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Audit of Consolidated Financial Statements 

10.1 Introduction 
The Council of the Institute of Chartered Accountants of India has issued Accounting Standard 
(AS) 21 ‘Consolidated Financial Statements’ which lays down principles and procedures for 
preparation and presentation of consolidated financial statements. Consolidated financial 
statements are presented for a group of entities under the control of a parent. A ‘parent’ is an 
entity that has one or more subsidiaries. A group comprises a parent and its subsidiaries. 
Thus, consolidated financial statements are the financial statements of a group presented as 
those of a single entity. AS 21 is applicable to a parent that presents consolidated financial 
statements. In other words, whenever a parent decides to prepare and present consolidated 
financial statements, it should do so in accordance with the requirements of Accounting 
Standard (AS) 21, Consolidated Financial Statements. 
Consolidated financial statements normally include consolidated balance sheet, consolidated 
statement of profit and loss, and notes, explanatory material that form an integral part thereof, 
and also consolidated cash flow statement (in case a parent presents its own cash flow 
statement). Consolidated financial statements are presented, to the extent possible, in the 
same format as adopted by the parent for its separate financial statements. 
An entity which prepares the consolidated financial statements, either under any law or 
regulation governing the entity or suo motu, might be required to or otherwise engage a 
member for conducting the audit of consolidated financial statements. The auditor of the 
consolidated financial statements may not necessarily be the auditor of the separate financial 
statements of the parent or one or more of the components2 included in the consolidated 
financial statements. However, a law or regulation governing the entity may require the 
consolidated financial statements to be audited by the statutory auditor of the entity. This 
Guidance Note provides guidance on the specific issues and audit procedures to be applied in 
an audit of consolidated financial statements. 

10.2 Definitions 
Various terms used in this Guidance Note, have the same meaning as in Accounting Standard 
(AS) 21, ‘Consolidated Financial Statements’, Accounting Standard (AS) 23, ‘Accounting for 
Investments in Associates in Consolidated Financial Statements’ and Accounting Standard 
(AS) 27, ‘Financial Reporting of Interests in Joint Ventures’ respectively. 

                                                 
2 Paragraph 8 of SA 600, Using the Work of Another Auditor defines “components” as a division, branch, 
subsidiary, joint venture, associated enterprises or other entity whose financial information is included in the 
financial information audited by the principal auditor. 
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10.2 Advanced Auditing and Professional Ethics 

10.3  Responsibility of Parent 
The responsibility for the preparation and presentation of consolidated financial statements, 
among other things, is that of the management of the parent. This includes: 
(a) identifying components, and including the financial information of the components to be 

included in the consolidated financial statements;  
(b) where appropriate, identifying reportable segments for segmental reporting;  
(c) identifying related parties and related party transactions for reporting;  
(d) obtaining accurate and complete financial information from components; and 
(e) making appropriate consolidation adjustments. 
Apart from the above, the parent ordinarily issues instructions to the management of the 
component specifying the parent’s requirements relating to financial information of the 
components to be included in the consolidated financial statements. The instructions ordinarily 
cover the accounting policies to be applied, statutory and other disclosure requirements 
applicable to the parent, including the identification of and reporting on reportable segments, 
and related parties and related party transactions, and a reporting timetable. 

10.4 Responsibility of the Auditor of the Consolidated Financial 
Statements 

The auditor of the consolidated financial statements is responsible for expressing an opinion 
on whether the consolidated financial statements are prepared, in all material respects, in 
accordance with the financial reporting framework under which the parent prepares the 
consolidated financial statements.  
Therefore, the auditor's objectives in an audit of consolidated financial statements are: 
(a) to satisfy himself that the consolidated financial statements have been prepared in 

accordance with the requirements of Accounting Standard (AS) 21, Consolidated 
Financial Statements, Accounting Standard (AS) 23, Accounting for Investments in 
Associates in Consolidated Financial Statements and Accounting Standard (AS) 27, 
Financial Reporting of Interests in Joint Ventures; and  

(b) to enable himself to express an opinion on the true and fair view presented by the 
consolidated financial statements.  

