
8 
Audit Report 

Question 1 
(a) Big and Small Ltd. received a show cause notice in December 2013 from the Central 

Excise department intending to levy a sum of ` 25 lakhs. The Company replied to the 
above notice in January, 2014 contending that it is not liable for the proposed levy. No 
further action was initiated by the Central Excise department up to the finalization of the 
audit for the year ended on 31st March, 2014. As the Auditor of the Company, how would 
you deal with this matter in your report?      (3 Marks, November, 2014) 

Or 
Big and Small Ltd. received a show cause notice from central excise department 
intending to levy a demand of ` 25 lakhs in December 2010. The company replied to the 
above notice in January 2011 contending that it is not liable for the levy. No further action 
was initiated by the central excise department upto the finalization of the audit for the 
year ended on 31st March, 2011. As the auditor of the company, what is your role in this? 

(4 Marks, May 2011) 

(b) The Auditor's Report of ABC Ltd. for the year 2012-13 contained a qualification regarding 
non-provision of doubtful debts. As the Statutory Auditor of the Company for the year 
2013-14, how would you report, if:   

(i)  the Company does not make provision for doubtful  debts in 2013-14? 

(ii)  the Company makes adequate provision for doubtful debts in 2013-14?  

 (5 Marks, November, 2014) 

Answer 
(a) Compliance of Laws and Regulations & Reporting Requirements: As per SA 250 

“Consideration of Laws and Regulations in an Audit of Financial Statement”, the auditor 
shall obtain sufficient appropriate audit evidence regarding compliance with the 
provisions of those laws and regulations generally recognised to have a direct effect on 
the determination of material amounts and disclosures in the financial statements 
including tax and labour laws. 

During the audit, the auditor shall remain alert to the possibility that other audit 
procedures applied may bring instances of non-compliance or suspected non-compliance 
with laws and regulations to the auditor’s attention. Then the auditor shall discuss the 
matter with management and, where appropriate, those charged with governance. If 

© The Institute of Chartered Accountants of India



8.2  Advanced Auditing and Professional Ethics 

management or, as appropriate, those charged with governance do not provide sufficient 
information that supports that the entity is in compliance with laws and regulations and, in 
the auditor’s judgment, the effect of the suspected non-compliance may be material to 
the financial statements, the auditor shall consider the need to obtain legal advice. In 
case, if the auditor concludes that the non-compliance has a material effect on the 
financial statements, and has not been adequately reflected in the financial statements, 
the auditor shall express a qualified or adverse opinion on the financial statements. 

Further, as per AS 29 "Provisions, Contingent liabilities and Contingent Assets", future 
events that may affect the amount required to settle an obligation should be reflected in 
the amount of a provision where there is sufficient objective evidence that the event will 
occur.  

Furthermore, the auditor’s report under section 143 of the Companies Act, 2013 has to 
specifically include certain matters specified in Para 3 of CARO, 2015. 

  One of such matter is non-payment of dues to Government, on account of any dispute. 
As per clause (vii)(b) of Para 3 of CARO, 2015, in case dues of income tax or sales tax 
or wealth tax or service tax or duty of customs or duty of excise or value added tax or 
cess have not been deposited on account of any dispute, then the amounts involved and 
the forum where dispute is pending shall be mentioned. 

In the present case of Big and Small Ltd., issuance of show cause notice by Excise 
Department does not tantamount to demand payable by the Company. In so far as the 
Company has replied to the notice and no further correspondence was received from the 
Department. This show cause notice may be an alert or indication of non-compliance for 
the auditor. So auditor need to discuss with management and apply additional procedure. 
If the auditor concludes that there is non-compliance then provision for the same should 
be made as per AS 29. The auditor should also report the amount of dues not deposited 
on account of dispute and the forum where dispute is pending, in his audit report. If the 
management does not accept the request, the auditor should qualify the audit report 
accordingly or vice versa.  

(b) Reporting of Qualification Regarding Non-Provision of Doubtful Debts: Auditor’s 
responsibility in cases where audit report for an earlier year is qualified is given in  
SA 710 “Comparative Information – Corresponding Figures and Comparative Financial 
Statements”. As per SA 710, When 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 modified opinion is resolved and properly accounted for 
or disclosed in the financial statements in accordance with the applicable financial 
reporting framework, the auditor’s opinion on the current period need not refer to the 
previous modification.  

SA 710 further states that if the auditor’s report on the prior period, as previously issued, 
included a qualified 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. In the Basis for Modification paragraph in the auditor’s report, the auditor 
shall either: 
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(i) Refer to both the current period’s figures and the corresponding figures in the 
description of the matter giving rise to the modification when the effects or possible 
effects of the matter on the current period’s figures are material; or 

(ii) In other cases, explain that the audit opinion has been modified because of the 
effects or possible effects of the unresolved matter on the comparability of the 
current period’s figures and the corresponding figures.   

In the instant case, if ABC Ltd. does not make provision for doubtful debts the auditor will 
have to modify his report for both current and previous year’s figures as mentioned 
above. If however, the provision is made, the auditor need not refer to the earlier year’s 
modification. 

Question 2  

(a) A Private Limited Company reports the following position as on 31st March, 2014: 

Paid up Capital  ` 35 Lacs 

Revaluation Reserve ` 12 Lacs 

Capital Reserve ` 10 Lacs 

Profit & Loss (Dr.) Balance ` 12 Lacs 

 The Management of the Company contends that CARO, 2003 is not applicable to it. 
Comment.   

(b) C Limited has defaulted in repayments of dues to a financial institution during the 
financial year 2013-14 and the same remained outstanding as at March 31, 2014.  
However, the Company settled the total outstanding dues including interest in April, 
2014 subsequent to the year end and before completion of the audit. Discuss how you 
would deal with this matter and draft a suitable Auditor's Report.  

(4 Marks each, November, 2014) 

Answer 
(a) This question is redundant in view of the provisions of the Companies Act, 2013. 

(b) Reporting for Default in Repayment of Dues: As per the general instructions for 
preparation of Balance Sheet, provided under Schedule III to the Companies Act, 2013, 
terms of repayment of term loans and other loans is required to be disclosed in the notes 
to accounts. It also requires specifying the period and amount of continuing default as on 
the balance sheet date in repayment of loans and interest, separately in each case. 

 Further, as per clause (ix) of Para 3 of CARO, 2015, the auditor of a company has to state in 
his report whether the Company has defaulted in repayment of dues to a financial institution 
or bank or debentures holders and if yes, the period and amount of default to be reported. 

In the given case, C Ltd. has defaulted in repayments of dues to a financial institution during 
the financial year 2013-14 which remain outstanding as at March 31, 2014. However, the 
company has settled the total outstanding dues including interest in April, 2014 but, the dues 
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were outstanding as at March 31, 2014. Therefore, it needs to be reported in the notes to 
accounts.   

