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Chapter 1: Quality Control and Engagement Standards 
 

Linkage 

between SAs 

and 

Disciplinary 

proceeds 

The SAs (as well as other statements on auditing) represent the generally accepted procedure(s) 

of audit.  

Hence, a member who does not perform his audit in accordance with these statements and fails to 

disclose the material departures there from, becomes liable to the disciplinary proceedings under 

various clauses to Second Schedule to CA Act, 1949 as follow: 

 As per Clause 5 of Part I of the Second Schedule, a CA in practice shall be deemed to be guilty 

of professional misconduct, if he fails to disclose a material fact known to him which is not 

disclosed in a F.S., but disclosure of which is necessary in making such F.S. where he is 

concerned with that F.S. in a professional capacity. 

 As per Clause 7 of Part I of the Second Schedule, a CA in practice shall be deemed to be guilty 

of professional misconduct, if he does not exercise due diligence, or is grossly negligent in the 

conduct of his professional duties. 

 As per Clause (9) of Part I of the Second Schedule, a CA in practice shall be guilty of professional 

misconduct if he fails to invite attention to any material departure from the generally accepted 

procedure of audit applicable to the circumstances. 

Authority 

Attached to the 

Documents 

issued by the 

ICAI/MCA 

 The Institute has, from time to time, issued ‘Statements’ and ‘Guidance Notes’ on a number of 

matters. With the formation of the ASB and the AASB, AS and SA have also been issued. The 

level of authority attached to these documents and the degree of compliance required in 

respect thereof has been explained by the Institute through its various announcements issued 

from time to time.  

 It is the duty of the professional accountants (Chartered Accountant) to ensure that the 

Standards/Statements/General Clarifications are followed in the engagements undertaken by 

them.  

 The need for the professional accountants to depart from a relevant requirement is expected 

to arise only where the requirement is for a specific procedure to be performed and, in the 

specific circumstances of the engagement, that procedure would be ineffective.  

 If because of that reason, a professional accountant has not been able to perform an 

engagement procedure in accordance with any Standard/Statement/General Clarification, he 

is required to document how alternative procedures performed achieve the purpose of the 

procedure, and, unless otherwise clear, the reasons for the departure.  

 Further, his report should draw attention to such departures. However, a mere disclosure in 

his report does not absolve a professional accountant from complying with the applicable 

Standards/Statements/ General Clarifications. 

 

Important Questions 

Q. No. 1: A member of the ICAI, who does not perform his audit in accordance with the Standards on Auditing 

and other Statements on Auditing and fails to disclose the material departures there from, becomes 

liable to the disciplinary proceedings. Explain.  

Q. No. 2: It is the duty of the professional accountants (Chartered Accountant) to ensure that the Standards/ 

Statements/General Clarifications as issued by the Institute of Chartered Accountants of India are 

followed in the engagements undertaken by them. However, in certain circumstances, a need arises 

to depart from such requirements. Explain the duties of the member in such circumstances. 

  

 

Amendments for May 2021 
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CHAPTER 3: RISK ASSESSMENT AND INTERNAL CONTROL 
 

3.1 - Audit Risk 

Meaning  The risk that the auditor gives an inappropriate audit opinion when the financial statement are 

materially misstated. Thus, it is the risk that the auditor may fail to express an appropriate 

opinion in an audit assignment. 

 SA 315 provides guidance on identifying and assessing the risks of material misstatements at 

the financial statement level and assertion levels. 

Components 

of Audit Risk 

Audit Risk has two components:  

(a) Risk of material misstatement: Risk that the F.S. contain a material misstatement; and  

(b) Detection risk: Risk that the auditor will not be able to detect such misstatement. 

Inherent 

Risk 

 Susceptibility of an assertion to a misstatement that could be material, 

individually or when aggregated with other misstatements, assuming that there 

are no related controls. 

 Inherent risk is addressed at both the financial statement level and at the 

assertion level.  

