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LIST OF CHAPTERS AND MODULES

ICAI SI No Our Chapter NamdgOur Chapter Name]
Material Sl Module
No.
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[IN ADDITIONCASE SCENARIOS AND MCQS ARE ADDED]
[EXPECTED WEIGHTAGHMARKS]

8 14 Specialised Area Module 3
9 15 Audit-Related Services Module 3
10 16 Review of Financial Information Module 3
11 17 Prospective Financial Information and Othe
Module 3
Assurance
18 18 SDG & ESC Assurance Module 3

QUESTION BANKS
Sectionl Question Bank on Standards on Auditing
[Chapte 2 & 11] QB Part Book
Question Bank on Other Assurances and
Related Services [Chapter 14 to 17]
Section2 QBPart 2Book

Question Bank on Other Chapters [Chaptel
to 13 & 18]

alvQa FyR /!{9 {
Section 1 b2 NI § al vQa
Section2 |Case &SR a/ v Qa

al vQa

.2
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CROSS REFERENCING SM AND OUR MATE

Chapter| Chapter Name Topic Covered Chapter in which the SAME s
No. covered in Our Material
1 Quality Control
. SQC Full standard with | Chapter 11¢ Standards on
Full content Auditing
. SA 22(Full Content Chapter 11¢ Standards on
Auditing
. Basic view of Peer Chapter 11¢ Standards on
review and Quality Auditing
review and NFRA Revie
2 GAAP & Auditors
Responsibility
. SA 240 [Copied from C/ Chapter 11 Standards on
Inter] Auditing
. SA 250 Full Content Chapter 11¢ Standards on
Auditing
. SA 260 Full Content Chapter2 ¢ Audit Reporting
. SA 299 Full Content Chapter Z;, Audit Reporting
. SA 402 Full Content Chapter 11¢ Standards on
[Newly added]Earlier | Auditing
as part of
Pronouncement]
3 Audit Planning,

Strategy and
Execution

[100% SAME AS OL|
SCHEME

. SA 300 Content

Chapter & Audit Planning,
Strategy and Execution

. SA 600 Full Content

Chapter Z; Audit Reporting

. SA 610 Full Content

Chapter Z; Audit Reporting

. SA 620 Full Content

Chapter 2; Audit Reporting
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. SA 540 Full Content

Chapter 11¢ Standards on
Auditing

. SA 520 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing

4 Materiality, Risk
Assessment and
Internal Control

SCHEME

[100% SAME AS OLI

. SA 315 Full Content

[Same as Old scheme 34
it is]

Chapter & Risk Assessment an

Internal Control

. SA 320 [Refer CA Inter

Material]

Chapter 11¢ Standards on
Auditing

. SA 330 [Refer CA Inter

Material]

Chapter 11¢ Standards on
Auditing

5 Audit Evidence

. SA 500 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing

. SA 501 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing

. SA 505 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing

. SA 510 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing

. SA 530 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing

. SA 550 [Briefly Covered

[Exists in depth in CA
Inter]

Chapter 11¢ Standards on
Auditing
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6 Completion and
Review
1. SA 560 [Briefly Covered Chapter 11¢ Standards on
Auditing
2. SA 570 [Brieflfovered] | Chapter Z; Audit Reporting
3. SA 580 [Briefly Covered Chapter 11¢ Standards on
Auditing
7 Reporting
[100% SAME AS OL| 1. SA 700 [Full Content] | Chapter 2; Audit Reporting
SCHEME
2. SA 701 [Full Content] | Chapter 2; Audit Reporting
3. SA705 [Full Content] Chapter 2; Audit Reporting
4. Brief LODR Regulation | Discussed in Question Bank
on Resignation of
Auditor
5. SA 706 [Full Content] | Chapter 2 Audit Reporting
6. SA 710 [Full Content] | Chapter ; Audit Reporting
7. SA 720 [FulContent] Chapter 2 Audit Reporting
8. CARO 2020 Chapter 2 Audit Reporting
9. Other Sec 143 Reportin| Chapter 2; Audit Reporting
10.Fraud Reporting Sec 14 Chapter Z; Audit Reporting
(12)
11.Miscellaneous Topics | Chapter 2; Audit Reporting
8 Specialised Area COMPLETELY NEWLY Chapter 14; Specialised Areas
ADDED
9 Audit-Related COMPLETELY NEWLY Chapter 15 Audit-Related
Services ADDED Services
10 Review of Financial | COMPLETELY NEWLY Chapter 16; Review of Financia

Information

ADDED

Information
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11 Prospective Financial COMPLETELY NEWLY Chapter 17 Prospective
Information and ADDED Financial Information and Othe
Other Assurance Assurance
12 Digital Audit and SUBSTANTIALLY MODIFIf Chapter 13; Digital Audit and
Assurance [Old scheme Automated Assurance
Environment]
13 Group Audit 100% SAME AS OLD Chapter 5 Group Audits
{/19a9 da/ 2ya
Financial Statements
/ Kl LJG SN
14 Audit of Banks and | 100% SAME AS OLD Chapter 4c Audit of Banks and
b. C/ Qa SCHEME b. C/ Qa
15 Overview of PSU 100% SAME AS OLD Chapter 7¢ PSU Audit
Audits SCHEME
16 Internal Audit 100% SAME AS OLD Chapter & Internal Audit
SCHEME
17A Due Diligence 100% SAME AS OLD Chapter 104 Due Diligence
SCHEME
17B Investigation 100% SAME AS OLD Chapter 10R; Investigation
SCHEME
17C Forensic Accounting | Minor Changes Chapter 12; Forensic
[Minor Changes] Accounting
18 SDG & ESC Assuran COMPLETELY NEWLY Chapter 1& SDG & ESC
ADDED Assurance
19 Professional Ethics | 100% SAME AS OLD Chapter X Professional Ethics

and Liabilities of
Auditor

SCHEME

and Liabilities of Auditor
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1. BOOKS OFGCOUNTS:

1. FUNDAMENTALS OF AUDITING

T

2. FINANCIAL STATEMENTS:

& LISNJ O2YLJ yASa || Ol &s defimeddn Sécliod 2(13) incRides records?
maintained in respect of:

all sums ofmoney received and expenddxy a company and matters in relation to which the
receipts and expenditure takglace.

all sales and purchases goods and services by titempany.

the assets and liabilitiesf the company; and

Theitems of costas may be prescribed under section 148.

a)

b)

c)
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Definition as per SA 200

A structured representation of historical financial informatjancluding related notes,

dzy

AYGSYRSR G2 O02YYdzyAOI 4GS |y SyiardeqQa SoOz2yzyY.

the changes therein for a period of time in accordance with applicable financial reporting
framework.

The related notes ordinarily comprise a summary of significant accounting policies and other

explanatory information.

Definition as per Companies Adtinancial statements includes the following:
1 Profit and Loss account or Income and Expenditure account
1 Balance Sheet
1 Cash flow Statement
1 Statement of change in equity, if applicable
1 Any explanatory notes annexed to or forming part of financial statements.
USERS OF FINANCIAL STATEMENTS:
Users Purpose
Management For dayto-day decisiormaking andperformance evaluation.
Proprietor / To analyse performancerofitability and financial position.
shareholders Note: Prospective investors are interested in the track record of
company.

Lenders-banks & |To determine the financial position astrengthof the Company, Del
fin. Institutions Service Coverage, etc.

11

Suppliers To determine thecredit worthinessof the company.
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. APPLICABLE FINANCIAL REPORTING FRAMEWORK:

. GENERAL PURPOSE FRAMEWORK:
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Customers To know thegeneral business viabilityefore entering into longerm
contracts and arrangements.

Government 1 To ensure prompt collection of Direct and Indirect Tax revenue
1 To evaluate performance and contribution to social objectives,
Research scholars |For studyresearchand analysis purpose.

Employees Job securitybonus.

In view of thenature of the entityand the objective of the financial statements, the framework
adopted by management for preparation and presentation of the financial statemeki®owgn as
AFRFW

In other words, a financial reporting framework is nothing kaét of rules and regulations that
are to be followed for preparation and presentation of financial statements

E.g: For a company the AFRFWSSHII and Accounting standards.

. GENERAL PURPOSE FINANCIAL STATEMENTS (GPFS):

If the F/S are prepared in accordance wieneral Purpose Framework (GPFW) then they are
called as GPFS.

. SPECIAL PURPOSE FINANCIAL STATEMENTS (SPFS):

Financial statementprepared in accordance with a special purpose framework

In other words, if the financial statements are prepared as perdugirement of a specifiaser,
then they are known as SPFS.

A financial reporting framework designéal meet the common financial information need$ a
wide range of users. (Framework may be understood as Rules and Regulations)

Characteristics of GPFW:

1 Fundamental accounting assumptions are used in this type of framework.
1 Compliance with GAAP.

1 Accounting standards as per AFRFW.

1 Annual Preparation Periodically.

Further this financial reporting framework may be Gompliance FrameworKor) a Fair
Presentation Framework.

12
PageLZ

. COMPLIANCE FRAMEWORK (CFW):




1 It refers toa frameworkwhere F/S are prepared and presentad accordancewith the
requirements ofsuch framework without any deviation.

T ¢KS 62NRa aG¢NHzS YR CFANI xASge R2 y2a | LI
framework.

1 E.g.:Most of the special purpose financial statemengse prepared as per compliance
framework.

8. FAIR PRESENTATION FRAMEWORK:

1 It refers to a framework where F/S are prepared and presented in accordance with the
requirements of such framework (CFW) AND

A. Contains disclosures beyond thequirements of such framework (Explicitly / Implicitly)
or

B. May deviateF NR Y (GKS NBIdZANBYSyld 2F (GKS FTNI YSp2
(Explicitly)

C. The wordgrue and fair view appearsnly in this type of framework.

Eg.: Most of thegeneralpurposefinancial statementsre prepared as per fair presentation
framework.

9. LEGAL FORM:

There areseveral types of legal fornis which people ordinarilgonduct businessed his isimilar
G2 &t SNA 2 yidder WORATAA G A2 Y

Thefollowing are the various types of legal forms:
Proprietorship firm

Partnership firm

Limited Liability Partnership

Society and

Company

AOP or BOI

= =4 4 A4 A4 A -

Any other artificial Judicial Person.

10.MISSTATEMENT:

A difference betweenthe Amount, Classification, Presentation, Or Disclosure ofpmrted
financial statementitem ANDthe Amount, Classification, Presentation, Or Disclosure that ig
required as per applicable financial reporting framework

o

Misstatements can arise from error or fraud. -

Pagelo
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11.FRAUD:

Anintentional actby one or more individuals among management, those charged with governance
employees, or third parties, involving the use of deception to obtain an unjust or illegal advantagg.

a) FRAUDULENT FINANCIAL REPORTING:

D

It involves intentional misstatements including omissions of amounts or disclosures in
financial statements, to deceive financial statement users. Eit@serstatement or
understatementof performance / position.

b) MISAPPROPRIATION OF ASSETS:

Involves thel KS TG 2 F | yandiy aftanipergetrated BBy Z@plosiees in relatively
small and immaterial amount#&lso,it involved misuse of resources.

12.ERROR:

¢KS GSNXY GaSNNEBNE NBFTFSNE (2 dzyAyaSydAazylf YA

71 Clerical errors, like errors afmission, errors of commission, errors of duplication and
compensating errors.

1 Misapplication of accounting policies (Called errors of principle).

1 From thepoint of view of auditthese errors are two types namety Self revealing errors
(Apparent on record and easily identifiable) amsh-selfrevealing errors (Not apparent and
require additional efforts to detect them).

13.MEANING OF AUDIT:

An audit is anindependent examinatiorof financial information of any entity, whether or not
profit oriented and irrespective of its size or legal form, when such an examination is conducted
with a view toexpress an opiniothereon.

14.OBJECTIVE OF THE AUDIT/AUDITOR:

Toexpress opiniorfAudit Report) on financial statements:

1 Whether the financial statements afeee from material misstatementsnd

1 Whether they are prepared as p&pplicable Financial Reporting Framework

15.AUDITOR:
! dzZRAG2NE A& uisBrior perBond\Bnaiustig tileaudisualfy theengagement <
partner or other membersf the engagement team, or the firm. —
(@)
Y
i
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When it comes to acceptance of Responsibility or being accountable to regulatory authorities th
engagement partner shall only be referred as auditor.

Practically the meaning of auditor includes the following persons (mentioned in Point No.

16.ENGAGEMENT TEAM:

a) Engagement Partner
b) Audit Manager

c) Paid assistant

d) Senior article assistant
e) Junior article assistant

f) Any other designation

15
Pagel O
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2. AUDIT REPORTING

[(COVERING SA 700, 701, 705, 706, 710, 720, 299, 6062618/0& 260 AND REPORTING
REQUIREMENTS U/S 143 OF COMPANIES ACT 2013 INCLUDING CARO, 2020)]

PARTC | (REPORTING STANDARDS)

SA 700 FORMING OF AN OPINION AND REPORTING ON
FINANCIAL STATEMENTS

A. OBJECTIVES OF THE AUDITOR UNDPHER:SA

The objectives of thauditor are:

a. Toform an opinionon the financial statements based on the conclusions drawn from audit
evidence obtained; and

b. Toexpress an opinioon the financial statements through a written report, known as
I dzZRA G2 NR& NBLR2 NI

Note: Applicable in the context of audit of complete set of GPFS.

B. FORMING AN OPINION ON THE FINANCIAL STATEMENTS

1. The auditor shall form an opiniaan whether the financial statements are prepared all
materialrespects, iraccordance with the applicable financiaportingframework.

2. In order to form thatopinion, theauditor shall obtain reasonable assurarat®out whether
the financial statements aswhole arefree from material misstatement whether due to
fraud or error

3. Further, when thdinancial statements arprepared in accordance with a fair presentation
framework the auditorshall alseevaluate as to whether the financial statememtshieve
fair presentation by considering:

a. Theoverall presentation, structure and conteaf the financial statements and

b. Whether the financial statement#cluding the related notes, represetite
underlying transactions and events ime&nner that achieves fair presentation

In other words, the auditor shall express an unmodified opinion wheautigor concludeshat
the financial statements are prepared, in all material respectactordance with the applicable
financial reporting framework

C. DEFINITIONS:

Unmodified opinion:

17
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When the auditor concludes that the financial statements faee from material misstatement§.e., give a
true and fair view) and are also prepared in accordance wittatiicable financiareporting framework
then he shall express an unmodified opinion which is also known as Unqualified Opinion or Clean Opinio

Unmodified opinion indicates:

1. The auditor hagbtained sufficient appropriate evidence

2. The financial statementdisclosedall relevant informatioras required by law or regulatory.

3. Theaccounting policieand changes therein agdequately discloseith the financial
statements.

4. The financial statements aepared as per applicable financial reportiingmework\

D. EVALUATIONS TO BE MADRABNITOR

The auditor shall evaluate whether the financial statements are prepared in accordance with
applicable financial reporting framework.

While evaluating the auditor shall also consider:

1. QUALITATIVE ASPECTS OF ENTITIES ACCOUNTING PRACTICES:

a) Management makes a number pidgments about the amounts and disclosuieshe
financial statements.

b) Further while evaluating accounting systems, the audiary find existence of
management bias and lack of neutraldyer accounting practices.

c) These situationgay cast significant doubt on reliability of financial statemesitéch
may be materially misstated.

d) Theindicators of management bia® lack of neutrality are as follows:

i) Selective correctionf misstatements brought to the notice of management by
auditor.
E.g..Correcting onlghose misstatements which increases reported earnimgg
ignoring the other misstatements that decrease the earnings.

i) Possible managemetias over selectingppropriateaccounting estimates

iii) Frequent changem accounting policiewithout a proper reason.

2. SPECIFIC EVALUATIONS WHILE FORMING OPINION:
The auditor shall take into account the following specific factors while forming an opinion:

c. Whether the financial statementsdequately disclose the significant accounting policies
selected andapplied.

d. Whether theaccounting policies selected and are applied consistemtyalso check
they are inaccordance with the applicable financial reporting framework and are
appropriate.
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e. Whether theaccounting estimatemade by management argasonable

f.  Whether the information presented in the financial statementseigvant, reliable,
comparable, and understandable and moisleading

g. Whether theterminologyused in the financial statements, including the title of each
assertion in financial statements, aappropriate
E. WHENIS A MODIFIED OPINIC®SUED?

a. If the auditor concludes thdiased on the Sufficient and approprisdedit evidence
obtained, the financial statements as a whole &l®Tfree from material misstatemenbor

b. Isunable to obtain sufficient appropriate audit evideniweconclude that the financial
statements as a whole are free from material misstatement.

n
~

hb¢9be¢{ hC ¢19 !!5L¢hwQ{ wOothwe¢yY

Title

AddressedGPFS Membersand in case oc6PFSBOD
Opinion PargRefer G 1

Basis for OpiniofRefer G 2]

Material Uncertainty related to Going Concern (SA Sﬂ))

KeyAudit Matters (SA 701)

Emphasis of Matter Paragraph (SA 706) ~| Applicable as per the relevant
standard

Other Matter Paragraph (SA 706)

© © N o 00 bk~ 0 N PRF

Other Information (SA 720) ~
10. Responsibilities dflanagement for the Financial Statemef@overed in SA 210]

11.' dzRA G2 NDa wSaLly aA oFnanaial StBeinentBNRef@rfGSl] ! dzR A

12.*Report on Other Legal and regulatory requirements (E.g., CARQ),[R@fer G 5]
13. Signature of the AuditdRefer G b

14.Place of Signaturgrdinarily thecity where the audit report is signéd

155 GS 2F G(KS [RefeRGT 2 ND&a wSL}2 NI

16.UDIN (Unique Document Identification Number w.€July2019)[The requirement to
mention UDIN is applicableoth for manually and digitally signedports/certificates
includingcertificates uploadeanline]

Note:
ReferFormats of Audit Reports on Various situations in ICAI SM [Edition 20R3age 7.73 to
7.91]
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Also, ForFormat of Auditors report prescribed by Law or Regulation is NOT Covered in our
material. Refer ICAI SM2P23 Editiong Pg.7.18] [Not required from Exam Viewpoint]

G. DETAILED EXPLANATION TO FEW CONTENTS OF AUDIT REPORT:

1. ht LbLhb t! w! Dw! t 1l «k Thelofiniod destidh Shalhntehtibnlthie b Y
following:

a. ldentify the entitywhose financial statements have been audited

b. State that the financial statementsgve been auditedNot in case of Disclaimer of
Opinion)

c. ldentify thetitle of each statementomprising the financial statements

d. Refer to the notes, including the summary of significant accounting poéoies

e. Specify thedate of, or periodcovered by each financial statement comprising the
financial statements.

WORDINGS OF UNMODIFIED OPINIRHer Illustrations inICAl PronouncementSA 700]

a. FAIR PRESENTATION FRAMEWWR&n expressing an unmodified opinion on
financialstatements prepared in accordance with a fair presentation framework, the

I dZRAG2ND&a 2LIAYA2Y &aKFffX dzyt Saa 20§KSNP

following phrases, which are regarded as being equivalent:

I.In our opinion, the accompanying financial statemeprssent fairly,
Ay Fff YFGSNRAFE NBaLISOGazI wX6 A
reporting framework] or

ii. In our opinion, the accompanying financial statements give a true and
FILAN OASG 27F X8 appligable fibangiaN®dorying S
framework].

b. COMPLIANCE FRAMEWOWRKen expressing an unmodified opinion on financial
a0FdSYSyida LINBLINBR Ay | O0O2NRIyOS gAd
opinion shall be thathe accompanyin@inancial statementgresentfaidyare
prepared, in all material respecig, accordance with [the applicable financial
reporting framework

c. L 0KS NBFSNBYyOS G2 GKS LI AOlIo6tS FA
opinion isnot to Accounting Standar@s (0 KS I dzR kshalRidéRify the dritfiny A 2
of such other frameworlE.g., In Company audit repartwe refer Companies act,
2013]

2. BASIS FOR OPINION PARAGRAPH:

a. Statesthat the audit was conducted as pstandards on auditing

g A

/it

b. Referstothea SO A2Y 2F (GKS | dzR AMIK2SNI? ddzRME]LI2NNIT&E
under the SAs

c. Includes a statement that the auditorimdependent of the entityn accordance with the
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relevant ethical requirements relating to ttaidit andhas fulfilled the- dzZRA G 2 NDa 2 { K

ethical responsibilitiegh accordance with these requirements. The statement skl to
the Code of Ethiassued by ICAI

d. Statement as to whether the auditor habtained sufficient appropriate audit evidence
for the opinion expressed by him.

3. RESPONSIBILITIES FOR FINANCIAL STATEMENTS:
WSFSNI (2 dat NBEO2Y RA ( A@iwedin Rir& chapteR A (G ¢ dzy RS NJ

4. AUDITORS RESPONSIBILITIES FOR AUDIT OF FINANCIAL STATEMENTS:

—

LOCATION OF DESCRIPTION OF AUDITORS
RESPONSIBILITES

\I_/

N 600 2KGKAY Iy | LIISYRAE dMRAaané

(&) Within the body of = g (2 AY SKAOK Q¥GS .0KS FxrBAGIRINEDG NE T §
‘%ﬁort%lmlu

UKS FdRAUZN areference tothe  report to the location of such a description on a
N location of the appendix or website of an appropriate authority, where law,
~ regulation or the auditing standards expressly

permit the auditor to do so.

N_ 7

5. OTHER REPORTING RESPONSIBIINOEREQUIRED FROM EXAM VIEWPOINT]
a. SEPARATE SECTI®Mre auditor addresses other reporting responsibilities in the

I dzZRAG2NRAa NBLRNI 2y (KRS FARRAVOARIVE (50 FGIKSSY 9

responsibilitiesunder the SAghese other reporting responsibilities shall bddressedn
aseparate sectioh y UG KS | dzZRAG2ND& NBLERZ2NI sAGK |
YR wS3dz I {2 NE otheiedas dpitoprsaté o dhé costef the section,
unless these other reporting responsibilitiaddress the same topics as tleogresented
under the reporting responsibilities required by the SAs in which gesether reporting
responsibilities may be presented in the same sectistthe related report elements
required by the SAs.

b. DIFFERENTIATIONother reporting responsibilities are presented in the same section
a4 0KS NBfFGISR NBLRZNI St SYSy i shalNdedrigzi NS R
differentiate the otherreporting responsibilities from the reporting thatrsquiredby
the SAs.

c. REPORTONAUDITOFF/&KS | dzRA (G2 NDa NBLIJ2 NlithaD2y G A
addresses other reporting responsibilities, tleguirements of this SA shall be included
dzy RSNJ I aSO0A2Yy 6AOK F KSFRAY3I GwSLI2 NI
GwSLIRZ NI 2y hdKSNI [ S§3Ff yR wS3dzg | §2NE @
' dzZRAG 2F GKS CAYFYOALFEt {GlFraGaSYSyidaosé
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H. !
AUDITING ISSUED BY ICAI ANIERNATIONAL STANDARDS ON AUDITING OR AUDITING
STANDARDS OF ANY OTHER JURISDICTION:

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

6.

COVERED AS PART OF QUESTIONNEANKIP FROM EXSBMIEWPOINT

SUPPLEMENTARY INFORMATION ALONG WITH FINANCIAL STATEMENTS:

1.

SIGNATURE OF THE AUDITOR:

a. PERSONALNAMEK S | dzRA (2 N & NI Ligpbidiis siyred dythe 6 S &
auditor (i.e.,the engagement partner) in hgersonalname.

b. FIRM NAMEWhere the firm is appointed as the auditor, theport is signed in the
personal hame of the audit@and in thename of the audit firm

c. MRN:The partner/proprietor signing the audit report algeeds to mention the
membership humbeassigned by the Institute of Chartered Accountants of India.

d. FRNThey alsonclude the registration number of the firmvherever applicable, as
allotted by ICAI, in the audit reports signed by thérhe report is to beigned by the
maker of the report

e. SEC. 148Jnder Section 145 read with Section 141(2) of the Companies Act, @3¥3,
the person appointed as an auditof the company or, where a firm is so appointed]y

the partner in the firmwho is a chartered accountart, | @ & A 3y G KS orl dzRA i
sign or authenticate any other document of the company required by law to be signed or

authenticated by the auditor.

51¢9 hC ¢19 !'!'5L¢hwQf{ w9t hwe¢y
¢KS | dzZRAG2NRAa& NDBERRNER TH&N datt ondavlich e audidhas

obtainedsufficient appropriate audit evidene®y KA OK G2 ol asS (KS
financial statementsincluding evidence that

a. All the statements that comprise the financial statements, including the related notes,
have been prepared and

b. APPROVAL OF F/Biose with the recognized authority have asserted that thaye
taken responsibility for those financial statements.

In other words, Thauditors report date shall benly on or after obtaining sufficienand
appropriateevidenceandon or after Approval of F/$y competent authority.

SLehwQ{ w9t hw¢ Chw !} 5L¢{ [/ hb5]/¢95 Lb !

29
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If supplementary information that isot required by the applicable financial reporting
framework ispresented with the audited financial statements, thaditor shall evaluate
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whethers Ay GKS | dzRA (i 2 NWwhethedsierBuSplementary informafiaiziR 3 Y| S

an integral part of the financial statements due to its nature or how it is presented.
a. INTEGRAL PARWhen it is an integrgbart of the financial statementghe
supplementary information shaie coveredd & 1 KS | dzRA (1 2 NRa 2 LI

b. NOT ANNTEGRAL PART:

i. The auditorshall evaluate whether such supplementary informatisn
presented in a way that sufficiently amtearly differentiates it from the
audited financial statements

ii. If this isnot the casethen the auditor shakhsk management to change how
the unauditedsupplementary information is presented.

iii. If managementefuses to do spthe auditorshall identify the unaudited
supplementary information andxplain in the auditor's report thaguch
supplementary information hagot been audited

2. Examples of Supplementary information:

a. INTEGRAL PARWhen thenotes to the financial statements inclu@da explanation
or the reconciliation of the extent to which the financial statemecdsnply with
another financial reporting frameworkhe auditor mayconsider this to be
supplementary informationhat cannotbe clearhdifferentiated from the financial
aldl GdSYSy i a dopitiok $ould alsR sotie? Meddsior supplementary schedules
that are cross referenced from the financial statements.

b. NOT AN INTEGRAL PAWMNhen an additional profit and loss account that discloses
specific items of expenditure is disclos&sla separate scheduiecluded as an
appendix to the financial statements, the auditor may consider this to be
supplementary information that can beearly differentiatedrom the financial
statements.

272
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SA 701 COMMUNICATING KEY AUBIATTERS IN THE
Lb59t 9b59b¢ ! ! 5L¢hwQf

A. DEFINITION OF KEY AUDIT MATTER

¢tKS YFTGGSNAR 6KAOK Ay | dzRAG2NRA WdzRIYSy
statements of the current period aritiese are selected from the matters communicated with
those charged with governance

Key Audit Matters are were of most significance Key audit matters are

those matters that, in the in the audit of the financial selected from matters
auditor’s professional statements of the current communicated with those
judgment period. charged with governance.

B. PURPOSE OF KEY AUDIT MATTER (OBJECTIVE):
1. The purpose of communicating key audit matters ighhance the communicative valwé
I dzRA G2 ND&a NI gdgaRdiransparenciddudiie Rudiyittht was performed.

2. KAM providesdditional informationto the intended users of the F/S to assist them in
understanding the entity andreas of significanhattersin the professional judgment of
auditor.

3./ 2YYdzyAOFGAYy3 1S@ |dzZRAG YIFGGSNBR Ay (GKS

a) NOT a substitute for disclosures in the financial statemérdasthe applicable financial
reporting framework requires management to make;

b) NOT a substitute for the auditor expressing a modified opimiben required by the
circumstances of a specific audit engagement in accordance with SA 705;

c) NOT a separate opinian individual matters.

d) NOT a substitutéor reporting in accordance witBAc 570¢ where a material
uncertaintythere related to going concern of the entity.

C. APPLICABILITY ARBOHIBITION ON KEY AUDIT MATTERS (KAM):

1. This SA applies to audits of complete sets of geraugbose financial statements of:
a. Listed entities and
b. drcumstances when the auditor otherwise decidestimmunicate key audit
YIFEGGSNRE Ay GKaBd I dzZRAG2NDRA& NB L2 NI
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c. RSIjdZANBR o6& fl g 2NJ NB3IdzA FGA2y (2 O2YYdzyA

report
2. SA 705 prohibitthe auditorfrom communicating key audit matters when theditor
disclaims an opinioon the financial statements

D. FACTORS FOR DETERMINING KEY AUDIT MATTERS:

The auditor shall determindétom the matters communicated with those chargetth
governance, those matters thagquired significant auditor attentiom performing the audit.

The auditor shall take into account the following factors while determining the Key Audit
Matters:

1. Areas ofhigher assessed rig material misstatement osignificant risksdentified in
accordance with SA 315

2. Significant auditor judgment®lating to areas in the financial statements that involved
significant management judgmenncludingaccounting estimatethat have been identified
as havindnigh estimationuncertainty.

