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AUDIT
SA 240-THE AUDITORS RESPONSIBILITY RELATING TO FRAUD IN AN AUDIT OF FINANCIAL STATEMENTS
Contributed by Madhulika.G & Vetted by CA Sandeep Das

A. Scope:
• This Standard on Auditing (SA) deals with the auditor’s responsibilities relating to fraud in an
audit of financial statements.
• Specifically, it expands on how SA 315, “Identifying and Assessing the Risks of Material
Misstatement Through Understanding the Entity and Its Environment,” and SA 330, “The
Auditor’s Responses to Assessed Risks,” are to be applied in relation to risks of material
misstatement due to fraud.
B.

Effective Date:This SA is effective for audits of financial statements for periods commencing on or
after 1st April 2009.

C.

Responsibility for prevention and detection of Fraud:
?
The primary responsibility for prevention and detection of fraud lies with both Management and
Those Charged with Governance (TCWG) of the entity.
v
Those Charged with Governance (TCWG): The person(s) or organization(s) (e.g., a corporate
trustee) with responsibility for overseeing the strategic direction of the entity and obligations
related to the accountability of the entity. This includes overseeing the financial reporting
process. For some entities, those charged with governance may include management
personnel, for example, executive members of a governance board of a private or publicsector entity, or an owner-manager.
?
Management and TCWG should place a strong emphasis on fraud prevention.
?
This involves a commitment for creating a culture of honesty and ethical behaviour.

D.

Auditor’s Responsibilities:
?
To obtain reasonable assurance that the financial statements as a whole are free from material
misstatements.
?
Consider the risk of Material Misstatement
?
To Maintain an attitude of professional skepticism throughout the audit.

E.

Auditor’s Objective:
?
To identify and assess the risk of material misstatement in the Financial Statements due to fraud,
?
To obtain sufficient appropriate audit evidence about the assessed risk of material misstatement
due to fraud, through designing and implementing appropriate audit procedures; and
?
To appropriately respond to identified and suspected fraud.
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Misstatement in Financial Statements: Misstatements in Financial Statements may arise either due
to fraud or error, whether the underlying action that results in the misstatement of the financial
statements is intentional or unintentional.

G. What is Fraud?
Fraud

An intentional misstatement of information by

Employee

Management

Those Chargedwith
Governance

Third Party

to take advantage of the situation

H. Types of Fraud:
• Employee Fraud: It refers to the fraud committed by an employee against the company or an
organisation such as Asset Misappropriation, Misappropriation of Goods etc.,
• Management Fraud: It involves falsifying the financial information for the benefit of the person
committing the crime. This includes malafide transactions, bogus trades etc.,
I.

Fraud Triangle:
Pressure
Financial or Emotional force
pushing towards fraud

FRAUD
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Audit Considerations at planning stage relating to fraud:
?
Approach work with Professional skepticism
?
Discussion among the audit engagement team
?
Assess the risk of fraud

K.

Audit Procedures to be performed when circumstances indicate the possibility of Fraud:
?
Communicate the misstatement to the management on timely basis
?
If required, by Laws and Regulations, auditor should report about it to the regulatory and
enforcement authorities also,
?
Communicate the weakness in internal controls to management
?
If his suspicion is confirmed:
v
Communicate the findings to an appropriate level of management and discuss the approach
for further investigation, he may advice the management to take the legal advice
v
Consider the implications of misstatement in relation to other aspects of audit, particularly
the reliability of management’s representations
v
Ascertain whether any management’s disclosure to this effect in management’s disclosure is
required but not done, he should suitably indicate the same in his audit report.
?
If his suspicion is neither confirmed nor dispelled:
v
Assess the impact of such fraud or error on financial statements and also assess their impact,
in light of SA’s in the audit report
?
If the auditor is unable to complete the engagement:
v
He should consider the professional and legal requirements for reporting them
Ø
If he decides to withdraw from the engagement, he should discuss it with appropriate
management and those charged with governance
Ø
He may also consider legal or professional requirements for reporting reasons for such
withdrawal.

L.

