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Section 44AB of the Income-tax Act, 1961 contains the provisions for 
the tax audit of an entity. As per these provisions, tax audit shall 
be conducted by a Practising Chartered Accountant who ensures that 
the taxpayers has maintained proper books of account and complied 
with the provisions of the Income-tax Act. Tax Audit conducted by 
a Chartered Accountant is reported to the Income-tax department 
in Form No. 3CD. The Form No. 3CD has been revised by the 
Government on July 20, 2018. The new Form 3CD is applicable 
with effect from August 20, 2018 and various new clauses have 
been inserted therein. In this article, we have attempted to resolve 
some Frequently Asked Questions (FAQs) about the tax audit.

1. What is a tax audit?
A Tax audit is a process to verify whether the books of ac-
count prepared by the taxpayer are in compliance with the 
generally accepted accounting principles and the provisions 
of the Income-tax Act. A Tax audit can be conducted only 
by a Chartered Accountant in practice.

2. In which form the tax audit report has to be obtained?
Category of Taxpayer Form for 

Audit Report
Annexure to 

Audit Report
If books of account of assessee are required 
to be audited under any other law

Form 3CA Form 3CD

In any other case Form 3CB Form 3CD

3. Who is required to get books of account audited?
Section 44AB provides for the audit of books of account of an 
assessee engaged in business or profession. The table below 
demonstrates the requirement to get the books of account 
audited by different taxpayers:
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Nature of Business or 
Profession

Category of Tax-
payer

Threshold Limits for Gross Turnover or Receipts

Specified Professions Any ` 50 lakhs
Non-Specified Professions Any ` 50 lakhs
Business Any ` 1 Crore
Presumptive Tax Scheme 
under section 44AD

Resident Individual 
or HUF

Taxpayer opted for this scheme in any of the last 5 
previous years but do not opt for it in current year 
and his total income exceeds the maximum amount 
which is not chargeable to tax.

Presumptive Tax Scheme 
under section 44AD

Resident Partnership 
Firm

Taxpayer opted for scheme in any of last 5 previous 
years but do not opt for in current year.

Presumptive Tax Scheme 
under section 44ADA

Resident Assessee Taxpayer claims that his profits from profession are 
lower than the profits deemed under section 44ADA 
and total income exceeds the maximum amount which 
is not chargeable to tax.

Presumptive Tax Scheme 
under section 44AE

Any Assessee engaged 
in plying, hiring or 
leasing goods carriage

Taxpayer claims that his profits are lower than the 
deemed profit under section 44AE. 

Presumptive Tax Scheme 
under section 44BB

Non-resident assessee 
engaged in exploration 
of mineral oil

Taxpayer claims that his profits are lower than the 
deemed profits under section 44BB.

Presumptive Tax Scheme 
under section 44BBB

Foreign Co. engaged 
in civil construction

Taxpayer claims that his profits are lower than the 
deemed profits under section 44BBB.

4. What is deemed as business and 
profession?
Income-tax Act provides an inclusive defi-
nition of business where “Business includes 
any trade, commerce, or manufacture or any 
adventure or concern in the nature of trade, 
commerce or manufacture.” However, the term 
business does not necessarily mean trade or 
manufacture only.

Classification of business or profession will 
depend on the facts and circumstances of 
each case. The expression ‘profession’ involves 
the idea of an occupation requiring purely 
intellectual skill or manual skill controlled by 
the intellectual skill of the operator, as distin-
guished from an operation which is substan-
tially the production or sale or arrangement 
for the production or sale of commodities. 
Further, section 2(36) of Income-tax Act has 
defined that profession includes vocation also.

Deemed as Business Deemed as Profession
u	Advertising Agent u	Legal
u	Courier Service u	Medical engineering
u	Clearing, Forwarding and Shipping Agent {CIT v. je-

evanlal Lalloobhai & Co. [1994] 206 ITR 548 (Bom)}
u	Architectural

u	Insurance Agents u	Consultancy
u	Nursing Homes u	Interior Decoration
u	Stock and Share Broking {CIT v. jeevanlal Lalloobhai & 

Co. [1994] 206 ITR 548 (Bom)}
u	Film Artist

u	Travel Agents u	Authorized Representative
u	Accountancy Profession
u	Company Secretary
u	Information Technology
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5. How to calculate the gross receipt or 
turnover?
Applicability of tax audit under section 44AB 
depends upon gross receipts, sales or turn-
over of an assessee, so the first and foremost 
thing is their calculations.

As per ‘Guidance Note on Terms Used in 
Financial Statement’ published by the ICAI, 
the meaning of ‘Turnover’ shall be the ag-
gregate amount for which sales are effected 
by an enterprise. The terms ‘gross turnover’ 
and ‘net turnover’ are sometimes used to 
differentiate the sales aggregate before and 
after deduction of returns and discounts.

In case of professionals “Gross receipts” 
include all receipts arising from carrying on 
a profession. If a professional collects out 
of pocket expenses separately, they shall 
not form part of gross receipts. However if 
these expenses are recovered collectively by 
way of consolidated fees, the whole amount 
would form part of gross receipts. Where a 
professional received an advance for services 
which are yet to be rendered, it will not form 
part of the gross receipts till the services 
are rendered.

