









	
 Home

	 Add Document
	 Sign In
	 Create An Account














[image: PDFKUL.COM]






































	
 Viewer

	
 Transcript













Company Audit



Audit Planning: What to do, how to do, who will do and how to do the audit work?



Structure



Audit Report :A report to the members of the company on the accounts and financial statements stating whether they give a true and fair view of the state of the company's affairs for the financial year.



9.0 9.1 9.2 9.3



Auditing Standard : Interndona1 guidelines to promote uniformity and consistency in audit practices. First Auditor : The auditor appointed by the Board of Directors of the company within one month of incorporation.



New Audit : Either the first audit of a company by a new auditor.



01-



9.4



the subsequent audit of the company



Partnership Audit : Audit of a partnership form of business organisation by an appointed auditor.



9.5 9.6 9.7



Statutory Auditor : An Auditor appointed after the first auditor at an annual general meeting of the company.



9.8 9.9 910 9.1 I. 9.!2 9.13 9.14 9.15 9.16 9.17 9.18 9.19



Subsequent Auditor : Auditor appointed after the first auditor at an annual generay meeting of the company. True and Fair View :The auditor reports whether the financial statements represent fairly the actual financial position of the company as at the end,of the accoui~ting period and the profit or loss for that period.



Statutory Audit :A report presented before the Statutory meeting of a company. It contains detailed information relating to the formation of the company including shares allotted receipts and disbursements, directors, etc.



ANSWERS TO CHECK YOUR PROGRESS A 4 i)



False



ii) False



iii) True



iv) False



B l i)



c



ii) b



iii) a



iv) d



'



v) True



9.0 I



Discuss the position of an auditor in a company under the provisions of the Companies Act.



2



State the qualifications and disqudlifications of the auditor for a company.



3



Explain how an auditor may be (a) appointed, (b) reappointed, and (c) removed in a company.



4



What is the status of the auditor in a company? How can be protect the rights of the shareholders of the company?



5



Briefly analyse the powers and duties of company auditors.



6



What are the statutory duties of a company auditor? Discuss in detail.



Note: These questf&ns will help you to understand the unit better. Try to write answers for them. But do not submit your answers to the University. These are for your practice only.



.



OBJECTIVES



-



After studying this unit, you should be able to:



8.13 TERMINAL QUESTIONS 1



Objectives Introduction Difference Between Partnership Audit and Company Audit Commencement of Audit 9.3.1 Letter o f Engagement 9.3.2 Preliminaries 9.3.3 Role of Company Audit of Share Capital 9.4.1 Shares Issued for Cash 9.4.2 Shares Issued for Colisiperation Other than Cash Shares Issued at a Premium Shares Issued at a Discount Audit of Calls ' 9.7.1 Calls in Arrears 9.7.2 Calls in Advance Forfeiture and Reissue of Shares Issue and Redemption of Preference Shares Issue of Bonus Shares Alteration of Share Capital Reduction of Share Capital ' Issue of Share Certificates Share Transfer Audit Presentation and Disclosure of Share Capital Let Us Sum Up Key Words Answers to Check Your Progress Tenninal Questions



distinguish between partnership audit and company audit describe the audit procedure of shares issued for cash or for consideration other than cash '



explain rules for issue of shares at a premium and issue of shares at a discount describe t'he audit procedure for calls in arrears and verification of forfeited shares



.



*



qplain ,audit of issue and redemption of preference shares



0



explain the audit of alteration of share capitd



o



list steps involved in shate transfer audit'



.



describe the manner .of presentation and disclosure of share capitt;l in financial statements of the company.



9.1 . I



INTRODUCTION



L



.



.



A



4-,



IIYh i t 8 you learnt about the qualifications, appointment and status of auditor and 'also about his rights qnd duties. In this unit you will l e m fkst of that before the' commencement of the audi! of b co@any,.the, audit& must fulfil c e d n prelirnipary . .*>' ' sfeps. Particulady, the auditor must acquaint himk1.f wi+ (i) articles wd memorandum of a~sociationto 'verify the constitution and pow& y d e t which the company qperates, (ii) sysrCrn of internal cbntrol, and (iii) o@r &k.vFn&pmvisiws of the Companies Act,



a,



Company Audit



1956 (hereinafter referred to as the Act), affecting financial statements, etc. Then, you already know the general principles of auditing which are applicable normally to all types of entities irrespective of their nature, size and C o ~ mThe audit procedures like vouching and verification of assets and liabilities as applicable to all entities have duly been dealt with in detail in Block 2. However, certain specific aspects of such as audil of share capital, transfer of shares, audit of dividends, depreciation and reserves that are peculiar to companies etc., were not covered. In this unit, after covering the preliminaries before commencement of the audits of a company we shall primarily deal with audit of share capital which is conducted in order to ensure that the share capital has been issued in accordance with the relevant provisions of the Companies Act, 1956 and properly recorded in the books of account and duly reflected in the balance sheet of the company.



9.2



The remhneration of the auditor is fixed by the appointing authority at the annual general meeting.



The remuneration is fixed by the the partners of the fmn.



9



The audit assignment is only for verification of books of account ,and for and for auditor's report thereon.



The audit assignment may include preparing books of account as well.



10



The auditor cxamines that all transactions of the company are within the franlework of its Memorandum of Association and all acts of the directors are duly authorised under its Articles of Association.



