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Regulation 190A issued as per First Schedule, Part 1, Clause 11 
Regulation 190A of the Chartered Accountants Regulations, 1988 provides that a chartered accountant in 
practice shall not engage in any business or occupation other than the profession of accountancy, except with 
the permission granted in accordance with a resolution of the Council.  
 

Permission for Teaching 
The Council has passed a Resolution under Regulation 190A granting general permission (for private tutorship, 
and part-time tutorship under Coaching organization of the Institute) and specific permission (for part-time or 
full-time tutorship under any educational institution other than Coaching organization of the Institute).  
 

Restrictions 
Such general and specific permission granted is subject to the condition that the direct teaching hours devoted 
to such activities taken together should not exceed 25 hours a week in order to be able to undertake attest 
functions.  
 

Second Schedule, Part 2, Clause 6 
Keeping in view the broad purview of Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 
1949, an advertisement of Coaching /teaching activities by a member in practice may amount to indirect 
solicitation, as well as solicitation by any other means, and may therefore be violative of the provisions of Clause 
(6) of Part I of the First Schedule to the Chartered Accountants Act, 1949.  
 

Abstain from Advertising 
In view of the above, such members are advised to abstain from advertising their association with Coaching 
/teaching activities through hoardings, posters, banners and by any other means, failing which they may be 
liable for disciplinary action, as per the provisions of Chartered Accountants Act, 1949 and Rules /Regulations 
framed thereunder.  
 

Sign Board Allowed 
Subject to the above prohibition, such members may put, outside their Coaching /teaching premises, sign board 
mentioning the name of Coaching/teaching Institute, contact details and subjects taught therein only. As 
regards the size and type of sign board, the Council Guidelines as applicable to Firms of Chartered Accountants 
would apply. 

ADVERTISING BY MEMBERS IN PRACTICE ENGAGED IN COACHING/TEACHING ACTIVITIES 

PROFESSIONAL ETHICS AMENDMENTS 
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Introduction 
1. A Professional Accountant’s responsibility is not exclusively to satisfy the needs of an individual client or 
employer but also acting in the public interest.  A professional accountant should observe and comply with the 
ethical requirements of this Code. 
2. This Code is in three parts.  
 

Part A establishes the fundamental principles of professional ethics for Professional Accountants and provides 
a conceptual framework for applying those principles. 
 The conceptual framework provides guidance on fundamental ethical principles. 
 Professional accountants are required to apply this conceptual framework to identify threats to compliance 
with the fundamental principles, to evaluate their significance and, if such threats are other than clearly 
insignificant to apply safeguards to eliminate them or reduce them to an acceptable level such that compliance 
with the fundamental principles is not compromised. 
 

Parts B and C illustrates how the conceptual framework is to be applied in specific situations. It provides 
examples of safeguards that may be appropriate to address threats to compliance with the fundamental 
principles and also provides examples of situations where safeguards are not available to address the threats 
and consequently the activity or relationship creating the threats should be avoided. 
 Part B applies to professional accountants in public practice. 
 Part C applies to professional accountants in business. 
Professional accountants in public practice may also find the guidance in Part C relevant to their particular 
circumstances 
 

Fundamental Principles 
In order to achieve the objectives of the Accountancy profession, professional accountants have to observe a 
number of prerequisites or fundamental principles. The fundamental principles as discussed in Code of Ethics 
of ICAI, to be complied, are given below: 
 

Integrity – Section 110 
1. The principle of integrity imposes an obligation on all professional accountants to be 
straightforward and honest in both Professional and Business relationships. 
2. Professional Accountant should not be associated with reports, returns, communications or other information 
where they believe that the information: 
(a) Contains statements or information furnished recklessly; or 
(b) Omits or obscures information required to be included where such omission or obscurity would be 
misleading. 
(c) Contains a materially false or misleading statement; 
 

However, a professional accountant will not be considered to be in breach of matters mentioned above in 
paragraph 2 if the professional accountant provides a modified report in respect of such above mentioned 
matter. 
 

Objectivity- Section 120 
1. The principle of objectivity imposes an obligation on all Professional Accountants not to compromise their 
professional or business judgment because of bias, conflict of interest or the undue influence of others. 
2. Relationships that bias or unduly influence the professional judgment of the professional accountant should 
be avoided. 

PART A: GENERAL APPLICATION OF THE CODE 

1. INTRODUCTION AND FUNDAMENTAL PRINCIPLES - SECTION 100 

PROFESSIONAL ETHICS AMENDMENTS ADDITION 
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Professional Competence and Due Care – Section 130 
1. The principle of professional competence and due care imposes the following obligations on professional 
accountants: 
(a) To maintain professional knowledge and skill at the level required to ensure that clients or employers receive 
competent professional service; and 
(b) To act diligently in accordance with applicable technical and professional standards. 
 

2. Competent professional service requires the exercise of sound judgment in applying professional knowledge 
and skill in the performance of such service.  Professional competence may be divided into two separate phases: 
(a) Attainment of professional competence; and 
(b) Maintenance of professional competence. 
 

3. The maintenance of professional competence requires a continuing awareness and an understanding of 
relevant technical professional and business developments. Which to perform competently within the 
professional environments. 
 

4. Diligence encompasses the responsibility to act in accordance with the requirements of an assignment, 
carefully, thoroughly and on a timely basis. 
5. Professional accountant should take steps to ensure that those working under the professional accountant’s 
authority in a professional  capacity  have  appropriate  training and supervision. 
6. Where appropriate should make clients, employers or other users of the professional services aware of 
limitations inherent in the services to avoid the misinterpretation of an Expression of Opinion 
 

Confidentiality- Section 140 
1. The principle of confidentiality imposes an obligation on professional accountants to refrain from: 
(a) Disclosing outside the firm or employing organization confidential information without proper and specific 
authority or unless there is a legal or professional right or duty to disclose; and 
(b) Using confidential information acquired as a result of professional and business relationships to their 
personal advantage or the advantage of third parties. 
2. Maintain confidentiality even in a social environment. The Professional Accountant should be alert to the 
possibility of inadvertent disclosure, particularly in circumstances involving long association with a business 
associate or a close or immediate family member. 
3. Maintain confidentiality of information disclosed by a prospective client or employer. 
4. Consider the need to maintain confidentiality of information within the firm or employing organization. 
5. Take all reasonable steps to ensure that staff under the professional accountant’s control and persons from 
whom advice and assistance is obtained. 
6. Comply with the principle of confidentiality continues even after the end of relationships 
between a professional accountant and a client or employer. 
7. The following are circumstances where professional accountants are or may be required to disclose 
confidential information or when such disclosure may be appropriate: 
(a) Disclosure is permitted by law and is authorized by the client or the employer; 
(b) Disclosure is required by law, 
 

Example: - Production of documents or other provision of evidence in the course of legal proceedings. 
Disclosure to the appropriate public authorities of infringements of the law that come to light. 
 

(c) There is a professional duty or right to disclose, when not prohibited by law: 
(i) To comply with the quality review; 
(ii) To respond to an inquiry or investigation; 
(iii) To protect the professional interests of a professional accountant in legal proceedings; or 
(iv) To comply with technical standards and ethics requirements. 
 

8. In deciding whether to disclose confidential information, professional accountants should consider the 
following points: 
(a) Whether the interests of all parties, including third parties whose interests may be affected, could be harmed 
if the client or employer consents to the disclosure of information by the professional accountant; 
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(b) Whether all the relevant information is known and substantiated, to the extent it is practicable; and 
(c) The type of communication that is expected and to whom it is addressed; in particular that the parties to 
whom the communication is addressed are appropriate recipients. 
 
Professional Behaviour- Section 150 

1. Imposes an obligation on professional accountants to comply with relevant laws and regulations and avoid 
any action that may bring discredit to the profession. 
2. In marketing and promoting themselves and their work, professional accountants should not bring the 
profession into disrepute.  Professional accountants should be honest and truthful and should not: 
(a) Make exaggerated claims for the services they are able to offer, the qualifications they possess, or experience 
they have gained; or 
(b) Make disparaging references or unsubstantiated comparisons to the work of others. 

 
 
 
 

Introduction – Section 200 
This Part of the Code illustrates how the conceptual framework contained in Part A is to be applied by 
professional accountants in public practice. The examples in the following sections are not intended nor 
interpreted as an exhaustive list of all circumstances experienced by a professional accountant in public practice 
that may create threats to compliance with the fundamental principles. 
 

A professional Accountant in public practice should not engage in any business, occupation or activity that 
impairs integrity, objectivity or the good reputation of the profession and as a result would be incompatible 
with the rendering of professional services. 
 

 
 
 

 Compliance with the fundamental principles may potentially be threatened by range of circumstances. Many 
threats fall into the following categories: 
 

The nature and significance of the threats may differ depending on whether they arise in relation to the 
provision of services to a financial statement audit client, a non-financial statement audit assurance client 
or a non-assurance client. 
 

 
Circumstances that may create self-interest threats 
 

Example: - 
 

 A financial interest in a client or jointly holding a financial interest with a client. 
 A loan to or from an assurance client or any of its directors or officers 
 Having a close business relationship with a client. Concern about the possibility of losing a client. 
 Potential employment with a client. 
 Undue dependence on total fees from a client. 
 Contingent fees relating to an assurance engagement. 

 
Intimidation 

 
Familiarity 

 
Advocacy 

 
Self-Review 

 
Self-Interest 

 PART B: PROFESSIONAL ACCOUNTANTS IN PUBLIC PRACTICE 

1. THREATS 
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Examples of circumstances that may create self-review threats 
1. Reporting on the operation of financial systems after being involved in their design or implementation. 
2. Having prepared the original data used to generate records that are the subject matter of   the engagement. 
3. Performing a service for a client that directly affects the subject matter of the assurance engagement. 
4. A member of the assurance team being, or having recently been, a director or officer of that client. 
5. A member of the assurance team being, or having recently been, employed by the client in a position to exert 
direct and significant influence over the subject matter of the engagement. 
6. The discovery of a significant error during a re-evaluation of the work of the professional accountant in public 
practice. 
 

Examples of circumstances that may create advocacy threats: 
 

 Promoting shares in a listed entity when that entity is a financial statement audit client. 
 Acting as an advocate on behalf of an assurance client in litigation or disputes with third parties. 

 

Examples of circumstances that may create familiarity threats 
1. A member of the engagement team having a close or immediate family relationship with a director or officer 
of the client. 
2. A member of the engagement team having a close or immediate family relationship with an employee of the 
client who is in a position to exert direct and significant influence over the subject matter of the engagement. 
3. A former partner of the firm being a director or officer of the client or an employee in a position to exert 
direct and significant influence over the subject matter of the engagement. 
4. Accepting gifts or preferential treatment from a client, unless the value is clearly   insignificant. 
5. Long association of senior personnel with the assurance client. 
 

Examples of circumstances that may create intimidation threats 
 

1. Being threatened with dismissal or replacement in relation to a client engagement. 
2. Being threatened with litigation. 
3. Being pressured to reduce inappropriately the extent of work performed in order to reduce fees. 
 

Specific circumstances give rise to unique threats to compliance with one or more of the fundamental principles. 
Such unique threats obviously cannot be categorized.  In either professional or business relationships, a 
professional accountant in public practice should always be on the alert for such circumstances and threats. 
 