The draft report for above matter is as under: 

“The company has taken a loan during the year, from a financial institution amounting to  
` XXXX @ X% p.a. which is repayable by monthly installment of ` XXXX for XX months.  

The company has defaulted in repayment of dues including interest to a financial institution 
during the financial year 2013-14 amounting to ` XXXX which remained outstanding as at 
March 31, 2014. The period of default is XXX days. However, the outstanding sum was 
settled by the company in April, 2014.” 

Question 3 
Compare and explain the following: 

(i)  Reporting to Shareholders vs.  Reporting to those Charged with Governance 

(ii) Audit Qualification vs. Emphasis of Matter.  (3 Marks each, November, 2014) 

Answer 
(i) Reporting to Shareholders vs. Reporting to those Charged with Governance: 

REPORT 
Reporting to Shareholders Reporting to those Charged with 

Governance 
 Section 143 of the Companies Act, 

2013 deals with the provisions relating 
to reporting to Shareholders. Thus, it 
is a Statutory Audit Report which is 
addressed to the members. 

 Standard on Auditing 260 deals with 
the provisions relating to reporting to 
those Charged with Governance. 

 Statutory Audit Report is on true and 
fair view and as per prescribed 
Format. 

 It is a reporting on matters those 
charged with governance like scope 
of audit, audit procedures, audit 
modifications, etc. 

 Statutory Audit Reports are in public 
domain. 

 Reporting to those Charged with 
Governance is an internal document 
i.e. private report. 

(ii)  Audit Qualification vs. Emphasis of Matter: 

REPORT 
Audit Qualification Emphasis of Matter 

 Standard on Auditing 705 
“Modifications to the Opinion in the 
Independent Auditor’s Report”, deals 

 Standard on Auditing 706 “Emphasis 
of Matter Paragraphs and Other 
Matter Paragraphs in the 
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with the provisions relating to Audit 
Qualification. 

Independent Auditor’s Report” deals 
with the provisions relating to 
Emphasis of Matter. 

 Audit Qualifications are also known as 
“subject to report” or “except that 
report”. 

 Emphasis of Matter is a paragraph 
which is included in auditor’s report 
to draw users’ attention to important 
matter(s) which are already 
disclosed in Financial Statements 
and are fundamental to users’ for 
understanding of Financial 
Statements. 

 Audit Qualifications are given when 
auditor is having reservations on 
some of the items out of the financial 
statements as a whole i.e. Auditor’s 
Judgment about the Pervasiveness of 
the Effects or Possible Effects on the 
Financial Statements relating to if the 
impact of material misstatements is 
not pervasive on the financial 
statements but is present at some 
levels of the financial statements, 
qualified report is issued. 

 Emphasis of Matter is a paragraph 
which is issued when there is a  
uncertainty relating to future 
outcome of exceptional litigation, 
regulatory action, etc.; or there is 
early application (where permitted) 
of a new accounting standard that 
has a pervasive effect on the 
financial statements in advance of its 
effective date. 

Question 4 
(a) H Ltd. granted unsecured loan of ` 1 crore @ 15% p.a. to two of its subsidiaries during 

the Financial Year 2012-13. Before the year end both the companies repaid the loan. The 
management of H Ltd. is of the opinion that since no balance is outstanding as on 31st 
March 2013, these loans are not required to be reported in CARO 2003. Comment and 
draft a suitable report.          (4 Marks, May, 2014) 

(b) In the course of audit of Y Ltd., as the auditor of the company you observe the following: 

(i) The company has advanced a loan to a firm in which a director was interested at a 
rate lower than the prevailing market rate as well as there was no agreement on 
terms of repayment. 

(ii)  There are certain transactions which ought to have been entered in the register 
maintained u/s 301, were omitted to be entered. 

How auditor will report in CARO 2003?       (6 Marks, May, 2014) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 
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Question 5 
Beta Limited, is a company registered with SEBI, having five subsidiaries.  

MIs XYZ, Chartered Accountants, have been appointed as Statutory Auditors for the audit of 
the Consolidated Financial Statements for the year ending March 31, 2013. Out of five 
subsidiaries, the audit of one subsidiary was conducted by another auditor, M/s Badnam and 
Company, Chartered Accountants. The "Opinion" para of audit report furnished by M/s XYZ 
Chartered Accountants is given below:  

Opinion  

In our opinion and to the best of our information and according to the explanations given to us 
the consolidated financial statements give a true and fair view, except the financial statement 
of one subsidiary whose accounts were audited by M/s Badnam and Company, Chartered 
Accountants and about the same we are not in a position to express our opinion as the audit 
has not been performed by us :  

(i)  in the case of the consolidated Balance Sheet, of the state of affairs of the Company as 
at March 31, 2013.  

(ii)  in the case of the consolidated Profit and Loss Account, of the profit/loss for the year 
ended on that date.  

Do you find any deficiencies in the opinion para? If yes, you are required to give your 
suggestions and redraft the opinion para.            (5 Marks, November, 2013) 

Answer 
Opinion Para and Other Matter Para: Yes, the opinion para contains the following 
deficiencies-  

(1)  Out of five subsidiaries, the audit of one subsidiary was conducted by another auditor, 
M/s Badnam and Company which would be reported in other matter para.  

(2)  After point no. (ii) in the opinion para, point no. (iii) would appear as under- 

“in the case of the consolidated Cash Flow Statement, of the cash flows for the year 
ended on that date.” 

The redrafted opinion para and other matter para are given hereunder as per SA 706 on 
Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent Auditor’s 
Report- 

Opinion Para 
In our opinion and to the best of our information and according to the explanations given to us 
and based on the consideration of the reports of the other auditors on the financial statements 
of the subsidiaries as noted below, the consolidated financial statements give a true and fair 
view in conformity with the accounting principles generally accepted in India: 

(i) in the case of the consolidated Balance Sheet, of the state of affairs of the Company as 
at March 31, 2013; 
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(ii) in the case of the consolidated Profit and Loss Account, of the profit/ loss for the year 
ended on that date; and 

(iii) in the case of the consolidated Cash Flow Statement, of the cash flows for the year 
ended on that date. 

Other Matter Para 
We did not audit the financial statements of one subsidiary, whose financial statements reflect 
total assets (net) of ` XXXX as at March 31, 2013, total revenues of ` XXXX and net cash 
outflows amounting to ` XXXX for the year then ended. These financial statements have been 
audited by other auditors M/s Badnam and Company, Chartered Accountants whose reports 
have been furnished to us by the Management, and our opinion is based solely on the reports 
of the other auditors. Our opinion is not qualified in respect of this matter. 