Causes of 

Inherent Risk 

Inherent Risk are generally the business and other risks that 

arise from the  

 entity’s objectives,  

 nature of operations and industry,  

 the regulatory environment in which it operates and  

 its size and complexity. 

Examples of 

inherent Risks 

with which 

auditors to be 

concerned 

with 

1. Complex calculations which could be misstated; 

2. High value inventory; 

3. Accounting estimates that are subject to significant 

measurement uncertainty; 

4. Lack of sufficient working capital to continue operations; 

5. A declining or volatile industry with many business failures; 

and 

6. Technological developments that might make a particular 

product obsolete. 

Control Risk  Control risk may be defined as risk that the entity’s internal control system will 

not prevent, or detect and correct on a timely basis, a misstatement that could 

be material, individually or when aggregated with other misstatements. 

 The entity should identify and assess its business and other risks (such as 

fraud) and respond by designing and implementing a system of internal control. 

 Entity level controls such as board oversight, IT general controls, and HR 

policies are pervasive to all assertions whereas activity level controls generally, 

relate to specific assertions. 

 Some control risk will always exist because of the inherent limitations of any 

internal control system. 

 The auditor is required to understand the entity’s internal control and perform 

procedures to assess the risks of material misstatement at the assertion level. 

Detection 

Risk 

 Detection risk is the risk that the auditor will not detect a misstatement that 

exists in an assertion that could be material, either individually or when 

aggregated with other misstatements.  

 The acceptable level of detection risk for a given level of audit risk bears an 

inverse relationship to the risks of material misstatement at the assertion level. 

 The auditor identifies assertions where there are risks of material 

misstatement and concentrates audit procedures on those areas.  
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 In designing and evaluating the results of performing procedures, the auditor 

should consider the possibility of:  

(a) Selecting an inappropriate audit procedure; 

(b) Misapplying an appropriate audit procedure; or  

(c) Misinterpreting the results from an audit procedure. 

Assessment of 

Audit Risk and 

related 

responses to 

assessed risks 

 The objective of the audit is to reduce the audit risk to an acceptably low level. This may be 

achieved by performing procedures that respond to the assessed risks at the financial statement, 

class of transactions, account balance and assertion levels.  

 Auditors are required to assess the risks of material misstatement at two levels: 

(a) The first is at the overall financial statement level, which refers to risks of material 

misstatement that relate pervasively to the financial statements as a whole and potentially 

affect many assertions. 

(b) The second relates to risks identifiable with specific assertions at the class of transactions, 

account balance, or disclosure level. This means that for each account balance, class of 

transactions and disclosure, an assessment of risk (such as high, moderate, or low) should 

be made for each individual assertion (Completeness, Existence, Accuracy, Valuation and 

Cut off) being addressed. 

Relationship 

between 

Components 

of Audit Risk 

 Audit Risk has 2 components: Risk of material misstatement (the risk that the financial 

statements contain a material misstatement) and detection risk (the risk that the auditor will 

not be able to detect such misstatement). The relationship can be defined as: 

Audit Risk = Risk of Material Misstatement X Detection Risk 

 Risk of material Misstatement: Risk of material misstatement is anticipated risk that a material 

misstatement may exist in financial statement before start of the audit. It has two components 

inherent risk and control risk. The relationship can be defined as  

Risk of material Misstatement = Inherent risk X Control risk 

 Detection risk: It is a risk that a material Misstatement remained undetected even if all Audit 

procedures applied. 

 It should be noted that the combined level of Inherent Risk and Control Risk is inversely related 

with Detection Risk. 

 When inherent and control risks are high, acceptable detection risk needs to be low to reduce 

audit risk to an acceptably low level. When inherent and control risks are low, an auditor can 

accept a higher detection risk and still reduce audit risk to an acceptably low level. 

 When both inherent and control risks are assessed as high, the auditor needs to consider 

whether substantive procedures can provide sufficient appropriate audit evidence to reduce 

detection risk, and therefore audit risk, to an acceptably low level. 