 
 
 
 

(a) Safeguards created by the profession, legislation or regulation; and 
(b) Safeguards in the work environment 
 

 Work environment safeguards comprise firm-wide safeguards and engagement specific safeguards. A 
professional accountant in public practice should exercise judgment to determine how to best deal with an 
identified threat. 
 

Firm-wide safeguards in the work environment may include: 
1. Leadership of the firm that stresses the importance of compliance with the fundamental principles. 
2. Leadership of the firm that establishes the expectation that members of an assurance team will act in the 
public interest. 
3. Documented policies regarding the identification of threats to compliance with the fundamental principles, 
the evaluation of the significance of these threats and the identification and the application of safeguards to 
eliminate or reduce the threats, other than those that are clearly insignificant, to an acceptable level 
Documented internal policies and procedures requiring compliance with the fundamental principles. 
4. For firms that perform assurance engagements, documented independence policies regarding the 
identification of threats to independence, the evaluation of the significance of these threats and the evaluation 
and application of safeguards to eliminate or reduce the threats, other than those that are clearly insignificant, 

2. SAFEGUARDS THAT MAY ELIMINATE OR REDUCE THREATS TO AN ACCEPTABLE LEVEL 
FALL INTO TWO BROAD CATEGORIES 
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to an acceptable level. 
5. Policies and procedures to implement and monitor quality control of engagements. 
6. Designating a member of senior management to be responsible for overseeing the adequate functioning of 
the firm’s quality control system. 
7. Policies and procedures that will enable the identification of interests or relationships between the firm or 
members of engagement teams and clients. 
8. Policies and procedures to monitor and, if necessary, manage the reliance on revenue received from a single 
client. 
9. Using different partners and engagement teams with separate reporting lines for the provision of non-
assurance services to an assurance client. 
10. Timely communication of a firm’s policies and procedures, including any changes to them, to all partners 
and professional staff, and appropriate training and education on such policies and procedures. 
11. Advising partners and professional staff of those assurance clients and related entities from which they must 
be independent. 
12. A disciplinary mechanism to promote compliance with policies and procedures. 
13. Published policies and procedures to encourage and empower staff to communicate to senior levels within 
the firm any issue relating to compliance with the fundamental principles that concerns them. 
14. Policies and procedures to prohibit individuals who are not members of an engagement team from 
inappropriately influencing the outcome of the engagement. 
 

Engagement-specific safeguards in the work environment may include: 
1. Consulting an independent third party, such as a committee of independent directors, a professional 
regulatory body or another professional accountant. 
2. Discussing ethical issues with those charged with governance of the client. 
3. Disclosing to those charged with governance of the client the nature of services provided and extent of fees 
charged. 
4. Involving an additional professional accountant to review the work done or otherwise advise as necessary 
5. Involving another firm to perform or re-perform part of the engagement. 
6. Rotating senior assurance team personnel. 
 
 
 
 
 
Introduction – Section 300 
1. This Part of the Code illustrates the application of conceptual framework contained in Part A to Professional 
Accountants in Business. 
2. The examples presented in the following sections are intended to illustrate how the conceptual framework 
is to be applied and are not intended to be, nor should they be interpreted as, an exhaustive list of all 
circumstances experienced by a professional accountant in business that may create threats to compliance with 
the principles. Consequently, it is not sufficient for a professional accountant in business merely to comply with 
the examples; rather, the framework should be applied to the particular circumstances faced. 
 
 
 

PART C: PROFESSIONAL ACCOUNTANTS IN BUSINESS 
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139(2) 
 

Paid up capital Limit of private Company is increased from 20 crores to 50 Crores 
 

Sec 141(3)(g) 
 

Companies exempted u/s 141(3)(g) from counting in Ceiling Limit  
 

Additional Requirement 
Now this exemption is available only if such company has not committed a default in filing its financial 
statements under section 137 or annual return under section 92 of the said Act with the Registrar 
 
Sec 143(3)(i) 
Reporting about internal financial controls - exemption to certain private limited companies 
The provisions of section 143(3)(i) of the Companies Act, 2013, shall not apply to a private company: — 
(i) which is a: 
• one-person company; or 
• small company; 
or 
(ii) which has: 
• turnover of less than rupees fifty crores as per latest audited financial statement; and 
• aggregate borrowings from banks or financial institutions or anybody corporate at any point of time during 
the financial year less than rupees twenty-five crore (Rs. 25 cr.). 
This exemption is available only if such company has not committed a default in filing its financial statements 
under section 137 or annual return under section 92 of the said Act with the Registrar  
 

MCA further clarified that the exemption shall be applicable for those audit reports in respect of financial 
statements pertaining to financial years commencing on or after 1st April 2016, which are made on or after the 
date of the said notification. (13th June 2017) 

AMENDMENTS 
COMPANY AUDIT I (SEC 139 TO SEC 148) 
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Maintenance of Accounts 
An LLP shall be under obligation to maintain annual accounts reflecting true and fair view of its state of affairs.  
 

Audit of LLP 
(i) The accounts of every LLP shall be audited in accordance with Rule 24 of LLP, Rules 2009.  
(ii) Such rules, inter-alia, provides that any LLP, whose turnover does not exceed, in any financial year, forty 

lakh rupees, or whose contribution does not exceed twenty-five lakh rupees, is not required to get its 
accounts audited.  

(iii) However, if the partners of such limited liability partnership decide to get the accounts of such LLP 
audited, the accounts shall be audited only in accordance with such rule. 

 

No Mandatory Insurance 
No mandatory insurance has been proposed in the Act. It would be difficult to assess insurance requirements 
of different types and sizes of LLPs. This would depend upon the nature of commercial risk attached with work 
or assignment handled by each. Applying common insurance requirements across a class of LLPs would result 
in increasing their costs of operation. Therefore, the underlying concern as to the credit worthiness of the LLP 
in the event of a contractual default is being addressed through statutory provisions for solvency declaration, 
disclosure of financial information and audit. 
 

Annual Return 
Every LLP would be required to file annual return in Form 11 with ROC within 60 days of closer of financial year. 
The annual return will be available for public inspection on payment of prescribed fees to Registrar. 
 

SAS 
A “Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with the Registrar every 
year. 
Statement of Account and Solvency in Form 8 which shall be filed within a period of thirty days from the end of 
six months the financial year to which the Statement of Account and Solvency relates. 
 

Fees 
The provisions of the Act require LLPs to file the documents like Statement of Account and Solvency (SAS) and 
Annual Return (AR) and notices in respect of changes among partners etc. within the time specifically indicated 
in relevant provisions. The Act contains provisions for allowing LLPs to file such documents after their due dates 
on payment of additional fees. It has been provided that in case LLPs file relevant documents after their due 
dates with additional fees upto 300 days, no action for prosecution will be taken against them. In case there is 
delay of 300 days or more, the LLPs will be required to pay normal filing fees, additional fee and shall also be 
liable to be prosecuted. 
The Act also contains provisions for compounding of offences which are punishable with fine only. 
 

Obtaining Information & Summon from Registrar 
Registrar would have power to obtain such information which he may consider necessary for the purposes of 
carrying out the provisions of the Act, from any designated partner, partner or employee of the LLP. He would 
also have power to summon any designated partner, partner or employee of any LLP before him for any such 
purpose, in case the information has not been furnished to him or in case the Registrar is not satisfied with the 
information furnished to him. 
 

Public Inspection 
The following documents/information will be available for inspection by any person: - 
• Incorporation document, 
• Names of partners and changes, if any, made therein, 

PART-4 
AUDIT OF COMPANY (LLP) AMENDMENTS 

1. SALIENT FEATURES OF LIMITED LIABILITY PARTNERSHIPS (LLP) AUDIT 
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• Statement of Account and Solvency 
• Annual Return 
The fees for such inspection of an LLP is Rs 50/- and fees for certified copy or extract of any document u/s 36 
shall Rs. 5/- per page. 
 
 

 

LLP’s are required to maintain books of accounts which shall contain - 
1. Particulars of all sums of money received and expended by the LLP and the matters in respect of which the 
receipt and expenditure takes place, 
2. Statements of costs of goods purchased, inventories, work-in-progress, finished goods and costs of goods 
sold, 
3. A record of the assets and liabilities of the LLP, 
4. Any other particulars which the partners may decide. 
 

 

 

The auditor may be appointed by the designated partners of the LLP – 
1. At any time for the first financial year but before the end of first financial year, 
2. At least thirty days prior to the end of each financial year (other than the first financial year), 
3. To fill the causal vacancy in the office of auditor, 
4. To fill the casual vacancy caused by removal of auditor. 
The partners may appoint the auditors if the designated partners have failed to appoint them. 
 
 

1. Auditing the accounts of a LLP helps in detecting errors & frauds & verification of financial statements 
2. Periodical visits & suggestions by the auditor will be helpful in improving the management of the LLP 
3. For settling accounts between partners at the time of admission, death, retirement, insolvency, insanity, etc. 
audited accounts are accepted by those concerned who have dealings with the LLP 
4. Disputes, if any between any partners in the matter of accounts can be settled with the help    of audited 
accounts. 
5. Banks & financial institutions lend money to the firms only on the basis of audited accounts. 
 

 
 

1. The auditor should get definite instructions in writing as to the work to be performed by him. 
2. The auditor should mention 

a) Whether any restriction was imposed upon him 
b) Whether he was able to obtain all information & explanation necessary for his work 
c) Whether the records of the firm appear to be correct & reliable 

3. The auditor should read the LLP agreement & note the following provisions 
a) Nature of the business of the LLP 
b) Duration of partnership 
c) Borrowing powers of the LLP 
d) Amount of capital contributed by each partner 
e) Interest – in respect of additional capital contributed 
f) Salaries, commission etc payable to partners 
g) Profit sharing ratio 
h) Drawings allowed to the partners 
i) Rights & duties of partners 
j) Method of settlement of accounts between partners at the time of admission, retirement, admission etc. 
k) Any loans advanced by the partners 

4. If partners maintain minute book he shall refer it for any resolution passed regarding the accounts 

2. BOOKS OF ACCOUNTS 

3. APPOINTMENT OF AUDITOR 

4. ADVANTAGES / PURPOSE / NEED OF AUDIT 

5. AUDITOR’S DUTY REGARDING AUDIT OF LLP 
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1. Types of Financial Reporting Framework

General Purpose FRF Special Purpose FRF

Followed & Suitable for 
public at large 

Ex: AS in India follow   by 
all for making FST 

Followed and Suitable for 
few  Ex: T.R.A.I asked for 
circle wise P&L  which is 

only  suitable for decision-
making  of license fees 

Report Covered by 
SA 700 Report Covered by SA 700 

& SA 800 
 

 
 

 
 
 
 
 

The auditor’s report shall be in writing. 
 

Auditor’s Report for Audits Conducted in Accordance with Standards on Auditing 
 

Elements 
 

i. Title 
The auditor’s report shall have a title that clearly indicates that it is the report of an independent 
auditor. (“Independent Auditor’s Report) 
 

ii. Addressee 
 

SA 700 (Revised) 
FORMING AN OPINION AND REPORTING ON FINANCIAL STATEMENTS 

1. TYPES OF FRF & ITS IMPACT ON AUDIT REPORT 

2. BASIC ELEMENTS OF THE AUDITOR REPORT 
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The auditor’s report shall be addressed, as appropriate, based on the circumstances of the 
engagement. (It may be prescribed in Law / Regulation / Terms of Engagement, if not it can be 
addressed to TCWG or Shareholders) 

  

iii. Auditor’s Opinion 
The first section of the auditor’s report shall include the auditor’s opinion and shall have the heading 
“Opinion.” 

