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Foreword

In past several decades, rapid changes amplified by technology
have made the overall business environment more complex. This
dynamic environment has given rise to new types of risks. Internal
audit function has the potential to help manage the increasingly
sophisticated risk factors faced by today’s organizations, and drive
efficiency and sustainability. Internal audit function needs to focus
on providing business insights, becoming a strategic advisor,
balancing assurance and advisory thereby meeting increased
stakeholder’s expectations.

The Internal Audit Standards Board of the Institute of Chartered
Accountants of India (ICAl) has been bringing out high quality
technical literature on internal audit and risk management to
upgrade the skill sets of the members. With a view to provide
guidance to the members on internal audit of different industries,
the Board has brought out a number of industry specific internal
audit guides highlighting the peculiar aspects of these industries. |
am pleased that this “Compendium of Industry Specific Internal
Audit Guides” would consolidate all these industry specific internal
audit guides and will be a one stop referencer for the benefits of
the members.

At this juncture, | would like to congratulate CA. Charanjot Singh
Nanda Chairman, Internal Audit Standards Board and all the other
members of the Board for their initiatives in developing technical
literature on internal audit.

I am sure that this Compendium would prove to be a useful technical
resource for the members.

February 4, 2015 CA. K. Raghu
New Delhi President, ICAI






Preface

Globalization, advances in technology, complex regulatory
environment have led to an increased focus on risk management,
fraud prevention and corporate governance. It is more important
than ever for internal audit to be seen as a credible business
partner, able to identify control weaknesses that may undermine
business drivers or breach regulatory requirements. Internal audit
function should overcome these challenges of higher expectations
by thinking and acting strategically, building partnership of trust
with all stakeholders, remaining aligned with the organization’s
strategy and business objectives and by delivering high quality
reports that are clear and forward looking.

The Institute of Chartered Accountants of India through Internal
Audit Standards Board has been working relentlessly, to reinforce
the primacy of the Institute as a promoter, source and purveyor of
knowledge relating to internal audit and other aspects related to it,
so as to enable it's members to provide more effective and efficient
value added services. The Board has been bringing out Standards
on Internal Audit, Technical Guides of both generic and industry
specific nature for the guidance of the members. In 2011, the
Board had issued “Compendium of Technical Guides on Internal
Audit” which contained text of all the Industry Specific and Generic
Guides issued by the Board till June, 2011 and further issued
revised edition of the same in 2013.

In 2015, the Board is bringing out separate Compendiums for
Industry Specific Internal Audit Guides and Generic Internal Audit
Guides. This Compendium of Industry Specific Internal Audit Guides
(As on January 1, 2015) is divided into five volumes. The first
volume contains industry specific Guides on Aluminium Industry,
Upstream Oil and Gas Companies, Telecommunication Industry,
Stock Brokers, Sugar Industry. The second volumes comprises of
Guides on Educational Institutions, BPO Industry, Retail Industry
and Life Insurance Companies. The third volume includes Mutual
Fund, Infrastructure, Stock and Receivables Audit, Mining and



Extractive Industry and Not-for-Profit Organizations Guides. The
fourth volume Guides are on Construction Sector, Textile Industry,
Pharmaceutical Industry and Petrochemical Industry. The fifth
volume contains QOil and Gas Refining & Marketing (Downstream)
Enterprise, Waste Management, Beverages and IT Software
Industry. In addition to this, the text of all these Guides have also
been published as a separate publication of the Institute.

| would like to express my gratitude to CA. K. Raghu, President,
ICAI and CA. Manoj Fadnis, Vice President, ICAI for their
continuous support and encouragement to the initiatives of the
Board. | must also thank my colleagues from the Council at the
Internal Audit Standards Board, viz., CA. Shriniwas Yeshwant Joshi,
Vice Chairman, IASB, CA. Rajkumar S. Adukia, CA. Prafulla
Premsukh Chhajed, CA. Sanjeev K. Maheshwari, CA. Dhinal
Ashvinbhai Shah, CA. Shiwaji Bhikaji Zaware, CA. V. Murali,
CA. S. Santhanakrishnan, CA. Abhijit Bandyopadhyay, CA. Sanjiv
Kumar Chaudhary, CA. Atul Kumar Gupta, CA. Naveen N.D. Gupta,
Shri Manoj Kumar, Shri P. Sesh Kumar and Shri R.K. Jain for their
vision and support. | also wish to place on record my gratitude for
the co-opted members on the Board, viz., CA. R. Balakrishnan,
CA. N. S. Ayyanagoudar, CA. Sunil H. Talati, CA. J. Vedantha
Ramanujam and CA. Milind Vijayvargia and special invitees,
CA. Nagesh D. Pinge and CA. Hardik Chokshi for their invaluable
guidance as also their dedication and support to various initiatives
of the Board. | also wish to express my thanks to CA. Jyoti Singh,
Secretary, Internal Audit Standards Board, CA. Arti Bansal, Asst.
Secretary and CA. Pallavi Aggarwal, Management Trainee in giving
final shape to the Compendium.

