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assessed risks of material misstatement and tests of details, if any, for these assertions. Explain the other 
relevant points in this context." 

Answer 
 

 

 When designing and performing substantive analytical procedures, either alone or in combination with 
tests of details, as substantive procedures in accordance with SA 330, the auditor shall: 
 Determine the suitability of particular substantive analytical procedures for given assertions, 

taking account of the assessed risks of material misstatement and tests of details, if any, for these 
assertions; 

 Evaluate the reliability of data from which the auditor’s expectation of recorded amounts or ratios 
is developed, taking account of source, comparability, and nature and relevance of information 
available, and controls over preparation; 

 Develop an expectation of recorded amounts or ratios and evaluate whether the expectation is 
sufficiently precise to identify a misstatement that, individually or when aggregated with other 
misstatements, may cause the financial statements to be materially misstated; and 

 Determine the amount of any difference of recorded amounts from expected values that is 
acceptable without further investigation. 

 
QNO 
520.04.50 

Matters to be consider to decide combination of 
analytical procedures and test of details #Unique 

New Course – (N20R) 

 The decision about which audit procedures to perform, including whether to use substantive analytical 
procedures, is based on the auditor’s judgment. Explain 

Answer 
 

 The auditor’s substantive procedures at the assertion level may be tests of details, substantive 
analytical procedures, or a combination of both. The decision about which audit procedures to 
perform, including whether to use substantive analytical procedures, is based on the auditor’s 
judgment about the expected effectiveness and efficiency of the available audit procedures to 
reduce audit risk at the assertion level to an acceptably low level. 

 The auditor may inquire of management as to the availability and reliability of information needed 
to apply substantive analytical procedures, and the results of any such analytical procedures 
performed by the entity. It may be effective to use analytical data prepared by management, 
provided the auditor is satisfied that such data is properly prepared. 

 Author’s Note : This question and answer is emphasizing that it is matter of auditor’s judgement to decide 
whether to apply test of details or analytical procedures. But if question is emphasizing on factors to be 
considered regarding suitability of analytical procedures then students are supposed to write “ V-RAT” 
points as discussed in Notes. 

 
QNO 
520.05  

Analytical Procedures- Factor affecting Suitability- 
Volume 

Old Course -- (M19M) 
New Course -- (M19M) 

 Substantive analytical procedures are generally more applicable to large volumes of transactions that tend 
to be predictable over time. Explain. 

Answer 
 
 

Substantive Analytical Procedure:  
 Substantive analytical procedures are generally more applicable to large volumes of transactions that 

tend to be predictable over time. The application of planned analytical procedures is based on the 
expectation that relationships among data exist and continue in the absence of known conditions to 
the contrary. However, the suitability of a particular analytical procedure will depend upon the 
auditor’s assessment of how effective it will be in detecting a misstatement that, individually or when 
aggregated with other misstatements, may cause the financial statements to be materially misstated. 
 

 In some cases, even an unsophisticated predictive model may be effective as an analytical procedure. 
For example, where an entity has a known number of employees at fixed rates of pay throughout the 
period, it may be possible for the auditor to use this data to estimate the total payroll Costs for the 
period with a high degree of accuracy, thereby providing audit evidence for a significant item in the 
financial statements and reducing the need to perform tests of details on the payroll. The use of 
widely recognized trade ratios (such as profit margins for different types of retail entities) can often 
be used effectively in substantive analytical procedures to provide evidence to support the 
reasonableness of recorded amounts. 
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QNO 
520.07 

Analytical Procedures- Factor Affecting 
Reliability 

Old Course -- (P16M) 
New Course -- (S17M/M18M/N18M/N19E/S20M/S21M) 

 

The reliability of data is influenced by its source and nature and is dependent on the circumstances under 
which it is obtained. Accordingly, explain the factors that are relevant when determining whether data is 
reliable for purposes of designing substantive analytical procedures. 

OR 
What are the factors that determine the extent of reliance that the auditor places on results of analytical 
procedures? Explain with reference to SA-520 on Analytical procedures. 

OR 
Extent of Reliance on Analytical Procedures. 

OR 
CA A, auditor of ABC Ltd. wants to design substantive analytical procedure and for that he wants to check 
whether the data is reliable or not. Mention the relevant points which he has to consider whether data is 
reliable for purpose of designing the substantive analytical procedures. 

Answer 
 
 

 SA 520 on ‘Analytical Procedures’ provides that the reliability of data is influenced by its source and 
nature and is dependent on the circumstances under which it is obtained. Accordingly, the following 
are relevant criteria when determining whether data is reliable for purposes of designing 
substantive analytical procedures- 

 Source of the information available.  
 
 
 

 Comparability of the information 
available.  

 
 

 Nature and Relevance of the information 
available.  
 

 Controls over the preparation of the 
information that are designed to ensure 
its completeness, accuracy and validity.  

E.g. information may be more reliable when it is 
obtained from independent sources outside the 
entity;  
 

E.g. broad industry data may need to be supplemented 
to be comparable to that of an entity that produces 
and sells specialized products;  
 

E.g. whether budgets have been established as results 
to be expected rather than as goals to be achieved; 
and 
 

E.g. controls over the preparation, review and 
maintenance of budgets.  

 

 Author’s Note  
 
 SR NCC cadets are reliable in event of war Criteria to determine reliability of data for substantive 

analytical procedures: - 
Source of Data / Relevance of Data / Nature of Data / Comparability of Data / Controls over 
Preparation of Information to ensure (Completeness / Accuracy / Validity 

 
QNO 
520.09 

Analytical Procedures (Investigating results)                                                                      New Course -- (M19R/ S20M/M21E/S21M) 

 

The statutory auditor of MNO Ltd., CA Kishore identifies certain inconsistencies while applying analytical 
procedures to the financial and non-financial data of MNO Ltd. What should CA Kishore do in this case with 
reference to SA 520 on “Analytical Procedures”? 

OR 
If analytical procedures performed in accordance with SA 520 identify fluctuations or relationships that are 
inconsistent with other relevant information or that differ from expected values by a significant amount, 
explain how the auditor would investigate such differences. 

Answer 
 
 

 If analytical procedures performed in accordance with this SA identify fluctuations or relationships 
that are inconsistent with other relevant information or that differ from expected values by a 
significant amount, the auditor shall investigate such differences by: 

 Inquiring of management and obtaining appropriate audit evidence relevant to 
management’s responses; and 
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Audit evidence relevant to management’s responses may be obtained by evaluating those 
responses taking into account the auditor’s understanding of the entity and its environment, 
and with other audit evidence obtained during the course of the audit. 

 Performing other audit procedures as necessary in the circumstances.  
 

The need to perform other audit procedures may arise when, for example, management is unable to 
provide an explanation, or the explanation, together with the audit evidence obtained relevant to 
management’s response, is not considered adequate. 
Conclusion: In the present case CA Raj identifies certain inconsistencies while applying analytical 
procedure to financial or non financial data of ABC Ltd. CA Raj should inquire the management of ABC 
Ltd, and obtain sufficient and appropriate audit evidences relevant to the management response. 
Further CA Raj should also perform other audit procedures, if required in the circumstances of the 
case to obtain further sufficient and appropriate evidence. 

 
QNO  
520.11 

Analytical Procedure-Inventories 
#Unique 

Old Course -- (P16M/M17E) 
New Course – Relevant, Concept Partially Covered in New Course SM 

 
State the different types of Analytical Review carried out in verification of inventories. 

OR 
State the analytical review procedures normally carried out in the audit of inventories. 

Answer 
 
 

 Analytical Procedures for Verification of Inventories:  
The auditor can adopt the following analytical procedures to verify the inventory of inventories 

 C- Comparison of the Closing inventory (Raw materials, closing work-in-progress and finished 
goods are percentage of total inventories) with the corresponding figures of the previous 
year 

 I - Comparison of the inventory turnover ratios for the current year with that of the previous 
year and with industry standards if available. 

 G- Comparison of current year gross profit ratio of the previous year. 
 A-Comparison of closing inventory quantities and amounts with those of the previous year. 
 R-Quantitative reconciliation of opening inventories, purchases, production, sales and 

closing inventories; 
 Comparison of actual inventory, purchase and sales figures with the budgeted figures if 

available. 
 Comparison of raw-material yield/wastage with previous year figures. 

 Author’s Note 
 Shortcut to remember 

Analytical procedures for inventory of CIGAR @ BR(branch ) 
C- Closing inventory/ I- inventory turnover ratios/ G- Gross profit ratio/A- inventory quantities 
amounts / R-Quantitative reconciliation / B - budgeted figures/ R - Raw-material . 

 
QNO  
520.13 

Analytical Procedure- trade receivables #Unique Old Course -- (P16M/M19E/M21R) 
New Course -- (M21R) 

 

Describe Analytical Review Procedures in Audit. Briefly discuss analytical procedures for verification of trade 
receivables. 

OR 
Mention the Analytical Review procedures that may be useful as a means of obtaining audit evidence 
regarding various assertions relating to Trade receivables, loans and advances. 

Answer 
 
 

 Analytical Review Procedure:  
As per SA 520, Analytical Procedure means analysis of financial information through analysis of 
relationship among financial and non-financial data. It includes comparison of the entity’s financial 
information with comparable information with prior period, anticipated results of the entity like 
budgets etc. or expectations of auditor and similar industry information. Therefore, an analytical 
review procedure assists the auditor in planning the nature, timing and extent of other audit 
procedures. It is an auditing procedure based on ratios among accounts and tries to identify significant 
changes. Analytical review procedures can be used in the consideration of risks and/or as direct tests 
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of balances. When deciding whether to incorporate analytical review procedures into the examination 
program as substantive tests of balances, the examiner should consider the extent to which the 
underlying data should be tested. 

 

 Analytical Procedures in case of trade receivables:  
 Following are the analytical review procedures which may often be helpful as a means of 

obtaining audit evidence regarding the various assertions relating to trade receivables- 
 B - comparison of actual closing balances of trade receivables with the corresponding 

budgeted figures, if available; 
 B -Check the percentage of bad debts of previous years and current year. 
 I - comparison of significant ratios relating to trade receivables with the industry norms, 

if available. 
 C- Check whether there is any change in credit policy of the organization. 
 E- Find the reasons of major variations in the estimated values and actual values. 
 P-comparison of closing balances of trade receivables with the corresponding figures for 

the previous year; 
 S-comparison of the relationship between current year trade receivable balances and 

the current year sales with the corresponding budgeted figures, if available; 
 S-comparison of significant ratios relating to trade receivables with similar ratios for 

other firms in the same industry, if available; 
 comparison of current year’s ageing schedule with the corresponding figures for the 

previous year; 
 

 These are only an illustrative list of analytical review procedures which an auditor may employ 
in carrying out an audit of trade receivables. The exact nature of analytical review procedures 
to be applied in specific situation is a matter of professional judgment of the auditor. 

 Author’s Note 
 Shortcut for Shortcut to remember 

Audit using B2-I-C-E-P-S2 
 
QNO 
520.20 

Factors affecting analytical procedures New Course -- (N20E) 

 
With respect to SA 520 "Analytical procedures". Explain the following factors to be considered by the auditor 
for substantive audit procedures. 
(i)Account type (ii) Predictability (iii) Nature of Assertion. 

 (i)Account type: 
Substantive analytical procedures are more useful for certain types of accounts than for others. Income 
statement accounts tend to be more predictable because they reflect accumulated transactions over a period, 
whereas balance sheet accounts represent the net effect of transactions at a point in time or are subject to 
greater management judgment. 
We can analyze data to understand the relationship to another account and through this, disaggregate the 
transactions flowing to and from the balance sheet account (e.g., sales and cash receipts flowing through trade 
receivables), or to compare ratios over time as this enhances our ability to obtain audit evidence for balance 
sheet accounts. 
 

(ii)Predictability: 
The auditor should consider the following factors for Substantive Audit Procedures: Substantive analytical 
procedures are more appropriate when an account balance or relationships between items of data are 
predictable (e.g., between sales and cost of sales or between trade receivables and cash receipts). A predictable 
relationship is one that may reasonably be expected to exist and continue over time. 
 

(iii)Nature of Assertions: 
Substantive analytical procedures may be more effective in providing evidence for some assertions (e.g., 
completeness or valuation) than for others (e.g., rights and obligations). Predictive analytical procedures using 
data analytics can be used to address completeness, valuation/measurement and occurrence. 
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QNO 
520.21 

Analytical Procedures for Rental Payments #Unique Old Course -- (M21M) 
New Course -- (M21M) 

 

CA Amar wants to verify the payments made by XYZ Ltd. on account of building rent during the FY 2020-21. 
The rent amounts to Rs.50,000/- per month for the year. The monthly rent payments are consistent with 
the rent agreement. However, the other companies in the similar industry are paying rent of Rs. 10,000/- 
per month for a similar location. How will applying the analytical procedures impact the verification process 
of such rental payments by XYZ Ltd.? 

Answer If CA Amar checks in detail the monthly rent payments, he may find that such payments are consistent 
with the rent agreement i.e. XYZ Ltd. paid Rs. 50,000/- per month as rent and the same is getting 
reflected in the rent agreement. Here, CA Amar may not be able to find out the inconsistency in the 
rent payment with respect to rent payment prevalent in the similar industry for rent of the similar 
location. 
If CA Amar applies analytical procedure i.e. compares the rent payment by XYZ Ltd. with the similar 
payments made by companies in similar industry and similar area, he will notice an inconsistency in 
such rent payments as the other companies are paying a very less monthly rent in similar industry for 
similar area. 
However, if CA Amar does not make such comparison and only checks the monthly payments and rent 
agreement of XYZ Ltd., he would not have found such inconsistency and as such the misstatement 
may remain undetected. 

 
TRUE AND FALSE 

  
TNO- SA 520-1 

 
Analytical procedures are unable to help the auditor in determining the nature, timing and extent of other 
audit procedures at the planning stage. 

Answer 
 
 

Incorrect 
SA 520 “Analytical Procedures” states that the auditor shall design and perform analytical procedures near the 
end of the audit that assist the auditor when forming an overall conclusion as to whether the financial 
statements are consistent with the auditor’s understanding of the entity. 

 
TNO- SA 520-2 
 Analytical procedure is a part of routine audit checking. 

Answer 
 
 

Incorrect 
By routine checking we traditionally think of extensive checking and vouching of all entries whereas “Analytical 
procedure” means evaluation of financial information through analysis of plausible relationships among both 
financial and non-financial data. It includes the consideration of comparisons of the entity’s financial 
information. Routine checks cannot be depended upon to disclose all the mistakes or manipulations that may 
exist in accounts, certain other procedures also have to be applied. 
From the above, it may be concluded that analytical procedure is not a part of routine audit checking. 

 
TNO- SA 520-3 
 Analytical Procedures are required in the planning phase only. 

Answer 
 
 

Incorrect 
Analytical Procedures are required in the planning phase and it is often done during the testing phase. In 
addition these are also required during the completion phase. 
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TNO- SA 520-4 

 
As per the Standard on Auditing (SA) 520 Analytical Procedures ‘the term analytical procedures means 
evaluations of financial information through analysis of plausible relationships among financial data only. 

Answer 
 
 

Incorrect 
As per the Standard on Auditing (SA) 520 “Analytical Procedures” ‘the term “analytical procedures” means 
evaluations of financial information through analysis of plausible relationships among both financial and non-
financial data. 

 
TNO- SA 520-5 

 
Ratio analysis is a commonly used technique in the comparison of current data with the prior period balance 
or with a trend in two or more prior period balances. Examine with reasons (in short) whether the following 
statements are correct or incorrect. 

Answer 
 
 

Incorrect 
Trend analysis is a commonly used technique in the comparison of current data with the prior period balance 
or with a trend in two or more prior period balances. We evaluate whether the current balance of an account 
moves in line with the trend established with previous balances for that account, or based on an 
understanding of factors that may cause the account to change. 

 
TNO- SA 520-6 

                   
Substantive analytical procedures are generally less applicable to large volumes of transactions that tend 
to be predictable over time. 