 

The Opinion section of the auditor’s report shall also: 
(a) State that the financial statements have been audited; 
(b) Identify the entity whose financial statements have been audited; 
(c) Identify the title of each statement comprising the financial statements; 
(d) Refer to the notes, including the summary of significant accounting policies; and 
(e) Specify the date of, or period covered by, each financial statement comprising the financial 
statements. 

 

Wordings 
 

 Fair Presentation Framework 
When expressing an unmodified opinion on financial statements prepared in accordance with a fair 
presentation framework, the auditor’s opinion shall, unless otherwise required by law or regulation, use 
one of the following phrases, which are regarded as being equivalent: 

(a) In our opinion, the accompanying financial statements present fairly, in all material respects, […] in 
accordance with [the applicable financial reporting framework]; or 

 
(b) In our opinion, the accompanying financial statements give a true and fair view of […] in accordance with 

[the applicable financial reporting framework].  
 

 Compliance Framework 
When expressing an unmodified opinion on financial statements prepared in accordance with a 
compliance framework, the auditor’s opinion shall be that the accompanying financial statements are 
prepared, in all material respects, in accordance with [the applicable financial reporting framework]. 

 

If the reference to the applicable financial reporting framework in the auditor’s opinion is not to 
Accounting Standards, the auditor’s opinion shall identify the origin of such other framework. 

 

iv. Basis for Opinion 
The auditor’s report shall include a section, directly following the Opinion section, with the heading 
“Basis for Opinion”, that: 
(a) Includes a statement that the auditor is independent of the entity in accordance with the relevant 

ethical requirements relating to the audit and has fulfilled the auditor’s other ethical responsibilities 
in accordance with these requirements. The statement shall refer to the Code of Ethics issued by 
ICAI. 

(b)  States that the audit was conducted in accordance with Standards on Auditing; 
(c)  Refers to the section of the auditor’s report that describes the auditor’s responsibilities under the 

SAs; 
(d)  States whether the auditor believes that the audit evidence the auditor has obtained is sufficient 

and appropriate to provide a basis for the auditor’s opinion. 
 

v. Going Concern 
Where applicable, the auditor shall report in accordance with SA 570 (Revised). 
 

vi. Key Audit Matters (Please refer SA 701 for detailed discussion) 
a. For audits of complete sets of general purpose financial statements of listed entities, the auditor 

shall communicate key audit matters in the auditor’s report in accordance with SA 701. 
b. When the auditor is otherwise required by law or regulation or decides to communicate key audit 

matters in the auditor’s report, the auditor shall do so in accordance with SA 701. 
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vii. Responsibilities for the Financial Statements 
The auditor’s report shall include a section with a heading “Responsibilities of Management for the 
Financial Statements.” The auditor’s report shall use the term that is appropriate in the context of 
the legal framework applicable to the entity and need not refer specifically to “management”. In 
some entities, the appropriate reference may be to those charged with governance. (For last line, 
Its like saying audit committee is responsible for financial statements but in India responsibility lies 
with BOD) 

 

 This section of the auditor’s report shall describe management’s responsibility for:  
 

(a) Preparing the financial statements in accordance with the applicable financial reporting 
framework, and for such internal control as management determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to fraud 
or error; and 
 

When the financial statements are prepared in accordance with a fair presentation framework, the 
description of responsibilities for the financial statements in the auditor’s report shall refer to “the 
preparation and fair presentation of these financial statements” or “the preparation of financial 
statements that give a true and fair view,” as appropriate in the circumstances. (See third line of the 
paragraph) 
 

(b) Assessing the entity’s ability to continue as a going concern and whether the use of the going 
concern basis of accounting is appropriate as well as disclosing, if applicable, matters relating to 
going concern. The explanation of management’s responsibility for this assessment shall include a 
description of when the use of the going concern basis of accounting is appropriate. 

 

This section of the auditor’s report shall also identify those responsible for the oversight of the 
financial reporting process (See last line of management responsibility paragraph), when those 
responsible for such oversight are different from those who fulfill the responsibilities above. In this 
case, the heading of this section shall also refer to “Those Charged with Governance” or such term 
that is appropriate in the context of the legal framework applicable to entity. 

(Four things Preparation of Financial Statements / Internal Control System / Going Concern / 
Oversight)  

viii. Auditor’s Responsibilities for the Audit of the Financial Statements 
 

The auditor’s report shall include a section with the heading “Auditor’s Responsibilities for the Audit 
of the Financial Statements.”  
(This part focuses on objectives given in Paragraph 37) 
 

This section of the auditor’s report shall: 
(a) State that the objectives of the auditor are to: 

(i) Obtain reasonable assurance about whether the financial statements as a whole are free from 
material misstatement, whether due to fraud or error; and 
(ii) Issue an auditor’s report that includes the auditor’s opinion. 

 
(b) State that reasonable assurance is a high level of assurance, but is not a guarantee that an audit 
conducted in accordance with SAs will always detect a material misstatement when it exists; and 
 

(c) State that misstatements can arise from fraud or error, and either: 
(i) Describe that they are considered material if, individually or in the aggregate, they could 
reasonably be expected to influence the economic decisions of users taken on the basis of these 
financial statements; or 
(ii) Provide a definition or description of materiality in accordance with the applicable financial 
reporting framework. 

 



CA Ravi Taori          SA 700 Series 

auditguru.in                   13 

The Auditor’s Responsibilities for the Audit of the Financial Statements section of the auditor’s 
report shall further: (This part focuses on scope of audit, how audit was performed given 
in Paragraph 38) 

 

(a) State that, as part of an audit in accordance with SAs, the auditor exercises professional 
judgment and maintains professional skepticism throughout the audit; and 
 

(b) Describe an audit by stating that the auditor’s responsibilities are: 
(i) To identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error; to design and perform audit procedures responsive to those 
risks; and to obtain audit evidence that is sufficient and appropriate to provide a basis for 
the auditor’s opinion. The risk of not detecting a material misstatement resulting from fraud 
is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional 
omissions, misrepresentations, or the override of internal control. 
 

(ii) To obtain an understanding of internal control relevant to the audit in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. In circumstances 
when the auditor also has a responsibility to express an opinion on the effectiveness of 
internal control in conjunction with the audit of the financial statements, the auditor shall 
omit the phrase that the auditor’s consideration of internal control is not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. 
 

(iii) To evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by management. 

 

(iv) To conclude on the appropriateness of management’s use of the going concern basis 
of accounting and, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the entity’s ability 
to continue as a going concern. If the auditor concludes that a material uncertainty exists, 
the auditor is required to draw attention in the auditor’s report to the related disclosures in 
the financial statements or, if such disclosures are inadequate, to modify the opinion. The 
auditor’s conclusions are based on the audit evidence obtained up to the date of the 
auditor’s report. However, future events or conditions may cause an entity to cease to 
continue as a going concern. 
 

(v) When the financial statements are prepared in accordance with a fair presentation 
framework, to evaluate the overall presentation, structure and content of the financial 
statements, including the disclosures, and whether the financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation. 

 

(c) When SA 600 applies, further describe the auditor’s responsibilities in a group audit 
engagement by stating: The division of responsibility for the financial information of the entity 
by indicating the extent to which the financial information of components is audited by the 
other auditors have been included in the financial information of the entity, e.g., the number of 
divisions/branches/subsidiaries or other components audited by other auditors 

  (Other Matter Paragraph) 
 

The Auditor’s Responsibilities for the Audit of the Financial Statements section of the auditor’s 
report also shall: (This part focuses on Communication given in Paragraph 39) 
 

(a) State that the auditor communicates with those charged with governance regarding, among 
other matters, the planned scope and timing of the audit and significant audit findings, 
including any significant deficiencies in internal control that the auditor identifies during the 
audit; 
(b) State that the auditor provides those charged with governance with a statement that the 
auditor has complied with relevant ethical requirements regarding independence and 
communicate with them all relationships and other matters that may reasonably be thought to 
bear on the auditor’s independence, and where applicable, related safeguards; and 
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(c) For audits of financial statements of all such entities for which key audit matters are 
communicated in accordance with SA 701, state that, from the matters communicated with 
those charged with governance, the auditor determines those matters that were of most 
significance in the audit of the financial statements of the current period and are therefore the 
key audit matters. In accordance with the requirements of SA 701, the auditor describes these 
matters in the auditor’s report unless law or regulation precludes public disclosure about the 
matter or when, in extremely rare circumstances, the auditor determines that a matter should 
not be communicated in the auditor’s report because the adverse consequences of doing so 
would reasonably be expected to outweigh the public interest benefits of such communication. 

 

Location of the description of the auditor’s responsibilities for the audit of the financial 
statements. (Only for Scope (Para 38) & Communication Responsibilities (Para 39) Above) 

 

The description of the auditor’s responsibilities for the audit of the financial statements shall be 
included: 
(a) Within the body of the auditor’s report; 
(b) Within an appendix to the auditor’s report, in which case the auditor’s report shall include 
a reference to the location of the appendix; or 
(c) By a specific reference within the auditor’s report to the location of such a description on a 
website of an appropriate authority, where law, regulation or the auditing standards expressly 
permit the auditor to do so. 
 

When the auditor refers to a description of the auditor’s responsibilities on a website of an 
appropriate authority, the auditor shall determine that such description addresses, and is not 
inconsistent with, the requirements of this SA. 

 

ix. Other Reporting Responsibilities 
If the auditor addresses other reporting responsibilities in the auditor’s report on the financial 
statements that are in addition to the auditor’s responsibilities under the SAs, these other reporting 
responsibilities shall be addressed in a separate section in the auditor’s report with a heading titled 
“Report on Other Legal and Regulatory Requirements” or otherwise as appropriate to the content of 
the section, unless these other reporting responsibilities address the same topics as those presented 
under the reporting responsibilities required by the SAs in which case the other reporting 
responsibilities may be presented in the same section as the related report elements required by the 
SAs.  
 

If other reporting responsibilities are presented in the same section as the related report elements 
required by the SAs, the auditor’s report shall clearly differentiate the other reporting responsibilities 
from the reporting that is required by the SAs. (E.g. Company Act 2013 requires auditor to comment 
whether financial statements give true & fair view, so this comment is made in opinion paragraph and 
reference to company act is made there itself) 

 

If the auditor’s report contains a separate section that addresses other reporting responsibilities, the 
requirements all content till auditor’s responsibility of this SA shall be included under a section with a 
heading “Report on the Audit of the Financial Statements.” The “Report on Other Legal and Regulatory 
Requirements” shall follow the “Report on the Audit of the Financial Statements.” 

 

x. Signature of the Auditor 
The auditor’s report shall be signed. The report is signed by the auditor (i.e. the engagement 
partner) in his personal name. Where the firm is appointed as the auditor, the report is signed in 
the personal name of the auditor and in the name of the audit firm. The partner/proprietor signing 
the audit report also needs to mention the membership number assigned by the Institute of 
Chartered Accountants of India. They also include the registration number of the firm, wherever 
applicable, as allotted by ICAI, in the audit reports signed by them. 

