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1. EXECUTIVE SUMMARY AND LIST OF QUESTIONS TO RESPONDENTS

Particulars Comments

I. An important function of NFRA under

Section 132(2)(a) of the Companies Act

2013 is to make recommendation to

Central Government on the formulation

and laying down of accounting and

auditing policies and standards for

adoption by companies or class of

companies or their auditors.

Whether Consultation paper Which 

has created a furore amongst 

chartered accountant fraternity 

containing the proposal to do away 

with statutory audit of companies up 

to specified net worth is likely to hit 

the auditors below the belt. Whether 

the economies and costs alluded to 

such audits bears any semblance to 

Indian companies could be a matter of 

divergent opinions. Whether covered 

under Scope of NFRA?

II. The regulatory environment is conducive

to support, and not burden, the growth in

business and economic activities of these

entities and the overall regulatory

framework should be proportional to the

size and type of the entities that are

subject to such regulations.

Whether the Regulatory environment 

is a burden? Whether burden includes 

financial burden only?
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III. NFRA has done a preliminary analysis on

the key financial parameters of the

companies registered in India which have

made MCA-21 filings. The focus of the

analysis is companies with Net worth

below Rs. 250 crores. These companies are

referred to as Micro, Small and Medium

companies (MSMCs) for the purpose of

this Consultation Paper. Different

regulations define Small and Medium

companies differently depending upon Rs.

250 crores are a critical threshold

differentiating AS and Ind AS companies.

A large proportion of these MSMCs are

likely to belong to the Micro, Small and

Medium -size Enterprises (MSME) sector,

which sector plays a significant role in the

economic growth and development of the

Nation.
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NFRA now seeks stakeholder responses to

issues thrown up by the data on MSMCs

obtained by NFRA. These responses will be

useful in evaluating the requirement of audit and

minimum thresholds for MSMCs.

Who are the different stake-

holders? Internal and External.

Basically users of Financial 

Statements.

IV. Questions related to Issues about the

Auditing Areas of MSMCs

a) Question No. 1 - Do you think that Micro,

Small and Medium Companies (MSMCs)

depending upon some criteria and threshold

should be exempted from the mandatory

statutory audit under Companies Act, 2013?

If not, why not and if yes, what would be the

criteria and thresholds for exemption?

Question No. 2 - Do you think there is a

requirement for a separate set of auditing

standards for MSMCs as it exists for

accounting standards? If no, why not and

if yes, what should be the basis for the

same?
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Question No. 3 – The cost of conducting 

an audit as per the prescribed standards 

is an important input for the responses to 

Questions 1 and 2. Do you agree with the 

approach for estimating standard cost of 

audit computed by NFRA? If not, which 

areas/ assumptions need changes?

Question No. 4- Do you think the 

current exemption thresholds for CARO, 

ICFR and statutory audit applicability 

need to be standardised and made 

uniform? If no, why not and if yes, what 

would be the criteria and thresholds?
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V. Invitation to Comment

NFRA invites comments on 4 specific 

questions listed in Section 4 of the 

Consultation Paper. In particular, the 

comments and responses would be useful if:

a) those specifically and precisely answer the 

questions listed;

b) the comments/suggestions are supported 

by a clear rationale; and

c) the comments/suggestions contain 

alternative options that can be evaluated 

by NFRA.

Last date for receiving the comments is 10 

November 2021.

This paper expects stakeholders 

to do the research.



The comments can be provided as per the following contact 
details, and not later than 10 November 2021.

Mode Details

Email comments-tac.paper@nfra.gov.in

Postal The Secretary,
National Financial Reporting Authority
7th-8th Floor, Hindustan Times House, 18-20,
Kasturba Gandhi Marg, New Delhi 110001.
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NFRA Charter

❑ The objective of the National Financial

Reporting Authority (NFRA) is to continuously

improve the quality of all corporate financial

reporting in India.

Whether by doing away 

audits Quality of reporting 

shall be enhanced?

❑ The quality of corporate financial reporting will

be measured and evaluated essentially by its

compliance with the law and the statutorily

notified accounting standards and auditing

standards.

The Consultation paper 

admits that SMSCs even do 

not have accounting 

professionals.

❑ NFRA will strive for continuous improvement

of corporate financial reporting across all types

of Public Interest Entities (PIEs) and across all

size categories of audit firms.

The intent of the 

consultation paper seems 

just the opposite.

Annexures and Appendices
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❑ NFRA aims to be an organization noted for

integrity, industry, and competence.