 When the auditor determines that detection risk regarding a financial statement assertion for a 

material account balance /or class of transactions cannot be reduced to an acceptable level, the 

auditor should express a qualified opinion or a disclaimer of opinion as may be appropriate. 

 Mathematically Audit Risk (AR) can be expressed as a product of Inherent Risk (IR), Control Risk 

(CR) and Detection Risk (DR), i.e. AR = IR x CR x DR 

Steps for Risk 

Identification 

1. Assess the significance of the assessed risk, impact of its occurrence and also revise the 

materiality accordingly for the specific account balance.  

2. Determine the likelihood for assessed risk to occur and its impact on our auditing procedures.  

3. Document the assertions that are affected.  

4. Consider the impact of the risk on each of the assertions (completeness, existence, accuracy, 

validity, valuation and presentation) relevant to the account balance, class of transactions, or 

disclosure.  

5. Identify the degree of Significant risks that would require separate attention and response by 

the auditor. Planned audit procedures should directly address these risks.  

6. Enquire and document the management’s response.  
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7. Consider the nature of the internal control system in place and its possible effectiveness in 

mitigating the risks involved. Ensure the existence and effectiveness of controls:  

 that are routine in nature (occur daily) or periodic such as monthly.  

 that are designed to prevent or detect and correct errors.  

 that are exercised either manual or automated.  

8. Consider any unique characteristics of the risk.  

9. Consider the existence of any particular characteristics (inherent risks) in the class of 

transactions, account balance or disclosure that need to be addressed in designing further audit 

procedures. Examples could include high value inventory, complex contractual agreements, 

absence of a paper trail on certain transaction streams or a large percentage of sales coming 

from a single customer. 

 

Important Questions 

Q. No. 1: Write short note on: Audit Risk. 

Q. No. 2: While commencing the statutory audit of ABC Company Limited, auditor is concerned with audit risk 

as to Susceptibility of an assertion to a misstatement that could be material, individually or when 

aggregated with other misstatements, assuming that there are no related controls. Please advise the 

auditor as to risks of particular concern to the auditor.  

Q. No. 3:  Write short note on: Control Risk. 

Q. No. 4: While commencing the statutory audit of ABC Company Limited, the auditor undertook the risk 

assessment and found that the detection risk relating to certain class of transactions cannot be 

reduced to acceptance level. Explain.              [May 17 (5 Marks)] 

Q. No. 5:  Compute the overall Audit Risk if looking to the nature of business there are chances that 40% bills 

of services provided would be defalcated, inquiring on the same matter management has assured 

that internal control can prevent such defalcation to 75%. At his part the Auditor assesses that the 

procedure he could apply in the remaining time to complete Audit gives him satisfaction level of 

detection of frauds & error to an extent of 60%. Analyse the Risk of Material Misstatement and find 

out the overall Audit Risk.                        [Study Material – ICAI, MTP-April 19, Oct. 20] 

Q. No. 6:  Your engagement team is seeking advice from you as engagement partner regarding steps for risk 

identification. Elaborate.       [Study Material – ICAI] 

 

3.2 – RISK BASED AUDIT 

Meaning  It is an audit approach that analyzes audit risks, sets materiality thresholds based on audit risk 

analysis, and develops audit programmes that allocate a larger portion of audit resources to high 

risk areas. 

 Risk Based Audit is an essential element of financial audit, both in the attest audit of the financial 

statements and in the audit of financial systems and transactions including evaluation of internal 

controls.  

 It focuses primarily on the identification and assessment of the financial statement misstatement 

risks and provides a framework to reduce the impact to the financial statement of these 

identified risks to an acceptable level before rendering an opinion on the financial statements 

General Steps 

in conduct of 

Risk Based 

Audit 

The auditor’s objective in a risk-based audit is to obtain reasonable assurance that no material 

misstatements whether caused by fraud or errors exist in the financial statements.  