3. The effect okignificant events or transactiorisat occurred during the periodnder audit

Examples: (Inclusive list)
a. Assessment of Impairment
b. Provision for losses and contingencies

Valuation of financial instruments

0o

o

Matters relating toRevenue recognition

e. Taxation matters (multiple tax jurisdictions, uncertain tax position, deferred tax assets)

E./9we¢!Lb a!'¢e¢9Ow{ bh¢ ¢h .9 /haa}{blL/!¢95 I {

In the following circumstances the auditghall not communicate KAM:

a. Law or regulatiorprohibitssuch disclosure about the matter; or

b. ¢KS FdzRAG2NI RSGSN¥YAYySa GKFEG GKS YIFGGSN
because of th@ossible adverse consequences

c. If the auditor concluded that the matter lghly confidential or sensitive at the interesit
the company.
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WORDINGS IN AUDITORS REPORT

1. The auditor shall describe each key audit matter, using an appropriate
adz0 KSFRAY3IZ Ay | aSLINIFGS asSOilArzy
GYSe dIiRASINBE D 2 KI O ¢g2dzf R GKS Ay dN
0KS I dzZRAG2NRA NBLRZNL adl dSo
Also, state the purpose of communicating key audit matters.

ANSWER

Key audit matters are those matters that, in our professional judgment, were of
significance in our audit of the financial statements of the current period. These
matters were addressed in the context of our audit of the financial statements a
whole, and in forming our opinion thereon, and we do not provide a separate of
on these matters(Not relevant from exam perspective)

Also write about purpose of KAM.

2.¢KS F2fft2gAy3a AftdzAaGNI 1Sa GKS LINB3
has determined there are no key audit matters to communicate:

ANSWER:

[Except for the matter described in the Basis for Qualified (Adverse) Opinion se

or Material Uncertainty Related to Going Concern sectié'e]have determined thg

there are no [other] key audit mattet® communicate in our report.]
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SA 70 MODIFICATIONS TO THE OPINION INNIHHPENDENT

AUDITORS REPORT

A. OBJECTIVE OF THE AUDITOR/ { a{ ¢! b/ 9{ 21 9b ! ah5LCL/!

OPINION IS REQUIRED:

Theobjective of the auditois to expresglearly an appropriatelynodified opinion on the
financial statements that is necessary when

a. The auditor concludes that, based on the audit evidence obtained, the financial statements

as a whole ar@ot free from material misstatemenbr

b. The auditor isinable to obtain sufficient appropriate audit evideniweconclude that the
financial statements as a whole are free from material misstatement.

B. DIFFERENT TYPES OF MODIFIED OPINHeN8cision regarding which type of opinion is
appropriate depends upon:
a) The Nature of the matter giving rise to the modification:
i)  Whether the misstatements are material
i) Inability to obtain audit evidence for material items of financial statements.
b) ! dZRAG2NDa 2dzRIYSyYy (i | 0 2phssible afaciBiimatierdr8lstedl fodinadcial
statements.

1. QUALIFIED OPINION:

The auditor shall express a qualified opinion when:

a. The auditorhaving obtained sufficient appropriataudit evidenceconcludeghat
misstatementsjndividually or in the aggregat@are materialput NOTpervasive to the
financial statements or

b. The auditor iszinable to obtain sufficient appropriat@udit evidence on which to base
the opinion, but the auditor concludethat the possible effect®n the financial
statements ofundetected misstatementsf any, could benaterial butNOTpervasive

2. ADVERSE OPINION:

The auditorhaving obtained sufficient appropriateudit evidenceconcludeghat
misstatementsjndividually or in the aggregatareBOTHmaterial ANDpervasive to the
financial statements

3. DISCLAIMER OF OPINION:

The auditor isinable to obtain sufficient appropriateudit evidence on which to base the
opinion,but the auditor concludethat the possible effect®n the financial statements of
undetected misstatementsf any, could b&8OTHnaterial ANDpervasive.

NOTEThe auditor shall disclaim an opinion wh@mgxtremely rare circumstances involving N

multiple uncertaintiesthe auditor concludes that, notwithstandirigaving obtained
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sufficient appropriate audit evidence regarding each of the individual uncertajntimssnot
possible to form an opinion on the financial statemedte to the potential interactiorof
the uncertainties andheir possible cumulative effect on the financial statemefitsauditor
concludes that the evidence obtained in unreliable]

C. MEANING OF PERVASIVE EFFECTS:

t SN aAQBS STFFSOGa 2y GKS FAYLIYOAlLT adlraSySyi

a. Arenot confined(limited) to specific elementsaccounts or items of the financial
statements

b. If so confined, represent or coutdpresent a substantial proportioof the financial statements

or

c. Inrelation to disclosures, a®dzy Rl YSy (I f 2 dfthe Ridarcial dzy RS N&

statements.

BELOW TABLE SHOWS DIFFERENT TYPES OF OPINIONS BASED IN DIFFERENT SITUATIO

SITUATION CASE |MMS EXIST1PERVASIVE? OPINION
Sufficient and appropriate  |A No NA Unqualified Opinion
evidenceOBTAINED _ __
B Yes No Qualified Opinion
C Yes Yes Adverse Opinion
ISIT IS THE POSSIBLE
SITUATION CASE MATERIAL?|EFFECT PERVASI OPINION
Sufficient and appropriate  |A No NA Unqualified Opinion
evidenceNOT OBTAINED
B Yes No Qualified Opinion
C Yes Yes Disclaimer Opinion

Observations:

1. Adverse Opinion arises only in a situation where Sufficient and appropriate evidéwealable.

2. Disclaimer of Opinion arises only in a situation where sufficient and appropriate evidence is

NOTAvailable

Ly 20 K S AHhilabllithdt susficieait and appropriate evidence and Disclaim@pohion are

mutually exclusivé

D. SPECIAL CONSIDERATIONS BEFORE EXPRESSING MODIFIED OPINION:
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1. QUALIFIED OPINIOWhen the auditorexpresses a qualified opiniaue to a material
misstatement in the financial statements, tlagditor shall stateéi K 4 = Ay GKS I
opinion,except for the effectof the matter(s) described in the Basis for Qualified Opinion
section:

a. When reporting in accordance witnfair presentation framework the
accompanying financial statements present fairly, in all material respects (or give a

GNXzS YR FFIANI OASG 2F0 wX8 Ay | OO02NRI yO

framework]; or
b. When reporting in accordance withcompliance frameworkthe accompanying

financial statements have been prepared, in all material respects, in accordance with

[the applicable financial reporting framework]. When the modification arises from an
inability to obtain sufficient appropriate audit evidence, the @adshall use the

A

dzR

O2NNB&LIZYRAYI LIKNI &S aSEOSLI F2N GKS |J2.

modified opinion.

2. ADVERSE OPINIONhen the auditorexpresses an adverse opinidhe auditor shall state
OKFIGZ Ay GKS dzZRAG2NRA 2LIAYA2Y>YX 0SOIl dza S
Basis for Adverse Opinion section:

a. When reporting in accordance withfair presentation framework the
accompanying financial statemerds not present fairlyor give a true and fair view
2F0 wXB8 Ay | O0O2NRIYyOS 4A0GK wiKS | LILI A
b. When reporting in accordance withcompliance frameworkthe accompanying
financial statements haveot been preparedin all material respect# accordance
with [the applicable financial reporting framework].

3. DISCLAIMER OF OPINI@#ren the auditor disclaims an opinion due to an inability to
obtain sufficient appropriate audit evidence, the auditor shall:

a. State that the auditodoes not express an opinimn the accompanying financial
statements

b. State that,because of the significance of the maiterdescribed in the Basis for
Disclaimer of Opinion section, the auditor lra® been able to obtaisufficient
appropriate audit evidence provide a basis for an audit opiniam the financial
statements and

c. Amend the statement required in SA 700 (Revised), which indicates that the financia
statements have been audited, gtate that the auditor was engaged audit the
financial statements.

NOTEREQUIREMENTS FOR BASIS FOR MODIFIED OPINION IS DISCUSSED AS PART OF
BANK.

Q
O
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E. REFERENCE IN AUDIT REPORT IN CASE OF MODIFIED OPINION:

The Opinion paragraph and Basis for opinion paraghegadings shall be appropriately modified

where the auditor expresses a modified opinion:

1. In case ofualified Opinion

a) Qualified Opinion
b) Basis for Qualified Opinion

2. In case oAdverse Opinion

a) Adverse Opinion
b) Basis for Adverse Opinion

3. In case oDisclaimer Opinion

a) Disclaimer Opinion

b) Basis for Disclaimer Opinion

F. CLARIFICATIGDN EMPHASIS OF MATTER PARA IN CASE OF ADVERSE OPINION / DISCLAMI

OF OPINION:

When the auditor considers it necessary to express an adverse opinion or disclaim an opinion jon

0KS FTAYFYOALFt adlk GdSYSy ( ghallnét al$o indudean Gnnodifi¢d S

opinion with respect tdhe same financial reporting framework on a single financial statement

or one or more specific elements, accounts or items of a financial statenieninclude such an

|| dzR

unmodified opinion in the same report in these circumstangezd dzf R 02 YV U NJ RA OG | (|

adverse opinion or disclaimer of odm on the financial statements as a whole.

[WE MAY NOT USE EMPHASIS OF MATTER IN THE AUDITORS REPORT]

G. CONSEQUENCE OF AN INABILIDBTAIN SUFFICIENT APPROPRIATE AUDIT EVIDENCE DUE

TO A MANAGEMENWMPOSED LIMITATION AFTER THE AUDITOR HAS ACCEPTED THE

ENGAGEMENT:

1. REQUEST FOR REMOVAL OF LIMITAT |@fier accepting the engagement, tleditor
becomes aware that managemenasimposed a limitatioron the scope of the audit that
the auditor considergikely to result in the need to express a qualifgginion or to disclaim
an opinion on the financial statements, the audigirall requesthat managementemove
the limitation.

2. ALTERNATIVE PROCEDURESnagement refuses to removke limitation, the auditor
shall communicate thenatter to those charged with governancanless all of those charged
with governance are involved in managing #ity anddetermine whether it is possible
perform alternative procedures to obtain sufficieappropriate audit evidence.

3. REPORTING:the auditor isunable to obtain sufficient appropriateudit evidence, the
auditor shall determine the implications as follows:

a. If the auditor concludes thghe possible effects on the financial statemenfs
undetectedmisstatements, if any, could beaterial but not pervasivethe auditor
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shallqualify theopinionor
b. If the auditorconcludes that the possible effeats the financial statements of
undetectedmisstatements, if any, could bd®th material and pervasiveo that a

qualification of theopinion would be inadequate to communicate the gravity of the

situation, the auditor shall:

I. Withdraw from the audit where practicable and possible under applicable

law orregulation or
i. Ifwithdrawal fromi KS | dzZRA G 0 SF2NB A & dotzA vy 3
practicableor possibledisclaim an opiniown the financial statements.

NOTEWhen the auditodecides towithdraw before withdrawingthe auditor shall
communicate to those charged with governaraigy mattersregarding misstatements
identified during the audithat would have given rise to a modification of the opinion.
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SA 706 EMPHASIS OF MATTER PARAGRAPH AND OTHE
MATTER PARAGRAPH IN THE INDEPENDENT AUDITORS RI

A. DEFINITIONS:

1. EMPHASIS OF MATTER PARAGRAPH:JF NJ I NJ LIK Ay Of dzZRSR Ay
refers to amatter appropriately presented or disclos@dthe financial statementthat, in
GKS I dzRA (2 NDEJz@KIZRAWIIH NIEI @S 2 FK | {undeistarklig T d
of the financial statements

2. OTHER MATTER PARAGRAPHLJ: NI} aANJ LK Ay Of dZRSR Ay GKS
matter other than those presentedr disclosedn the financial statementthat inl dzRA G 2 N
judgment, is relevant for users understanding of the audigzR A ri@sponibities or the
| dzR A e &

B. WHEN TO USEMPHASIS OF MATTER PARAGRAPH
1. CONDITIONS the auditor considers ¥ SOSa 4l NE (2 R Ndadnatdza S NBA Q
LINBEaSYyiSR 2NJ RAaOft2aSR Ay GKS TAYIl yQuch f
importance that it is fundamental 2 dzAa SNE Q dzy RSNER G yRAYy3 2F

I dzZRAG2N) aKlF £t AyOfdzRS |y 9YLKIaAa 2F al df

a. The auditor wouldhot be required to modify the opiniom accordance with SA 705
(Revised) as a result tife matterand
b. When SA 701 applies, tmeatter has not been determined to be a key audit matter

G2 0SS O02YYdzyAOFiSR Ay (GKS | dzRAG2NRA NE

2. CIRCUMSTANCH®Egesecircumstances may include

a. When afinancial reporting framework prescribda law or regulatiorwould be
unacceptablébut for the fact that it is prescribed by law or regulation.

b. To alert users that the financial statemeratge prepared in accordance withsaecial
purpose framework.

c. When facts become known to the auditorF 4§ SNJ 4§ KS RIS 2 (K
the auditorLINE A RSE | vS& 2 NJ Ki¥ SybBe§uRnt éverR) § 2 |

d. Anuncertainty relating to the future outcomef an exceptional litigation or
regulatory action.

e. Amajor catastrophe thahas had, or continues to have, a significant effect on the
SyiArdeQa FAYFIYOAILIT LRAAGAZ2Y O

3. RELATIONSHIP BETWEEN KAM AND BBEP
a. KAMF NB (K2aS 6KAOK Ay | dzRragiig BignifcantINR F S a
I dZRAG2NR.Q GGSYyGAzy
b. EOMP necessarily magt require significant attention of the auditbut are
significant for USERS understandiidrinanciab G G SYSy ia Ay @AS4
judgement. s
oY
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4. MANNER OF PRESENTATION OF EMPHASIS OF MATTER:

a) LYOf dzZRS (GKS LI NI AN LK gAGKAY | aSLI NIFG§

F LILINR LINR F GS KSFRAY3I GKIF G Ay:Of dzRSa GKS
1) Shall express the matter being emphasized (highlighted)garedthe reference to

suchmatter in the financial statementsAccordingly, this paragraph shall refer only to

information presented or disclosed in the financial statements; and

i) Also state thati K S I daBirioh 8 Nandodifiedn respect of the matter
emphasized.

b) An Emphasis of Matter Paranst a substitutefor

i) Amodified Opinionin accordance with SA 705

i) Disclosuredn Financial statements as per AFRFW.

iii) Reporting in accordance withA 570 when a material uncertainty exisdkating to
entities ability to continue as a going concern.

(@p))
—  ax

l.:.l

C. WHEN TO ISSUHHER MATTER PARAGRARH ¢ 1 9 ! | 5L¢hwQ{ w9t hw¢y

1. If the auditor considers it necessary to communicateatter other than those that are

presented or disclosed in the financial statemetit& 4 = Ay GKS | dzZRA (2 NDR&
2 dopSREME G YVRAYI 2F GKS | dZRAGS GKS LtteRA (21
I dZRAG2N) aKFftf AyOfdzRS 'y hGKSNI al G0SNIJ LI NI

a. This imot prohibited by lawor regulation and
b. When SA 701 applies, the matter hast been determined to be a key audit matter
G2 0SS O02YYdzyAOFGSR Ay GKS | dzRAG2NIDA
2. MANNER OF PRESENTATMIhEN the auditor includes an Other Matter paragraph in the
I dzRA G2 ND& NBdhil Mdlube the KebagrapiizRithin 2 separate sectioin the

NE LJ

KSFRAY3I GhUOKSNIJ alGGSNEE 2NJ 20 KSNJI | LILINE LINR |

D. COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE:

If the auditorexpects to include an Emphasis of Matter or an Other Matagraph in the
l dzRA G2 ND& NXBdhigl bdinfunidake Svithithdeie EhrgeNdvith governanegarding
their expectation andhe wording of this Para
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SA 29 RESPONSIBILITIES OF JOINT AUDITORS

A. MEANING The process ofappointing two or more individuals or firms or combination of
individuals and firms known agoint audit. (SA 29¢ Joint Audit of Financial Statements)

B. VARIOUS ADVANTAGE OF JOINT AUDIT:

a. Sharing of expertise.

~®a00T

Mutual consultation.

Lower workload.

Better quality of performance.

Improved service to the client.

A sense of healthy competition towards a better performance.

C. THE GENERAL DISADVANTAGES MAY BE THE FOLLOWING:

a. The fees being shared.

~® 200

Psychological problem where firms of different standing are associated in the joint audit.
General superiority complexes of some auditors.

Problems of ceprdination of the work.

Areas of work of common concern being neglected.

Uncertainty about the liability for the work done.

D. RESPONSIBILITY OF JOINT AUDITOR:

1.

Individual / Separate Responsibilitie$V/herework is dividedamong the joint auditors on a
suitable basis therach joint auditor is responsible only for the work performed by them
Generally, the work will be divided based on the following basis.

a) Items of Assets or liabilities

b) Income or Expenditure

c) Geographical areas

d) Identified units

e) Period of Financial statements

Joint / Combined Responsibilityln the following areasall the joint auditors will have
indivisible or combinedesponsibility.

a) In respect ofaudit work not dividecamong themselves

b) In respect oflecisions taken by dlhe joint auditors

c) Inrespect oimatters brought to the notice of all joint auditors

d) Forverifying disclosure requirements of financial statements; and

e) For ensuring that thaudit report complies with relevant statute

E. AUDIT REPORTING IN CASE OF JOINT AUDIT:
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Note: Each joint auditors entitled to relyon the work performed by another joint auditor and need
not review the work performed by others.

F. SPECIAL CONSIDERATIONS AS RERBANOV 2019 4M)

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

a) Generally,all the joint auditorsarrive common conclusions and expreggsmmon opinion
through asingle audit report

b) However, NO joint auditorig 2 i 6 2 dzyy R _opéiony | 22 NR (i1 & Q&

c) If there isa difference of opinioramong jointauditors,then such disagreeing auditor can
express his own opinion by a separate reptmtsuch a case each joint auditor shall refer about

20KSNJ 22Ay 0 FdzZRAG2NRAE NBLR2NI Ay GKSANI I dzRA

1. TheEngagement partner and Key engagement Té&am each of the Joint auditors shall be
involved in planninghe audit.

2. All joint auditors shoul@stablish jointly the overall audit strate@g required under SA300.
6{GSLIA Ay@2f SR Ay RS@GSt2LIAYy3I 20SNIff ai
t N2INI YYSEO

3. All Joint auditors shall discuss and develop a Joint audit plan. The following points shall be K
in mind:

a. ldentifydivision of areas and common areas

b. Ascertainreporting objective®f engagement team.

c. Communicate significant factordentified with each of the joint auditors.

d. Consider the results gireliminary engagement activities

4. Each of the Joint auditors shalisess the risk of Material Misstatemertd communicate to
other Joint auditors.

5. The Joint auditors shouldiscuss and document the nature, timing and exteftaudit
procedures for Common areas and Specific areas of audit to be performed.

6. Joint auditors shall obtaincommon engagement letter and common management
representation letteregarding fulfilment of responsibilities by management.

7. The Workallocation between joint auditors shall be documentadd signed by all the joint
auditors which shall also be communicated to those charged with governance.
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SA600¢ USING THE WORK OF ANOTHER AUDITOR

PREFACEVhen the auditor delegates work to assistants or uses work performed by other auditors

andexperts,he will continue to be responsible for forming and expressing his opuriaine
financialinformation.

However,he will be entitled to rely on work performed by othergrovided heexercises adequate
skill and care an@ not aware of any reason to believe that $t®ould not have so relied

In the case oény independent statutory appointment to perform the wavk which theauditor
has to rely in forming his opinigsuch as in the case of tinork of branch auditorappointed
under the Companies A@0130 KS | dzR A (i 2 NexpreduliFstds: thE fach df sictzfreRance

A. DIVISION OF RESPONSIBILITY:

1. The principal auditor suld NOT BE RESPONSIBLE in respect of the work entrusted to the

other auditors except in circumstances which should have arouseduspicion about the
reliability of the work performed by the other auditors.

2. When the principaauditor has to base his opinion on the financial informatudrthe entity
as a wholeelying upon the statements angports of the other auditorshis report should
STATE CLEARLY THE DIVISION OF RESPONSIBILITY for the financiabfrtfeeraatitn
by indicating theextent to which the financial information of componeraadited by the

other auditors have been included in the financial information of the entity, e.g., the numbel

of divisions/branches/subsidiaries or other componeaudited by other auditors.

B. DEFINITIONS:

a. PRINICIPAL AUDITORrincipal auditor" means the auditevith responsibility for
reporting on the financial information of @&NTITWhen that financial information
includes the financial informatioaf one or morecomponentsaudited by another
auditor.

b. OTHER AUDITORther auditor" means an auditor, other than the principal auditor,
with responsibility for reporting on the financial informatiah acomponentwhich is
included in the financial information audited by the principal audi{&&A Component
auditor)

c. COMPONENTComponent" means division, branchsubsidiary, joint venture,
associated enterprises or other entfnose financial information is included in the
financial information audited by the principal auditor.

C. ACCEPTANCE OF PRINCIPAL AUDITOR:
The auditor should consider whether tla@ditor's own participation is sufficiemd be able
to act as theprincipal auditor For this purpose, the auditor would consider:
1. Themateriality of the portion of the financial informationhich the principal auditor
audits
2. Theprincipal auditor's degree of knowledgegarding the business of the components
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3. Therisk of material misstatements the financial information of the components
audited by theother auditor; and

4. Theperformance of additional procedures as set authis SAregarding the components
audited by other auditoresulting in the principal auditor having significant participation
in such audit.

Note: Where another auditor has been appointed for the component, phiacipal auditor
would normally be ENTITLED TO RELY upon the work of such auntbss there arspecial
circumstances to make it essential for him to visit the component and/or to examine the
booksof account and other records of the said component.

D. PRINCIPAL AUDITOR PROCEDURES:

1. The principal auditor should perform procedutesobtain sufficient appropriate audit
evidencethat the work of the other auditor is adequat®r the principal auditor's purposes,
in the context of thespecific assignment
When using the work adnother auditor, the principaduditor should ordinarily perform the
following procedures:

a) AT PLANNING STAQ@#vise theother auditor of the use that is to be maaé the
other auditor's work and reporand makesufficient arrangements for eordination
of their effortsAT THE PLANNING STAfGEe audit.

b) SPECIAL CONSIDERATION&Sprincipal auditor would inform the other auditor of
matters such as areas requiring special considerapoocedures for the
identification of intercomponent transactions thanay requiredisclosure and the
timetable for completion of audit and

c) REPORTING REQUIREMEMNd8se the other auditor of theignificant accounting,
auditing and reporting requirementsnd obtainrepresentation as to compliance with
them.

2. Theprincipal auditor might discuss with the other auditor the audit procedures applied or

NEPGASS I gNAGOGSY &dzY Yl NEB dhdfindingsSvhi¢himyDelih | dzR A |

the form of a completedjuestionnaire or checkst.
3. The principal auditomay also wish to visthe other auditor.
4. Thenature, timing and extent aheseproceduresdepends on:
a) The circumstances dhe engagement and
b) The principal auditor'&nowledge of the professional competence of the other
auditor.

E. COORDINATION BETWEEN PRINCIPAL AUDITOR AND OTHER AUDITOR:

1. There should bsufficient liaisorbetween the principal auditor and the other auditor. For
this purpose, the principal auditanay find it necessary to issue written communicaferno
the other auditor.

2. The other auditorknowing the context in which his work to be used by the principal
auditor, should ceordinate with the principal auditorFor example
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a. By bringing to the principdl dzR A iin@ediBtd attentionany significant findings
requiring to bedealt with at entity level
b. adhering to thetimetablefor audit of the component, etc.
c. He should ensure compliance withe relevant statutory requirements.
3. Similarly, the principal audit@hould advise the other auditor of any matteérat come to
his attention thathe thinks may have an importamtearingon the2 4 K SNJ I dzRA (i 2 NR &
4. When considered necessary by him, the principal auditay require the other auditoto
answeradetailed guestionnaire regarding matteos which the principal auditor requires
information fordischarging his duties. Tlo¢her auditor should respond to such
questionnaireon a timely basis.

F. SIGNIFICANT FINDINGS BY OTHER AUDITORS:

1. DISCUSSIONHe principal auditor may consider it appropriatediscuss with the other
auditor and themanagement of the componenthe audit findingsor other matters affecting
the financialinformation of thecomponents.

2. SUPPLEMENT TEBH&:may also decide thaupplemental tests of the records or the
financial statements of the componeate necessary. Such tesigay be performed by the
principal auditoror the other auditor.

3. DOCUMENTATIONhe principal auditoshould document:

a. The componentswhose financial information wasudited by other auditors

b. Theirsignificancdo the financial information of the entity as a whole
The names of the other auditorand
Any conclusions reachethat individualcomponentare not material
The principal auditor should also documehé procedures performed and the
conclusions reached
E.g., Tie auditor would document theesults of discussions with the other auditor
and review of the written summary of the other auditor's procedures.

o

o

®

G. MODIFIED OPINION BY OTHER AUDITOR:

1. If the other auditor issues, or intends to issue, a modified auditor's reploetprincipal
auditor should considewhether the subject of the modificatiors of suchhature and
significanceinrelation to the financiainformation of the entity on which the principal
auditor isreportingthat it requires a modification of the principal auditor's report

2. Wherethe2 1 KSNJ | dzZRA {1 2 ND& NB LJ2 NJithejprncigalGaud@oshoutdl ! o !
also DOCUMENw he has dealt with the qualificatioms adverse remarks contained in
0KS 20KSNJ I dzZRA G2 NDA& NERIAUNEMen s 1Z3BJ(cydt y 3 KA
Companies Act, 2013]

3. Ifthe work of the other auditor cannot be useahd the principal auditor hasot been able
to perform sufficient additional proceduregsgarding the financial informatioaf the
componentaudited by the other auditor, the principal auditor showrpress a qualified
opinion or disclaimer of opiniohecause there is Bmitation on the scope ocudit.

[Exception:If such component(s) are immaterial either individually or aggregate of all suckﬁ

404
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SA570¢ GOING CONCERN

A. OBJECTIVE:
The objectives of the auditor are:

a. To obtain sufficient appropriate audit evidence regardingdppropriateness of
Y| v I 3 S Yis gfih@going concern basis of accounting in the preparation of the financial
statements.

b. To conclude, based on the audit evidence obtaingldether a material uncertainty exists
and

c. To report in accordance with this SA.

B. PRELIMINARY ASSESSMENT REGARDING USE OF GOING CONCERN ASSUMPTION BY
MANAGEMENT:

1. The auditor shall determinghether management has already performed a preliminary
assessmerd ¥ G KS SydAideqQa FoAfAGe (2 OshalliigeysszS | I
with management of:

a. Thenature and conditiorof its business.

b. Effects of external eventsr conditions such as change in law or regulatory.

c. The information pertaining toperational forecast of foreseeable future

d. Significant events or transactiottsat are occurred during the period under review.
E.g., fire accident or catastrophe etc.,

2. If such arassessment has not yet been performeide auditor shall discuss with
management theéasis for the intended use of the going concbasis of accounting and
inquire of managemenivhether events oconditions existhat, individually or collectively,
maycasi A AV AFAOF Vi R2 dzo tib coitifue Gska§oing goiickra. & Q& | 0 A f )

Ct9wlLh5 /h+9w95 Chw ! {{9{{a9b¢ hC 9bc¢LC¢, 6 Qf |!
CONCERN:

1. The assessment period under audit for going concern testing shalibe period as
adopted by management

2. If the management assessment of going concetess than 12 MONTHtBen the auditor
shall request management to extend its assessment periat teast twelve months

3. Further in some casesstimation more than 12 months is also justifi@dd in such a case the
assessment shall be made for such extended period.

4. MODIFIED OPINIONmanagement is unwilling to make or extend its assessméren
requested to do so by the auditor, the auditor shall consider the implications for the
I dzZRA G 2 NR& NBLR2 NI @

D. AUDIT PROCEDUREIEN EVENTS OR CONDITIONS ARE IDENTIFIED e
The following audit procedures should perform by the auditor if the auditor identifies any 3
OANDdzyaidtyosa G(KFG OFadtd aA3ayATAOFyld R2dz i £2)
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1. Whether thereis a policy oassessment of risk related to going concbynmanagementlf
not, request management to make an assessment.

2. Evaluating I VI ASYSY (G Q& LX I i telatbretdlils goimj awiddn alss@sismedty] &
andevaluate outcome of these plamslikely toimprove the situatiorand whether
Yl y I 3S Yl&ng ar@féasible

3. Whether theentity has prepared a cash flow forecdstsed on a reliable data

a. Evaluating theeliability of the underlying datgenerated to prepare the forecast.

b. Determining whethethere is adequate support for the assumptiamsderlying the
forecast

4. Considering whetheainy additional information availabknce the date on which
management made its assessment.

5. Requestingvritten representations from management regarding their plémsfuture
actions and the feasibility of these plans.