Subsequent discovery of undetected material misstatements

In case of any subsequent discovery of material misstatements of financial information either due to
fraud or error, auditor shall not be held liable for non-detection, if he has adopted adequate procedures
that are in conformity with basic principles governing an audit and has issued an appropriate audit report
based on the results of such procedures.
M. Documentation
Auditor shall maintain documentation as per SA 315 and SA 330 and it is the responsibility of the Auditor
to document the communication about the fraud made to Management, Those Charged with
Governance, Regulators and others.

This article is contributed by Madhulika.G, Intern of SBS and Company LLP. The author can be reached
at interns@sbsandco.com
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INDIRECT TAXES
ISD VS CROSS CHARGE
Contributed by Sukanya. B & Vetted by CA Manindar & CA Sandeep Das

In this Article, an attempt has been made to draw the concept of
• Input service distributor (ISD);
• Cross Charge and
• An explanation to ‘what is the best method to adopt in various situations’.
Introduction:
Goods and Services Tax is a levy on supply of goods or services. For the purpose of applicability of GST, the
transactions are divided into two;
(i) Intra state transactions: Intra state transactions are those where the location of supplier and place
of supply are in same state and there will be a levy of Central goods and Services Tax (CGST) and the
State goods and services Tax Act (SGST) of the state in which the supplier is located.
(ii) Inter state transactions: Inter state transact ions are those where the location of supplier and place
of supply are in different states or transactions of cross border (supplier is located in India and
recipient located outside India or vice versa). In case of inter-state transactions, Integrated Goods
and Services Tax (IGST) will be levied and place of Supply shall be determined in accordance with
sections 10, 11, 12 and 13 of the Integrated Goods and Services Tax Act, 2017.
Input Tax Credit:
The term Input Tax has been defined under section 2(62) of Central Goods and Services Tax Act,
2017.Accordingly, the term input tax in relation to registered person means central tax, state tax,
integrated tax or union territory tax charged on any supply of goods or services or both made to him and
includes
(i) Integrated goods and services tax paid on import of goods;
(ii) Central tax, state tax and integrated tax payable under reverse charge but does not include the
tax paid under the composition levy.
Input Tax Credit as per section 2(63) of the Central Goods and Services Tax, 2017 means the credit of input
tax.
Legal Glitch on utilization of one state`s SGST with the other:
Input tax is defined to include the state tax, central tax, or integrated tax charged on all supplies received
by registered taxable person in the course or furtherance of business or commerce.
The term ‘State Tax’ is defined under Section 2(104) of Central Goods and Services Tax Act, 2017 as the tax
levied under any State Goods and Services Tax Act, 2017.
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Though it is mentioned under the input tax definition that the state tax is eligible for credit, but on perusal
of the respective State goods and Services Tax Act the definition of state tax shall be reproduced as under
"State tax" means the tax levied under this Act- this means that a state input tax credit can be adjusted
against that respective state output tax liability only but not with any other state output tax liability. This
legal glitch is a hurdle for the concept of free flow of input tax credit and thus, this interpretational issue is
referred to Delhi Court for examination in the case of D Pauls Travels and Tours Ltd vs. UOI & Others and
the matter is pending for final disposal. As of now, there is a glitch that one state SGST may not be adjusted
against another state SGST and vice versa.
Example:
A registered person located in Telangana State visits Andhra Pradesh(AP)for official purpose and have