The auditor refers to the Partnership Deed for all matters relating to accounts and the ability of the partners in . managing the affairs of the finn.



8



1



'



i



DIFFERENCE BETWEEN PARTNERSHIP AUDIT AND COMPANY AUDIT



I



9.3



Before we take up the preliminaries before commencement of the audit of a company and the audit of share capital and divisible profits etc. let us understand the difference between the partnership audit and company audit.



COMMENCEMENT OF AUDIT



-- .



-



Commencc~ne~~t of audit of a colnpany involves two stages:



1



The difference between the two types of audit is as follows:



1



When a new company comes into exislencz and the first auditor is ap11.linted; and



2



When the company is already established, but a new auditor is appointecr (i.e. the old auditor is substituted by a new auditor) for the subsequent audit of the company.



COMPANY AUDIT



PARTNERSHIP AUDIT



I



It is legally compulsory for every limited company to get its accounts audited every year.



It is not necessary for a firm to get its accounts audited.



In the first case, the auditor of' a new company has to be a little more careful in making himself conversant with the accounting system and the rules and regulations affecting the company.



2



The purpose is to satisfy the information needs of the shareholders of thc company on whose behalf audit is conducted.



IL is mainly to avoid differences, or disputes amongst the partners.



I11 the second case, the new auditor has to follow the professional ethics of obtaining consent of the retiring auditor befor; accepting his appointment. Altl-~oughthe company is old, the auditor is new to that company. He should, therefore, exercise the same care as would have been necessary in the case of the first audit of the company.



3



The Act defines the qualifications, disqualifications, duties, powers and process of appointment of auditor. His statutory powers cannot be limited or taken away by directors or shareholders



The firm may have its own decision in the appointment of auditor, and in determining bis qualification, duties and powers.



The audit fee for the year must be shown in the Profit and Loss Account of the company



It is not essential for the firm to disclose the amount of audit fee paid to auditors.



The Act guides the auditor in respect of the principles and processes of accounting to be followed by the company and the form of reporting to be adopted by him.



The auditor has to refcr Lo the different clauses of the Partnershjp Deed with regard lo the respo~lsibilityfor maintaining accounts, methods of accounting, profit-sharing ratio of partners, terms of borrowing and the type of audit reporting relevant to the nature of the assignment



4



5



6



7



The auditor is to ensure that the the directors of the company present to the shareholders a true and fair jiew of the state of affairs of the business through the financial statements of the company



The scope of examination and objects of audit are to meet the requirements of the terms of agreement between the auditor and the firm.



It is statutory responsibility of a specified and definite nature



The responsibility of the auditor is flexible; h e gets clear instructions From the firinn with regard to thc nature and extent of his work. '



Consideration required at the commencement of a new audit are: a)



to ensure that the company has followed the statutory provisions in regard to registration, incorporation, allotme~itand commencement of busincss;



b)



to refer to the relevant regulations of the company. contaided in its articles, ~nemorandumor prospectus; and.



c)



to confirm that his appointment is in conformity with the Act and the Articles.



9.3.1 Letter of Engagement Once the appointment has been accepted, it is a normal practice to issue a letter o i engagement to the company specifying the terms and conditions of the assignment. 1 l e auditor should incorporate in the letter the precise scope of work and nature of duties to be perfoimed by him in the company. A letter of engagement, therefore, is a confirmation of acceptance of offer made by the company. The principal contents of a letter of engagement are: a)



The nature of the assignment - in the case of a statutory audit, it highlights the requirements imposed by the Act which cannot be changed either by the company or auditor and the significance of the audit report;



b)



the way the auditor would normally approach the job, including the assistance and cooperation which he expects from the company; and



c)



the audit fees to be charged for the purpose.



A copy 01the letter of engagement is also sent to the company for signature as a e acknowledgement of agreement as to tenns. It is then returned to the auditor for his records.



9.3.2 Preliminaries



Company Audit



'



By now you must have seen that audit is a professional assignment which demand its own expertise. Preliminaries before commencement of the audit of a company need the following approach :



3'



7



Provide necessary informations and explanations wMch may be required by the auditor in course of his prcliminary evaluation.



8



Prepare supplementary statements or additional reports relating to significant transactions as a basis to information to the auditor.



The effectiveness and promptness of audit is virtually a joint responsibility of the company and its auditor. Their mutual cooperation and understanding, therefore, help the process of audit.



7



Obtain a clearance from the previous auditor of the company whether there is.,any professional reason why the audit should not be accepted -this being a profession;? etiqnette.



2



Ensure that the appointment is in conformity with the provisions of the Act.



3



Consult the Articles and Memorandum of Association with special reference to the clauses affecting accounts and audit.



9.4



4



Outline the nature and scope of work and duties and the time of completion of audit report.



9



Examine the system of accounting followed by the company and point out the weaknesses, if any.



6



Get a list of books maintained in the company, persons responsible for maintaining them and their specimen signatures.



The audit of share capital assumes significance particularly in. the first year itself since a company raises share capital immediately after incorporation and subsequently, in the later years when it decides to further raise its share capital. Iir the intervening years, the auditor may perform routine checks to verify authorised, issued and subscribed share capital.



7



Collect a list of officers of the company with their powers, duties and specimen signatures.



. An issue of shye capital involves three stages, namely, the application stage, the allotment stage and the call stage. However, a company is also required to comply with a number of requirements before actually going for public subscription. In this context, the auditor should:



8.