Answer 
 
 

Incorrect 
Substantive analytical procedures are generally more applicable to large volumes of transactions that tend to 
be predictable over time. 

 
TNO- SA 520-7 

 
Only purpose of analytical procedures is to obtain relevant and reliable audit evidence when using 
substantive analytical procedures. 

Answer 
 
 

Incorrect 
Analytical procedures use comparisons and relationships to assess whether account balances or other data 
appear reasonable. Analytical procedures are used for the following purposes: (i) To obtain relevant and 
reliable audit evidence when using substantive analytical procedures; and (ii) To design and perform analytical 
procedures near the end of the audit that assist the auditor when forming an overall conclusion as to whether 
the financial statements are consistent with the auditor’s understanding of the entity. 

 
TNO- SA 520-8 

                   
When we are designing audit procedures to address an inherent risk or “what can go wrong”, we 
consider the nature of the risk of material misstatement in order to determine if a substantive 
analytical procedure can be used to obtain audit evidence. 

Answer 
 
 

Correct 
When we are designing audit procedures to address an inherent risk or “what can go wrong”, we consider the 
nature of the risk of material misstatement in order to determine if a substantive analytical procedure can be 
used to obtain audit evidence. When inherent risk is higher, we may design tests of details to address the 
higher inherent risk. When significant risks have been identified, audit evidence obtained solely from 
substantive analytical procedures is unlikely to be sufficient. 

 
TNO- SA 520-9 

                
A modelling tool constructs a statistical model from financial data only of prior accounting periods to predict 
current account balances. 

Answer Incorrect 
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A modelling tool constructs a statistical model from financial and/or non-financial data of prior accounting 
periods to predict current account balances (e.g., linear regression). 

 
TNO- SA 520-10 

                    The auditor's substantive procedure at the assertion level means substantive analytical procedures only. 

Answer 
 
 

Incorrect 
Substantive procedure means  - An audit procedure designed to detect material misstatements at the 
assertion level. Substantive procedures comprise: 
(a) Tests of details (of classes of transactions, account balances, and disclosures); and 
(b) Substantive analytical procedures 
 

So substantive procedures include both (a) and (b) and not only Substantive analytical procedures 
 
 

TNO- SA 520-11 
 In the planning stage, analytical procedures would not in any way assist the auditor. 

Answer 
 
 

Incorrect: 
In the planning stage, analytical procedures assist the auditor in understanding the client’s business and 
in identifying areas of potential risk by indicating aspects of and developments in the entity’s business of 
which he was previously unaware. This information will assist the auditor in determining the nature, 
timing and extent of   his other audit procedures. Analytical procedures in planning the audit use both 
financial data and non-financial information, such as number of employees, square feet of selling space, 
volume of goods produced and similar information. 

 
TNO-SA-520-12 
 Ratio analysis is useful in analyzing revenue and expense account only. 
Answer 
 

Incorrect 
Ratio analysis is useful for analysing asset and liability accounts as well as revenue and expense accounts 

 
TNO-SA-520-13 
 Reasonableness test rely only on the events of the prior period like other analytical procedures. 
Answer 
 
 

Incorrect 
Unlike trend analysis, Reasonableness test does not rely on events of prior periods, but upon non-financial 
data for the audit period under consideration. 

 
TNO-SA-520-14 

 The statutory auditor of the company can apply analytical procedures to the standalone financial 
statements of a company only and not to the consolidated financial statements. 

Answer 
 
 

Incorrect 
Analytical procedures may be applied to consolidated financial statements, components and individual 
elements of information. 

 

TNO-SA-520-15                                                                                                                                                                               

 If an entity has a known number of employees at fixed rates of pay throughout the period, there would be 
more need to perform tests of details on the payroll. 

Answer 
 
 

Incorrect 
If an entity has a known number of employees at fixed rates of pay throughout the period, it may be possible 
for the auditor to use this data to estimate the total payroll costs for the period with a high degree of accuracy, 
thereby providing audit evidence for a significant item in the financial statements and reducing the need to 
perform tests of details on the payroll. 
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QNO  
AIFS.11 

B/S (Shares at Discount)-                                                                      New Course – (M19M/N19E) 

 

Any share issued by a company at a discounted price shall be void. Explain also stating the audit procedure 
in this regard. 

OR 
Validity and consequence of issue of shares at discount, check with respect to the provisions of the 
Companies Act, 2013. 

Answer 
 
 

 (Prohibition by Sec 53 & Exception of Sec 54) 
According to section 53 of the Companies Act, 2013, a company shall not issue shares at a discount, 
except in the case of an issue of sweat equity shares given under section 54 of the Companies Act, 2013. 
Any share issued by a company at a discounted price shall be void.  
 

 (Punishment for Non-Compliance) 
Where a company contravenes the provisions of this section,  

 the company shall be punishable with fine which shall not be less than 1,00,000 rupees but which 
may extend to 5,00,000 rupees and  

 every officer who is in default shall be punishable with imprisonment for a term which may extend 
to 6 months or with fine which shall not be less than 1,00,000 rupees but which may extend to 
5,00,000 rupees, or with both. 

 

 (Verification by Auditor) 
 The auditor needs to verify that the Company has not issued any of its shares at a discount by 

reading the minutes of meeting of its directors and shareholders authorizing issue of share capital 
and the issue price. 

 The auditor also needs to verify whether the fresh issue of shares was a rights issue or a 
preferential issue and whether the relevant requirements for issue of share capital as per 
provisions of Companies Act, 2013 have been complied with. 

 
QNO 
AIFS.13 

BS (Securities Premium)-  New Course – (M19E / S20M) 

 

ABC Ltd. has issued shares for cash at a premium of Rs 450, that is, at amount in excess of the nominal value 
of the shares which is Rs 10 for cash. Section 52 of the Companies Act, 2013 provides that a Company shall 
transfer the amount received by it as securities premium to securities premium account. Advise the means 
in which the amount in the account can be applied. 

OR 
Y Ltd. utilised its securities premium to declare 45% dividend. State the provisions related to application of 
securities premium account and comment on the statement given. 

OR 
Securities premium can be utilized only for certain purposes laid down in the Companies Act, 2013. 

OR 
Premium received on issue of shares prior to the date of Balance Sheet has been transferred to Statement 
of Profit and Loss for arriving at the figure of commission payable to the managing director. 

OR 
The securities premium account may only be applied by the company towards the issue of unissued shares 
of the company to the members of the company as fully paid bonus shares. Comment. 

Answer 
 
 
 
 
 
 

Shares Issued at Premium:  
 Meaning 

In case a company has issued shares at a premium, that is, at amount in excess of the nominal value of 
the shares, whether for cash or otherwise, section 52 of the Companies Act, 2013 provides that a 
Company shall transfer the amount received by it as securities premium to securities premium account 
and state the means in which the amount in the account can be applied.  
 

 

Part 1 – AIFS LIABILITY 
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As per the section, where a company issues shares at a premium, whether for cash or otherwise, a sum 
equal to the aggregate amount of the premium received on those shares shall be transferred to a 
“securities premium account” and the provisions of this Act relating to reduction of share capital of a 
company shall apply as if the securities premium account were the paid-up share capital of the 
company. 
 

 Utilization/Application of Securities Premium:  
Section 52 of the Companies Act, 2013 deals with creation of Securities Premium Account for premium 
received on issues of shares and its application thereon. 
Section 52(2) lays down that the securities premium account may be applied by the company – 

 in writing off the preliminary expenses of the company; 
 in writing off the expenses of, or the commission paid, or discount allowed on, any issue of 

shares or debentures of the company; 
 in providing for the premium payable on the redemption of any redeemable preference shares 

or of any debentures of the company; or 
 for the purchase of its own shares or other securities under section 68. 
 in paying up unissued shares of the company to be issued to members of the company as fully 

paid bonus shares; 
 

Thus, it is clear from the above that securities premium can be utilized only for specific purposes. 
 

 Section 123 of the Companies Act- Source of Dividend Payment 
Further, section 123 of the Companies Act, 2013 also specifies the sources from which dividends can be 
paid and requires the same to be only paid out of current/past profits or any other free reserve. 
Declaration of dividends out of securities premium is not proper and, consequently, the auditor shall 
have to qualify the audit report if declaration of dividends out of securities premium. 
 

 Premium Received on Issue of Shares not be credited to P&l :  
Premium received on issue of shares is capital receipt and should not be credited to Statement of Profit 
and Loss. As per the provisions of Section 198 of the Companies Act, 2013 on calculation of profits, 
premium on issue of shares should not be considered in computation of net profit. The same need to 
be complied with for the purpose of managerial remuneration. The auditor should have qualified the 
audit report and qualified the amount by which the profit stands inflated. 

 Author’s Note  
This is a master answer you  can write the relevant aspect of the master answer as per what  the 
question is asking.  

 
QNA 
AIFS.16 

B/S (Share Capital, Reduction of Share Capital) New Course – (N20M) 

 BNP Ltd has reduced its Share Capital to a greater extent in the year for which you are conducting the 
audit. State how will you proceed for verifying the reduction of Capital. 

  For verifying reduction of capital, the auditor needs to undertake the following procedures: 
 Verify that the Articles of Association authorizes reduction of capital;1 
 Verify that the meeting of the shareholder held to pass the special resolution was properly 

convened and that the proposal was circularized in advance among all the shareholders; 2 
 Examine the order of the Tribunal confirming the reduction and verify that a copy of the order 

and the minutes have been registered and filed with the Registrar of Companies; 3 
 Verify that the Memorandum of Association of the company has been suitably amended. 4 
 Verify the adjustment made in the members’ accounts in the Register of Members and confirm 

that either the paid-up amount shown on the old share certificates have been altered or new 
certificates have been issued in lieu of the old, and the old ones have been cancelled; 5 

 Vouch the accounting entries recorded to reduce the capital and to write down the assets by 
reference to the resolution of shareholders and other documentary evidence; also check whether 
the requirements of Schedule III, Part I, have been complied with; 6 

 Inspect the Registrar’s Certificate as regards to reduction of capital; 9 
 Confirm that the words “and reduced”, if required by the order of the Tribunal, have been added 

to the name of the company in the Balance Sheet. 8 
 Confirm whether the revaluation of assets has been properly disclosed in the Balance Sheet; 7 
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QNO  
AIFS.17 

BS (Sweat Equity Shares)-  New Course – (N19M) 

 
Write short notes on Sweat Equity Shares. 

OR 
What audit points are to be borne in mind in case of issue of Sweat Equity Shares by a limited company? 

  Issue of Sweat Equity Shares:  
 Sec 54 

According to section 54 of the Companies Act, 2013, the employees may be compensated in the 
form of ‘Sweat Equity Shares”. 
 

 Meaning 
“Sweat Equity Shares” means equity shares issued by the company to employees or directors at a 
discount or for consideration other than cash for providing know-how or making available right 
in the nature of intellectual property rights or value additions, by whatever name called. 
 

 Verification by Auditor 
The auditor needs to verify that the Sweat Equity Shares issued by the company are of a class of 
shares already issued and following conditions have been complied with: 
 the issue is authorized by a special resolution passed by the company; 
 the resolution specifies the number of shares, the current market price, consideration, if 

any, and the class or classes of directors or employees to whom such equity shares are to be 
issued; 

 where the equity shares of the company are listed on a recognized stock exchange, the 
sweat equity shares are issued in accordance with the regulations made by the Securities 
and Exchange Board in this behalf and if they are not so listed, the sweat equity shares are 
issued in accordance with such rules as may be prescribed.  

 The rights, limitations, restrictions and provisions as are for the time being applicable to 
equity shares shall be applicable to the sweat equity shares issued under this section and 
the holders of such shares shall rank pari passu with other equity shareholders.  

 
QNO  
AIFS.19 

B/S( Reserve vs Provision & Capital vs Revenue 
Reserve) #Unique 

Old Course -- (M21E) 
New Course -- (M19M/M19R) 

 

Reserves are amounts appropriated out of profits whereas on the contrary, provisions are amounts charged 
against revenue. Discuss explaining the difference between the two and also clearly explain revenue reserve 
and capital reserve. 

OR 
Explain the difference between reserves and provisions. 

OR 
Specific reserves may sometimes be created under contractual obligation or legal compulsion. Explain with 
examples. 

Answer 
 
 

 General Concept – Reserve V/s Provision 
 Reserves  

are amounts appropriated out of profits that are not intended to meet any liability, contingency, 
commitment or diminution in the value of assets known to exist as at the date of the Balance 
Sheet.  
 

 Provisions  
On the contrary, provisions are amounts charged against revenue to provide for: 
 Asset 

o Renewal or diminution in the value of assets;  
o Amounts contributed or transferred from profits to make good the diminution in value 

of assets due to the fact that some of them have been lost or destroyed as a result of 
some natural calamity or debts have proved to be irrecoverable are also described as 
provisions. Provisions are normally charged to the Statement of Profit and Loss before 
arriving at the amount of profit. Reserves are appropriations out of profits. 
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 Liability 
o a known liability, the amount whereof could only be estimated and cannot be 

determined with accuracy; or 
o a claim which is disputed. 

 
 
 

 Difference between Reserves and Provisions 
 Detail Definition 

 Provisions 
The difference between the two is that provisions are amounts set aside to meet specific/ 
identified liabilities or diminution in recoverable value of assets. These must be provided for 
regardless of the fact whether the Company has earned profit or not. 
 

 Reserves 
Represent amounts appropriated out of profits, held for equalizing the dividends of the 
company from one period to another or for financing the expansion of the company or for 
generally strengthening the company financially. 

 

 Net worth Computation 
If we examine the Balance Sheet of a company, at a given time, and deduct the total liabilities to 
outside trade payables from the value of assets shown therein, the difference between the two 
figures will represent the net worth of the company based on the book values of assets as on that 
date. The same shall include the capital contributed by the shareholders as well as total 
undistributed profit held either to the credit of the Statement of Profit and Loss or to reserves;  
 

 Reserves – Revenue v/s Capital 
The reserves again will be segregated as revenue or capital reserves. Revenue reserves represent 
profits that are available for distribution to shareholders held for the time being or any one or 
more purpose. 
 Examples- to supplement divisible profits in lean years, to finance an extension of business, to 

augment the working capital of the business or to generally strengthen the company’s 
financial position. 

 

 Capital Reserve 
Represents a reserve which does not include any amount regarded as free for distribution through 
the Statement of Profit and Loss 
 Examples- share premium, capital redemption reserve.  

 

It may be noted that if a company appropriates revenue profit for being credited to the asset 
replacement reserve with the objective that these are to be used for a capital purpose, such 
a reserve shall also be in the nature of a capital reserve.  

 
 

 Capital Reserve – Utilization  
A capital reserve, generally, can be utilized for writing down fictitious assets or losses or (subject 
to provisions in the Articles) for issuing bonus shares if it is realized.  
But the amount of share premium or capital redemption reserve account can be utilized only for 
the purpose specified in Sections 52 and 55 respectively of the Companies Act, 2013 

 Author’s Note  
This is a master answer you  can write the relevant aspect of the master answer as per what  the 
question is asking. 
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QNO  
AIFS.23 

B/S (Borrowings Existence)-                                                                                              New Course – (M18M/N18M) 

 

Ongoing through the financial statements of PQR Ltd, its auditors Kamal Gagan and Associates observed 
that company has taken Loans from banks and financial institutions. Further, the audit team discusses the 
following about Liabilities: Liabilities are the financial obligations of an enterprise other than owners’ funds. 
Liabilities include loans/ borrowings, trade payables and other current liabilities, deferred payment credits 
and provisions. Verification of liabilities is as important as that of assets, for, if any liability is omitted (or 
understated) or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of 
the company. Advise clearly stating the audit procedures generally required to be undertaken for 
verification of existence of Borrowings. 