incurred the accommodation expenses in a hotel located in AP.As the supply being intra state because the
person supplying the service and place of supply are in AP the hotel will charge the CGST and APSGST. The
registered person located in Telangana may not be in a position to avail input tax credit by complying the
Telangana State Goods and Services Tax Act,2017.
INPUT SERVICE DISTRIBUTOR:
Definition:
The term ‘Input Service Distributor’ has been defined under sec2(61) of the Central goods and Services
Tax Act, 2017 which is reproduced as under;
“Input Service Distributor” means an office of the supplier of goods or services or both which receives tax
invoices issued under section 31 towards the receipt of input services and issues a prescribed document
for the purposes of distributing the credit of central tax, State tax, integrated tax or Union territory tax
paid on the said services to a supplier of taxable goods or services or both having the same Permanent
Account Number as that of the said office.
In view of the above definition of input service distributor, an office of a company can act as input service
distributor by way of accumulating the input tax credit on various services received by the company and
transferring the credit to other registered units under same PAN. This is similar to the concept of input
service distributor under service tax regime. Though GST laws proposes to levy tax on supply of goods or
services without any distinction, input tax credit relating to goods cannot be distributed under the
concept of input service distributor.
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Conditions to be satisfied for distribution of input tax credit (Sec-20):
Input service distributor may distribute the credit subject to the following conditions:
i. While distributing the credit, input service distributor shall issue a document to the recipient
branch indicating that it is issued only for distribution of input tax credit;
ii. The amount of the credit distributed shall not exceed the amount of credit available for
distribution;
iii. If the credit is attributable to only a particular branch, then the same shall be distributed only to
that branch.
iv. If the credit is attributable to more than one branch, then the same shall be distributed on pro
rata based on the turnover in the relevant period in a state or union territory to the aggregate of
the total turnover of all branches to whom the input tax is attributable.
Relevant Period: The term relevant period means,
a. If the recipient branches of the credit have any turnover during the preceding financial year then
the turnover of the preceding financial year is to be considered, or
b. if any of the recipient branches doesn’t have any turnover in the previous financial year then the
turnover of the preceding quarter in which details of all the recipient branches are available, is to
be considered.
Manner of Distribution of Credit under ISD (Rule 39):
Rule 39 of Central Goods and Services Tax Rules, 2017 lays down the procedure for distribution of input
tax credit by input service distributor. On perusal of this rule, it provides the manner in which the input tax
relating to central tax, state tax and integrated tax shall be distributed. Two important conditions to be
satisfied are reproduced as under;
a. Input tax credit on account of integrated tax shall be distributed as input tax credit of integrated
tax to every recipient.
b. Input tax credit on account of central tax and state tax shall be distributed in the following
manner;
(i) In respect of a recipient located in the same State in which the Input Service Distributor is
located, be distributed as input tax credit of central tax and State tax or Union territory tax
respectively;
(ii) In respect of a recipient located in a State other than that of the Input Service Distributor, be
distributed as integrated tax.
In view of the above referred manner in which credit is distributed, let us consider the following examples
to understand the implications.
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Examples:
1.