❑ Persons who work for NFRA will adhere to

the highest standards of uncompromising

integrity, possess a vision of transforming the

quality of corporate financial reporting, and

display high levels of initiative and an

unflagging drive for their work

NFRA aspires to known for:

❑ Objectivity - No subjective action from either

members or staff, openness to all

facts/views/opinions without any pre-

conceived conclusions or pre-judging any

matter.
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❑ Integrity – Across cases/persons/firms,

absence of multiple standards, uniform

treatment of all those identically/similarly

placed.

❑ Impartiality – Discharge of its functions

without fear or favour.

❑ Independence – Equidistant from all

stakeholders.

❑ Fairness – Not imposing unfair burdens

especially with the benefit of hindsight

❑ Transparency– Fair and open processes.

NFRA’s functioning will at all times be

mindful of the need to promote the ease and

speed of doing business, and will be guided

always by the overall public interest, with all

its actions being strictly anchored by and lying

within, its legal mandate.

Whether this paper seeks to 

achieve ease of doing business 

or cease of doing business?

Professionals are also doing 

business.
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2. INTRODUCTION – SETTING THE

CONTEXT

I. About NFRA

i. National Financial Reporting Authority

(“NFRA” or “Authority”), was constituted

as an independent regulator for accounting

and auditing in India in October 2018.

NFRA’s Charter positions it as an

organisation that should be known for

Objectivity, Integrity, Impartiality,

Independence, Fairness, and Transparency.

In making any recommendations, NFRA

attempts to keep in mind the implications

of such recommendations on the Ease of

Doing Business. Section 132(2)(a) of

Companies Act, 2013 requires NFRA to

make recommendations to the Central

Government on the formulation and laying
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down of accounting and auditing policies

and standards for adoption by companies

or class of companies or their auditors, as

the case may be.

II. Audit Requirement in Present Indian

Company Law

i. Chapter X Audit and Auditors (Section

139 to Section 148) of Companies Act,

2013 contains provisions related to audit

of financial statements of companies. This

chapter includes provisions, inter alia,

regarding appointment, resignation,

removal, rights and duties of the statutory

auditors. The requirement of statutory

audit is mandatory for all companies,

without any exception. Section 139(1)

prescribes that every Company shall

appoint an individual or a firm as an a
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auditor who shall hold office from the

conclusion the conclusion of its sixth

annual general meeting and thereafter till

the conclusion of every sixth meeting. The

manner and procedure for selection of

auditors by the members shall be as

prescribed and the matter relating to such

appointment for ratification by members at

every annual general meeting.

ii. Section 143(2) casts a duty on the auditor

to make a report to the members of the

company on the accounts examined by

him and on every financial statements

which are required by or under the Act to

be laid before the company in general

meeting and requires that the report shall

after taking into account the provisions of

the Act, the accounting and auditing

standards and matters which are required
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to be included in the audit report under the 

provisions of the Act or any rules made 

thereunder or under any order made under 

sub-section (11)1 and to the best of his 

information and knowledge, state that the 

said accounts and, financial statements give 

a true and fair view of the state of the 

company’s affairs as at the end of its 

financial year and profit or loss and cash 

flow for the year and such other matters as 

may be prescribed.

iii. Section 143(3) casts some additional 

reporting requirements on the auditor. One 

such requirement is that the auditor report 

shall state as to whether the company has 

adequate internal controls over financial 

reporting (ICFR) with reference to 

financial statements in place and the 

operating effectiveness of such controls.
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iv. Section 143(11) empowers the Central

Government in consultation with NFRA,

to specify vide an order, certain matters to

be included in the Auditor’s Report.

Accordingly, the Companies (Auditor’s

Report) Order (CARO) has been issued.

The CARO reporting origin dates back to

1975 and its scope was expanded in 1988

when the Central Government introduced

Manufacturing and Other Companies

(Auditors Report) Order, 1988

(‘MAOCARO 1988’) which was

superseded by CARO 2003, CARO 2015,

CARO 2016 and the current Companies

(Auditor’s Report) Order, 2020 (‘CARO

2020’ or ‘the Order’)

IV. Auditing Standards applicable in India

Section 143(9) of Companies Act, 2013,

requires that every auditor shall comply
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with auditing standards. Section 143(10) of

Companies Act, 2013, states that the Central

Government may prescribe the standards of

auditing or any addendum thereto, as

recommended by the Institute of Chartered

Accountants of India, constituted under section

3 of the Chartered Accountants Act, 1949, in

consultation with and after examination of the

recommendations made by the National

Financial Reporting Authority, provided that

until any auditing standards are notified, any

standard or standards of auditing specified by

the Institute of Chartered Accountants of India

(ICAI) shall be deemed to be the auditing

standards.