Standards on Auditing, Statements and Guidance Notes on auditing matters issued by the 
Institute of Chartered Accountants of India apply in the same manner to audit of consolidated 
financial statements as they apply to audit of separate financial statements. It means that the 
auditors, while conducting the audit of consolidated financial statements are, inter alia, 
expected to: 
(a) plan their work to enable them to conduct an effective audit in an efficient and timely 

manner; 
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(b) obtain an understanding of the accounting and internal control systems sufficient to plan 
the audit and determine the nature, timing and extent of his audit procedures. Such an 
understanding would help the auditors to develop an effective audit approach;  

(c) use professional judgement to assess audit risk and to design audit procedures to ensure 
that the risk is reduced to an acceptable level; etc. 

10.5 Audit Considerations 
The following features of consolidated financial statements have an impact on the related 
audit procedures: 
(a) The consolidated financial statements are prepared on the basis of separate financial 

statements of the parent and its subsidiaries and associates and/or joint ventures, using 
the consolidation procedures prescribed by Accounting Standard (AS) 21, Consolidated 
Financial Statements, Accounting Standard (AS) 23, Accounting for Investments in 
Associates in Consolidated Financial Statements and Accounting Standard (AS) 27, 
Financial Reporting of Interests in Joint Ventures; and  

(b) The auditor of the consolidated financial statements has to use the work of other auditors 
unless the auditor of consolidated financial statements is not the auditor of the other 
components of the group. This may, however, not be true in all cases.  

The consolidated financial statements are prepared using the separate financial statements of 
the parent, subsidiaries, associates and joint ventures and also other financial information, 
which might not be covered by the separate financial statements of these entities. The ‘other 
financial information’ would include disclosures to be made in the consolidated financial 
statements about the subsidiaries associates and joint ventures, proportion of items included 
in the consolidated financial statements to which different accounting policies have been 
applied, adjustments made for the effects of significant transactions or other events that occur 
between the financial statements of subsidiaries, associates or joint ventures and the parent, 
as the case may be, etc. Thus, this ‘other financial information’ would be required to be 
additionally generated.  
When an auditor accepts the audit of consolidated financial statements, the auditor should 
assess whether based on his work alone he would be able to express an opinion on the true 
and fair view presented by the consolidated financial statements. If the auditor is of the view 
that his own participation may not be enough or sufficient, he should consider using the work 
of ‘other auditors’. 
Such ‘other auditors’ might be the auditors of the separate financial statements of one or more 
of the components of the consolidated financial statements or the auditors appointed 
specifically for assisting the auditor of the consolidated financial statements (the principal 
auditor).  
Where the statutory auditors of one or more of the components of the consolidated financial 
statements are also requested to assist the principal auditor, the work to be performed by 
such statutory auditors for use by the principal auditor would constitute an assignment 
separate from the assignment to conduct the statutory audit of the respective component.  
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10.4 Advanced Auditing and Professional Ethics 

When the auditor delegates work to assistants or uses work performed by other auditors and 
experts, he will continue to be responsible for forming and expressing his opinion on the 
financial information. However, he will be entitled to rely on work performed by others, 
provided he exercises adequate skill and care and is not aware of any reason to believe that 
he should not have so relied. In the case of any independent statutory appointment to perform 
the work on which the auditor has to rely in forming his opinion, such as in the case of the 
work of branch auditors appointed under the Companies Act, 1956 the auditor’s report should 
expressly state the fact of such reliance.  
Standards on Auditing (SA) 600, ‘Using the Work of Another Auditor’ establishes standards 
when an auditor, reporting on the financial statements of an entity (the group—in the case of 
consolidated financial statements), uses the work of another auditor on the financial 
information of one or more components included in the financial statements of the entity. The 
principal auditor, if he decides to use the work of another auditor in relation to the audit of 
consolidated financial statements, should comply with the requirements of SA 600. 
While complying with the requirements of SA 600, ‘Using the Work of Another Auditor’, the 
principal auditor should keep the following under consideration:  
(a) When planning to use the work of another auditor, the principal auditor should consider 

the professional competence of the other auditor in the context of specific assignment if 
the other auditor is not a member of the Institute of Chartered Accountants of India. 

(b) The principal auditor should perform procedures to obtain sufficient appropriate audit 
evidence, that the work of the other auditor is adequate for the principal auditor's 
purposes, in the context of the specific assignment. When using the work of another 
auditor, the principal auditor should ordinarily perform the following procedures: 
(i) The principal auditor should determine the information/assurance required by the 

other auditor; this emanates/precludes the principal auditor’s determination of how 
the work of the other auditor would affect the audit of consolidated financial 
statements, for example, the information required from the auditor of a subsidiary 
would be different from that required from the auditor of a joint venture. 