2.

3.

Say, a company is having office in Telangana, Karnataka, Uttar Pradesh. The office in Telangana has
obtained registration under input service distributor. The office in Uttar Pradesh has incurred a
location or performance specific expenditure viz. hotel expenditure in Hyderabad. In such case, the
hotel charges Central Tax and State Tax of Telangana. The Hyderabad office (input service distributor)
can take credit of the said expenditure and transfer the same as Integrated Tax to Uttar Pradesh.
In the above example, if the said expenditure is incurred in Mumbai. The hotel will charge Central Tax
and State Tax of Maharashtra. In such case, neither the office in Uttar Pradesh nor the Hyderabad
office (input service distributor) can take input tax credit of the same.
In the above example, if the Company has office even in Mumbai also. Then the hotel expenditure
incurred in Mumbai is not for the purpose of Mumbai office business and in the absence of input
service distributor registration for Mumbai office, the said expenditure cannot be claimed as input
tax credit.

Limitations under Input Service Distributor:
From the above discussed examples, it can be concluded that there are two limitations under the concept
of Input service Distributor:
1. Credit relating to goods cannot be distributed under this concept.
2. There is a legal glitch that prevents the input service distributor to distribute the credit relating to
state tax charged on intra-state supplies that are supplied in a State other than that in which the
input service distributor is located.
CROSS CHARGE:
As discussed in the introduction, GST is a levy on supply of goods and services or both. The word ‘Supply’
is defined under Section 7 of Central Goods and Services Tax Act, 2017 which is reproduced as under,
(1) For the purposes of this Act, the expression “supply” includes––
(a) All forms of supply of goods or services or both such as sale, transfer, barter, exchange, licence,
rental, lease or disposal made or agreed to be made for a consideration by a person in the course
or furtherance of business;
(b) Import of services for a consideration whether or not in the course or furtherance of business;
(c) The activities specified in Schedule I, made or agreed to be made without a consideration; and
(d) The activities to be treated as supply of goods or supply of services as referred to in Schedule II.
If we observe the above definition of Supply, it is defined in an inclusive manner which includes all kinds of
supply of goods or services undertaken for a consideration by a person in the course or furtherance of
business. However, it also includes activities listed in schedule I even in the absence of consideration. On
perusal of the activities listed in schedule I, the one relevant in the present context is reproduced as
under;
‘Supply of goods or services or both between related persons or between distinct persons as specified in
section 25, when made in the course or furtherance of business
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It means that any supply of goods or services or both between branches of different states/Union
territories in the course or furtherance of business is treated as supply and the transaction shall be valued
as per the valuation rules 28, 30 and 31.
The above entry has been inserted in order to satisfy the Consumption based tax system i.e., the tax shall
flow to the state in which the goods or services are consumed. If the same is not treated as supply, then
the state in which the supplier is located will be suffering from the revenue loss because when the sale
ultimately happens with a third party, the revenue will flow to the state in which the recipient branch is
located but the supplier branch shall avail the input tax credit which shall be borne by the state in which
the Supplier branch is located.
Treatment of Cross Charge:
In general, the effective tax treatment shall be, the supplier branch shall supply the goods or services by
charging the recipient branch and accordingly pay the GST amount to the government, the recipient
branch shall avail the input tax credit of the same.
Elimination of legal glitch of utilizing input tax credit of one state SGST with the other under Cross
Charge:
Under this concept there is a scope for elimination of legal glitch of utilizing input tax credit of one state
SGST with the otherstate. If one state`s branch of an entity have incurred immovable related expenses in
other state then it would have paid CGST and SGST of the other state, which it cannot utilize as such as
input tax credit, hence the branch in other state shall utilize this input tax credit by giving its GSTIN in the
invoice, and which in turn invoice the 1st branch under the head of ‘Business support services’ by
charging IGST.
However, where the services are pertaining to two or more branches then the same shall be invoiced in
accordance with the provisions of Sec 20 of the Central Goods and Services Tax Act, 2017 because the
legislative intent is clear that it is to be distributed based on the turnover only.
Example:
A company having branches at Andhra Pradesh, Mumbai, Kerala and Telangana being the head office.
Branch at Telangana have incurred accommodation expenses in Mumbai and have paid CGST and
Maharashtra SGST. The credit relating to the transaction may not be available due to the technical glitch
as explained above, this amounts to block of credits. Hence,under this option the Mumbai branch shall
invoice the Telangana branch under ‘Business support services’ head and transfer the equal credit to the
Telangana branch, Mumbai branch shall utilize the credit charged by the hotel resulting into no blockage
of credits.
The whole essence of the transaction shall turn out to be like- Mumbai branch shall book the
accommodation in a hotel by giving it`s GSTIN and shall claim the credit of the same and shall invoice to
Telangana by charging IGST under business support services hence, there will be no blockage of credits.
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However, if the same Telangana office incurs the similar expenditure in Tamil Nadu then the credit may
not be available under Cross charge and Input Service Distributor as well.
Conclusion: Based onthefacts, the relevant method can be applied by considering the following;
1. When a company having multiple registrations in various states but procures various input
services in a single state then ISD is beneficial.
2. When a company having multiple registrations in various states and procures various input
services across various states then Cross Valuation is beneficial because in case of ISD, SGST of
the state in which ISD is registered is only eligible for credit.
3. Company desirous of distributing the credit relating to goods (e.g. Stationery), as ISD is restricted
to services only, the credit relating to goods commonly used can be distributed under Cross
charge only.

This article is contributed by Sukanya.B, Intern of SBS and Company LLP. The author can be reached
at interns@sbsandco.com
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FEMA
FEMA UPDATES FOR THE MONTH OF AUG'18
Contributed by Sunil Reddy. S & Vetted by CA Murali Krishna.G

I.