 

xi. Place of Signature 
The auditor’s report shall name specific location, which is ordinarily the city where the audit report 
is signed. 
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xii. Date of the Auditor’s Report 
The auditor’s report shall be dated no earlier than the date on which the auditor has obtained 
sufficient appropriate audit evidence on which to base the auditor’s opinion on the financial 
statements, including evidence that: 

(a) All the statements that comprise the financial statements, including the related notes, have 
been prepared; and 
(b) Those with the recognized authority have asserted that they have taken responsibility for 
those financial statements. (That means first management should sign and then auditor) 

 
 
 
 

{Ex: Format of tax audit report prescribed by law} 
Refers to Standards on Auditing only if the auditor’s report includes, at a minimum, Basic Elements of Audit 
Report, except that going concern / key audit matter / other reporting requirements only if required. 
 

In India we don’t refer to SA 700 while preparing tax audit report because it is not having management 
responsibility & auditor responsibility paragraph. 
ICAI Clarification on tax audit report 
http://www.icai.org/new_post.html?post_id=9687 
 
 
 
 

A certificate is a written confirmation of the accuracy of the facts stated therein and does not involve any 
estimate or opinion. The term ‘certificate’ is, therefore, used where the auditor verifies the accuracy of facts. An 
auditor may thus, certify the circulation figures of a newspaper or the value of imports or exports of a company. 
An auditor’s certificate represents that he has verified certain figures and is in a position to vouch safe their 
accuracy as per his examination of documents and books of account.  
 

A report, on the other hand, is a formal statement usually made after an enquiry, examination or reviews of 
specified matters under report and includes the reporting auditor’s opinion thereon. Thus, when a reporting 
auditor issues a certificate, he is responsible for the factual accuracy of what is stated therein.  
 

On the other hand, when a reporting auditor gives a report, he is responsible for ensuring that the report is 
based on factual data, that his opinion is in due accordance with facts, and that it is arrived at by the application 
of due care and skill. The ‘report’ involves expression of opinion which may differ from one professional to 
another.  
 

There is no question of exactitude in case of a report since the information contained therein is based on 
estimates and involves judgement element. 
 
 
 
 

Reporting to Shareholders Reporting to Those Charged with Governance. 
Section 143 of the Companies Act, 2013 deals with 
the provisions relating to reporting to Shareholders. 
Thus, it is a Statutory Audit Report which is 
addressed to the members. 

SA 260 deals with the provisions relating to 
reporting to those Charged with Governance. 

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

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

Statutory Audit Reports are in public domain. Reporting to those Charged with Governance is an 
internal document i.e. private report. 

 
 

3. AUDITOR REPORT PRESCRIBED BY LAW OR REGULATION 

4. CERTIFICATE FOR SPECIAL PURPOSE VS. AUDIT REPORT 

5. REPORTING TO SHAREHOLDERS V/S REPORTING TO TCWG 
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(Overall Objectives is to give OPINION as per SA 200 which can be Divided in 2 Parts 
 1st Financial Statements are Free From Material Misstatements 
 2nd As per Applicable Financial Reporting Framework 

 SA 700 asks to achieve these twin objectives) 

 

1st Financial Statements are Free From Material Misstatements 
 In order to form that opinion, the auditor shall conclude as to whether the auditor has obtained 

reasonable assurance about whether the financial statements as a whole are free from material 
misstatement, whether due to fraud or error.  
 

(To achieve above be ensured about uncorrected misstatements, results of FRF evaluations and obtain 
sufficient and appropriate evidence)   
That conclusion shall take into account: 
(a) The auditor’s conclusion, in accordance with SA 450, whether uncorrected misstatements are 
material, individually or in aggregate; and 
(b) The evaluations required by below given FRF evaluations 
(c)The auditor’s conclusion, in accordance with SA 330, whether sufficient appropriate audit evidence 
has been obtained; 

 

2nd Financial Statements are Free from Material Misstatements 
 The auditor shall form an opinion on whether the financial statements are prepared, in all material 

respects, in accordance with the applicable financial reporting framework. 
 

 The auditor shall evaluate whether the financial statements are prepared, in all material respects, in 
accordance with the requirements of the applicable financial reporting framework. This evaluation shall 
include consideration of the qualitative aspects of the entity’s accounting practices, including indicators 
of possible bias in management’s judgments.  
 

 Further Specific Evaluations 
 

In particular, the auditor shall evaluate whether, in view of the requirements of the applicable financial 
reporting framework: 

(a) The accounting policies selected and applied are consistent with the applicable financial 
reporting framework and are appropriate; 

 (b) The accounting estimates made by management are reasonable; 
 

(c) The financial statements adequately disclose the significant accounting policies selected and 
applied; 
(d) The financial statements provide adequate disclosures to enable the intended users to 
understand the effect of material transactions and events on the information conveyed in the 

 financial statements; and 
(e) The terminology used in the financial statements, including the title of each financial statement, 
is appropriate. 

 

 (f) The information presented in the financial statements is relevant, reliable, comparable, and 
understandable; 

  

 (Additional Evaluations for Fair Presentation Framework) 
 When the financial statements are prepared in accordance with a fair presentation framework, 

the evaluation required by above FRF evaluations shall also include whether the financial 
statements achieve fair presentation. The auditor’s evaluation as to whether the financial 
statements achieve fair presentation shall include consideration of: 

 (a) The overall presentation, structure and content of the financial statements; and 
 (b) Whether the financial statements, including the related notes, represent the underlying 

transactions and events in a manner that achieves fair presentation. 

6. FORMING AN OPINION ON THE FINANCIAL STATEMENTS 
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  (Description of Applicable FRF) 
 The auditor shall evaluate whether the financial statements adequately refer to or describe the 

applicable financial reporting framework. 
 
 
 
 

Management makes a number of judgments about the amounts and disclosures in the financial statements. 
 

Qualitative Aspects explained in SA 260 and it includes Management Bias 
SA 260 (Revised) contains a discussion of the qualitative aspects of accounting practices In considering the 
qualitative aspects of the entity’s accounting practices, the auditor may become aware of possible bias in 
management’s judgments. The auditor may conclude that the cumulative effect of a lack of neutrality, together 
with the effect of uncorrected misstatements, causes the financial statements as a whole to be materially 
misstated.  
 

Indicators of Lack of Neutrality 
Indicators of a lack of neutrality that may affect the auditor’s evaluation of whether the financial statements as 
a whole are materially misstated include the following: 
 The selective correction of misstatements brought to management’s attention during the audit (e.g., 

correcting misstatements with the effect of increasing reported earnings, but not correcting misstatements 
that have the effect of decreasing reported earnings). 

 Possible management bias in the making of accounting estimates. 
 

SA 540 explains Management Bias 
SA 540 addresses possible management bias in making accounting estimates. Indicators of possible 
management bias do not constitute misstatements for purposes of drawing conclusions on the reasonableness 
of individual accounting estimates. They may, however, affect the auditor’s evaluation of whether the financial 
statements as a whole are free from material misstatement. 
 
 
 
 
 

 

 

 
 

 

Answer: - This point is explained in SA 700 and not SA 701, so be careful while quoting SA number: - 
 

A. For audits of complete sets of general purpose financial statements of listed entities, the auditor shall 
communicate key audit matters in the auditor’s report in accordance with SA 701. (So above 3 things 
are must for compulsory consideration about KAM) 
 

B. When the auditor is otherwise required by law or regulation or decides to communicate key audit 
matters in the auditor’s report, the auditor shall do so in accordance with SA 701.  
{Apart from compulsory consideration these two situations are possible  
1st if required by law for example if made mandatory TRAI or  
2nd Auditor decides to communicate if entity is of significant public interest for example because they 
have a large number and wide range of stakeholders and considering the nature and size of the 
business. Examples of such entities may include financial institutions (such as banks, insurance 
companies, and pension funds), and other entities such as charities. 

7. QUALITATIVE ASPECTS OF THE ENTITY’S ACCOUNTING PRACTICES 

SA 701 
COMMUNICATING KEY AUDIT MATTERS IN THE INDEPENDENT AUDITOR’S 

REPORT 

1. IN WHICH CIRCUMSTANCES, AUDITOR SHOULD THINK/CONSIDER ABOUT KEY AUDIT 
MATTER PARAGRAPH? 
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Public sector entities, even where not listed, may be significant due to size, complexity or public interest 
aspects. In such cases, an auditor of a public-sector entity may be required by law or regulation or may 
otherwise decide to communicate key audit matters in the auditor’s report.} 

 

However, SA 705 (Revised) prohibits the auditor from communicating key audit matters when the auditor 
disclaims an opinion on the financial statements, unless such reporting is required by law or regulation. 

 

 

Answer 

Key audit matters— Those matters that, in the auditor’s professional judgment, were of most significance in the 
audit of the financial statements of the current period. Key audit matters are selected from matters 
communicated with those charged with governance. 

(1st It should from matters communicated to TCWG 

2nd Required SIGNIFICANT AUDITOR ATTENTION 

3rd It should be of MOST SIGNIFICANCE 

4th It is should be from audit of CURRENT Period) 

Significant Auditor Attention 

The auditor shall determine, from the matters communicated with those charged with governance, those 
matters that required significant auditor attention in performing the audit. 

In making this determination, the auditor shall take into account the following: 

(It gives us guidance on matters where there is generally Significant Auditor Attention) 

(a) Areas of higher assessed risk of material misstatement, or significant risks identified in accordance with SA 
315.  

(In case of higher RMM we take into consideration internal control system but still conclude that chance of 
misstatement are high but in Significant risk we don’t take into consideration internal control system. Some 
parallel example Dengue is significant risk to life if I don’t consider medical facilities & cure available for it but 
Blood Cancer in higher RMM even if I consider medical facilities available. Now professional example valuation 
of closing stock in fast changing electronic industry is significant risk even if controls are strong but complex 
ESOP scheme may be higher RMM 

Now real life example of Dominos, where E&Y UK as specified revenue recognition risk as RMM specifically 
highlighting Cut Off as a big risk in audit report) 

 (b) Significant auditor judgments relating to areas in the financial statements that involved significant 
management judgment, including accounting estimates that have been identified as having high estimation 
uncertainty.  

(In Mondi Limited a South African Company auditor Deloitte has specified Capitalization of Fixed Asset as Key 
audit matter as it involves significant judgement by management regarding which expenses should be 
capitalized and till what time and what should be economic useful life.)  

(c) The effect on the audit of significant events or transactions that occurred during the period.  

(In Philips Netherland KPMG has specified Separation of Health Tech Business & Lighting Opportunities as 
separate company as Key Audit Matter, Also Acquisition of Volcano Corporation) 

Most Significance 

The auditor shall determine which of the matters determined in accordance with above points were of most 
significance in the audit of the financial statements of the current period and therefore are the key audit matters. 
(Matters involving in depth, frequent, robust interactions, important to users, complex, subjective, material etc. 