I am sure that this publication would be warmly received by the
interested readers.

February 3, 2015 CA. Charanjot Singh Nanda
New Delhi Chairman, |IASB
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Foreword

Education is the starting point of every successful human activity.
Education makes a person right thinker and a correct decision
maker. The role played by educational institutions in the process
of growth and persistent advancement of countries is accepted by
everybody and education is regarded as a main base of
advancement and progress. In a way the educational institutions
at various levels constitute the foundation of the technological,
administrative, civic, legal and other domains of a country.

In India education is rendered both by the government institutions
and private institutions, partly aided or unaided, at primary,
secondary and higher levels. In order to ensure sustainable growth
of this sector of national importance, adherence to the fundamental
principles of efficient management, governance and accountability
of financial resources assumes significant importance.

Internal audit has emerged as an important tool to assist the
educational institutions in achieving their goals and maximising
value to the society as a whole. | am happy to note that Internal
Audit Standards Board of the Institute is issuing this “Technical
Guide on Internal Audit of Educational Institutions” that primarily
deals with the operational as well as internal audit aspects relevant
for various types of educational institutions.

At this juncture, | congratulate CA. Shantilal Daga, Chairman,
Internal Audit Standards Board and other members of the Board
for bringing out publication on such an important topic of national
relevance.

| am sure that this Technical Guide, like other publications of the
Board, would be warmly received and appreciated by the members
and other interested readers.

February 3, 2010 CA. Uttam Prakash Agarwal
New Delhi President, ICAI
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Preface

Education plays vital role in building up a strong nation. Education
refers to any act or experience that has a formative effect on the
mind, character, or physical ability of an individual. It is the process
by which society, through schools, colleges, universities, and other
institutions, deliberately transmits its cultural heritage — its
accumulated knowledge, values, and skills — from one generation
to another. Indian constitution provides directives regarding the
development of education throughout the country. The Government
of India has identified areas in which the respective Central and
State Governments have domain as the Central list, State list and
concurrent list.

An effective internal audit function in educational institutions is
undoubtedly a fundamental component of good governance. Internal
audit assists in achieving efficiency and effectiveness in educational
institutions, ensuring that processes and systems produce results
that meet the needs of society while making the best use of
resources at their disposal. Keeping this in view, the Internal Audit
Standards Board is issuing “Technical Guide on Internal Audit of
Educational Institutions” that would help the internal auditors to
better understand the intricacies of this sector and discharge their
onerous responsibilities with utmost efficiency.

The Technical Guide is divided into four chapters. The first chapter
deals with the scope and objective of the Guide and overview of
education in India. The second chapter of the Guide explains the
technical aspects of the educational institutions in the country. It
gives an overview on various aspects like, evolution of education
in post independence period, types of management, stages of
education, organisational structure of the educational institutions.
It also covers the regulatory framework, technical and operational
aspects, finance and accounting features, sources of income and
expenditure of educational institutions. The third chapter of the
Guide deals with the overall approach of internal audit with reference
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to Standards on Internal Audit issued by the Board, and the
procedures to be undertaken by the internal auditors with regard
to peculiar aspects related to educational institutions. The fourth
chapter of the Guide provides guidance regarding internal audit of
special aspects such as corporate governance, frauds, transactions
with related parties, statutory and legal compliances, etc. It also
provides in-depth understanding of internal audit in information
technology environment and internal audit using computer assisted
audit techniques. For better understanding of the readers, the
Guide also contains Appendix which includes organisational
structure of Ministry of Human Resource Development as well as
of educational institution, illustrative reporting format under Bombay
Trust Rules, Internal Control Checklist, etc.

At this juncture, | express my thanks to CA. Verendra Kalra,
member of the Internal Audit Standards Board and convenor of
the study group and its members, viz., CA. Ajay Khattak,
CA. Vimal Kishore and CA. Deepak Jain for squeezing time out of
their pressing preoccupations to share their wealth of knowledge
and experience with us and preparing the basic draft of the Guide.

| also wish to thank CA. Uttam Prakash Agarwal, President and
CA. Amarijit Chopra, Vice President for their continuous support
and encouragement to the initiatives of the Board. | must also
thank my colleagues from the Council at the Internal Audit
Standards Board, viz.,, CA. Rajkumar S. Adukia, CA. Ved Jain,
CA. Abhijit Bandyopadhyay, CA. Bhavna G. Doshi, CA. Pankaj I.
Jain, CA. Sanjeev K. Maheshwari, CA. Mahesh P. Sarda, CA. S.
Santhanakrishnan, CA. Vijay K. Garg, Shri Krishna Kant, Shri Manoj
K. Sarkar and Shri K. P. Sasidharan for their vision and support. |
also wish to place on record my gratitude for the co-opted members
on the Board, viz., CA. N. K. Aneja, CA. M. Guruprasad, CA. Dilip
Kumar Vadilal Shah and CA. K. S. Sundara Raman as also special
invitees on the Board, viz., CA. K. P. Khandelwal, CA. S.
Sundarraman, CA. Ravi H. lyer, CA. Rajiv Dave, CA. Pawan Chagti,
CA. Ram Mohan Johri and CA. Arindam Guha for their devotion in
terms of time as well as views and opinions to the cause of the
professional development. | also wish to place on record the efforts
put in by CA. Jyoti Singh, Secretary, Internal Audit Standards
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Board and her team of officers, viz., CA. Arti Aggarwal and
CA. Gurpreet Singh, Senior Executive Officers, for their inputs in
giving final shape to the publication.