Answer 
 
 

 Existence 
 Review board minutes for approval of new lending agreements. 
 Ensure that significant debt commitments should be approved by the board of directors. 
 During review, make sure that any new loan agreements or bond issuances are authorized.  
 Agree details of loans recorded (interest rate, nature and repayment terms) to the loan 

agreement. Verify that borrowing limits imposed by agreements are not exceeded. 
 Agree details of leases and hire purchase creditors recorded to underlying agreement. 
 Examine trust deed for terms and dates of redemption, borrowing restrictions and 

compliance with covenants. 
 Agree overdrafts and loans recorded to bank confirmation / confirmation to lenders. 
 When debt is retired, ensure that a discharge is received on assets securing the debt. 

 
QNO 
AIFS.25 

B/S (Borrowing)-  New Course – (S17M/S20M) 

 Borrowing from Banks. 
Answer 
 
 

 Borrowing from Banks: Borrowing from banks may be either in the form of overdraft limits or term 
loans. In each case, the borrowings should be verified as follows- 

 Reconcile the balances in the overdraft or loan account with that shown in the passbook(s) 
and confirm the last-mentioned balance by obtaining a certificate from the bank showing 
the balance in the accounts as at the end of the year. 

 Obtain a certificate from the bank showing particulars of securities deposited with the bank 
as security for the loans or of the charge created on an asset or assets of the concern and 
confirm that the same has been correctly disclosed and duly registered with Registrar of 
Companies and recorded in the Register of charges. 

 Verify the authority under which the loan or draft has been raised. In the case of a company, 
only the Board of Directors is authorized to raise a loan or borrow from a bank. 

 Confirm, in the case of a company, that the restraint contained in Section 180 of the 
Companies Act, 2013 as regards the maximum amount of loan that the company can raise 
has not been contravened. Ascertain the purpose for which loan has been raised and the 
manner in which it has been utilized and that this has not prejudicially affected the Entity 

 Author’s Note  
This answer is as per Study material 2020, however it is an old answer and has been copied from old study 
material. Similar question on audit procedures for verification of existence of Borrowings was issued by ICAI 
in May 18 Mock and November 18 Mock. Refer CNO AIFS.23 

 
QNO  
AIFS.27 

B/S (Criteria for Classification as Current Liability) #Unique                                                                                              Old Course -- (M21E) 
New Course -- (M19M) 

 
Verification of liabilities is as important as that of assets, considering if any liability is omitted (or 
understated) or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of 
the entity. Explain also stating criteria for a liability to be classified as current liability. 

Answer 
 
 

 Liabilities in addition to borrowings (discussed above), include trade payables and other current 
liabilities, deferred payment credits and provisions. Verification of liabilities is as important as that of 
assets, considering if any liability is omitted (or understated) or overstated, the Balance Sheet would 
not show a true and fair view of the state of affairs of the entity. 

 

http://www.auditguru.in


 

www.auditguru.in                                                               9.6 

 Further, a liability is classified as current if it satisfies any of the following criteria: 
 It is expected to be settled in the entity’s normal operating cycle 
 It is due to be settled within twelve months after the reporting period 
 The entity does not have an unconditional right to defer settlement of the liability for at 

least twelve months after the reporting period. Terms of a liability that could, at the option 
of the counterparty, result in its settlement by the issue of equity instruments does not affect 
its classification. 

 It is held primarily for the purpose of being traded 
 
QNO  
AIFS.29 

 B/S (Trade Payable Existence)-                                                                                               New Course – (N18M) 

 

Liabilities include trade payables and other current liabilities, deferred payment credits and provisions. 
Verification of liabilities is as important as that of assets, considering if any liability is omitted (or 
understated) or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of 
the entity.  Advise clearly stating the audit procedure to establish the existence of trade payables and other 
current liabilities as at the period-end. 

Answer 
 
 

 Existence 
 (Controls & Totals) 
 

 Test of controls 
 Check whether there are controls in place to ensure that the same purchase/ expense invoice 

cannot be recorded more than once, and payable balances are automatically recorded in the 
general ledger at the time of recording of expense 

 

 Test of Details 
 To ensure that trade payable ledger reconciles to general ledger, ask for a period-end accounts 

payable aging report and trace the grand total to the amount in the accounts payable account in 
the general ledger. 

 Calculate the accounts payable report total. Add up the expense/liability items on the accounts 
payable aging report to verify that the total traced to the general ledger is correct. 

 Investigate reconciling items.  
 If there are journal entries in the accounts payable account in the general ledger, review the 

justification for larger amounts. This implies that these journal entries should be fully documented. 
 Author’s Note  

 

 Key Points for quick recollection 
Check controls in place -- trade payable ledger reconciles to general ledger & ask for accounts 
payable aging report-- Calculate the accounts payable report total -- Investigate reconciling items. 

 
QNO 
AIFS.41 

Disclosure requirements of IND AS compliant Schedule III-"Other Equity." 
#Unique 

New Course – (N19E) 

 Explain the disclosure requirements of IND AS compliant Schedule III to Companies Act, 2013 for each 
component of "Other Equity." 

  Disclosure requirements of IND AS compliant Schedule III to Companies Act, 2013 for each component 
of "Other Equity." , to the extent applicable: 

 (Op) Balance at the beginning of the reporting period 
 (+/-) Changes in accounting policy or prior period error 
 (= of above) Restated balance at the beginning of the reporting period 
 (+) Total Comprehensive Income for the year 
 (-) Dividends 
 (-) Transfer to retained earnings 
 (+/-) Any other change (to be specified) 
 (Cl) Balance at the end of reporting period 
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QNO  
AIFS.35 

B/S (Intangible Fixed Assets, Existence)-                                                                                                 New Course – (M19M/N19R) 

 Explain with examples the audit procedure to establish the existence of intangible fixed assets as at the 
period- end. 

Answer 
 
 

 Existence 
 (Definition) 

Since an Intangible Asset is an identifiable non-monetary asset, without physical substance. 
 

 (Active Use) 
For establishing the existence of such assets, the auditor should verify whether such 
intangible asset is in active use in the production or supply of goods or services, for rental 
to others, or for administrative purposes. 
 

Example- for verifying the existence of software, the auditor should verify whether such 
software is in active use by the entity and for the purpose, the auditor should verify the sale 
of related services/ goods during the period under audit, in which such software has been 
used. 
 

Example- For verifying the existence of design/ drawings, the auditor should verify the 
production data to establish if such products for which the design/ drawings were purchased, 
are being produced and sold by the entity. 
 

 (Not in Active Use) 
In case any intangible asset is not in active use, deletion should have been recorded in the 
books of account post approvals by the entity’s management and amortization charge should 
have ceased to be charged beyond the date of deletion. 

  

QNO  
AIFS.31 

BS (PPE Rights & Obligation)- New Course – (N19M/N19R/S20M) 

 

The auditor A of ABC & Co.- firm of auditors is conducting the audit of XYZ Ltd and while performing testing 
of additions wanted to verify that all PPE (Property Planed and Equipment) purchase invoices are in the 
name of the entity he is auditing. For all additions to land, building in particular, the auditor desires to have 
concrete evidence about ownership. The auditor is worried about whether the entity has valid legal 
ownership rights over the PPE claimed to be held by the entity and recorded in the financial statements. 
Advise the auditor. 

Answer 
 
 

 

 In addition to the procedures undertaken for verifying completeness of additions to PPE during the 
period under audit, the auditor while performing testing of additions should also verify that all PPE 
purchase invoices are in the name of the entity that entitles legal title of ownership to the respective 
entity.  
 

 For all additions to land, building in particular, the auditor should obtain copies of conveyance deed/ 
sale deed to establish whether the entity is mentioned to be the legal and valid owner. 
 

 The auditor should insist and verify the original title deeds for all immoveable properties held as at the 
balance sheet date.  
 

 In case the entity has given such immoveable property as security for any borrowings and the original 
title deeds are not available with the entity, the auditor should request the entity’s management for 
obtaining a confirmation from the respective lenders that they are holding the original title deeds of 
immoveable property as security.  
 

 In addition, the auditor should also verify the register of charges, available with the entity to assess the 
PPE that has been given as security to any third parties. 

Part 2 – AIFS ASSETS 
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QNA 
AIFS.36 

B/S (Intangible Fixed Assets, Research Activity)-  Old Course -- (M21M) 
New Course -- (M19E/N20M/M21M) 

 
You are an auditor of PQR Ltd. which has spent 10 lakhs on Research activities of the product during period 
under audit. Board of Directors want to recognize it as an internally generated intangible assets. Advise and 
discuss the conditions necessary to be fulfilled to recognize the intangible assets in the financial statements 

Answer 
 

 

 As per AS 26 - “Intangible Asset”  
 An intangible asset shall be recognised if, and only if: 

 the said asset is identifiable. 
 the entity controls the asset i.e. the entity has the power to obtain the future economic 

benefits flowing from the underlying resource and to restrict the access of others to those 
benefits. 

 it is probable that future economic benefits associated with the asset will flow to the entity. 
 the cost of the item can be measured reliably. 

 

 No Intangible asset arising from research (or from the research phase of an internal project) shall 
be recognised. Expenditure on research shall be recognised as an expense when it is incurred since 
in the research phase of an internal project, an entity cannot demonstrate that an intangible asset 
exists that will generate probable future economic benefits.  
 

 Case Discussion 
Auditor of PQR Ltd. which has spent 10 lakhs on Research activities of the product during period under 
audit. Board of Directors want to recognize it as an internally generated intangible asset. 
 

 Conclusion 
Thus, board of directors of PQR Ltd cannot recognize the expense as internally generated intangible asset. 

 
QNO 
AIFS.36.50 

B/S (Intangible Fixed Assets, Valuation) New Course – (M21E) 

 

The value of intangible assets may diminish due to efflux of time, use and/or obsolescence. The 
diminution of the value represents cost to the entity for earning revenue during a given period. Discuss 
the audit procedures to be applied by the auditor to ensure that Intangible assets have been valued 
appropriately and as per generally accepted accounting policies and practices. 

Answer Value = Cost - Amortisation - Impairment 
 
Amortisation & its Purpose 
The value of intangible assets may diminish due to efflux of time, use and/ or obsolescence. The 
diminution of the value represents cost to the entity for earning revenue during a given period. Unless 
this cost in the form of amortization is charged to the accounts, the profit or loss would not be 
correctly ascertained and the values of intangible asset would be shown at higher amounts.  
 
The auditor should: 
 
Amortisation Related 
 Verify that the entity has charged amortization on all intangible assets; 
 Verify that the amortization method used reflects the pattern in which the asset’s future economic 

benefits are expected to be consumed by the entity. 
 

Impairment Related 
 The auditor should also verify whether the management has done an impairment assessment to 

determine whether an intangible asset is impaired. For this purpose, the auditor needs to verify 
whether the entity has applied AS 28 - Impairment of Assets for determining the manner of 
reviewing the carrying amount of its intangible asset, determining the recoverable amount of the 
asset to determine impairment loss, if any. 
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QNO 
AIFS.37 

B/S (Trade Receivables, Compliance Procedures (TOC of Sales) #Unique                                                                                                New Course – (M18M/ N18M) 

 

“Trade receivable are an essential part of any organisation's balance sheet. Often referred to as debtors, 
these are monies which are owed to an organisation by a customer. The most common form of an account 
receivable is a sale made on credit, via an invoice, to a customer.”  It is important to carry out compliance 
procedures in the sales audit as part of the debtors’ audit procedure.                                                                                                                            
Verify to ensure that the system for receivables has the necessary features. 

Answer 
 
 

 Trade receivable 
 Trade receivable are an essential part of any organization’s balance sheet. Often referred to as 

debtors, these are monies which are owed to an organization by a customer. The most common 
form of an account receivable is a sale made on credit, via an invoice, to a customer. Typically, an 
invoice is raised and issued to the customer with the invoice amount being recorded as a debtor 
balance. Until the invoice is paid, the invoice amount is recorded on the organization’s balance 
sheet as accounts receivable. If balances are not recoverable, then these amounts will need to be 
written off as an expense in the income statement/ profit and loss account. 
 

 It is important to carry out compliance procedures in the sales audit as part of the debtors’ audit 
procedure. In summary, check to ensure that the system for receivables has the following features: 
 Clear segregation of duties relating to identification of debt, receipt of income, reconciliations 

and 
 All such sales are to approved customers 
 Only bona fide sales lead to receivables 
 All such sales are recorded 
 Debts are collected promptly 
 Once recorded, the debts can only be eliminated by receipt of cash or on the authority of a 

responsible official 
 Balances are regularly reviewed and aged, a proper system of follow up exists and if necessary 

adequate provision for bad debt exists 
 write off debts essential part of any organization’s balance sheet. 

 
QNA 
AIFS.38 

B/S (Trade receivable, Existence) New Course – (S20M) 

 Write the audit Procedure for verification of existence of Trade Receivables. 

  For Verification of Existence of Trade Receivables, the auditor should check the following: 
 

 Related to Controls: 
 Check whether there are controls in place to ensure that invoices cannot be recorded more 

than once and receivable balances are automatically recorded in the general ledger from the 
original invoice. Ask for a period-end accounts receivable aging report and trace the balance as 
per the report to the general ledger. 

 Check whether realization is recorded invoice-wise or not. If not, check that money received 
from debtors is adjusted chronologically invoice wise and on FIFO basis i.e. previous bill is 
adjusted first. 

 

 Match & Reconcile: 
 If any large balance is due for a long time, auditor should ask for reasons and justification for 

the same. 
 

 Direct Confirmation Procedures: 
 A list of trade receivables selected for confirmation should be given to the entity for preparing 

request letters for confirmation which should be properly addressed. 
 The auditor should maintain strict control to ensure the correctness and proper despatch of 

request letters. It should be ensured that confirmations as well as any undelivered letters are 
returned to the auditor and not to the client. 

 Any discrepancies revealed by the confirmations received or by the additional tests carried out 
by the auditor may have a bearing on other accounts not included in the original sample. The 
Com. 
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 Where no reply is received, the auditor should perform alternate procedures regarding the 
balances. This could include: 

 Agreeing the balance to cash received subsequently. 
 Preparing a detailed analysis of the balance, ensuring it consists of identifiable transactions and 

confirming that these revenue transactions actually occurred. (examination in depth for those 
balances) 

 If there are any related party receivables, review them for collectability as well as whether they 
were properly authorized, and the value of such transactions were reasonable and at arm’s 
length. 

 Check that receivables for other than sales or services are not included in the list. 
 Review a trend line of sales and accounts receivable, or a comparison of the two over time, to 

check if there are any unusual trends i.e. perform Analytical procedures.. Make inquiries about 
reasons for changes in trends with the management and document the same in audit work 
papers. 

 Author’s Note: 
Content given in module and our notes as compared to content in above answer is little bulky, because 
ICAI has trimmed the answer. Specially they have trimmed points related to Direct confirmation. 

 
QNA 
AIFS.40 

B/S (Bank Balance, Confirmation) New Course – (N20R) 

 
A significant and important audit activity is to contact banks/ financial institution s directly and ask them 
to confirm the amounts held in current accounts, deposit accounts, EEFC account, cash credit accounts, 
etc. as at the end of the reporting period under audit. Explain the audit procedure in this context. 

  A significant and important audit activity is to contact banks/ financial institutions directly and ask 
them to confirm the amounts held in current accounts, deposit accounts, EEFC (Exchange Earners 
Foreign Currency) account, cash credit accounts, restrictive use accounts like dividend, escrow 
accounts as of the end of the reporting period under audit. This should necessarily be done for all 
account balances as at the period-end. 

 The auditor should emphasize for confirmation of 100% of bank account balances. In remote 
situations were no reply is received, the auditor should perform additional testing regarding the 
balances. This testing could include: 

 Agreeing the balance to bank statement received by the Company or internet/ online login to 
accounting auditor’s personal presence; 

 Prepare a final summary of the results of the circularization and draw the final conclusion 
 The Company should be asked to investigate and reconcile the discrepancies, if any including seeking 

written explanations/ clarifications from the banks/ financial institutions on any unresolved queries. 
 In addition to the procedures performed above, the auditor should ensure that all bank account 

holding foreign currency have been restated at the closing exchange rates. 
 