.Familiarise with the technical knowledge about the company.



1



9



Enquire ibout the system of internal control'in practice and evaluate its effectiveness..



Study the conditions of issue contained in the Memorandum and Articles of Association, Prospectus or Statement in lieu of Prospectus, and examine whether all of the111 have fully been complied with.



2



Verify that the first allotment had not been made until the amount of minimum subscription stated in the Prospectus had been subscribed and that until then the arnoht received was kept deposited in a scheduled bank.



3



Confirm that the brokerage and underwriting comtnission had bken paid 'only at the rates authorised by the prospectus or the Articles of Association.



4



Verify that preliminasy contracts, if any, for purchase of a property or business, for creating an organisation for management of the company, etc. had been carried out strictly according to the terms stated in the prospectus.



4



,



Ask for a copy of the audited balance sheet and auditor's report of the company for the previous year.



10



11- Advise the company to compiete the accounting records, balance the books prepare the final accounts, arrange the vouchers serially', and prepare schedules of different categories of debtors and creditors.



a



..-



*



12



Identify the events and transactions likely to have a significant effect on the financial statements of the company.



13



Design ,the nature and extent of audit tests appropriate to the company.



Although the exact manner of conducting audit largely depends upon the size and nature of the company, a systematic approach is essential to achieve the audit objectives. Moreover, the different aspects of audit work are closely interrelated. Hence, it is useful to distinguish between the essential phases through which the audit work proceeds and progtesses in the company.



5



Ensure that thc company intending to offer shares to the public for subscription by the,issue of a prospectus had, before such issue, made an application to one or more recognised stock exchanges for permissioii for the shares intending to be so offered within the stock exchanges or each exchange.



6



Confirm that the guidelines issued by the Securities and Exchange Board of ~ n d i a (SEBI) had been duly followed.



9.3.3 Role of Company



Having taken the above steps, the auditor may specifically examine



At th'k time of cotkencement of audit, the company hust also be ready to extend its copperation to the auditor. Besides other arrangement, the company's approach to audit , should be on the following lines:



i)



shares issued for cash and



ii)



shares issued for consideration other than cash, if any.



(1



1



,



I



4 '



geep a Correct record. of the day-to-day transactions of the business.



As stated earlier, there are three stagcs in the issue of shares for cash viz., application . stage, allotment stage and calls stage. Each stage has its own peculiarities and involves the following steps for their audit. Application Stage



:$



i)



-rf &:



.-- Record all important decisions pertaining to financial matters, preferably in the -



.



9.4.1 Shares Issued for Cash



compile a list of debtors and ureditors of different categories showing the a..:;~nt .. . h.,i& Tespect of each.



5



'



,



Obtain bank statements periodically and reconcile them with the cash records of the company.



3



,



,



*Maintain docunientary and other evidences in support of the transactions in proper sequence to facilitate their audit reference.



2



'



AUDIT OF S H A m CAPITAL



form of r?solutions.



.. ... ';Arrange 'b', .



all relqqant communications issued or received by the company affecting +accountingreords. I



'



Check entries in the Application and Allotment Sheets with the original



- applications;



.



.



.ii)



Check entries in the Application and the Allotment sheets as regards deposits of honey, received with the applications, with those in the Cash Book;



iii)



Check that the application money was deposited'in a scheduled bank ti11 the grant 'of the ,'Certificate to Commence Business'.



'



Company Audit4



iv)



Company Audit



Vouch amounts refunded to the unsuccessful applicants w i k copies of Letters of Regret;



I



V)



Check h e totals columns in the ~ ~ ~ l i c a t and i o bAllotment Sheets and confirm the' journal entries.



vi)



~ x k n that e the issue is within the limits authorised by the Memorandum and Articles of Association.



Allotment Stsge



.



i)



Examine Director's Minutes Book to verify approval of allotments.



ii)



Compare copies of letters of allotment with entries in the Application and Allotment Book.



iii)



Trace entries in the Cash book and'the Application and Allotment Sheets for the verification of amounts collected on allotment.



iv)



Check totals of amounts payable on allotment and verify the journal entries.



v)



Examine whether relevant requirements of Reserve Bank of India have been complied with in case of allotment to non-residents.



vi)



Verify that the amount of the shares allotted do not exceed the authorised or nominal capital of the company,



vii)



Check that the return of allotment have been filed with the Registrar of Companies.



9.5



1



The issue should be authorised by an ordinary resolution of the company and sanctioned by the Company Law Board.



2



The maximum rate of discount should not exceed 10%unless the Company Law Board' is of' opinion that a higher rate of discount may be allowed under the spkcial circurnStances of the case.



3



The:shares must be issued within two months of the sanction by the Company Law Board but not earlier than one year after the date of corninencement of business.



4



The sharzs should be of a class already issued by the company.



Calls Stage



ii)



Vouch amounts received with the counterfoils of receipts.



iii)



Verify the journal entry, debiting the Call Account and crediting Share Capital with totals of the amounts due.



iv)



Compare the application and allotment books with the schedule of calls in arrears showing the difference between calls due and calls received.



V)



Check t,he calls received in advance either in the cash book or through the journal are transferred to a separate account.



9.4.2 .