| am sure that the readers would find the Technical Guide extremely
useful.

February 8, 2010 CA. Shantilal Daga
Hyderabad Chairman
Internal Audit Standards Board
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Chapter 1
Introduction

1.1 An old Sanskrit adage states, “That is education which leads
to liberation — liberation from ignorance which shrouds the mind;
liberation from superstition which paralyzes effort, liberation from
prejudices which blind the vision of the truth.”

Objective and Scope of the Technical Guide

1.2 The objective of the technical guide is to provide guidance
to members to carry out the internal audit of educational institutions
in India. These institutions are providing education from the primary
level to the higher level and depending upon the level, operate as
schools, colleges, universities, and other places of learning. This
technical guide attempts to provide information about the structure
of education in India, the environment in which it operates, the
technical and operational details related to the functioning of
educational institutions, and the internal audit aspects to be kept
in mind by the members of the Institute of Chartered Accountants
of India in conducting internal audit of such institutions.

1.3 The size, structure of management, the governing legislations,
manner of functioning and nature of activities may vary from one
educational institution to another. This technical guide cannot cover
all the intricacies that might be involved in different practical
situations. Therefore, the various aspects and principles enunciated
in this guide should be applied mutatis mutandis, exercising
professional judgement.

1.4  This guide is not intended to dwell on the basic internal audit
procedures, which are common to all types of organisations/
industries. It purports to provide insight into peculiar aspects of the
educational sector for internal audit purpose. The guide also
discusses special areas of compliance peculiar to this sector that
call for internal auditor’s scrutiny.
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Overview of Education in India

1.5 Education holds the key to development for any nation. It
lays the foundation for a continuous and equitable growth of any
country. In India, at the time of independence, less than one-fifth
of the population was literate. After independence, many efforts
were made to provide access to education to the general public.
However, due to lack of educational institutions and teachers as
well as poverty, customs and social barriers, there was not much
development in education sector. As of today, significant progress
has been made by the Government to develop and maintain the
education system in the country. From time to time the Government
of India has introduced various measures to provide quality
education to all.

1.6 Today, education in India has expanded many folds, bringing
a significant increase in the schools, universities, colleges, teaching
staff and strength of students. India has made considerable
achievement in ‘Green Revolution’, ‘Space Technology’, ‘Nuclear
Energy’, ‘Information Technology’, etc. due to the development of
higher education. The success of the Indian education system is
nowhere more visible than in the important positions held by Indian
professionals, managers and entrepreneurs worldwide in cutting
edge sectors such as those driven with the support of information
technology, biotechnology and medical sciences.
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Chapter 2
Technical Aspects

Evolution of Education in Post Independence
India

Education and Constitution of India

2.1 The citizens of India have a fundamental right to education.
The said right flows from Article 21A of Part Ill of Fundamental
Rights of the Constitution of India, which was inserted by the
Constitution (Eighty-sixth) Amendment Act in 2002'. Article 21A
states that “The State shall provide free and compulsory education
to all children of the age of six to fourteen years in such manner
as the State may, by law, determine”. Subsequently, to enforce
this right, The Right of Children to Free and Compulsory Education
Act, 2009 was legislated in August, 2009.

2.2 The right to education is also mentioned in the Directive
Principles contained in Part IV of the Constitution under Article 45.
The Constitution (Eighty-sixth) Amendment Act, 2002, also
amended Article 45 to state that “The State shall endeavour to
provide early childhood care and education for all children until
they complete the age of six years.”

Hence, the Constitution gives right to each citizen to free compulsory
education up to the age of 14 years. However, thereafter, the right
is not so absolute and it is circumscribed by Article 41 that reads
as follows:

“State shall, within the limits of its economic capacity and
development, make effective provisions for securing the right to
work, to education and to public assistance in cases of
unemployment, old age, sickness and disablement, and in other
cases of undeserved want.”