 
QNO 
AIFS.45 

B/S (Loans & Advances + Finished Goods, Valuation)                                                                                          New Course – (N18E/M20M) 

 
Write the audit procedures to be performed as an auditor for valuation (assertion) of following: 
(i) Loans and Advances and other current assets.  
(ii) Finished goods and goods for resale. 

Answer 
 
 

 Valuation of Loans And Advances and Other Current Assets: 
(Allowances / Provisions) 

 Process followed  
Review the process followed by the Company to derive an allowance for doubtful accounts. 
This will include a consistency comparison with the method used in the last year, and a 
determination of whether the method is appropriate for the underlying business 
environment. 
 

 Ageing report followed by Scrutiny 
 Obtain the ageing report of loans and advances, split between not currently due, 30 
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days old, 30-60 days old, 60- 180 days old,180-365 day sold and more than 365 days 
old. Also, obtain the list of loans and advances under litigation and compare with 
previous year. 

 

 Scrutinize the analysis and identify those loans and advances that appear doubtful. 
Discuss with management their reasons, if any of these loans/ advances are not 
included in the provision for bad recoverable; Perform further testing where any 
disputes exist; Reach a final conclusion regarding the adequacy of the bad and 
doubtful loans/ advances provision. 

 

 Approval of  write-offs or other reductions 
Check that write-offs or other reductions in the recoverable balances have been approved 
by an appropriate and authorized member of senior management, for example the financial 
controller or finance director. 
 

 Schedule of movements  
Prepare schedule of movements on Bad loans/ advances – Provision Accounts and loans/ 
advances written off. 
 

 Restatement of foreign currency Items 
Check that the restatement of foreign currency loans and advances/ other current assets 
has been done properly. 

 

 Valuation of Finished Goods and Goods for Resale: 
 Methods 

Depending on how the business operates, the management may value inventory using 
“first-in first- out,” “last-in first-out,” or a weighted average system. First-in first-out, called 
FIFO, values inventory at close to its current replacement cost. Last-in first-out, called LIFO, 
values inventory at close to its original purchase cost. A weighted average system values 
inventory according to an average cost of all inventory items bought during the period. 
 

 Finished goods and goods for resale 
 Cost 

Enquire into what costs are included, how these have been established and ensure 
that the overheads included have been determined based on normal costs and 
appear reasonable in relation to the information disclosed in the draft financial 
statements. 
 

 NRV 
Ensure that inventories are valued at net realizable value if they are likely to fetch a 
value lower than their cost. For any such items, also verify if the relevant semi/ partly 
processed inventories (work in progress) and raw materials have also been written 
down. 
 

 Obsolete Items 
o Follow up for items that are obsolete, damaged, slow moving and ascertain the 

possible realizable value of such items. For the purpose, request the client to 
provide inventory ageing split between less than 30 days, 30-60 days old, 60-
90 days old, 90-180 days old, 180-385 days old and more than 365 days old  

o Follow up any inventories which at time of observance of physical counting 
were noted as being damaged or obsolete. 

o Calculate inventory turnover ratio. Obsolete inventory may be revealed if ratio 
is significantly lower. 

o In manufacturing environments, test overhead allocation rates and ensure that 
only direct labour, direct material and overhead have been included. 

o Verify the correct application of lower-of-cost-or-net realizable value 
principles. 
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QNO 
AIFS.46 

B/S (WIP, Valuation) New Course – (N20E) 

 

ABC Limited has a closing balance of work in progress of inventories aggregating ` 850 lakhs in their balance 
sheet as at March 31, 2020. As Statutory Auditor of ABC Limited, explain various audit procedures which 
need to be performed to confirm Work-in-progress of inventories have been valued appropriately and as 
per generally accepted accounting policies and practices. 

Answer Audit procedure which needs to be performed to confirm work in progress worth Rs.850 lakhs has been 
valued appropriately and as per generally accepted accounting policies and practices is given hereunder: 
(1) Ascertain how the various stages of production/ value add are measured and in case estimates are 
made, understand the basis for such estimates. 
(2) Ascertain what elements of cost are included. If overheads are included, ascertain the basis on which 
they are included and compare such basis with the available costing and financial data/ information 
maintained by the entity. 
(3) Ensure that material costs exclude any abnormal wastage factors. 
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QNO 
AIFS.45.50 

P&L (Whether Sales Overstated ?) New Course -- (M21E) 

 

CA "X" while conducting an audit of Joyful Ltd. found a considerable increase in sales as compared to the 
previous year, he doubts that few fictitious sales have been recorded by the company to overstate its 
revenues. Discuss any four audit procedures to be undertaken by the auditor to ensure revenue from 
sales of goods and services performed during the period is not overstated? 

Answer CA X, having doubts about fictitious sales being recorded by Joyful Ltd would ensure that revenue is 
not overstated by performing following audit procedures: 
Ensure revenue is not overstated by performing represent goods shipped/ services performed during 
the period (OCCURRENCE) 
following audit procedures: 
 Check whether a single sales invoice is recorded twice or a cancelled sales invoice could also 

be recorded. 
 Test check few invoices with their relevant entries in sales journal. 
 Obtain confirmation from few customers to ensure genuineness of sales transaction 
 Whether any fictitious customers and sales have been recorded. 
 Whether any shipments were done without the consent and agreement of the customer, 

especially at the year end to inflate the sales figure 
 Whether unearned revenue recorded as earned. 
 Whether any substantial uncertainty exists about collectability. 
 Whether customer obligations are contingent on other actions (financing, resale, etc.). 

 
QNO 
AIFS.45.60 

P&L (Recognition of Different Items of Other 
Income) 

New Course -- (N20E) 

 

As a Statutory Auditor of the company list out audit procedure required to be undertaken for the 
recognition of following other income: 
i. Interest income from fixed deposit 
ii. Dividend income 
iii. Gain/(loss) on sale of investment in mutual funds. 

Answer Statutory auditor would perform the following audit procedure for recognition of different items given 
in the question: 
(1) Interest income on fixed deposits is recognized on a time proportion basis taking into account the 
amount outstanding and the applicable interest rate. 
(2) Dividends are recognised in the statement of profit and loss only when: 
(i) the entity’s right to receive payment of the dividend is established; 
(ii) it is probable that the economic benefits associated with the dividend will flow to the entity; and 
(iii) the amount of the dividend can be measured reliably. 
(3) Gain/(loss) on sale of investment in mutual funds is recorded as other income on transfer of title from 
the entity and is determined as the difference between the redemption price and carrying value of the 
investments. 

 
QNO 
AIFS.47 

P&L-Audit procedure- to obtain evidence regarding overall 
reasonableness of purchase quantity and price. -  

New Course -- (M19E/N19E) 

 

Discuss the audit procedure to be considered by an auditor while performing analytical procedure to 
obtain audit evidence as to overall reasonableness of purchase quantity and price. 

OR 
While auditing purchases which types of analytical procedures will be performed by the auditor to obtain 
audit evidence as to overall reasonableness of purchase quantity and price 

  Audit procedures to obtain audit evidence as to overall reasonableness of purchase quantity and 
price 

 

Part 3 – AIFS INCOME & EXPENSE 
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 Perform cut-off test to ensure that purchases are recognised in the correct accounting 
period. For the purpose, the auditor should examine material inward records for few days 
say last 5 days prior to closing date to check that all corresponding invoices have been duly 
entered in the Purchases book and none have been omitted. 

 Ensure correct accounting treatment of goods – in – transit as per the agreed terms with 
the vendor regarding transfer of risk and reward of ownership in goods. 

 Perform analytical procedures to obtain audit evidence as to overall reasonableness of 
purchase quantity and price which may include: 
 

 Consumption Analysis:  
Auditor should scrutinize raw material consumed as per manufacturing account 
and compare the same with previous years with closing stock and ask for the 
reasons from Management If any significant variations found. 
 

 Stock Composition Analysis: 
Auditor to collect the reports from management for composition of stock i.e., raw 
materials as a percentage of total stock and compare the same with previous year 
and ask for reasons from management in case of significant variations. 
 

 Ratios: 
Auditor should compare the creditors turnover ratios and stock turnover ratios 
of the current year with previous years. 
 

 Quantitative Reconciliation 
Auditor should review quantitative reconciliation of closing stocks with opening 
stock, purchases and Consumption 

 
QNO 
AIFS.48 

Employee benefits expenses – evaluation of 
hiring, appraisal and retirement process-  

New Course -- (M19E) 

 While reviewing Employee benefits expenses of a company, how you as an auditor you will evaluate its 
hiring, appraisal and retirement process? 

Answer 
 

 

 Auditor needs to obtain a clear understanding about the organization and its hiring, appraisal 
and retirement process in the following manner: 

 (Test of Controls)  
An auditor tests the controls the entity has set around employee benefit payment process to 
determine how strong and reliable they are. If they are strong, the auditor can minimize the amount 
of transaction testing he must do. Common internal controls over the employee benefit payment 
cycle includes maintaining of employee master, attendance records, computation of employee 
deductions like payroll taxes, accrual of other benefits like gratuity, leave encashment, bonus 
etc. authorization and approval of monthly payroll processing and disbursement 

 

 (Substantive Procedures & Sampling)  
Performing substantive audit procedures is must. The auditor selects a random sample of 
transactions and examines the related appointment letters, appraisal letters, attendance 
records, HR policies, employee master etc. 
 
 
 
 
 

 (Analytical Procedures)  
Substantive analytical procedure will consist of monthly expense reasonability, comparison with 
previous accounting period, any analysis auditor may find relevant and most important of all 
setting an expectation in relation to the expense incurred during the period under audit and 
compare that with the client’s business operations and overall trend in the industry. 
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QNO 
AIFS.49 

 P&L (Depreciation and Amortisation Expenses)-                                                                                               New Course -- (M18E/N20E) 

 Mention any five attributes to be considered by an auditor while verifying for a depreciation and 
amortisation expenses. 

Answer 
 
 

 (Policy & Method) 
 Obtain the understanding of entity’s accounting policy related to depreciation and 

amortisation. 
 Obtain an understanding of entity’s process of charging depreciation and amortization. 
 Whether the most appropriate depreciation method for each separately depreciable 

component has been used.  
 

 Ensure the Company policy for charging depreciation and amortisation is as per the relevant 
provisions of Companies Act, applicable accounting standards. 

 Whether depreciation and amortisation charges are valid. 
 Obtain the list of all the components identified by the management. Ensure the parts 

(components) of each item of property, plant and equipment that are to be depreciated 
separately has been properly identified. 

 
QNO 
AIFS.53 

P&L (Expenses Audit- Other Attributes)-                                                                                                 New Course -- (N18E) 

 While the auditor may choose to analyse the monthly trends for 5 expenses like rent, power and fuel but 
for other expenses, an auditor generally prefers to verify other attributes.” Mention those attributes. 

Answer 
 
 

 Attributes to be Verified 
 

 Analytical Procedures  
While the auditor may choose to analyse the monthly trends for expenses like rent, power and 
fuel, an auditor generally prefers to vouch for other expenses to verify following attributes: 
 Test Of Details  

o Whether the expenditure was authorized as per the delegation of authority matrix 
o Whether the expenditure had a valid supporting like travel tickets, insurance policy, 

third party invoice etc.; 
o Whether the expenditure pertained to current period under audit; 
o Whether the expenditure qualified as a revenue and not capital expenditure; 
o Whether the expenditure has been classified under the correct expense head; 
o Whether the expenditure was in relation to the entity’s business and not a personal 

expenditure. 
 
 

QNO 
AIFS.54 

P&L (Expenses Audit- Trend Analysis)                                                                                                 New Course -- (N21M) 

 The auditor may choose to analyse the monthly trend for Power & Fuel expense. Explain how this analysis 
will be performed by the auditor 

Answer 
 
 

Power and fuel expense – 
 Obtain a month wise expense schedule along with the power bills. 
• Verify if expense has been recorded for all 12 months.  
• Also, compile a month wise summary of power units consumed and the applicable rate and check the 

arithmetical accuracy of the bill raised on monthly basis.  
• In relation to the units consumed, analyse the monthly power units consumed by linking it to units of 

finished goods produced and investigate reasons for variance in monthly trends. 
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QNO 
AIFS.55 

P&L (Rent and Fuel expenses)-                                                                                                 New Course -- (M19R) 

 
Explain the audit procedure to vouch/verify: 
(i) Rent expenses 
(ii) Power and Fuel expenses 

Answer 
 
 

 

 Rent expense-  
 Schedule 

Obtain a month wise expense schedule along with the rent agreements.  
 Agreement 

 Obtain Rent Agreement 
 Whether the rent amount is as per the underlying agreement. 
 Also, verify if the agreement is in the name of the entity and whether the expense 

pertains to premises used for running business operations of the entity. 
 Specific consideration should be given to escalation clause in the agreement to verify if 

the rent was to be increased/ adjusted during the period under audit.  
 

 Accounting  
Verify if expense has been recorded for all 12 months and  
 

 Power and fuel   expense-    
 

 Schedule 
Obtain a month wise expense schedule. 
 

 Bills  
Obtain power bills and check accuracy of expense.  

 

 Accounting 
Verify if expense has been recorded for all 12 months.  
 

 Analytical 
 Also, compile a month wise summary of power units consumed and the applicable 

rate and check the arithmetical accuracy of the bill raised on monthly basis.  
 In relation to the units consumed, analyze the monthly power units consumed by 

linking it to units of finished goods produced and investigate reasons for variance 
in monthly trends. 

 
QNO 
AIFS.62 

Evidence is the very basis for formulation of opinion - Example 
of evidence in respect of Sales #Unique 

New Course -- (M20R) 

 
"Evidence is the very basis for formulation of opinion and an audit programme is designed to provide for 
that by prescribing procedures and techniques. 
Analyse and explain with the help of example of evidence in respect of Sales." 

Answer 
 

 

 Evidence is the very basis for formulation of opinion and an audit programme is designed to provide for 
that by prescribing procedures and techniques. What is best evidence for testing the accuracy of any 
assertion is a matter of expert knowledge and experience. This is the primary task before the auditor 
when he draws up the audit programme. Transactions are varied in nature and impact; procedures to 
be prescribed depend on prior knowledge of what evidence is reasonably available in respect of each 
transaction. 

 

 Example 
Sales are evidenced by: 

 sales managers’ advice to the inventory section. 
 price list. 
 inventory-issue records. 
 acknowledgements of the receipt of goods by the customers 
 invoices raised by the client. 
 forwarding notes to client 
 collection of money against sales by the client. 
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QNO 
AIFS.69 

P&L (Dividend Income Audit & Disclosure)-                                                                            New Course -- (M18E) 

 
As statutory auditor of the company list out audit procedures required to be undertaken for the following:  
Dividend income.                                                           
Also indicate disclosure requirements of above as per Companies Act, 2013 

Answer 
 
 

 Dividend Income 
For Dividends, verify that the same are recognized in the statement of profit and loss only when the 
entity’s right to receive payment of the dividend is established, provided it is probable that the 
economic benefits associated with the dividend will flow to the entity and the amount of the 
dividend can be measured reliably. 

 

 Disclosure Requirements:  
Ensure whether the following disclosures as required under Ind AS compliant Schedule III to 
Companies Act, 2013 have been made: 
Whether ‘other income’’ has been classified as: 

 Interest income 
 Dividend income 
 Other non-operating income (net of expenses directly attributable to such income) 

 
QNO 
AIFS.71 

 P&L (Interest Income from Fixed Deposits Audit & Disclosures)-                                                                                                New Course -- (M18E/ N20E) 

 
As statutory auditor of the company lists out audit procedures required to be undertaken for the following:  
Interest income from fixed deposits.                             
Also indicate disclosure requirements of above as per Companies Act, 2013. 

Answer 
 
 

 For verifying interest income on fixed deposits: 
 Obtain a listing of fixed deposits opened during the period under audit along with the 

applicable interest rate and the number of days for which the deposit was outstanding during 
the period.  

 For deposits still outstanding as at the period-end, trace the same to the direct confirmation 
obtained from the respective bank/ financial institution. 
 

 Verify the arithmetical accuracy of the interest calculation made by the entity by multiplying 
the deposit amount with the applicable rate and number of days during the period under 
audit. 
 