(ii) Advise the other auditor of the use that is to be made of the other auditor's work and 
report and make sufficient arrangements for co-ordination of their efforts at the 
planning stage of the audit 

 (iii) Advise the other auditor of the significant accounting, auditing and reporting 
requirements and obtain representation as to compliance with them. 

10.6 Auditing the Consolidation 
Before commencing an audit of consolidated financial statements, the auditor should plan his 
work to enable him to conduct an effective audit in an efficient and timely manner. The auditor 
should make plans, among other things, for the following: 
(a) understanding of accounting policies of the parent, subsidiaries, associates and joint 

ventures; 
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(b) determining the extent of use of other auditor’s work in the audit; 
(c) determining and programming the nature, timing, and extent of the audit procedures to 

be performed; and 
(d) coordinating the work to be performed. 
A parent which presents consolidated financial statements is required to consolidate all 
subsidiaries, include all associates and jointly controlled entities in the consolidated financial 
statements other than those for which exceptions have been provided in the relevant 
Accounting Standards.  
The auditor should obtain a listing of subsidiaries, associates and joint ventures included in 
the consolidated financial statements. The auditor should review the information provided by 
the management of the parent identifying the subsidiaries, associates and joint ventures. The 
auditor should verify that all the subsidiaries, associates and joint ventures have been 
included in the consolidated financial statements unless a subsidiary, associate or joint 
venture meets a criterion for exclusion. In respect of completeness of this information, the 
auditor should perform the following procedures: 
(a) review his working papers for the prior years for the known subsidiaries, associates and 

joint ventures; 
(b) review the parent’s procedures for identification of subsidiaries, associates and joint 

ventures; 
(c) review the investments to determine the shareholding in other entities; 
(d) review the joint venture and other relevant agreements entered into by the parent; 
(e) review the statutory records maintained by the parent, for example registers under 