"It shall come into force on such date as the Central Government may, by
notification in the Official Gazette, appoint. The notification is yet to be done.
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2.3 ‘Education’ earlier was only in the State List. The Constitution
(42nd Amendment) Act of 1976 has included education in the
concurrent list. Para 25 of List 3 of Schedule VII to the Constitution
reads as under:

“Education including technical education, medical education and
Universities, subject to the provisions of Entries 63, 64, 65 and 66
of List 1: Vocation and Technical Training of Labour”

Regulatory Framework:

2.4 The origin of the Indian Education Department dates back to
pre-independence days when for the first time a separate
department was created in 1910 to look after education. However,
soon after India achieved its independence on 15th August, 1947,
a full-fledged Ministry of Education was established on 29th August,
1947. The nomenclature and responsibilities of the Education
Department has undergone changes from time to time since
Independence. At present, the Ministry of Human Resource and
Development (MHRD) regulates education in India and it operates
mainly through two departments namely:

()  Department of School Education and Literacy - It is
responsible for making policies on Elementary Education,
Basic Education, Bal Bhawan Children’s Museum, Social
Education, Adult Education, Audio Visual Education, Books,
Educational Research, Teachers Training and National
Council for Teacher Education.

(i)  Department of Higher Education — The Central Government
is responsible for major policy relating to higher education in
the country. It provides grants to University Grant Commission
(UGC) and establishes Central Universities in the country.
The Central Government is also responsible for declaration
of educational institutions as ‘Deemed to be University’ on
the recommendation of the UGC. The Central Government
has also been empowered by Entry 66 of Union subject list
of the Constitution® to maintain a particular standard

® Source: http://india.gov.in/sectors/education/index.php
Source: http://www.education.nic.in/Higedu.asp
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conducive to the educational health of the country. The
Central Government lays special emphasis on research and
development carried out in technical as well as other
institutions. The organisation chart of Department of Higher
Education has been enclosed as Appendix 1 to this Guide.

The State Governments are responsible for establishment of State
Universities and Colleges, and provide plan grants for their
development and non-plan grants for their maintenance.

National Policy of Education

2.5 The Central Government has reviewed educational policy
and progress from time to time. In its resolution in the National
Policy on Education in 1968, an emphasis on quality improvement
and a planned, more equitable expansion of educational facilities
and the need to focus on the education of girls was stressed.
About a decade ago and a half later, the National Policy on
Education (NPE-1986) was formulated which was further updated
in 1992. The NPE 1986 provided for a comprehensive policy
framework for the development of education up to the end of the
century. The Plan of Action (POA) 1992, assigned specific
responsibilities for organising, implementing and financing the
proposals contained in the 1986 policy.

Education and Charity

2.6 Though the Constitution of India enjoins upon the state to
provide education compulsorily up to the age of 14, the private
sector today is playing a vibrant role in the field of education.

2.7 In India, the concept of education has always been
synonymous with charity. It was stated in the judgment delivered
in The State of Bombay v. RMD Chamarbaugwala [(1957) SCR
874; AIR (1957) SC 699], that “Education is per se regarded as an
activity that is charitable in nature”. As a result, the regulatory
framework has always striven to ensure that the educational
institutions, even though being run by the private sector and despite
their autonomous management status partake the character of
non-profit institutions such as, public trusts or societies registered
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under the Societies Registration Act, 1860. This objective is
achieved in the following ways:

(i)

(ii)

2.8

Institutions receiving grant in aid from the Government have
to follow the guidelines laid down for being eligible for such
grants and inter alia such conditions require that such
institutions be run on charitable basis.

Institutions, even though not dependent on Government
grants but seeking affiliation/recognition have to follow the
guidelines laid down for being eligible for recognition and
inter alia such conditions require that such institutions are
run on charitable basis. Registration authorities constituted
by the Government for this purpose are the Inspector of
Schools, the Central Board of Secondary Education, UGC,
etc.

The role of the Government in the functioning of private

educational institutions has been the subject of perennial litigation.
However, following two landmark judgments of the Supreme Court
have been instrumental in defining this role:

(i)

The first judgment was delivered in the case of Unni Krishnan
J.P. vs. State of AP [(1993) 1 SCC 645] in which it was held
that private unaided recognised/affiliated educational
institutions running professional courses could not charge a
fee that exceeded the maximum limit fixed by the State and
the manner of admissions could also be regulated. About
private aided recognised/affiliated institutions, the Court went
a step further and upheld the power of the Government to
regulate matters of recruitment and conditions of service of
teachers and staff as well.

In the recent judgment the Apex Court in TMA Pai Foundation
and Others v. State of Karnataka and others [(2002) 8 SCC
481], has partially reversed the aforesaid judgment. The Court
held that the decision in the Unni Krishnan’s case, in so far
as it framed the scheme relating to the grant of admission
and the fixing of the fee, was not correct, and to that extent,
the said decision and the consequent directions given to
UGC, Medical Council of India, Central and State
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Governments, etc., are overruled. The Court further held
that the decision on the fees to be charged must necessarily
be left to the private educational institutions that does not
seek or is not dependent on any funds from the Government
and a reasonable revenue surplus, may be generated for
the purpose of development of education and expansion of
the institutions. In respect of the aided institutions, the court
was of the view that the Government can make rules and
regulations that promote good administration and
management of the institution.