Shares may also be issued for consideration other than cash. Suth instances may arise where a company issues shares to vendors of business against purchasc consideration; to promoters who have borne preliminary expenses, to underwriters akdnst settleincnt of under-writing commission, etc. The audit procedure followed in this regard involves the following: 1



1



' Examine



the contract under which shares have been allotted for consideration other than cash. In case of purchase of property or business, the contract will show the amount of purchase consideration. In case shares have been issued as remu~lcration to underwriters for services rendered by them, .the auditor should ascertain the terms and conditions of payment from the contract with them, Where shares have been issued to promoters, the contract with them should be examined to ascertain the nature of consideration.



2



Examine the prospectus for details as to the amount payable to vendors, underwriters and promoters, and the mode of payment.



3



Refer to Board of Directors' Minutes Book and check whether the resolution was passed by the directors for allotment of shares to vendors, underwriters, ,promoters, etc.



4



20



Shares Issued for Consideration other than Cash



Check the journal entries concerning the issue of shares for consideration other than cash.'



SHARES ISSLTED AT A DISCOUNT



A company may issue shares at a discount as per the following conditions specified in section 79 of the Act:



"



Examine the Director's resolution making the cd l .



SHARES ISSUED AT A PmMIUM



Where a'company has issued shares at a premium, whether for cash or otherwise, ,Section 78 of the Act prescribes that a sum equal to the amount of thc prentium ' collected should be transferred to the Share Premium Account. As per Section 78 of the Act the auditor must also ensure that the ainourlt of preyium is utilised only for the specific purposes such as (a) issuing fully-paid bonus shares, to members of the company; (b) writing off the preliminary expeiises or the con~missionpaid or discount allowed on any issue of shares or debentures of the company, or (c) providing for the premium payable on the redemption of any redeemable preference shares or any debentures of the company..



9.6



i)



Verify that a copy of the contradt as required by Section 75(9)(b) of the Act has been filed with the Registrar of Companies within one month of the date of allotment and, in the absence thereof, a memorandum in writing stating particulars of the contract has been filed.



5



,



It is the duty of the auditor to confirm that all the aforemcntioned conditions had been complied with by the company at the time the allotment was made. Normally, it is adviqable to wite-off the amount of such discount over a period 5 to 10 years. The mount of discount, until w.ritten off, should be shown separately in the Balance Sheet under the head "Miscellaneous Expenditure not written off'.



9.7



AUDIT OF CALLS



You have learnt about the audit procedure for calls stage under section 9.3.1. In this regard, the auditor should also examine compliance with the provisions of the Articles of Association, and inspect Director's Minute Book, to ensure that the resolution states the time and place of payment, and see that the calls were made on a uniform basis as reg& all shares falling under the same class. Then he may proceed at audit the calls in arrears and calls in advance.



9.7.1 Calls in Arrears The sum of money still due from shareholders on account of calls made by the company is known as,calls-in-arrears. Audit procedure in this regard is as under:



1



Verify calls-in-arrears from the share register.



2



Verify the interest adjustment in case the Articles provide for a charge of interest on calls-in-arrears.



3



See that the k o u ~of~ calls t in arrears is properly sl~ownon the liabilities side of the Balance sheet by deducting it from the amount of called-up ~ n ! ~ i ~ ; ; '



Company Audit-I



Company Audit



5.



Ensure that the amount of calls due hom directors should be separately shown in the Balance sheet.



4



Which of the following statements are correct?



In a fresh issue of share capital, the auditor must examine preliminary contracts.



ii)



SEBI guidelines for issue of share capital have rio impact on the audit procedures.



i



iii)



Share can be issued against cash only



I



iv)



Share premium can be utilised for writing off losses incurred by the company.



v)



A company may issue shares at a discount within six months of sanction given by company law Board.



9.72 CaIIii in advance I



,:



where the company does not exercise its right under Section 93, the, shareholder^^.^..,^^ have paid calls in advance shall be entitled to receive interest at the rate proscrib& in the Articles of Association. Such interest is chargeable against profits but in c a g profiis are not available for the purpose. it can be paid out of capital. Similarly, in the base of winltig up.'repayment of calls in advance along with interest accrued thereon, will take G L ~ Lcan be vrec,dence over return of capital. Audit procedure in respect of calls in. adv-3 summarised as under: 1



2



Ensure that calls in advance are shown separately in the ~ a l a n c eSheet, and not shown as part of capital.



.



I i



q ,



9.8 .



.



I



I I



i



Ascertain compliance with the procedural requirements contained in the articles of associatiop.



3



Examine Board's resolution relating- to forfeiture.



4



I



Verify the amount of call or installment of calls which was outstanding respect of . each of the share forfeited



5



verily the entries recorded in the books of account consequent upon forfeiture of shares to confirm h a t the premium, if any, received on the issue of shares has not been transferred to the Shares Forfeited Account.



I



I



Reissue of Forfeited Shares



9)



If a company is pasring through a financial crisis. it need not get its accounts' audited for a few years.



iii)



An audited balance sheet presents n rne and fair view of the state of affairs of the company.



iv)



Audit of a company is voluntary and informal



V)



The statutory powers of a company auditor can be limited b)i an agreement between the auditors and directors of the company.



Reissue of forfeited shares is a logical consequence after forfeiture of shares. In case a I company decides not to reissue the forfeited shares, such forfeited shares would be the property of the company and this would amount to reduction of share capital. The companies therefore, usually decide to reissue the forfeited shares. The reissue of forfeited shares can be made at any price provided that the total of the sum paid by the former shareholder together with the amount paid on reissue and the amount remaining unpaid on these shares is not less than the face value. The audit of reissue of such shares involve the following:



-



.-



,



2



In view M thk utility of auditing, it is essential for every form of business organisation to get its accounts ,audited.



i)



2



1 ' Examine whether the Articles of Association permit the forfeiture of shares.