2. WHAT DO YOU MEAN BY KEY AUDIT MATTER (KAM) AND HOW TO DETERMINE KAM? 
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For example, GST implementation may be of most significance as compared to IDT cases pending against 
company) 

 

 

a. The auditor shall describe each key audit matter, using an appropriate subheading, in a separate section of 
the auditor’s report under the heading “Key Audit Matters,”. The introductory language in this section of 
the auditor’s report shall state that: 

 

i. Key audit matters are those matters that, in the auditor’s professional judgment, were of most significance in 
the audit of the financial statements [of the current period]; and 
ii. These matters were addressed in the context of the audit of the financial statements as a whole, and in 
forming the auditor’s opinion thereon, and the auditor does not provide a separate opinion on these matters. 
(Above 2 are general statements, they should be specified at the start every time auditor specifies KAM) 

b. Descriptions of Individual Key Audit Matters 
The description of each key audit matter in the Key Audit Matters section of the auditor’s report shall include a 
reference to the related disclosure(s), if any, in the financial statements and shall address: 

(i) Why the matter was considered to be one of most significance in the audit and therefore determined to be 
a key audit matter; and 

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

c. Circumstances in Which a Matter Determined to Be a Key Audit Matter Is Not Communicated in the 
Auditor’s Report 
The auditor shall describe each key audit matter in the auditor’s report unless: 

i.   Law or regulation precludes public disclosure about the matter; (E.g. Suppose SFIO investigations are going 
against company for money laundering and NCLT directs auditor not to disclose details as it may affect 
investigations adversely, in such circumstances auditor will not disclose KAM) or 

 

ii.   In extremely rare circumstances, the auditor determines that the matter should not be communicated in the 
auditor’s report because the adverse consequences of doing so would reasonably be expected to outweigh 
the public interest benefits of such communication. This shall not apply if the entity has publicly disclosed 
information about the matter. 
 

(E.g. Cyrus Mistry was removed as chairman of TATA Sons and there will be change in management along 
with legal tussle between Cyrus Mistry (Shapoorji Pallonji Group) and Ratan Tata Group now this is big event 
and may qualify for KAM but auditor may decide not to give details as it will lead to speculations and 
tarnishing Tata group companies) 
 

d. Form and Content of the Key Audit Matters Section in Other Circumstances 
If the auditor determines, depending on the facts and circumstances of the entity and the audit, that there are 
no key audit matters to communicate or that the only key audit matters communicated are those matters which 
are not to be communicated in audit report, the auditor shall include a statement to this effect in a separate 
section of the auditor’s report under the heading “Key Audit Matters.” 

 

 

 

a. Interaction between Descriptions of Key Audit Matters and Other Elements Required to Be Included in the 
Auditor’s Report. 

A matter giving rise to a modified opinion in accordance with SA 705 (Revised), or a material uncertainty related 
to events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern in 

3. HOW TO COMMUNICATE KAM IN AUDIT REPORT? 

4. WHAT IS RELATIONSHIP BETWEEN KEY AUDIT MATTERS, THE AUDITOR’S OPINION 
AND OTHER ELEMENTS OF THE AUDITOR’S REPORT? 



CA Ravi Taori          SA 700 Series 

auditguru.in                   20 

accordance with SA 570 (Revised), are by their nature key audit matters. However, in such circumstances, these 
matters shall not be described in the Key Audit Matters section of the auditor’s report and the requirements of 
specific disclosure as KAM. Rather, the auditor shall: 

i. Report on these matter(s) in accordance with the applicable SA(s); and 
ii. Include a reference to the Basis for Qualified (Adverse) Opinion or the Material Uncertainty Related to Going 

Concern section(s) in the Key Audit Matters section. 
 

b. Key Audit Matters Not a Substitute for Expressing a Modified Opinion 
The auditor shall not communicate a matter in the Key Audit Matters section of the auditor’s report when the 
auditor would be required to modify the opinion in accordance with SA 705 (Revised) as a result of the matter. 

(Qualified under SA 705  Don’t include in KAM just give reference of Basis of Qualification in KAM para 
 
Adverse under SA 705  Don’t include in KAM just give reference Basis of Qualification in KAM para 
 
Disclaimer under SA 705  Don’t give KAM para as audit was not conducted 
 

EMP / OMP under SA 706  If matter of EMP / OMP is also KAM, include it in KAM you can highlight more by 
putting it first in sequence and describing it more. then no need to put separate EMP / OMP. Apart from this 
there can be separate matters where only EMP / OMP is required and no need to include them in KAM, this 
concept is explained in detail in SA 706) 

 

 

 
 
 
 
 

 
i. Circumstances When a Modification to the Auditor’s Opinion is Required 
  The auditor shall modify the opinion in the auditor’s report when: 
(a) The auditor concludes that, based on the audit evidence obtained, the financial statements as a whole 

are not free from material misstatement; or 
(b) The auditor is unable to obtain sufficient appropriate audit evidence to conclude that the financial 

statements as a whole are free from material misstatement. 
 

ii. Determining the Type of Modification to the Auditor’s Opinion 
 

 Qualified Opinion 
      The auditor shall express a qualified opinion when: 

(a) The auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements, 
individually or in the aggregate, are material, but not pervasive, to the financial statements; or 

(b) The auditor is unable to obtain sufficient appropriate audit evidence on which to base the opinion, but 
the auditor concludes that the possible effects on the financial statements of undetected misstatements, 
if any, could be material but not pervasive. 

 

      Pervasive – A term used, in the context of misstatements, to describe the effects on the financial statements 
of misstatements or the possible effects on the financial statements of misstatements, if any, that are 
undetected due to an inability to obtain sufficient appropriate audit evidence. Pervasive effects on the 
financial statements are those that, in the auditor’s judgment: 
 Are not confined to specific elements, accounts or items of the financial statements; (E.g. Trial 

Balance of particular branch not included while preparing financial statements) 
 If so confined, represent or could represent a substantial proportion of the financial statements; or 

(E.g. Impairment of a factory is not done which represents 60% of total assets) 

SA 705 
MODIFICATIONS TO THE OPINION IN THE INDEPENDENT AUDITOR’S REPORT 

 

1. WHEN TO MODIFY? TYPES OF MODIFICATIONS & OTHER CONSIDERATIONS 



CA Ravi Taori          SA 700 Series 

auditguru.in                   21 

 In relation to disclosures, are fundamental to users’ understanding of the financial statements. (Key 
disclosures of amalgamation & discontinuing operations are omitted) 

 

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

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

The auditor shall disclaim an opinion when, in extremely rare circumstances involving multiple 
uncertainties, the auditor concludes that, notwithstanding having obtained sufficient appropriate 
audit evidence regarding each of the individual uncertainties, it is not possible to form an opinion 
on the financial statements due to the potential interaction of the uncertainties and their possible 
cumulative effect on the financial statements. (Example of Indosolar Ltd) 

 
Nature of Matter giving rise to 
the Modification 

Auditor’s Judgment about the Pervasiveness of the Effects. or 
Possible Effects on the Financial Statements 

 Material but Not Pervasive Material but Pervasive 
Financial Statements are 
materially misstated  

Qualified Opinion Adverse Opinion  

Inability to obtain sufficient 
appropriate audit evidence  

Qualified Opinion  Disclaimer of Opinion ' 

 

Sufficient & Appropriate Evidence &  
No MMST

1. Types of Opinion (Chart)

Unmodified / Unqualified / 
Clean Opinion

Financial Statements  gives “True and 
Fair View”

Modified Opinion

No S&A 
Evidence MMST

Pervasive Not Pervasive

“Not able to 
express opinion”

“Subject To” /
“Except Effect of” 

“FST Does 
not True & 
Fair View”

Pervasive

Disclaimer Qualified
Adverse

 
 

 
 
 

 (In exams express only those areas where there is change) 
 

i. Title 
No Change 
 

ii. Addressee 
      No Change 

2. FORM AND CONTENT OF THE AUDITOR’S REPORT WHEN THE OPINION IS MODIFIED 
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iii. Auditor’s Opinion 

When the auditor modifies the audit opinion, the auditor shall use the heading “Qualified Opinion,” 
“Adverse Opinion,” or “Disclaimer of Opinion,” as appropriate, for the Opinion section. 

 

 Qualified Opinion 
When the auditor expresses a qualified opinion due to a material misstatement in the financial 
statements, the auditor shall state that, in the auditor’s opinion, except for the effects of the matter(s) 
described in the Basis for Qualified Opinion section: 
(a) When reporting in accordance with a fair presentation framework, the accompanying financial 
statements present fairly, in all material respects (or give a true and fair view of) […] in accordance 
with [the applicable financial reporting framework]; or 
(b) When reporting in accordance with a compliance framework, the accompanying financial 
statements have been prepared, in all material respects, in accordance with [the applicable financial 
reporting framework]. 

 

When the modification arises from an inability to obtain sufficient appropriate audit evidence, the 
auditor shall use the corresponding phrase “except for the possible effects of the matter(s) ...” for the 
modified opinion. 
 

 Adverse Opinion 
When the auditor expresses an adverse opinion, the auditor shall state that, in the auditor’s opinion, 
because of the significance of the matter(s) described in the Basis for Adverse Opinion section: 
(a) When reporting in accordance with a fair presentation framework, the accompanying financial 
statements do not present fairly (or give a true and fair view of) […] in accordance with [the applicable 
financial reporting framework]; or 
(b) When reporting in accordance with a compliance framework, the accompanying financial 
statements have not been prepared, in all material respects, in accordance with [the applicable 
financial reporting framework]. 
 

 Disclaimer of Opinion 
When the auditor disclaims an opinion due to an inability to obtain sufficient appropriate audit 
evidence, the auditor shall: 
(a) Amend the statement in Opinion paragraph, which indicates that the financial statements have 
been audited, to state that the auditor was engaged to audit the financial statements. 
(b) State that, because of the significance of the matter(s) described in the Basis for Disclaimer of 
Opinion section, the auditor has not been able to obtain sufficient appropriate audit evidence to 
provide a basis for an audit opinion on the financial statements; and 
(c) State that the auditor does not express an opinion on the accompanying financial statements; 

  

iv. Basis for Opinion 
When the auditor modifies the opinion on the financial statements, the auditor shall, in addition to the 
specific elements required by SA 700 (Revised): 
(a) Amend the heading “Basis for Opinion” required by paragraph 28 of SA 700 (Revised) to “Basis for 
Qualified Opinion,” “Basis for Adverse Opinion,” or “Basis for Disclaimer of Opinion,” as appropriate; and 
(b) Within this section, include a description of the matter giving rise to the modification. 
(c)When the auditor expresses a qualified or adverse opinion, the auditor shall amend the statement about 
whether the audit evidence obtained is sufficient and appropriate to provide a basis for the auditor’s 
opinion to include the word “qualified” or “adverse”, as appropriate. 
 

When the auditor disclaims an opinion on the financial statements, the auditor’s report shall not include 
the following 
Those elements are: 
(a) A reference to the section of the auditor’s report where the auditor’s responsibilities are described; 
and 
(b) A statement about whether the audit evidence obtained is sufficient and appropriate to provide a 
basis for the auditor’s opinion. 
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(c) Even if the auditor has expressed an adverse opinion or disclaimed an opinion on the financial 
statements, the auditor shall describe in the Basis for Opinion section the reasons for any other matters 
of which the auditor is aware that would have required a modification to the opinion, and the effects 
thereof. 
 

v. Going Concern 
      No Change 
 

vi. Key Audit Matter 
 

Considerations When the Auditor Disclaims an Opinion on the Financial Statements Unless required by 
law or regulation, when the auditor disclaims an opinion on the financial statements, the auditor’s report 
shall not include a Key Audit Matters section in accordance with SA 701 

 

vii. Management Responsibility 
      No Change 
 

viii. Description of Auditor’s Responsibilities for the Audit of the Financial Statements When the Auditor 
Disclaims an Opinion on the Financial Statements. 