SIGNIFICANT DELAY IN APPROVAL QftRége issignificant delay in the approval of the
financial statement®y management othose chargedvith governance after the date of the
financial statements, thauditor shall inquire as to the reasons for the deldyhe auditor
believes that the delay coulde related toevents or conditions relating to the going concern
assessmentthe auditorshall performthe aboveadditionalaudit procedures necessaand
O2Y&ARSNI GKS ST7FSO0u regaydingitheSxistede® of & raakeXaicert@irtyy” O f| dza

E. ADEQUACY OF DISCLOSURES IN FINANCIAL STATEMENTS WHEN EVENTS OR CONDITION
HAVE BEEN IDENTIFIED:

1. WHENMATERIAL UNCERTAINTY EXI&Tauditor shalletermine whetherthe financial
statements:

a. Adequatly disclose the principal events or conditidghat may cast significant doubt on
0KS SyadAradGeQa lFoAtAGe (¥ ORPASX G dz8 Q BwiEthIt | A& A
these events or conditions and

b. Disclose clearly that there is a material uncertairgated to events or conditions that
mayOl 44 &A3IYATAOI Vi Rtaadnitiue &\ going@dnc&yaind, G & Q
therefore, thatit may be unable to realize its assets and dischasgkabilities in the
normal course of businesgLFS Audit report 201¢2018]

QX

2. WHEN MATERIAL UNCERTAINTY DO NOT IEV8iits or conditions have been identified
GKFG YIFIe OlFrad arxayAFAOlyd R2dzoiad 2y GKS Sy
based on the audit evidence obtained the auditor concludes tto material uncertainty
exists, the auditor shall evaluate whethen view of the requirements of the applicable
financial reporting framework, th&nancial statements provide adequate disclosuabsut
these events or conditions.

Hage40
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F. w9t hw¢ LAGDING ICGNC&ERN ASSUMPTION IS APPROPRIATE BUT MATERIAL UNCERTAI

EXISE:
1. H{ a&a!59v ] 1 ¢9[,€¢ 5L{/[h{9{ ¢19 C!/]¢Y
a. If the auditor concludes thahe financial statements adequately disclose the material
uncertaintyd K1 4 Yl & OFald aA3ayAFAOFLy(d R2dz;i
O2yOSNY FyYyR YIylFI3aSYSyaQa LXlFya (G2 RS
b. ¢KS I dzRAG NBLR2NI akKlkft AyOfdzZRS I aSLuk
NBfIGSR (2 3wy the ateatisroobthefeadets 16 Bhe specific note
point presented or disclosed adequately by management regarding the material
uncertainty.

c. Also, the auditor will express amqualified opinionin this regard as the entity has
adequately disclosed about the material uncertainty.

2.H{ &5h bh¢ 159v!1¢9[ ¢ 5L{/[h{9{ ¢19 C!

If the auditor concludes that the financial statements amt adequately reflectinghe
material uncertainty regarding goirgpncern, then the auditor shall

a. Express &ualified/Adverse opinioand
b. LY (GKS .lFaArAa F2Nl vdzZa t AFASR 6! ROSNESO

2y
t

NJ | G

=
> O

o

I ¢Y

h LA y

material uncertainty exists that may cast significantdogbf G KS Sy G A e Qa| |

continue as a going concern and that tieancial statements DO NOT adequately
disclose this matter.

G.w9t hwt LADING CONCERN ASSUMPTION IS INAPPRG@PRIATE

If the financial statements have be@nepared using the going concern basis of accourttimntg
Ay (GKS FdzZRAG2NRA 2dzZRIYSYyd= YIFyl3aSYSyidQa
preparation of F/S is inappropriate ttauditor shall express an adverse opinion

H. INDICATORS THAT CAST DOUBT ON GOING CONCERN:
The following ar@xamples of events or conditions that may cast significant doalihe
SyiArteqQa FoAafAde G2 O2yldAydzS a | 3I2Ay3
1. FINANCIAL INDICATORS:
a. Net liabilityor net current liability position.

b. Fixedterm borrowings approaching maturityithout realistic prospects of renewal or
repayment.

c. Indications ofwithdrawal of financial suppotby creditors.

d. Negative operating cash flowsdicated by historical or prospective financial statements.

e. Adverse keyinancial ratios.
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f. Substantiabperating losses or significant deteriorationthe value of assets used to
generate cash flows.

g. Arrears ordiscontinuance of dividends

h. Inability to paycreditors on due dates

i. Inability to complywith the terms of loan agreements.

j.  Change frontredit to cashon-deliverytransactions with suppliers.

k. Inabilityto obtainfinancing for essential new produdevelopment or other essential
investments.

2. OPERATING INDICATORS

. Management intentiongo liquidate the entity or to cease operations

. Loss of key managemewithout replacement.

. Labour difficulties

a
b
c. Loss of a major markekey customer(s), franchise, license, or principal supplier(s).
d
e. Shortages of important supplies.

f.

Emergence of highly successful competitor

3. OTHER INDICATORS:

a. Non-compliancewith capital or other statutory or regulatory requirements, such as
solvency or liquidity requirements for financial institutions.

b. Pending legal or regulatoproceedings against the entity that may, if successful, result
in claims that the entity is unlikely to be able to satisfy.

c. Changes in law or regulatia@r government policy expected to adversely affect the
entity.

d. Uninsured or underinsured catastrophe$en they occur

. COMMUNICATION WITH TCWG:

Theauditor shall communicate with those chargetth governance events or conditions
identified thatmay casi A Ay A TA Ol v i R 2 dzo id cofitifue Gska §oin§ goackri. &
The following shall be communicated:

a. Whether theevents or conditionsonstitute amaterial uncertainty

b. WhetherY VI 3SYSy (1 Q4& dzd S bask ofindc&intiaizZappyodriatérethe O S Ny

preparation of the financial statements.
c. Theadequacy of related disclosur@sthe financial statements and
d. Where applicable,thd YLJ A OF GA2y & FT2NJ GKS | dzRA(G2NRa

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

Qa

NI

N
%
S

|J




SA 726 AUDITORS RESPONSIBILITY IN RELATION TO OTHEF
INFORMATION

A. OBJECTIVE OFGA20:

The objectives of the auditor, having read the other information, are:

1. To consider whether there B material inconsistendyetween theother information and
the financial statements

2. To consider whether there B material inconsistendyetween theother information and
0KS | dZRAG2NDE ipheawnditSRIS 2001 Ay SR

3. To respond appropriately when the auditiglentifies that such material inconsistencies
appear to exist, or when the auditor otherwise becomes aware that other information
appears to be materially misstated and

4. To reportin accordance with this SA.

IMPORTANNOTE:

1. ¢KS T dzZRAG2NRNAE NBalLRyairAoAf AdASa NBtIFGAYy3a (2
responsibilities) apply regardless of whether the other information is obtained by the auditor
LINA2NJ G625 2NJ I FiGSNE {jReSponBbility B reton ta Giier | dzRA [i 2
information can be a Subsequent Event as per SA 560].

2. ¢KS | dzZRAU2ND& NB a LIDWODTR cbrstituteian sSsiiramts/eRdadeioant A
other information orDO NOT impose an obligation the auditor to obtain assurance about
the otherinformation.

3. ThisSA does not apphp:

a. Preliminaryannouncements of financial information or
b. Securities offering documents, including prospectuses.

K%

B. DEFINITIONS:

OTHER INFORMATIOHNhancial or notfinancial information gther than financial statements
VR GKS | dzRA G HNRY ONBIIRERL AYKSNEBW G AGeQa | yydz
NOTEOther Matter Paragraph as per SA 706 is Completely different from the above.

ANNUAL REPORA document, or combination of documents, prepatggically on an annual
basisby management or those charged with governancaa@asordance with law, regulation or
custom, thepurpose of which igo provide ownergor similar stakeholders) with information on
theSY dAG@ Q& 21ISNF GA2Yy & | ¢idfindnki& poSitioni % getoQtan the A y | Y
financial statements.
AnannualreporD2 Vil Aya 2NJ I O02Y LI yASa GKS FTAYEFYOAL f
thereonand usually includes information abouttley 1 A 18 Q4 RS @St 21LIYSy (3=

and risksanddzy OSNI I AyGASas | adlraSySyid oe GKS Syfja

governance matters. Q)
(@)
o
n
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MISSTATEMENT OF THE OTHER INFORMAT@¥$tatement of the other information exists
when theother information is incorrectly stated or otherwise mislead{imgluding because it
omits or obscuresformation necessary for a proper understanding of a matter disclosed in the
other information).

C. AUDIT PROCEDURE FOR OTHER INFORMATION
1. The auditor shall obtain other information:

a. Determine, through discussion with managemamhich document(s) compris¢le
I yydzl £ NI LI2 Nlipianned/mannér Krigl tinding of khé ids@efimfesuch
document(s).

b. Make appropriate arrangements with managemeabtain in a timely manneand,
ifpossiblet wLhw ¢h ¢1 9 5! ¢9 h G thefihadversidnd thet h w Q {
document(s) comprising the annual report; and

c. When some or all of the document(s) determined in (a) natlbe available until
F FG4SN) GKS RIS 2raquet i&agerdert xolp@WdRvitteN S LI2 NJi
representation that the final version of the document(s) will be provided to the
auditor when available, angrior to its issuance by the entitguch that the auditor
can complete the procedures required by this SA.

2. Theauditor shall read the other information araheck:

a. Whether there isa material inconsistendyetween theother information and the
financial statements

b. To consider whether there s material inconsistendyetween theother information
I VR (KS I dzRA ébsiNgd & thd alditg f SR3 S

c. Further he shallemainalert for indicationghat the other informationnot related to
the financial statement® NJ G KS | dzR A ib@ahEdan tHe dudivappddRs3cS
be materially misstated.

D. RESPONDING WHEN A MATERIAL INCONSISTENCY APPEARS TO EXIST OR OTHER
INFORMATION APPEARS TO BE MATERIALLY MISSTATED:

If the auditoridentifies that a material inconsisten@ppears to exist (or becomes aware that
the otherinformation appears to be materially misstated), the audgball discuss the matter
with managementind, ifnecessary, perform other procedures to conclude whether:

a) A materialmisstatement of the other informatioexists

b) A materialmisstatement of the financial statemenéxists or

c) ¢KS I dzRAG2NRNA dzy RSNEGFYRAY3 2F (GKS SyidAde

E. IEMATERIAL MISSTATEMHERKISTS INTHER INFORMATION:

1. REQUEST MANAGEMENT TO CORRHGHdRuditor concludes that a material
misstatement of the other information exists, the auditor shall request management to
correct the other information. If management:

Hage44
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a. Agrees to make the correction, the auditor shall determine that the correction has
been made; or

b. Refuses to make the correction, the auditor shall communicate the matter with those
charged with governance and request that the correction be made.

2. MMSIDENTIFIEBEFORE DATE OF AUDBMBHEPORTF:the auditor concludes that a
material misstatement exists in other information obtainedNJA 2 NJ G2 G KS RI
report, and the other information i8IOT CORRECTED after communicating with those
charged with governancehe auditor shall take appropriate action, including:

a. Consideringthd YLJ A OF G A2y & T 2ahd dokinQunidatitzéRviitti tRasdd &
charged with governance about how the audians to address the material
YA3EAGF G§SYSy G Ay.[Repoin OtbeRIAfe PadIX dhe REBdr]2 NI

b. Withdrawing from the engagementhere withdrawal is possiblender applicable
law or regulation.

3. MMS IDENTIFIERETER THE DATE OF THE AUBITREPORIF:the auditor concludes that

a material misstatement exists in other information obtaifed 4§ SNJ 1 KS Rl 4SS ¥

report, the auditor shall:

a. If theother information is correctedperform the procedures necessary in the
circumstances or

b. If the other information INOT CORRECT&er communicating with those charged
with governance, také LILIN2 LINA F G S | O A 2y O2y aAi RSNA
obligations o seek to have the uncorrected material misstatement appropriately
brought to the attention of userfor whom thel dzZRA (G 2 N & NB[EMMMT A
the procedure outlined in SA 560]

F. IEMATERIAL MISSTATEMBERKISTS IN FINANCIAL STATEMENTS

If the auditor concludes thaa material misstatement in the financial statements ex@mtshe
I dzZRA G2 ND& dzy RSNA U ¢rRifoyhignt Begds b KeSupdatgdiitheiadditor syiai
respond appropriately

G.! | 5L ¢ RERORTING REQUIREMENTS:

¢CKS FdZRAG2NINE NBLRNI akKlftf AyOfdzRS I &aSLI N
other appropriate headingthis section shall include:
1. A statement thatmanagement is responsible for the other informatjon
2. An identification of:
a. Other information, if any, obtained by theuditor prior to the date of the
| dzRA G 2 NEnd NI LI2 NI
b. For an audit of financial statements of a listed entity, other information, if any,

A X 4 A -

SELISOGSR 2 68 26GFAYVSR FFGSNI GKS RIS
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3. Astatementthatthd dzZRA 12 NDR& 2LIAYVA2Y R2S3a afR

accordingly, that theuditor does not express (or will not express) an audit opiraon

any form of assurance conclusitirereon;

4. A description of th¢_dzRA G 2 ND &

reporting onother informationas required by this SA; and

5.2 KS
either:

a.

b.

i

Yy 20KSNJI AYF2NXIGAZ2Y KlFa 0SSy 2ol

A statement that theauditor has nothing to reportor

MMS IN OTHER INFORMATI@Nhe auditor has concluded thahere is an
uncorrected material misstatement of the other informatica statement that
describes the uncorrected materiadisstatement of the other information.

SUMMARY OF REPORTING:

MMS in Other Information MMS in Flnancial Statements
wUMO and Report in Other wModified Opinion and
Info para about such MMS Reasons in Basis for M.O
in Other Info. para of the report.
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SA710c COMPARATIVE INFORMATIOBORRESPONDING
FIGURES AND COMPARATIVE FINANCIAL STATEMENTS

A. INTRODUCTIOISA 710 Comparative InformatigrCorresponding Figuresxd Comparative
Financial Statement® S f & A GK I dzZRAG2NNA NBALRYaAoAf Al
audit of financial statement. There ateo different broad approache§ 2 G KS I dzRA { 2 NI
responsibilities in respect of comparative information:

1. Corresponding figures and
2. Comparative financial statement.

B. DEFINITIOS
COMPARATIVE INFORMATION:

Theamounts and disclosures includadthe financial statements in respect @fie or more prior
periodsin accordance with thapplicable financial reportinffamework.

CORRESPONDING FIGURES:

Compardaive information whereamounts and other disclosurdsr the prior period are included
as anintegral part of the current periofinancial statements andre intended to be read only in
relation to amounts and other disclosuresating to thecurrent period(current period figures).

Note: Thelevel of detail presenteth the corresponding amounts and disclosuredicsated
primarily by its relevanct the current period figures.

COMPARATIVE FINANCIAL STATEMENTS

Comparative information where amounts and other disclosures for the prior period are included
for comparision with financial statements of the current perlmd, if audited are referred in
the auditors opinionThe level of Information included in those comparative financial
statements iomparable with that of the financial statements of the current period

C. OBJECTIVE OF THE AUDITOR:

1. To obtainsufficient appropriate audit evidenabout whether the comparative information
included in the financial statements has bgenesented, in all material respects, in
accordance with the requirementsf the applicable financial reporting framewosdnd

2. ToreportA Y | OO2 NRI yOS 4A0GK (GKS | dzRAG2NDaA NBLR N

N~
D. OPINION OF AUDITOR®Ee audit reportingliffers between the approachese: %
0KS

1. Forcorresponding figures (G KS | dzRA G2 NQa 2 LIA Y Aréfefs tthe
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current period onlywhereas

2. Forcomparative financial statemerfs & KS | dzR xefeg MIRach prichk fgrA 2 v
which financial statements are presented

E. AUDIT PROCEDURES FOR COMPARATIVE INFORMATION:

1. PERFORM SPECIFIC AUDIT PROCHDERHEowIng specific audit procedurghall be
performed for determining that the financial statement contaaqgpropriately classified
comparative information
a. Ensure that comparative informaticagrees with the amount and other disclosure
presented in the prior periodE.g., Compare CY Balance Sheet with LY Balance Sheet)

b. The accounting policiepplied are consistenwith those applied in current period.

c. If there have been anghanges in the application of accounting polidiesn they are
properlydisclosed and presented

2. EVALUATING THE IMPACT ON FINANCIAL STATENENIuditoridentifies / awareof
any possiblenisstatement in the comparative informatipthen:
a. He should perform the necessary audit procedui@sbtain sufficient audit evidence

b. If the auditorhad audited thee, INK 2 NJ LIS NA 2 R Q & thah keyshoyldrallowt &
the relevantrequirements of SA 560

3. WRITTEN REPRESENTATAGNequired by SA 580, the auditor should also request written
representation. He should algibtain a specific written representation regarding any prior
perioditemid K 4 A& RAAO0Of2aSR Ay Odz2NNByd &SkNRa 7

F. AUDIT REPORTING:

1.W.R.T. CORRESPONDING FIGURESY O2NNBALRYRAYy3I FAIdzNBa
opinion shall not refer to the corresponding figueXCEPIf the following circumstances:

a. LT GKS | dzRAG2NDa NI L2 Nbthe2tian an Krfgualifid®hiog. dza

b. If the auditor is of the opinion, and he has sufficient evidence in this retfzata
material misstatement exists the financial statement gbrior period whichwas not
addressed earlier.

c. If theprior period financial statement are not auditethen he should obtain sufficient
audit evidence that th@pening balance does not contain any material misstatement.

(NOV 2019; 4M)

2.W.R.T. COMPARATIVE FINANCIAL STATEMERT comparative financial statement are
presented-
a. REFER EACH PERIOEB:S | dzR A (i ghalllefer t@ dabh yekighby which the
financial statements are presented.
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b. CONFLICT OF OPINIOBTHER MATTER PARAK Sy NB L} NI A y 3

' dzZRAGEZ AF GKS | dzRok pedodiiidanciat didfeyientdiffersXrgm thedzO K

2y  QadzN

opinion previously issuedn such financial statement, the auditshall disclose the
substantive reasofor the different opinionin other matter paragrapltn his report.

c. PREDECESSOR AUDIGMRIS: If the auditor concludes that material misstatement is

present in the previously audited figure$financial statement, he shoul@port it to
appropriate level of thenanagementnd request that theoredecessor auditor be
informed.

the

LT GKSY GKS LINRA 2 NJ & SwithN@izw regoit by ihs pfedlgtéssor | NJ |

auditor, then the auditor shabeport only on the current period

3. COMMON REPORTING TREATMENT FOR BOTH THE APPROACHES: (TO BE MENTIONED

adhat €0
a. PP F/S AUDITEDthe financial statement of the prior perioglere audited by a
predecessor auditorthe auditor shalktate in his audit report

i.  That the financial statements of the priperiod were audited by a predecessor

auditor.
ii.  Thetype of the opinion expresseualy the predecessor auditor
iii.  Thedate of that audit report

b. PP F/S NOT AUDITHDhe prior period financial statementere not auditecthan he

shall report the same inther matter paragraph in his audit report that the
corresponding/comparative figures are unaudited

However the disclosure does not relieve him from his responsibility of obtaining

sufficient appropriate audit evidendéat the opening balances do not contain
YAaaalrasSySyida GKFG YFEGSNALFtEfe FFFSO
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SA260c COMMUNICATION TO THOSE CHARGED WITH
GOVERNANCE

ltisl dzRA (1 2 NDa NB a LJ2 v awkhitHode Ehaged With gadendan¢ERYVEID anadlit
of financial statementd NNJX & LJS O (i A ¢pBverfafce btyictug orisikei & Q a

A. OBJECTIVE:

1. To communicate clearly with those charged with governanceadsponsibilities of the
auditor in relation to the financial statement audand an overview of the planned scope
and timing of the audiincluding:

a. Theauditor is responsibléor forming and expressing apinion on the financial
statementsthat have been prepared by management with the oversight of those
charged with governance and

b. The audit of the financial statementies not relieve management or those charged
with governanceof their responsibilities.

2. To obtainfrom those charged with governanggormation relevant to the audit

3. Toprovidethose charged with governance witimely observations arising from the audit
that are significant and relevant to their responsibility to oversee the financial reporting
process and

4. Topromote effective tweway communicatiorbetween the auditor and those charged with
governance.

Note: The auditor shall determine the appropriate persorgsh G KAy (G KS Sy dAGe
structure withwhom to communicate. If the auditor communicat@gh a subgroup of those
charged with governancdor examplean audit committee or an individual, the auditor shall
determine whether the auditor also needs to communicate with the governing body.

B. MATTERS TO BE COMMUNICATED:

1. RESPONSIBILITIES OF THE AuDme®Ruditor shall communicate with those charged with
governance theesponsibilities of the auditan relation to the financial statement audit,
including that:

a. Theauditor is responsible for forming and expressamgopinion on the financial
statements that have been prepared by management with the oversight of those
charged with governance; and

b. The audit of the financial statementies not relieve management those charged
with governance ofheir responsibilities

2. PLANNED SCOPE AND TIMING OF AU Buditor shall communicate with those charged
with governancean overview of the planned scope and timiigthe audit, which includes
communicating about theignificant risks identified by the auditor
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. SIGNIFICANT FINDINGS FROM THE ATHelauditor shall communicate with those L
charged with governance:




a. ¢ KS I dzRA (i 2 NdaificadtigGahitdtivelasperaztheSy G A G & Qa | 002 d
practices including accounting policies, accounting estimates and financial statement
disclosures. When applicable, thaditor shall explaimo those charged with
governancewnhy the auditor considers a significant accounting practiat is
acceptable under the applicable financial reporting framewa,to be most
appropriate to the particular circumstance$the entity.

b. Significandifficulties if any, encountered during the audit

c. Circumstancesthdt FF SO0 G KS F2NX YR OFghudhg i 2

d. Anyother significant matter$ NA & Ay 3 RdzNAy 3 GKS | dZRA G [i K
professional judgment, argelevant to the oversight of the financial reporting

process
e. Written representationghe auditor is requesting

_'.l

c1
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SAC 610
USING THE WORK- AN INTERNAL AUDITOR

SA 616 USING THE WORK OF AN INTERNAL AUDITOR

A. OBJECTIVES:

The objectives of the external auditor are:

a)

b)

c)

To determine whether the work of the internal audit functioor direct assistance from
internal auditors can be used.

If using the work of the internal audit function, to determine whetltleat work is adequate
for purposes of the audifType 1); and

If using internal auditor$o provide direct assistanceao appropriately direct, supervise and
review their work (Type 2).

B. DEFINITIONS:

1.

Internal audit function:It is a function of an entity that performsssurance and consulting
activitiesdesigned tosS @I f dzt G S | YR A YLINR @S { g&ertaicd, 8s© i
management and internal control processes.

. Direct assistanceDirect assistance means these of internal auditordo perform audit

proceduresunderthe direction, supervision and review of the external auditor

C. USING THE WORK PERFORMED BY INTERNAL AUDITOR (Type 1):

1.

Evaluation Process:
The external auditor shall determine whether the work of the internal audit function can be
used for purposes of the audit by evaluating the following:

d) Whether the internal audit functions organizational status and relevant policies ang
procedures supporthe objectivity of the internal auditors

e) Thelevel of competencef the internal audit function; and

f) Whether the internal audit functionapplies a systematic and disciplined approach
including quality control.

Prohibition on Type 1 Work:
The external auditoshall not use the work of the internal auditnction if the external auditor
determines that:

a) ¢KS TFdzyOiAz2yQa 2NHIYATIFGA2Yy I § & ( Iddi de&
adequately support the objectivitgf internal auditors;

b) The functionlacks sufficient competencer

c) The functiordoes not apply a systematic and disciplined approawtiuding quality control.
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3. NATURE AND EXTENT OF WORK OF INTERNAL AUDIT FUNCTION THAT CAN BE USED:

a) The external auditor shall consider thature and scope of the workerformed by
Internal audit functiorcan use his work in the following
1) Testing of the operating effectivenessauntrols
2) Substantive procedures involvifignited judgment
3) Observations oinventory counts
4) Testing otompliance with regulatory requirements
5) In some circumstanceaudits or reviews of the financial information of
subsidiarieghat arenot significantcomponents to the group (where this does
not conflict with the requirements of SA 600
b) The external auditoghall make alkignificant judgmentsn the audit engagement and,
to prevent undue use of the work of the internal audit functishall plan to use less of
the workof the function andperform more of the work directly
c) The external auditor shall also evaluatbether using the work of the internal audit
function to the extent planneavould still result inthe external auditor beingufficiently
involved in the audit
d) The external auditor shall, in communicating with those charged with governahaes
an overview of the planned scope and timimigthe audit in accordance with SA 260,
communicatehow the external auditor has planned use the work of the internal audit
function.

4. USING THE WORK:

a) Discussion and Coordination with the Internal Audit Functidhthe external auditor
plans to use the work of the internal audit function, the external audstuall discuss the
planned use of its workith the function as a basis faoordinating their respective
activities,

b) The external auditoshall read the reports of the internal audiinctionrelating to the
work of the function that theexternal auditor plans to usi® obtain an understandingf
the nature and extent o&udit procedures it performed and the related findings

c) The external auditogshall perform sufficient audit procedurés determine adequacyof
internal audit functiorfor purposes of the audit, including evaluating whether:

1) Thework of the functionhad been properlplanned, performed, supervised
reviewed anddocumented.

2) Sufficientappropriate evidence had been obtaingalenable the function to draw
reasonable conclusions; and

3) Conclusions reached are appropriaethe circumstances and the reports
prepared by the function are consistent with the results of the work performed.

d ¢KS yI {iddz2NB ' yR SEI{ S aidit@cEedirds Shallde espovdive o || dzR
GKS SEGSNYIf | dzZRAG2NDA SO ftdzZ GA2y 2FY

1) The amount ofudgmentinvolved.
2) The assesseksk of materiaimisstatement

L(

)
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3) The extent to which the internal audit functi@upports the objectivityf the
internal auditors; and
4) The level otompetenceof the function.

e) Theexternalauditoda KI £ £ 1 f 42 S@Ifdad 6§S gKSGKSNI KBS

regarding theinternal audit functionrand the determination of the@ature and extent of
use of the worlof the function for purposes of thaudit remain appropriate

D. USING INTERNAL AUDIT FUNCTION TO PROVIDE DIRECT ASSISTANCE (Type 2):
1. Evaluation Process:

The external auditor shall determine whether the work of theernal audit function can be
used for purposes of the audit by evaluating the following:

a) Whether the internal auditorgossess objectivity and independende shall include
inquiry of the internal auditorsegardinginterests and relationshipthat may create a
threat to their objectivity

1) Family and personal relationships with an individual working in, or responsible

for, the aspect of the entity to which the work relates.

2) Association with the division or department in the entity to which the work
relates

3) Significant financial interests in the entity other than remuneration on terms
consistent with those applicable to other employees at a similar level of
seniority

b) Whether the internal auditors are havimgcessary skill and competence

2. Prohibition on Type 2:

The external auditoshall not use an internal auditdo provide direct assistance if:

a) There are significarthreats to the objectivityof the internal auditor; or

b) The internal auditotacks sufficient competende perform the proposed work.

E. AREAS WHERE IAF CANNOT BE USED FOR DIRECT ASSISTANCE:

The external auditorshall not use internal auditors to provide direct assistamaceperform
procedures that:

c) Areas involve making sfgnificant judgment the audit.

d) Areas relate tdigher assessed risk$é material misstatement.

e) Areasrelate to workwith which the internal auditors have beeaiready involved

oA
Page)<F
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The EA shall Making significant judgements in the audit
not use
intemal Relate to higher assessed risks of material
auditors to misstatement where the judgement required is more
provide direct than limited.
ass;:tm o Relate to work which is reported to management or
procedures : TCWG by Internal audit function
S —
N— Relate to decisions the E.A. makes in accordance
with SA .

F. OBTAIN WRITTEN AGREEMENT FROM IAF WHILE USING AS DIRECT ASSISTANCE:

Prior to using internahuditors to provide direct assistance for purposes of the audit, the externa

auditor shall:

f) Obtain written agreement from ManagemenfThat theinternal auditors will be allowed to
F2ff2¢ GKS Siksirstods)and tHatdrie Bniitg Wikhat intervene in the work
the internal auditor performs for the external auditor; and

g) Obtain written agreement from the internal auditorsThat theywill keep confidential

specific mattersas instructed by the external auditor and inform the external auditor of any

threat to their objectivity.

h) Theexternal auditor shall

i) Direct, supervise and revietlie work performedby internal auditors on the engagement
in accordance with SA 220.

i) Verify the audit evidencéor the work performed by the internal auditors and ensure the

evident is sufficient and appropriate.

G. DOCUMENTATION:

If the external auditor uses internal auditors to provide direct assistance on the audit, the extern

auditor shall include in the audit documentation:

1. Thebasis for the decisiomegarding the nature and extent of the work performed by the

internal auditors.

2. Who reviewed the worlperformed and the date and extent of that review in accordance with

SA 230.