As of date, there is a single set of auditing

standards issued by ICAI which is applicable for

all type of companies viz. private, or public or

large, medium or small.
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vi. Accounting Requirement in Present

Indian Company Law

A. Chapter IX Account of Companies (Section

128 to Section 138) of Companies Act,

2013, contains provisions related to

accounts of companies. Amongst other

provisions, this Chapter includes

requirements for maintenance of books of

account; preparation of financial statement

and adoption of the same by Board of

Directors of the Companies. Section 129 of

the Companies Act, 2013 lays down certain

important requirements which are

summarised below:

a) Section 129(1) of the Companies Act,

2013, requires that the financial statements

shall give a true and fair view of the state

of affairs of the company or companies,

comply with the accounting standards
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notified under section 133 and shall be in

the form or forms as may be provided for

different class or classes of companies in

Schedule III.

b) Section 129(2) of the Companies Act,

2013, requires the Board of Directors of

every company to lay at every annual

general meeting of a company, such

financial statements for the financial year.

c) Section 129(3) of the Companies Act,

2013, requires a Company which has one

or more subsidiaries, to prepare a

consolidated financial statement of the

Company and of all the subsidiaries in the

same form and manner as that of its own

which shall also be laid before the annual

general meeting of the Company in

addition to financial statements provided

under sub- section (2).
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As per Section 2(40) of Companies Act, 2013,

the financial statement in relation to a company,

includes-

1) a balance sheet as at the end of the financial

year;

2) a profit and loss account, or in the case of a

company carrying on any activity not for

profit, an income and expenditure account

for the financial year;

3) cash flow statement for the financial year;

4) a statement of changes in equity, if

applicable; and

5) any explanatory note annexed to, or

forming part of, any document referred to

in sub-clause (i) to sub-clause (iv)3
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A. Section 133 of Companies Act, 2013, states

that the Central Government may prescribe

the standards of accounting or any

addendum thereto, as recommended by the

ICAI, constituted under Section 3 of the

Chartered Accountants Act, 1949, in

consultation with and after examination of

the recommendations made by the National

Financial Reporting Authority.

B. Currently, there are two sets of accounting

standards notified in India.

Accounting Standards applicable in India



Type Particulars Based on MCA notification

1. Ind AS (Indian 

Accounting 

Standards)

IFRS based 

standards with carve 

outs

Companies (Indian Accounting 

Standards (IND AS)) Rules 2015

and amendments thereafter

(Ind AS Rules 2015)

2

AS 

(Accounting 

Standards)

Traditional

Accounting

standards applicable 

in India

before notification of 

Ind AS

Companies (Accounting

Standards) Rules, 2021 (AS Rules 

2021)4

Particulars Comments

Every company, other than a company to

which Indian Accounting Standards as notified

under Companies (Indian Accounting

Standards) Rules, 2015 are applicable, shall

comply with the Accounting Standards

notified under Companies (Accounting

Standards) Rules, 2021.

https://cleartax.in/s/accounting-standards
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The Companies (Accounting Standards) Rules,

2021 define “Small and Medium Sized

Company” (SMC) as a company:-

(i) whose equity or debt securities are not listed

or are not in the process of listing on any stock

exchange, whether in India or outside India; (ii)

which is not a bank, financial institution or an

insurance company; (iii) whose turnover

(excluding other income) does not exceed two

hundred and fifty crore rupees in the

immediately preceding accounting year; (iv)

which does not have borrowings (including

public deposits) in excess of fifty crore rupees at

any time during the immediately preceding

accounting year; and (v) which is not a holding

or subsidiary company of a company which is

not a small and medium-sized company.

Such companies are eligible for some minimal

exemptions from Accounting Standards
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2.5.1 Financial Reporting generally means

supply of financial information about an entity

or reporting unit to the users or stakeholders,

who could be an internal party or external party.

In case of the former, it is commonly referred to

as Management Reporting (or Accounting) and

in case of latter it is known as External

Financial Reporting. The more widely used and

understood term is General Purpose Financial

Reporting (GPFR) or General Purpose Financial

Statements (GPFS).

2.5.2 The objective of GPFS5 is to provide

financial information about the reporting entity

that is useful to existing and potential investors,

lenders and other creditors in making decisions

relating to providing resources to the entity.

Those decisions involve decisions about:

2.5 Financial Reporting and General Purpose Financial Reporting (GPFR)
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a) buying, selling or holding equity and debt

instruments;

b) providing or settling loans and other forms

of credit; or

c) exercising rights to vote on, or otherwise

influence, management’s actions that affect

the use of the entity’s economic resources.