 

When the auditor disclaims an opinion on the financial statements due to an inability to obtain sufficient 
appropriate audit evidence, the auditor shall amend the description of the auditor’s responsibilities to 
include only the following: 

 

(a) The statement about auditor independence and other ethical responsibilities required by SA 700 
(Revised). 
(b) A statement that the auditor’s responsibility is to conduct an audit of the entity’s financial statements 
in accordance with Standards on Auditing and to issue an auditor’s report; 
(c) A statement that, however, because of the matter(s) described in the Basis for Disclaimer of Opinion 
section, the auditor was not able to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion on the financial statements; and 
 

ix. Report on other legal & regulatory requirement 
      No Change  
 

x. Signature 
      No Change 
 

xi. Place 
      No Change 
 

xii. Date 
      No Change 

 
 
 

When the auditor expects to modify the opinion in the auditor’s report, the auditor shall communicate with 
those charged with governance the circumstances that led to the expected modification and the wording of the 
modification. 

 

APPENDIX 
LIST OF SITUATIONS / EXAMPLES (Only for knowledge not relevant for exams) 
 

QUALIFIED OPINION SHOULD BE GIVEN IN FOLLOWING SITUATIONS, PROVIDED THEY ARE MATERIAL 
BUT NOT PERVASIVE 
1) Depreciation is not charged. 
2) Interest wrongly capitalized with fixed assets. 
3) Long term investments are not properly valued as per FRF 
4) Auditor not allowed to visit  
5) Revenue expense shown as receivables 
 

3. COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE  
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ADVERSE OPINION SHOULD BE GIVEN IN FOLLOWING SITUATIONS, PROVIDED THEY ARE MATERIAL & 
PERVASIVE: 
1) Going concern assumption is inappropriate but still it is followed, no adjustment for historical cost to 
realizable and payable value 
2) Contractor followed completion method but AS 7 specifies percentage completion method. 
3) Major subsidiary is not consolidated with holding company financial statements. 
4) Company prepares financial statements as per cash basis, going against accrual principle   
5) Combination of points mentioned in qualified affecting major part of financial statements (pervasive) 
 

DISCLAIMER OPINION SHOULD BE GIVEN IN FOLLOWING SITUATIONS, PROVIDED THEY ARE MATERIAL 
& PERVASIVE: 
1) Multiple uncertainties exist and auditor is unable to determine possible effect on financial statements 
2) Books of accounts and related documents are seized by government authorities and there is no other means 
to get them. 
3) Going concern is doubtful and this information is not specified in notes to accounts. 
4) Only Xerox copies are available but o other reliable evidence to support it. 
5) Limitation imposed by management has possible pervasive effect on financial statements  
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INDEPENDENT AUDITOR’S REPORT 
 
 
To the Members of ABC Company Limited 
Report on the Audit of the Standalone Financial Statements 
 
 
Opinion 
 
We have audited the standalone financial statements of ABC Company Limited (“the Compa-
ny”), which comprise the balance sheet as at 31st March 20XX, and the statement of Profit and 
Loss, (statement of changes in equity) and statement of cash flows for the year then ended, and 
notes to the financial statements, including a summary of significant accounting policies and 
other explanatory information [in which are included the Returns for the year ended on that date 
audited by the branch auditors of the Company’s branches located at (location of branches)] 
 
In our opinion and to the best of our information and according to the explanations given to us, 
the aforesaid standalone financial statements give the information required by the Act in the 
manner so required and give a true and fair view in conformity with the accounting principles 
generally accepted in India, of the state of affairs of the Company as at March 31, 20XX, and 
profit/loss, (changes in equity)4 and its cash flows for the year ended on that date. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Basis for Opinion 
We conducted our audit in accordance with the Standards on Auditing (SAs) specified under 
section 143(10) of the Companies Act, 2013. Our responsibilities under those Standards are 
further described in the Auditor’s Responsibilities for the Audit of the Financial Statements sec-
tion of our report. 

No Change 

No Change 

 Qualified / Adverse / Disclaimer Opinion 

Auditor was engaged to 
audit the FST  

(Misstatement) 
Except for the effects of 
the matter(s) described 
in the Basis for Qualified 

Opinion section  
 

(No S&A Evidence) 
Except for the possible 
effects of the matter

(s) ...” for the modified 
opinion. 

Because of the signifi-

cance of the matter(s) 

described in the Basis 

for Adverse Opinion 

section  

Because of the signifi-

cance of the matter(s) 

described in the Basis 

for Disclaimer of Opin-

ion section, the auditor 

has not been able to 

obtain sufficient appro-

priate audit evidence to 

provide a basis for an 

audit opinion on the 

financial statements;  

and 

State that the auditor 

does not express an 

opinion on the accom-

panying financial state-

ments; 

Qualification Adverse Disclaimer 

Basis of  Qualification / Adverse / Disclaimer Opinion 
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Continuation of Audit Report….. 
We are independent of the Company in accordance with the Code of Ethics issued by the Insti-
tute of Chartered Accountants of India together with the ethical requirements that are relevant 
to our audit of the financial statements under the provisions of the Companies Act, 2013 and 
the Rules thereunder, and we have fulfilled our other ethical responsibilities in accordance with 
these requirements and the Code of Ethics. We believe that the audit evidence we have ob-
tained is sufficient and appropriate to provide a basis for our opinion. 

Depending  on the reason of modification 

Material Misstatement 
No Sufficient &  

Appropriate Evidence 

Related  
to Amounts 

 
Description and 
quantification of 

the financial 
effects of the 
misstatement  

(Eg Depreciation 
under charged by 

5 crores)  
 

& 
If it is not practi-
cable to quantify 

the financial 
effects, the audi-
tor shall so state 
in this section. 

(Eg Company has 
disclosed that CY 
losses covers net 
worth, instead it 
should be speci-

fied that CY losses 
are 3 times net 

worth of the com-
pany as on start 

of the year) 
  

Related to 
Narrative 

Disclosures  
 

An explana-
tion of how 
the disclo-

sures are mis-
stated.  

 
(Eg Company 
has disclosed 
that CY losses 

covers net 
worth, in-

stead it 
should be 

specified that 
CY losses are 
3 times net 

worth of the 
company as 

on start of the 
year)  

Relates to non 
Disclosure  

 
(Eg Contingent 
Liability Undis-

closed)  
 

(a) Discuss the 
non-disclosure 

with TCWG; 
(b) The nature of 
the omitted infor-

mation; and 
(c) Unless prohib-

ited by law or 
regulation, in-

clude the omitted 
disclosures, pro-
vided it is practi-
cable  and S&A 
audit evidence 

about the 
omitted infor-

mation.  
(Eg If it is related 

to terrorist 
attack, it may not 
be allowed or it 

may not be prac-
tical) 

The auditor 
shall include 
in the Basis 
for Opinion 
section the 
reasons for 

that inability. 

When the auditor expresses a qualified or adverse opinion, the auditor shall amend the statement 
about whether the audit evidence obtained is sufficient and appropriate to provide a basis for the audi-
tor’s opinion to include the word “qualified” or “adverse”, as appropriate. 
 
When the auditor disclaims an opinion on the financial statements, the auditor’s report shall not in-
clude the following 
Those elements are: 
(a) A reference to the section of the auditor’s report where the auditor’s responsibilities are described; 
and 
(b) A statement about whether the audit evidence obtained is sufficient and appropriate to provide a 
basis for the auditor’s opinion. 

Even if the auditor has expressed an adverse opinion or disclaimed an opinion on the financial state-
ments, the auditor shall describe in the Basis for Opinion section the reasons for any other matters of 

which the auditor is aware that would have required a modification to the opinion, and the effects 
thereof.  
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Continuation of Audit Report….. 

 
Material Uncertainty Related to Going Concern 
 
Key Audit Matters 
 
Responsibilities of Management and Those Charged with Governance for the Consolidated 
Financial Statements …………………………………………….. 
 
Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements  
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report 
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee 
that an audit conducted in accordance with SAs will always detect a material misstatement when it 
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on 
the basis of these financial statements.   
 
As part of an audit in accordance with SAs, we exercise professional judgment and maintain profession-
al skepticism throughout the audit. We also: 
• Identify and assess the risks of material misstatement of the financial statements, whether due 
to fraud or error, design and perform audit procedures responsive to those risks, and obtain 
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of 
not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the 
override of internal control. 
• Obtain an understanding of internal control relevant to the audit in order to design audit  
procedures that are appropriate in the circumstances. Under section 143(3)(i) of the Companies 
Act, 2013, we are also responsible for expressing our opinion on whether the company has 
adequate internal financial controls system in place and the operating effectiveness of such 
controls. 
• Evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by management. 
• Conclude on the appropriateness of management’s use of the going concern basis of 
accounting and, based on the audit evidence obtained, whether a material uncertainty exists 
related to events or conditions that may cast significant doubt on the Company’s ability to 
continue as a going concern. If we conclude that a material uncertainty exists, we are required 
to draw attention in our auditor’s report to the related disclosures in the financial statements or, 
if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the 
audit evidence obtained up to the date of our auditor’s report. However, future events or 
conditions may cause the Company to cease to continue as a going concern.  

No Change 

No Change 

No Change 

If there is disclaimer only following will be written 

Our responsibility is to conduct an audit of the entity’s financial state-

ments in accordance with Standards on Auditing and to issue an audi-

tor’s report. However, because of the matters described in the Basis for 

Disclaimer of Opinion section of our report, we were not able to obtain 

sufficient appropriate audit evidence to provide a basis for an audit 

opinion on these financial statements. 

 

We are independent of the entity in accordance with the ethical re-

quirements in accordance with the requirements of the Code of Ethics 
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• Evaluate the overall presentation, structure and content of the financial statements, including 
the disclosures, and whether the financial statements represent the underlying transactions and 
events in a manner that achieves fair presentation.  

 

• We communicate with those charged with governance regarding, among other matters, the 
planned scope and timing of the audit and significant audit findings, including any significant de-
ficiencies in internal control that we identify during our audit. We also provide those charged 
with governance with a statement that we have complied with relevant ethical requirements re-
garding independence, and to communicate with them all relationships and other matters that 
may reasonably be thought to bear on our independence, and where applicable, related safe-
guards. From the matters communicated with those charged with governance, we determine 
those matters that were of most significance in the audit of the financial statements of the cur-
rent period and are therefore the key audit matters. We describe these matters in our auditor’s 
report unless law or regulation precludes public disclosure about the matter or when, in ex-
tremely rare circumstances, we determine that a matter should not be communicated in our 
report because the adverse consequences of doing so would reasonably be expected to out-
weigh the public interest benefits of such communication. 

 
 Other Matter 

• We did not audit the financial statements/ information of ………………. (number) branches includ-
ed in the stand alone financial statements of the Company whose financial statements/financial 
information reflect total assets of Rs. ……………….. as at 31st March 20XX and the total revenue of 
Rs.………………. for the year ended on that date, as considered in the standalone financial 
statements/information of these branches have been audited by the branch auditors whose re-
ports have been furnished to us, and our opinion in so far as it relates to the amounts and disclo-
sures included in respect of branches, is based solely on the report of such branch auditors. 
Our opinion is not modified in respect of these matters.  