2.9 The recent judgment, by concluding that the object to run
such an institution should not be to make a profit, continues to
uphold the necessity for maintaining the charitable nature of the
educational institutions. Yet, at the same time, it has removed a
number of restrictions on such institutions, resulting in dilution of
Government interference in the functioning of educational
institutions.

Statutes Applicable to Educational
Institutions

Statutes Governing Creation of the Institutions

Societies Registration Act, 1860

2.10 The educational institutions are generally registered as
societies under the Societies Registration Act, 1860. In addition to
the Central Act, various states have framed their respective Acts
and Rules for example, The West Bengal Societies Registration
Act 1961, The Andhra Pradesh Societies Registration (Validation)
Act, 1959, The Karnataka Societies Registration Act,1960, etc.
Registration is as such done both under the Central Act as well as
State enactments and in cases where the State Act exists
registration is done by the State Governments in whose territories
the society is located. The societies to be registered must have
been established for literary, scientific or charitable purposes.
Section 20 further elaborates to include for this purpose “Societies
established for the promotion of science, literature or the fine arts,
for instruction, the diffusion of useful knowledge...”.
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Public Trusts Act [State enactment]

2.11 The institutions may also be established as Public Charitable
Trusts. To create a trust, there must be few essential elements
present. These are namely an author, the trustees, property to be
held under the trust, purpose of the trust, beneficiaries and objects
with which the trust is to be administered. The Charitable
Endowment Act, 1890 defines charitable purpose as a purpose for
“relief of the poor, education, medical relief and advancement of
any object of general public utility” but excludes a purpose
exclusively to religious teachings. The Central legislation governing
trusts is the Indian Trust Act, 1882. It, however, does not govern
public trusts.

2.12 Registration of a Trust is made as per the provisions of the
Indian Trust Act, 1882 and the trust deed (and not the trust) has to
be registered with the registration department of the respective
State Governments. In some of the states, such as state of
Maharashtra and Gujarat, where public trust acts have been passed,
all the societies registered under the Societies Registration Acts,
are required to be simultaneously registered under the Public Trusts Act.

Companies Act, 1956

2.13 The educational institutions may also be incorporated as a
Company under section 25 of the Companies Act, 1956. Such
institutions may be given a license by the Central Government
when it is incorporated as a company with the limited liability.
Section 13(1)(a) makes it necessary that the name of a limited
company must end with the word ‘/limited in the case of a public
company and with the words ‘private limited’ in the case of private
company. However, section 25 permits the registration under a
license granted by the Central Government to all ‘associations not
for profit with limited liability’ without being required to use the
word ‘limited or the words ‘private limited’ at the end of their
names. Such license may be granted, if the Central Government
is satisfied that the company is to be formed for promoting
commerce, art, science, religion, charity or any other useful object
and it intends to apply its profit, if any, or other income in promoting
its objects and to prohibit the payment of any dividend to its
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members. Such a company is registered without payment of any
stamp duty on its Memorandum or Articles. Further, such companies
are also allowed numerous exemptions from the provisions of the
Companies Act, 1956.

Statutes Regulating Education in India

Central and State Enactments

2.14 Both Central and State Government are responsible to make
policies to provide for the planned development of educational
institutions, inculcation of healthy educational practice, maintenance
and improvement in the standards of education and better
organisation, discipline and control over educational institutions
with a view to fostering the harmonious development of the mental
and physical faculties of students and cultivating a scientific and
secular outlook through education.

2.15 Some examples of Central/Constitutional Enactments are as
follows*:

S.No.| Bureau Acts and Subordinate Purpose
Legislation
(i) Distance » Indira Gandhi An Act to establish and
Learning National Open incorporate an Open
University Act, University at the national
1985 level for the introduction

and promotion of open
university and distance
education systems in the
educational pattern of the
country and for the co-
ordination and
determination of standards
in such systems.

(i) University » The Central An Act to provide for the
and Higher Educational reservation in admission
Education Institutions of the students belonging

4 Source: www.education.nic.in/Acts/actssubleg.asp
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S.No. |Bureau Acts and Subordinate Purpose
Legislation

(Reservation in to the Scheduled Castes,
Admission) Act, the Scheduled Tribes
2006 and the Other Backward
Classes of citizens, to
certain Educational
Institutions established,
maintained or aided by
the Central Government,
and for matters
connected therewith or

incidental thereto.
> The University An Act to make provision
Grants for the co-ordination and
Commission Act, |determination of
1956 standards in Universities
and for that purpose, to
establish a University

Grants Commission.

> The National An Act to constitute a
Council for National Commission for
Minority Minority ~ Education
Educational Institutions and to
Institutions Act, provide for matters
2004 connected therewith or

incidental therto.
» The All India An Act to provide for the
iii) Technical Council for establishment of an All
Education Technical India  Council for
Education Act, Technical Education with
1987 a view to ensure proper

planning and co-
ordinated development of
the technical education
system throughout the
country, the promotion of
qualitative growth and
the regulation and proper
maintenance of norms
and standards in the
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S.No.