3. Thewritten agreementsobtained from an authorized representative of the entity and the

internal auditors of this SA; and

4. Theworking papers prepared by the internal auditavho provided direct assistance on the
audit engagement.
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SAR0cUSING THEWORKOFIANS L ¢ hwQa 9 -t
A Lathw¢!lb¢ 59CLbLELhbQ{Y

P~

' 5L¢hwQ{ 9-t9owe¢y

1. Anindividual or organisatiopossessing expertise in a field other thatcounting or
auditing, whose workin that field isused by the auditorto assist the auditom obtaining
sufficient appropriate audit evidence

2.1y dzZRAG2NDE SELISNI Yire 068 SAGKSNI
AyOf dzRAY 3 GSYLERNIYNE adl¥FFx 2F (KS
expert.

dzR A G
2

12 N

| |
I dzR A

a!b!'D9a9bc¢Q{ 9-t9o9wey

An individual or organisation possessaxpertise in a field other than accounting or auditing
whose work in that fields used by the entityto assist the entity in @paring the financial
statements

B. APPLICABILITY:

1. {! cHn RSI fa m@dpinsbiliiekréartimzii use dfldiéka field of
expertise other than accounting or auditing when that worksgd toassist the auditorin
obtaining sufficient appropriataudit evidence

2. SA-620does not dealwith:

a. Situations where the engagement team includes a member @iftertise IN
specialised area of ACCOUNTING OR AUDITING

CA
Page) O
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b. Management Expertt KS | dzZRAG2ND& dzasS 2F GKS 62NJ
possessing expertise in a field other treectounting or auditing, whose work in that
field is used by the entity to assist the entity in preparing the financial statements (a
YFEYylF3SYSyidiQa SELISNIOS gKAOK Aa RSIFHEG BA

C. SOLE RESPONSIBICIAYDITORS ONLY:

TheAUDITOR HASbleresponsibility for the audit opinion expressedand that responsibility is
y2iG NBRdJzZOSR 06& (KS 21FdzR i 2 NERA (AN a2 S ELSSNIIap2) NJ|

Note:b 2y SGKSt Saasx AT (GKS [ dzRAG2NI dzaAy3d GKS RN
concludeghat the work of that expert is adequat® 2 NJ G KS I dzRA (i 2 NQmay LIdzN{LJ2
I OOSLII G KI (i BNILBNY @fa dzaF A 3/RA sBgproprigts auditievidérned Qa| ¥

D. OBJECTIVE OF THE AUDITOR:
The objectives of the auditor are:
1. To determinewhethertousethewor2 ¥ |y | dzRA (2 NR& S E LIS NJ
2.LFT dzaAy3d GKS 62 NJ detemide whethatzARak iioksladequster LIS NI =
0KS | dzZRAG2NRA LJzZN1IR2aSao

<

E. FACTORS FOR DETERMINING THE NEED OF AN EXPERT:

1. Anl dzRA 1 2 ND & &eEdeiffoNdsist Yhke @uditor 8one or more of the following

a. While dotaining anunderstanding of the entity and its environmermcluding its
internal control.

b. Whileldentifying and assessing thisks of material misstatement
Determining and implementingverall responses to assessed rigkghe financial
statement level.

d. Designing angerforming further audit proceduret® respond to assessed risks at
the assertion levelcomprising tests of controlsr substantive procedures

e. Evaluating thesufficiency and appropriatenesd audit evidence obtained in forming
an opinion on the financial statements.

2. AUDITOR MAY OBTAIN UNDERSTANDING OF OTHER FIELD:

An auditor who ig1ot an expertn a relevant field other than accounting or auditimgy be
able toobtain a sufficienunderstanding of that fieldo perform the auditwithout an
| dzR A (i 2 NIDhis urfilérdtaSdinly may be obtained through

a. Experiencen auditing entitieghat require such expertisa the preparation of their

financial statements.
b. Education or professional development in the particular fidldis may include
i. Formal courses, or

57
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ii. Discussion with individuafgossessing expertise in the relevant field for the
LJdzN1J2 &S 2F SyKFIyOAy3a (GKS | dZRAG2NDa| 2
field.

c. Discussion witlother auditorswho have performed similar engagements.

F./hb{L59w! ¢Lhb{ 219b 59/ L5LbD 219¢1 9w ¢h | {|9

The auditor may determine thatiti¥ SOS&dal NBX 2NJ Yl & OK22aSs> (2
assist in obtaining sufficient appropriate audit eviden€he following considerations will be
GFr1Sy Ayd2 I1002dzyi Ay RSOARAY3I gKSUHUKSNI G2 |dza
1. Whether management has uséd Y | y | 3 &eRiyl preparing the financial
statements.In such a case thiellowing additional factorshall also be considered:
a. Thenature, scope and objectives¥ G KS YIyl 3SYSy i Qa SELISNI
b.2 KSGKSNI GKS YIyLEaSySyidQa SELISNI A&
i. employed by theentity, or
ii. is a3 party engaged by i provide relevant services.
c. al yI 3SY&ifo idfluehce overthewore ¥ G KS YIF yIF ISYSydQa
d. ¢ KS YI yI 38 Y Synipeence Suifl lcipabilitioss
e. WhethertheY I v I 3SYSy i Qa SELISNI Aad adomeS@d (2
other professional or industry requirements.
2. The nature angignificance of the matterincluding its complexity.
Therisks of material misstatemerih the matter.
4. Theexpected nature of procedurds respondtoA RSY A FASR NR A1 a4z Ay|Of
knowledge of and experience with the work of expernselation to such matters; and
5. The availability of alternative sourced audit evidence.

w

G.b¢9 hC !'5L¢ twh/95!'w9{ LbC[!9b/95 .  1!5L¢h

1. In determining thenature, timing and extent of those procedurdéle auditor shall consider
matters including:
a. Thenature ofthe matteri 2 ¢ KA OK GKI G SELISNI Q& 62N)] NBf
b. Therisks of material misstatemeikty’ G KS YIF GGSNI 12 S6KAOK GKI
c. TheAAIVATAOL yOS zidthelcéntext of h&EdaBtNI Qa 62 NJ
d. ¢ KS I dkRowig@déNdRand experience with previous woeeformed by that expert
and
e. Whether that expert is subjecttothe dzZRA 0 2 ND& FANNX Qaant dzk £ A G & (
procedures
2. In the following cases generaliyore extensive audit proceduregould require:
a. Theworkofthd dzRA G 2 NDR& SELISNI NEBthdtiavdles G2 |
subjective and complex judgments.
b. Theauditorhay 2 i LINS @A 2dzaf & dza SR (i Kéhd hadoNlior 2 {
knowledge2 ¥ (i K I {iconthéteniSe Nehipahilitiesnd objectivity.

QX
>
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c. ¢ KS I deRperii®pdddeéming procedurdhat areintegral to the audit rather
than beingconsulted to provide advice on an individual matter.

d. TheSELISNI A& Iy | dzRidisgANiDas &ESSAF I & 2 SEKS NF
control policies and procedures.

H . EVALUATEf hat 9¢9b/ 9% /[ !Tt! . L[LC ! b5 h. W9/ ¢LxLGC

1. Theauditord KI £ £ S @I € dzF § S ¢ K ShaKtRehbce$ddr conpiRnkdl 2 NI
capabilitesan® 6 2 S OU A PA (G & pHpdds. 0 KS | dzZRA G2 NDa

2. EXTERNAL EXPERT OBJECTIVifidcase of ah dzRA (i 2 ND &  StkeleNgfiont S E L
of objectivity shall include ingry regarding interests and relationshiffsat may create a
GKNBI G G2 KL ( Thé BllciginglévalaatioddsBaf 62 imadd ik this regard:

a. Inquire of the entity about any knowinterests or relationshipthat the entity has
withi KS | dZRA G2 NDEKISE (BN | f FTEEOQBNAKE G SE LIS
b. If relationship exist, @cuss with that expert argpplicable safequardicluding any
professional requirements that apply to that expert and
c. Bvaluatewhether the safeguards are adequdtereduce threatdo an acceptable
level. Interests and relationships that may include:
i. Financial interests.
ii. Business and personal relationships.
iii. Provision of other services by the expert
d. REPRESENTATION FROM EXPBE&Rauditormay obtain a written representation
TNRBY (KS | dzRA (i aWedRany iGidrastS dnkelationsitpith BeNahtity
of which that expert is aware.

3. WhethertheeE LISNIi Q& 62 NJ Aa &dzo2S0O0 drathel SOKY A OF €
professional or industryequirements ethical standards and other membership
requirements of a professional body or industry association, accreditation standards of a
licensing body, or requirements imposed by law or regulation.

A RSt SOIyO0S 2F (KB 2YUWRASZADAGISELIXILWNEAG TSN F|2N
will beused including anyareas of specialtg A (0 KAy ( K| (E.gSApaifichlir Qa FA
actuary may specialise in property and casualty insurance, but has limited expertise
regarding pension calculations.

5. The Evaluation of Experts competencea sontinuous procedseeping in mindinexpected
eventsand changes in conditions.

<

()]

. 1 Dw99a9b¢ 2L¢l ¢19 !'!'5L¢hwQ{ 9-t9owey

The auditor shall agree, in writing when appropriate, on the following matters with tdeR A (i 2 N

expert:
1. Thenature, scope and objectives¥ i K I {worg.E LIS NIi Q &
2. The respectiveoles and responsibilitiesf the auditor and thaexpert. S
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3. Thenature, timing and extent of communicatidretween the auditor and that expert,
including theform of any reporto be provided by that expert; and
4. ¢ KS ySSR T2N i KdébsetvelzRrfideidlilp tequigemedS NI i 2
J9£!' [t '¢LbD ¢19 '59v; !/ hC ¢I19 'l 5L¢chwQf{ 9-t
¢CKS FdZRAG2NI aKlFftf S@Fftdza 6S GKS |IRERME DND2 ¥ G
purposes, including:
1. ¢KS NBfSOIyOS YR NBlFaz2ylofSySaa 2F GKIFG| S
consistency with another audit evidence
a. LYljdANARSE 2F GKS | dzZRAG2NDE SELISNI @
b. wS@ASeAYyT GKS | dzZRAG2NDA SELISNIQa 62NJ] Ay
c. Corroborative procedures, such as
i. Observingi KS | dzRAG2NR& SELISNI Q& 62 NJ
ii. Confirmingrelevant matters withthird parties
iii. Performing detailecnalytical procedure® see whether Principles of
materiality aspects considered and
iv. Reperformingcalculations.
v. Discussion witlanother expertwith relevant expertise when, for example,
0KS FTAYRAYy3Ia 2N O2yOfdzaazya 2F GKS| I
other audit evidence.
vi. Discussingi KS | dzRA (2 NQ& BadrdgSriedt Q&4 NB L2 NI |6 A
2. LT GKI G SrivduSsNiEe @fisigniieantlassumpticared methods, the relevance and
reasonableness of those assumptiarsl methods in the circumstances and
3. LT GKIF G SE LIS NIuseiof sougchidata Ky @2 A@S & ABKS TA Ol yi|
the relevance, completeness, and accuracy of that source.data
K. WHEN THE WORK OF AUDITORS EXPEGT KDEQUATE
1. LT GKS | dzRAG2NI RSG SN A ySgert if otradequatéoStheg 2 NJ 2 F
I dzZRA G2 NRAa LJzN1I2aSaz GKS FdzZRAG2NI aKI Yy
a. Agree with that experbon thenature and extent ofurther work to be performed by
that expert; or
b. Performfurther audit proceduresppropriate to the circumstances.
2. NO EVIDENGEMODIFIED OPINIOMN:the auditorcannot resolve the mattethrough the
additional audit proceduresvhich may involve further work beinmerformed by both the
expert and the auditgror include employing or engagiagother expert it may be
necessary to express a modified opinfory G KS | dzZRA G2 ND& NBLIZ2 NI |Ay
because theauditor has not obtained sufficient appropriate audit evidence
)
<
v
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L. REPORTING IN AUDITORS REPORT [ABOUT AUDITORS EXPERT]:

1. UMOc¢ No ReferenceThe auditorshall notreferi 2 G KS ¢g2NJ] 2F |y

I dz

I dzR A (i 2 NdarfainingSahJ2nhddified opinionnless required by law or regulation to do

so. If such reference is required by law or regulation, the audit@ll indicate in the

| dZRAG2NDE NEHNENBYyOKF R2ERSy 20 NI R doOtBe alddi S

opinion.

2. MOc¢ Refer:If the auditormay referi 2 G KS 2 NJ  2FAV Y (i K8RR dzR NJ

report because such reference is relevant to an understandiragure of amodification to

0KS | dzRA (. Zudiizdhe RdR YV A 2M) A KI f f AV RADatsubr Ay
NEFSNBYyOS R2Sa y2i NBRdeOtBatdpifich. | dzRA (2 N a

Refer Q No23, 24in Additional Concepts and Practical Questions
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PARTIC IITLEGAL AND OTHER REGULATORY
REQUIREMENITS

Q.NO.1EXPLAIN VARIOUS REPORTING REQUIREMENTS OF THE AUDITOR U/S 143?

A. DUTY OF AUDITOR TO INQUIRE ON CERTAIN MATTER&IsIs the duty of auditor to
inquire into the following matters:

1. Whetherloans and advances made by the companythe basis of security:

a) Have beerproperly securecind

b) Whetherthe termson which they have been magee prejudicial to the interestsf the
company or itsnembers.

2. Whether transactions of the company which are represented merelydok entriesare
prejudicial to the interest®f the company.

3. Whether anyShares or Securitideeld by the company argold at a price less thawurchase

price. Howeverthis point shall not apply to banking and investment companies.

4. Whetherloans and advancesade by the company have beghown asgleposits

5. Whetherpersonal expensdsave beercharged to revenuaccount

6. Where it is stated in the books and documents of the company thashayes havéeen
allotted for cash

a) Whether cash has actually been received in respect of such allotment and

b) If no cash has actually been receiyége position as stated in the account books and
balance sheet is correct, regular and not misleading.

the

Reporting Requirementdf the auditor got a positive responsehe canignore above matters.
However if there are any negativeor adversecommentsobservedthen he shall state them in
his report alongwith reasons.

In the audit report thesemattersshouldbe includedunder thesectionad NB LJ2 NiEgalahd
other regulatoryNS | dzZA NSYSy (G aé o

2y

B. DUTY TO REPORT ON CERTAIN MATTERS(@st KS | dzRA (i 2 NI &tatdlB LI2

a. Whether he hasought and obtained all the information and explanatiovisch to the best
of his knowledge and belief were necessary for the purpose of his audit.

b. Whether, in his opiniorproper books of account as required by law have been kgphe
company so far as appears from his examination of those bookpraper returns
adequate for the purposes of his audit have been received tvaanches nowisitedby him;

c. Whether thereport on the accounts of any branch offioethe company audited by a
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LISNE2Y 20KSNJ (Kl y (Brae a@ipyiasbeér s@ri to hirdzidol e NE
hasdealt with it in preparing higeport.

d. 2 KSGKSNJ 6KS O2YL)} yeQa ol ft I y Fhansidsttdnienty v R
dealt with in the report are imgreement with the booksf account andeturns.

e. Whether, in his opinion, thénancial statements comply with the accountisg@ndards.

f. The observations or comments of the auditorsforancial transactions or mattemshich
have any adverse effeoh the functioning of theompany.

g. Whether anydirector is disqualifiedrom being appointed as a director under section
(2) of the sectiorl64.

h. Any gqualification, reservation @dverse remark relating to the maintenanceasicountsand
other matters connectedherewith.

i. Whether the company haadequate internal financialontrolsw.r.t financial statementin
place and the operating effectiveness of such controls {Rete 1)

j. Such other matters as may be prescrledJIe 11 of the Companies (Audit and Audltors)
Rules, 2014INS a8 ONA 6 S&a (KS 2GKSNJ YFGGSNAR (G2 0S5
report shall also include their views and comments on the following matters, namely:

1. Whether the company has disclosed tingpact of pending litigationen its financial
position in its financiastatement.

2. Whether thecompany has made provisipas required under any law or accounting
standards, for material foreseeable losses, if any, on long term contracts including
derivativecontracts.

3. Whether there has been argelay in transferring amountsequired to be transferredp
the Investor Education and Protection Fumythe company.

) 2 KSGKSNIJ 0KS YIylFI3aSYSyd KIFa NBLNBaSyi
belief, other than as disclosed in the notes to the accoumbsfunds have been
advanced or loaned or investeither from borrowed funds or share premium or
any other sources or kind of fundsy the company to or in any other person(s) or
SYiAGeoArASaos AyOfdzRAYI F2NBAIY Sy iad
whether recorded in writing or otherwisehat the Intermediary shall, whether,
directly or indirectly lend or invest in other persons or entities identified in any
mannerwhatsoever by or on behalf of the compagya ! £ GAYI 4GS . Sy S
provide any guarantee, security or the like on béludithe Ultimate Beneficiaries.

ii) Whether themanagement has representethat, to the best ofts knowledge and
belief, other than as disclosed in the notes to the accoumbsfunds have been
receivedby the company from any person(s) or entity(iesgluding foreign
SYyGdAdASa o0aCdzyRAY3 tIFNIASEAE0Y gAGK
or otherwise, that the company shall, whether, directly or indirectly, lend or invest
in other persons or entities identified in any manner whatsoever bgrobehalf of
0§KS Cdzy RA VI ItiISNI &S Y& AfOR | NASaé¢ 0 2 NJ LN
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the like on behalf of the Ultimate Beneficiaries.

iif) Based on such audit procedures thlaé auditor has considered reasonable and
appropriate in the circumstancesothing has come to their notice that has caused
them to believe that the representations der subclause (i) and (ii) contain any
material misstatement

5. Whether thedividend declaredar paid during the year by the company iompliance
with section 123f the Companies Act, 2013.

6. [Whether the company, in respect Bhancial years commencing on or after the 1st
April, 2022 has used suchccounting software for maintaining its booéaccount
which has deature of recording audit trail (edit log) facilignd the same has been
operated throughout the yeaior all transactions recorded in the software and tuedit
trail feature has not been tampereaith and the audit trail has beepreserved by the
company as per the statutory requiremerfts record retention.]

AUDIT TRAIL MEANSstepby-step sequential record which provides evidence of the
documented history of financial transactions to its source. An auditor can trace every step
of the financial data of a particular transaction right from the general ledger to its source
document with the help of the audit trail.

NOTE 1The provisions of internal financial contrglsall not apply for the following private limited
companies:

1. One Person company.
2. Small company.

3. APrivate compansgatisfying the following conditiors

a. Turnover as per latest financial statemestsall not exceed Rs. 50 Craned

b. Loans and Borrowings from banks and financial institutihiadl not exceed Rs. 25
Crore

NOTE 2The Companies (Amendment) Act, 2017 effectiv@32018 insertedSection 197(16)f the
Companies Act, 2013 that requires as under:

G¢KS | dzZRAGZ2NI 2F GKS 02 YLIJI y émakek btdtedmEnaskoyivhekhir she NB|LI2
remuneration paid by the company to its directassn accordance with the provisions of this section,
whether remuneration paid to any direct@® in excess of the limit laid dowmder this section andive

such other details as may be prescribg®his provision is applicable only for PUBLIC COMPANIES]

A A
Pagd)<F
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Audit Reporting requirements:

a) The auditor shall report on the above matters irrespective of positive or negative remarks

observed by him.

b) CdzNI KSNJ KS akKlIff adlridsS GKSaS Yhnddati®eNA dz

NBE3IdzZ F G2NE NBIljdZANBYSYy(aé o

Y RE

C. DUTY TO REPORT AS PER CARO 2020: SECTION @4Bi@1}

Q.NO.2EXPLAIN THE PROVISIONS RELATING TO REPORTING UNDER CARO 20207

A. APPLICABILITY OF THE ORD#RCompanies Auditor Report Order, 2016 (CARO) is an

additional reporting requirement Order. The order appliegt@ry company including a foreign

company Howeverit shallnot apply to followingclasses of companies:

1. A bankingcompanies

2. Aninsurance company

3. A company licensed to operate under section 8 of the Companies Act;
4. A One Person Company.

5. A Small company and

6. A Private Limited Company:

a) Not being a subsidiary or holdimgmpany of a public company and

b) The TotaPaid up capital and reserves & surplus shall not exceed Rs. 1aSronethe
balance sheet date and

c) TheTotal Borrowing$rom banks and financial institutiorshall not exceed Rs.Croreat
any point of time during the financial year and

d) TotalTurnovercalculated as per Schedule Il (including revenue from discontinuing
operations)shall not Exceed Rs. 10 craing the financial year as per the financial
statements.

POINTS TO BE KEPT IN MIND WHILE CALCULATING ABOVE PARAMETERS:

1. Paid up shareapital:
a) Inclusions:lt includesboth equityshare capital as well as tipgeferenceshare capital.

b) Exclusionslit excludes share application money received pending allotmeadts in arrears
and calls in advance.

2. Reserves and surplus:

a) Itincludes all the reserves (whetheapital or revenugeserves) as disclosed in the Schedule
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b)

€)

[l of the companies act, 2013.

Revaluation reservaf any, should be taken into consideration while determining the
applicability of CARO.

Thedebit balanceof the profit and loss account, if any, shouldreelucedfrom the figures
of Reserves & Surplus same as per Schedule 1l

If there any excess debit balance of profit and loss account after adjustment to Reserves &
Surplus, then sucéxcess can be netted off against Paid up Capital also

Provisions are excludeghether they are made for depreciation or for Diminution in the
value of assets or for any known liability.

Borrowing:

a)

b)

)

h)

Loans taken fronbanks and financial institutiorese only to be considered.

It includes all the loanisrespective of naturef loans:

i)  Whether term loans, demand loans, working capital loans, cash credits, and overdraft,
bills purchased and discounted.

i) Whether loans whether secured or unsecured.

The limit shall be computed with reference to the aggregate borrowings from all banks and
financial institutionscumulativelybut not as per eactank or financial institute basis.

The limit shall be considered ahy point of timeduring the financial year i.eon any day
during the year but need not on the date of balance sheet.

Where the company has taken any overdraft facility against Fixed Depositg,abe
amountoutstanding in overdraft facility (without adjusting Fixed Deposit) shall be
considered for the purpose of CARO.

Amounts outstanding in respect ofedit Cardslso would also be considered.

Nonfund-basedcredit facilities, to the extent such facilities hagdevolved and have been
converted into fundbasedcredit facilities, should also be considered as outstanding
borrowings.

INVOLED GUARANTEHS: figures of outstanding borrowing would also include the
amount ofbank guarantees issued by the compavtyere such guarantee(s) has (hatkegen
invokedand encashed or where, say, a letter of credit has been devolved on the company.

In case of Term Loarsinterest accruedBUT NOT DUdhallnot be consideredinder
borrowings.

Note: Theaggregate borrowings disclosed in the financial statemersld need to be
considered based on applicable generally accepted accounting principles in[IndiAS / SCH
[l / Accounting Standards]

. Turnover: «
a) Revenue means the aggregate amawoitsalesaffected by the companincludingthe «
revenue fromdiscontinuing operations
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b) Itincludes sale of goods, services & any other operating revenues earned by the company
c) GSTshall bedeductedfrom the Turnover.

d) It excludessales returns and trade discounts, if any.

. Additional points:

a)

b)

In the case of holding and subsidiary companies:

)

i)

In the case of companies having branches:

)

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

The limits for applicability of CARO should be computed on the basiaratalone
financial statement®f holding and subsidiary companies separatelyrmiton the basis
of consolidated financial statements.

CARO, 2020 reportirghallnot apply(i 2 1 KS ! dzR A Gahdelldatedrim&htiad NI | 2 y
{(GFra8YSytGia a9-/9t¢ /fFdzadS HME D

The limits for the purpose of Applicability of CARO shall be computed frogntiie
O 2 Y LJ vy gigzkdingtheSagnounts form all the branches but not w.r.t each branch
wise.

Once it is applicable to the company as a whole, then eacleaary branchof the

company will becoveredunder CARO. Therefore, all the branch auditors of the company
are also required to report on these 16 matters in their branch audit report of the
concerned branches.
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21 CLAUSES TO BE REPORTED

[These clauses shall beported as part of Auditors Report as referred under SA 700 under the

LJI

1.

N} k aSO0GA2Y aw9thw¢LbD hb h¢l 9w [9D! [ !

FIXED ASSETBODIFIED IN CARO 2020)

a) FIXED ASSET REGISTHIRther the company is maintainirggoper recordsshowing full
particulars including

i) Quantitativedetails of PPE and Intangible Assets (Fixed Assets) and
i) Situationof PPE.

b) PHYSICAL VERIFICATION

i)  Whether these fixed assets have beamysically verifiedy the management at
reasonable intervals.

i) Whether anymaterial discrepancieaere noticed on such verification and if so, whether
the same have been properly dealt with in the books of accounts.

c) IMMOVABLE PROPERWHhether thetitle of immovable propertiess held in the name of
the company. If not, provide the details of the same:

i) Description of the Property
ii) Gross Carrying Value
i) Held in Name of (l.e., Promoter or director or employees)

iv) Reason for Not being held in name of Company.

d) REVALUATION (NEWLY ADDED IN 2020):

Whether the companyas revalued its Property, Plant and Equipm@mtluding Right of
Use assets) antangible assetsr both during the year and, if so:

i)  Whether the revaluation is based on the valuation by a Registered Valuer.

i) Specify the amount of changiéchange is 10% or more in the aggregate of the net
carrying value of each claséProperty, Plant and Equipment or intangible assets.

e) DISCLOSURE OF BENAMI TRANSACTIONS (NEWLY ADDED IN 2020):

Whether anyproceedings have been initiatest arepending against the comparigr
holding anybenami property under the Benami Transactions (Prohibition) Act, {988f
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1988) and rules made there undéfrso, whether the company has appropriately disclosed
the details in its financial statements

2. INVENTORIEGVODIFIED IN CARZD20)

a) PHYSICAL VERIFICATION:

i)  Whetherphysical verificatiomf inventory has been conducted at reasonable intervals by
the management.

i) Whether anydiscrepancies of 10% or moirethe aggregate foeach class of inventory
were noticed and if so, whether they have been properly dealt with in the books of
account.

b) WORKING CAPITAL LOANS (NEWLY ADDED IN 2020):

i)  Whether duringany point of timeof the year, the company has besanctioned working
capital limits in excess of five crore rupeesaggregate, from banks or financial
institutions on the basis of security of current assets;

i) Whether thequarterly returns or statements filed by the compawnith such banks or
financial institutions arén agreement with the books of accouot the Company, if not,
give details

3. INVESTMENTS, GUARANTEE, SECURITY, LOANS OR ADVANCES (MODIFIED IN 2020):

a) APPLICABILITWhether during the year the company has provided loans or provided
advances in the nature of loans, or stood guarantee, or provided security to any other entity
[not applicable to companies whose principal business is to give loans], if so, indicate:

i) TO RELATED PARTIHf&aggregate amountluring the year, and balan@utstanding at
the balance sheet dateith respect to such loans or advances and guarantees or security
to subsidiaries, joint ventures and associates.

i) TO UNRELATED PARTIESaggregate amoundluring the year, antbalance outstanding
at the balance sheet dat&ith respect to such loans or advances and guarantees or
securityto parties OTHER THANDbsidiaries, joint ventures and associates.

b) TERMS AND CONDITIONS:

Whether the investments made, guarantees provided, security giverttenterms and
conditionsof the grant of all loans and advances in the nature of loans and guarantees

providedt N5 vy 23 ILINB2dzRAOALFE G2 (GKS O2YLI yeéQa

c) REPAYMENT REGULARITY:
In respect of loans and advances in the nature of loans, whethesdhedule of repayment D
of principal and payment of interest has been stipulased whether the repayments or «Q
receipts are reqular. ?
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d) OVERDUE > 90 DAYS:

If the amountis overdue state thetotal amount overdue for more than ninety dgysnd
whether reasonablateps have been takdny the companyor recoveryof the principal and
interest.

e) RESCHEDULING OR EXTENTION OF OVERDUE LOANS (NEWLY ADDED IN 2020):

Whether any loan or advance in the nature of loan granted which has fallen due during the
year, has beenenewed or extended or fresh loans granted to settle the overdues of existing
loansgiven to the same patrties, if so,

i) Specify the aggregate amount of such duesewed or extended or settled by fresh loans
and

i) The percentage of the aggregate to the total loans or advaimctdge nature of loans
granted during the year [not applicable to companies whose principal business is to give
loans].

f) DEMAND LOANS WITHOUT REPAYMENT PERIOD:

Whether the company has granted any loans or advances in the natloarcs either
repayable on demand or without specifying any terms or period of repayniies,

i) Specify theaggregate amount, percentage thereof to the total logmanted,

i) Aggregate amount of loans granted to Promoters, related padggedefined in clause (76)
of section 2 of the Companies Act, 2013

4. OTHER LOANS, INVESTMENTS, GUARANTEES MADE BY COMRENSG CARO 2016)

In respect of loans, Investments, Guarantees, and secupt@sded by companywhether
provisions ofection 185 & 18BGave been complied with? If not, provide the details thereof.

5. DEPOSITE&SAME AS CARO 2016)

In case the company has accepted deposits from the public,

a) Verify thecompliancewith the following:

i) the provisions oBections 73to78 ¥ G KS / 2®Q& ! OGX Hnmo
i) whether the directives issued by tiRBland
i) An order passed bgLBor any court or any other Tribunal, if any.
b) If there is anyNon-compliance the nature of contraventions should be stated.
6. COST RECORIDBAME AS CARO 2016) q
a) Whether maintenancef cost records has been prescribed by the Central Government undg
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b) If applicable, whether such accounts and records have maderactained

7. STATUTORY DUESAME AS CARO 2016)

a) UNDISPUTED DUES:

i) Is the companyegular in depositingindisputed statutory dues e.g. provident fund, ESI,

Income Taxservice tax and any other statutory dues with the appropriate authorities, and

ii) if not, the extent of thearrearsof outstandingstatutory duesas at the last dagf the
financial yearconcerned fora period ofmore than six monthfrom the date, theybecame
payable shall bendicatedby the auditor. (Only Information and not opinion)

b) DISPUTED DUES:

In case dues have not been deposited on account of any dispute, the auditoinglizdte
i) Theamountsinvolved in dispute and
i) Theforum where dispute is pending.

