those charged with 

governance an overview of the planned scope and timing of the 

audit, which includes communicating about the significant risks 

identified by the auditor. 

 

Significant Findings from the Audit  
 
The auditor shall communicate with those charged with 

governance  

(a)  The auditor’s views about significant qualitative aspects 

of the entity’s accounting practices, including accounting 

policies, accounting estimates and financial statement 

disclosures. 

 
(b)  Significant difficulties, if any, encountered during the 

audit; 

(c)  Unless all of those charged with governance are 

involved in managing the entity:  
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i.  Significant matters arising during the audit that were 

discussed, or subject to correspondence, with management; 

and 

ii.  Written representations the auditor is requesting;  

(d)  Circumstances that affect the form and content of the 

auditor’s report, if any; and 

(e)  Any other significant matters arising during the audit 

that, in the auditor’s professional judgment, are relevant to the 

oversight of the financial reporting process. 

Auditor Independence  
 
The auditor shall communicate with those charged with 
governance:  

A statement that the engagement team and others in the firm as 
appropriate, the firm and, when applicable, network firms have 
complied with relevant ethical requirements regarding 
independence. 

Additional Matters to Be Communicated 

Specific Requirements in SQC 1 and Other SAs that Refer 

to Communications with Those Charged with Governance  

 SQC 1, Quality Control for Firms that Perform Audits and 
Reviews of Historical Financial Information, and Other 
Assurance and Related Services Engagements – paragraph 
42(a).  

 SA 240, The Auditor’s Responsibilities Relating to Fraud in 
an Audit of Financial Statements – paragraphs 21, 38(c)(i) 
and 40-42. 

 SA 250, Consideration of Laws and Regulations in an Audit 
of Financial Statements – paragraphs 14, 19 and 22–24. 
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 SA 265, Communicating Deficiencies in Internal Control to 
Those Charged with Governance and Management – 
paragraph 9. 

 SA 450, Evaluation of Misstatements Identified during the 
Audit – paragraphs 12-13. 

 SA 505, External Confirmations – paragraph 9. 

 SA 701, Communicating Key Audit Matters in the 
Independent Auditor’s Report – paragraph 17. 

 SA 705 (Revised), Modifications to the Opinion in the 
Independent Auditor’s Report – paragraphs 12, 14, 23 and 
30. 

 SA 706 (Revised), Emphasis of Matter Paragraphs and Other 
Matter Paragraphs in the Independent Auditor’s Report – 
paragraph 12. 

 SA 710, Comparative Information—Corresponding Figures 
and Comparative Financial Statements - paragraph 18. 

 SA 720(Revised), “The Auditor’s Responsibilities Relating to 
Other Information”– paragraph 17–19. 

 