I



State whether the following statements are True or False.



Ns;",%ihe three' stages involved in issue of share capita!



~ O :E::+it.



......): ; .............................................................................................. .............I............ ......................................"........................ ;...+... . .:..... . ..,...,.,..;....,.. ;...;,.;. .........* ................. ....................."........".............* . . . ,



!



1



Ascirtain that the Board of Directors has the autliority under the Articles to reissue forfeited shares.



:2



Refer to the resolution of the Board of Directors, reallotting the forfeited shares.



:3



Jhmine ,whether forfeited shaxe.had been rcissued for an m o u n t not less #an amount which remained. unpaid bn those share.



"6



'



01~1..



You know that the question of forfeiture of shares arises in case some shareholders fail to pay the amount due on calls. The Board may exercise its power to forfeit share oniy in the best interests of the company. Audit procedure to be folloved in this regard is as under:



I



'



Check Your ~ r o-i r e s sA 1



FORFEITURE AND REISSUE OF SHARES -



See that the shareholders concerned are paid interest on calls in advance at tho rate specified in the Articles provided the Articles do not permit payment of dividend in respect thereof.



3



,



I



-



Check tile amount of calls in advance with entries in the Share Register and the Cash Book.



Company Audit-I



i)



/



A compjiny may, if so authorised by h Articles of Association, accept t o m any memberthe whole or a part of the amlunt uncalled on any shares held by him as calls-. in-advance. However, the amount sd'~:c:t:i.\~d cannot be treated as pan of the capital f ~ r . '. purprws of ky;v6&ng rights. But n&ording to Section 93 of the Act, a company mny, if so ~uthorisedby its Articles, pay dividend in proportion to the amount paid up i, .. . each share where a larger amount is paid up on some shares than on others.



.



,



sta@,:ae g q o k e s foi w ~ c k 'premium be utilised, J%sure that the amount originally ;sid-up in respect o f forfeited sha& has b& . ... . ... .. . i ... .. to the share capital in case of reissue of forfeited shares. .........................'.:" '... .,;." . . . ' . * . " ' , . . ' . . " " ' . ~ ~ ~ " ~ ~ ~ ' ~ - ~ ~ added ~~'~~~~~'~~~~~~~~~*-~~~~~-~ 5 Verify that the capital profit if any, on reissue of forfeited shares has been duly .......................*,..,.,..;.......?.......,.. ,.................... . transferred to capital reserve. .. .



3



'



,.



'the I .



.



.,



%



,



...:



,



~



.



.
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.



'



,-



.., ;



~



,



........................................................................................................ . -



4



i.



!



.



~i~~the conditioiis u&er,.,yhich a cot;lgany tipn issue shares at,.a discount



.



, . ,



'



'.I



9.9



'



... ... . ~: .



.. . ,,.,....;;......................:...,.... . . . . . ., . ....,,.,,....,,..,............,....,.~.~...,.... ..................................".................-. ....... --. ..................,,..,..... .w........................................................................-. ,
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I
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,



-3.



ISSUE AND REDEMPTION OF' PREFERENCE SHARES



.



...



Audit procedure to be followed in respect of issue of preference ,share is 1



..



.



: 3



,



,'



*,



as under:



.Examine whether the M c l e s of Association ciuthorisa $$company t o issue. redeemable preference shares. >.



'



'



g3



-



cornpan; Audit



2



Check compliance with relevant legal provisions of the Companies Act, 1956 e.g., Section 80(5A) prohibits any company to issue any preference share which are irredeemable or redeemable after the expiry of a period of 20 years from the date of the issue. ,



3



Check whether the terms of redemption or conversion are stated in the balance sheet together with the earliest date of redemption or conversion.



4



Vouch receipt of moneys on the issue of preference shares.



I - Verify that the alteration of capital is authorised by the Articles.



Redemption of Preference Shares In case of preference shares redeemed during the year, the audit procedure is as under:



1



Examine whether the redemption is in accordance with the relevant requirements of the Companies Act, 1956 and the terms of issue.



2



Verify the payment made to preference shareholders on redemption with reference . to bank statement and receipts issued by the shareholders.



3



Confirm that the requirements of Section 80 of the Act as stated below have been complied with



1



2



Inspect the minutes of the shareholders meeting authorising the alteration.



3



Obtain allotment lists colitaining details of the new holdings of share or stock by each member and verify the same with the entries.



4



Inspect the directors' resolution with regard to allotment, consolidation, conversion or sub-division passed pursuant to the resolution of the members.



5



Examine the cancelled share certificates, if any, and tally the same with the counterfoils of new certificatks issued;



6



See that the procedure, prescribed by the Articles in this regard, has been complied with;



7



Verifv that the share capital account is correctly shown.in the Balance Sheet;



8



Ensuje that the liecessary intimation has been sent to the Registrar of Companies.



9



Ensure that each alteration made should be noted in every copy of the Memorandum and Articles of Association issued subsequent to date of the alteration.



i)



that the shares redeemed were fully paid up;



ii)



that the shares were redeemed out of profit, otherwise -available for distribution as dividend, or out of proceeds of a fresh issue made for purpose of redemption;



9.12 REDUCTION OF SHARE CAPITAL



iii)



that the premium, if any, on redemption was provided for either out of the Share Premium Account or out of divisible profits of the company; and



iv)



that if the shares were redeemed out of profits, otherwise available for dividend, an amount equal to nominal amount of shares redeemed has been transferred to the Capital Redemption Reserve Account.