 Obtain a confirmation of interest income from the bank and verify that the interest income 
as per bank reconciles to the calculation shared by the entity. 

 Also, obtain a copy of Form 26AS (TDS withholding by the bank/ financial institution) and 
reconcile the interest reflected therein to the calculation shared by client. 

 

 Disclosure Requirements:  
Ensure whether the following disclosures as required under Ind AS compliant Schedule III to 
Companies Act, 2013 have been made: 
Whether ‘other income’’ has been classified as: 

 Interest income 
 Dividend income 
 Other non-operating income (net of expenses directly attributable to such income) 

 
QNO 
AIFS.73 

P&L (Profit / Loss on Sale of Investment & Disclosure Requirement)-                                                                                       Old Course -- (M21M) 
New Course -- (M18E/M21M) 

 
As statutory auditor of the company lists out audit procedures required to be undertaken for the following:    
Gain/(loss) on sale of investment in Mutual funds.        
Also indicate disclosure requirements of above as per Companies Act, 2013 

Answer 
 
 

 Gain/(loss) on sale of investment in mutual funds: 
 

 Determination of Gain or loss and its recording  
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 Verify that Gain/(loss) on sale of investment in mutual funds is recorded as other 
income only on transfer of title from the entity and  

 It is determined as the difference between the redemption price and carrying value 
of the investments.  

 For the purpose, obtain the mutual fund statement and trace the gain / loss as 
recorded in the books of account to the gain/ loss as reflected in the statement. 

 

 Disclosure Requirements: 
Ensure whether the following disclosures as required under Ind AS compliant Schedule III to 
Companies Act, 2013 have been made: 
Whether ‘other income’’ has been classified as: 

 Interest income 
 Dividend income 
 Other non-operating income (net of expenses directly attributable to such income) 

 
QNO 
AIFS.75 

P&L (Revenue Nature Expenses Which Can be Capitalised) #Unique                                                                                              New Course -- (M18E) 

 

Expenses which are essentially of a revenue nature if incurred for creating an asset or adding to its value 
for achieving higher productivity are regarded as expenses of a capital nature. Describe any five such 
expenses. 

OR 
At the time of scrutiny of General Ledger, the Auditor observes that certain expenses essentially of a 
revenue nature are wrongly treated as capital expenditure. State examples of such expenses and the duties 
of auditor in this regard. 

Answer 
 
 

 Expenses which are essentially of a Revenue Nature, if incurred for creating an asset or adding to its 
value for achieving higher productivity, are regarded as expenditure of a capital nature. Examples of 
capital expenditure are- 
 

 Direct Material 
 Material and related expenses- capital expenditure when expended on the 

construction of a building or erection of machinery. 
 

 Direct Overhead 
 Freight- capital expenditure when incurred in respect of purchase of plant and 

machinery 
 Repair- Major repairs of a fixed asset that increases its productivity. 

 

 Direct Labour 
 Wages- Wages paid on installation costs incurred in Plant & machinery. 

 

 Administrative Expense  
 Legal expenses- capital expenditure when incurred in connection with the purchase 

of land or building. 
 Interest- Interest paid for the qualification period as per AS-16 i.e., before the asset 

is constructed. 
 

 Duty of the auditor  
Whenever, therefore, a part of the expenditure, ostensibly of a revenue nature, is capitalized 
it is the duty of the auditor not only to examine the precise particulars of the expenditure 
but also the considerations on which it has been capitalized. 
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TRUE AND FALSE 
 

TNO-AIFS -T-1 

 A capital reserve, generally, can be utilised for writing down fictitious assets or losses or (subject to 
provisions in the Articles) for issuing bonus shares if it is realised. 

Answer 
 
 

Correct 
A capital reserve, generally, can be utilised for writing down fictitious assets or losses or (subject to provisions 
in the Articles) for issuing bonus shares if it is realised. But the amount of share premium or capital redemption 
reserve account can be utilised only for the purpose specified in Sections 52 and 55 respectively of the 
Companies Act, 2013. 

 
TNO-AIFS -T-2.2 
 According to Section 53 of the Companies Act, 2013, a company can issue shares at a discount. 
Answer 
 
 

Incorrect 

According to Section 53 of the Companies Act, 2013, a company shall not issue shares at a discount, except in 
the case of an issue of sweat equity shares given under Section 54 of the Companies Act, 2013. 

 
TNO-AIFS -T-2.5 

 
Sweat Equity Shares means equity shares issued by the company to employees or directors at a premium 
or for consideration other than cash for providing know-how or making available right in the nature of 
intellectual property rights or value additions, by whatever name called. 

Answer 
 
 

Incorrect 

“Sweat Equity Shares” means equity shares issued by the company to employees or directors at a discount or 
for consideration other than cash for providing know-how or making available right in the nature of 
intellectual property rights or value additions, by whatever name called. 

 
TNO-AIFS -T-8 

 
Authorised capital is the sum stated in the memorandum as the capital of the company with which it is to 
be registered being the maximum amount which it is authorised to raise by issuing shares, and upon which 
it pays the stamp duty 

Answer 
 
 

Correct 

As per section 2(8) of the Companies Act, 2013. “Authorised capital” or “Nominal capital” means such capital 
as is authorised by the memorandum of a company to be the maximum amount of share capital of the 
company. Thus, it is the sum stated in the memorandum as the capital of the company with which it is to be 
registered being the maximum amount which it is authorised to raise by issuing shares, and upon which it 
pays the stamp duty. It is usually fixed at the amount, which, it is estimated, the company will need, including 
the working capital and reserve capital, if any 

 
TNO-AIFS -T-10 

 Capital reserves represent profits that are available for distribution to shareholders held for the time being 
or any one or more purpose. 

Answer 
 
 

Incorrect 

Revenue reserves represent profits that are available for distribution to shareholders held for the time being 
or any one or more purpose. 
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TNO-AIFS -T-10.50 
 There is no difference between reserves and provision. 
Answer 
 
 

Incorrect 
The difference between the two is that provisions are amounts set aside to meet specific/ identified liabilities 
or diminution in recoverable value of assets. These must be provided for regardless of the fact whether the 
Company has earned profit or not. 

 
TNO-AIFS -T-14 

 Dividends are recognised in the statement of profit and loss only when the entity’s right to receive payment 
of the dividend is established. 

Answer 
 
 

Incorrect 
Dividends are recognised in the statement of profit and loss only when: (i) the entity’s right to receive payment 
of the dividend is established; (ii) it is probable that the economic benefits associated with the dividend will 
flow to the entity; and (iii) the amount of the dividend can be measured reliably 

 
TNO-AIFS -T-15 

 Employee benefits expense or commonly called payroll represents the sum an entity pays to its employees 
for their labour/ efforts only. 

Answer 
 
 

Incorrect 
Employee benefits expense or commonly called payroll represents the aggregate sum an entity pays to its 
employees for their labour/ eff orts, as well as associated expenses such as perquisites/ benefits, post- 
employment benefits like gratuity, superannuation, leave encashment, provident fund contribution etc. as 
well as towards their hiring, their welfare and training. 

 
TNO-AIFS -T-17 

 Specific disclosure is required of the fundamental accounting assumptions followed in the financial 
statements. 

Answer 
 
 

Incorrect 
As per AS 1, “Disclosure of Accounting Policies”, specific disclosure of the fundamental accounting assumption 
is required if they are not followed in the financial statements. 

 
TNO-AIFS -T-20 

 The securities premium account may only be applied by the Company towards the issue of unissued shares 
of the company to the members of the company as fully paid bonus shares. 

Answer 
 
 

Incorrect 
The securities premium account may be applied by the Company: (a) towards the issue of unissued shares of 
the company to the members of the company as fully paid bonus shares; (b) in writing off the preliminary 
expenses of the Company; (c) in writing off the expenses of, or the commission paid or discount allowed on, 
any issue of shares or debentures of the company; (d) in providing for the premium payable on the redemption 
of any redeemable preference shares or of any debentures of the company; or (e) for the purchase of its own 
shares or other securities under section 68. 

 
TNO-AIFS-T-23 
 Material and wages are considered to be revenue expenditure when incurred for construction of building. 
Answer 
 
 

Incorrect 
Material and Wages incurred on construction of building qualify to be capital expenditure as per AS 10 “Plant, 
Property and Equipment”. Therefore, these have to be added to the cost of the asset i.e., building and shall 
not be expensed off to Statement of Profit and Loss. 
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TNO-AIFS-T-24 
 Tangible assets are depreciated when the asset is actually put to active use. 
Answer 
 
 

Incorrect 
Depreciation is a fall in value of asset due to obsolescence, usage and effluxion of time, Therefore, 
depreciation is charged when the asset is ready for use. Active use of asset is not a mandatory criterion for 
charge of depreciation. 

 
TNO-AIFS-T-25 

 Increase in authorised capital of the company requires special resolution to be passed at the general 
meeting. 

Answer 
 
 

Incorrect 
Increase in Authorised capital requires alteration of capital clause of memorandum of Association. Therefore, 
ordinary resolution is passed for increase in authorised capital of the company as per the Companies Act, 
2013. 

 
TNO-AIFS-T-26 
 Capital redemption reserve can be used for distribution of dividends. 
Answer 
 
 

Incorrect 
Capital Redemption reserve is not a free reserve. It is a restrictive reserve and can be used only for purposes 
given in the Act. Since it is not a free reserve, it cannot be utilized for payment of dividends. CRR can be used 
only for the purpose of issuing fully paid-up bonus shares. 

 
TNO-AIFS-T-27 
 Dividends are recommended by the Board and declared by the Shareholders. 
Answer 
 
 

Correct 
The dividends are recommended by the Board of Directors by passing a resolution at the board meeting. The 
Shareholders declare the dividends at the AGM by passing an ordinary resolution. Declaration of dividend is 
an item of ordinary business. However, the shareholders can decrease the amount of dividends recommended 
by the board but cannot increase it. 

 
TNO-AIFS-T-28 
 In verifying Trade Receivables balance, Direct Confirmation Procedure is one of the important audit activity. 
Answer 
 
 

Correct 
While auditing trade receivable balance, direct confirmations as per SA 505, is considered to be the most 
important audit activity. Direct confirmation can be sought from the debtors directly confirming their balance 
due. The replies to the confirmation can be then matched with the records maintained by the client. Any 
discrepancies so revealed, can be investigated and checked in detail for possibility of any risk of material 
misstatement. Auditor selects few debtors’ balances and ask the client to prepare the confirmations properly 
addressed to the debtors. Auditor maintains strict control over this process. 

 
TNO-AIFS-T-29                                                                                                                                                                            

 
Mr. Z, a team member of auditor of Grateful and Competent Limited was of the opinion that while 
Conducting an audit of a company no distinction is required to be made between revenue expenditure and 
capital expenditure. 

Answer 
 
 

Incorrect 
The opinion of Mr. Z is incorrect because one of the important aspects to be followed while conducting audit 
of a company is that a distinction is required to be made properly between revenue expenditure and capital 
expenditure. 
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TNO-AIFS-T-30                                                                                                                                                                              
 Tangible assets are depreciated when the asset is actually put to active use. 
Answer 
 
 

Incorrect 
Depreciation is a fall in value of asset due to obsolescence, usage and effluxion of time, Therefore, 
depreciation is charged when the asset is ready for use . Active use of asset is not a mandatory criterion for 
charge of depreciation. 

 
TNO-AIFS-T-31                                                                                                                                                                               

 One of the key principles of accrual basis of accounting requires that an asset’s cost is proportionally 
expensed based on the period over which the asset is expected to be used. 

Answer 
 
 

Correct 
One of the key principles of accrual basis of accounting requires that an asset’s cost be proportionally 
expensed based on the period over which the asset is expected to be used. Both depreciation and 
amortization are methods that are used to prorate the cost of a specific type of asset over its useful life. 
Depreciation represents systematic allocation of the depreciable value of an item of PPE over its useful life 
while amortization represents systematic allocation of the depreciable amount of an intangible asset over its 
useful life. 
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QNO 
AIFS.03 

B/S (Share Capital Application & Allotment) #Unique                                                                                            New Course -- (M16M) 

 
As an auditor, how will you verify application and allotment money received on shares issued for cash? 

OR 
Verification of receipt of applications for shares along with application money. 

Answer 
 
 

Verification of Application and Allotment Money Received on Shares Issued for Cash 
 

 Application: Verify the amount received along with the applications for shares in the following manner- 
 A- Check entries in the Application and Allotment Book (or Sheets) with the original applications; 
 D- Check entries in the Application and the Allotment Book as regards deposits of money, received 

with the applications, with those in the Cash Book; 
 R- Vouch amounts refunded to the unsuccessful applicants with copies of Letters of Regret; 
 S- Check the totals columns in the Application and Allotment Book and confirm the journal entry 

debiting Share Application Account and crediting Share Capital Account. 
 

 On Allotment: 
 M- Examine Director’s Minutes Book to verify approval of allotments. 
 L- Compare copies of letters of allotment with entries in the Application and Allotment Book. 
 C-Trace entries in the Cash book into the Application and Allotment Book for the verification of 

amounts collected on allotment. 
 S-Trace the amount collected on application as well as those on allotment from the Application and 

Allotment Book into the Share Register. 
 M-Check whether the amount stated in the prospectus as the minimum amount has been 

subscribed and the sums payable on such application have been received by the company. 
 Author’s Note 

DR – CALM2S2 
 

D- Deposits / R- Refunded / C- Cash book / A – Applications / L - letters of allotment / M- Minutes Book  / 
M- Minimum subscription / S - Share Capital Account / S - Share Register 

QNO 
AIFS.01 

B/S (Capital Subsidy) #Unique                                                                    New Course -- (S17M/S20M) 

 Receipt of capital subsidy. 
Answer 
 
 

 Receipt of Capital Subsidy: 
 Refer to application made for the claim of subsidy to ascertain the purpose and the scheme under 

which the subsidy has been made available. 
 Examine documents for the grant of subsidy and note the conditions attached with the same 

relating to its use, etc. 
 See those conditions to be fulfilled and other terms especially whether the Same is for a specific 

asset or is for setting up a factory at a specific location. 
 Check relevant entries for receipt of subsidy. 
 Check compliance with requirements of AS 12 on “Accounting for Government Grants” i.e., 

whether it relates to specific amount or in the form of promoters’ contribution and accordingly 
accounted for as also compliance with the disclosure requirements. 

 Author’s Note 

Flow of the answer  

Application the claim of subsidy -- Examine documents for the grant of subsidy -- Conditions to be fulfilled-
- Entries for receipt of subsidy -- Compliance with requirements of AS 12 

Part 4 – OTHER CONCEPTS 
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QNO 
AIFS.51 

P&L (Advertisement Expense) #Unique                                                                                                New Course -- (S17M/S20M) 

 Advertisement Expense 
Answer 
 
 

 Verify the bill/invoice from advertising agency to ensure that rates charged for different types of 
advertisement are as per contract. 

 See that advertisement relates to client’s business. 
 Inspect the receipt issued by the agency. 

 

 Ascertain the nature of expenditure – revenue deferred and see that it has been recorded properly. 
 Ascertain the period for which payment is made and see that pre-paid is carried forward to balance 

sheet. 
 Compare the statement of account with the ledger account. 
 See that all outstanding advertisement bills have been provided for 

 

QNO 
AIFS.57 

P&L (Provision of Tax) #Unique                                                                                                 New Course -- (S17M/S20M) 

 How will you vouch/verify the following? 
Provision for income tax. 

Answer 
 
 

 Provision for Income Tax: 
 Last Year 

Review adjustments, expenses, disallowed special rebates, etc. with particular reference to 
the last available completed assessment. 
 

 During Current Year 
 Examine relevant records and documents pertaining to advance tax, self-

assessment tax and other demands. 
 Obtain the computation of income prepared by the auditee and verify whether it is 

as per the Income-tax Act, 1961 and Rules made thereunder. 
 