Bureau

Acts and Subordinate
Legislation

Purpose

technical education
system and for matters
connected therewith.

The Institutes of
Technology Act,
1961

An Act to declare certain
institutions of technology
to be institutions of
national importance and
to provide for certain
matters connected with
such institutions.

» National Institutes
of Technology Act,
2007

An Act to declare certain
institutions of technology
to be institutions of
national importance and
to provide for instructions
and research in branches
of engineering,
technology, management,
education, sciences and
arts and for the
advancement of learning
and dissemination of
knowledge in such
branches and for certain
other matters connected
with such institutions.

» The Architects Act,
1972

An Act to provide for the
registration of architects
and for matters
connected therewith.

» The Apprentices
Act, 1961

An Act to provide for the
regulation and control of
training of apprentices
and for matters
connected therewith.
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Foreign Languages
University Act,
2006

S.No. |Bureau Acts and Subordinate Purpose
Legislation
(iv) Book » The Copyright Act, | An Act to amend and
Promotion 1957 consolidate the law
and relating to copyright.
Copyright
(v) Languages » The English and An Act to establish and

incorporate a teaching
University for promotion
and development of

English and other
Foreign Languages and
their Literature, and to
provide for matters
connected therewith or
incidental thereto.

2.16 Some examples of State Enactments® are as follows:

S.No. | State Acts

() Gujarat The Ganpat University Act, 2005

(i) Haryana The Punjab University Act, 1947

(iii) Uttarakhand Doon University Act, 2005

(iv) Himachal Pradesh| The Himachal Pradesh Compulsory

Education Act, 1992

(v) Tamil Nadu The Tamil Nadu State Council for
Higher Education Act, 1992
(vi) Rajasthan The Rajasthan Private University Act,

2005

UP Act No. 1248(2)XVII-V-1-1-19-2000
Uttar Pradesh Adhiniyam Sankhya 23,
2000

Uttar Pradesh

(viii) | Punjab Punjab Technical University Act 1996

5 Source: http://india.gov.in/govt/acts.php
633



Compendium of Industry Specific Internal Audit Guides

2.17 Since the State Governments establish and plan for the
colleges and universities in the states and the Central Government
does it for the Central Universities, it is essential that there is
adequate co-operation between the State Governments and the
Central Government in the field of higher education. The Central
Advisory Board of Education (CABE) has, therefore, been
constituted to assist in the functioning of the two Governments
and ensure that parity is maintained.

Other Enactments - An lllustrative List

2.18 The educational institutions imparting higher education have
to comply with laws of the concerned Statutory Professional
Councils, for example an engineering college has to comply with
the rules and regulations of All India Council for Technical Education
(AICTE), a hospital has to follow rules and regulations of Medical
Council of India (MCI) for setting up a medical college, etc. In
cases where the educational institutions are in receipt of donations
from foreign sources, statutory reporting compliances will have to
be made under the Foreign Contribution (Regulation) Act, 1976,
for example, application for registration under the Foreign
Contribution (Regulation) Act, 1976 for the acceptance of foreign
contribution has to be filed in Form FC-8. The format of Form FC-
8 has been enclosed as Appendix 2 to this Guide.

2.19 Educational institutions will also have to comply with
Prevention of Food Adulteration Act and Rules, 1954, local Shop
and Establishment Acts and the State VAT Acts in case of
establishment of a canteen. The educational institutions, like any
other establishments are governed by all the relevant labour laws
such as Employees’ Provident Fund and Miscellaneous Provisions
Act, 1952, The Payment of Bonus Act, 1965, Payment of Gratuity
Act, 1972, Minimum Wages Act, 1948, etc.

Laws Governing Tax Exemptions
Income Tax Act, 1961

2.20 The income of an educational institution is subject to income
tax, except where the provisions for grant of exemption are
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applicable. Such provisions are contained in Chapter Il of the
Income Tax Act, 1961. A special set of provisions governing the
taxability of income from property held under trust for charitable
purpose is contained in Section 11 to 13 of the Income Tax Act,
1961. Section 10(23C) also provides exemption to educational
institutions under certain circumstances, not necessarily being trusts
or societies, provided however that such institution exists solely for
the purpose of education and not for the purpose of profit.
Institutions having receipts more than the prescribed limits have to
specifically apply for such exemption.