It may be noted that GPFS contain financial

information that is useful and relevant to a wide

set of external parties such as Regulators, Tax

Authorities, Suppliers, Employees and the

public at large. However, in recent times, the

accounting standard-setting bodies whose

standards form the primary bases for preparing

GPFS, have consciously decided that the

“Primary Users” of GPFS will be only those

listed above in this para 2.5.2.What needs

emphasis is that both such “Primary Users” and

the information needs for the kind of decisions
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detailed above, are not likely to be found in a

preponderant majority of MSMCs. Therefore,

both Accounting and Auditing Standards, and

the requirement of mandatory statutory audit, as

applicable to other (i.e. non MSMCs or large)

companies would be both unnecessary and

unjustified on cost- benefit considerations.

2.5.3 Contents and Characteristics of GPFS

2.5.3.1 The GPFSs are intended to provide

financial information about the reporting

entity’s economic resources, claims against

the entity and changes in resources and

claims. This information is provided in the

form of a set of financial reports or

statements as listed below:

a) Statement of financial position or Balance

Sheet which provides information about the

entity’s economic resources and the claims

against the reporting entity.
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b) Statement of financial performance or

Statement of Comprehensive Income which

depicts the information about changes in

entity’s resources and claims due to

transactions or events other than those with

the owners or shareholders of the entity.

c) Statement of Cash Flows which gives the

information about the changes in the

entity’s cash flows during a particular

period which is turn is intended to enable

users to assess the entity’s ability to

generate future net cash inflows and to

assess management’s stewardship of the

entity’s economic resources.

d) Notes to financial statements to aid the

understanding of the financial information

summarised in the above financial

statements and enhance the value of that

financial information
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2.5.3.2 In order for the financial information

supplied through GPFS to be useful and meet the

needs of the primary users of GPFS, the accounting

standard-setters have laid down certain underlying

ground rules or concepts in the form of Conceptual

Framework7 for Financial Reporting and one of the

key components is about the qualitative

characteristics of useful financial information.

These qualitative characteristics have been broadly

divided into following two groups.

Fundamental qualitative characteristics Enhancing qualitative 

characteristics

Relevance* Comparability

Materiality Verifiability

Faithful representation* Timeliness

Understandability

*These two aspects have been considered as two of the seven alignment 

principles to be considered in developing the IFRS for SMEs Standards.
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2.5.3.3 The providers as well as users of

financial information incurs costs in generating

and consuming the financial information

supplied. The benefits of the financial

information provided should justify the costs

incurred by both the provider and users. Cost is

considered to be a pervasive constraint in the

financial information that can be provided

through GPFS. Cost is, therefore, a critical

aspect to consider for justifying the nature,

complexity and extent of financial information

that is required to be provided by the GPFS.

2.6 Profile at a Glance of companies

registered in India

2.6.1 Based on the statistics published by the

Ministry of Corporate Affairs, Government of

India (MCA), the total number of active

companies was in the range of 11,59,945 to

12,99,710 during the period 2018-2021. The
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preponderant share is of private limited and one person

companies; 93.85%, 94.43%,94.66% and 94.93% of the

total number of active companies were private limited

companies and one person companies as of 31 March

2018, 31 March 2019, 31 March 2020 and 31 March

2021, respectively.

The below table gives the broad category-wise details

of the total number of companies:

Table 1: Total Population Size -Total number of Active Companies limited by Shares9

Company

Type

31 March 2018 31 March 2019 31 March 2020 31 March 2021

Number % Number % Number % Number %

Private

Limited

10,88,657 93.85 10,85,178 94.43 11,28,300 94.66 12,33,768 94.93

Of which

Private

Limited

10,71,944 - 10,62,418 - 11,00,235 - 11,97,244 -



Company

Type

31 March 2018 31 March 2019 31 March 2020 31 March 2021

Number % Number % Number % Number %

One Person

Company

16,713 - 22,760 - 28,065 - 36,524 -

Public 71,288 6.15 63,989 5.57 63,592 5.34 65,942 5.07

Of which

Listed 7,239 - 6,915 - 6,802 - 6,740

Unlisted 64,049 - 57,074 - 56,790 - 59,202

Total 11,59,945 100 11,49,16

7

100 11,91,892 100 12,99,710 100
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Key data parameters viz. payment to auditors,

turnover, net worth, and indebtedness of

companies with net worth below Rs. 250 crore

were analysed by NFRA to understand the

nature and size of such companies and the

related public interest involved. The payment to

auditors made by the Companies as reported in

their filings is compared with the estimated

standard cost of audit for a reasonably good

quality audit, performed in compliance with the

letter and spirit of the SAs. Further, the auditing

requirement in India’s tax laws, and the

exemptions from the statutory audit requirement

as existing in developed economies is provided

in this consultation paper so that respondents can

consider those aspects as well while giving their

responses.