This involves the following 3 key steps:  

(a) Assessing the risks of material misstatement in the financial statements (Risk Assessment);   

(b) Designing and performing further audit procedures that respond to assessed risks and reduce 

the risks of material misstatements in the financial statements to an acceptably low level (Risk 

Response); and  

(c) Issuing an appropriate audit report based on the audit findings (Reporting).  
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Risk 

Assessment 

In this phase of audit, auditor assesses the risk of material misstatements. Aspects 

involved in Risk assessment stage are: 

(1) Performing client acceptance or continuance procedures;  

(2) Planning the overall engagement;  

(3) Performing risk assessment procedures to understand the business and 

identify inherent and control risks;  

(4) Identifying relevant internal control procedures and assessing their design 

and implementation (those controls that would prevent material 

misstatements from occurring or detect and correct misstatements after they 

have occurred);  

(5) Assessing the risks of material misstatement in the financial statements; 

(6) Identifying the significant risks that require special audit consideration and 

those risks for which substantive procedures alone are not sufficient;  

(7) Communicating any material weaknesses in the design and implementation 

of internal control to management and those charged with governance; and  

(8) Making an informed assessment of the risks of material misstatement at the 

financial statement level and at the assertion level. 

Risk 

Response 

 In this phase of audit, auditor designed and perform further audit procedures 

that respond to the assessed risks of material misstatement and will provide 

the evidence necessary to support the audit opinion.  

 Audit procedures designed to address the assessed risks could include a 

mixture of:  

(1) Tests of the operational effectiveness of internal control; and  

(2) Substantive procedures such as tests of details and analytical procedures. 

Matters the auditor should consider when planning the audit procedures 

1. Assertions that cannot be addressed by substantive procedures alone. This can 

occur where there is highly automated processing of transactions with little or 

no manual intervention.  

2. Existence of internal control that, if tested, could reduce the need/scope for 

other substantive procedures.  

3. The potential for substantive analytical procedures that would reduce the 

need/scope for other types of procedures.  

4. The need to incorporate an element of unpredictability in procedures 

performed.  

5. The need to perform further audit procedures to address the potential for 

management override of controls or other fraud scenarios.  

6. The need to perform specific procedures to address “significant risks” that have 

been identified. 

Reporting  This is the final phase of the audit which requires assessment of the audit 

evidences obtained and determine whether they are sufficient and appropriate 

to reduce the risks of material misstatement in the financial statements to an 

acceptably low level.  

 It is important at this stage to determine:  

(1) If there had been a change in the assessed level of risk;  

(2) Whether conclusions drawn from work performed are appropriate; and  

(3) If any suspicious circumstances have been encountered.   

 When all procedures have been performed and conclusions reached: 

(a) Audit findings should be reported to management and TCWG; and 

(b) An audit opinion should be formed, and a decision made on the 

appropriate wording for the auditor’s report. 
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Important Questions 

Q. No. 7: What are the General Steps in the conduct of Risk Based Audit?           [May 16 (4 Marks), RTP - Nov. 20] 

Or 

What are the main phases in the conduct of risk-based audit.              [May 17 (4 Marks)] 

Or 

ST Ltd. is a growing company and currently engaged in the business of manufacturing of tiles. The 

company is planning to expand and diversify its operations. The management has increased the focus 

on the internal controls to ensure better governance. The management had a discussion with the 

statutory auditors to ensure the steps required to be taken so that the statutory audit is risk based 

and focused on areas of greatest risk to the achievement of the company’s objectives. Please advise 

the management and the auditor on the steps that should be taken for the same. 