Foreign Investment in India-Reporting in Single Master Form (SMF)
As announced in the First Bi-monthly Monetary Policy Review dated 5thApril, 2018, Reserve Bank of
India (RBI) would introduce a Single Master Form (SMF) for reporting of Foreign Direct Investment
(FDI) received as per Foreign Exchange Management (Transfer or issue of security by a person
resident outside India) Regulations 2017, dated November 7, 2017and also for investment by
persons resident outside India in an Investment Vehicle.
In this regard, prior to the implementation of the SMF, entities who are in receipt of/ Outstanding FDI
need to upload the prescribed details, on or before 20/07/2018, in the “Entity Master” on Foreign
Investment Reporting and Management System (FIRMS) Portal, https://firms.rbi.org.in. All the
entities registered up to 20/07/2018 on FIRMS Portal can add/edit details in Entity Master till
15thAugust, 2018.
Further a module containing 9 reports would be made available with effect from 1stAugust, 2018.
With the implementation of SMF, the reporting of FDI, which is presently a two-step procedure viz.,
Advance Remittance Form (ARF) and Foreign Currency-Gross Provisional Return (FC-GPR) would be
merged into a single revised FC-GPR. The SMF would also make us available reporting of indirect
foreign investment through Form-DI, reporting of inflows in investment vehicles through Form-InVi
and reporting in FC-TRS, LLP-I, LLP-II, ESOP, DRR and CN. The SMF would be an online form and draft
format of SMF has been released. The finalized structure of SMF and operational instructions
thereof would be made available in the Master Direction on Reporting under FEMA, 1999.
Indian entities which have not complied with the requirement of registering on FIRMS Portal will not
be able to receive foreign investment (including indirect foreign investment) further and will be held
as non-compliant under FEMA, 1999 and regulations made thereunder.
For more details ,refer Notification No.RBI/2017-18/194, A.P. (DIR Series) Circular No. 30 dated 7th
June, 2018 and User Manual for Entity Master-FIRMS dated 27th June,2018.

II.

External Commercial Borrowings (ECB) - Monthly reporting through ECB-2 Return
It has been decided by RBI to capture the details of the hedges for ECBs through a simplified format
of Monthly ECB-2 Return. Accordingly, Part E of the Return, is modified so as to include only standard
information on hedged/unhedged ECB exposure. Details of hedging in Part E.1 of the Return and
foreign exchange earnings and expenditure in Part E.2 of the Return should be furnished in additive
format.
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Revised monthly reporting format of ECB-2 Return is applicable from month-end of June 2018. It is
also clarified that any lapse at the time of reporting this return and / or failure to adhere to the time
line of its submission (within 7 working days from the end of the month) and / or any lapse at the time
of reporting through Form-83 (Reporting of loan agreement details) would be treated as
contravention of the provisions of FEMA,1999.
For more details, refer Notification No. RBI/2017-18/193, A.P. (DIR Series) Circular No. 29 dated
7thJune,2018.
III. Liberalised Remittance Scheme (LRS) - Harmonisation of Data and Definitions
It has been decided that furnishing of Permanent Account Number (PAN), which was previously not
mandatory while putting through permissible current account transactions of up to USD 25,000 shall
now be mandatory for making all remittances under LRS.
Further, in the context of remittances allowed under LRS for maintenance of close relatives, it has
been decided to align the definition of ‘relative’ with the definition given in Companies Act, 2013
instead of Companies Act, 1956 and Master Direction on LRS is being updated simultaneously to
reflect the above changes.
For more details, refer Notification No. RBI/2017-18/204, A.P. (DIR Series) Circular No. 32 dated
19thJune,2018.
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SATURDAY SESSIONS
Event

S.No.

Date

Speaker

11/08/2018

Bharadwaja

SBS - Hyd

18/08/2018

Harini

SBS - Hyd

25/08/2018

Sai Laasya

SBS - Hyd

Venue

1

Accounts and Records under GST

2

ICDS 9

3

panel discussion on an Article in SBS digest

4

Basic Definitions in Section 2 of FEMA, 1999

5

Panel discussion on an Article in SBS digest

6

Taxability of certain issues under GST

01/09/2018

Divyasree Sankurathri

SBS - Hyd

7

Input Tax Credit Part-III

15/09/2018

Sukanya Baddam

SBS - Hyd

SESSIONTIMINGS: 2:30 to 4:30 PM

Accounting for Taxes on Income - Sai krishna

Audit Committee - Suma.B

Due Diligence - Arun kumar

How Money is Made -Part 2 - Uday kumar

ICDS-IV Revenue Recognition” - Kanakaraju

Relief Under Section 89 of IT Act 1961 - Sai Varun
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