3. NFRA’S RESEARCH ON MSMCs AND PRELIMINARY FINDINGS



Particulars Comments

3.1 NFRA’s Findings from MCA 21 Data

3.1.1 Of the total number of companies as per

Table 1 in Para 2.6.1 above, only 52.48%

(6,03,055 Companies) of the total number of

active companies have filed their AFSs and

MGT -7 for the financial year (FY) 2018-1910

as of June 2021 (Refer Table 1.1 in Annexure 2

for details). Such a low percentage of

compliance with a critical statutory filing even

after two years from the end of the reporting

period indicates perhaps a lack of adequate

accounting professionals with many of these

companies. It may also be relevant to note that

there are only 4,349 Listed Companies that have

filed their AFSs & MGT-7 so far.

Of the total number of companies that have filed

AFSs for the FY 2018-19, 97.09% (5,85,535

Companies) have submitted their financial

statements prepared under Companies

SMSCs already lack 

accounting professionals . 

By doing away the audits of 

such entities , the quality of 

reporting shall further 

deteriorate.
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(Accounting Standards) Rules 2006 (AS

Framework) and 2.91% (17,520 Companies) have

submitted financial statements prepared under

Companies (Indian Accounting Standards) Rules

2015 (Ind AS Framework) (Refer Table 1.2 in

Annexure 2).

Out of the total companies which have made

filings, 99.41% (5,99,487 Companies)11 have

reported Net Worth below ₹ 250 Crores (MSMCs

for the purpose of this consultation paper).

3.1.2 The above data indicates the following key

features of MSMCs:

i. Payments to Auditors12 ((Refer Table 1.6 in

Annexure 2 and Annexure 3)

• There are a large number of Companies

(1,81,392 Companies, nearly 30.26%) that

have reported NIL Payments to Auditors. This

perhaps could be data input error indicating

lack of adequate accounting professionals with

many of these companies.

When there is hardly any 

cost involved,what cost 

cutting you aim to achieve?
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• A large majority of Companies (2,48,218

Companies accounting for 41.41%) have

reported small amounts of Payments to

Auditors i.e., below ₹25 Thousand. Of these

Companies, 40,708 Companies have reported

extremely small amounts of payments to

Auditors i.e., below ₹5 Thousand. The

estimated standard cost to perform a

reasonably good quality audit, in compliance

with the letter and spirit of the SAs, for an

MSMC, with Turnover below 50 Crores, is in

the range of ₹1.50 lakhs to ₹ 8.43 lakhs (Refer

Annexure 3). This estimated audit cost is

several multiples higher as compared to the

presently reported audit fee ranges i.e., a very

large percentage of MSMCs have reported

Payment to Auditors of less than ₹ 25

thousand.

On the one side, you say 

cost is low . On the other 

hand, you are talking of cost 

saving.

Is there any good quality 

audit and bad quality audit?

ii. Turnover (Refer Table 1.4 in Annexure 2):
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• Of the total number of 5,99,487 MSMCs

considered in NFRA’s preliminary research,

there are a large number of Companies

(2,09,122 Companies accounting for 34.88%)

that have reported Nil Turnover (in some cases,

there could be data input errors in MCA21).

• Among the MSMCs that have reported

Turnover, a large number of Companies

(3,67,019) i.e., nearly 61.22% have very low

turnover i.e., below ₹ 50 Crores.

iii. Indebtedness (Refer Table 1.5 in Annexure

2)

• Of the total number of 5,99,487 MSMCs

considered in NFRA’s preliminary research, a

significant number of Companies (2,66,832

Companies accounting for 44.51%) have

reported NIL Indebtedness. Of these debt-free

Companies, 1,12,043 Companies, nearly

41.99%, have also reported NIL Turnover.
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• Further, out of remaining companies having

indebtedness, there are a large number of

companies (3,15,803 Companies, nearly

52.68%) that have low Indebtedness i.e., below

₹ 25 Crores.

How do you define low 

indebtedness?

iv. Net Worth Size (Refer Table 1.3 in

Annexure 2):

• Of the total number of MSMCs, there are

4,76,536 Companies with cumulative positive

Net Worth of ₹ 21,37,302 Crores and 1,22,951

Companies with cumulative negative Net

Worth of ₹ 9,50,457 Crores.

• Among the MSMCs with positive Net Worth,

there are a large number of Companies

(4,57,170) i.e., nearly 95.93% that have very

low Net Worth i.e., Net Worth below ₹ 25

Crores.

Needless to say, the above analysis clearly brings

out that a preponderant majority of these

companies is very small in size in terms of key
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financial parameters. Payment to auditors by such

companies is miniscule and far below the

minimum standard audit fees cost estimates.