section 302, 372A of the Companies Act, 1956. 
The auditor should also identify the changes in the shareholding that might have taken place 
since the last audit.  
It is also important to note that ownership of voting power is not necessary for an entity to own 
more than one-half of the voting power of another to control the other enterprise. Control of 
the composition of the Board of Directors (in the case of a company) or corresponding 
governing body (in the case of any other enterprise), with a view to obtain economic benefits 
from its activities, ownership of voting power is not important. For example, an entity holds 
only 10 percent of the share capital of another entity but it has control over the composition of 
the Board of Directors/governing body of the second entity. In such a case, the first entity 
would be considered as a parent of the second entity and, therefore, it would consolidate the 
second entity in the consolidated financial statements as subsidiary. The auditor, therefore, 
apart from carrying out above procedures, should verify whether the parent controls the 
composition of the Board of Directors or corresponding governing body of any entity. There 
would be various means by which such kind of control can be obtained. In this regard, the 
auditor may verify the Board’s minutes, shareholder agreements entered into by the parent, 
agreements with the entities to which the parent might have provided any technology or know 
how, enforcement of statute, as the case may be, etc. The auditor would have to use his 
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professional judgement to determine whether the parent controls the composition of the Board 
of Directors of any other entity. If yes, whether that entity has been consolidated as a 
subsidiary in the consolidated financial statements. 
Where a subsidiary or an associate or a jointly controlled entity is excluded from the 
consolidated financial statements, the auditor should examine the reasons for exclusion. 
There could be two reasons for exclusion of a subsidiary, associate or jointly controlled entity 
– one, that the relationship of parent with the subsidiary, associate or jointly controlled entity is 
intended to be temporary or the subsidiary, associate or joint venture operates under several 
long-term restrictions which significantly impair its ability to transfer funds to the parent. The 
auditor should satisfy himself that the exclusion made by the management falls within these 
two categories. The auditor should verify such long-term restrictions from the relevant laws 
and regulations, agreements entered by the parent with such entities which prohibit transfer of 
funds. In the case of an entity which is excluded from consolidation on the ground that the 
relationship of parent with the other entity as subsidiary, associate or joint venture is 
temporary, the auditor should verify that the intention of the parent, to dispose the subsidiary, 
investment in associate or interest in jointly controlled entity, in the near future, existed at the 
time of acquisition of the subsidiary, making investment in associate or jointly controlled entity. 
The auditor should also verify that the reasons for exclusion are given in the consolidated 
financial statements. If an entity is excluded from the consolidated financial statements for 
reasons other than those allowed by the relevant accounting standards, the auditor should 
consider its effect on the report to be issued. The auditor should consider the need to issue a 
modified report on the consolidated financial statements. The auditor should also verify that in 
consolidated financial statements, investments in such subsidiaries, associates or jointly 
controlled entities should be accounted for in accordance with Accounting Standard (AS) 13, 
Accounting for Investments.  
The auditor should also examine whether any subsidiary, associate or jointly controlled entity 
has ceased to be a subsidiary, associate or jointly controlled entity during the period under 
audit. It is also possible that a subsidiary might have become an associate or an associate 
might have become a subsidiary of the parent. The auditor, in such cases, should examine 
whether these changes have been appropriately accounted for in the consolidated financial 
statements as required by the respective accounting standards.  
In preparing consolidated financial statements, the financial statements of the parent and its 
subsidiaries are combined on a line by line basis by adding together like items of assets, 
liabilities, income and expenses and then certain calculations like determination of goodwill or 
capital reserve, minorities interest and adjustments like elimination of intra group transactions, 
balances and unrealised profits etc. are made in accordance with the requirements of 
Accounting Standard (AS) 21, Consolidated Financial Statements. Investments in associates 
are accounted for using the Equity Method as prescribed in Accounting Standard (AS) 23, 
Accounting for Investments in Associates in Consolidated Financial Statements. A parent that 
has an interest in a jointly controlled entity, reports its interest in the consolidated financial 
statements using proportionate consolidation method in accordance with Accounting Standard 
(AS) 27, Financial Reporting of Interests in Joint Ventures. Many of the procedures 
appropriate for the application of equity method and the proportionate consolidation are similar 
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to the consolidation procedures set out in Accounting Standard (AS) 21, Consolidated 
Financial Statements.  
The auditor should verify that the adjustments warranted by the relevant accounting standards 
have been made wherever required and have been properly authorised by the management of 
the parent. The preparation of consolidated financial statements gives rise to permanent 
consolidation adjustments and current period consolidation adjustments. 

10.7 Special Considerations 
10.7.1 Permanent Consolidation Adjustments - Permanent consolidation adjustments are 
those adjustments that are made only on the first occasion of the preparation and presentation 
of consolidated financial statements. Permanent consolidation adjustments are: 
(a) determination of excess or deficit of the cost to the parent of its investment in a 

subsidiary over the parent’s portion of equity of the subsidiary, at the date on which 
investment in the subsidiary is made (determination of goodwill or capital reserve); 

(b) determination of the amount of equity attributable to minorities at the date on which 
investment in subsidiary is made; and  

(c) determination of goodwill or capital reserve arising on application of equity method to 
account for investments in associates in consolidated financial statements. 

The auditor should verify that the above calculations have been made appropriately. The 
auditor should pay particular attention to the determination of pre-acquisition reserves of the 
subsidiary and associates. Date(s) of investment in subsidiary and associates assumes 
importance in this regard. The auditor should also examine whether the pre-acquisition 
reserves have been allocated appropriately between the parent and the minorities of the 
subsidiary. The auditor should also verify the changes that might have taken place in these 
permanent adjustments on account of subsequent acquisition of shares in the subsidiary/ 
associates, disposal of the subsidiary/associate in the subsequent years. The auditor should 
also examine the joint venture agreements, to establish whether any change has taken place 
in the interest of the parent in the joint venture. 
It may happen that in the case of one subsidiary, goodwill arises and in the case of another 
subsidiary a capital reserve arises. The parent may choose to net off these amounts to 
disclose a single amount in the consolidated balance sheet. In such cases, the auditor should 
verify that the gross amounts of goodwill and capital reserves arising on acquisition of various 
subsidiaries have been disclosed in the notes to the consolidated financial statements to 
reflect the excess/shortage over the parents’ portion of the subsidiary’s equity. 
10.7.2 Current Period Consolidation Adjustments - Current period adjustments are those 
adjustments that are made in the accounting period for which the consolidation of financial 
statements is done. Current period consolidation adjustments primarily relate to elimination of 
intra-group transactions and account balances including: 
(a) intra-group interest paid and received, or management fees, etc; 
(b) unrealised intra-group profits on assets acquired from other subsidiaries;  
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(c) intra-group indebtedness; 
(d) adjustments related to harmonising the different accounting policies being followed by 