 Year End 
 Compute tax payable as per the latest applicable rates in the Finance Act. 
 Ensure that overall provisions on the date of the balance sheet is adequate having 

regard to current year provision, advance tax paid, assessment orders, etc. 
 Ensure that the requirements of AS 22 on Accounting for Taxes on Income have been 

appropriately followed for the period under audit. 
 

QNO 
AIFS.59 

P &L (Payment of Tax) #Unique                                                                                                New Course -- (S17M/S20M) 

 How will you vouch and/or verify payment of taxes? 
Answer 
 
 

 Documents  
 Annual 

Payment on account of income-tax and other taxes consequent upon a regular assessment 
should be verified by reference to the copy of the  

 assessment form 
 receipted challan 
 assessment order 
 notice of demand and the. 

 

 Quarterly 
Payments or advance payments of income-tax should also be verified  

 receipted challan acknowledging the amount paid and the 
 with the notice of demand  

 

 Interest  
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 The interest allowed on advance payments of income-tax should be included as income and 
penal interest charged for non-payment should be debited to the interest account. 

 

 Electronic Payment 
 Nowadays, electronic payment of taxes is also in trend. Electronic payment of taxes means 

payment of taxes by way of internet banking facility or credit or debit cards. 
 The assesses can make electronic payment of taxes also from the account of any other 

person. However, the challan for making such payment must clearly indicate the Permanent 
Account Number (PAN) of the assesses on whose behalf the payment is made. 

 

QNO 
AIFS.61 

P&L (Foreign Travel Expenses)   #Unique                                                                                            New Course -- (S17M/S20M) 

 Foreign travel expenses. 
Answer 
 
 

 Foreign Travel Expenses: 
 Verify that the tour programmed was properly authorized by the competent authority. 
 Check Reserve Bank of India’s permission, if necessary, for withdrawing the foreign 

exchange. 
 See that the tour report accompanies the T.A. bill. The tour report will show the purpose of 

the tour. Satisfy that the purpose of the tour as shown by the tour report conforms to the 
authorization for the tour. 

 Examine Travelling Allowance bills submitted by the employees stating the details of tour, 
details of expenses, etc. 

 For a company, the amount of foreign exchange spent is to be disclosed separately in the 
accounts as per requirement of Schedule III to the Companies Act, 2013 and Accounting 
Standard 11 “The Effects of Changes in Foreign Exchange Rates”. 

 Check the T.A. bills along with accompanying supporting documents such as air tickets, 
travel agents bill and hotel bills with reference to the internal rules for entitlement of the 
employees and also make sure that the bills are properly passed. 

 

QNO 
AIFS.63 

P&L (Goods Sent On Consignment) #Unique                                                                                              New Course -- (S17M/S20M) 

 How will you vouch/verify the following? 
Goods sent on consignment. 

Answer 
 
 

 Goods Sent on Consignment: 
 Verify the terms of agreement between the consignor and the consignee to check the 

commission and other expenses debited to the consignment account and credited to the 
consignee’s account. The accounts sales also must be correspondingly checked. 

 Verify the accounts sales submitted by the consignee showing goods sold and inventory of 
goods in hand. 

 Reconcile the figure of the goods on hand, as given in the last accounts sales, with the 
Performa invoices and accounts sales received during the year. If any consignment inventory 
was in the hands of the consignee at the beginning of the year, the same should be taken 
into account in the reconciliation. 

 Obtain confirmation from the consignee for the goods held on consignment on the balance 
sheet date.  

 Ensure that the quantity of goods in hand with the consignee has been valued at cost plus 
proportionate non-recurring expenses, e.g., freight, dock dues, customs due, etc., unless the 
value is lower. In case net realizable value is lower, the inventory in hand of the consignee 
should be valued at net realizable value. Also see that the allowance has been made for 
damaged and obsolete goods in making the valuation. 

 See that goods in hand with the consignee have been shown distinctly under inventories. 
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QNO 
AIFS.65 

P&L (Sales on Approval) #Unique                                                                                          New Course -- (S17M/S20M/N20E) 

 How will you vouch and/or verify the following? 
Goods sent out on Sale or Return Basis.                                     

Answer 
 
 

 Goods Sent Out on Sale or Return Basis: 
 See that price of such goods is unloaded from the sales account and the trade receivable’s 

record.  
 Check whether a separate memorandum record of goods sent out on sale or return basis is 

maintained. The party accounts are debited only after the goods have been sold and the sales 
account is credited.  

 Refer to the memoranda record to confirm that on the receipt of acceptance from each 
party, his account has been debited and the sales account correspondingly credited. 

 Ensure that the goods in respect of which the period of approval has expired at the close of 
the year either have been received back subsequently or customers’ accounts have been 
debited. 

 Confirm that the inventory of goods sent out on approval, the period of approval in respect 
of which had not expired till the close of the year lying with the party, has been included in 
the closing inventory 

 

QNO 
AIFS.67 

P&L (Scrap Sale) #Unique                                                                                        New Course -- (S17M/S20M) 

 Sale of Scrap. 
Answer 
 
 

 Sale of Scrap: 
 Controls 

 Review the internal control as regards generation, storage and disposal of scrap. 
 Ensure that there exists a proper control procedure to identify scrap and good units 

and they are not mixed up and sold as scrap. 
 

 Records 
Check whether the organization is maintaining reasonable record for generation of Scrap. 
 

 Analytical Procedures 
Analyze the raw material used, production and generation pattern of scrap and compare 
the same with figures of earlier year. 
 

 Rates 
Check the rates at which scrap has been sold and compare the rate with previous year. 
 

 Documents 
Vouch sales, with invoices raised, advertisement for tender, rate contract with scrap 
dealers. 

 

QNO 
AIFS.76 

Multiple Items (From Old Course Vouching & Verification) New Course -- (N20R) 

 

How will you vouch/verify the following? 
(a) Trademarks and copyrights 
(b) Investments income in the case of charitable institutions 
(c) Contingent liabilities 
(d) Leasehold rights 

Answer (a) Trademarks and copyrights 
 Obtain schedule of Trademarks and Copyrights duly signed by the responsible officer and 

scrutinise the same and confirm that all of them are shown in the Balance Sheet. 
  Examine the written agreement in case of assignment of Copyrights and Assignment Deed in 

case of transfer of trademarks. Also ensure that trademarks and copyrights have been duly 
registered. 
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 Verify existence of copyright by reference to contract between the author & the entity and note 
down the terms of payment of royalty. 

 See that the value has been determined properly and the costs incurred for the purpose of 
obtaining the trademarks and copyrights have been capitalised. 

 Ascertain that the legal life of the trademarks and copyrights has not expired. 
 Ensure that amount paid for both the intangible assets is properly amortised having regard to 

appropriate legal and commercial considerations, as per the principles enunciated under AS 26 
on Intangible Assets. 

 

(b) Investments income in the case of charitable institutions 
 Vouching the amounts received with the dividend and interest counterfoils. 
 Checking the calculations of interest received on securities bearing fixed rates of interest. 
 Checking that the appropriate dividend has been received where any investment has been sold 

ex-dividend or purchased cum-dividend. 
 Comparing the amounts of dividend received with schedule of investments making special 

enquiries into any investments held for which no dividend has been received. 
 

(c) Contingent liabilities 
 Inspect the minute books of the company to ascertain all contingent liabilities known to the 

company. 
 Examine the contracts entered into by the company and the likelihood of contingent liabilities 

emanating therefrom. 
 Scrutinise the lawyer’s bills to track unreported contingent liabilities. 
 Examine bank letters in respect of bills discounted and not matured. 
 Examine bank letters to ascertain guarantees on behalf of other companies or individuals. 
 Discuss with various functional officers of the company about the possibility of contingent 

liability existing in their respective field. 
 Obtain a certificate from the management that all known contingent liabilities have been 

included in the accounts and they have been properly disclosed. 
 Ensure that proper disclosure has been made as per Schedule III to the Companies Act, 2013 

and AS 29, “Provisions, Contingent Liabilities and Contingent Assets”. 
 
 

(d) Leasehold rights 
 Inspect the lease or assignment thereof to ascertain the amount of premium, if any, for securing 

the lease, and its terms and conditions; and that the lease has been duly registered. A lease 
exceeding one year is not valid unless it has been granted by a registered instrument. 

 Ascertain that all the conditions, the failure to comply with which might result in the forfeiture 
or cancellation of the lease, e.g., payment of ground rent on the due dates, insurance of 
property, its maintenance in a satisfactory state of repairs, etc. prescribed by the lease, are 
being duly complied with. 

 Examine the counterpart of the tenants’ agreements if part of the leasehold property has been 
sublet. 

 Make certain that due provisions for any claim that might arise under the dilapidation clause on 
the expiry of the lease has been made, and, if no such provision has been made, draw the client’s 
attention to the matter. 

 

QNO 
AIFS.77 

Multiple Items (From Old Course Vouching & Verification) New Course -- (N21R) 

 

Explain how you will verify the items given while conducting an audit of an entity : 
(a) Recovery of Bad debts written off 
(b) Receipt of Insurance claims 
(c) Payment of Taxes 
(d) Sale proceeds of scrap material 

Answer (a) Recovery of Bad Debts written off:  
Recovery of bad debts written off is verified with reference to relevant correspondence and proper 
authorisation. 
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(i) Ascertain the total amount lying as bad debts and verify the relevant correspondence with the trade 
receivables whose accounts were written off as bad debt. 
(ii) Ensure that all recoveries of bad debts have been properly recorded in the books of account. 
(iii) Examine notification from the Court or from bankruptcy trustee. Letters from collecting agencies or from 
account receivables should also be seen. 
(iv) Check Credit Manager’s file for the amount received and see that the said amount has been deposited 
into the bank promptly. 
(v) Vouch acknowledgement receipts issued to account receivables or trustees. 
(vi) Review the internal control system regarding writing off and recovery of bad debts 
 
(b) Receipt of Insurance Claims:  
Insurance claims may be in respect of fixed assets or current assets. While vouching the receipts of insurance 
claims- 
(i) The auditor should examine a copy of the insurance claim lodged with the insurance company 
correspondence with the insurance company and with the insurance agent should also be seen. Counterfoils 
of the receipts issued to the insurance company should also be seen. 
(ii) The auditor should also determine the adjustment of the amount received in excess or short of the value 
of the actual loss as per the insurance policy. 
(iii) The copy of certificate/report containing full particulars of the amount of loss should also be verified. 
(iv) The accounting treatment of the amount received should be seen particularly to ensure that revenue is 
credited with the appropriate amount and that in respect of claim against asset, the Statement of Profit and 
Loss is debited with the short fall of the claim admitted against book value, if the claim was lodged in the
previous year but no entries were passed, entries in the Statement of Profit and Loss should be appropriately 
described. 
 
(c) Payment of Taxes: 
(i) Obtain the computation of taxes prepared by the auditee and verify whether it is as per the Income Tax 
Act/GST Act/ Rules/ Notifications/ Circulars etc. 
(ii) Examine relevant records and documents pertaining to payment of advance income tax and self 
assessment tax. 
(iii) Payment on account of income-tax and other taxes like GST consequent upon a regular assessment 
should be verified by reference to the copy of the assessment order, notice of demand and the receipted 
challan acknowledging the amount paid. 
(iv) The penal interest charged for non-payment should be debited to the interest account. 
(v) Nowadays, electronic payment of taxes is also in trend. Such electronic payment of taxes by way of 
internet banking facility or credit or debit cards shall also be verified. 
(vi) The assesses can make electronic payment of taxes also from the account of any other person. Therefore, 
it should be verified that the challan for making such payment is clearly indicating the PAN No./TAN No./TIN 
No./GSTIN etc. of the assesses on whose behalf the payment is made. 
 
(d) Sale Proceeds of Scrap Material: 
(i) Review the internal control on scrap materials, as regards its generation, storage and disposal and see 
whether it was properly followed at every stage. 
(ii) Ascertain whether the organisation is maintaining reasonable records for the sale and disposal of scrap 
materials. 
(iii) Review the production and cost records for determination of the extent of scrap materials that may arise 
in a given period. 
(iv) Compare the income from the sale of scrap materials with the corresponding figures of the preceding 
three years. 
(v) Check the rates at which different types of scrap materials have been sold and compare the same with 
the rates that prevailed in the preceding year. 
(vi) See that scrap materials sold have been billed and check the calculations on the invoices. 
(vii) Ensure that there exists a proper procedure to identify the scrap material and good quality material is 
not mixed up with it and sold as scrap 
(viii) Make an overall assessment of the value of the realisation from the sale of scrap materials as to its 
reasonableness. 
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QNO 
CoAud.01 

Sec-139   Relevance of MOA / AOA in appointment of Auditor 
#Unique 

New Course -- (S17M) 

 
The auditor should study the Memorandum and Articles of Association to see the validity of his 
appointment. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139, 140 and 141 of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 The auditor should study the Memorandum of Association to check the objective of the company 

to be carried on, amount of authorized share capital etc. and Articles of Association to check the 
internal rules, regulations and ensuring the validity of transactions relating to accounts of the 
company. 

 

 To see the validity of appointment, the auditor should ensure the compliance of the provisions of 
section 139, 140 and 141 of the Companies Act, 2013. In addition, the auditor should study the 
appointment letter & the prescribed Form submitted to the Registrar of the Companies to see the 
validity of his appointment. 

 

QNO 
CoAud.03 

Sec-177-Appointment of Auditor- if Audit Committee exists- 
Applicable to specified company 

Old Course -- (M20M) 
New Course -- (M19M/M20M) 

 
Where a company is required to constitute an Audit Committee, all appointments of an auditor under 
this section shall be made after taking into account the recommendations of such committee. Explain 
also stating the class of companies required to constitute Audit Committee. 

Answer 
 
 

Part I -- Relevant Standards & Laws 

 Section 177 of the Companies Act, 2013 
Part II -- Requirements of Relevant Standards & Laws 

 Applicability of section 177 i.e., Constitution of Audit Committee:  

Where a company is required to constitute an Audit Committee under section 177, all 
appointments, including the filling of a casual vacancy of an auditor under this section shall be 
made after taking into account the recommendations of such committee. 

 

 Listed Public Companies  
 In addition to listed public companies, following classes of companies shall constitute an Audit 

Committee – (i.e in case of unlisted companies) 
 all public companies with a paid-up capital of ten crore rupees or more; 
 all public companies, having in aggregate, outstanding loans or borrowings or 

debentures or deposits exceeding fifty crore rupees. 

 all public companies having turnover of one hundred crore rupees or more; 
 

 Exemptions 
 Wholly owned subsidiary 
 Joint Venture 
 Dormant Company 

 

QNO 
CoAud.04 

Applicability of Audit Committee - Case Study 
 
 
 

Old Course -- (N20E) 

CHAPTER 

        10 
                    THE COMPANY AUDIT 

Part 1 – Company Audit & Auditor’s (Sec 139 to 147) 
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XYZ Limited is engaged in the business of Shoes having geographical presence across 
India. Following details are available from the last audited financial statements of XYZ 
Limited for the financial year 2018-19 

 

 

 Particulars                                                          Amt  (Rs) 

Paid-up Capital as on 31st March, 2019 9.8 Crores 

 Turnover for Financial Year 2018-19                                                               98 Crores 

 Outstanding Loan from Bank as on 31st March, 2019    25 Crores 

 Liability on Outstanding Debentures as on 31st March, 2019                26 Crores 

 Comment on the applicability of constitution of Audit Committee for XYZ Limited for the financial year 2019-
20 based on the above information. 

Answer Applicability of Constitution of Audit Committee: According to Section 177 of the Companies Act, 
2013, in addition to listed public companies, following classes of companies shall constitute and Audit 
Committee - 
(i) All public companies with a paid-up capital often crore rupees or more; 
(ii) All public companies having turnover of one hundred crore rupees or more; 
(iii) All public companies, having in aggregate, outstanding loans or borrowings or debentures or 
deposits exceeding fifty crore rupees or more. 
 