 
 Report on Other Legal and Regulatory Requirements  
 

For XYZ & Co 
Chartered Accountants 

(Firm’s Registration No.) 
Signature 

(Name of the Member Signing the Audit Report) 
(Designation) 

(Membership No. XXXXX) 
 

Place of Signature: 
Date:  

No Change 

No Change 

No Change 
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i. Definition  
A paragraph included in the auditor’s report that refers to a matter appropriately presented or 
disclosed in the financial statements that, in the auditor’s judgment, is of such importance that it is 
fundamental to users’ understanding of the financial statements. 

 

ii. Examples  
 

Examples of circumstances where the auditor may consider it necessary to include an Emphasis 
of Matter paragraph are: 
 Major prior period items. 
 Major amalgamation during the year. 
 A major catastrophe that has had, or continues to have, a significant effect on the entity’s 

financial position. 
 Early application (where permitted) of a new accounting standard that has a material effect on 

the financial statements. 
 An uncertainty relating to the future outcome of exceptional litigation or regulatory action. 
 A significant subsequent event that occurs between the date of the financial statements and 

the date of the auditor’s report. 
 

SAs that contain specific requirements for the auditor to include Emphasis of Matter paragraphs 
in the auditor’s report in certain circumstances. These circumstances include: 
(SA 210) 

 When a financial reporting framework prescribed by law or regulation would be 
unacceptable but for the fact that it is prescribed by law or regulation. 

(SA 560) 
 When facts become known to the auditor after the date of the auditor’s report and the 

auditor provides a new or amended auditor’s report (i.e., subsequent events) 
(SA 800) 

 To alert users that the financial statements are prepared in accordance with a special 
purpose framework. 

 

However, a widespread use of Emphasis of Matter paragraphs may diminish the 
effectiveness of the auditor’s communication about such matters. 
 

iii. Conditions 
If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed in 
the financial statements that, in the auditor’s judgment, is of such importance that it is fundamental 
to users’ understanding of the financial statements, the auditor shall include an Emphasis of Matter 
paragraph in the auditor’s report provided: 
 

(a) The auditor would not be required to modify the opinion in accordance with SA 705 (Revised) 
as a result of the matter; and 
(b) When SA 701 applies, the matter has not been determined to be a key audit matter to be 
communicated in the auditor’s report. 

 

iv. Content  
When the auditor includes an Emphasis of Matter paragraph in the auditor’s report, the auditor 
shall: 

SA 706 
EMPHASIS OF MATTER PARAGRAPHS & OTHER MATTER PARAGRAPHS  

IN THE INDEPENDENT AUDITOR’S REPORT 

1. EMPHASIS OF MATTER PARAGRAPH (EMP) 



CA Ravi Taori             SA 700 series 

auditguru.in                         30 

(a) Include the paragraph within a separate section of the auditor’s report with an appropriate 
heading that includes the term “Emphasis of Matter”; 
(b) Include in the paragraph a clear reference to the matter being emphasized and to where 
relevant disclosures that fully describe the matter can be found in the financial statements. The 
paragraph shall refer only to information presented or disclosed in the financial statements; and 
(No need to give reference of BOD report, Annual Report etc.) 
(c) Indicate that the auditor’s opinion is not modified in respect of the matter emphasized. 

 

v. Placement 
 When the Emphasis of Matter paragraph relates to the applicable financial reporting framework, 

(For example shift from AS to IND AS or new AS) including circumstances where the auditor 
determines that the financial reporting framework prescribed by law or regulation would 
otherwise be unacceptable, the auditor may consider it necessary to place the paragraph 
immediately following the Basis of Opinion section to provide appropriate context to the auditor’s 
opinion. 

 When a Key Audit Matters section is presented in the auditor’s report, an Emphasis of Matter 
paragraph may be presented either directly before or after the Key Audit Matters section, based 
on the auditor’s judgment as to the relative significance of the information included in the 
Emphasis of Matter paragraph.  

 

The auditor may also add further context to the heading “Emphasis of Matter”, such as “Emphasis 
of Matter – Subsequent Event”, to differentiate the Emphasis of Matter paragraph from the 
individual matters described in the Key Audit Matters section. 
 
 
 

 

i. Definition 
A paragraph included in the auditor’s report that refers to a matter other than those presented or 
disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’ 
understanding of the audit, the auditor’s responsibilities or the auditor’s report. 
 

ii. Circumstances 
 Audit was not conducted in previous financial year 
 Someone else did audit in previous financial year 
 Audit of branches, subsidiaries etc is done by someone else 
 Reporting on more than one set of financial statements 
 Restriction on distribution or use of the auditor’s report 
 

iii. Conditions 
If the auditor considers it necessary to communicate a matter other than those that are presented 
or disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’ 
understanding of the audit, the auditor’s responsibilities or the auditor’s report, the auditor shall 
include an Other Matter paragraph in the auditor’s report, provided: 
 

(a) This is not prohibited by law or regulation; and (Eg No confidential information) 
(b) When SA 701 applies, the matter has not been determined to be a key audit matter to be 
communicated in the auditor’s report. 
 

iv. Content 
When the auditor includes an Other Matter paragraph in the auditor’s report, the auditor shall 
include the paragraph within a separate section with the heading “Other Matter,” or other 
appropriate heading. 

 
 

v. Placement 
Other Matter Paragraphs 

2. OTHER MATTER PARAGRAPH 
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 When a Key Audit Matters section is presented in the auditor’s report and an Other Matter 
paragraph is also considered necessary, the auditor may add further context to the heading 
“Other Matter”, such as “Other Matter – Scope of the Audit”, to differentiate the Other 
Matter paragraph from the individual matters described in the Key Audit Matters section. 

 When an Other Matter paragraph is included to draw users’ attention to a matter relating 
to Other Reporting Responsibilities addressed in the auditor’s report, the paragraph may 
be included in the Report on Other Legal and Regulatory Requirements section. (Eg Relating 
to investor to education & protection fund etc) 

 When relevant to all the auditor’s responsibilities or users’ understanding of the auditor’s 
report, the Other Matter paragraph may be included as a separate section following the 
Report on the Audit of the Financial Statements and the Report on Other Legal and 
Regulatory Requirements. (Eg Revision in Financial Statements) 

 

 
 
 

If the auditor expects to include an Emphasis of Matter or Other Matter paragraph in the auditor’s report, the 
auditor shall communicate with those charged with governance regarding this expectation and the proposed 
wording of this paragraph. 
 

Such communication enables those charged with governance to be made aware of the nature of any specific 
matters that the auditor intends to highlight in the auditor’s report, and provides them with an opportunity to 
obtain further clarification from the auditor where necessary. Where the inclusion of an Other Matter paragraph 
on a particular matter in the auditor’s report recurs on each successive engagement, the auditor may determine 
that it is unnecessary to repeat the communication on each engagement. 

3. COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
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31. (a)* Particulars of each loan or deposit in an amount exceeding the limit specified in section 269SS 
taken or accepted during the previous year: 
(i) name, address and permanent account number (if available with the assessee) of the lender or 
depositor; 
(ii) amount of loan or deposit taken or accepted; 
(iii) whether the loan or deposit was squared up during the previous year; 
(iv) maximum amount outstanding in the account at any time during the previous year; 
(v) whether the loan or deposit was taken or accepted by cheque or bank draft or use of electronic 
clearing system through a bank account; 
(vi) in case the loan or deposit was taken or accepted by cheque or bank draft, whether the same was 
taken or accepted by an account payee cheque or an account payee bank draft. 
*(These particulars need not be given in the case of a Government company, a banking company or a 
corporation established by a Central, State or Provincial Act.) 
 

(b)* Particulars of each specified sum in an amount exceeding the limit specified in section 269SS taken or 
accepted during the previous year: 
(i) name, address and Permanent Account Number (if available with the assessee) of the person from whom 
specified sum is received; 
(ii) amount of specified sum taken or accepted; 
(iii) whether the specified sum was taken or accepted by cheque or bank draft or use of electronic 
clearing system through a bank account; 
(iv) in case the specified sum was taken or accepted by cheque or bank draft, whether the same was taken or 
accepted by an account payee cheque or an account payee bank draft. 
*(These Particulars need not be given in the case of a Government company, a banking company or a 
corporation established by the Central, State or Provincial Act.) 
 

(c) Particulars of each repayment of loan or deposit or any specified advance in an amount exceeding the 
limit specified in section 269T made during the previous year: 
(i) name, address and Permanent Account Number (if available with the assessee) of the payee; 
(ii) amount of the repayment; 
(iii) maximum amount outstanding in the account at any time during the previous year; 
(iv) whether the repayment was made by cheque or bank draft or use of electronic clearing system 
through a bank account; 
(v) in case the repayment was made by cheque or bank draft, whether the same was taken or accepted by an 
account payee cheque or an account payee bank draft. 
 

(d) Particulars of repayment of loan or deposit or any specified advance in an amount exceeding the limit 
specified in section 269T received otherwise than by a cheque or bank draft or use of electronic clearing 
system through a bank account during the previous year: 
(i) name, address and Permanent Account Number (if available with the assessee) of the payer; 
(ii) amount of loan or deposit or any specified advance received otherwise than by a cheque or bank draft or 
use of electronic clearing system through a bank account during the previous year. 
 

(e) Particulars of repayment of loan or deposit or any specified advance in an amount exceeding the limit 
specified in section 269T received by a cheque or bank draft which is not an account payee cheque or 
account payee bank draft during the previous year: 
(i) name, address and Permanent Account Number (if available with the assessee) of the payer; 
(ii) amount of loan or deposit or any specified advance received by a cheque or a bank draft which is not an 
account payee cheque or account payee bank draft during the previous year. 
 

 

1. CLAUSE 31 

TAX AUDIT AMENDMENTS 
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Roll out of GST 
The GST roll out on 1st July 2017 has paved the way for realization of the goal of “one nation-one tax-one 
market”. GST is expected to benefit Indian economy overall with most tax compliant businesses getting 
favorably impacted. 
 

Self-Assessment & Importance Audit 
It is a trust-based taxation regime wherein the assessee is required to self-assess his returns and determine tax 
liability without any intervention by the tax official. Therefore, a tax regime that relies on self-assessment has to 
put in place a robust audit mechanism to measure and ensure compliance of the provisions of law by the taxable 
person. 
 

Definition of Audit under GST 
Definition of “Audit” has been as per section 2(13) of the CGST Act, 2017 is given below: 
 

“audit” means the examination of records, returns and other documents maintained or furnished by the 
registered person under this Act or the rules made thereunder or under any other law for the time being in force 
to verify the correctness of turnover declared, taxes paid, refund claimed and input tax credit availed, and to 
assess his compliance with the provisions of this Act or the rules made thereunder.” 
 

The definition of ‘audit’ under the Act is a wide term covering the examination of records, returns and documents 
maintained/ furnished under this Act or Rules and under any other law in force.  Any document, record 
maintained by a registered person under any law can thus be called upon    and audited. It becomes critical for 
the person to maintain true documents/ records to ensure correctness and smooth conduct of audit. 
 

 
 
 

GST envisages three types of Audit. 
 