Section 100 o i the Act deals with the reduction of share capital and you know that it lays down quite a cumbersome procedure to be foildived for the purpose. Its audit therefore has to be conducted very qarefully which may involve the following .



9.10 ISSUE OF BONUS SNARES



1



Verify Shareholders' Minutes bvok that the necessary special resolution has been passed.



2



Confirm that the Articles of Association authorise reduction of share capital.



3



Examine the order of the Court confirming the reduction and ensure that copies of the court order and the relevant minutes have been filed with the Registrar of Companies. . .



4



Inspect the Registrw's Certificate in this regard



5



Vouch the journal entries recorded to reduce the'capital and to writc down the assets by referencc to the resolution of shareholders and other documentary evidence, and also ensure that the requirements of Part I of Schedule VI, to the Act have been complied with.



6



Colifirm that the reduction in value of assets has been properly disclosed in the Balance Sheet. ,



7



Verify the adjustment made in the members' accounts in the Register of Meinbers and confirm that either the paid up amount shown on the old share certificates have been duly altered or new certitficates have been issued after canceling the old, ones..



8



Confirm that the words "and reduced", if required by the order of the Court, liave been added to the name of the company in the Balance Sheet.



9



Verify that the Memorandum of Association of the company has been suitably altered.



: A company, subject to certain conditions, may decide to capitalise its undistributed profits or reserves by issue of fully paid-up bonus shares. Audit procedure in this regardT is as under:



1 2



rr



Ascertain whether the articles of association permit capitalisation of profits. Inspect resolution passed by the board of directors and shareholders authorising the . issue of bonus shares.



3



C o n f m that all statutory requirements relevant to the issue of shares have been complied with,



4



Ensure that SEBI Guidelines in respect of listed companies relating to issue of bonus shares have been complied with.



5



Examine the sources fiom which bonus shares have been issued i.e. geneial reserves, capital redemption reserve, share premium account, etc. It may be noted that bonus shares cannot be issued out of revaluation reserve.



I ..



9.11 ALTERATION OF SNARE CAPITAL Section 94 of the Act empowers a company having share capital to alter its share capita by passing an ordinary resolution'without confirmation of the Court. Alteration of share capital may involve (i) increase of share capital by issuing new shares; (ii) consolidate and divide share capital into shares of Iarger amount; (iii) convert fully-paid up shares into stock or vice versa; (iv) sub-divide its shares into smaller amount or (v) cancel its share capital not called up. Whatever the form the audit procedure to be followed is as under:



24



9.13 ISSUE OF SHARE CERTIFICATES Every company, within three months after the allotment and within two months after the application for registration of the transfer, must have ready for delivery the certificates of all shares, debentures and the debenture stock, allotted or transferred. Audit procedure in this regard is as under: 1



Check share certificate certifying that the allottee is the holder of the specified number of shares in the company.



Company Audit-I



Company Audit



Company Audit4



2



Verify entries in the Register of members with the counterfoils of the share certificates.



9.14 SHARE TUNSFER AUDIT



3



Ensure that all the books and documents concerning the issue of share certificates are properly maintained and preserved and certificates surrendered to the company are duly defaced by the word "cancelled".



Normally, audit of transfer of share is beyond the scope of independent financial audit. But, it is quite common that an auditor may be given a specific assignment to audit the transfer of shares to ensurc that such ~ransfersare being carried out properly. The audit procedure to bc followed is as under:



Issue of Share Warrants



1



A public company limited by shares may convert its fully-paid up shares into share. warrant if the following conditions are satisfied:



Ascertain and 'evaluate internal control system relating to share transfers with particular reference to segregation of duties, maintenance of records, etc.



2



Ascertain whether notices were sent in every case to the transferors and, in case of joint-holders, to each of the holders and the ob-jections, if any, raised by them were taken into considcration before the transfers were registered.



3



Verify that in case of partly paid shares, where the application for registration was made by the transferor, a notice has been sent to the transferee and the transfer registered only if the transfree does not make any objection within two weeks from service of notice on him.



4



Scrutinise transfer deeds to ensure the following:



a)



the shares are fully paid up.



b)



the Articles authorise the issue of share warrants.



c)



prior approval of the Central Government has been obtained.



d)



the share warrants are issued under the common seal of the company. .



.



A share warrant entitles the bearer to the shares specified therein, and it may be



t



transferred merely by delivery of possession. The company may provide.for payment of the future dividends on the share warrants, by attaching coupons for the dividend with the warrant itself. Dividend is then payable to the bearer of the coupon. ~ve$share warrant, in fact, is a negotiable instrument.



I



i)



It is in the prescribed form.



ii)



It bears stamp or other endorsement of the prescribed authority showing the date on which it was presented to such authority.



1



iii)



It has been delivered to the company within the time-limits laid down in this behalf,



!



iv)



It is accompanied by the related share certificates.



v)



Any correction, erasure, overwriting, or crossing out, is properly authenticated.



vi)



Number of shares lo be transferred is correctly stated in figures and in words.



I



Examine the Articles to ensure that the issue of share warrant is duly authorised therein.