Where an assessee is carrying on more than 
one business activity, turnover of all the 
businesses will be clubbed together. However, 
where any business of assessee is covered 
by section 44AD or 44AE and he has opted 
for the same, turnover of such business shall 
be excluded.

In case of sale by a commission agent or 
by a person on a consignment basis, if the 
property in goods or all significant risks 
and rewards of ownership of goods contin-
ue to belong to the principal the relevant 
sale price shall not be part of turnover of 
commission agent. In this case, the turnover 
shall be the amount of commission earned 
by the agent. However, if the property in 
the goods, significant risk and reward of 
ownership belongs to the commission agent, 
the sale price received/receivable shall form 
part of his turnover.

6. Whether GST shall be included while 
calculating the gross turnover or receipt?
Income-tax Act contains section 145A which 
provides for inclusion of taxes, cess, etc. in 
the value of sale, purchase and inventory. 
However, the purpose of this provision is 
limited to calculation of income taxable under 
the head ‘Profits and Gains from Business 
or Profession’. Whether this provision can 
be applied for calculation of ‘Turnover’ (or 
sales) for the purpose of sections 44AA, 
44AB, 44AD and 44ADA has been a matter 
of disagreement between the revenue and 
taxpayer.

In case of an assessee who has opted for 
Composition Scheme under GST Act, the tax 
is not to be recovered from the customer 
and it is debited to the Statement of profit 
& loss as an indirect expense. Thus, amount 
of GST paid by an assessee should not 
form part of his gross turnover. In case of 
other assessees, as GST is charged from the 
customer and it is recognized separately in 
the books of account, it is not clear whether 
the amount of GST shall be included in the 
turnover for the purpose of calculation of 
taxable income only (as provided by section 
145A) or for every other provision which has 
a reference to ‘turnover’. Unless the CBDT 
clarifies its stand on this matter, it would 
be appropriate to ignore the amount of GST 
while calculating the gross turnover or gross 
receipts because of following reasons:

 (a) Section 145A begins with “For the purpose 
of determining the income chargeable 
under the head “Profits and gains of 
business or profession” which makes 
this provision inapplicable for other 
purposes.

 (b) If GST recovered from customer is credited 
to Current Liability Accounts (Output 
CGST or Output IGST or Output SGST) 
and payments to the authority are also 
debited to the said separate account, 
these should not form part of turnover 
shown in profit and loss account.
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 (c) Inclusion of GST in the turnover would 
have the cascading effect, i.e., presump-
tive income shall also be computed on 
the component of GST which is never 
treated as income of the assessee.

7. How to compute the value of purchase, 
sales and inventory for the purpose of 
Income-tax Act?
Generally, the ‘Exclusive’ approach is followed 
to record the sales, purchase and inventory 
in the books of account and the ‘Inclusive’ 
method has to be followed to disclose the 
similar information in Income-tax Return. In 
view of section 145A, valuation of purchase, 
sale and inventory shall be made on the 
basis of the method of accounting regularly 
employed by the assessee. Therefore, it is not 
necessary to change the method of valuation 
of purchase, sale and inventory regularly 
employed in the books of account. However, 
following adjustments shall be made while 
computing the income for the purpose of 
preparing the return of income:

 (a) Any tax, duty, cess or fees actually paid 
or incurred on inputs should be added 
to the cost of inputs, if not already 
added in the books of account;

 (b) Any tax, duty, cess or fees actually paid 
or incurred on sale of goods should 
be added to the sales, if not already 
added in the books of account;

 (c) Any tax, duty, cess or fees actually paid 
or incurred on the inventory should be 
added to the inventories, if not already 
added while valuing the inventory in 
the accounts.

For detailed analysis and illustrations on the 
valuation of sale, purchase and inventory 
refer ‘Treatment of GST as per ‘Inclusive 
Approach’ in Income-tax Return [2018]’ 97 
taxmann.com 42(Article).

8. If a person has got his accounts 
audited under any other law, then is it 
compulsory for him to get his accounts 
audited again under Income-tax Act?
When an Act requires a person to get his 
accounts audited, it does so with an objective. 
The audit carried out under any Act (e.g., a 
statutory audit under Companies Act) does 
not provide the confirmation if provisions 
of the Income-tax Act have been properly 
complied with. The Income-tax Authorities 
need confirmation whether the tax provisions 
have been properly applied by an assessee, 
and it can be done only through a tax audit. 
However, to make a distinction between two 
persons – Who are audited under any other 
Act from any other person, the auditors are 
required to issue the tax audit report in 
different forms. The Audit report shall be 
issued in Form 3CA if financial statements 
are already audited under any other Act. The 
report shall be in Form 3CB in any other 
case. The Annexure to the audit report, in 
Form 3CD, shall be the same in both the 
situations.

In a case where the tax auditor carrying out 
the audit under section 44AB is different from 
the statutory auditor, a reference should be 
made to the name of such statutory auditor. 
In case the statutory auditor is carrying out 
the audit under section 44AB, the fact that 
he has carried out the statutory audit under 
the relevant Act should be stated in the tax 
audit report.

9. What are the due dates for filing Tax 
Audit Report?
It is mandatory to file the tax audit report 
by 30th September of the relevant assessment 
year, However, if an assessee is liable for 
transfer pricing audit then tax audit report 
has to be filed by 30th November of the 
relevant assessment year.
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