Explanation- The paid-up share capital or turnover or outstanding loans or borrowings or debentures 
or deposits, as the case may be, as existing on the date of last audited Financial Statements shall be 
taken into account for the purposes of this rule. 
Therefore, provisions of constitution of audit committee are applicable only to listed 
companies and public companies satisfying criteria as stated above. 
In the given case, XYZ Limited, engaged in the business of Shoes, is a public company and it’s having 
paid-up capital of 9.8 crore rupees and turnover of 98 crore which is less than prescribed limit (i.e., 10 
crores for paid-up capital and 100 crores for turnover). However, aggregate of its outstanding loan 
from bank (25 crores) and liability on outstanding debentures (26 crore) is exceeding the prescribed 
limit i.e., 50 crore rupees. Therefore, provisions relating to constitution of Audit Committee will be 
applicable for XYZ Limited. 

 

QNO 
CoAud.05 

Sec-139 (1)   Tenure of Auditor Old Course -- (M18R) 
New Course – Relevant, Concept Covered in New Course SM 

 
Section 139(1) of the Companies Act, 2013 provides that every company shall, at  the first annual general 
meeting appoint an auditor who shall hold office till the  conclusion of its sixth annual general meeting. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(1) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 

 The following points need to be noted in this regard- 

 Consent & Certificate 

 Before such appointment is made, the written consent of the auditor to such 
appointment, and a certificate from him or it that the appointment, if made, shall 
be in accordance with the conditions as may be prescribed, shall be obtained from 
the auditor. 

 The certificate shall also indicate whether the auditor satisfies the criteria provided 
in section 141. 

 

 Tenure 

Section 139(1) of the Companies Act, 2013 provides that 
Every company shall, at the first annual general meeting appoint an individual or a firm 
as an auditor who shall hold office from the conclusion of that meeting till the conclusion 
of its sixth annual general meeting and thereafter till the conclusion of every sixth 
meeting. 

 

 Intimation 
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The company shall inform the auditor concerned of his or its appointment, and also file a 
notice of such appointment with the Registrar within 15 days of the meeting in which the 
auditor is appointed 

 
 
 

QNO 
CoAud.07 

Sec-139(1)   Tenure of appointment New Course -- (S17M) 

 
Jolly Ltd., a listed company, appointed M/s Polly & Co., a Chartered Accountant firm, as the statutory 
auditor in its AGM held at the end of September 2016 for 11 years. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(1) and (2) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 As per section 139(2), no listed company or a company belonging to such class or classes of 

companies as mentioned above, shall appoint or re-appoint- 
(a) an individual as auditor for more than one term of five consecutive years; and 
(b) an audit firm as auditor for more than two terms of five consecutive years. 
 Provided that – 

 an individual auditorr who has completed his term under clause (a) shall not be 
eligible for re-appointment as auditor in the same company for five years from 
the completion of his term; 

 an audit fi rm which has completed its term under clause (b), shall not be eligible 
for re-appointment as auditor in the same company for five years from the 
completion of such term. 

Part III – Case Discussion  
 Jolly Ltd., a listed company, appointed M/s Polly& Co., a Chartered Accountant firm, as the 

statutory auditor in its AGM held at the end of September 2016 for 11 years. 
Part IV – Conclusion 

 Here, the appointment of M/s Polly & Co. is not valid as the appointment can be made only for 
one term of five consecutive years and then another one more term of five consecutive years. It 
can’t be appointed for two terms in one AGM only. Further, a cooling period of five years from 
the completion of term is required i.e., the firm can’t be re-appointed for further 5 years after 
completion of two terms of five consecutive years. 

 

QNO 
CoAud.09 

Sec-139(1)   Tenure of 
appointment- No AGM Held 

Old Course -- (P16M) 
New Course – Relevant, Concept Covered in New Course SM 

 
No Annual General Meeting (AGM) was held for the year ended 31st March 2016, in XYZ Ltd., Ninu is the 
auditor for the previous 3 years, whether she is continuing to hold office for current year or not.  

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(1) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Tenure of Appointment:  

Section139(1) of the Companies Act, 2013 provides that every company shall, at the first annual 
general meeting appoint an individual or a firm as an auditor who shall hold office from the 
conclusion of that meeting till the conclusion of its sixth annual general meeting and thereafter 
till the conclusion of every sixth meeting. In case the annual general meeting is not held within 
the period prescribed, the auditor will continue in office till the annual general meeting is actually 
held and concluded.  

 

Part III – Case Discussion  
 Ninu is the auditor for the previous 3 years, no Annual General Meeting (AGM) was held for the 

year ended 31st March 2016, in XYZ Ltd. 
Part IV – Conclusion 

 Therefore, Ninu shall continue to hold office till the conclusion of the annual general meeting. 
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QNO 
CoAud.11 

Sec-139(1)-Procedure for appointment New Course --(M19R/N20R) 

 
Explain the manner and procedure of selection and appointment of auditors as per Rule 3 of Companies 
(Audit and Auditors) Rules, 2014 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(1) of the Companies Act, 2013 
  Rule 3 of CAAR, 2014 

Part II -- Requirements of Relevant Standards & Laws 
 Manner and procedure of selection and appointment of auditors-  

Diagrammatic Presentation  

 Steps(brief) 

 Selection & Recommendation of Auditor 

 Consent & Certificate by Auditor 

 Passing Resolution & Intimation of Appointment 
 

 Steps (in detail) 

 Selection & Recommendation of Auditor 

o Factors that should be considered 
- Qualification 
- Experience 
- Whether competence & capabilities are commensurate with requirement of 

company. 
- Orders of misconduct passed against auditor. 
- Misconduct proceedings pending against CA.  
- They can call for more information from CA or CA Firm. 

 

o Recommendation Process (Audit Committee- Applicable) 
If Section 177 regarding Audit Committee is applicable. 
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o Recommendation Process (Audit Committee- Not Applicable) 
 
 
 
 
 
 
 
 
 
 
 
 

 Step-2: - Consent & Certificate 

 

 Step-3:- Resolution at AGM & Intimation of Appointment 

 

Text from Bare Act 

 Rule 3 of CAAR, 2014 prescribes the following manner and procedure of selection and 
appointment of auditors- 

 In case of a company that is required to constitute an Audit Committee under section 
177; the committee, and, in cases where such a committee is not required to be 
constituted; the Board, shall take into consideration the qualifications and experience 
of the individual or the firm proposed to be considered for appointment as auditor and 
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whether such qualifications and experience are commensurate with the size and 
requirements of the company. It may be noted that while considering the 
appointment, the Audit Committee or the Board, as the case may be, shall have regard 
to any order or pending proceeding relating to professional matters of conduct against 
the proposed auditor before the Institute of Chartered Accountants of India or any 
competent authority or any Court. 

 The Audit Committee or the Board, as the case may be, may call for such other 
information from the proposed auditor as it may deem fit. 

 Subject to the provisions of sub-rule (1), where a company is required to constitute the 
Audit Committee, the committee shall recommend the name of an individual or a firm 
as auditor to the Board for consideration and in other cases, the Board shall consider 
and recommend an individual or a firm as auditor to the members in the annual 
general meeting for appointment. 

 If the Board agrees with the recommendation of the Audit Committee, it shall further 
recommend the appointment of an individual or a firm as auditor to the members in 
the annual general meeting. 

 If the Board disagrees with the recommendation of the Audit Committee, it shall refer 
back the recommendation to the committee for reconsideration citing reasons for such 
disagreement. 

 If the Audit Committee, after considering the reasons given by the Board, decides not 
to reconsider its original recommendation, the Board shall record reasons for its 
disagreement with the committee and send its own recommendation for 
consideration of the members in the annual general meeting; and if the Board agrees 
with the recommendations of the Audit Committee, it shall place the matter for 
consideration by members in the annual general meeting. 

 The auditor appointed in the annual general meeting shall hold office from the 
conclusion of that meeting till the conclusion of the sixth annual general meeting, with 
the meeting wherein such appointment has been made being counted as the first 
meeting. 

 

 

QNO 
CoAud.13 

Sec-139(2)   -Applicability of 
Rotation 

Old Course -- (P16M/ N16R/ M17E/ N18M/ M18R/ M19R) 
New Course -- (S17M/ N20E) 

 

Rano Pvt. Ltd., having paid up share capital of Rs18 crore, public borrowing from nationalized banks and 
financial institutions of Rs 72 crore, manner of rotation of auditor will be applicable or not applicable. 
Explain. 

OR 
Specify the class of companies to whom rotation of auditor applies, under the provisions of Companies 
Act, 2013. 

OR 
“Provisions regarding rotation of auditors affect only specific class of companies”. Discuss. 

OR 
Manner of rotation of auditor will not be applicable to company A, which is having paid up share capital 
of Rs 15 crores and having public borrowing from nationalized bank of Rs 50 crore because it is a Private 
Limited Company. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(2) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 As per rules prescribed in Companies (Audit and Auditors) Rules, 2014, for applicability of section 

139(2) the class of companies shall mean the following classes of companies excluding one person 
companies and small companies: 

 all unlisted public companies having paid up share capital of rupees ten crore or more; 
 all private limited companies having paid up share capital of rupees fifty crore or more; 
 all companies having paid up share capital of below threshold limit mentioned above, 

but having public borrowings from financial institutions, banks or public deposits of 
rupees fifty crores or more. 
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Part III – Case Discussion  
 Rano Pvt. Ltd. is a private limited Company, having paid up share capital of Rs18 crore which is less 

than fifty crores but public borrowing from nationalized banks and financial institutions of is 72 
crore which is more than fifty crore. 

Part IV – Conclusion 
 Hence manner of rotation of auditor will be applicable to the company. 

 

QNO 
CoAud.15 

Sec-139 & Rule 6- Manner of 
Rotation 

Old Course -- (P16M/M17E/N18M) 
New Course – Relevant, Concept Covered in New Course SM 

 

State the manner of rotation of auditors on expiry of their term. 
OR 

What are the provisions regarding appointment of auditors by rotation, after expiry of the term of the 
current auditor, that a company should consider? 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139  of the Companies Act, 2013 
  Rule 6 of CAAR, 2014 

Part II -- Requirements of Relevant Standards & Laws 
 Manner of Rotation of Auditors by the Companies on Expiry of their Term:  

As per the Companies (Audit and Auditors) Rules, 2014 prescribes the manner of rotation of 
auditors on expiry of their term which is given below- 

 The Audit Committee shall recommend to the Board, the name of an individual auditor 
or of an audit firm who may replace the incumbent auditor on expiry of the term of such 
incumbent. 

 Where a company is required to constitute an Audit Committee, the Board shall consider 
the recommendation of such committee, and in other cases, the Board shall itself 
consider the matter of rotation of auditors and make its recommendation for 
appointment of the next auditor by the members in annual general meeting. 

 For the purpose of the rotation of auditors- 

 in case of an auditor (whether an individual or audit firm), the period for which the 
individual or the firm has held office as auditor prior to the commencement of the 
Act shall be taken into account for calculating the period of five consecutive years 
or ten consecutive years, as the case may be; 

 the incoming auditor or audit firm shall not be eligible if such auditor or audit firm 
is associated with the outgoing auditor or audit firm under the same network of 
audit firms. 

 Where a company has appointed two or more individuals or firms or a combination 
thereof as joint auditors, the company may follow the rotation of auditors in such a 
manner that both or all of the joint auditors, as the case may be, do not complete their 
term in the same year. 

 

QNO 
CoAud.17 

Sec-139 (6) & (7) - Appointment of 
Auditors -NGC & GC- Master Answer 

  Old Course-                                                                              

(N16M/P16M/M16R/N16R/M17E/M17M/N17R/N18M/ 
M18R/N18R/M19R/M21R) 

                                                               New Course—(M21R) 

 

Provisions regarding appointment of Auditors - First auditor of a Government company and a Non-Government 
Company 

AND 
Provisions regarding appointment of Auditors -Subsequent auditor of a Government company and a Non-
Government company. 

Answer 
 
 

(i) 
Part I -- Relevant Standards & Laws 

 Section 139(6) of the Companies Act, 2013 
 Section 139(7) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Appointment of First Auditor of a Government Company:  
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 Section 139(7) of the Companies Act, 2013 provides that in the case of a Government company or 
any other company owned or controlled, directly or indirectly, by the Central Government, or by 
any State Government, or Governments, or partly by the Central Government and partly by one 
or more State Governments,  
 

 the first auditor shall be appointed by the Comptroller and Auditor-General of India within 60 days 
from the date of registration of the company. 

 

 In case the Comptroller and Auditor-General of India does not appoint such auditor within the 
above said period, the Board of Directors of the company shall appoint such auditor within the 
next 30 days.  

 

 Further, in the case of failure of the Board to appoint such auditor within next 30 days, it shall 
inform the members of the company who shall appoint such auditor within 60 days at an 
extraordinary general meeting. Auditors shall hold office till the conclusion of the first annual 
general meeting. 

 

 Appointment of First Auditor of a Non-Government Company:  
 As per Section 139(6) of the Companies Act, 2013, the first auditor of a company, other than a 

Government company shall be appointed by the Board of Directors within 30 days from the date 
of registration of the company. 

 In the case of failure of the Board to appoint the auditor, it shall inform the members of the 
company. The members of the company shall within 90 days at an extraordinary general meeting 
appoint the auditor. Appointed auditor shall hold office till the conclusion of the first annual 
general meeting. 

(ii)  
Part I -- Relevant Standards & Laws 

 Section 139(5) of the Companies Act, 2013 
Part II -- Requirements of Relevant Standards & Laws 

 Appointment of Subsequent Auditor of a Government Company: 
As per Section 139(5) of the Companies Act, 2013, in the case of a Government company or any other 
company owned or controlled, directly or indirectly, by the Central Government, or by any State 
Government or Governments, or partly by the Central Government and partly by one or more State 
Governments,  

 the Comptroller and Auditor-General of India shall, in respect of a financial year, appoint an auditor 
duly qualified to be appointed as an auditor of companies under this Act, within a period of 180 
days from the commencement of the financial year, who shall hold office till the conclusion of the 
annual general meeting. 

 Appointment of Subsequent Auditor of a Non-Government Company:  
As per section 139(1) of the Companies Act, 2013, every company shall, at the first annual general meeting 
appoint an individual or a firm as an auditor who shall hold office from the conclusion of that meeting till 
the conclusion of its sixth annual general meeting and thereafter till the conclusion of every sixth meeting. 

 

QNO 
CoAud.19 

Sec-139(6) - First Auditor - NGC - MD Appoints 
Auditor 

Old Course—(P16M/M19R) 
New Course-- (S17M/M19R/S20M/S21M) 

 

Managing Director of Pigeon Ltd. himself wants to appoint CA. Champ, a practicing Chartered Accountant, 
as first auditor of the company. 

OR 
Managing Director of PQR Ltd. himself wants to appoint Shri Ganpati, a practicing Chartered Accountant, 
as first auditor of the company. Comment on the proposed action of the Managing Director. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(6) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Section 139(6) of the Companies Act, 2013 lays down that the first auditor of a company shall be 

appointed by the Board of Directors within 30 days from the date of registration of the company. 
Part III – Case Discussion  

 Managing Director of Pigeon Ltd. himself wants to appoint CA. Champ, a practicing Chartered 
Accountant, as first auditor of the company. 
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 In the instant case, the proposed appointment of CA Champ, a practicing Chartered Accountant, as 
first auditor by the Managing Director of Pigeon Ltd. by himself is in violation of Section 139(6) of 
the Companies Act, 2013, which authorizes the Board of Directors to appoint the first auditor of 
the company. 

Part IV – Conclusion 
 In view of the above, the Managing Director of Pigeon Ltd. should be advised not to appoint the 

first auditor of the company. 

 

QNO 
CoAud.21 

Sec-139 (6) - First Auditor- 
relative Appointed by MD 

Old Course -- (P16M) 
New Course – Relevant, Concept Covered in New Course SM 

 
White Star Ltd. was incorporated on 01.08.2015 and Mr. T, who is a relative to the Chairman & Managing 
Director (CMD) of the Company, appointed as auditor by the Board of Directors in their meeting on 
04.09.2015. Comment. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(6) of the Companies Act, 2013 
 Section 141 of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Appointment of First Auditors by the Board:  

 Apparently, there are two issues arising out of this situation, viz., 

 first one relates to appointment of first auditor by the Board of Directors; and  

 second, pertains to relation of such an auditor with the Chairman of the 
company.  