3.2 Limited Users of GPFSs of MSMCs

As depicted in Table 1.2 in Annexure 2, 94.57% of

MSMCs which have made filings for FY 2018-19

are Private Limited Companies or One Person

Companies. A large majority of Companies has

very low or NIL Indebtedness, which indicates low

risk to the larger public interest. There is likely to

be a very limited number of users of GPFSs of

these Companies. The Primary Users of GPFSs of

these companies would be Owners or Shareholders

of these Private Limited Companies, who are

unlikely to depend upon GPFSs for much of the

financial information they need. Lenders, if any,

such as banks have special requirements that are

not within the purview of GPFSs.

Banks ignored which 

constitute 47% cases with 

indebtedness above Rs.25 

crores.

3.3 Auditing thresholds already available in
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3.3.1 Indian Tax Laws

The Indian Tax Authorities have substantially done

away with the requirement of audit by Chartered

Accountants up to certain threshold amounts. By

the Finance Act, 2021, Income Tax audit has been

dispensed with for businesses with turnover of up

to Rs 10 crores, provided not more than 5 % of the

total transactions are in cash. GST Audit has also

been completely done away with.

In view of the above, the extent of public interest

involved in the financial reporting of these

Companies is most likely to be minimal.

Have you studied data of 

companies who have 5% 

transactions ? Indian 

Economy is predominantly 

rural.



3.3.2 Reporting on CARO and ICFR

Nature of Company CARO ICFR

One Person Company

as per section 2(63) of

the Companies

Act, 2013

Exempt – No reporting required Exempt – No reporting

required

Small Company as

per section 2(85) of

the Companies Act,

2013

Exempt – No reporting required Exempt – No reporting

required



Private Limited

Company as per

section 2(68) of the

Companies Act, 2013

not being a subsidiary or holding company

of a public company, having a paid up

capital and reserves and surplus not more

than ₹ 1 crores as on the balance sheet date

and which does not have total borrowings

exceeding

₹ 1 crores from any bank or financial

institution at any point of time during the

financial year and which does not have a

total revenue as disclosed in Scheduled III

to the Companies Act (including revenue

from discontinuing operations) exceeding ₹

10 crores during the financial year as per the

financial statements.

which has a turnover of

less than 50 Crore as per

the latest Audited Financial

Statements or which has an

aggregate borrowing from

Banks or FIs or any Body

Corporate at any point of

time during the financial

year less than Rs. 25 Crore
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3.3.3 Global jurisdictions

The auditing ecosystem of developed economies

such as EU, UK, Singapore, Australia, USA and

Japan allows for exemptions to certain classes of

companies depending upon thresholds based on

various parameters. The following is the country/

region wise summary. Full details of country-wise

exemptions are given in Annexure 1.

Ours is a developing 

economy.

i. European Union (EU)

• The directive of EU states that the small

undertakings should not be covered by the

audit obligation, as audit can be a significant

administrative burden for that category of

undertakings. It also states that in many small

undertakings the same persons are both

shareholders and managers and, therefore, have

limited need for third-party assurance on

financial statements.
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• The criteria for exemption set by EU is

satisfaction of 2 out of 3 thresholds on basis of

criteria viz. balance sheet total, net turnover

and average number of employees during the

financial year. The thresholds are categorised

for micro, small and medium sized entities.

Based on such directive, EU member countries

have set their country specific thresholds.

ii. United Kingdom

• Small companies are exempt from audit and

the criteria for exemption is on basis of

satisfying 2 out of 3 thresholds on basis of

balance sheet total, turnover and number of

employees. The thresholds are:-

Criteria Amount (in Pound)

Turnover Not more than £ 10.2 million

Balance Sheet Total Not more than £ 5.1 million

Number of employees Not more than 50
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• UK Companies Act also extends exemption to

parent company provided the group headed by

it qualifies as a small group (for which there are

similar exemption thresholds).

iii. Singapore

• Small companies are exempt from audit and the

criteria for exemption is on basis of satisfying 2

out of 3 thresholds on basis of balance sheet

total, turnover and number of employees. The

thresholds are:-

Criteria Amount (in Singapore Dollar)

Revenue Not more than $ 10 million

Total Assets Not more than $ 10 million

Number of employees Not more than 50
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• Singapore Companies Act also extends

exemption to parent company provided the

group headed by it qualifies as a small group

(for which there are similar exemption

thresholds).

iv. Australia

• Small companies are exempt from audit and the

criteria for exemption is on basis of satisfying 2

out of 3 thresholds on basis of balance sheet

total, turnover and number of employees. The

thresholds are:-

Criteria Amount (in Australian Dollar)

Revenue Not more than $ 25 million

Total Assets Not more than $ 12.5 million

Number of employees Not more than 50
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• The exemption is also available to companies

limited by guarantee provided revenue is less

than Australia dollar 2,50,000.

v. United States of America (USA)

• A company which is not issuer of securities and

not listed on a US Stock Exchange, is regulated

by Corporate Law of that particular state where

it is incorporated. A majority of the states in

USA have adopted the model law called ‘Model

Business Corporation Act’ recommended by the

American Bar Association. This model law

does not prescribe any mandatory requirements

for audit of financial statements of corporates.