Note: A mere representation to the concerned department shall not constitute a dispute.

8. DISCOVERY OF UNDISCLOSED INCOME (NEWLY ADDED IN 2020):

Whether any transactions not recorded in the books of account have been surrendered or

disclosedasincome during the yean the tax assessments under the Income Tax Act, 1961 (43
of 1961), if so, whether thpreviously unrecorded income has been properly recorded in the

books of accountluring the year. (Author Note: May Be treated as prior period items in the
accounting records)

9. DEFAULT IN REPAYMENT OF DUES:

a) LENDER WISE DEFAULT:

i)  Whether the company hadefaultedin repayment of borrowings of loans to a financial
institution, Bank, Debenture holders or Governments.

i) If so, theperiod and amounbf default to be reportedeach lender wisé the following
Format:

w Nature of Borrowing

Name of the lender

Amount Not Paid on Due Date
Whether Principal omterest or both
Delay in Days

€ &€ & €& ¢

Remarks, if any.
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b) WILFUL DEFAULTER (NEWLY ADDED IN 2020):

Whether the company ia declared willful defaulter by any bank or financial institutosn
other lender.

c) PURPOSE OF TERM LOANS:

Whetherterm loans were applied for the purpose for which the loans were obtaiifatbt,
the amount ofloan so diverted and the purpose for which it is usealy be reported.

d) ST LOAN FOR LT PURPOSE (NEWLY ADDED IN 2020):

Whether funds raised on short term basis have been utilised for long term purposes, if yes,
the nature and amount to be indicated.

e) LOANS TAKEN TO MEET SUBSIDIARY COMPANY NEEDS (NEWLY ADDED IN 2020):

Whether the company hasken any funds from any entityr personon account of or to
meet the obligations of its subsidiaries, associates or joint ventufres, details thereof with
nature of such transactions and the amount in each case.

f) LOAN AGAINST PLEDGE OF SECURITES OF SUBSIDIARIES:
) 2KSUGKSNI 0KS O2YLIl ye KIFa NI}A&aSR SBECBRITIES y &
HELD IN SUBSIDIARY/ASSOCIATE/JOINT VENTIUSE Give details thereof

i) Alsoreport whether the company hadefaulted in repayment of such loans

10.END USE OF FUNDS RAISED:

a) PO /FPO:

i)  Whether the money raised by way initial or further public offer(including debt
instruments) wereutilized for the purposefor which those are raised.

i) If not, the details along with the defaults, delays & subsequedtfications if any, to be
reported.

b) PREFERENTIAL ALLOTMENT:

i)  Whether the company hamadeany preferential allotment or private placement of
shares or fully or partly convertible debentures during the year under review &

i) If so, verify the following:
w Compliance witlsection 42of the act. and

7
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w The amount raised have beesed for the purposéor which they are raised.

iii) 1f not provide the details in respect of the amount involved & nature of4sompliance
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11.REPORTING OF FRAUDS:

a) NOTICED OR REPORTED:

i)  Whether any fraudy or onthe company by its officers or employees has been noticed or
reported during the year.

i) If yes, thenature and the amouninvolved is to be indicated.

b) SEC. 143(12)FRAUONEWLY ADDED IN 2020):

Whetherany report under suisection (12) of section 14% the Companies Act has been
filed by the auditorsn Form AD asprescribed under rule 13 of Companies (Audit and
Auditors) Rules, 2014 with the Central Government.

c) WHISTLE BLOWER COMPLAINTS (NEWLY ADDED IN 2020):

Whether the auditor hagonsidered whistlélower complaintsif any, received during the
year by the company.

Note: The definition of fraud as per SA 240 and the explanation of fraud as per Section 447 of the
2013 Act are similaexcept that under section 427 F NJ dzRacts wit® dndefeid 0 injdre the
interests of the company or its shareholders or its creditors or any other person, whether or not there
is any wrongful gain or wrongful lod€) | 2 ¢ S @ S Mday nbt e ablelt& deie atibat have
intent to injure the interests of the company or cause wrongful gain or wrongful lodsss the
financial efécts of such acts are reflected in the boaksaccount/financial statements of the
company.

12.NIDHI COMPANY: (SAME AS CARO 2016)

UJ

a) Whether Nidhi Company has complied with the net owned funds (i.e., net worth) to deposit
in the ratio of1:20to meet out the liability.

i.e., for every one rupee of net owned funds, Nidhi company cannot accept more than 20
rupees of deposits.

b) Whether Nidhi Company is maintainit% Unencumbered term deposés specified in
Nidhi Rules, 2014 to meet out the liability.

c) Whether there has beeany default in payment of interest on deposits or repayment
thereof for any period and if so, the details thereof.

72
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13.RELATED PARTY TRANSACTSAME AS CARO 2016)

Whether all transaction with related parties is
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a) In compliance witlsection 177 & 188vhere applicable, &

b) Details have been disclosed in the financial statements etc., as required by applicable
accounting standards.

14.INTERNAL AUDIT SYSTEM (NEWLY ADDED IN CARO 2020):

a) Whether the company has anternal audit system commensurate with the size and
nature of its business.

b) Whether thereports of the Internal Auditorfor the period under audit were
considered by the statutory auditor.

15.NONCASH TRANSACTIOQSAME AS CARO 2016)

Whether Company has entered into any NGash Transactiongith directors& if so
provisions ofection 19Zhave been complied with.

16. NONBANKING FINANCIAL INSTITUTION (MODIFIED IN 2020):

a) 45IA OF RBI ACWhether the company is required to be registered undection 45IA of
ReserveBank of India Act 1934ind If so, whether the registration has been obtained.

b) NBFC ACTIVITIES (NEWhether the company hasonducted any NoBanking Financial or
Housing Financactivitieswithout a valid Certificate of Registratig@oR) from the Reserve
Bank of India as per the Reserve Bank of India Act, 1934.

c) CORE INVESTMENT COMPANY (NEW):

i)  Whether the company is a Core Investment Company (CIC) as defined in the regulatig
made by the Reserve Bank of India, if so,

i) Whether it continues tdulfil the criteria of a ClGand in case the companyadsa
exempted or unreqgistered Cl@hether it continues to fulfil such criteria.

i) Whether theGroup has more than one C&€ part of the Group, if yemdicate the
number of CICwhich are part of the Group.

17.CASH LOSSES (NEWLY ADDED IN 2020):

Whether the company has incurred cash losses in the financial year and in the immediately
preceding financial year, if so, state the amount of cash losses.

18.RESIGNATION OF AUDITORS (NEWLY ADDED IN 2020):
a) Whether there has beeany resignation of the statutory auditodiiring the yeatr, if so,
b) Whether the auditor has taken into consideratitre issues, objections or concerns <
raised by the outgoing auditors. ™
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19.MATERIAL UNCERTAINITY (NEWLY ADDED IN 2020):
On the basis of thEnancial ratios, ageing and expected dates of realisatidimahcial assets

and payment of financial liabilities, other information accompanying the financial statements,

thel dZRAG2NRa Jy2¢6f SRIS 2F GKS . 2WhelRer hefauditdr NB O i

is ofthe opinion that no material uncertainty exisas on thedate of the audit reporthat
company icapableof meeting itdiabilities existing at the date of balance shastand when
they fall due within a period of one ye&irom the balance sheet date.

20. CORPORATE SOCIAL RESPONSIBILITINEMALY ADDED IN 2020):

a. Whether, in respect obther than ongoing projectshe company hagansferred
unspent amount to a Fund specified in Schedulédvthe Companies Agtithin a period
of six months of the expiry of the financial yeéarcompliance with second proviso to
sub-section (5) of section 135 of the said Act.

b. Whether anyamount remaining unspeninder subsection (5) of section 135 of the
Companies Acpursuant to any ongoing projedhas beerransferred to special account
in compliance with the provision of sub-section (6) of section 135.

21.MODIFIED OPINION (CARO) IN OTHER GROUP COMPANIES (NEWLY ADDED IN 2020):

a. Whether there have beeany gualifications or adverse remarks by the respective
auditorsinthe/ 2 YLJ VA S& o ! d2RiariCARD) sepons3hel2ompanies
includedin the consolidated financial statements

b. if yes, indicate theletails of the companies and the paragraph numbers of the CARO
report containing the qualifications or adverse remarks.

AUDITREPORTING:

a) Thereporting underthe abovemattersis mandatory Meanswhether it is positiveor negative
the auditor mustcomment.

b) Wherethe responseobtainedfor the abovemattersis negative the auditor shallgive reasons
thereof.

Also,wherethe auditor is unableto expressanyopinion on any specifiedmatter, his report shall
indicatesuchfact togetherwith the reasonswhy it is not possiblefor him to givehisopiniononthe
same.
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ADDITIONAL CONCERANDPRACTIEQUESTIONS

Q.NO.IWRITEABOUT DUTY TO REPORT ON FRAUD UNDER COMPANIES ACT 20137
ANSWER:

According to section 143(12) and Rule 13 of the Companies (Audit and Auditors) Rules, 2014, the following
are the duties of auditor in relation to any fraud identified during the course of his audit:

A. |IFE THE AMOUNT OF FRAUD IS RS. 1 CRORE OR MORE

a. Reporting to the Central Governmenitt the auditor has reason to believe that an offence of
fraud involving an amount d®s. 1 crore or aboyés being or has been committedjainst the
companyby its officers or employegthe auditor shall report the matter to the CG in the
following manner.

b. The manner of reporting the matter to the Central Government is as follows: [Rule 13]

1. First, the auditor shall report the matter to the Board or the Audit Committee, as the cas
may be,not later than2 daysof his knowledge of the fraud, seeking their reply or
observations withim5 days.

D

2. On receipt of such reply or observations, the audgball forward his report and the reply
or observations of the Boardr the Audit Committee along with his comments on such
reply or observations to the CG withis daysfrom the date of receipt of such reply or
observations.

3. In case thauditor fails to get any replyr observations within the stipulated period of 45 days,
he shall forward his report to the CG along witode containing the detailsf his report that
was earlier forwarded to the Board or the Audit Committee for wihielhas not received any
reply or observations.

4. The report shall be on th&tterhead of the auditorcontaining postal address-reail
address and contact telephone number or mobile number and be signed by the auditor
with his seal and shall indicate his Membership Number; and

5. The report shall be in the form of a statement as specifiddarm AD¥4.

B. IE THE AMOUNT OF FRAUD IS LESS THAN RS. 1 CRORE:

a. Reporting to the Audit Committee or Boardf the auditor has reason to believe that an
offence of fraud involving an amount l&ss than Rs.1 Crores, being or has been committed
against the companpy its officers or employegthe auditor shall report the matter to the
audit committee constituted under section 177 or to the Board in other casatslater than
2 daysof knowledge of fraud, specifying the following:

76
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1. Nature of Fraud with description.

2. Approximate amount involved and
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3. Parties involved.

b. Disclosure in the Board's ReporThe following details of each of the fraud reported to the
' dzZRAG O2YYAUGGSS 2NJ GKS .2 NR akKkrff 0SS RA

ax
O«

1. Nature of Fraud with description
2. Approximate Amount involved
3. Parties involved, and

4. Remedial actions taken.

C. OTHER RELATEROVISIONS:

117

Sec. 143 (12)lt states that no duty to which an auditor of a company may be subject to shall be
regarded as having been contravened by reason of his reporting the matter above if it is done
good faith.

n

the provisions regarding fraud reporting shall also apply, mutatis mutandis, to a cost auditor and
a secretarial auditor during the performance of his duties under section 148 and section 204
respectively.

If any auditor, cost accountant or company secretary in practice does not comply with th
provisions of sutsection (12) of section 143, he shall be liable to a penalty of five lakh rupees |n
case of a listed company and a penalty of one lakh rupees enafany other company.

D

D. CARO 2020 AND STANDARDS ON AUDIT IN CONTEXT OF FRAUD:

1. ¢KS FdzZRAG2NI Aa | faz2 NBIdZzANBR (G2 NBLRZ2NI dzy R
Report) Order, 2020 [CARO, 2020]vamether any fraud by the compargyr any fraud on the
Company has beenoticed or reported during the yealf yes, thenature and the amount
involvedis to be indicated.

2. Thedefinition of fraud as per SA 24hd theexplanation of fraud as per Section 4df7the
2013 ActaresimilaS EOS1LJG G KI G dzy RS NJ & S Guitthafintenttainiuie ¥ NJ
the interests of thecompanyor its shareholders or itsreditors or any other persqwhether
2N y240 GKSNB A& Fyeé gNRyYy3ITFdzZ Idrhay yot b2 hidle doNP|y 3
detect actsthat have intent to injure the interestsf the company or cause wrongful gain or
wrongful loss, unless the financial effects of such acts are reflected in the books of
account/financial statements of the comparfyor example,

a. An auditormay not be able to detedf an employee is receiving payoffs for favouring
a specific vendor, which is a fraudulent act, since such payoffs would not be recorded
in the books of account of the company

b. If the password of a key managerial personnel is stolen and misused to access
confidential/restricted information, the effect of the same may not be determinable
by the management or by the auditor ™

N

Pagel 1
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Therefore, the auditoshall consider the requirements of the SAssofar as it relates to the risk of
fraud, including thedefinition of fraud as stated in SA 24 planning and performing his audit
procedures in an audit of financial statementsaddress the risk of material misstatemeniie to
fraud.

EXAMPLE:

The Senior Manager on the instruction of Chief Executive Officer of a congraesed fake
invoices of credit purchases the books of accouraggregating to Rs. 95 lakimd cleared all the
payments to such bogus creditor. Here, the auditor of the company is required to repo
fraudulent activity to the Board or Audit Committee (as the caszy be) within 2 days of h
knowledge of fraud. Further, the company is also required to disttuséd | YS Ay . 2
It may be noted that the auditoneednot to report to the Central Governmeiats the amount of
fraud involved idess than Rs. 1 crorbowever reporting under CARO, 2020 is required

Q.NO.2Whether any fraud by the company or any fraud on the company has been noticed or
reported during the year; If yes, the nature and the amount involved is to be indicated?

ANSWER:

1. Under this clause, theesponsibilities of the auditor have been wideneylremoving the word

G2FFAOSNE 2N SYLX 28SSa¢od ¢KAA OdnyfamdBy thel |j dzi

company or any fraud on the compahgs beemoticed or reportedduring the year. If yes, the
auditor is required to state:
a. the amount involved and
b. the nature of fraud.
2. The clauseloes not require the auditor to discover such frauds

3. ¢KS dzaS 27 (KS ¢ 2 NRdcatds that théd nfiaSagem2mildf téSchi@ohidy S R ¢

should have the knowledge about the fraualgthe company or on the company that have
200dzZNNBR RdzNAYy3 (GKS LISNA2R O2@0SNBR o6& (KS
4. However, this clausdoes not relieve the auditdrom his responsibilityo consider fraud and
error in an audibf financial statements.
5. The auditor is required to report separately on the nature and amount involved for
a. Fraud on the companii.e., 3¢ parties deceived the companghd
b. Fraud by the companii.e., company deceived®parties]

AUDIT PROCEDURES AND REPORTING

1. INQUIRY OF MANAGEMENMhile planning, the auditor should algeake inquiries of
managemento determine whether management @wvare of any known fraud or suspected
fraudthat the company is investigating.

2. INTERNAL AUDIT REPORIE auditor shoul@xamine the reports of the internal auditarith a
view to ascertain whether any fraud has been reported or noticed by the management.
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3. AUDIT COMMITTEREhe auditor shoulgxamine the minutes of the audit committereetings/

board meetings to ascertain whether any instance of fraud pertaining to the company has been

reported and actions taken thereon.

4. OTHER EMPLOYEHES$e auditor should also discuss timatter with other employeescluding
officers of the company.

5. WRITTEN REPRESENTATT@&auditor shoul@btain written representationgrom
management that:

a. It acknowledges its responsibility for the implementation and operatibaccounting
andinternal control system¢hat are designed to prevent and detect fraud and error;

b. It believes the effects dhose uncorrected misstatements in financial statements,
aggregatedyy the auditor during the auddre immaterial both individually and in the
aggregate, to the financial statements taken as a whole.

c. It hasdisclosed to the auditoall significanfacts relating to any fraudsr suspected
frauds known to management that may have affected the entity; and

d. It hasdisclosed to the auditothe results of its assessment of the rigtat the financial
statements may be materially misstated as a result of fraud.

6. NEED FOR WRITTEN REPRESENTRéfaNsananagement is responsible for adjusting the
financial statements to correct materialisstatements, it is important that the auditor obtains
written representation from management that any uncorrected misstatements resulting from
fraud are, in management's opinion, immaterial, both individually and in the aggregate. Such
representations are not a substitute for obtaining sufficient appropriate audit eviddndew
instancesmanagement may disagree with the auditoegarding amnis-statements detectedy
the auditor.For that reason, management may want to add to their written representation
words such asWe do not agree that items constitute misstatements becdaescription of
reasons]."

7. FRAUDS IDENTIFIED BY THE AUDIm@®Ruditor should consider if any fraud has been
reported by them during the year under section 143(12) of the Act and if so whether that same
would be reported under this Clausk may be mentioned here that section 143(12) of the Act
requires the auditohas reasons to believe that a fraud is being commitietias been
committed by an employee or officer. In such a caseaiéitor needs to report to the Central
Government or the Audit Committe¢lowever, this Clauseilinclude only thaeported frauds
and not suspected fraud

Q.NO.3What are the reporting requirements in the audit report under the Companies Act, 2013 /
CARO, 2020 for the following situations?

(i) A fraud has beemommitted against the company by a vendor of the company.

(i) The company has committed a major fraud on its customer and the case is pending in the
court.

ANSWER:

REPORTING REQUIREMENTS IN THE AUDIT REPORT UNDER THE COMPANIES ACT, 2013
2020:According to Clause (xi) (a) of Para 3 of CARO 2020, the aud#guiied to reportwhether ™
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any fraud by the compangr any fraud on the companiyas been noticed or reported during the
year. If yes, th@ature and the amount involveld to beindicated

Further, as per Clause (xi) (b) of Para 3 of CARO @®2€er any reportunder section 14@.2) of
the Companies Act hd=een filed by the auditorsn Form AD# as prescribed under rule 13 of
Companies (Audit and Auditors) Rules, 2014 with the Central Government

(i) Fraud committed against the company by a vendor of the Companycase employees or
management are involved in fraud committed by vendeporting has to be done in accordance
with CARO 2028nd as per section 143 (12) of the Companies Act, 2013. Suspected fraud by
vendors, customers and other third parties should be dealt with in accordance with SA 240.
CKSNEF2NBZ NBLR2NIAYy3a KIFra G2 6S R2yS Aiges | O02
NEBfFGAy3 (2 CNIdzZR AYy Ly FdzZRAG 2F CAYylIYyOAL f

(i) Company has committed major fraud on its customer of which case is pending in the court:
Major fraud committed by the company on its custonies to be reported in accordaneéth
Clause (xi) of Para 3 of CARO 2020.

Q.NO.4Whether the company has entered into any nezash transactions with directors or
persons connected with him and if so, whether the provisions of section 192 of Companies
Act, 2013 havéoeen complied withINOT IMP FROM EXAM VIEWPOINT]

ANSWER:

Removed in Edition 2023 New scheme and Not relevant also from Exam Point of View

Q.NO.SWRITE ABOUDISTINCTION BETWEEN NOTES ON ACCOUNTS AND QUALIFICATIONS
ANSWER:

1. As a general practice, tmanagement would normally preféo explaintheir viewpoint and
assessment on all matteimsvolving difference of opinion between them and the auditbys
way ofnotes in the financial statement$or better understanding of the facts of the matters by
users of financial statements.
2. SuchnotesrepresentY | v I 3 S Y S v an tha maiteér WhifeRhe auditor records his
disagreement on the matters by way of qualificatidhy’ G KS | dzZRA G2 ND&a NBL
3. Once auditorconcludes that modification of his repart relation to the specific matter under
question, is warrantedhe may choose to refer to the specific n@®&en by the management
and thereaftercontinue explaining more facts and his assessnoernthe matter including
quantification and impact on the various finandiall I (i S ¥aptipnis,Boithe extent possible.
4. MANNER OF QUALIFICATION BY AUDITOR
a. The Auditomust express the nature of qualificatiom a clear andinambiguous
manner. Where the Auditor answers any of the statutory affirmations in the negative or
with a qualification, his repoghall state the reasons for such answaH qualifications

o
AK2dt R 05 02yl AySR Ay (KS ! dRAG2NDA wiBe
n
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b. Where the company hasommitted an irregularity resulting in a breach of |ave
Auditor should bring the same to the notia# the shareholders bgroperly qualifying
hisreportd ! ljdzt YGAFASR 2LIAYA2Yy aKz2dz R 0S8 SE
matter to which qualification related. It would not be appropriate to use phrases such as
GAGK GKS F2NB3I2Ay3 SELIXLFYylLGAZ2YyE 2K dad
not sufficiently clear or forceful.

c. Areference to the notes to Accountsy (1 KS | dzRibe$ goditainatioafiyl J2 NJi
become a qualification

QNOG2wLE9 ! . h; ¢ 5LCCO9wWw9b/ 9 .9¢299Db ! | 5L¢ wot
ANSWER:

CERTIFICATACcertificate is a written confirmation of the accuracy of the faststed therein and
R2Sa y20 Ay@2t @3S Fye SadAYFI(GS 2N 2LAYA2Yy P ¢

verifies the accuracy of facts. An auditor may thus, certify the circulation figures of a newspaper or

the value of imports orexpait 2 ¥ | 02 Y LJ cériifivate!reprederdgRhating v arified
certain figures and is in a position to vouch sidikeir accuracy as per his examination of documents
and books of account.

REPORTA report, on the other hand, is a formal statement usually mafier an enquiry,
examination or revievof specified matters under report and includes the reportingzR A (i 2 N &
opinionti KSNB 2y @ ¢ KS WNSSikddiNpinibn whtiPrialy @ferdronSdad phbkessional
to another. There is10 question of exactitudé.e., Precisen case of a report since the information
contained therein is based on estimates and involves judgement element.

Thus, when a reporting auditor issues a certificate, he is responsible for the factual accuracy of wk
is stated therein. On the other hand, when a reporting auditor gives a report, he is responsible for
ensuring that the report is based on factual dategt his opinionis in due accordance with facts,

and that it is arrived at by the application of due care and.skill

Q.NO.7WRITE COMPARISION BETWEEN REPORTING TO SHARE HOLDERS VS REPORTIN
THOSE CHARGED WITH GOVERNANCE?
ANSWER:
REPORTING TO SHAREHOLDERS REPORTING TO TCWG
Section 143 of the Companies Act, 2013 dea| Standard on Auditing 260 deals with the
with the provisions relating to reporting to provisions relating to reporting to those
Shareholders. Thus, it is a Statutory Audit Charged with Governance.
Report which is addressed to the members.
Statutory Audit Report is on true and fair view It is areporting on matters those charged with
and as per prescribed Format. governance like scope of audit, audit .
procedures, audit modifications, etc.
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Statutory Audit Reports are in public domain.

Reporting to those Charged with Governance

an internal document i.e., private report.

Q.NO.8COMPARISIOBRETWEEN AUDIT QUALIFICATION VS EMPHASIS OF MATTER PARA.

ANSWER:

AUDIT QUALIFICATION

EMPHASIS OF MATTER

{GF YRINR 2y ! dzZRAGAY 3
hLIAYA2Y Ay GUKS LYRSL]
deals with the provisions relating #udit
Quialification.

{GF YRINR 2y ! dzZRAGAY 3
Paragraphs and Other Matter Paragraphs in {
LYRSLISYRSyYy (G ! dzRAG 2N
provisions relating to Emphasis of Matter.

l dZRA G vdzt t ATAOI GAZ2Yya
toNBLI2ZNII ¢ 2NJ aSEOS LI

Emphasis of Matter is a paragraph which is
Ay Of dzZRSR Ay (12dzARANG NI
attention to important matte(s) which are
already disclosed in Financial Statements an
I NB Fdzy RFEYSyidlf (2 dzZ
Financial Statements.

Audit Qualifications are given when auditor is|
havingreservations on some of the items out
the financial statements as a whdle.,

l dzZRA G2 NXQRa WdzRIYSyid |
the Effects or Possible Effects on the Financi
Statements relating to if the impact of materis
misstatementds not pervasiven the financial
statements but is present at some levels of th

financial statements, qualified report is issuec

Emphasis of Matter is a paragraph which is
issued when there israuncertainty relating to
future outcome of exceptional litigation,
regulatory action, etc.; or there is early
application (where permitted) of a new
accounting standard that has a pervasive effe
on the financial statements in advance of its
effective date.

Q.NO.9ADKS & Co LLP are the newly appointed statutory auditors of PKK Ltd. During the course
of audit, the statutory auditors have come across certain significant observations which they

believe could lead to material misstatement of financial statements. Managent has a

different view and does not concur with the view of the statutory auditors. Considering this
the statutory auditors are determining as to how to address these observations in terms of

their reporting requirement. Please advise.

ANSWER:

Write Definitions for Modified Opinion, Qualified, Adverse and Disclaimer of Opinions. Further write
the concept of Management Imposed Limitation on scope of the audit after accepting the audit

engagement.
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Q.NO.10KPI Ltd is a joint venture of KPI Inc, a company based in US, and OPQ Ltd, a company
oFaSR AYy WFHLIY O6KSNBAYFFISNI NEFSNNBR G2 | &
operating as a marketing support company for KPI Inc. All the costs éfLikdPare incurred in
India and entire revenue of KPI Inc is generated in USD. The entire funding requirements of Ki
Ltd are taken care of by the JV partners. Since KPI Ltd is based in India, hence it is also requir
to get its financial statements audéd.

The company appointed new auditors for the audit of the financial statements for the year
ended 31 March 2020 after doing all appointment formalities wherein auditors are required to
ensure compliance with Standards on Auditing and Internal Standards odi#ng.

As an expert you are required to advise the auditor about the requirements regarding
I dzZRAG2NDAa NBLIR2NI FT2NJ I dzZRAGA O2yRdzOGSR Ay |
ICAI and International Standards on Auditifig

ANSWER:
THIS CONCEPT IS DEALT UNDER QUESTION BANK

Q.NO.11TUV Ltd. is a company engaged in the business of manufacture of spare parts. Saroj &
Associates are the statutory auditors of the company for the FY 2Q@20During the course of
audit, CA Saroj noticed that the company had a major customer, namely, Kohart from
South Korea. Owing to an outbreak of war and subsequent destruction leading to government
ban on import and export in South Korea, the demand from Korean Mart for the products of
TUV Ltd. ended for an unforeseeable time period. When discussdti thie management, CA
Saroj was told that the company is in the process of identifying new customers for their
products. CA Saroj understands that though the use of going concern assumption is
appropriate, but a material uncertainty exists with respect to the identification of new
customers. This fact is duly reflected in the financial statements of TUV Ltd. for the FY-2020
| 2¢ akKz2dzZ R /! {FNR2 RSIft gA0GK GKAB2LYF GGSNJ

ANSWER:

l'&a LISNJ {! p 71 n JossioDenkjgr farke 3 koySchslomer is one of the operating

U

ed

Ay

AYRAOIFIG2NR GKFG YIe OFrad arxayaAFaolyd R2dzmi 2y

In the present case, TUV Ltd. has a key customer in South Korea from whitgmthed for its

products has endedn account of outbreak of war, subsequent destruction and government ban on
import and export in South Korea. Further, tbempany has not yet identified new customers and is
in the process of doing the sam&s such, the identification of new customer is a material

dzy OSNIiF Ayide GKFaG OFrad | aA3AYATFAOLIYG R2dzod 2y |

However, thignatter is duly disclosedy the management of TUV Lid.the financial statements
for the year ended 31.03.2021.

As such, considering that the going concern assumption is appropriate but a material uncertaint
exists with respect to identification of new customer, CA Saroj should:
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1. Expresan unmodified opiniorand
2. LyOf dzRS AYy KA& FdzZRAG NBLERNISZ + aSLINIFGS
wStfFGSR G2 D2Ay3a [/ 2yO0OSNyé¢ G2Y
a. Draw attention to the noten the financial statements that discloses the matters and
b. State that these events or conditionmgdicate that a material uncertainty exists that
may cast significant douldy G KS Sy GAGeQa lFoAfAGe (2
GKFG GKS FdzRAG2NDA 2LIAYA2Y A& y20 Y2R

¢Kdza= /! {FNR2 &K2dd R RSIt 6AlGK -nénfioded Manded S NJ

Q.NO.12Sun Moon Ltd. is a power generating company which uses coal as raw material for its
power generating plant. The company has been allotted coal blocks in the state of Jharkhand
and Odhisa. During the FY 2020, a scam regarding allotment of coal blocks wasveiled
leading to a ban on the allotment of coal blocks to various companies including Sun Moon Ltd.
This happened in the month of December 2020 and as such entire power generation process
of Sun Moon Ltd, came to a halt in that month. As a result oEsiban, and the resultant
stoppage of the production process, many key managerial personnel of the company left the
company. There were delays in the of payment of wages and salaries and the banks from
whom the company had taken funds for project financimdso decided not to extend further
finance or to fund further working capital requirements of the company.