2.21 Section 2(15) of the Income Tax Act, 1961 defines charitable
purpose to include ‘education’. 1t was held by the Supreme Court
in the case of Sole trustee; Loka Shikshana Trust V. CIT (1975)
101 ITR 234 that term ‘educatior’, for the purpose of Income Tax
Act, 1961 should be in the nature of systematic instruction,
schooling or training given to the young in preparation for the work
of life. It also connotes the whole course of scholastic instruction
that a person has received. Similar view has been taken in the
following two cases:

. CIT Vs. Oxford University Press (Bom) (1996) 221 ITR 77
° Samaj Kalyan Parishad Vs. ITO (2007) 107 TTJ 302

2.22 Approved charitable institutions whose income is not liable
to be taxable under the provisions of section 11 to 12 or 10(23C)
are also eligible for further benefits in the shape of deduction
available to donors to such societies. The donors upon making
donations to such institutions can claim deductions from their
income at the prescribed rates, from their taxable incomes, subject
to other provisions contained in section 80G. The donee institutions
have to apply for this benefit to the Commissioner of Income Tax.
The approval granted by the Commissioner of Income Tax shall
continue to be valid in perpetuity from 15t October, 2009. This
facilitates the receipt of donations by such institutions from
individual, corporate donors, etc.

2.23 The benefits given are, however, subject to certain
restrictions, so as to ensure that the institutions spend their funds
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on charitable causes only. As per Section 13 of Income Tax Act,
1961, the following incomes of the charitable/ religious trusts/
institutions will not qualify for exemption under section 11:

(i)

Any part of the income from property held under a trust for
private religious purposes which does not ensure for the
benefit of the public. [Section 13(1)(a)]

Entire income of a charitable trust/institution (established on
or after 1%t April, 1962) created for the benefit of the any
particular religious community or caste. [Section 13(1)(b)]

Entire income of a charitable trust/ institution (established on
or after 15t April, 1962) if it enures directly or indirectly any
part of its income for the benefit of any interested person, or
if the income/property is used/applied for the direct/indirect
benefit of interested person. [Section 13(1)(c)]

2.24 Under section 13(3), following are considered as interested
persons:

(vi)

The author of the trust or the founder of the institution,

Any person who has made a total contribution of an amount
exceeding Rs. 50,000 to the trust or institution,

A member of HUF, where such author or founder or
substantial contributor is a Hindu Undivided Family,

Any trustee of the trust or manager (by whatever name
called) of the institution,

Any relative of any such author, founder, substantial
contributor, member, trustee or manager, and

Any concern in which any of the persons referred above has
a substantial interest.

Wealth Tax Act, 1957

2.25 Similarly, the Wealth Tax Act, 1957 is equally applicable to
any charitable or religious trust as to any other assessee. However,
Section 5 of the Act allows exemption from wealth tax to such
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trusts subject to certain conditions. These conditions are identical
to the conditions prescribed under section 11 to 13 of the Income
Tax Act, 1961.

Customs Duty

2.26 The Government is empowered under section 25(2) of the
Customs Act, 1962° to allow exemption to charitable institutions
that are providing their services free or on ‘no profit no loss’ basis.
Such institutions include educational institutions. The exemption is
granted subject to the condition that the institution should be certified
by the concerned district authorities. Further, the imported goods
should not be put to any commercial use and the same should be
available for charitable purposes without any distinction on account
of caste, creed, religion, race or gender. The exemption is not
available on the items of general use and the imported goods
should not be sold, gifted or exchanged without prior permission of
the Ministry of Finance.

Service Tax

2.27 Service Tax exemption for providing training or coaching
under section 65(105)(zzc) is available for pre-school coaching
and training centers and those awarding legally recognised
certificates/diploma/degree or any educational qualification, i.e.,
the certificates/diploma/degree should be ‘recognised by the law
for the time being in force’.”

2.28 Further, the vocational training institutions are exempted from
service tax®. The exemption is available only to such institutions
that impart training to enable the trainee to seek employment or
self-employment. The institutions offering general course on
improving communication skills, personality development, how to
be effective in group discussions or personal interviews, general
grooming and finishing, etc., are not covered under the said
exemption.

6 Source: Customs Circular No. 81/2001, dated 12th December, 2001

7 Source: www.servicetax.gov.in [Circular No. 107/01/2009-ST dated: 28th
January, 2009]

8 Source: Notification No. 24/2004-ST, dated: 10th September, 2004
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Exemptions from Local Taxes

2.29 Registered charitable societies are also eligible for
exemptions/relief from payment of local taxes such as to municipal
authorities, development authorities depending upon the policy of
the state in which such societies operate.

Applicability of Accounting Standards
issued by ICAI

Overview of Accounting Standards

2.30 The accounting principles and practices, in India, are
governed, inter alia, by the Accounting Standards, Guidance Notes,
etc., issued from time to time by the Institute of Chartered
Accountants of India (ICAIl). Para 6.1 of “Preface to the Statements
of Accounting Standards”, lays down that the Accounting Standards
will be mandatory from the respective date(s) mentioned in the
Accounting Standard(s). The mandatory status of an Accounting
Standard implies that while discharging their attest functions, it will
be the duty of the members of the Institute to examine whether
the Accounting Standard is complied with in the presentation of
financial statements covered by their audit. In the event of any
deviation from the Accounting Standard, it will be their duty to
make adequate disclosures in their audit reports so that the users
of financial statements may be aware of such deviation. Ensuring
compliance with the Accounting Standards while preparing the
financial statements is the responsibility of the management of the
enterprise.