It states that if the annual financial statements

are reported upon by a public accountant, his

report must accompany them. If not, the

statements must be accompanied by a

declaration of the president or the person

responsible for the corporation’s accounting

records stating that the financial statements are
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prepared on accepted accounting principles

and if not, describing the basis of preparation.

vi. Japan

• Under Japanese Act, only certain large

Companies must be audited by an independent

CPA. The requirements are as follows:

a) Large companies: Capital stock of ¥500

million or more, or liabilities of ¥20 billion or

more, as of the latest fiscal year-end;

b) companies which adopt a “Company with

Committees” corporate governance system;

and

c) other companies which appoint an accounting

auditors on a voluntary basis.

• The above requirements are subject to certain

PIEs covered under The Financial Instrument

and Exchange Act.
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The Reserve Bank of India vide its circular DOR

NO.BP.BC/3/21.04.048/2020-21 dated August 6,

2020 on “Resolution Framework for COVID-19-

related Stress” (“Resolution Framework – 1.0”)

had provide a window to enable lenders to

implement a resolution plan in respect of eligible

corporate exposures without change ion

ownership, and personal loans, while classifying

such exposures as Standard, subject to specified

conditions.

1. The resurgence of Covid-19 pandemic in India

in the recent weeks and the consequent

containment measures to check the spread of

the pandemic may impact the recovery process

and create new uncertainties. With the

objective of alleviating the potential stress to

individual borrowers and small businesses, the

following set of measures are being

announced. These set of measures are broadly

in line with the contours of the Resolution

Framework – 1.0, with suitable modifications.
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2. Part A of this circular pertains to requirements

specific to resolution of advances to

individuals and small businesses and Part B

pertains to working capital support for: (i)

individuals who have availed of loans for

business purpose, and (ii) small businesses,

where resolution plans were implemented

previously, Part C lists the disclosure

requirements for the lending institutions with

respect to the resolution plans implemented

under this window.

Resolution of advances to individuals and small

businesses

3. Lending institutions are permitted to offer a

limited window to individuals borrowers and

small businesses to implement resolution plans

in respect of their credit exposures while

classifying the same as Standard upon

implementation of the resolution plan subject

to the conditions specified hereafter.
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4. The following borrowers shall be eligible for

the window resolution to be invoked by the

lending institutions:

a) Individuals who have availed of personal loans

(as defined in the Circular DBR.No.

BP.BC.99/08.100/2017-18 dated January 4,

2018 on XBRL Returns – harmonization of

Banking Statistics”), excluding the credit

facilities provided by lending institutions to

their own personnel/staff.

b) Individuals who have availed of loans and

advances for business purpose and to whom

the lending institutions have aggregate

exposure of not more than Rs.25 crore as on

March 31, 2021
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c. Small businesses, including those engaged in

retail and wholesale trade, other than those

classified as micro, small and medium

enterprises as on March 31, 2021, and to whom

the lending institutions have aggregate

exposure of not more than Rs.25 crore as on

March 31, 2021.

Provided that the borrower accounts / credit

facilities shall not belong to the categories listed in

sub-clauses (a) to (e) of the clause 2 of the Annex

to the Resolution Framework 1.0, read with the

response to SL.No.2 of FAQs on Resolution

Framework for Covid-19 related stress (Revised

on December 12, 2020).

Provided further that the borrower accounts should

not have availed of any resolution in terms of the

Resolution Framework – 1.0 subject to the special

exemption mentioned at Clause 22 below.
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c. Small businesses, including those engaged in

retail and wholesale trade, other than those

classified as micro, small and medium

enterprises as on March 31, 2021, and to whom

the lending institutions have aggregate

exposure of not more than Rs.25 crore as on

March 31, 2021.

Provided that the borrower accounts / credit

facilities shall not belong to the categories listed in

sub-clauses (a) to (e) of the clause 2 of the Annex

to the Resolution Framework 1.0, read with the

response to SL.No.2 of FAQs on Resolution

Framework for Covid-19 related stress (Revised

on December 12, 2020).