               [MTP-March 19, RTP-May 19] 

or 

Audit should be risk-based or focused on areas of greatest risk to the achievement of the audited 

entity's objectives. Risk based Audit (RBA) is an approach to audit that analyzes audit risks, sets 

materiality thresholds based on audit risk analysis and develops audit programmes that allocate a 

larger portion of audit resources to high-risk areas. What are the general steps for conducting Risk 

Based Audit?                     [Nov. 20 – Old Syllabus (5Marks)] 

 

 

 

 

 

 

 

Chapter 5 – Professional Ethics 

Complete Chapter Notes are separately available 

 

 

 

 

 

 

Chapter 6 – Company Audit  
 

6.7 – Powers and Duties of Auditors and Auditing Standards (Sec. 143) 

Reporting over 

Managerial 

Remuneration  

- Sec. 197(16) 

The auditor of the company shall in his report u/s 143, make a statement as to  

 whether the remuneration paid by the company to its directors is in accordance with the 

provisions of the Sec. 197, 

 whether remuneration paid to any director is in excess of the limit laid down u/s. 197 and  

 give such other details as may be prescribed. 

Note: This matter is to be covered in the auditor’s report under the Section “report on Other 

Legal and Regulatory Requirements”. 
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Chapter 11 – Audit Committee and Corporate Governance 
 

11.6 – SIGNIFICANT ISSUES COVERED BY SEBI (LODR) REGULATIONS, 2015 

Obligations of 

Directors and 

Senior 

Management 

Regulation 25  The independent directors of the listed entity shall hold at least 1 meeting 

in a year, without the presence of non-independent directors and members 

of the management and all the independent directors shall strive to be 

present at such meeting. 

Disclosures  Disclosure of 

Events and 

Information – 

Regulation 30 

 Every listed entity shall make disclosures of any events or information 

which, in the opinion of the BOD, is material.  

 Board of directors of the listed entity shall authorize one or more KMP for 

the purpose of determining materiality of an event or information and for 

the purpose of making disclosures to stock exchange(s) under this 

regulation and the contact details of such personnel shall be also disclosed 

to the stock exchange(s) and as well as on the listed entity's website.  

 Such disclosures shall be hosted on the website of the listed entity for a 

minimum period of 5 years and thereafter as per the archival policy of the 

listed entity, as disclosed on its website. 

 

 

11.7 - MISCELLANEOUS 

Information to 

Shareholders – 

Regulation 36 

The listed entity shall send the soft copy of the full annual report to the shareholders who 

have registered their email address(es) or hard copies of the salient features of all the 

documents, as prescribed in Sec. 136 of the Companies Act, 2013 or rules made thereunder 

(unless the full annual has been specifically requested) where the email address has not 

been registered, not less than 21 days before the AGM. 

In case of the appointment of a new director or re-appointment of a director the shareholders must 

be provided with the following information: 

(a) a brief resume of the director; 

(b) nature of his expertise in specific functional areas; 

(c) disclosure of relationships between directors inter se; 

(d) names of listed entities in which the person also holds the directorship and the membership 

of Committees of the board; and 

(e) shareholding of non-executive directors. 
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Chapter 13 – Internal Audit 

 

Meaning   Framework Governing Internal Audits defines the term as follows: “Internal Audit 

provides independent assurance on the effectiveness of internal controls and risk 

management processes to enhance governance and achieve organisational objectives.” 

The Framework also indicates the nature of internal audit services may go beyond 

assurance to include an advisory (consulting) role. 

 Scope of internal audit is not restricted to financial transactions, but also extends to the task of 

review of all operations of the enterprise so as to evaluate the effectiveness of management. 

 The internal auditor has to review and report; he is not expected to take upon himself functions 

of the operational managers 

Integrity, 

Objectivity & 

Independence 

of Internal 

auditor 

 Internal Auditor shall be free from any undue influences which force him to deviate from the 

truth. This independence shall be not only in mind but also in appearance. Also, the internal 

auditor shall resist any undue pressure or interference in establishing the scope of the 

assignments or the manner in which these are conducted and reported, in case these deviate 

from set objectives.  

The independence of the internal audit function as a whole, and the Internal Auditor within 

the organisation, plays a large part in establishing the independence of the Internal Auditor. 