Question 6 
X Ltd closed its manufacturing operations and sold all its manufacturing fixed assets during 
the financial year ended 31st March, 2013. However it intends continue its operations as a 
trading company. In respect of other fixed assets, the company carried out a physical 
verification as at the end of 31st March, 2013 and found a material discrepancy to the tune of 
` 1 lac, which was written off and is disclosed separately in the profit and loss account. Kindly 
incorporate the above in your audit report. (4 Marks, November, 2013) 

Answer 
Disclosure in Audit Report: As per SA 570 “Going Concern”, when the auditor concludes 
that the use of the going concern assumption is appropriate in the circumstances but a 
material uncertainty exists, the auditor shall determine whether the financial statements- 

(i) Adequately describe the principal events or conditions that may cast significant doubt on 
the entity’s ability to continue as a going concern and management’s plans to deal with 
these events or conditions; and 

(ii) Disclose clearly that there is a material uncertainty related to events or conditions that may 
cast significant doubt on the entity’s ability to continue as a going concern. 

The auditor is further required to specifically include certain matters as per CARO, 2015 under 
section 143 of the Companies Act, 2013. According to clause (i)(b) of Para 3 of CARO, the 
auditor has to comment whether the fixed assets have been physically verified by the 
management at reasonable intervals; whether any material discrepancies were noticed on 
such verification and if so, whether the same have been properly dealt with in the books of 
account. 

In the given case, X Ltd. has sold out its manufacturing fixed assets during the year. However, 
it intends to continue its operations as a trading company. Therefore, selling of manufacturing 
fixed assets does not affect the going concern assumption of the company. Additionally, while 
carrying out physical verification of fixed assets, a material discrepancy to the tune of ` 1 lac 
was found, which was written off and disclosed separately in the statement of profit and loss. 
Hence, this fact needs to be disclosed in the Audit Report as follows: 
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Para in the Audit Report- 
We have made our viewpoint from the facts of the case and on the basis of guidance drawn 
from AS 1. We report as under- 

As per Accounting Standard (AS) 1, “Disclosure of Accounting Policies”, “the enterprise is 
normally viewed as a going concern that is as continuing its operation for the foreseeable 
future. It is assumed that the enterprise has neither the intention nor the necessity of 
liquidation or of curtailing materially the scale of its operations.” Although the company has 
disposed off its manufacturing fixed assets during the financial year ending on 31-03-2013, it 
is still a going concern in the form of a trading company. We also report that on physical 
verification of other fixed assets, a material discrepancy to the tune of ` 1 Lac was noticed 
and that the same has been properly dealt with in the books of account. 

Question 7 
(a) H Private Ltd had taken overdrafts from two banks with a limit of 10 lacs each against the 

security of fixed deposit it had with those banks and an unsecured overdraft from a 
financial institution of 9 lacs. The said loans were outstanding as at 31st March 13. The 
paid up capital and reserves of the company as at that date was 40 lacs and its turnover 
during the financial year ended on 31st March 13 was 3 crores. The management of the 
company is of the opinion that CARO 03 is not applicable to it because turnover and paid 
up capital were within the limits prescribed and loans taken against the fixed deposits 
cannot be considered. The company further contended that loan limit is to be reckoned 
per bank or financial institution and ·not cumulatively. Comment. (4 Marks, May, 2013) 

(b) XYZ Ltd has significant operations in a foreign country. Due to civil and political unrest in 
that country physical verification of inventory and fixed assets could not carried out and you 
are not in a position to obtain audit evidence through other audit procedures also. The 
value of fixed assets and inventory forms part of 80% of the asset value of the company. As 
the auditor of XYZ Ltd what factors do you consider in your reporting responsibility. Also 
draft a suitable report that will be incorporated in the main audit report (Reporting under 
CARO 03 need not be considered). (8 Marks, May, 2013) 

(c) R Ltd. As at 31st March, 2013 defaulted in the repayment of interest and principal due to 
a financial institution. The due date was 28th February, 2013. However, the defaulted 
amount was paid on 5th April, 2013.  The company’s management is of the opinion that 
since the default is set right before the audit completion these need not be reported in 
CARO 03. Comment and draft a suitable report.  (4 Marks, May, 2013) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 8 
Under the applicable Standards on Auditing, in what circumstances does the report of the as a 
statutory auditor require modifications? What are the types of modifications possible to the 
said report? (8 Marks, November, 2012) 
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Answer 
Circumstances for Modifications in Audit Report: As per SA 705, “Modifications to the 
Opinion in the Independent Auditor’s Report”, the auditor shall modify the opinion in the 
auditor’s report in the following circumstances- 

(i)  If the auditor concludes that, based on the audit evidence obtained, the financial 
statements as a whole are not free from material misstatement; or 

(ii) If the auditor is unable to obtain sufficient appropriate audit evidence to conclude that the 
financial statements as a whole are free from material misstatement.  

As per SA 700, “Forming an Opinion and Reporting on Financial Statements”, if financial 
statements prepared in accordance with the requirements of a fair presentation framework do 
not achieve fair presentation, the auditor shall discuss the matter with management and, 
depending on the requirements of the applicable financial reporting framework and how the 
matter is resolved, shall determine whether it is necessary to modify the opinion in the 
auditor’s report in accordance with SA 705. 

Types of Modification to the Auditor’s Opinion: As per SA 705, “Modification to the Opinion 
in the Independent Auditor’s Report”, modified opinion may be defined as a qualified opinion, 
an adverse opinion or a disclaimer of opinion. 

Types of modifications possible to the said report are below-mentioned- 

(i) Qualified Opinion: The auditor shall express a qualified opinion when the auditor, having 
obtained sufficient appropriate audit evidence, concludes that misstatements, individually or 
in the aggregate, are material, but not pervasive, to the financial statements; or the auditor 
is unable to obtain sufficient appropriate audit evidence on which to base the opinion, but 
the auditor concludes that the possible effects on the financial statements of undetected 
misstatements, if any, could be material but not pervasive. 

(ii)  Adverse Opinion: The auditor shall express an adverse opinion when the auditor, having 
obtained sufficient appropriate audit evidence, concludes that misstatements, individually or 
in the aggregate, are both material and pervasive to the financial statements.  

(iii)  Disclaimer of Opinion: The auditor shall disclaim an opinion when the auditor is unable 
to obtain sufficient appropriate audit evidence on which to base the opinion, and the 
auditor concludes that the possible effects on the financial statements of undetected 
misstatements, if any, could be both material and pervasive. 

Question 9 
Under CARO, 2003, how, as a statutory auditor would you comment on the following: 

(a)  X Pvt. Ltd. is a subsidiary of a listed entity incorporated outside India. The management 
of the company believes that since, X Pvt. Ltd. is a Private Company and satisfies all 
condition under the Companies (Auditor's Report) Order, 2003, reporting under CARO is 
not applicable. 

(b) A term loan was obtained from a bank for ` 50 lakhs for the purpose of purchase of 
assets for Research & Development (R & D). Out of these funds, a vehicle was 
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purchased for the use of the concerned director who was in charge of the R & D 
activities.   (8 Marks, November, 2012) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 10 
"Non-compliance of Section 58 AA inserted by the Companies (Amendment) Act, 2000 would 
occur where the company fails to intimate the Company Law Board, any default in repayment 
of deposits made by small depositors or part thereof or any interest there on."  