Further, when discussed with the management, the statutory auditor understood that the
company had no action plan to mitigate such circumstances. Further, all such circumstances
were not reflected the the financial statements of Sun Moon Ltd. What courg$action should
the statutory auditor of the company consider in such situation?

ANSWER:

SA570aD2Ay3 [/ 2YOSNyé¢ RSIfta gAGK (GKS | dzZRAG2NDa
NBfIFdAy3a G2 3F2Ay3 O2yOSNY FyR GKS AYLX AOI (A

WhenA Yy (G KS | dzRA (ihe dER GiGoRagigRE&NBRs/sibBAccounting Is Inappropeate
the financial statements have begmepared using the going conceasis of accounting, the
auditor shall express an adverse opinion.

Alsg when adequateDisclosure of a Material Uncertainty Is Not Madehe Financial Statements
the auditor shall:

1. Express a qualified opinion or adverse opinion, as appropriate, in accordance with SA 705
(Revised); and

2Ly GKS . lFaira F2Nl vdzZa f AFASR o0! ROSNAESO hLR
YFEGSNALFE dzy OSNIiF Ayidée SEAaGa GKFG YFé Ol a
as a going concern and that the financial statements do not adequdistliose this matter.
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In the present case, the followirgircumstances indicatte inability of Sun Moon Ltd. to continue
as a going concern:

Ban on the allotment of coal blocks

Halt inpower generation

Key Managerial Personnel leaving the company.

Banks decided not to extend further finance and not to fund the working capital
requirements of the company.

5. Non availability of sound action plan to mitigate such circumstances.

A

Therefore, considering the above factors itigar that the going concern basis is inappropriaie
the company. Further, such circumstances moéreflected in the financial statementf the
company. As such, the statutory auditor of Sun Moon Ltd. should:

1. Expressan adverse opiniom accordance with SA 705 and

2.LY GKS . FaAra 2F hLAYyA2Y LI NIFINILK 2F (GKS
that amaterial uncertainty exists that may cast significantdo2bff G KS Sy GA G e Q
continue as a going concern and that the financial statemdataot adequately disclose this
matter.

Q.NO.13CA Omkar is the statutory auditor of Sabhyata Ltd. for the FY 2020The company is
engaged in the business of manufacture of floor tiles. During the course of audit, CA Omkar
obtained certain audit evidence which were not consistent with the affirmationade in the
financial statements. Discuss as to how CA Omkar should deal with the situation in the
I dzZRA G2 ND&a NBLIZ2 NI P

ANSWER:

'd LISNI {! TnpZ az2RAFAOIGA2ya (2 U(FRSdehididh yA 2y
regarding which type of modified opiniaos appropriate depends upon:

1. Thenature of the matter giving rise to the modificatipthat is, whether the financial
statements are materiallynisstated or, in the case of an inability to obtain sufficient
appropriate audit evidence, may be materially misstated; and

2. ¢KS | dzRAG2NRNA pedeisEeYiSyal theleffegtsipbssiblekeSects of the
matter on the financial statements.

Further, the auditod K| £ £ Y2 RAT& (KS 2 LIwieh the/auditof conckides thatizR
based on the audit evidence obtained, the financial statementsvalsae are not free from
material misstatement.

In the present case, during the course of audit, CA Omkar obtained certain audit evidence which
were not consistent with the affirmatiomade in the financial statements. Therefore, CA Omkar
shouldmodify his report in accordancgith SA 705¢ a 2 R A ¥ xo0rhellOpigioh & The
LYRSLISYRSY( ! dzZRAG2NDaE wSL2 NI @
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CA Omkar should issegher a qualified opinion or an adverse opinidepending upon the
circumstances of the case:

1. CA Omkashall express a qualified opinievhen, having obtained sufficient appropriate
audit evidence, he concludes that misstatements, individually or in the aggregate, are
material, but not pervasiveo the financial statements

2. CA Omkashall express an adverse opinjavhen the auditor, having obtained sufficient
appropriate audit evidence, concludes that misstatements, individually or in the aggregate,
are bothmaterial and pervasiv® the financial statements.

Thus, since CA Omkar has obtained audit evidence whidh@asistent with the affirmations
made in the financial statemenCA Omkar shoulghodify his opinioras per the circumstances of
the case.

Q.NO.14Astha Pvt.Ltd. has fully paid capital of Rs. 140 lakhs. During the year, the company had
borrowed Rs. 15 lakhs each from a bank and a financial institution. It had the turnover (Net of
GST Rs. 50 lakhs which is credited to a separate account) of Rs. 475 lakhSowWphnies
6! dzZRAG2NREA wSLIR2NIUO hNRSNE HaHn 0S | LI AOKDO

ANSWER:
PROVISION AND EXPLANATIDMN: CARO, 2020 specifically exempts a private limited company

1. Not being a subsidiary or holding company of a public company,

2. Having apaid-up capital and reserves and surplost more than rupees One croes on the
balance sheet date and

3. Whichdoes not have total borrowings exceeding rupees ONE drone any bank or
financial institution at any point of time during the financial year and

4. Which doesot have a total revenue as disclosed in Scheduleéd tHe Companies Act,
2013 (including revenue from discontinuing operatioasdeeding rupees TEN crataring
the financial year as per the financial statements.

CONCLUSIONMt the case of Astha Pvt. Ltd.has outstanding loan of Rs. 30 laKRs.15 lakhs Rs.
15 lakhs) collectively from bank and financial institutvamich is less than Rs. 1 crore rupeesl
turnover is Rs. 475 lakhs i.e., also less than Rs. 10 @odesot exceeding the limit. However hias
paid capital of Rs. 140 lakhs i.e., more than Rs. 1 crore

Thus,considering its pawdip capital,which is exceeding the prescribed lirfot exemption, CARO,
2020will be applicabléo Astha Pvt. Ltd.

QNO.15¢ t @i [ GR®PQA LI AR dzLJ R3.bOUAKNS bndl it leas NS & S NID S &
outstanding loan exceedins.25 lakhs from any bank or financial institution. Its sales dRs.
6 crores before deducting trade discouRs.10 lakhs and sales returr’s.95 lakhs. The
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services rendered by the company amounted Rs.10 lakhs. The company contends that
NELR2NIAY3I dzyRSNI / 2YLI yASaE ! dzRAG2NDaE wSL}2 NI

ANSWER:

RELEVANT PROVISIOhe CARO, 2020 specificaligempts a private limited company

1. Not being a subdiary or holding company of a public company,

2. Havingapaid-up capital and reserves and surplost more than rupee$ croreas on the
balance sheet date and

3. Which doeshot have total borrowingexceeding rupeekcrorefrom any bank or financial
institution at any point of time during the financial year and

4. Which doeshot have a total revenuas disclosed in scheduled iii to the companies act, 2013
(including revenue from discontinuing operatiorceeding rupees0 crore duringhe
financial year as per the financial statements.

ANALYSIS AND CONCLUSION:

In the given caseaid up capital and reserves of T Pvt. Ltd. are less®sah croreand haso loan
outstandingexceedindRs.1 crorefrom any bank or financial institution.

Further, itstotal revenue as disclosed in Schedulddo the Companies Act, 2013 (including
revenue from discontinuing operations)nst exceeding rupee$0 crore during the financial year as
per the financial statements.

Thus, CARO 2020 vNIOT BE APPLICABLE Pvt. Ltd.

Q.NO.16Physical verification of only 30% (in value) of items of inventory has been conducted by
the company. The balance 70% will be conducted in next year due to lack of time and
resources.

ANSWER:

PROVISION AND EXPLANATIG\ber CARO 2020 auditor reportshall statewhether physical
verification of inventoryhas been conductedt reasonable intervaby the management and

whether, in the opinion of the auditor, the coverage and procedursuth verificatiorby the
managemenis appropriate Further wK I & O 2 yNRBIA &1 2z01SGT S A YV G SN f & ¢
circumstances of each caseheperiodicityof the physical verification of inventories depends upon
the nature of inventories, their locatioand the feasibility of conducting a physical verificat
Normally, wherever practicablall the items of inventorieshould be verified by the management

of the companyat least once in a yeamheauditor shouldsatisfy himselfbout reasonableness of
physical verificatiomnd should examine the adequacy of evidence and records of verification.

CONCLUSIONM the given case, the management conducted phgsical verification of inventory
only upon 30% (in valuef the total inventory for the reason of lack of time and resources. The

N~

above requirement o€CARO, 2020 has not been fulfillesi such and the auditor should point out  O@
(@)

Y
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the specific areas where he believes the procedures of inventory verification are inadequate and
unreasonable. Henay also considehe impact on financial statements and repa@tcordingly.

Q.NO.17WHAT DOCUMENTS CONSTITUTE TITLE DEED?
ANSWER:

Following documentmainly constitute title deedsf the immovable property:

1. FOR FREEHOLD PROPHRIstered sale deed / transfer dekdonveyance deed, etc. of land,
land & building together, etc. purchased, allotted, transferred by any person including any
government, government authority / body / agency/ corporation, etc. to the company.

2. FOR LEASEHOLD PROPHRTxse of leasehold land and land & buildings together, covered
under the head property, plant and equipment (fixed assets) |¢lase agreemenduly
reqgistered with the appropriate authority

Q.NO.18K Ltd. took a term loan from a nationalized bank in 2015 for Rs. 200 lakhs repayable in
five equal instalments of Rs. 40 lakhs from 3March 2016 onwards. It repaid the loans due
in 2016 & 2017, but defaulted in 2018, 2019 & 2020. As the auditor of K Ltd, what is your
responsibility assuming that company has sought reschedulement of loan?

ANSWER:

PROVISION AND EXPLANATN\per clause (ix) of Para 3 of CARO, 2020, the auditor of a
company hago report whether the Company has defaultedrepayment of loans or other
borrowings or in the payment of interest theredn any lender, and if yeshe nature of borrowing
name of lenderperiod and amount of defautb be reported. The Auditor is also required to report
whether the company is a declared wilful defaulsr any bank or financial institution or other
lender.

ANALYSIS AND CONCLUSIOMNris caseK Ltd. has defaulted in repayment of ddesthree years.
Application for rescheduling will not change the default positidence, the auditor shall report in

his CARO report that the Company has defaulted in its repayment of dues to the bank to the exter
of Rs.120 lakhs.

Q.NO.19Should the auditor examine the cost record in detail while reporting under CARO?
ANSWER:

CARQIoes notrequire a detailed examination of Cost Recoffise Auditor should, therefore,
conduct a general review of Cost Records to ensure that the records as prescribed are made and
maintained. The worimade" applies in respect of Cost Accoyrgrd the word "maintained"”
applies in respect of Cost Records relating to Materials, Labour, Overheads, etc.
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Q.NO.20LM Ltd. had obtained a term loan of Rs. 300 lakhs from a bank for the construction of a
factory. Since there was a delay in the construction activities, the said funds were temporarily
invested in short term deposits.

ANSWER:

PROVISION AND EXPLANAT\per clause (ix) of Para 3 of CARO, 2020, an auditor needs to
state in his report that whether theerm loans were applied for the purpose for which the loans
were obtained In the present case, the proceeds of the term loan obtained by LMate: not

been put to use for construction activitiesnd have been temporarily invested in short term
deposit.

CONCLUSIOMNere, the auditor should report thiact in his report that pending utilization of the
term loanfor construction of a factory, thunds were temporarily used for the purpose other than
the purposefor which the loan was sanctioned, as per clause (ix) of Para 3 of CARO, 2020.

Q.NO.21A term loan was obtained from a bank for Rs. 80 lakhs for acquiring R&D equipment, out
of which Rs. 15 lakh was used to buy a car for use of the concerned director who was looking
at the R&D activities. As a statutory auditor, how would you report under A 2020.

ANSWER:

PROVISION AND EXPLANATKdording to clause (ix) of Para 3 of CARO, 2020, the auditor is
NBE lj dzA NE R (2 tad ladhdhdiere applieSior En& gudposes for which those were
obtained If not, the amount of loan so diverted and the purpose for which it is used may be
NB L2 NI SRé @

The auditor shoulé&xamine the terms and conditions of the term loaith the actual utilisation of
the loans. If the auditofinds that the fund has not been utilized for the purpdsee which they
were obtained, thaeport should state the fact

CONCLUSIOM the instant casderm loan taken for the purpose of R&D equipméwais been
utilized for the purchase of cavhich has no relation with R&D equipment.

Therefore, car though used for R&D Direatannot be considered as R&D equipmente auditor
shouldstate the fact in his report as per Paragraph 3 clause (ix) of the CAROH2828ut of the
term loan taken for R&D equipmerRs.15 lakhs was not utilised for the intended purpose of
acquiring R&D equipment.

Q.NO.22Should the auditor examine the cost record in detail while reporting under CARO?

ANSWER:
o)

CARO doegot require a detailed examination of Cost Recorfise Auditor should, therefore, oR
conduct a general review of Cost Records to ensure that the records as prescribed are made and?
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maintained. Thavord "made" applies in respect of Cost Accouratisd the word fhaintained”
applies in respect of Cost Recordtating to Materials, Labour, Overheads, etc.

Q.NO.23KRP Ltd., at its annual general meeting, appointed Mr. X, Mr. Y and Mr. Z as joint
auditors to conduct audit for the financial year 20189. For the valuation of gratuity scheme
of the company, Mr. X, Mr. Y and Mr. Z wanted to refer their own known ActeariDue to
difference of opinion, all the joint auditors consulted their respective Actuaries. Subsequently,
YI22NJ RAFFSNBYOS 41 & F2dzyR Ay GKS | OGdzl NR |
report, though, Mr. Z did not. Mr. X contends that My | Q& | Ol dzr NB NI LJ2 NI
audit report due to majority of votes. Now, Mr. Z is in dilemma. Explain the responsibility of
I dZRAG2NRZ Ay OFaSsz NBLER2NI YIRS o6& aNX® ., Qa

ANSWER:

PaAYy 3 GKS 62N)] 2F &l YISNHZRAGENRNEGOBMEEI WKS 2 2
expertise of an expemnay be required in the actuarial calculatiohliabilities associated with
insurance contracts or employee benefit plans etc., howeveratlditor has sole responsibility for

the audit opinion expressedandthaiNB a4 LJ2 VA A0 Af AG& Aad y2iG NBRdzO{
2F Iy I dzZRAG2NRE SELISNI

Q)¢

> R

Theauditod KI £ £ S @k f dzl §S GKS | RSWprF DRI 2R S (I IKER & @ZRNID 2

includingtheNS £ S@I vOS YR NBI &2 VI 0 folScgnSldsions,2afd théik | 0§
consistency with another audit evidence as per SA 500.

CdzNIKSNE Ay @ASS \Rokinfolves ase of Bignikichnt assuBptich& dntSretheis,
then the relevance and reasonableness of those assump#dodsnethodsmust be ensured by the
auditorF YR AF GKS SELSNES&a252 AR dZNPB2RPEER GKBG A
work, the relevance, completeness, aadcuracy of that source data in the circumstances must be
verified by the auditor

ANALYSIS ANDONCLUSIONM the instant case, Mr. X, Mr. Y and Mr. Z, jointly appointed as
auditors of KRP Ltdeferred their own known Actuaries for valuation of gratusttheme. Actuaries
I NB |y I dzRAG2NRE& SE la&edlactuari has jodidled the gratwity daluationid
report, which later on was found faultyrurther,Mr. Z is not in agreement with this report
therefore, he submitted a separate audit repaspecifically for such gratuity valuation.

In such situationit was duty of Mr. X, Mr. Y and Mr. Z, before using the gratuity valuagipart of
Actuary, toensure the relevance and reasonableness of assumptions and methodsTiussdwere
alsorequired to examine the relevance, completeness and accuracy of sourcestddor such
report before expressing their opinion.

Mr. X and Mr. Y will be held responsible for gross negligeaod using suchaulty report without
SEI YAYAY3I GKS I RSI dzl GBere@s™r. 2 wilLaStNedihelt @lieddr tNEstnde
due to separate opinion expressed by him. g
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Q.NO.24X Ltd had a net worth of INR 1300 crores because of which Ind AS became applicable to
them. The company had various derivative contrag®ptions, forward contracts, interest
rate swaps etc. which were required to be fair valued for which company got thie valuation
done through an external third party. The statutory auditors of the company involved an
I dzZRAG2NDa SELISNI (2 FdZRAG GlFfdzd GAz2zy 2F RSN
each other i.e, they were working for the first time togetter but developed a good bonding
during the course of the audit. The auditor did not enter into any formal agreement with the
 dZRAG2NR&E SELISNI® tfSFasS RGA&ASOD

R

ANSWER:

l'da LISNI {! cHnX !'aray3a (K Datwe?ddpe ahdobjectiveslotitie A (i 2 N &

I dzZRA G2 ND& SELISNI Qa anvhbe cidumstangek, by tiie 2egpctive BNg 6 | &

and responsibilities of the auditdr y R i KS | dzR A (i 2rsfré&, tinSnig a8 &kder® of I Y R | |

O2YYdzy AOIFGA2Y 06SG6SSy i KS. Itiskerefdre rdguited/tihat tiegeS | dzR .
YIFGGSNE FNB F3INBSR 0SG6SSy GKS FdzZRAG2NI YR [iK:

In certain situations, the need for a detailed agreement in writing is required like

a. ¢ KS | deRperingll NaR€iaccess to sensitive confidential entity information.

. The matter to whichthé dzRA G2 ND& SELISNI Q& 6.2NJ] NBf I (Sa

b
c. The auditor hagot previously used work performeay that expert.
d

. TheANB | 4§ SNJ §KS SEGSYy G 2 Bnditksi§nificadzR ik the dedieit ofS E L

the audit.

CONCLUSIOMt the given casegonsidering the complexity involved in the valuatemd volume of
derivativesand f 82 RdzS (G2 GKS FI Od GKI GO GKS I dzRAG2N

auditor should have signed a formal agreement Sy 3+ 3SYSy d f SGGSNI s AGK

respect of the work assigned to him.

Q1
Paged L
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ILLUSTRATIONS AS PER CA EISIALUDY MATERIAL

ILLUSTRATION [BA 570]

CA Sameer is the statutory auditor of Tram Fram Ltd. for the FY ZI2ONVhile concluding the
audit CA Sameer decided to issue an unmodified opinion, though he also concluded that a

YFEGSNRAIt dzy OSNI I AyAade SEAAGA ¢ Aniefas dgBisglcidcdim | 2

on account of a pending litigation related to labour laws. He is of the view that the company has
made appropriate disclosures with respect to such pending litigation in the notes to accounts
annexed to the financial statements ofr@dm Fram Ltd. for the FY 202fL. Explain how CA Sameer
gAftf RSIE gAGK GKS F1020S aAalddzZ GA2y Ay KA& |
I dzZRA G2 NR& NBLR2 NI DO

ANSWER:
Material Uncertainty Related to Going Concern:

We draw attention to Note 10 in the financial statements, which indicates that the outcome of a
litigation on account of labour laws is pending in case of the company during the year 31 March,
2021. As stated in Note 11, this event or condition, indichtg ft material uncertainty exists that
YIe OFrad arAayAFTFAOLIyd R2dzodb 2y GKS /2YLIl yeéQa
not modified in respect of this matte

ILLUSTRATION[&A 701]

¢CKS F2ft26Ay3 AftdzZaONI GSE GKS LINBaSyidldAazy
there are no key audit matters to communicate:

Key Audit Matters

[Except for the matter described in the Basis for Qualified (Adverse) Opinion section or Material
Uncertainty Related to Going Concern section,] We have determinedtet are no [other] key
audit matters to communicate in our report.]

ILLUSTRATION[SA 705 read with SA 570]

XYZ Ltd. is a company engaged in the manufacture of cranes. CA Sudhir is the statutory auditor g
the company for the FY 202P1. The company has taken long term funding for fixed capital

requirements and short term funding for its working capital requireants. During the course of
FdzZRAGE /! {dZRKANI F2dzy R (KI 0 GKS O2YLl yeQa ¥
company is unable to renegotiate or obtain the replacement financing. As such the company QO
may be unable to realize its assets and disecge its liabilities in the normal course of business. S
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Notes to accounts annexed to the financial statements discuss the magnitude of financing
arrangements, the expiration and the total financing arrangements; however the financial
statements do not include discussion on the impact or the availability of mefncing. Thus, the
financial statements (and notes thereto) do not fully disclose this fact. What kind of opinion
should CA Sudhir issue in case of XYZ Ltd.?

ANSWER:

In the present case, XYZ Ltd. is unable tmegotiate or obtain the replacement financing for its
long term and shorterm funding requirements. This situation indicates the existence of a material

uncertainty that may cast significant doubt onthe Coamy & Q& oAt AGe G2 O2y A

and therefore, XYZ Ltd. may be unable to realize its assets and discharge its liabilities in the normal

course of business. Further, the financial statements of XYZ Ltd. do not disclose this fact adequately.

Thus, the financial statements of XYZ Ltd. are materially misstated due to the inadequate disclosur
of the material uncertainty. CA Sudhir will express a qualified opinion as the effects on the financia
statements of this inadequate disclosure are makhbut not pervasive to the financial statements.

The relevant extract of the Qualified Opinion Paragraph and Basis for Qualified Opinion paragraph
is as under:

Qualified Opinion:

In our opinion and to the best of our information and according to the explanations given to us,
except for the incomplete disclosure of the information referred to in the Basis for Qualified Opinio
section of our report, the aforesaid standalone financial statements give the information required
by the Act in the manner so required and give a true and fair view in conformity with the accounting
principles generally accepted in India, of the stataféirs of XYZ Ltd. as at March 31, 2021, and
profit/loss, for the year ended on that date.

>

Basis for Qualified Opinion:

' 4 RA&OdzaaSR Ay b203GS ¢ GKS /2YLIlyeQa FAYlIYyQOA:

Company has been unable to conclude renegotiations or obtain replacement financing. This
situation indicates that a material uncertainty exists that may cast signifabaubt on the

/| 2YLI yeQa FoAfAdGe (G2 O2yldAydzS a | 3JI2Aay3a 02y O

disclose this matter.

ILLUSTRATION 4: [SA 705 read with SA 570]

ABC Ltd. is a company engaged in the manufacture of iron and steel bars. PP & Associates are the
statutory auditors of ABC Ltd. for the FY 262Q. During the course of audit, CA Prakash, the

Sy3r3asSySyid LI NIYySNE ¥F2dzyR K I nis hav&epiréedandltie y & Q
amount outstanding was payable on March 31, 2021. The Company has been unable to re e,
negotiate or obtain replacement financing and is considering filing for bankruptcy. These events O
indicate a material uncertainty that may castsign¥ A O yi R2dzo G 2y 0KS /2
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continue as a going concern and therefore it may be unable to realize its assets and discharge its
liabilities in the normal course of business. The financial statements (and notes thereto) do not
disclose this fact. What opinion should CA Prakash expiassase of ABC Ltd.?

ANSWER

In the present case based on the audit evidence obtained, CA Prakash has concluded that a material
dzy OSNI I AyGe SEA&aGa NBfFGSR G2 S@Syda 2N O2y RA
ability to continue as a going concern, and the entityassidering bankruptcy. The financial
statements of ABC Ltd. omit the required disclosures relating to the material uncertainty. In such
circumstances, CA Prakash should express an adverse opinion because the effects on the financial
statements of such oresion are material and pervasive.

\"2J

The relevantextract of the Adverse Opinion Paragraph and Basis for Adverse Opinion paragraph i
as under:

Adverse Opinion:

In our opinion, because of the omission of the information mentioned in the Basis for Adverse
Opinion section of our report, the accompanying financial statements do not present fairly, the
financial position of the entity as at March 31, 2021, and dirm&@ncial performance and itsash

flows for the year then ended in accordance with the Accounting Standards issued by the Institute
of Chartered Accountants of India.

Basis for Adverse Opinion:

The financing arrangements of ABC Ltd. has expired and the amount outstanding was payable on
March 31, 2021. The entity has been unable to concludeegotiations or obtain replacement

financing and is considering filing for bankruptcy. This situatioicates that a material uncertainty
SEr&ada GKFG YlIé& OFrad ar3ayATFAOlLyd R2dzlG 2y GKS
financial statements do not adequately disclose this fact.

ILLUSTRATICE [SA 705]

MNO Ltd. is a power generating company having its plants in the north eastern states of the
country. For the FY 202P1, M/s PRT & Associates are the statutory auditors of the company.
During the course of audit, the audit team was unable to obtain sufiti appropriate audit

evidence about a single element of the consolidated financial statements. That is, the auditor was
also unable to obtain audit evidence about the financial information of a joint venture investment
(in XYZ Ltd.) that representsover®d: 2 F (G KS Sy dAdeqQa ySi FaasSiao
a0l Gdzi2NBE | dzZRAG2NRA AaadzS Ay adzOK OF aSK

ANSWER:

M/s PRT & Associates are unable to obtain sufficient appropriate audit evidence about the finan<
AYVTF2NXYLEGAZ2Y 2F | 22Ay0 O@SyiGadzaNBE Ayg@SadySyid GBI
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possible effects of this inability to obtain sufficient appropriate audit evidence are both material an
pervasive to the consolidated financial statements. Therefore, the statutory auditor should issue a
disclaimer of opinion.

The relevant extract of the Disclaimer of Opinion Paragraph and Basis for Disclaimer of Opinion
paragraph is as under:

Disclaimer of Opinion:

We do not express an opinion on the accompanying financial statements of MNO Ltd. Because of]
the significance of the matters described in the Basis for Disclaimer of Opinion section of our repo
we have not been able to obtain sufficient appropriate awlidence to provide a basis for an audit
opinion on these financial statements.

Basis for Disclaimer of Opinion:

¢KS DNRJzZLIQa AYy@SadYSyid Ay AlGRsBR AGNE MY (2205 K

O2yaz2f ARFGSR oFflyOS aKSSG>X 6KAOK NBLINBaSy
2021. We were not allowed access to the management and the auditors of XYZ Company, includi
L% [ 2YLI yeQa | dzR Aigh2ANE resull; weRvaré unabi © deYeSnhé whéther

lye FRadzaliYSyida 6SNBE ySOSaalNE Ay NBaLISOG 2
assets that it controls jointly, itsINR LI2 NI A2y I € &aKIFNB 2F . % [ 2YL]
NBalLl2yaArofST AdGa LINPLR2NIA2YIlIf aKFENB 2F - %Q
making up the consolidated statement of changes in equity) and the consolidated@ash f
statement.

ILLUSTRATICOS [SA 705]

CA Yash is the statutory auditor of Laksmi Vardhan Limited for the FY -202(n respect of loans
and advances of Rs. 55,00,00@fven to Sarvagya Private Limited, the Company has not furnished
any agreement to CA Yash and in absence of the same, heabla to verify the terms of

repayment, chargeability of interest and other terms. What kind of opinion should CA Yash give in
such situation?

ANSWER:

In the present case, with respect to loans and advancé&sd5,00,000f given to Sarvagya Private
Limited, the Company has not furnished any agreement to CA Yash. In absence of such agreeme
CA Yash is unable to verify the terms of repayment, chargeability of interest and other terms. For
auditor, while verifing any loans and advances, one of the most important audit evidences is the
loan agreement. Therefore, the absence of such document in the present case, tantamount to a
material misstatementn the financial statements of the company. However, the inability of CA Yas
to obtain such audit evidence is though material but not pervasive so as to require him to give a
disclaimer of opinion. L¢

Q

Thus, in the present case, CA Yash should give a qualified apinion
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ILLUSTRATION 7:

In the financial year 20221, MSD Ltd. faced an extraordinary event (earthquake), which
destroyed a lot of business activity of the company. These circumstances indicate material

dzy OSNI F AyGe 2y GKS O2YLI ye&Qa | o6AdhkvertitmagnoO2 y (i

be possible for the company to realize its assets or pay off the liabilities during the regular course
of its business. The financial statement and notes to the financial statements of the company do
not disclose this fact. What kind afpinion should the statutory auditor of MSD Ltd. issue in such
circumstances?

ANSWER:

In the present case, there exists a material uncertainty that cast a significant doubt on the
O2YLI yeQa FoAfAGe (2 O2yliAydzS a 3I2Ay3 02y 0
statements of MSD Ltd. As such, the financial statements of MSibt tle FY 202@1 are

materially misstated and the effect of the misstatement is so material and pervasive on the financi
statements that giving only a qualified opinion will be insufficient and therefore the statutory
auditor of MSD Ltd. should issae adverse opinion.