 

 Regarding the first issue relating to appointment of auditor, particularly, in this case 
relating to appointment of first auditors, it may be noted as per the provisions of Section 
139(6) of the Companies Act, 2013, the first auditor of a company shall be appointed by 
the Board of Directors within 30 days from the date of registration of the company. 

Part III – Case Discussion  
 As per the facts given in the case, the Board has failed to appoint the first auditor within 30 days 

from the registration of company because the date of incorporation of White Star Ltd. is 01-08-
2015 and the date of appointment of auditors by the Board of Directors is 04-09-2015. 

 
 
Part IV – Conclusion 

 Accordingly, if the Board fails to appoint the first auditor, it shall inform the members of the 
company, who shall within 90 days at an extraordinary general meeting has to make the 
appointment. Thus, the appointment of Mr. T is not valid. Under the circumstances, the second 
issue relating to relationship of auditor with the Chairman & Managing Director (CMD) becomes 
redundant. 

 

QNO 
CoAud.23 

Sec-139(7)   First Auditor - GC Case Appointed by 
BOD 

    Old Course-- (M16E /P16M/N17M/M19R) 
               New Course—(M18M/M19M/M19R) 

 

The first auditors of Bhartiya Petrol Ltd., a Government company, were appointed by the Board of 
Directors. Analyse. 

OR 
As an auditor, comment on the following situations/statements: 
The first auditors of Health and Wealth Ltd., a Government company, was appointed by the Board of 
Directors. 

OR 
The first auditor of a Government company was appointed by the Board in its meeting after 10 days from 
the date of registration. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 2(45) of the Companies Act, 2013 
 Section 139(7) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
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 Government company (Section 2(45) of the Companies Act, 2013) 

A “Government company” is a company in which not less than 51% of the paid-up share capital is 

held by the Central Government or by any State Government or Governments or partly by the 

Central Government and partly by one or more State Governments and includes a company which 

is a subsidiary company of such a Government company. 

 Directly/Indirectly 
Sec 139 (7) covers company owned or controlled directly or indirectly by central / state or 
partly by both. As per General circular issued on 26th Mar 2014 it is further clarified that 
concept of deemed government company of old companies act 1956 will be covered here that 
means 51% holding by CG / SG / Government Companies by one of them or in any 
combination.  
(i.e., CG + SG > 51% as more  Direct) 
(CG + SG + Other Govt. Co. > 51% or more  Indirect) 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 Section 139(7) provides that: 
 In the case of a Government company or any other company owned or controlled, directly or 
indirectly, by the Central Government, or by any State Government, or Governments, or partly by 
the Central Government and partly by one or more State Governments,  

 the first auditor shall be appointed by the Comptroller and Auditor-General of India within 
60 days from the date of registration of the company. 

 In case of failure of the Board to appoint such auditor within next 30 days, it shall inform the 
members of the company who shall appoint such auditor within 60 days at an extraordinary 
general meeting. Auditors shall hold office till the conclusion of the first annual general 
meeting 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

www.auditguru.in                                                               10.11 

Part III – Case Discussion  
 In case the first auditors of Bhartiya Petrol Ltd., a Government company, were appointed by the 

Board of Director. 
Part IV – Conclusion 

 Hence, Bhartiya Petrol Ltd., being a government company, the first auditor shall be appointed by 
the Comptroller and Auditor General of India. Thus, the appointment of first auditor made by the 
Board of Directors of Bhartiya Petrol Ltd., is null and void. 

 

QNO 
CoAud.25 

Sec-139 (5) Subsequent Auditor – 
GC 

Old Course -- (P16M) 
New Course – Relevant, Concept Covered in New Course SM 

 
Nickson Ltd. is a subsidiary of Ajanta Ltd., whose 20% shares have been held by Central Government, 
25% by Uttar Pradesh Government and 10% by Madhya Pradesh Government. Nickson Ltd. appointed 
Mr. P as statutory auditor for the year. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(5) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Appointment of Auditor in the Case of Government Company:  

 Government company 
According to Section 2(45) of the Companies Act, 2013, a Government company is 
defined as any company in which not less than 51% of the paid-up share capital is held 
by the Central Government or by any State Government or Governments or partly by the 
Central Government and partly by one or more State Governments and includes a 
company which is a subsidiary company of such a Government Company. 

 

 As per section 139 of the Companies Act, 2013,  
The auditor of a government company shall be appointed by the Comptroller and Auditor 
General of India. 

 Part III – Case Discussion  
 In the given case Ajanta Ltd is a government company as its 20% shares have been held by Central 

Govt., 25% by U.P. State Government and 10% by M.P. State Govt. 
Part IV – Conclusion 

 Total 55% shares have been held by Central and State governments. Therefore, it is a Government 
company . Nickson Ltd. is a subsidiary company of Ajanta Ltd. Hence Nickson Ltd. covers in the 
definition of a government company.  

 Thus, the Auditor of Nickson Ltd. can be appointed only by C&AG. Therefore, appointment of ‘P’ 
is invalid, and ‘P’ should not give acceptance to the Directors of Nickson Ltd. 

 

QNO 
CoAud.27 

Sec-139(8)   Casual Vacancy 
(Theory)                                                                                               

Old Course -- (P16M/M17M/M17R/S17M/M18R/S20M) 
New Course – Relevant, Concept Covered in New Course SM 

 Filling of a casual vacancy of auditor in respect of a company audit. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(8) of the Companies Act, 2013 
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Part II -- Requirements of Relevant Standards & Laws 

 As per Section 139(8), any casual vacancy in the office of an auditor shall- 
 In the case of a company other than a company whose accounts are subject to audit by an 

auditor appointed by the Comptroller and Auditor-General of India,  

 Be filled by the Board of Directors within 30 days.  

 If such casual vacancy is as a result of the resignation of an auditor, such 
appointment shall also be approved by the company at a general meeting 
convened within three months of the recommendation of the Board and  

 He shall hold the office till the conclusion of the next annual general meeting. 
 

 In the case of a company whose accounts are subject to audit by an auditor appointed by the 
Comptroller and Auditor-General of India,  

 be filled by the Comptroller and Auditor-General of India within 30 days.  

 It may be noted that in case the Comptroller and Auditor-General of India does 
not fill the vacancy within the said period the Board of Directors shall fill the 
vacancy within next 30 days. 

 

QNO 
CoAud.29 

Sec-139 (8)-Casual Vacancy - 
Death of Auditor                                                                                                

Old Course -- (N16R) 
New Course – Relevant, Concept Covered in New Course SM 

 
A vacancy arose in the office of an auditor of XYZ Ltd due to death of the Auditor Mr Z and the Managing 
Director of the company filled that vacancy. Comment citing the provisions of the Companies Act, 2013. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(8) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Filling of Casual Vacancy:  

 Section 139(8) of the Companies Act, 2013 states that  

 Any casual vacancy in the office of an auditor shall in the case of a company other 
than a company whose accounts are subject to audit by an auditor appointed by 
the Comptroller and Auditor-General of India, be filled by the Board of Directors 
within thirty days.  

 But if such casual vacancy is as a result of the resignation of an auditor, such 
appointment shall also be approved by the company at a general meeting 
convened within three months of the recommendation of the Board and he shall 
hold the office till the conclusion of the next annual general meeting. 

Part III – Case Discussion  
 In the given case, vacancy in the office of an auditor of XYZ Ltd. has arisen because of death and 

not due to resignation. 
Part IV – Conclusion 
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 Therefore, applying the above provisions, it would be filled by the Board of Directors within thirty 
days. Appointment made by the Managing Director of the Company is not valid. 

 
 
 
 
 
 

QNO 
CoAud.31 

Sec-139 (8)- Casual Vacancy- 
Due to Dissolution                                                                                                

Old Course -- (P16M) 
New Course – Relevant, Concept Covered in New Course SM 

 
M/s Young & Co., a Chartered Accountant firm, and Statutory Auditors of Old Ltd., is dissolved on 
1.4.2016 due to differences of opinion among the partners. The Board of Directors of Old Ltd. in its 
meeting on 6.4.2016 appointed another firm M/s Sharp & Co. as their NEW auditors for one year.  

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(8) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Holding of Office in Case of Casual Vacancy:  

 Section 139(8) of the Companies Act, 2013 lays down that  

 The Board of Directors may fill any casual vacancy in the office of an auditor 
provided that where such vacancy is caused by the resignation of an auditor, the 
vacancy shall be filled in general meeting. 

 The expression “casual vacancy” has not been defined in that Act. Taking its 
natural meaning it may arise due to a variety of reasons which include death, 
resignation, disqualification, dissolution of the firm etc. Furthermore, Section 
139(8) stipulates that any auditor appointed in a casual vacancy shall hold office 
until the conclusion of the next AGM. 

 Part III – Case Discussion  
 M/s Young & Co., a Chartered Accountant firm, and Statutory Auditors of Old Ltd., is dissolved on 

1.4.2016. The Board of Directors of Old Ltd appointed another firm M/s Sharp & Co. as their NEW 
auditors for one year.  

Part IV – Conclusion 
 In the instant case, the action of the board of directors in appointing M/s Sharp & Co. to fill up 

the casual vacancy due to dissolution of M/s Young & Co., is correct. However, the board of 
directors are not correct in giving them appointment for one year. M/s Sharp & Co. can hold office 
until the conclusion of next AGM only. 

 

QNO 
CoAud.35 

Sec-139 (8)-Casual Vacancy -Resignation Old Course-- (P16M/M16R/N20R) 
New Course—(M18E/N20R) 

 

At the AGM of HDB Pvt. Ltd., Mr. R was appointed as the statutory auditor. He, however, resigned after 
3 months since he wanted to pursue his career in banking sector. The Board of Director has appointed 
Mr. L as the statutory auditor in board meeting within 30 days. Comment on the matter with reference 
to the provisions of Companies Act, 2013. 

OR 
Due to the resignation of the existing auditor(s), the Board of directors of X Ltd. appointed CA. Hari as 
the auditor. Is the appointment of Hari as auditor valid? 

OR 
At the AGM of ICI (P) Ltd., Mr. X was appointed as the statutory auditor. He, however, resigned after 3 
months since he wanted to give up practice and join industry. State, how the NEW auditor will be 
appointed by ICI (P) Ltd. and the conditions to be complied for. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(8) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Casual Vacancy by Resignation:  

 As per Section 139(8),  
Any casual vacancy in the office of an auditor shall in the case of a company other than a 
company whose accounts are subject to audit by an auditor appointed by the Comptroller 
and Auditor-General of India,  

 be filled by the Board of Directors within 30 days.  

 If such casual vacancy is as a result of the resignation of an auditor, such 
appointment shall also be approved by the company at a general meeting 
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convened within three months of the recommendation of the Board and he shall 
hold the office till the conclusion of the next annual general meeting. 

 

 Further, as per section 140(2)  
the auditor who has resigned from the company shall file within a period of 30 days from 
the date of resignation, a statement in the prescribed Form with the company and the 
Registrar.  

 

 Part III – Case Discussion  
 In the instant case, R resigned after three months of his appointment as statutory auditor as he 

wanted to pursue his career in banking sector. 
Part IV – Conclusion 

 Therefore, the board of director has appointed Mr. L as the statutory auditor within 30 days is in 
order subject to such appointment shall also be approved by the company at a general meeting 
convened within three months of the recommendation of the Board. 

 Further, it is also the duty of the auditor to file, within a period of 30 days from the date of 
resignation, a statement in the prescribed Form with the company and the Registrar in compliance 
with section 140(2) of the Companies Act, 2013. 

 

QNO 
CoAud.37 

 Sec-139(9)-Retiring Auditor Cannot be 
Appointed 

Old Course— (P16M/M16M/N17M/M17E /N20E) 
New Course—(S17M/S20M/S21M) 

 

Under what circumstances the retiring Auditor cannot be reappointed? 
OR 

Provisions regarding re-appointment of a retiring auditor at the Annual General Meeting, for a company 
not covered under auditor rotation provisions. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 139(9) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 As per Section 139(9) of the Companies Act, 2013 

In the following circumstances, the retiring auditor cannot be reappointed- 
 The auditor proposed to be reappointed does not possess the qualification prescribed under 

section 141 of the Companies Act, 2013. 
 The proposed auditor suffers from the disqualifications under section 141(3), 141(4) and 144 

of the Companies Act, 2013. 
 He has given to the company notice in writing of his unwillingness to be reappointed. 
 A special resolution has been passed in AGM appointing somebody else or providing expressly 

that the retiring auditor shall not be reappointed. 
 A written certificate has not been obtained from the proposed auditor to the effect that the 

appointment or reappointment, if made, will be in accordance within the limits specified 
under section 141(3)(g) of the Companies Act, 2013. 

 

QNO 
CoAud.39 

 Sec-140 (1) & Rule 7- 
Removal before Expiry of 
term 

Old Course-- (N16M/P16M/ N18M /N16R/M19E/M19M/M19R/M21M) 
New Course—(N18M/M19E/N20E/M21M) 

 

The auditor CA Z appointed under section 139 was removed from his office before the expiry of his term 
by an ordinary resolution of the company. Comment clearly explaining the procedure of removal of 
auditor before expiry of term. 

OR 
ABC Company Ltd. removed its First Auditor before the expiry of his term without obtaining approval of 
the Central Government. 

OR 
Write short notes on : Removal of company auditor before expiry of  term. 

OR 
Board of Directors of 'XYZ Ltd." found the auditors of the Company acted in a fraudulent manner and 
decided to remove the auditors in board's meeting. Comment on the action of Board of Directors and 
describe correct procedure to be followed for removal of auditors before expiry of their term. 
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OR 
ABC Ltd. wants to remove the auditor duly appointed under section 139 of the Companies Act, 2013 
before the expiry of his term. Narrate the procedures to be complied by ABC Ltd. 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 140(1) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 

 Removal of Auditor before Expiry of Term:  
 According to Section 140 (1)  

 The auditor appointed under section 139 may be removed from his office before 
the expiry of his term only by a special resolution of the company, after obtaining 
the previous approval of the Central Government. 

 The application to the Central Government for removal of auditor shall be made 
in Form ADT- 2 and shall be accompanied with fees as provided for this purpose 
under the Companies (Registration Offices and Fees) Rules, 2014. 

 The application shall be made to the Central Government within thirty days of the 
resolution passed by the Board. 

 The company shall hold the general meeting within sixty days of receipt of 
approval of the Central Government for passing the special resolution. 

 It may be noted that before taking any action for removal before expiry of terms, 
the auditor concerned shall be given a reasonable opportunity of being heard. 

 Part III – Case Discussion  
 In the instant case, auditor CA Z was removed from his office before the expiry of his term by an 

ordinary resolution of the company. 
 

Part IV – Conclusion 
 By applying the above provisions, it may be concluded that the action of the company for removal 

of the auditor CA Z before expiry of term is not justified and auditor may be removed from his office 
only by following the above-mentioned procedure. 

 

QNO 
CoAud.41 

Sec-140 (1) - Removal before and after tenure- difference in 
provision-Reason 

Old Course-- (P16M/N18R) 
New Course—(S20M/S21M) 

 
Why Central Government permission is required, when the auditors are to be removed before expiry of 
their term, but the same is not needed when the auditors are changed after expiry of their term? 

Answer 
 
 

Part I -- Relevant Standards & Laws 
 Section 140(1) of the Companies Act, 2013 

Part II -- Requirements of Relevant Standards & Laws 
 Removal of auditor before expiry of term 

 Removal of auditor before expiry of his term i.e., before he has submitted his report is a 
serious matter and may adversely affect his independence. Further, in case of conflict of 
interest the shareholders may remove the auditors in their own interest. 

 Therefore, law has provided this safeguard so that central government may know the 
reasons for such an action and if not satisfied, may not accord approval. 

 
 