Discuss this statement and state reporting requirements under the Companies (Auditor's 
Report) Order, 2003 for non-compliance of Section 58 AA of the Companies Act, 1956. 

    (8 Marks, May, 2012) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 11 
XYZ Pvt. Ltd. has submitted the financial statements for the year ended 31-3-11 for audit. The 
audit assistant observes and brings to your notice that the company's records show following 
dues: 

Income Tax relating to Assessment Year 2007-08 ` 125 lacs - Appeal is pending before 
Hon'ble ITAT since 30-9-09. 

Customs duty ` 85 lakhs - Demand notice received on 15-9-10 but no action has been taken 
to pay or appeal. 

As an auditor, how would you bring this fact to the members? (5 Marks, November, 2011) 

Answer 
Non-Compliance of Laws and Regulations: As per SA 250 “Consideration of Laws and 
Regulations in an Audit of Financial Statement”, it is the responsibility of management, with 
the oversight of those charged with governance, to ensure that the entity’s operations are 
conducted in accordance with the provisions of laws and regulations, including compliance 
with the provisions of laws and regulations that determine the reported amounts and 
disclosures in an entity’s financial statements.  

The auditor is responsible for obtaining reasonable assurance that the financial statements, 
taken as a whole, are free from material misstatement, whether caused by fraud or error. In 
conducting an audit of financial statements, the auditor takes into account the applicable legal 
and regulatory framework. Owing to the inherent limitations of an audit, there is an 
unavoidable risk that some material misstatements in the financial statements may not be 
detected, even though the audit is properly planned and performed in accordance with the 
SAs. 
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If the auditor concludes that the non-compliance has a material effect on the financial 
statements, and has not been adequately reflected in the financial statements, the auditor 
shall express a qualified or adverse opinion on the financial statements. 

Further, the auditor is required to report on certain matters specified in Para 3 of CARO, 2015 
under section 143 of the Companies Act, 2013. 

One of such matter is non-payment of dues to Government, on account of any dispute. As per 
clause (vii)(b) of Para 3 of CARO, 2015, in case dues of income tax or sales tax or wealth tax 
or service tax or duty of customs or duty of excise or value added tax or cess have not been 
deposited on account of any dispute, then the amounts involved and the forum where dispute 
is pending shall be mentioned. 

In the present case, there is Income Tax demand of ` 125 Lacs and the company has gone for 
an appeal, it needs considerations as to whether the entire demand is disputed, because it is 
difficult to presume that the demand by Income Tax authority is without any basis. Therefore, 
as per AS 29 “Provisions, Contingent Liabilities and Contingent Assets”, partly to the extent 
the company considers that the demand is based on some logical basis, that amount may be 
provided for and the remaining may be disclosed as the contingent liability. Further, it should 
be brought to notice of the members by reporting. 

Additionally, the demand notice has been received for Customs duty of ` 85 lakhs and is 
outstanding on the closure of financial year, for which no action has been taken by the 
management. Therefore, it should also be brought to notice of the members by reporting. 

Question 12 
ABC Private Ltd. has granted loan of ` 20 crores to XYZ Ltd. a sister concern and it remains 
outstanding at the year end. How would you report the fact? (4 Marks, November, 2011) 

Answer 
Reporting of “Loan to Related Party”: As per AS 18 “Related Party Disclosures”, related party 
transaction means a transfer of resources or obligations between related parties, regardless of 
whether or not a price is charged. According to this AS, in the case of related party transactions, 
the reporting enterprise should disclose the following- 

(i) the name of the transacting related party; 

(ii) a description of the relationship between the parties; 

(iii) a description of the nature of transactions; 

(iv) volume of the transactions either as an amount or as an appropriate proportion; 

(v) any other elements of the related party transactions necessary for an understanding of 
the financial statements; 

(vi) the amounts or appropriate proportions of outstanding items pertaining to related parties 
at the balance sheet date and provisions for doubtful debts due from such parties at that 
date; and 
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(vii) amounts written off or written back in the period in respect of debts due from or to related 
parties.” 

Additionally, the auditor is required to report on certain matters specified in Para 3 of CARO, 
2015 under section 143 of the Companies Act, 2013. As per clause (iii) of Para 3 of CARO, 
2015, if the company has granted any loans, secured or unsecured to companies, firms or 
other parties covered in the register maintained under section 189 of the Companies Act, 
2013, the auditor is required to report- 

(a) whether receipt of the principal amount and interest are also regular; and 

(b) if overdue amount is more than ` 1 lakh, whether reasonable steps have been taken by 
the company for recovery of the principal and interest. 

In the instant case, ABC Pvt. Ltd. has granted a loan of ` 20 crores to XYZ Ltd., a sister concern, 
and it remains outstanding at the year end. The case is squarely covered by AS 18.  

Further, SA 550 on “Related Parties”, also prescribes the auditor’s responsibilities and audit 
procedures regarding related party transactions.  

Auditor should insist to make proper disclosure as per the AS and report as per CARO, 2015. If 
management refuses, the auditor shall have to modify his report.  

Question 13 
(a) OK Ltd. has taken a term loan from a nationalized bank in 2006 for ` 200 lakhs 

repayable in five equal instalments of ` 40 lakhs from 31st March, 2007 onwards. It had 
repaid the loans due in 2007 & 2008, but defaulted in 2009, 2010 & 2011.  As the auditor 
of OK Ltd. what is your responsibility assuming that company has sought reschedulement 
of loan? (4 Marks, May 2011) 

(b) Director of T Ltd. draws an advance of US$ 200 per day in connection with the foreign 
trip undertaken on behalf of the company. On his return he files a declaration stating that 
entire advance was expended without any supporting or evidence. T Ltd. books the entire 
expenses on the basis of such declaration. As the auditor of T Ltd. how do you deal with 
this?    (8 Marks, May 2011) 

Answer 
(a) Reporting for Default in Repayment of Dues: As per clause (ix) of Para 3 of CARO, 

2015, the auditor of a company has to report whether the Company has defaulted in 
repayment of its dues to a financial institution or bank or debentures holders and if yes, 
the period and amount of default to be reported. 

 In this case, OK Ltd. has defaulted in repayment of dues for three years.  Application for 
rescheduling will not change the default position.  Hence the auditor has to report in his 
audit report that the Company has defaulted in its repayment of dues to the bank to the 
extent of ` 120 lakhs. 

(b) Audit Evidence: SA 500 “Audit Evidence” states that an auditor should obtain sufficient 
appropriate audit evidence to be able to draw reasonable conclusions on which to base 
his option. 
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Section 143(1)(e) the Companies Act, 2013 requires an auditor to enquire whether 
personal expenses have been charged to revenue account. 