The overall organisation structure of key personnel, the position and reporting of the Chief 

Internal Auditor within this structure, along with the powers and authority which is derived 

from superiors further establishes the independence of the Internal Auditor.  

 The Internal Auditor shall be honest, truthful and be a person of high integrity. He shall operate 

in a highly professional manner and seen to be fair in all his dealings. He shall avoid all conflicts 

of interest and not seek to derive any undue personal benefit or advantage from his position.  

 The Internal Auditor shall conduct his work in a highly objective manner, especially in 

gathering and evaluation of facts and evidence. He shall not allow prejudice or bias to override 

his objectivity, especially in arriving at conclusions or reporting his opinion. 

Internal Audit 

report   

Aspects related with the internal audit report are covered in SIA 370 “Reporting results” 

Stages in 

Reporting 

Results  

– Para 1.2 of SIA 

370 

Reporting of internal audit results is generally undertaken in two stages:  

(i) At the end of a particular audit assignment, an “Internal Audit Report” 

covering a specific area, function or part of the entity is prepared by the 

Internal Auditor highlighting key observations arising from those 

assignments. This report is generally issued with details of the manner 

in which the assignment was conducted and the key findings from the 

audit procedures undertaken. This report is issued to the auditee, with 

copies shared with local and executive management, as agreed during 

the planning phase.  

(ii) On a periodic basis, at the close of a plan period, a comprehensive report 

of all the internal audit activities covering the entity and the plan period 

is prepared by the Chief Internal Auditor (or the Engagement Partner, in 

case of external service provider). Such reporting is normally done on a 

quarterly basis and submitted to the highest governing authority 

responsible for internal audits, generally the Audit Committee. Some 

part of the aforementioned Internal Audit Reports may form part of the 

periodic (e.g. Quarterly) report shared with the Audit Committee. 
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Scope of SIA 370 SIA 370 deals with the internal auditor’s responsibility to issue only the first 

type of reports (the Internal Audit Report pertaining to specific audit 

assignments) and not to the periodic (e.g. Quarterly) reporting for the whole 

entity as per the Annual/Quarterly audit plan. 

Requirements 

of SIA 370 

On the basis of the internal audit work completed, the Internal Auditor shall 

issue a clear, well documented Internal Audit Report which includes the 

following key elements:  

(a) An overview of the objectives, scope and approach of the audit 

assignments;  

(b) The fact that an internal audit has been conducted in accordance the 

Standards of Internal Audit;  

(c) An executive summary of key observations covering all important 

aspects, and specific to the scope of the assignment;  

(d) A summary of the corrective actions required (or agreed by 

management) for each observation; and  

(e) Nature of assurance, if any, which can be derived from the observations. 

Points to remember 

 The content and form of the Internal Audit Report is to be established 

by the Internal Auditor based on his best professional judgement, in 

consultation with the auditee and, if necessary with inputs from 

other key stakeholders. No internal audit report shall be issued in 

final form unless a written draft of the report has previously been 

shared with the auditee.  

 The internal audit report shall be issued within a reasonable time 

frame from the completion of the internal audit work. 

Explanatory 

Comments on 

elements of 

internal Audit 

Report  

(SIA 370) 

Basis of Internal 

Audit Report 

 Each internal audit report is prepared on the basis of the audit procedures 

conducted and the analysis of the audit evidence gathered. Conclusions 

reached shall be based on all the findings rather than on a few deviations 

or issues noted.  

 Controls operating effectively have their own importance and should be 

acknowledged, while the risk and significance of observations noted have 

a role to play in prioritising the matters to be reported. 

Conducted in 

Accordance 

with SIAs 

Where the internal audit is conducted in compliance with the Standards of 

Internal Audit, (within the Framework governing Internal Audits), and the 

internal auditor can substantiate the same with supporting evidence and 

documentation, the internal audit report shall include a statement confirming 

that “the internal audit was conducted in accordance with the SIA issued by 

the ICAI”. 