ILLUSTRATION 8:

CA Abhimanyu is the statutory auditor of PQR Ltd. for the FY 2B20During the course of audit
CA Abhimanyu noticed the following:

a) With respect to the debtorsamounting to Rs. 150 crores, no balance confirmation was
received by the audit team. Further, there have been defaults on the payment obligations by
debtors on the due dates during the year under audit. The Company has created a provision
for doubtful debts to the tune of Rs.25 Cr. during the year under audit. The Company has
stated that the provision is based on receivables which are older than 36 months, which
according to the audit team is inadequate and as such the audit team is unable to ascertain
the carrying value of trade receivables.

b) Further, in respect of Inventories (which constitutes 40% of the total assets of the company),
during the reporting period, the management has not undertaken physical verification of
inventories at periodic intervals. Also, the Company has not maintaine@quate inventory
records at the factory. The audit team was unable to undertake the physical inventory count
as such the value of inventory could not be verified.

ANSWER:

In the present case, CA Abhimanyu is unable to obtain sufficient and appropriate audit evidence
with respect to the following:

1. The balance confirmation with respect to debtors amountin$d.50 crores are not available.
Further there has been default in payment by the debtors and the provision so made is not «
adequate. The audit team is also unable ascertain the carrying value of trade receivables.
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HP 2A0K NBaLISOG G2 nmw: 2F (GKS O2YLI yéQa AyQ
by the management nor are adequate inventory records maintained. The audit team is also unablg
to undertake the physical inventory count as such the valuevantory could not be verified. In the
above two circumstances the auditor is unable to obtain sufficient appropriate audit evidence on
which to base the opinion, and the possible effects on the financial statements of undetected
misstatements, if any,auld be both material and pervasive.

Thus, CA Abhimanyu should give a Disclaimer of Opinion.

ILLUSTRATION 9: [SA 706]

In respect of the audit of BDS Ltd., the statutory auditor of the company noticed some matters.
¢CKS a0l ddzi2NE FdzZRAG2NI gl yida (G2 RNIg (GKS dzasS
opinion is not modified in respect of such matters. Draft the relevgrdragraphs of the audit

report for the following matters:

a) The company has a plan to resume its construction activities with respect to one of its
thermal power project the activity of such power plant was suspended in the FY 2098
The thermal power project comprises of the plant and equipment amountingRe.5.95
crore and capital work in progress ¢ts.147.50 crore.

b) The financial statements of 5 branches are included in the Standalone Financial Statement
of BDS Ltd. whose financial statements reflect total assetssf90 crores as at 31.03.2021
and total revenue from operations oRs.40 crores for the year ended on that date. The
financial statements of these branches have been audited by the branch auditors.

ANSWER:
Emphasis of Matter

We draw attention to the following note of the standalone financial statements: Note 27 regarding
the plans of the Company to resume construction/developmental activities of a thermal power
project. The carrying amounts related to the project as at 31stdla2021 comprise of plant and
equipment ofRs.5.95 crore and capital work in progressRs.147.50 crore.

Our opinion is not modified in respect of this matter.
Other Matter:

We did not audit the financial statements of 5 branches included in the Standalone Financial
Statements of the company whose financial statements reflect total ass€s.80 crores as at
31.03.2021 and total revenue from operationsR¥.40 crores for the year ended on that date. The
financial statements of these branches have been audited by the branch auditors whose reports
have been furnished to us, and our opinion in so far as it relates to the amounts and disclosures
included in respct of these banches, is based solely on the report of the branch auditors. N
Our opinion is not modified in respect of this matter S
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ILLUSTRATION 10: [SA 610] [Ref: PG. 2.27 in ICAI SM Nov 2020 Edition]

CA. Amboj, a practicing chartered accountant has been appointed as an internal auditor of Textile
Ltd. He conducted the physical verification of the inventory at the yesard and handed over the
report of such verification to CA. Kishore, the statutory atmt of the Company, for his view and
reporting. Can CA. Kishore rely on such report?

ANSWER:

USING THE WORK OF INTERNAL AUDITOR:LJSNJ {! cmn &l aAy3a GKS 73
while determining whether the work of the internal auditors can be used for the purpose of the
audit, the external auditor shall evaluate

2|

1) ¢KS SEGSY(l G2 6KAOK GKS AYOASNYLlFt FdzRAG ¥Fdzy

and procedures support the objectivity of the internal auditors;
2) The level of competence of the internal audit function; and

3) Whether the internal audit function applies a systematic and disciplined approach, including

quality control.

Further, the external auditoghall not use the workf the internal audit function if the external
auditor determines that:

1) ¢ KS Fdzy Ol A 2 y Satus anNi@levent doliciémiddrddedureslo not adequately
support the objectivityof internalauditors.

2) The functionlacks sufficient competencer

3) The functiondoes not apply a systematic and disciplined appro@uetiuding quality control.

ANALYSIS AND CONCLUSIONre instantcasd, ! ® YA &AK2NBE aK2dzZ R | 308
scope of verification, area of coverage and method of verification. He sheulelw the report on
physical verificatioiaking into consideration these factors. If possiliie,should also test check

few itemsand he can also observe the procedures performed by the internal auditors.

If the statutory auditor isatisfied about the appropriateness of the verificatibe can relyon the
report but if he finds that the verification is not in orddre has to decide otherwise.

Thefinal responsibility to express opinioon the financial statementmains with the statutory
auditor.

ILLUSTRATION 11: [SA 620]

While doing audit, Ram, the Auditor requires reports from experts for the purpose of Audit
evidence. What types ofeports/opinions he can obtain and to what extent he can rely upon the
same?

ANSWER:

QQ
Pagad O
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CIRCUMSTANCH®hile doing audit, Ram, the auditoan obtain the following types of reporter
options or statements of an expert for the purpose of audit evidence:

1. The valuation of complex financial instruments, land and buildings, plant and machinery,
jewellery, works of art, antiques, intangible assets, assets acquired and liabilities assumed |in
business combinations and assets that may have been impaired.

2. The actuarial calculation of liabilities associated with insurance contracts or employee

benefit plans.

The estimation of oil and gas reserves.

The valuation of environmental liabilities, and site clegncosts.

The interpretation of contracts, laws and regulations.

The analysis of complex or unusual tax compliance issues.

ook w

EVALUATION OF WOR¥hen the auditor intends to use the work of an expert,dimall evaluate
GKS I RSlidz 68 2F (KSnclhdieRA G2NDR& SELISNIG Q& 62 NJ

1. TheNBf S@I yvOS +vR NBI a2y 6 foScgnSldsidns,aid théik | G S B LIS
consistency with other audévidence

2. 1T GKI G S E LIS Nis&adi sigaifianl asshmpttb@sid #h&hods, theelevance and
reasonableness of those assumptiarsl methods in the circumstances and

3. F G KI G SELISNI Qse ofss@uidd datthaf i SignifitSnd to hiskwSrk, the
relevance, completeness, and accuracy of that source.data

4. INADEQUATE:F (G KS I dzZRAG2NI RSUSNXAYySa Gél i GKS| ¢
I RSljdzl 6§ S T2 NJ i K8§e shatizryled v@ithihsd expeldzvliie datra and
extent of further work to be performed by that experor perform further audit procedures
appropriate to the circumstances

QQ
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3. PROFESSIONAL ETHICSABILITIES OF
AUDITOR

Ethics
Professional

_____ Chartered Accountants in
Service
Overview of the Code of

The Chartered
Accountants Act, 1949:

Other Misconduct,

Council Guidelines Disciplinary Procedure
r First Schedule
l:{ecommended i Schedules to the Act |
egulatory Measures :

‘ Second Schedule

n
2
=
w
®
=
o
7]
7]
S
p=
o

INTROChartered Accountants aengaged in building trugb vast variety of users, whether
shareholders, government, banks, investors, employees or others, Wwhimbses a public interest
responsibility on their professiorike other professionals, Chartered Accountants also bane
set of code of ethicsThis Code of Ethics establishes ethical requirements for Professional
Accountants.

A Chartered Accountant, either in practice or in service, habide by these ethical behaviours
They are expected tiwllow the fundamental principles of professional ethiesile performing their
jobs.Service usersf professionals should keble to feel secure that there exists a framework of
professional ethicgvhich governs the provision of thoservicesAny deviatiorfrom the ethical
responsibilities brings thdisciplinary mechanisiamto action against the Chartereiccountants.

€

I 9aKLl { dzfeé&dfok dadevst Ehied):( A Q

Ethics are as old as human civilization. It is nothing butaivs or rules of acceptable behaviour
The whole foundation of any profession, particularly CA professidts, égsedibility.

The solepurpose of Code of Ethicsto ensure andiphold this credibility

Themain ingredienof our profession igndependence

The code of ethicacts as a shieldhich enables us to command respect.

PowbdpE

m,

hdzNJ Ly aiA@uzilS ooaa ka2 ({idRisJadspied tionmiethGbanistindnd it denotes
WS G SNy I tcawhkedingfwhey tBeSn@rld is asleep
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EXAMPLE A doctor lies to a patient about the serious condition of his health, thinking that
disclosing the seriousness of health may cause more distress to the patient. This would be
wrong as the doctor is hiding imperative information from the patierawidver, here,
improvement in health is given moral priority and hence it is justifiable to contravene other
morals.

EXAMPLE2: f | 6@SNJ A4 NBalLRyaAirofS (G2 KAA AYYS
client has committed an offence or not, the lawyer has to defend him before the court of law
whereas a Chartered Accountant, as an auditor, has the responsibility teghighhd bring to the
knowledge of stakeholders about where the client has flawed. This implies that there can be
different moral codes to different sections of society or professionals.

CODE OF ETHICS:

The code of ethics has been divided ititoee parts:

1. PART¢ 1: General Application of the code. (Both Practice, Business Bngployment)
Complying with the Cod&undamental Principles and Conceptual Framewatiich includes
the fundamental principles and the conceptual framework anapiglicable to all professional
accountants.

2. PARTc 2: Professional Accountants iRublic Practice.(For Practicing Auditors):

a) IN SERVICEpplies toProfessionalAccountants inService wherperforming professional
activities Professional accountants in servionelude professional accountants employed
engaged or contracted ian executiveor non-executivecapacity in, for example:

1 Commerce, industry or service.

The public sector.

Education.

The notfor-profit sector.

Regulatory or professional bodies.

b) INCA FIRM EMPLOYMENE&rt 2 isalsoapplicable to individuals who are professional
accountants in public practioghen performing professional activities pursuant to their
relationship with the firm as an employee.

= =4 4 A

3. PARTc 3: Professional Accountants iRublic Practice
Professionalccountants in Public Practioghich sets out additional material that applies to
professional accountants in public practice when providing professional services.

4. PART¢ 4A and 4Bindependence Standards

5. GLOSSARYontains defined terms (together with additional explanations where appropriate) O'

and described terms which have a specific meaning in certain parts of the Code.
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Overview of the Code of Ethics

Part 1 Part 2 Part 3 Independence Glossary
Standards
I |
e N (O N N |
Complying |
with the :
Professional
Code, Part 4B
Fundamental Professional cho’;m;?nts Part 4A
Principles Accountants '3 "t. - I
and in Service i P .
Conceptual
Samenoo: — ) Independence
Nnism——— for Assurance
E
Independence ngagements
for Audit and Other than
Review A;g::'_ : :{d
EPasgements Engagements
% o . e,

Q.NO.IWRITE ABOUT FUNDAMENTAL PRINCIPLES THAT GOVERN A PROFESSIONAL
ACCOUNTANT, SAY, AUIDITOR?

ANSWER:
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The fundamental principles as discussed in Code of Ethics of ICAI, to be complied, are given below:
A. INTEGRITY:

1. All professional accountants to Istraightforward and honesn both Professional and
Business relationships.
2. Professional Accountant shout be associated with reportseturns, communications or
other information where they believe that the information:
a. Contains anaterially falseor misleading statement
b. Contains statements anformation furnished recklessly
c. Omits or obscures (unclear) informatiarhere such omission or obscurity would
be misleading.
3. If the professional accountamgixpresses a modified repairt respect of above cases, then he
shall not consider to be in breach

B. OBJECTIVITY:

1. All Professional Accountants musidt to compromiseheir professional or business
judgment because djias, conflict of interest or the undue influenoéothers.

2. Relationships thabias or unduly influence the professional judgmenthe professional
accountantshould be avoided(In other words, wherever conflicts of interest arise such
relationship shall not be accepted by the professional accountants)

C. PROFESSIONAL COMPETENCE AND DUE CARE:

1. The objective is:

a. Tomaintain professional knowledge and skillthe level required to ensure that
clients or employers receive competent professional senbesed on latest and
updated technical & professional standarisd applicable legislations.

b. Toact diligentlyin accordance with applicable technical and professional standards.

2. Professional competends divided into two parts:

a. Attainmentof competence and

b. Maintenanceof competence.

3. Serving clients and employing organizatiavith professional competence requires the
exercise okound judgmentn applying professional knowledge and skill when undertaking
professional activities.

4. Maintenanceof professional competenc@quires continuous awareness and understanding
of relevant technical, professional and business developments.

5. DELIGIENCBIligencerequiresan accountanto act carefully thoroughly and on timely
basis.Professional accountant shouiake steps to ensuréhat thoseworking under the
professional accountaritaveappropriate training and supervision

105
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NOTEWhere appropriate, a professional accountahiall make clientghe employing
2NBFYATFGA2Y S 2NJ 20KSNJ dzaSNB 27T (0 Kaardofiie? dzy| (i
limitations inherentin the services or activitief.g., Mentioning in Letter of Engagement about
inherent limitations of an audit]

D. CONFIDENTIALITY:

1. A professional accountant shall comply with the principle of confidentiality, which requires
anaccountant to respect the confidentiality of informati@aequired as a result of
professional and employment relationshipéich may bgresent or prospective

2. A Professional accountashould refrainfrom -

a. Disclosing confidential informationith outsiderswithout proper andspecific
authority, UNLES8ere is a legal or professionadiity or right to discloser
b. Usingconfidential information taheir personal advantage of%arty advantage

3. The professional accountant shaihintain confidentiality even in a social environmelint.
other words, he shatiot sharesuch information even to a close or immediate family
member.

4. MAINTAINAFTER END OF RELATIONSHIHidentiality shall be maintaineglzen after end
of the relationship with clienbr employer as required under legal and professional
standards.

5. CIRCUMSTANCES EXCEPTION TO CONFIDENT lihkelTotlowing cases thegrofessional
accountants are permitted to disclosenfidential information to outsiders if:

a. Requiredby Law.
b. It ispermitted by lawandauthorized by client[E.g.Production of documents in the
courseof legal proceedings
c. Itismandatoryunder the law[If No Prohibition is there then it is assumed that the
law permits]
d. Professional Duty or right to disclose:
i. To comply withPeer Reviever Quality Reviews
ii. To respond to amqguiryin an investigation by regulatory.
iii. To comply withtechnical and professional standards

6. FACTORS FOR DISCLOSiN&ciding whether taliscloseconfidential information or not,
the professional accountants should consider the following points:

a. Whether theinterests ofanyparty, including third parties whose interests may be
affected,could be harmed

b. Whether all the relevant information lenown and substantiated

c. The type of communication that is expected anduwoom it is addressed.e., right
recipient or not)

d. Whetherthe partiesto whom the communication is addressade appropriate
recipients.

10A
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E. PROFESSIONAL BEHAVIOUR:

1. Professional accountant shall not knowingly engage in any employment, occupation or
activity that impairs or might impair the integrity, objectivity or good reputation of the
profession, and as a result would be incompatible with the fundamental principles.

2. In marketing and promoting themselves and their work, professional accounsantdd not
bring the profession into disrepuf®iscredit]. Professional accountants shouldhamest
and truthful and should not:
a. Makeexaggerated claimfr the
i. Services they are able to offer,
ii. The qualifications they possess, or
iii. Experience they have gained.
b. Makedisparaging references or unsubstantiated comparigonsie work of others.
(E.g., Degrading fellow members)
c. Anydirect or indirect measure® advertise any professional/other facts which are in
violation of AdvertisemenGuidelines issued by the Council of the Institute from time
to time.

CONFLICT ARISES ON FUNDAMENTAL PRINCIPLES:

1. A professional accountambight face a situatiom which complying with one fundamental
principle,conflict with complying with one or more other fundamental principlessuch a
situation, the accountant might consider consulting, with:

a. Others within the client or employing organisation.
b. Those charged with Governance.

c. The Institute.

d. Legal Counsel.

2. He shall exercise hofessional judgment in resolvirlge conflict or disassociate from the
matter creating conflict.

Q.NO.2THE CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS AS PER IFAC IDENTIH
DIFFERENT TYPES OF THREATS TO INDEPENDENCE OF AUDITORS? EXPLAIN IN DET/

ANSWER:

The conceptual framework specifiaa_ approach for a professionatcountant to:
1. ldentify threatsto compliance with the fundamental principles
2. Evaluatethe threats identified and
3. Address the threats bgliminating or reducing therto an acceptable level.

PART 1LDENTIFICATION THE THREATS:

107
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The Fundamental Principles are threatened@yge of threatsvhich are broadly classified into the
following types: (As per International Federation of Accountants)

A. SELF INTREREST THRHA® 8ireat that a financial or other interestill INAPPROPRIATELY
influencet LINRPFS&aaAazylf | 002dzyilyiQa 2dzRIAYSyYy

Examples:

Having airect financial interesin a client

Undue dependencen total fees from a client.

Having a closbusiness relationshiwith a client.
Concern about thg@ossibility of losing client.

Potential employmentvith a client.

Contingent feeselating to an assurance engagement.

SR o

B. SELF REVIEW THREAW&threat that a professional accountawill not appropriately
evaluate the results of a previous judgmenade; or aractivity performedby the accountant,
or by another individuab A G KA Y (1 KS | d @plogyhdoigahidatich, off iihlBythe
accountant will rely when forming a judgmeass part of performing a current activity.

Examples:

1. Thediscovery of &ignificant error during a revaluationof the work of the professional
accountant in public practice.

2. Reporting on the operation of financial systeafter being involved in their design or
implementation

3. Havingprepared the original datased to generate records thare the subject matter of
the engagement

4. A member of the assurance team being, or having recently keedirector or officer of that
client

5. Performinga servicdor a client thatdirectly affectshe subject matter of the assurance
engagement.

C. ADVOCACY THREATI®: threatthatalJNP F S &aA 2y I £ | 002 dzy ot y

2

g A

SYLX 28Ayd 2pbsHioni 2l (ES2WRAY (I (i EbledivityiikcBmprofi€ed dzy

Examples:

1. Promoting shares a listed entity when that entity is a financial statemexidit client

2. Acting as amdvocate on behalf of an assurance cligmlitigation or disputes with third
parties.

3. lobbying infavour of legislatioron behalf of alient.

D. FAMILIARITY THREATI® threat thatdue to a long or close relationshiith a client, or
employing organization, a professional accountaiit be too sympathetic to their interestsr
too accepting of their work;
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Examples:
1. A member of the engagement team haviaglose or immediate family relationshipth a
director or officer of the client.
2. Aformer partnerof the firmbeing a director or officer of the cliewr an employee in a
position to exert direct and significant influence over the subject matter of the engagement.
3. Acceptingifts or preferential treatment from a clientinless the value is clearly
insignificant.
4. Long associationf senior personnel with the assurance client.

E. INTIMIDATION THREATSe threat that a professional accountawill be deterred from acting
objectivelybecause ofctual or perceived pressurescluding attempts texerciseundue
influenceover the accountant.

Examples:

1. Being threatened witldismissal or replacemein relation to a client engagement.

2. Beingthreatened with litigation

3. Beingpressured to reduceappropriately the extent of work performed in ordgy reduce
fees

4. Being informed that @lanned promotion will not occuunless the accountant agrees with
an inappropriate accounting treatment.

PART 2 EVALUATION OF THREATS:

The conditionspolicies and procedures describabdovemight impact the evaluationf whether a

threat to compliance with the fundamental principles is at an acceptable level.

1. Acceptable levelAn acceptable level slevel at which a professional accountasing the
reasonable and informed third party testould likely conclude that the accountaobmplies
with the fundamental principles

2. Reasonable and Informed Third Partyhereasonable and informed third party telsta
consideration by the professional accountant about whetherghene conclusions would likely
be reached by another partysuch consideration is made from the perspective of a reasonable
and informed third party, who weighs all the relevant facts and circumstances that the
accountant knows, or could reasonably be expected to know, at the time the conclusions are
made. The rasonable and informed third pargoes not needd be an accountanut would
possess the relevant knowledge and experietacanderstand and evaluate the appropriateness
2F GKS | 002 dzy i yimp&tal marthef Of dzaA2ya Ay Ly

PART % ADDRESSING THREATS:

1. ELIMINATE OR WITHDRAWhe professional accountant determines titae identified
threats to compliancevith the fundamental principles aneot at an acceptable levethe
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accountantshall address the threatsy eliminatingthem or reducing them to an acceptable
level. The accountant shall do so by:
a. Eliminating the circumstancescluding interests or relationships, that are creating the
threats. [E.g., Will not acquire shares]
b. Applyingsafeguardswhere available and capable of being applied, to reduce the threats
to an acceptable leve]E.g., Makes relatives not to acquire sharm@s]
c. Declining oendingthe specific professional activitje.g.,Do Not accept audit if he or his
relatives has shares in the company]

2. COMPULSORY WITHDRAWAL FROM ENGAGHMIpHding on the facts and circumstances,
athreat might be addressed by eliminatitize circumstance creating the threat. However, there
are some situations in whidhreats can only be addressed by declining or ending the specific
professional activityThis is because the circumstances that created the threats cannot be
eliminated, andsafeguards are not capable of being appliededuce the threat to an
acceptable level.

Q.NO.3IN ORDER TO ELIMINATE THREATS TO FUNDAMENTAL PRINCIPLES, SAFEGUARDS HA
BE CREATED. EXPLAIN VARIOUS SAFEGUARDS TO REDUCE OR ELIMINATE VARIOUS |THR

ANSWER:

Safeguards aractions individually or in combinatidhat the accountant takes thagffectively
reduce threatdo an acceptable level. Safeguandgydepending on thdacts and circumstances
1. Safeguards created by profession, legislationegulations and (E.g., Disqualifications)
2. Safeguards created by work environment
a. Firmwide Safeguards
b. Engagement specific safeguards

A. FIRMWIDE SAFEGUARDS:

1. Leadership qualitiesf the firm w.r.t fundamental principles.

2. Policies and procedures tmplement and monitor quality controls.

3. Documented Internal control policiglat protects fundamental principles.

4. Usingdifferent partners and engagement teamdth separate reporting lines for the
provision ofhonassurance services to an assurance client.

5. Timely communicationdf FANX Q& LJ2f A O &klBpartnérs/aRd piofesBiohdl R dzNB
staff, and appropriate training and education on such policies and procedures.

6. Adisciplinary mechanisro promote compliance with policies and procedures.

B. ENGAGEMENT SPECIFIC SAFEGUARDS:

1. Assignincadditional time and qualified personntel required tasks when an engagement hasCD
been accepted might address a delerest threat. :;

(@)

o

n
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2. Involving aradditional professional accountatd review the work done or otherwise advise
as necessary. (E.g., Independent reviewer)

3. Consulting arndependent third party such as a committee of independent directors, a
professional regulatory body or another professional accountant.

4. Discussingthical issues with those charged with governantéhe client.

5. Disclosing to those charged with governance of the clientidierre of services provided
and extent of fees charged

6. Involvinganother firm to perform or rgperform part of the engagement.

7. Rotatingsenior assurance team personnel.

8. Separating teamsvhen dealing wittmatters of a confidential natureight address a self
interest threat.

Q.NO.4AWRITE ABOWNon-Compliance with Laws and Regulations (NOCI?AR)
ANSWER:

1. APPLICABILITY OF NOCLAR IN INDIA:
a. The IESBA Code of Ethics makes NOCLAR applicable to all assignments (in case of
members inpractice), and to all employers (in case of members in service).
b. However, in the ICAI Code, as of ndmgtitute has restricted applicability of NOCLAR to
Audits assignment disted entities (in case of members in practice) and for the
members in servicapplicability has been restricted employees of listed entitieonly.

2. NOCLAR MEANING:

a. In the course of providing a professional service to a client or carrying out professional
activities for an employer, a Professional accountaaly come across an instance of
non-compliancewith lawsand regulations (NOCLAR)smspected NOCLAR committed
about to be committed.

b. NonO2 YLI Al YOS GAGK I ©2YLYRI NBOIdzD | OR ¥ VAN
omission or commission, intentional or unintentionahich are contrary to the
prevailing law®r regulations committed by:

i. Aclientk LINR ¥ S & & A 2y keniployin® @dgauisation y (G Q &
ii. Those charged with governanoéa client or employing organisation.
iii. Managementof a client/ employing organisation or
iv. Other individuals working fasr under the direction of a client/ employing
organisation.

3. DO NOT INCLUDE PERSONAL MIS CONBeTer, NOCLAR under Revised Code of Ethics
does not address the personal misconduntelated to the businesactivities of the client/

employing organisation and nezompliance by parties other than listed out in the definition of «
NOCLAR. :
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4. EXAMPLE®s per IESBA, following examphasuld be covered in NOCLAR
a. Fraud, corruption and Bribery
b. Money laundering, terrorist financing and proceeds of crime

Securities markets and trading

Banking and other financial products aservices

Data protection

Environmental protection

Public health and safety

Tax and pension liabilities and payments

e

5. OBJECTIVEhe objective of NOCLAR is thairning a blind eye to potential NOCLARot an

appropriate response from professional accountanthile placing renewed emphasis on the
roles of management and those charged with governance in addressing the matter. Further, it

increases awareness and understanding among Professionalintant of their legal and
regulatory responsibilities when they face NOCLAR.

6. Someimportant facts about NOCLA#Re given below:

a. During Course of Providing a ServiedOCLAR will be applicable if a professional accountant

encounters, or is made aware of, neompliance or suspected nesompliance in the course
of providing a professional service to a client. Heasrequired to investigatenor
responsible foensuring compete compliance

. Expertise of Laws not Require& professional accountant &pected to apply knowledge
and expertise, and exercise professional judgment. Howdaeis not expected to have a
level of knowledge of lawand regulationgreater than that which is requireid undertake
the engagement. Whether aact constitutes norcompliance is ultimatelg matter to be
determined by a courbr other appropriate adjudicative body.

Certain Matters Expressly out of PurvieWMatters thatare clearly inconsequentiar

relating to personal misconduct pertaining to business activities of the client not covered.

. Disclosure, which is Contrary to Law not Requirédd per IESBA Code, disclosure of the
matter to an appropriate authority would berecluded if doing so would be contraiy law
or regulation.

7. NOCLAR vs. SA 250:
a. SA 250 is applicable only on Audit, arad on other Assurance engagemenkowever,

NOCLAR is applicable on professional accountamservice and inpractice Among those in
practice, itapplies to Auditors, as well as professional servitber than Audit. However,
degree of responsibilitpf the professional accountanariesas per the role.

{!' Hpn GFf1&a 27F | dzRA lindngBikct eEctiohdpe/datarminafiodf (i A
material amounts and disclosures in the financial statements (such as tax and labour laws)

andother laws and regulations that do not have a direct effectthe determination of the
amounts and disclosures in the financial statements, but compliance with which may be
fundamental to the operating aspects of the business.
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C.

8. STEPS FGESPONDING TO NOCLAR:
a.

NOTEIt may also be noted that in a situation where disclosure ought to be made by the
Auditor,thed ! LILINR LINRA | G S | dzG K2NAG&€¢ F2NJ G6KS LIdzN1LJ2
the matter.

For example, thappropriate authority would be SEIthe case of fraudulent financial
reporting. Appropriatealignment has been made in the Code wiglgard to requirements of
Confidentiality as required under Chartered Accountants Act, 1949.

@ -0 ao00T

NOCLAR, while being alike to SA 250 till this poifirtiser ahead of it in that it takes into
account noncompliance that causes substantial har@sulting in serious consequences in
financial or norfinancial terms.

SA 250 does not define stakeholdeREOCLAR is related to affect of Ammmpliance on
investors, creditors, employees as also the general public.

As per NOCLAR,enceptional circumstanceshe professional accountamiight become
aware of an imminent breach of a laaw regulation that woulccause substantial harmo
investors, creditors, employees or the general public. Having first considered whether it
would be appropriate to discuss the matter with management or those charged with
governance of the company, the accountahiall exercise professional judgmeartd
determine whether to disclose the matter immediately to an appropriate authorityrder

to prevent or mitigate the consequences of such imminent breach. If disclosure is made, that

disclosure is permitted. This provision is not existent in SA 250.