 In the context of the facts of case, ascertain whether the payment made by the company 
for the foreign trip form an “allowance” or “reimbursement”. An allowance is a fixed sum 
of money allowed or the basis of specified criteria. No evidence supporting the 
expenditure is required for payment of allowance to the director. On the other hand, if the 
payment is reimbursement should be against actual expenditure. 

 The director concerned should provide proof of expenditure. Since the director has given 
only a declaration, the auditor should ascertain other relevant facts as to whether the 
advance paid is pursuant to the policy of the company which is based on approximate 
estimation of the expenditure normally incurred by a person of the status of a director 
and the same is applicable to persons of a similar status within the company. If the 
auditor considers the advance taken is reasonable then the declaration can be 
considered adequate, otherwise he may have to call for additional documentary 
evidences. 

Question 14 
(a)  Mr. X, Director of ABC Ltd. made a purchase contract for ` 10,00,000 with the company. 

Comment. 

(b) PQR Ltd., a listed company and having an average annual turnover of more than  
` 5 crores has no Internal Audit System. Give your views.   (5 Marks each, November, 2010) 

Answer 
(a)  Responsibility of Auditor in Relation to the Companies Act 2013: As per Section 188 

of the Companies Act, 2013, no company shall enter into any contract or arrangement 
with a related party to sale, purchase or supply of any goods or materials, except with the 
consent of the Board of Directors given by a resolution at a Board Meeting. Further, it is 
provided that no contract or arrangement, in the case of a company having specified 
paid-up share capital, or transactions exceeding prescribed sum, shall be entered into 
except with the prior approval of the company by a special resolution. 

 The contracts or arrangements mentioned above are those for which the register(s) are 
maintained under section 189 of the Companies Act, 2013 .The scope of the auditor’s 
inquiry under this clause is restricted to such transactions referred to in sections 184 and 
188 of the Act. 

 The auditor should, while reporting, in the first instance, determine whether the 
aggregate value of all the transactions entered into with any of the 
companies/firms/parties covered in the register maintained under section 189 of the Act 
exceed the value of rupees five lakhs in the year. If so, the auditor has to examine 
whether each of the transactions entered into with such a company/firm/party have been 
made at prices which are reasonable having regard to the prevailing market prices at the 
relevant time. Further, the auditor while reporting should clearly bring out the reasons as 
to why no adverse comment was considered necessary. 
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 The contracts referred to in section 188 are for sale, purchase or supply of any goods, 
materials or services and contract of underwriting the subscription of any securities or 
derivatives of the company between a Company and its director or, its relative, a firm in 
which the director or relative is a partner, any other partner in such a firm or a private 
company of which the director is a member or director. The auditor will have to obtain the 
list of such parties which are covered by section 188 mentioned above. 

 Hence, the auditor should ensure that all the above mentioned provisions have been 
compiled with. 

(b) Internal Audit System: As per section 138 of the Companies Act, 2013, the following 
class of companies (prescribed in rule 13 of Companies (Accounts) Rules, 2014) shall be 
required to appoint an internal auditor or a firm of internal auditors, namely-  

(1)  every listed company;  

(2)  every unlisted public company having-  

(i)  paid up share capital of fifty crore rupees or more during the preceding 
financial year; or  

(ii)  turnover of two hundred crore rupees or more during the preceding financial 
year; or  

(iii)  outstanding loans or borrowings from banks or public financial institutions 
exceeding one hundred crore rupees or more at any point of time during the 
preceding financial year; or  

(iv)  outstanding deposits of twenty five crore rupees or more at any point of time 
during the preceding financial year; and  

(3)  every private company having-  

(i)  turnover of two hundred crore rupees or more during the preceding financial 
year; or  

(ii)  outstanding loans or borrowings from banks or public financial institutions 
exceeding one hundred crore rupees or more at any point of time during the 
preceding financial year. 

 In the instant case, PQR Ltd is a listed company and having an average annual turnover 
of more than ` 5 crores. As the company is a listed company, the provisions related to 
internal audit shall be applicable to the company. The turnover limit given has no 
relevance here. Therefore, the auditor will have to mention in his report the fact of not 
having such internal audit system by the Company. 

Question 15 
A Private Limited reports the following position as on 31st March, 2010 : 

Paid up capital  30 lacs 
Revaluation reserve 10 lacs 
Capital reserve 11 lacs 
P&L A/c [Dr. Balance] 2 lacs 
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The Management of the Company contends that CARO 2003 is not applicable to it. Comment.  

 (5 Marks, May, 2010) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 16 
As a Statutory Auditor, how would you deal with the following: 

(a) PQR Ltd. has not deposited Provident Fund contribution of ` 10 lakhs with the authorities 
till the year-end.  

(b) LM Ltd. had obtained a Term Loan of ` 300 lakhs from a bank for the construction of a 
factory. Since there was a delay in the construction activities, the said funds were 
temporarily invested in short term deposits.    (4 Marks each, May 2008) 

Answer 
(a) Non-Compliance of Laws and Regulations and Reporting Requirements: As per SA 

250 “Consideration of Laws and Regulations in an Audit of Financial Statement”, it is the 
responsibility of management, with the oversight of those charged with governance, to 
ensure that the entity’s operations are conducted in accordance with the provisions of 
laws and regulations, including compliance with the provisions of laws and regulations 
that determine the reported amounts and disclosures in an entity’s financial statements. 
The auditor is responsible for obtaining reasonable assurance that the financial 
statements, taken as a whole, are free from material misstatement, whether caused by 
fraud or error. In conducting an audit of financial statements, the auditor takes into 
account the applicable legal and regulatory framework. Owing to the inherent limitations 
of an audit, there is an unavoidable risk that some material misstatements in the financial 
statements may not be detected, even though the audit is properly planned and 
performed in accordance with the SAs. 

 If the auditor concludes that the non-compliance has a material effect on the financial 
statements, and has not been adequately reflected in the financial statements, the 
auditor shall express a qualified or adverse opinion on the financial statements.  

Further, as per Section 128 of the Companies Act, 2013, a company has to maintain 
proper books of account on accrual basis and according to the double entry system of 
accounting. 

Additionally, as per Section 43B of the Income Tax Act, 1961, there are certain 
expenses, which includes any sum payable by the assessee as an employer by way of 
contribution to any provident fund, which are allowed only on its actual payment.  

The auditor is, therefore, required to report under clause (vii)(a) of Para 3 of CARO, 2015 
whether the company is regular in depositing undisputed statutory dues including 
provident fund with the appropriate authorities and if not, the extent of the arrears of 
outstanding statutory dues as at the last day of the financial year concerned for a period 
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of more than six months from the date they became payable, shall be indicated by the 
auditor. 

In the instant case, even though accrual principles have been followed, disclosure of 
non-payment is necessary. The auditor should disclose the fact of non-payment of  
` 10 lakhs in his report.    