Sec 35 
(1) Audit of accounts [Section 35(5) read along with section 44(2) and rule 80] 

 

Sec 65 
(2) Audit by Tax Authorities wherein the Commissioner or any officer authorized by him, can undertake 

audit of any registered person for such period, at such frequency and in such manner as may be 
prescribed. [Section 65 and rule 101] 

 

Sec 66 
(3) Special Audit wherein the registered person can be directed to get his records including books of 

account examined and audited by a chartered accountant or a cost accountant during any stage of 
scrutiny, inquiry, investigation or any other proceedings; depending upon the complexity of the case. 
[Section 66 and rule 102] 

 
 
 
 
 

Audit under Sec 35 
As per sub-section 5 of section 35 read along with section 44(2) and rule 80 of the CGST Rules, 2017 stipulates 
as follows: 
 

1. GST AUDIT INTRODUCTION 

2. TYPES OF AUDIT UNDER GST 

3. AUDIT OF ACCOUNTS [SECTION 35(5) READ ALONG WITH SECTION 44(2) AND RULE 
80] 

GST AUDIT AMENDMENTS 
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Applicability of Audit & Qualifications 
Every registered person must get his accounts audited by a Chartered Accountant or a Cost Accountant if his 
aggregate turnover during a FY exceeds Rs 2 crores. 
 

Submission of Audited Annual Accounts & Reconciliation 
Such registered person is required to furnish electronically through the common portal along with Annual Return 
a copy of: 

 Audited annual accounts 
 A Reconciliation Statement, duly certified, in prescribed FORM GSTR-9C. 
 

Reconciliation Statement 
Reconciliation Statement will reconcile the value of supplies declared in the return furnished for the financial 
year with the audited annual financial statement and such  other particulars, as  may  be prescribed. 
 
 
 
 

 
 
 
 
 

 
 
 
 

 

 
 
 

Section 65 Vs Section 66  
The audit under Section 66 is a special audit to be conducted by a Chartered Accountant or Cost Accountant 
nominated by the Commissioner whereas the audit under Section 65 is a routine audit by the tax office. 
 

 
 

Use of Expert in Delivery Justice 
Availing the services of experts is an age-old practice of due process of law. These experts have done yeoman 
service to the process of delivering justice.  
 

Audit Under Sec 66 
One such facility extended by the Act is in Section 66 where an officer not below the rank of Assistant 
Commissioner, duly approved, may avail the services of a Chartered Accountant or Cost Accountant to conduct 
a detailed examination of specific areas of operations of a registered person.  
 

Timing 
An Assistant Commissioner who nurses an opinion on the above two aspects, after commencement and before 
completion of any scrutiny, enquiry, investigation or any other proceedings under the Act, may direct a 
registered person to get his books of accounts audited by an expert. Such direction is to be issued in accordance 
with the provision of Rule 102 (1) FORM GST ADT-03 
 

Reason for Such Audit 
Availing the services of the expert be it a Chartered Accountant or Cost Accountant is permitted by this section 
only when the officer considering the nature & complexity of the business and in the interest of revenue is of 
the opinion that: 
 Value has not been correctly declared; or 
 Credit availed is not within the normal limits. 

 

 
 

 

4. AUDIT UNDER SECTION 65 

5. SPECIAL AUDIT UNDER SECTION 66 

Value of supplies declared in 
Annual return 

Value of supplies declared in 
audited Annual Financial Statement 
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It would be interesting to know how these ‘subjective’ conclusions will be drawn and how the proper officers 
determine what is the normal limit of input credit availed. 
 

Prior Approval of Commissioner 
The Assistant Commissioner needs to obtain prior permission of the Commissioner to issue such direction to 
the taxable person. 
 

Auditor Nominated by Commissioner 
Identifying the expert is not left to the registered person whose audit is to be conducted but the expert is to be 
nominated by the Commissioner. 
 

Power to Verify Books & Ask for Information 
During the course of audit, the registered person to afford the auditor with the necessary facility to verify the 
books of account and also to furnish the required information and render assistance for timely completion of 
the audit. As per the CGST Rules on Assessment and Audit Rules, the auditor shall verify the documents on the 
basis of which the accounts are maintained and the periodical returns/statements are furnished. While 
conducting the audit, the auditor is authorized to: 

 Verify Books & Records/ Returns & Statements 
 Correctness of turnover, exemptions & deductions 
 Rate of tax applicable in respect of supply of goods and/or services  
 The input tax credit claimed/availed/unutilized and refund claimed. 

 

Time Limit to Submit the Audit Report: The Chartered Accountant or the Cost Accountant so appointed shall 
submit the audit report, mentioning the specified particulars therein, within a period of 90 days, to the Assistant 
Commissioner in accordance with provision of Rule 102(2) FORM GST ADT-04. 
 

Extension in Submission of Audit Report: In the event of an application to the Assistant Commissioner by 
Chartered Accountant or the Cost Accountant or the registered person seeking an extension, or for any material 
or sufficient reason, the due date of submission of audit report may be extended by another 90 days. 
 

Other Audits Doesn’t Not Affect Power to Announce Special Audit 
Considering the special nature of this audit, i.e. audit having been conducted under other proceedings or under 
other laws; this does not preclude the proper officer from exercising this option. 
 

Opportunity of Being Heard 
While the report in respect of the special audit under this section is to be submitted directly to the Assistant 
Commissioner, the registered person is to be provided an opportunity of being heard in respect of any material 
gathered in the special audit which is proposed to be used in any proceedings under this Act. This provision 
does not appear to clearly state whether the registered person is entitled to receive a copy of the entire audit 
report or only extracts or merely inferences   from the audit. However, the observance of the principles of natural 
justice in the proceedings arising from this audit would not fail the taxable person on this aspect. 

 

Expenses for Examination and Remuneration for Audit:  The expenses for examination and audit including the 
remuneration payable to the auditor will be determined and borne by the Commissioner. 
 

Auditor cannot raise demand for TAX 
As in the case of audit under section 65, no demand of tax, even ad interim, is permitted on completion of the 
special audit under this section. In case any possible tax liability is identified during the audit, procedure under 
section 73 or 74 as the case may be is to be followed. 
 

Best Audit Practices 
Some of the best practices to be adopted for GST audit among others could be: 
 

(Risk Based Audit) 
1. The use of generalized audit software to aid the GST audit would ensure modern practice of risk based 

audit are adopted. 
 

2. Ratio analysis could provide vital clues on areas of non-compliance. 
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(Evaluation of Internal Control System) 
3. The evaluation of the internal control viz-a-viz GST would indicate the area to be focused. This could be 

done by verifying: 
 

(a) The Statutory Audit report which has specific disclosure needs in regard to maintenance of record, 
stock and fixed assets. 
(b)The Information System Audit report and the internal audit report. 
(c) Internal Control questionnaire designed for GST compliance. 
 

(Overall Agreement of Books & Returns)  
4. The reconciliation of the books of account or reports from the ERP’s to the return is imperative. 

 

Special Issues 
(Incomes not covered by GST) 

5. The review of the gross trial balance for detecting any incomes being set off with expenses. 
 

(Reverse Charge) 
6. Review of purchases/expenses to examine applicability of reverse charge applicable to goods/services. 

The foreign exchange outgo reconciliation would also be necessary for identifying the liability of import 
of services. 
 

(Misuse of Exempt Transactions) 
7. Quantitative reconciliation of stock transfer within the State or for supplies to job workers under 

exemption. 
 

Format of Audit report for Special Audit under the GST law: 
Form GST ADT-04 

[See Rule 102(2)] Reference No.: 
 

Date: 
 
 

To, 
-------------------------------------------- 
GSTIN ……………………………… Name …………………………………. Address ………………………… 

Information of Findings upon Special Audit 
Your books of account and records for the F.Y………………..…. has been examined by 
………….………….. (chartered accountant/cost accountant) and this Audit Report is prepared on the 
basis of information available/documents furnished by you and the findings/discrepancies are as 
under : 

 
 
 
 
 
 

[Upload pdf file containing audit observation] 
You are directed to discharge your statutory liabilities in this regard as per the provisions of the Act 
and the rules made thereunder, failing which proceedings as deemed fit may be initiated against 
you under the provisions of the Act. 

 
 

Signature ...................................... 
Name……………………………….. Designation 
………………………... 

 

Short payment of Integrated tax Central tax State/UT tax Cess 
Tax     

Interest     

Any other amount     
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Parties Involved 

1. The responsible party: In public sector auditing, the relevant responsibilities are determined by 
constitutional or legislative arrangement. The responsible parties may be responsible for the subject 
matter information, for managing the subject matter or for addressing recommendations and may be 
individuals or organizations. Generally, auditable entities and those charged with governance of the 
auditable entities would be the responsible parties. 

2. The auditor: In public sector auditing the role of auditor is fulfilled by Supreme Audit Institution, India 
and by its personnel delegated with the task of conducting audits. 

3. Intended users: The intended users are the individuals, organizations or classes thereof for whom the 
auditor prepares the audit report. The intended users may be legislative or oversight bodies, TCWG or 
the general public. The intended user is primarily the Parliament or the Legislature which represents the 
citizens by determining the priorities of public finance, purpose and content of public spending and 
income. 
 

Important Documents Involved 

A. Subject matter refers to the information, condition or activity that is measured or evaluated against 
certain criteria. 

B. The criteria are the benchmarks used to evaluate the subject matter. Each audit shall have criteria 
suitable to the circumstances of that audit. In determining the suitability of criteria, the auditor considers 
their relevance and understandability for the intended users, as well as their completeness, reliability 
and objectivity (neutrality, general acceptance and comparability with criteria used in similar audits). 

1. ELEMENTS OF PSU AUDIT 

AUDIT OF PSU AMENDMENTS 
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C. Subject matter information refers to the outcome of evaluating or measuring the subject matter against 
the criteria. 
 

Types of Engagement 

There are two types of engagement: Attestation Engagements and Direct Reporting Engagements. 

 In attestation engagements, the responsible party measures the subject matter against the criteria and 
presents the subject matter information, on which the auditor then gathers sufficient and appropriate audit 
evidence to provide a reasonable basis for expressing a conclusion. 

 In direct reporting engagements, it is the auditor who measures or evaluates the subject matter against the 
criteria. 

Financial audits are always attestation engagements, as they are based on financial information presented by 
the responsible party. Performance audits and compliance audits are generally direct reporting engagements.  
 

 

1. Quality Control 
2. Ethics & Independence 
3. Professional Judgement, due care and scepticism 
4. Audit Team Management & Skill 
5. Materiality 
6. Audit Risk 
7. Documentation 
8. Communication 

 

2. GENERAL PRINCIPLES OF PSU AUDITING 
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Planning an Audit 

1. Establish terms of audit with responsible party. 
2. Auditors shall plan their work to ensure that the audit is conducted in an effective and efficient manner. 
3. Auditors shall obtain an understanding of the nature of the entity/programme to be audited. 
4. Auditors shall conduct a risk assessment or problem analysis and revise this as necessary in response to 

the audit findings. 
5. Auditors shall identify and assess the risks of fraud relevant to the audit objectives. 

 

Conducting an Audit 

1. Auditors shall perform audit procedures that provide sufficient and appropriate audit evidence to 
support the audit report. 

2. Auditors shall evaluate the audit evidence and draw conclusions 
 

Reporting & Follow-up 

1. Auditors shall prepare a report based on the conclusions reached. 
2. Follow up on reported matter as relevant. 

 

3. PRINCIPLES RELATING TO AUDITING PROCESS 