the parent enterprise and its subsidiaries;  
(e) adjustments made for the effects of significant transactions or other events that occur 

between the date of the financial statements of the parent and one or more of the 
components, if the financial statements to be used for consolidation are not drawn upto 
the same reporting date; and  

(f) determination of movement in equity attributable to the minorities since the date of 
acquisition of the subsidiary. 

The adjustments required for preparation of consolidated financial statements are made in 
memorandum records kept for the purpose by the parent. The auditor should review the 
memorandum records to verify the adjustment entries made in the preparation of consolidated 
financial statements. This would also help the auditor in ascertaining whether there is any 
difference in the elimination. Apart from reviewing the memorandum records, the auditor 
should: 
(a) verify that the inter-group transactions and account balances have been eliminated; 
(b) verify that the consolidated financial statements have been prepared using uniform 

accounting policies for like transactions and other events in similar circumstances; 
(c) verify that adequate disclosures have been made in the consolidated financial statements 

of application of different accounting policies in case, it was impracticable to do so; 
(d) verify the adjustments made to harmonise the different accounting policies; and 
(e) verify that the calculation of minorities interest has been correctly done. 
The auditor should gain an understanding of the procedures adopted by the management of 
the enterprise to make the above mentioned adjustments. This helps the auditor in reducing 
the audit risk to an acceptably low level.  
One of the important adjustment that may be required in the current period is determination of 
impairment loss that might exist for goodwill arising on consolidation. Goodwill arising on 
consolidation is carried at the value determined at the date of acquisition of the subsidiary, 
and the same is to be tested for impairment at every balance sheet date. The auditor should 
examine whether any impairment loss has been determined by the parent. If yes, the auditor 
should examine the procedure followed for determination of impairment. The auditor should 
satisfy himself that the amount of impairment loss determined is fair. 
The auditor should also verify that the disclosures required by Accounting Standard (AS) 21, 
Consolidated Financial Statements, Accounting Standard (AS) 23, Accounting for Investments 
in Associates in Consolidated Financial Statements and Accounting Standard (AS) 27, 
Financial Reporting of Interests in Joint Ventures have been made in the consolidated 
financial statements.  
Apart from verifying that the calculation and disclosures regarding minorities interest have 
been made appropriately, the auditor also determines, in cases where the minority interests’ 

© The Institute of Chartered Accountants of India



  Audit of Consolidated Financial Statements  10.9 

share of the losses exceed the minority interests’ share of the equity, the excess, and any 
further losses applicable to the minority interest, have been accounted for in accordance with 
the relevant accounting standards. Where the minority interest has a binding obligation to 
make good losses, the auditor of the consolidated financial statements determines whether it 
is able to do so. 
If the financial statements of one or more of the components are drawn upto different financial 
reporting dates, the auditor of the consolidated financial statements should review the 
component’s results between its financial reporting date and that of the parent for significant 
transactions or other events that have taken place during the period and therefore, need to be 
reflected in the consolidated financial statements. For example, where a subsidiary has a 
different accounting period and after the end of its accounting period, the subsidiary has 
discontinued its one of the major operations, adjustments would be required to be made to 
reflect this in the consolidated financial statements.  
The fundamental accounting assumption of “consistency” requires the auditor of the 
consolidated financial statements to consider whether the length of the reporting periods and 
any difference in financial year-ends are the same from period to period. 
Notes to accounts and other explanatory material are an integral part of any financial 
statements since they provide information which is per se not reflected in the balance sheet 
and profit and loss account. Consolidated financial statements are not an exception to the 
need of notes to accounts and other explanatory material. In this regard paragraph 6 of 
Accounting Standard (AS) 21, Consolidated Financial Statement states as below: 

“6. Consolidated financial statements normally include consolidated balance 
sheet, consolidated statement of profit and loss, and notes, other statements and 
explanatory material that form an integral part thereof. Consolidated cash flow 
statement is presented in case a parent presents its own cash flow statement. The 
consolidated financial statements are presented, to the extent possible, in the same 
format as that adopted by the parent for its separate financial statements”. 