Check Your Progress B 1



2



Preference shares can be redeemed only when following conditions are satisfied.



List the conditions under which a company may reduce its share capital.



I



vii) Amount of consideration is correctly stated in figures and in words.



1



ix)



Transferor's signature on the transfer deed tally with his specimen signature as per the company's records.



x)



If it is signed on behalf of a minor or dlunatic, it is accompanied by a certified copy of the relevant court order for the sale of shares,



xi)



If it is signed by an individual against whom insolvency proceedings are pending, it is duly certified and countersigned by the official assignee.



E



-.v



viii) Particulars such as lolio no., namc of the transferor elc. as stated in the transfer deed tally with those in the register of memt~ers.



i



!



3



Which of the following statements are True and False. '



i)



A company can issue irredeemable preference shares.



ii)



Bonus share can be issued out of share premium.



iii)



The issuing company has to specify the amouqt of minimum subscription in the prospectus for every public issue of shares,



iv)



A company can issue bonus shares out of reserves created o'n revaluation of fixed assets,



V)



Shares cannot be forfeited unless the article of association so provide.



vi)



Profit on reissue of forfeited shares is required to &e transferred to capital' reserve.



vii) Capital redemption reserve is created on redemption of debentures. viii) Capital redemption reserve can be utilised only for issuing fully paid-up bonus shares. ix)



A company can utilise 'share premium account for providing for premium payable on redemption of its debentures.



\ 1



CI'



I.



xii) If it is signed by or on behall of a company against which the liquidation proceedings are pending, it is certified and counter-signed by the liquidator. xiii) Transferor's signature are duly witnessed.



I



IL



xiv) It contains the requisite particulars of the transferee. xv)



K



If it is duly signed by the transferee.



5



5



Verify by reference to the Minutes Book of ;he Board of Directors that all the transfers recorded in the Transfers Journal have been approved by the Board.



I



6



Chcck thc postings of distinctive numbers of shares transferred and the name of transferors and transferees into the Register of Members from the Share Transfer Journal.



7



Verify the particulars entered on counterfoils of shares certificate issued to transferees in pfrsuance of the transfers registered by reference to Directors' , Minute Book.



8



Verify that every duplicate Shares Certificate in lieu of the one lost or destroyed has been issued under the consent of the Board and on the conditions pqescribed by the Board as regards production of evidence or execution of a Bond of , Indemnity.



t



'
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9



In cases where share certificates have been issued in replacement of old certificates, ascertain whether such a fact was entered on the face of the certificate and also whether such a fact was entered on the stub of the counterfoil.



I



I '



10 Confirm that in the above mentioned two cascs (8 & 9), the word '?)uplicate" w a punched or stamped in bold letters across the face of the share certificate. 11



12



Confirm that the forms of share certificates Are printed only under the authority of ., the Board and that a person, appointed by the Board, is in custody of al1,the unused stock of Share Certificates, as well as, the blocks and other equiplnnont employed for their printing and that the person appointed is responsible for rendering an account thereof.



Company Audit-I



II 1



5



The number of shares allotted as fully paid-up pursuant to a contract, without being received in cash, and the-number of shares allotted as fully paidup bonus shares should also bc stated. The source from which bonus shares are issued should also be specified.



6



If any calls are unpaid, the amount involved should be clearly stated, distinguishing between the calls unpaid by directors and those unpaid by others.



7



The amount originally paid-up on forfeited shares, not yet reissued, should be shown separately.



8



If there are any options on unlisted share capital, the particulars of the same should be given. For example, if the foreign collaborators of a company are entitled to subscribe to a specified percentage of any further issue of share capital, the same should be stated.



9



The amount of share capital included in the total of the balance sheet is the amount of share capital called-up, minus calls unpaid plus the amount originally paid-up on forfeited shares.



I



-



1 I



I



I



I



,



Reconcile the amount of transfer fees collected with total number of transfers lodged and verify that the amounts of transfer fees have been accounted for.



.



13 Confirm that, in case where the registration of transfer had been refused, the notice of refusal was sent to the transferor and the transferee within a period of two months (Section 111). I



14 Confirm that if a company has refused to register the transfer of, or the



transmission by operation of law, the right to any shares within two months from the date on which the instrument of transfer or the intimation of such transmission was delivered to the company, a notice of the refusal has been sent to the transferee and the transferor or the person giving intimation of such transmission , as the case may be, giving reasons for such refusal.



1



,



'9.16 LET US SUM UP The audit of a company differs from the audit of a partnership in various ways and involves many preliminaries. The auditor has to (a) make sure that his appointment is order, (b) obtain a letter of engagement, and (c) acquolnt himself with articles and memorandum of association, the scope of work, the system of accounting and internal convol, etc. For the whole audit assignment he must follow the normal procedure of audit, the relevant statutory provisions and the guidelines of auditing standards.



Transmission of Shares



Sometime sl~aresare transferred to another person by operation of law on account of death or insolvency oi' a sharelxolder. The auditor should : i)



ensure that the procedure prescribed by the Articles in this regard has been strictly followed.



ii)



confirm that the documents testifying the authority of the legal representative have been properly verified.



iii)



ascertain whether the order of the Court and other relevant documents have also been duly examined in the case of transmission of shares on insolvency.



iv)



examine the relevant minutes of the meetings of the Board of Directors.



b



t



Audit of share capital assumes significance at the time of incorporation of the company as well as subsequeytly when fresh share capital is issued.