(b) Term Loan Invested in Short Term Deposits: As per clause (xi) of Para 3 of CARO, 
2015, an auditor need to state in his report that whether the term loans were applied for 
the purpose for which the loans were obtained. 

 In the present case, the term loan obtained by LM Ltd. have not been put to use for 
construction activities and temporarily invested the same in short term deposit.  

 Here, the auditor should report the fact in his report that pending utilization of the term 
loan for construction of a factory, the funds were temporarily used for the purpose other 
than the purpose for which the loan was sanctioned as per clause (xi) of Para 3 of 
CARO, 2015. 

Question 17 
Write a short note on Emphasis of matter paragraph in Audit Reports.   (4 Marks, May 2008) 

Answer 
Emphasis of Matter Paragraph in Audit Reports:  An auditor’s report can be modified for 
matters that do not affect the auditor’s opinion.  An “emphasis of matter” paragraph is such a 
type of modification in an audit report. In certain circumstances, such a paragraph is added to 
highlight a matter affecting the financial statements which is included in a note to the financial 
statements that more extensively discusses the matter. The addition of such a paragraph does 
not affect the auditor’s opinion. 

SA 706 “Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 
Auditor’s Report”, deals with additional communication in the auditor’s report when the auditor 
considers it necessary to draw users’ attention to a matter presented or disclosed in the 
financial statements that, in the auditor’s judgment, is of such importance that it is 
fundamental to users’ understanding of the financial statements, the auditor shall include an 
Emphasis of Matter paragraph in the auditor’s report provided the auditor has obtained 
sufficient appropriate audit evidence that the matter is not materially misstated in the financial 
statements. Such a paragraph shall refer only to information presented or disclosed in the 
financial statements. 

Examples of circumstances where the auditor may consider it necessary to include an 
Emphasis of Matter paragraph are: 

(i) An uncertainty relating to the future outcome of an exceptional litigation or regulatory 
action. 

(ii) Early application (where permitted) of a new accounting standard that has a pervasive 
effect on the financial statements in advance of its effective date. 
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(iii) A major catastrophe that has had, or continues to have, a significant effect on the entity’s 
financial position. 

Question 18 
What are the features of a qualified Audit Report?  (8 Marks, November 2007) 

Answer 
The Features of a Qualified Report are- 
(i) Clarity: The Auditor must express the nature of qualification, in a clear and unambiguous 

manner. 

(ii) Explanation: Where the Auditor answers any of the statutory affirmations in the negative 
or with a qualification, his report shall state the reasons for such answer. 

(iii) Placement: All qualifications should be contained in the Auditor’s Report. When there are 
notes which are subject matter of a qualification, the same should preferably be annexed 
to the Auditors’ Report. However a reference to the notes to Accounts in the Auditors’ 
Report does not automatically become a qualification.   

(iv) Except for: A quantified opinion should be expressed as “except for” for the effects of the 
matter to which qualification related.  It would not be appropriate to use phrases such as 
“with the foregoing explanation” or “subject to” in the opinion paragraph as these are not 
sufficiently clear or forceful. 

(v) Quantification: It is also necessary that the auditor should quantify, wherever possible, 
the effect of individual as well as the total effect of all qualifications on statement of profit 
and loss and/or state of affairs these qualifications on the financial statements in a clear 
and unambiguous manner. In circumstances where it is not possible to quantify the effect 
of the qualifications accurately the auditor may do so on the estimates made by the 
management after carrying out such audit tests as are possible and clearly indicate that 
the figures given are based on the estimates of the management.  

(vi) Nature of qualification: Vague statements the effect of which on accounts cannot be 
ascertained like ‘the trade receivables balances are subject to confirmation’, ‘no provision 
for taxation has been made in view of the loss during the year’ etc., should be avoided. 

(vii) Violation of law: Where the company has committed an irregularity resulting in a breach 
of law, the Auditor should bring the same to the notice of the shareholders by properly 
qualifying his report. 

(viii) Notes – Report Relationship – Where notes of a qualificatory nature appear in the 
accounts, the Auditors should state all qualifications independently in their report so that 
the user can assess the significance of these qualifications. 

(ix) Draft Report: The auditor may discuss matters of qualification with the management or 
those charged with governance of the company to acquire their views. It is not necessary 
that the Auditor should accept the management’s view and modify his opinion. But it 
would enable the Auditor to accurately draft the qualifications in his Final Report. 
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Question 19 
T Pvt. Ltd.’s paid up Capital & Reserves are less than ` 50 lakhs and it has no outstanding 
loan exceeding ` 25 lakhs from any bank or financial institution. Its sales are ` 6 crores before 
deducting Trade discount ` 10 lakhs and Sales returns ` 95 lakhs. The services rendered by 
the company amounted to ` 10 lakhs. The company contends that reporting under Companies 
Auditor’s Reports Order (CARO) is not applicable. Discuss. (4 Marks, November 2007) 

Answer 
Applicability of CARO, 2015: The CARO, 2015 specifically exempts a private limited 
company with a paid up capital and reserves not more than ` 50 lakh and which does not 
have loan outstanding exceeding ` 25 lakh from any bank or financial institution and does not 
have a turnover exceeding ` 5 crore at any point of time during the financial year. 
In the given case, paid up capital and reserves of T Pvt. Ltd. is less than ` 50 lakhs and has 
no loan outstanding exceeding ` 25 lakhs from any bank or financial institution, the only other 
condition is whether turnover exceeds ` 5 crores. The term “turnover” has been defined under 
section 2(91) of the Companies Act, 2013 which means the aggregate value of the realisation 
of amount made from the sale, supply or distribution of goods or on account of services 
rendered, or both, by the company during a financial year. 

For ascertaining turnover, though trade discount and sales returns should be deducted, the 
inclusion of services rendered would result in a turnover of ` 5.05 crores (i.e. 6 - 0.10 - 0.95 + 
0.10 crore). Hence CARO, 2015 will be applicable to T Pvt. Ltd. 

Question 20 
As an auditor, how would you deal with the following? 

(a) L Private Ltd., which has outstanding loan of ` 50 lakhs from Financial Institution 
defaulted in repayment thereof to the extent of 50%. The company holds that it being a 
private limited company, the Companies Auditors Report Order (CARO) is not 
applicable.    (4 Marks, May 2007) 

(b) ABC Limited to whom CARO is applicable made a public issue of 7% debentures of  
` 3 crores, redeemable after 5 years and used the proceeds of issue for payment of 
Sundry creditors and other Current liabilities to the tune of 3 crores.(4 Marks, May 2007) 

Answer 
(a) Applicability of CARO, 2015: The CARO, 2015 specifically exempts a private limited 

company with a paid up capital and reserves not more than ` 50 lakh and which does not 
have loan outstanding exceeding ` 25 lakh from any bank or financial institution and does not 
have a turnover exceeding ` 5 crore at any point of time during the financial year.  