Content and 

Format of 

Internal Audit 

Report 

 The manner in which the internal audit report is drafted and presented is 

a matter of professional judgment and choice and could be influenced with 

preferences of the recipients.  

 The SIA does not mandate any particular format or list of contents since 

the Internal Auditor is expected to exercise his best professional 

judgement on matters regarding how and what to report.  

 Where some level of assurance is being provided, the form and content of 

the report shall be as per SIA 380, “Issuing Assurance Reports”. 
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Documentation To confirm compliance of audit procedures with this SIA, the list of documents 

required is as follows:  

(a) Copies of draft and final internal audit reports to be maintained, 

appropriately cross referenced to specific observations.  

(b) If appropriate, management action plans may be counter signed by 

respective management personnel. 

Follow up  As per SIA 390 “Monitoring and Reporting of Prior Audit Issues”, the Chief Internal Auditor is 

responsible for continuously monitoring the closure of prior audit issues through a timely 

implementation of action plans included in past audits. This shall be done with a formal 

monitoring process, elements of which are pre-agreed with management and TCWG. The 

responsibility to implement the action plans remains with the management. 

 In monitoring and reporting of prior audit issues, the responsibility of the Internal Auditor is 

usually in the form of an “Action Taken Report (ATR) of previous audits”. 

 The internal auditor should review whether follow-up action is taken by the management on 

the basis of his report. If no action is taken within a reasonable time he should draw the 

management’s attention to it. Where the management has not acted upon his suggestions or 

not implemented his recommendations, the internal auditor should ascertain the reasons 

thereof.  

 Where the management has accepted his recommendations and initiated the necessary action, 

the internal auditor should periodically review the manner and the extent of implementation 

of the recommendations and report to the management highlighting the recommendations 

which have not been implemented fully or partly. 
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Chapter 15 – Audit under Fiscal Laws 

 

15.2 – Tax Audit u/s 44AB 

Applicability  Every person: 

(a) carrying on business shall, if total sales, turnover or gross receipts exceed ₹ 1 crore in any 

previous year: 

Provided that in the case of a person whose- 

(i) aggregate of all amounts received including amount received for sales, turnover or 

gross receipts during the previous year, in cash, does not exceed 5% of the said 

amount; and 

(ii) aggregate of all payments made including amount incurred for expenditure, in 

cash, during the previous year does not exceed 5% of the said payment, 

this clause shall have effect as if for the words “ ₹ 1 crore”, the words “ ₹ 5 crore” had 

been substituted;  

 

15.4 – FORM NO. 3CD 

8A Whether the assessee has opted for taxation under section 115BA/115BAA/115BAB. 

18 (ca) Adjustment made to the written down value under section 115BAA (for AY 2020-21 only) 

(cb) Adjusted written down value 

32 (a) Details of brought forward loss or depreciation allowance, in the following manner, to the extent 

available: 

S. 

No. 

Assessment 

Year 

Nature of 

loss/ 

allowance 

(in 

rupees) 

Amount as 

returned* 

(in rupees) 

All losses / 

allowances 

not allowed 

u/s 

115BAA 

Amount as 

adjusted by 

withdrawal of 

additional 

depreciation 

on account of 

opting for 

taxation u/s 

115BAA^ 

Amounts 

as 

assessed 

(give 

reference 

to 

relevant 

order) 

Remarks 

*If the assessed depreciation is less and no appeal pending than take assessed.  

^ To be filled in for assessment year 2020-21 only.”; 

 

15.5 – Audit under GST Laws 

Types of 

Audit 

under GST 

Regime 

Audit Based on 

Turnover – Sec. 

35(5) 

Every registered person whose turnover during a financial year exceeds the 

prescribed limit shall get his accounts audited by a Chartered Accountant or a Cost 

Accountant and shall submit 

a copy of the audited annual accounts, 

the reconciliation statement u/s 44(2), and 

such other documents in such form and manner as may be prescribed. 