2.31 Sound accounting principles under accrual basis of
accounting, albeit in the context of business, industrial and
commercial enterprises, have been laid down in the Accounting
Standards issued by the Institute of Chartered Accountants of
India. With respect to applicability of Accounting Standards to
various types of enterprises paragraph 3.3 of “Preface to the
Statements of Accounting Standards” states as follows:

‘3.3 Accounting Standards are designed to apply to the general
purpose financial statements and other financial reporting, which
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are subject to the attest function of the members of the ICAI.
Accounting Standards apply in respect of any enterprise (whether
organised in corporate, co-operative® or other forms) engaged in
commercial, industrial or business activities, irrespective of whether
it is profit oriented or it is established for charitable or religious
purposes. Accounting Standards will not, however, apply to
enterprises only carrying on the activities which are not of
commercial, industrial or business nature, (e.g., an activity of
collecting donations and giving them to flood affected people).
Exclusion of an enterprise from the applicability of the Accounting
Standards would be permissible only if no part of the activity of
such enterprise is commercial, industrial or business in nature.
Even if a very small proportion of the activities of an enterprise is
considered to be commercial, industrial or business in nature, the
Accounting Standards would apply to all its activities including
those which are not commercial, industrial or business in nature?.”

2.32 Since in most cases, an educational institution is normally
run for charitable purposes by a society or a trust, unless the
circumstances warrant otherwise, the Accounting Standards would
not apply to such educational institution. However, if the society/
trust is also undertaking business activity, the Accounting Standards
would apply to all its activities, including charitable activities.

For detailed guidance on these aspects reference may be made to
“Guidance Note on Accounting by Schools” issued by the Institute
of Chartered Accountants of India.

Applicability of Accounting Standards to Educational
Institutions Registered under Section 25 of the Companies
Act 1956

2.33 Educational Institutions registered under Section 25 of the
Companies Act, 1956, are required to comply with Accounting

° With the issuance of this revised Preface, General Clarification (GC) — 12/
2002, Applicability of Accounting Standards to Co-operative Societies, issued
by the Accounting Standards Board in October 2002, stands superseded.
With the issuance of this revised Preface, Announcement of ‘Applicability of
Accounting Standards to Charitable and/or Religious Organisations”, approved
by the Council (published in ‘The Chartered Accountant’, September 1995
(page 79)), stands superseded.
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Standards by virtue of sub-section (3A) of Section 211 of the
Companies Act, 1956. Further, Section 211(3B) requires that where
the profit and loss account (income and expenditure account in
the case of educational institutions) do not comply with the
Accounting Standards, the company shall disclose the fact of such
deviations from the accounting standards, the reasons thereof and
the financial effect, if any, arising due to such deviation.

2.34 Section 227(3)(d) also requires the auditor to state whether
profit and loss account and balance sheet comply with Accounting
Standards referred to in sub-section (3C) of section 211. Sub-
section (3C) of Section 211 provides that for the purposes of this
section, the expression ‘Accounting Standards’ means the standards
of accounting recommended by the ICAI constituted under The
Chartered Accountants Act, 1949 (38 of 1949), as may be
prescribed by the Central Government in consultation with the
National Advisory Committee on Accounting Standards (NACAS)
established under sub-section (1) of section 210A. Proviso to
Sub-section (3C) of the section provides that the standards of
accounting specified by the ICAIl shall be deemed to be the
Accounting Standards until the Accounting Standards are prescribed
by the Central Government under this sub-section. It may also be
noted that on the recommendation of NACAS, the Ministry of
Corporate Affairs, has issued a Notification dated 7" December,
2006, whereby it has prescribed Accounting Standards 1 to 7 and
9 to 29 as recommended by the ICAI which are included in the
said Notification.

Standards on Internal Audit (SIAs)

2.35 Internal Audit Standards Board of the Institute of Chartered
Accountants of India has, till date, issued seventeen Standards on
Internal Audit (SIAs) which are as follows:

° SIA 1, Planning an Internal Audit
° SIA 2, Basic Principles Governing Internal Audit
° SIA 3, Documentation

° SIA 4, Reporting
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° SIA 5, Sampling

° SIA 6, Analytical Procedures

° SIA 7, Quality Assurance in Internal Audit

° SIA 8, Terms of Internal Audit Engagement

° SIA 9, Communication with Management

. SIA 10, Internal Audit Evidence

° SIA 11, Consideration of Fraud in an Internal Audit
° SIA 12, Internal Control Evaluation

° SIA 13, Enterprise Risk Management

° SIA 14, Internal Audit in an Information Technology
Environment

° SIA 15, Knowledge of the Entity and its Environment
° SIA 16, Using the Work of an Expert

° SIA 17, Consideration of Laws and Regulations in an Internal
Audit

These Standards codify the best practices in the field of internal
audit. “Framework for Standards on Internal Audit” provides a frame
of reference for the internal audit standards