Provided further that the borrower accounts should

not have availed of any resolution in terms of the

Resolution Framework – 1.0 subject to the special

exemption mentioned at Clause 22 below.
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Provided further that the credit facilities /

investment exposure to the borrower was classified

as Standard by the lending institution as on March

31, 2021.

5. Any resolution plan implemented in
breach of the stipulations of this circular
shall be fully governed by the Prudential
Framework for Resolution of Stressed
Assets issued on June 7, 2019 (“Prudential
Framework”), or the relevant institutions
as applicable to specific category of
leading institutions as applicable to
specific category of lending institutions
where the Prudential Framework is not
applicable.

Mystery of Zero Audit Fees of 1.81 lacs
Companies As per NFRA Report

The answer is Big No?
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In No way It is possible to get Audit done work

done without paying any single rupee for Audit!!

Does any logic certify that?

So How NFRA computed that - Wherefrom they

have taken this data?

NFRA has taken the data of Auditors fee from the

Payment to Auditor section in AOC-4 filed by

the Company.

Now, due to clerical mistakes, Many times

Auditors fees are either mentioned in the Other

Expenses Column or Finance Cost.

This is either due to clerical mistake by Articles

/staff of CA or and since also Company Secretary

authorized to fill-up the form these may not be

cross-checked by Auditor who audited the

company.
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Argument -

NFRA should have cross-checked the data with

ICAI before relying on the faulty report and

concluding any remark on it.

If not then at least asked on a sample basis at least

50% of the Auditor that whether they have audited

at Zero cost or is it because of clerical mistake!!!

Hence it is evident that due to clerical mistakes in

the AOC-4 form, NFRA published wrong data and

wrongly concluded on Auditors role in Companies.

And it also implies that self-prepared data are

always misleading unless it is audited by some

independent person who is an expert. Had this

NFRA data would have verified by ICAI or CA

members, Half of the problem would have been

solved.
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The Institute of Chartered Accountants of India

(ICAI) has defended its stance, saying it is not for

exempting micro, small, and medium firms from

mandatory statutory audit and that the National

Financial Regulatory Authority has no jurisdiction

over MSMEs.

ICAI said the audit is a preventive check on

companies, whether small or big, which enjoy

limited liability of their shareholders.

“It is not within its purview to propose whether

an audit of a particular class of companies is

required or not. However, we may look at merits in

having audits of these companies,” Nihar N

Jambusaria, president, ICAI, in response to email

queries. NFRA, on its part, felt that the audit

standards should be aligned to the nature, size, and

complexity of these companies and their

commercial needs, business size, capacity to

comply with the prescribed standards, and

relevance to their primary users. Asking ICAI to
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revisit the requirement of compulsory statutory

audit for all companies irrespective of their size,

NFRA said: “...it is essential that the regulatory

environment is conducive to support, and not

burden, the growth in business and economic

activities of these entities.”

It also said major economies of the world require

statutory audits for small companies only in case

some minimum criteria of public interest are

satisfied. This is not the first time that the two

audit regulators have been at

loggerheads. ICAI has felt that NFRA’s

disciplinary powers breach its area

Recently, ICAI had also rejected the consultation

paper of NFRA on “Enhancing engagement with

stakeholders.” President of ICAI said the paper

made fallacious circular argument analogies and

was far from ground realities
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The latest bone of contention — ICAI’s approach

paper for the revised accounting standards —

provides broad guidance for formulation of all the

new or existing accounting standards to be

followed by the companies not required to prepare

financial statements under Ind AS and non-

company entities. “While revising a standard, if it

is considered necessary, certain prescriptions under

approach paper may be amended,” ICAI has said.

The institute has also strongly disagreed with NF-

RA’s observation that there was a mismatch

between the current payment made to auditors and

the estimated cost for conducting an audit in

compliance with the letter and true spirit of

standards of audit.

NFRA said, “The inference that is inescapable is

that such an audit as is being carried out is perhaps

only a sham.”
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ICAI said there was no direct nexus between the

quality of the audit and the cost of conducting the

audit. “The allocation of staff and number of hours

as estimated for computing the standard cost of

audit by NFRA are much higher as compared to

the actuals,” Jambusariya said.

ICAI president also said that number of manual

hours gets reduced to a great extent due to

technological advancement in the field of

accounting and auditing. “It is true that CAs are

not getting the true worth of the fees for their

work...Auditors have done their work with

integrity and honesty despite low scales of fees,”

Jambusaria said.

Globally, experts said countries such as the US and

the UK exempt small companies up to a certain

threshold from statutory audit requirements. ICAI

president, however, said India is a developing

country and the GDP of India and such other

countries are not at par with each other.