The Accounting Standards Board of the Institute has issued General Clarification (GC)–5/2002 
on Notes to the Consolidated Financial Statements. The Clarification lays down certain 
principles that should be observed in respect of notes and other explanatory material that form 
integral part of the consolidated financial statements. The auditor should verify that the 
principles enunciated by the Clarification have been followed in preparation of notes to 
accounts. The auditor to verify, the compliance, should: 
(a) examine that the notes which are necessary for presenting a true and fair view of the 

consolidated financial statements have been included in the consolidated financial 
statements as an integral part thereof; and 

(b) examine that additional statutory information disclosed in separate financial statements 
of the subsidiary and/or a parent having bearing on the true and fair view of the 
consolidated financial statements have been disclosed in the consolidated financial 
statements. 
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If as a result of the above examinations, the auditor is of the view that the consolidated 
financial statements do not disclose all the information which is necessary for presenting a 
true and fair view, the auditor should give a modified report. 

10.8 Management Representations 
SA 580, “Written Representations” requires the auditor to obtain written representations from 
management and, where appropriate, those charged with governance.. The auditor of the 
consolidated financial statements should obtain evidence that the management of the parent 
acknowledges its responsibility for a true and fair presentation of the consolidated financial 
statements in accordance with the financial reporting framework applicable to the parent and 
that parent management has approved the consolidated financial statements. In addition, the 
auditor of the consolidated financial statements obtains written representations from parent 
management on matters material to the consolidated financial statements. Examples of such 
representations include: 
(a) Completeness of components included in the consolidated financial statements;  
(b) Identification of reportable segments for segmental reporting;  
(c) Identification of related parties and related party transactions for reporting;  
(d)  Appropriateness and completeness of consolidation adjustments, including the 

elimination of intra-group transactions. 

10.9 Reporting 
There could be two situations in an audit of consolidated financial statements–-when the 
parent’s auditor is also the auditor of all the components to be included in the consolidated 
financial statements and when the parent’s auditor is not the auditor of one or more 
subsidiaries and therefore, uses the work of other auditors in the audit. The auditor should, 
while preparing the report, should consider the requirements of SA 700, “Forming an Opinion 
and Reporting on Financial Statements” Where, the auditor uses the work of other auditors  
in the audit of consolidated financial statements, the requirements of SA 600, Using the  
Work of Another Auditor should also be considered.  
10.9.1 When the Parent’s Auditor is also the Auditor of its Subsidiaries: While drafting 
the audit report, the auditor should report whether principles and procedures for preparation 
and presentation of consolidated financial statements as laid down in the relevant accounting 
standards have been followed. In case of any deviation, the auditor should make adequate 
disclosure in the audit report so that users of the consolidated financial statements are aware 
of such deviation. 
Auditor should issue an audit report expressing opinion whether the consolidated financial 
statements give a true and fair view of the state of affairs of the Group as on balance sheet 
date and as to whether consolidated profit and loss statement gives true and fair view of the 
results of consolidated profit or losses of the Group for the period under audit. Where the 
consolidated financial statements also include a cash flow statement, the auditor should also 
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give his opinion on the true and fair view of the cash flows presented by the consolidated cash 
flow statements.  
10.9.2 When the Parent’s Auditor is not the Auditor of its Subsidiary(IES): In a case 
where the parent’s auditor is not the auditor of the components included in the consolidated 
financial statements, the auditor of the consolidated financial statements should also consider 
the requirement of SA 600.  
When the parent’s auditor decides that he will make reference to the audit of the other 
auditors, the auditor’s report on consolidated financial statements should disclose clearly the 
magnitude of the portion of the financial statements audited by the other auditor(s). This may 
be done by stating the rupee amounts or percentages of total assets and total revenue of 
subsidiary(s) included in consolidated financial statements not audited by the parent’s auditor. 
However, reference in the report of the auditor of consolidated financial statements to the fact 
that part of the audit of the group was made by other auditor(s) is not to be construed as a 
qualification of the opinion but rather as an indication of the divided responsibility between the 
auditors of the parent and its subsidiaries.  
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