 In the given case, L Private Ltd. has outstanding loan of ` 50 lakhs from Financial Institution 
which is exceeding the limit prescribed under Order for applicability of exemption.  

 Therefore, CARO, 2015 will be applicable to L Private Ltd. Thus, the period and amount 
of default to be reported by the auditor as per clause (ix) of Para 3 of CARO. 
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(b) This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 21 
Draft audit report u/s 227(3)(f) of the Companies Act, 1956 on the following three situations in 
respect XYZ Ltd. as on 31.3.2006: 

(a) Where all directors have given written representations that they have not defaulted u/s 
274(1)(g) of the Companies Act, 1956.         (2 Marks, November, 2006) 

(b) Where one of the directors, Mr. Flexible has failed to produce written representation that 
he has not defaulted u/s 274(1)(g) of the Companies Act, 1956.(3 Marks, November, 2006) 

(c) Where on the basis of written representations received from the directors it is noticed 
that one of the directors, Mr. Rigid has defaulted in terms of Section 274(1)(g) of the 
Companies Act, 1956.     (3 Marks, November, 2006) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 22 
Answer the following: 

(a) Discuss the various aspects to be considered by the Statutory Auditor before qualifying 
his report.  (8 Marks, May, 2006) 

(b) As a Statutory Auditor, how would you report on the following under CARO, 2003: 

 (i) O Pvt. Ltd. is a dealer in Shares and Securities. (4 Marks, May, 2006) 

(ii) ABC Pvt. Ltd. is a Manufacturer of jewellery. A senior employee of the Company 
informed you that the Company does not properly disclose the purity of gold used 
on the jewellery.  (4 Marks, May, 2006) 

Answer 
(a) Aspects to be Considered before Qualifying the Audit Report:  SA 705 “Modifications 

to the Opinion in the Independent Auditor’s Report” specifies that auditor’s report may 
need modification on account of certain matters which may or may not affect the auditor’s 
opinion. There may be certain circumstances when an auditor may not be able to express 
an unqualified opinion because the effort of such circumstances in the auditor’s judgment 
is, or may be material to the financial statements, for example, there is a limitation on the 
scope of the auditor’s work or there is a disagreement with management regarding the 
acceptability of the accounting policies selected, the method of their application or the 
adequacy of financial statement disclosures. 

  The auditor shall express a qualified opinion when- 

(i) The auditor, having obtained sufficient appropriate audit evidence, concludes that 
misstatements, individually or in the aggregate, are material, but not pervasive, to 
the financial statements; or 
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(ii) The auditor is unable to obtain sufficient appropriate audit evidence on which to 
base the opinion, but the auditor concludes that the possible effects on the financial 
statements of undetected misstatements, if any, could be material but not pervasive. 

Further, while qualifying a report, it is important to appreciate as to which of the various 
items of statement of fact or statement of opinion require a qualification in respect of 
audit under the Companies Act, 2013. The auditor may also see whether the matters 
constituting the qualification involve a material contravention of any requirements of the 
Companies Act, 2013 which have a bearing on the accounts. 

 Finally, whenever the auditor expresses an opinion that is other than unqualified, a clear 
description of all the substantive reasons should be included in the report and, unless 
impracticable, a quantification of the possible effect(s), individually and in aggregate, on the 
financial statements should be mentioned in the auditor’s report.  A quantified opinion should 
be expressed as “except for” for the effects of the matter to which qualification related. 

(b) This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 23 
Answer the following: 

(a) Illustrate, as a statutory auditor, how would you give a report where all qualifications are 
not quantifiable. (4 Marks, November, 2005) 

(b) Under CARO, 2003 how, as a statutory auditor would you comment on the following: 

 (i) Fixed assets comprising 1/3rd of the total assets have been disposed off during the 
year. (4 Marks, November, 2005) 

(ii) A Term Loan was obtained from a bank for ` 75 lakhs for acquiring R&D equipment, 
out of which ` 12 lakhs was used to buy a car for use of the concerned director, 
who was overlooking the R&D activities. (4 Marks, November, 2005) 

Answer 
(a) An illustrative Format of Qualified Audit Report: SA 705 “Modifications to the Opinion in 

the Independent Auditor’s Report” states that there may be circumstances when it is not 
practicable to quantify the effect of modifications made in the audit report accurately. In 
such cases, the auditor may do so on the basis of estimates made by the management 
after carrying out such audit tests as are possible and clearly indicate the fact that the 
figures are based on management estimates.  Ordinarily, this information would be set out 
in a separate paragraph preceding the opinion or disclaimer of opinion and may include a 
reference to a more extensive discussion, if any, in a note to the financial statements. 

The following illustration of a qualification where quantification was not possible will 
explain the point: 

“(2) No provision has been made in respect of product warranties outstanding at the year 
end.  The amount of provision required in this behalf could not be ascertained.” 

In the above situation, the overall paragraph would appear as follows: 
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“We further report that, without considering item mentioned in paragraph (2) above, the 
effect of which could not be determined, had the observations made by us in paragraph (1) 
(not reproduced) and (2) above been considered, the profit for the year would have been  
` 500.41 lacs (as against the reported figure of ` 596.07 lacs), reserves and surplus would 
have been ` 685.43 lacs (as against the reported figure of ` 781.09 lacs) and total fixed 
assets would have been ` 200.00 lacs (as against the reported figure of ` 229.05 lacs)” 

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 
paragraph, the financial statements give. 

(b) This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 24 
(a) A Pvt. Ltd. is incorporated on 1st July, 2004.  During the year ended 31st March, 2005, it 

had issued shares (fully paid up) of ` 40 lakhs, had borrowed ` 7.5 lakhs each from 2 
financial institutions and its turnover (Net of excise ` 50 lakhs which is credited to a 
separate account) is ` 475 lakhs. Will Companies Auditors Report Order, 2003 (CARO) 
be applicable to A Pvt. Ltd.? (4 Marks, May, 2005) 

(b) As the statutory auditor of B Ltd. to whom CARO, 2003 is applicable, how would you 
report in the following situations? 

(i) The company has stood guarantee to its sister concern, whose financial condition 
was not healthy for a sum of ` 20 lakhs borrowed from a bank. 

(ii) Physical verification of only 50% (in value) of items of inventory has been conducted 
by the company.  The balance 50% will be conducted in next year due to lack of 
time and resources. 

(iii) Accumulated losses of the company are 50.9% of its net worth and it is incurring 
continuous cash losses since last 2 years.  (4 Marks each, May, 2005) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 

Question 25 
(a) Enumerate the ‘Basic Elements of Audit Report’ as enshrined in AAS-28. 

(8 Marks, November, 2004) 

(b) Bring out the significance of the following two illustrative paragraphs found in the 
statutory auditor’s report in recent days. 