I



9.15 PRESENTATION AND DISCLOSURE OF SHARE CAPITAL



Audit of share capital should be conducted at three stages viz, application stage. allotment stage and call stage. The auditor must ensure that in case of shares issued for cash, bash has actually been received. In case of shares issued for consideration other than cash the relevant contract may be examined. If the shares had been issued at a premium or at a discount, the auditor should examine compliance with all legal requirements and proper disclosure in the financial statements. The audit of calls on shares requires examinlion of calls-in-arrears and calls received in advance. In case some shareholders fail to pay money due on calls, companies may be forced to forfeit shares and reissue the same.



As per the established audit procedure, the auditor is also required to vedfy whether share capital has been properly presented in the financial statements. Coinpliance with the requirements of the Part I of Schedule VI to the Act required to be seen by auditor is given below:



:Redemption of preference shares can be made either out of fresh issue of shares or out of profits..An equivalent amount should be transferred to capital redemption reserve account in case these are redeemed out of distributable profits. If bonus shares have been issued, fhe auditor is required to check compliance with all statutory and other procedural requirements in this regard.



i



7



--



--



a



1



Authorised share capital should be shown separately stating the class of shares, the number of shares and the face value ,of each share.



2



Similarly, the number of shares issued and subscribed, and the face value of each share should be stated together with the amount called-up per share. While showing the issued and the subscribed capital, a distinction has be made again between the various classes of capital i.e., ordinary share capital and preference share capital, and if there are different classes of preference shares, their . ' particulars should also be given.



3



In the case of redeemable breference shares, the terms of redemption or conv&rsion should also be stated, together with the earlieit date of redemption or conversion.



4



In case the company under audit is a subsidiary of another company, the number of shares held by the holding company as well as by the ultimate holding company and its subsidiaries should be separately stated in giving the particulars of the subscribed capital,



1



A company may after its share capital in various ways. The auditor has LO ensure that necessary procedure b a s been followed for the purpose and alterations are duly reflected in all the relevant documents and records. :



!



Finally, audit of share transfers does not form part of normal audit work but companies get audited transfer of shares on a regular basis to ensure accuracy of the share transfers.



9.17 KEY WORDS Authorised Share'Capital: The nynber and par value, of each class of shares that an enterpr~semay issue in accordance with its instrument of incorporation. This is sometimes referred to as nominal s k i e capital.



.Bonus Sha;es: Shares allotted by capitalisation of the reserves or s ~ p l u sof a corporate enterprise.



Company Audit



Call: A demand pursuant to terms of issue to pay a part or whole of the balance remaining payable on shares or debentures after allotment.



5



Called-up Share Capital: The part of the subscribed share capital which sharel~olders have been required to pay.



6



Capital Redemption Reserve: A reserve created for the redemption of preference shares out of its distributable profits.



7



During the year under audit you find that the company has redeemed its redeemable preference share capital. How would you verify this? ,



Forfeited Share: A share to which title is lost by a member on account of non-payment or call money or default in fulfilling any engagement between members or expulsion of members where the articles specifically provide therefor.



8



How will you examine the following items while auditing the accounts of a limited company?



Issued Share Capital: That portion of the authorised share capital which has actually been offcred for subscription. This includes any bonus shares allotted by the corporate enterprise. Paid-up Share Capital: That part of the subscribed share capital for which consideration in cash or otherwise has been received. This includes bonus shares allotted by the corporate enterprise. Preliminary Expenses: Expenses relating to the formation of an enterprise. These include legal, accounting and share issue expenses incurred for fonnation of the enterprise. Reduction of Share Capital: The extinguishment or reduction bf shareholders' liability on in respect of the subscribed share capital . Share Capital: Aggregate amount of money paid or credited as paid on the shares and/ or stocks of a corporate enterprise. Share Issued for Consideration other than Cash: The shares issued to vendors as consideration for the assets acquired from them. ' Subscribed Share Capital: That portion of the issued share capital which has actually been subscribed and allotted. This includes any bonus shares allotted by the corporate enterprise. Unissued Share Capital: That portion of the authorised share capital for which shares have not been offered for subscription.



9.18 ANSWERS TO CHECK YOUR PROGRESS A



1



5 B



(i) (i)



3



False is correct



(i) False (vi) True



(ii)



False



(ii) True (vii) False



(iii)



v) False



True "* (iv) True



(iii) True (viii) True



(iv) False (ix) True



(v) True'



9.19 TERMINAL QUESTIONS -



1



-



--



Distinguish between audit of a firm and the. audit of a limited company.



2



Discuss the preliminaries before commencenlent of the audit of a company



3



State briefly the procedure for checking the share capital of a newly started company in the first year of its existence,



4



What are the duties of an auditor of a company in regard to:i)



Issue of shares at a premium.



ii) iii)



Issue of shares at a discount Forfeiture of shares.



What is the procedure followed by a company while making an issue of bonus shares? What are the duties of an auditor in respect thereof? .



,



9'



3



What are the objects of Share Transfer Audit? Set out a programme for conducting Share Transfer Audit.



i)



Redemption of preference Shares,



ii)



Forfeiture of Shares.



State the procedures an auditor should follow to verify the issue of share capital for (a) cash and (b) considerations other than cash.



,



Note : These questions will help you to understand the unit better. Try to write answers for them. But do not submit your answers to the University. These are for your practice only.
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