Points to remember 

Rule 80(3) of CGST Rules, 2017: Every registered person whose aggregate turnover 

during a financial year exceeds ₹ 2Cr.* shall get his accounts audited and he shall 

furnish a copy of audited annual accounts and a reconciliation statement, duly 

certified, in FORM GSTR-9C. 

* ₹ 2 Cr. (for FY 2017-18); ₹ 5 Cr. (for FY 2018-19 and 2019-20) 

   



CA Final – Advanced Auditing (Amendments for May 2021 Exams)                    Compiled by: Pankaj Garg 

©Pankaj Garg                                                  www.altclasses.in Page 12 
 

Chapter 17 – Peer Review and Quality Review 

Complete Chapter Notes are separately available 

 

 

Chapter 18 – Audit of Banks 

18.2 – Conducting a Bank Audit 

Stress Testing  RBI has required that all commercial banks (excluding Regional Rural Banks) shall put in place 

a Board approved ‘Stress Testing framework’ to suit their individual requirements which 

would integrate into their risk management systems.  

 Stress tests are designed to understand whether a bank has enough capital to survive 

plausible adverse economic conditions and to maintain enough buffer to stay afloat under 

extreme scenarios. 

BASEL III 

Framework 

 Basel III norms relate to the Capital Adequacy requirement compliance which the Bank 

has to achieve as contained in the BASEL III accord. Basel capital adequacy norms are 

meant for the protection of depositors and shareholders by prescriptive rules for 

measuring capital adequacy, thereby evolving methods of determining regulatory capital 

and ensuring efficient use of capital.  

 Basel III accord strengthens the regulation, supervision and risk management of the 

banking sector. It is global regulatory standard on capital adequacy of banks, stress 

testing as well as market liquidity risk.  

 The Basel III accord, aims at:  

(b) improving the banking sector's ability to absorb shocks arising from financial 

and economic stress, irrespective of reasons thereof;  

(c) improving risk management and governance practices; and  

(d) strengthening banks' transparency and disclosure standards. 

 

 

Chapter 19 – Audit of NBFC 

19.1 – MEANING AND TYPES OF NBFC 

Types of NBFC Individual Criteria for various types of NBFC excluded from the Study Material. 

 

19.4 – Master Direction – Monitoring of Fraud 

Reporting of 

Frauds to RBI 

Excluded from the Study Material. 
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Chapter 20 – Audit of Insurance Companies 

20.1 - Legal and Regulatory requirements 

Solvency Ratio  Insurance companies are required to maintain a minimum solvency ratio of 150%. 

 Solvency ratio is calculated as the amount of Available Solvency Margin (ASM) in relation to 

the amount of Required Solvency Margin (RSM). The ASM is the value of the company’s assets 

over liabilities, and RSM is based on net premiums and defined as per IRDAI guidelines. 

Point to remember 

 Solvency margin is a minimum excess on an insurer’s assets over its liabilities set by 

regulators. It can be regarded as similar to capital adequacy requirements for banks.  

 The solvency ratio of an insurance company is the size of its capital relative to all risks 

it has taken. It is a measure of the risk an insurer faces of claims that it cannot absorb. It 

gives an insight into the ability of an organization to meet its financial obligations. 

 

20.2 – Audit procedures in case of Life Insurance Business 

Commission 

payable to 

Agent 

Insurance business is generally solicited by the Insurance agents. The remuneration of agent is 

paid by way of commission which is calculated by applying percentage to premium collected by 

him. Agency commission contributes towards significant portion of expenses incurred by the 

Insurance Commission. Commission is payable towards generation of new business and towards 

settlement of renewal premium  

Role of Auditor 

1. Review the system established by the Insurer with respect to calculation of commission 

to eligible agents accurately and processing the same in timely manner.  

2. Review the commission payment system is in sync with the premium collection system.  

3. Check whether commission paid is within the limit prescribed under Insurance Act.  

4. Check whether commission is clawed-back on the cancelled policies.  

5. Check the completeness of commission processing system.  
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