(i) Opening Paragraph: “We have audited the attached Balance Sheet of …….. as at 
31st March, 2xxx and also the Profit and Loss Account for the year ended on that 
date annexed thereto. These financial statements are the responsibility of the 
company’s management. Our responsibility is to express an opinion on these 
financial statements”. (4 Marks, November, 2004) 
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(ii) Scope Paragraph: “We conducted our audit in accordance with the auditing standards 
generally accepted in India. Those standards require that we plan and perform the audit 
to obtain reasonable assurance whether the financial statements are free of material 
statement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in financial statements.  An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial presentation.  We believe that our audit provides a 
reasonable basis for our opinion.” (4 Marks, November, 2004) 

Answer 
(a) This question is redundant in view of the latest Engagement and Quality Control Standards. 

(b) (i) Opening Paragraph: As per SA 700 “Forming an Opinion and Reporting on 
Financial Statements” the introductory paragraph in the auditor’s report shall -  

(1) Identify the entity whose financial statements have been audited; 

(2) State that the financial statements have been audited; 

(3) Identify the title of each statement that comprises the financial statements; 

(4) Refer to the summary of significant accounting policies and other explanatory 
information; and 

(5) Specify the date or period covered by each financial statement comprising the 
financial statements. 

  Further, the significance of ‘opening paragraph’ is to bring to the notice of the users 
of financial statements that preparation of the accounts is the responsibility of the 
management of the enterprise, whereas the responsibility of the auditor is to 
express an opinion on the said accounts based on audit carried out by him. The 
preparation of such statements requires management to make significant 
accounting estimates and judgements, as well as to determine the appropriate 
accounting principles and methods used in preparation of the said statements. 

 (ii) Scope Paragraph: The significance of ‘scope paragraph’ is to inform the users 
about the practices and procedures followed in conduct of audit by the auditor. The 
auditor states in this paragraph that the audit was planned and performed in 
accordance with generally auditing standards generally accepted in India. The 
auditor also states that the audit provides a reasonable basis for his opinion. The 
significance of this paragraph lies in the fact that auditor wishes to convey to 
readers about the scope of audit by highlighting the nature and process of audit. 
The test check approach of audit adopted by the auditor in performing his work as 
also the significant aspect of evaluation of accounting principles and accounting 
estimates is also clarified. The basic objective of auditing that the auditor provides 
only “reasonable assurance” is emphasised in this paragraph. In a way, such a 
statement signifies inherent limitations of audit. 

  It is a description of the auditor’s responsibility to express an opinion on the 
financial statements and the scope of the audit, that includes: 
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(1) A reference to Standards on Auditing and the law or regulation; and 

(2) A description of an audit in accordance with those Standards. 

Question 26 
Write a short note on Certificate for Special Purpose vs. Audit Report. (4 Marks, November, 2004) 

Answer 
Certificate for Special Purpose vs. Audit Report: A certificate is a written confirmation of 
the accuracy of the facts stated therein and does not involve any estimate or opinion. The 
term ‘certificate’ is, therefore, used where the auditor verifies the accuracy of facts. An auditor 
may thus, certify the circulation figures of a newspaper or the value of imports or exports of a 
company. An auditor’s certificate represents that he has verified certain figures and is in a 
position to vouch safe their accuracy as per his examination of documents and books of 
account. A report, on the other hand, is a formal statement usually made after an enquiry, 
examination or review of specified matters under report and includes the reporting auditor’s 
opinion thereon. Thus, when a reporting auditor issues a certificate, he is responsible for the 
factual accuracy of what is stated therein. On the other hand, when a reporting auditor gives a 
report, he is responsible for ensuring that the report is based on factual data, that his opinion 
is in due accordance with facts, and that it is arrived at by the application of due care and skill. 
The ‘report’ involves expression of opinion which may differ from one professional to another. 
There is no question of exactitude in case of a report since the information contained therein 
is based on estimates and involves judgement element. 

Question 27 
During the course of audit of ABC Ltd. it is noticed that out of ` 12 lakhs of provident fund 
contribution accounted in the books, only ` 2 lakhs has been remitted to the authorities during 
the year.  On enquiry the Chief Accountant informed that due to financial problems they have 
not remitted but will remit the same as and when the position improves. As a Statutory Auditor, 
how would you deal?  (4 Marks, May, 2004) 

Answer 
Non-Compliance of Laws and Regulations and Reporting Requirements: As per SA 250 
“Consideration of Laws and Regulations in an Audit of Financial Statement”, it is the 
responsibility of management, with the oversight of those charged with governance, to ensure 
that the entity’s operations are conducted in accordance with the provisions of laws and 
regulations, including compliance with the provisions of laws and regulations that determine 
the reported amounts and disclosures in an entity’s financial statements. The auditor is 
responsible for obtaining reasonable assurance that the financial statements, taken as a 
whole, are free from material misstatement, whether caused by fraud or error. In conducting 
an audit of financial statements, the auditor takes into account the applicable legal and 
regulatory framework. Owing to the inherent limitations of an audit, there is an unavoidable 
risk that some material misstatements in the financial statements may not be detected, even 
though the audit is properly planned and performed in accordance with the SAs. 
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If the auditor concludes that the non-compliance has a material effect on the financial 
statements, and has not been adequately reflected in the financial statements, the auditor 
shall express a qualified or adverse opinion on the financial statements.  

Further, as per Section 128 of the Companies Act, 2013, a company has to maintain proper 
books of account on accrual basis and according to the double entry system of accounting. 

Additionally, as per Section 43B of the Income Tax Act, 1961, there are certain expenses, 
which includes any sum payable by the assessee as an employer by way of contribution to 
any provident fund, which are allowed only on its actual payment.  

The auditor is, therefore, required to report under clause (vii)(a) of Para 3 of CARO, 2015 
whether the company is regular in depositing undisputed statutory dues including provident 
fund with the appropriate authorities and if not, the extent of the arrears of outstanding 
statutory dues as at the last day of the financial year concerned for a period of more than six 
months from the date they became payable, shall be indicated by the auditor. 

In the instant case, out of ` 12 lakhs of provident fund contribution accounted in the books, 
only ` 2 lakhs has been remitted to the authorities due to financial problems during the year. 
Hence, even though accrual principles have been followed, disclosure of non-payment is 
necessary. The auditor should disclose the fact of non-payment of ` 10 lakhs in his report. 

Question 28 
As Chartered Accountant you are required to give your reports on various financial statements 
under Companies Act, 1956 which are as under: 

(a) Report to the shareholders under Section 227; 

(b) Report to be set out in prospectus under Section 60(3); 

(c) Report to be given to the Central Government as special auditor under Section 233 A; 

(d) Report to be given on voluntary winding up under Section 488(1). 

Explain the significance of each of these reports and your functional approach very briefly. 

(8 Marks, May, 2004) 

Answer 
This question is redundant in view of the provisions of the Companies Act, 2013. 
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