Obtaining arunderstanding of the matter

Addressinghe matter

SeekingAdvice

Determining whethefurther action is needed

Determining whether to discloste matter to an Appropriate Authority
ImminentBreach

Documentation

9. PROVISIONS OF CONFIDENTIALITY UNDER CHARTERED ACCOUNTANTS ACT, 1949
a. For Members in practiceClause (1) of PaH of First schedule to The Chartered
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Accountants Act, 1949 chartered accountant in practighall be deemed to be gquiltyf
professional misconduct, if heiscloses information acquired in the coursehis
professional engagememd any person other than his client so engaging ,ithout the
consent of his cliendr otherwise than as required by any Idar the time being in force
For Members in serviceClause (2) of Paiil to the Second Schedule of the Chartered
Accountants Act, 19494 member of the Institute whether in practice or not, shall be
deemed to be guiltyf professional misconduct, life being an employeef any company,
firm or persondiscloses confidential information acquire@dthe course of his employment (¥
except as and when required by any law the time being in force ogxcept as permitted by :

the employer
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10.DOCUMENTATION REQUIREMENTS IN NC&hwAded Code over and above require the
professional accountant to follow the additional documents requirements as under:

a. How management / those charged with governance hagponded to the matter

b. Thecourse of action the accountanbnsidered, the judgments made and the decisions that
were taken, having regard to the reasonable and informed third party test.

c. How theaccountant is satisfied that the responsibildlpublic interest has been fulfilled.

d. Thisdocumentation is in addition to complying with the documentati@guirements under
applicable auditing standards. SAs, for example, require a professional accountant
performing an audit of financial statements to:

e. Preparedocumentation sufficient to enable an understandiofgsignificant matters arising
during the audit, the conclusions reached, aignificant professional judgmentsade in
reaching those conclusions.

f. Documentdiscussions of significant matters with managemehbse charged with
governance, and others, including the nature of the significant matters discussed and whern
and with whom the discussions took place; and

g. Documentidentified or suspected noeompliance and the results of discussion with
management and, where applicable, those charged with governance and other parties
outside the entity.

Q.NO.SWRITE ABOUT MEMBERSHIP OF THE INSTITUTE?
ANSWER:

A. REGISTER OF MEMBERSHIP (SEThd @puncil shall enter requisite details in the register of
membersafter receiving a valid applicatidrom the applicant:

Thereqister of members shall includiee following details:
1. Full Name, Date of Birth, Domicile, Residential and Professional Address.
Date of Entryof name in the register.
Whether the membehold COP or not
Qualificationsof the Member.
Any other prescribed details.

o~ wbd

B. DISABILITIES / DISQUALIFICATIONS FOR THE PURPOSE OF MEMBERSHIP (SEC.8):

In the following circumstances a persordebarred from having his nanmentered in or borne
on the Register of Members of the Institute:
1. If he hamot attained the age of 21 yeasd the time of his application for the entry of his

name in the Register. S
2. If he is olunsound mindand stands so adjudged by a competent court. :
3. If he is arundischarged insolvent
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If he, beinga discharged insolvenhasnot obtained from the court a certificatstating that
his insolvency wasaused by misfortune without any miscondwet his part. (innocent
defaulter)
If he has been convicted by a competent Court whether within or without India:
a. Of an offence involving moral turpitudend punishable with transportation or
imprisonment or
b. Of an offence, not of a technical natyrommitted by hinin his professional
capacity.
If he has beememoved from membershipf the Institute onbeing foundon inquiry to have
beenguilty of professional or other misconduct

Note: If a memberknowingly fails to disclose the faittat he suffers from above disabilities, it
will amount to professional misconduct. Accordingly, his namag be removed from
permanentlyROM by the council.

C. TYPES OF MEMBERSHIP OF INSTITUTE $Ee@/®&@mbers of the institute are divided into

the following designations:

ASSOSIATE CHARTERED ACCOUNTANT:
Any personwhose nameéhas beerentered in the Registeshall be deemed to havsecome an
Associate of the Institutand shall also be entitled to uskee letters A.C.A. after his nante

indicate that he is an Associate Member of the Institute.

FELLOW CHARTERED ACCOUNTANT:

1.
2.

An associatenember who has been icontinuous practice in India for at least 5 years
A member who has been associate for a continuous periad not less than 5 yearsnd

who possess such qualificatioas may be prescribed by the Council with a view to ensuring

that he has experiencequivalent to the experience normally acquirad a result of
continuous practice for a period of 5 years as a Chartered Accountant.GBE.g/orking
under a practicing member or audit firm at least 5 years even though not in practice in
individual capacity.

The abovementioned members shall be entitledus®e the letters F.C.A. after his nanoe
indicate that he is a Fellow Member of the Institute.

D. REMOVAL OF NAME FROM THE REGISEERO):

The council, on the following occasions, may remove the name of any member from ROM:

1.

A membemwho is dead

2. A member from whom aequest has been received for removal
3.
4. A member who has beeaifected with disabilitiespecified u/s. 8 of ICAI Act, 1949.

A member who hagot paid required fee(E.g., Renewal fee for COP)
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NOTEIf the name of any member has besmovedfrom the Registefor non-paymentof
required fee, then, on receipt of an applicatigns name may be entered agamthe Registeg

on payment of thearrears of annual fee and entrance falwng with such additional fee, as may
be determined by the Council.

. RESTORATION OF MEMBER®RHEBL 19)

Requlation 1®f the Chartered Accountants Regulations, 1988, states thah#émee of the
member may be restoretly the Council in the Registen an applicationin the appropriate
Form, received in this behalf whose name has besnovedfrom the Registefor non-payment

of prescribed feas required to be paid by him, if he is otherwise eligible to such membership,
on his paying the arrea annual membership fee, entrance fee agdditional feedetermined

by the Council under the Act.

Theeffective date in case of restoratiaf cancelled membership, in different situations, shall
be in the following manner:

1. APPLICATION FOR RESTORATION AND REMOVAL ARE MADE IN THE SAME YEAR:
If removalhappened on account afon-payment of requiredee ¢ Restoration shall beith
effect from the date on which it was removéam register, provided, the member pays
required fee including entrance fee and any additional fee as may be prescribed by council
(In other words, there will not be any break in service.)

2. REMOVAL OF NAME IN A DISCIPLINARY ACTION*:
Restorationdate shall ben accordance witlthe order.
*Board of Discipline, Disciplinary committee, Appellate authority or High court.

3. ANY OTHER CASE:
Restoration shall bwith effect from the date on which the applicati@nd fee are received.

. PENALTY FOR FALSELY CLAIMING TO BE A MEMBER (SEC.24):

Any person who

1. Not being a membeof the Institute
a. Represents that he B member of the Institute.
b. Uses the designatioas Chartered Accountant

2. Being a member of the Institute, babt having a certificate gbractice representghat

he is in practicer practices as a Chartered Accountant.

3. Shall be leviablith a fine
a. 1STTIME:up to Rs. D00/- on first convictionand
b. SEBSEQUENT TINt:subsequent convictionsfine up to Rs. ®00/- or

imprisonment up to 6 monthser with both.
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[ A4S [FgY at NBY . I NIhe coRtSoOakidriGngl crdef/judimial ® n T
magistrate had by its judgement found the accusgdilty under section 24(i)(a) & (bj the
chartered accountants act, 1949 asdction 465 of the Indian penal cadEhe court imposec
a fineon the accused and in the event of his failure to pay the fine, sentenced to rigorou
imprisonment for three months.

Q.NO.6WRITE ABOUTHARTERED ACCOUNTIWNPRACTICE?
ANSWER:
A practicing Chartered Accountant ip@rson who is a member of the Instiiand is holding

Certificate of Practice; and includes sumbmbers of the Institute who are deemed to be in Practice
in accordance with the provisions of the Chartered Accountants Act, 1949.

A. SIGNIFICANCE OF COP:

1. COPNo member of the Institute shall bentitled to practce whether in India or elsewhere
unlesshe hasobtained fromthe Council aertificate of practice

2. ANNUAL FEEBvery such membeshall pay such annual féer his certificateas may be
determined, by notification, by the Council [..]

3. The certificate of practice obtained under ssbction (1)nay be cancelletly the Council
under such circumstances as may be prescribed.

4. Once a person becomes a member of the institgtgch person is bound tprovisions of CA
Act, 1949 and other regulations.

5. A member of the Institute can have other capacity in which he can take up such practice
separable from his capacity to practice as a member of the Institute. (l.e., a Member can
practice only as a member of institute.)

6. If COP is cancellemt terminated, such persooannot undertake any other assignmemhich
he is entitled to undertake only as a member of the institute.

IN NUTSHELR Chartered Accountant whosame has been removedom the membership for
professional and/or other misconduct, during such period of remavéilnot appear beforghe
various tax authorities or other bodié®fore whom he could have appearedhis capacity as a
member of this Institute

Example:f and when heappears before the Incomtax Tribunal as an Incomax
representative after having become a member of the Institute, he coulmbgear only in his
capacity as a Chartered Accountamd a member of the Institute (Only with COP).

In other words, a member who ssispended from practice cannahdertake suclassignments  «
which heordinarilyundertakesin the capacity of membeof institute.
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Refer Q No. 1 in lllustrations

B. CANCELLATION AND RESTORATION OF COP (REGL.10 & REGL.11):

CANCELLATION (REGL.10):
COP shall be liable foancellation in the following cases:
1. The name of the person ismoved from ROM.
2. Certificatewas issued on the basis ioicorrect, misleading or false informatipar by
mistake or inadvertence (accidental).
3. A member hageased to practice
4. A member hagot paid annual fedor certificate of practiceill 30th day of Septembewf
the relevant year.
NOTEWhere COP is cancelled, the holder shall surrender certificate to the secretary of the
institute.

RESTORATION (REGL.11):
The Council masestore the COWith EFFECT FROM the date on which it was cancelled
1. To a member whoseertificate has been cancelled due to rpaymentof the annual fee
for the COP and
2. Anapplication together with the fees received by the Secretdpgfore the expiry of the

relevant year

C. DEEMED TO BE IN PRACTICE (SEC.2):

Every membeof the Institute isentitled to designate himsels a Chartered Accountant. There
are two classes of members, thosho are in practiceind thosewho are otherwise occupied
Ly {SOGA2y HOoHO 2F (GKS ! 00 GKS G4SNXY RSSYS

1. DEEMED TOBEINPRACTICEYSYOSNJ 2F GUKS LyadgaddzisS ack
when:
a) Individually or
b) In partnership with Chartered Accountants in practice, or
c) In partnership with members of such other recognized professions as may be prescribe
and
d) Consideratiorof remunerationreceivedor to be received for being
1) Engages himself in thgractice of accountancy.
2) Offers to perform or performs service involving the
I. Auditing or verification of financial transactions, books, accounts or records

ii. The preparation, verification arertification of financial accounting and related O
statementsor :
iii. Holds himselbut to the publicas an accountant.
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2.

3.

3) Renders professional services or assistance
I. In or aboutmatters of principleor
ii. Detailrelating toaccounting procedurer
iii. The recording, presentation @ertification of financiafacts or data
4) Renders sucbther servicess, in theopinion of the Coungilare to be rendered by a
Chartered Accountant in practice.
e) Amembershall be deemed to be in practidene, in higrofessional capacitgndneither
in_his personal capacity nor in his capacity as an empl®es as
i. Aliquidator, trustee, executgradministrator, arbitrator, receivegdviser or
representative for costingfinancial ortaxation mattersor
ii. Takes upan appointment made by the Central Governmenta State
Government or a court of law or any other legal authorityaots as a Secretary
unless his employment is on a salacpym-ull-time basis.

FOR TRAINING ARTICI&Sassociate or a fellow of the Instituteho is a salaried employee
of

a) Chartered Accountant in practice (individual) or

b) A firmof such Chartered Accountants or

c) Firm consisting abne or more chartered accountants and members of any other
professionabody having prescribed qualifications

Shall be deemed to be in practite the limited purpose of théraining of Articled

Assistants

A Chartered accountant in practicepermitted to render entire range of Management
Consultancyand OtherServiceMCOS]

MCOS EXCLUDBBZOShall not includehe function of (these are treated as Deemed to be
in practice)
a) Statutory or periodical audit, tax (both direct taxes andirect taxes) representation
or
b) Advice concerning tax matters or
c) Acting as liguidatgrtrustee, executor, administrator, arbitrator or receiver.

MCOS INCLUDES:

. Financial management planning and financial policy determination
. Capital structure planningnd advice regarding raising finance*.

iii. Working capital managemerit

. Preparingproject reportsand feasibility studies.

*O/ 2YAARSNI GA2y 2F aGGFE AYLIEAOLFGA2Y&E HKA
will be considered as partafa | Yy 3SYSy G [/ 2yadzZ GFyoe FyR @

. Preparing cash budget, cash flow statements, profitability statements, statements of sourg

and application of funds etc.
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vi. Budgeting including capital budgets and revenue budgets
vii. Inventory managementmaterial handling and storage.
viii. Market research and demand studies

ix. Pricefixation and other management decision making.

X. Management accounting systems, cost control and value analysis.

xi. Control methods and management information and reporting.

xii. Personnel recruitment and selection

xiii. Setting up executive incentive plans, wage incentive plans etc.

xiv. Management and operational audits

xv. Valuation of shares and businessd advice regarding amalgamation, merger and
acquisition. Acting as Registered Valuer under the Companies Act, 2013 read with The
Companies (Registered Valuers and Valuation) Rules, 2017. (incorporated pursuant to
decision of Council at its 388th Meeting

xvi. Business Policy, corporate planning, organisation development, growth and diversification.

xvii. Organisation structure and behaviour, development of human resources including design
and conduct of training programmes, work study,{ddscription, job evaluation and
evaluation of workloads.

xviii. Systems analysis and desigand computer related services including selection of hardware
and development of software in all areas of services which can otherwise be rendered hy
a Chartered Accountant in practice and also to carry out any other professional services
relating to EDP

xix. Acting as advisor or consultant to an issuacluding such matters as:

a. Drafting of prospectusand memorandum containing salient futures of prospectus.
Drafting and filing of listing agreement and completing formalities with Stock Exchanges,
Registrar of Companies and SEBI.

b. Preparation of publicity budgetadvice regarding arrangements for selection of (¥) ad
media, (ii) centres for holding conferences of brokers, investors, etc., (iii) bankers to
issue, (ivkollection centres(v) brokers to issue, (winderwriters and the underwriting
arrangement distribution of publicity and issue material including application form,
prospectus and brochure and deciding on the quantum of issue material (In doing so, the
relevant provisions of the Code of Ethics must be kept in mind). (c) Advice regarding
selecton of various agencies connected with issue, namely Registrars to Issue, printers
and advertising agencies. (ilvice on the post issue activitie®.g., follow up steps
which include listing of instruments and dispatch of certificates and refunds, iath t
various agencies connected with the work.

Explanation- For removal of doubts, it is hereby clarified that the activities of broking,
underwriting and portfolio management are not permitted.

xX. Investment counselling in respect of securities [as defined in the Securities Contracts
(Regulation) Act, 1956 and other financial instruments.] (In doing so, the relevant
provisions of the Code of Ethics must be kept in mind).

xxi. Acting as registrar to an issue and for transfer of shares/other securities. (In doing so, theCD
relevant provisions of the Code of Ethics must be kept in mind). F;

?

xxii. Quality Audit.
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xxiii. Environment Audit

xxiv. Energy Audit.

xxv.Acting as Recovery Consultant in the Banking Sector.

xxvi.Insurance Financial Advisory Services under the Insurance Regulatory & Development
Authority Act, 1999, including Insurance Brokerage.

xxvii. Acting as Insolvency Professional in terms of Insolvency and Bankruptcy Code, 2016
(incorporated pursuant to decision of Council at its 362nd Meeting).

xxviii. Administrative Services(incorporated pursuant to decision of Council at its 388eting)
Administrative services involve assisting clients with their routine or mechanical tasks
within the normal course of operations. Such services require little to no professional
judgment and are clerical in nature.

Examples of administrative services include:

a) Word processing services.

b) Preparingadministrative or statutory form$or client approval.

c) Submitting sucliorms as instructedby the client.

d) Monitoring statutory filing datesand advising an audit client of those dates.
For example, the functions of a GST practitioner as specified under Rule 83(8) of Centra
Goods and Services Tax Rules, 2017:
1) Furnish the details of outward and inward supplies.
2) Furnish monthly, quarterly, annual or final return.
3) Makedeposit for credit into the electronic cash ledger.
4) File a claim for refund.
5) File an application for amendment or cancellation of registration.
6) Furnish information for generation ofway bill.
7) Furnish details of challan in form GST-0AC
8) File an application for amendment or cancellation of enrolment under rule 58 and
9) File an intimation to pay tax under the composition scheme or withdraw from the

said scheme.

6. INVITATION TO OFFEREEMED TO BE IN PRACTIREact of setting up of an
establishment offering to perform accounting servieesuld be tantamount to being in
practice even thougio client has been served

7. COUNTED IN COP CALCULATAOMNmber of the Institute is deemed to be in practice
during the periodK S NBEYRSNHE WaSNIA OS SAGK | NYSR T2ND

Note:

1. MANAGEMENT SERVICER/ot beprovided to a company if the memberagpointed as a
statutory auditorfor the said company. (Sec. 144 of Companies Act, 2013.)

2. A CAin full time employmentispresenting his employer in a tax assessmérgannot be
treated as deemed to be in practicelowever, if he represents colleagues in tax assessments
then It may be treated as Deemed to be in practice.

3. Implications of a CA deemeéd be in practice: <«

a. Shall obtain COP. Q
b. Pay annual fee. N
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c. Obey council regulations, guidelines and professional standards.

Refer QNo. 2 in Illustrations

Q.NO.7COMPANIES CANNOT ENGAGERANCTICE OF ACCOUNTANCY. COMMENT.
ANSWER:

1. As per Sec. 25 of Chartered Accountants Act, 1849Company shall practice as chartered
accountants Further the termcompany includes Liwhich has gartner ¢ company

2. If a company contravenes with the above provision, every director, officer or secretary shall be|
punishable with a fineip to Rs.1000/- for first time conviction and®s.5000/- for subsequent
convictions.

3. Also, it is to be noted that, und€bmpanies act, 2013, onbn Individual or a Firm (Including
LLP) where majority of the partnease chartered accountants can be appointed as auditor of a
company.

4. From reading the above two provisions it can be concluded thatldhis eligible to aes an
auditor provided it shouldnot have a partner which is a company
w[[tQa 6KAOK KIF@S /2YLIye |a I LI NIGYSNI Aa

Q.NO.BMEMBER IN PRACTICE IS PROHIBITED USING ANY OTHER DESIGNATION OTHER T

CHARTEREACCOUNTANT. COMMENT.

ANSWER:
The members of the Institute are now permitted tige the word 'CA" as prefbefore their name
irrespective of the fact thathey are in practice or not

1. UnderSection 7of the Chartered Accountants Act, 1943nember in practice:
a. Cannot useny designatiomother than that of a Chartered Accountant
b. Cannot use any other description, whether in addition thereto or in substitution therefor.

2. Also, anember in practicenay use any other letters or description indicating membership of
Accountancy Bodies which have been approved by the Council, so Ieurhsise does not
imply:

a. Adoption of a designatioand/or
b. Does not amount to advertisement or publicity.

3. MEMBERSHIP OF FOREIGN INSTITTHESembers areERMITTED mention membership
of a foreign Institute of Accountancy, which has been recognized by the Ctiunaigh a
Memorandum of UnderstandinMoU) / Mutual Recognition Agreeme(iIRA) with the said
Institute.

O
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4. Merchant Banker / Advisor to an issu@&he membersnay apply for and obtain reqistration as
category Ma SNOKF yi . Fy1SN dzy RSN 46 KS {9.LQa Nz S

Consultantto anissue. Bf A SY i/ 2 Y LI Vv A Ssadadverfsantems régardndzY S v (i

capital issuename and address of the Chartered Accountantirm of Chartered Accountants
acting as Advisor or Consultant to the Issoeld be indicatedinder the caption
G! ROA&a2NXk/ 2yadzE dFyd (2 (GKS LaadzsSe o
However, the name and address of such Chartered Accountant/firm of Chartered Accountants
shouldNOT APPEAR PROMINENTLY

5. Directors of Companies, MEMBERS OF POLITICAL PARTIES, position in cliibg, members
of the Institute who are also Directors in Companies, membePotfical parties or Chartered
Accountants Cells in the political partjéslding different positions in clubs or other
organisationsARE NOT PERMITT&eDnentionthese positions as these would be violatnfe
the provisions of Section 7 of the Act.

6. A Chartered Accountant joractice isNOT ENTITLE®use the designatiod / 2 N1.J2 NJ &

7. Members of the Institute in practice who actherwise eligiblenay also practice as Company
Secretaries and/or Cost Accountants. Such members Sloalever, not use designation/s of the
I F2NBaAF AR LyadAddziSkad &dAYdz GFyS2dzate 6AGK
E.g., Inavolu. Ram Harsh@hartered AccountanGempany-Secretary-Cost-Accountant
Inavolu. Ram Harsha, CA, CS, CMA, DISBoBc is permitted usage.

8. For example, though a membeannot designate himself as a Cost Accounthttwever, he can
use theletters C.M.A after his nameavhen he is a member of that Institute.
E.g., Inavolu Ram Harsha, CA, DISA, CMA, CS, B.Com.

9. Further, the members are not permitted iz S G K S A(stahding forfCartifidél/ PublicQ
Accountant)on their visiting cards

10.NOT TO USE CERTAIN PHRASE Bnproper for a Chartered Accountant to state on his
professional documentthat he is arincometax Consultant, Cost Accountant, Company
Secretary, Cost Consultant or a Management Consulfgat Specified Qualifications,
Abbreviations can be used such as CS, CMA, DISA|]
For E.g., Professional Documents such as letter heads, Visiting cards etc.,

11.NOT IN PRACTIGENember whois not in practiceANDdoes not usehe designation of a
Chartered Accountanay use any othedescription.

Q.NO.9WRITEPROVISIONS RELATED TO MAINTENANCE OF BRANCH OFFICES. (SEC. 27)

ANSWER:

A. SEPARATE INCHARGE FOR EVERY OFFICE:
1. If an Individual or a Firm of Chartered Accountantsrhage than one office in Indjaach
one of such offices should be in t8&PARATE CHARGE OF A MEMBER of the Institute
2. Failurein this regard would constitutprofessional misconduct Q
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3. 182 DAYSA member being in charge of an offiocka Chartered Accountant in practice or a
firm of such Chartered Accountardgball be satisfied onliy the member isactively
associatedvith such office Such association shall be deemed to exist

a. RESIDE#:the memberresides in the placehere the office is situated for a period
of not less than 182 days in a year

b. ATTENDS OFFI@tre attends the saidffice for a period oot less than 182 days
a year or

c. In such other circumstances as,the opinion of the Executive Committeestablish
such active association.

B. MEMBER ICHARGE FOR MORE THAN ONE ORReimber caropen second office without

a separate charge of a membef institute in the following cases:

1. The second office Iscated in the same premises [i.e., One and Same Accomodaiion]
which the first office is located.

2. The second office iscated in the same cityin which thefirst office is located.

3. The second office is locatedthin a distance of 50 km from the municipal limitsa city, in
which the first office is located.

C. EXEMPTIORAP INHILL AREAB: member or firm can opetemporary officein plains subject

to the following conditions:
1. A member or a firm be allowed mpen temporary office$or a limited periodhot exceeding
3 monthsin a year.

2. Theregular office need not be closetliring this period and all correspondence can continue

to be made at the regular office.

3. Thename boardof the firm in the temporary office shouldbt be displayedt timesother
than the period such office is permitted function as above.

4. Thetemporary office should ndbe mentioned in thdetterheads, visiting cardsr any other
documents as a place of business of the member/firm.

5. Before commencement of every wintet shall be obligatory on the member/firm to inform
the Institute that he/it isopening the temporary offickom a particular date andfter the
office is closedt the expiry of the period of permission, an intimation to that effect should
also be sent to the office of the Institute by registered post.

IMPORTANT NOTES / CLARIFICATIONS:

1. NAME BOARDA member is allowed to putame board at his place of residenoevided it
is a nameplate or a nardeoard of an individual member ambt of the firm

2. MAIN OFFICEYhenmore than one offices located irthe same citythe membershall
declare which office is main office

3. MEMBER; PAID ASSISTANWTE:Themember in charg®ef branch office of the firm shall
be associated with the firraither as a partner or paid assistaiithe is paid assistant, then
he must be invhole time employmenfWTE]of the firm.

Refer Q Na; 3 and 4 in lllustrations
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Q.NO.10WHAT DO YOU MEAN BY A CHARTERED ACCOUNTANT IN SERVICE?

ANSWERAs per Code of Ethics, a Professional Accountant in Service or Chartered Accountant in
Service means professional accountant employed or engage@n executive or nogxecutive
capacity in such areas esmmerce, industry, service, the pubdiector, education, the nefior-

profit sector, regulatory bodies or professional bodies, or a professional accountant contracted by
such entities.

Q.NO.11WRITE ABOUT DISCIPLINARY PROCEBHREESTUDY]
ANSWER:

Sections 21, 21A, 21B, 21C;R2nd 22G of the Chartered Accountants Act read with The
Chartered Accountants (Procedure of Investigations of Professional and Other Misconduct of Cas
Rules, 2007 have laid down the followimgpcedure in regard to the investigation of miscondatt
members which has been summarized as under:
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Flow Chart of Discipline Procedure Mechanism

Receipt of (i) Complaint along with prescribed fee, or {ii) Information,
against member of ICAI of alleged misconduct

!
Disciplinary Directorate
!
Prima Facie Opinion
|
Il i ) 1
[ Guilty Not Guilty
d r k. ﬂ r
ﬂ: : _H' : Submit all information &
Falling in Falling in complaints to
First Schedule Second Schedule or Both Board of Discipline
4l I
Place the matter Place the matter [ .
before Board of Discipline before [ Accepted | Rejected
— L : Disciplinary Committee
i i
Accepted | [ Rejected e - ~
I I | Accepted [ Rejected I e
Conduct Close the B & {Dlsc!pllne:.tu further
: investigate
T matter Conduct Close the gat )
I enquiry matter  [*
et | — ( May proceed with the )
I ‘ Found guilty matter, if it's allied to
:: the First Schedule
) Y S
. vy
It can,
i} reprimand the member efer the r 8
i) reprimand th be It can, ( Reter the matter to the
(iij remove name of the i} reprimand the member Disciplinary
member upto a period of 3 i) remove name of the y Committee, if it's allied
R !nﬂﬂ“l 5 member Mm;neﬂﬂy or for to the Second
(iii) impose fine upto any duration, it thinks fit Schedule or Both
¥1.00.000 [iiiy impose  fine upto i )
¥ 5.00,000

I
Any member or Director (Discipline) aggrieved by order of Board or
Disciplinary Committee can prefer an appeal within 90 days

ad
Appellate Authority

iy
It can,
(i) Confirm, modify or set aside the order.
(i) Impose, Set aside, Reduce or enhance penalty.
(iiiy remit the case to the Board of Discipline or Disciplinary Committee for|

reconsideration.

{iv) Pass such order as the Authority thinks fit.
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Q.NO.12WRITE ABOUT TYPES OFGOSIDUCTSEC. 22

ANSWER:

A member is liable tdisciplinary actionunder Section 21 of the Chartered Accountants Act, if he is

found quilty of any Professional or Other Misconduct

¢t KS SELINB&aaAzy aLINRTFSaarzyl f 2N any&SoNdmissioa O 2

providedin any of the Schedules.

A. PROFESSIONAL MISONDUCT: (ARISES OUT OF PROFESSIONAL WORKS)

1. Defined inPartc |, Il and IIbf First Schedule artc | and llof Second Schedule.

2. A member who is engaged in the profession of accountaresther in practice or in service

should conduct/restrict his action in accordance with the provisions contained in the
respective parts of the schedules.

3. If the member idound gquilty of any of the acts or omissiostated in any of the respective
parts of the Schedule, he/she shall be deemed to be guilty of professional misconduct.

B. OTHER MIEONDUCT: (DOES NOT ARISE FROM PROFESSIONAL WORKYS)

1. Defined in Part IV of First Schedule and Pgril of Second Schedule. These provisions

empower the Council to inquire intany misconduct of a member even it does not arise out

of his professional work
2. This is considered necessary because a chartered accountagésted to maintain the
highest standards of integritgven in his personal affairs.
For example, a member who is found to haf@_ged the will of a relative would be
liable to disciplinary actioreven thoughthe forgery mayNOT have been done in the
course of his professional duty
3. Other misconduct would also relate tmnviction by a competent court for an offence
involving moral turpitudgpunishable with transportation or imprisonment.
4. Few Examples:
a) A chartered accountant retains th®oks of account and documents of the cliemtd
fails to returnthese to the client on request without a reasonable cause.
b) A CharteredAccountant makes anaterial misrepresentation
c) A Chartered Accountant uses the services of AESTICLEDR AUDIT ASSISTANIT
purposes OTHER THAN professional practice
d) Conviction by a competent couof law for any offence under Section 8 (v) of the
Chartered Accountants Act 1949.
e) Misappropriation byoffice-bearer ofa Regional Council of the Institutef a large
amount and utilization thereof for his personal use.
f) Not replying within a reasonable timand without a good cause to the letter of the
public authorities.
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g) Where certainassessment records of income @apartment belonging to thelient of
Chartered Accountant were found in the almirah of the yedm of the chartered
accountant[Might be kept intentionally with a view to concehlem]

h) A chartered accountant had adoptedoercive methods on a banfor having a loan
sanctioned to him.

Q.NO.13WRITE ABOUT SCHEDULES TO CA ACT, 19497

ANSWER:
SCHEDULE PART7] | DEALS WITH NO. OF CLAUSE3]
2]

Part- | Professional misconduct in relation to 12 Clauses
W Chartered Accountants PRACTICE
|
8 Part¢ Il | Professional misconduct in relation to 2 Clauses
% Members of the Instituten SERVICE
N
- Partc lll | Professionaimisconduct in relation to 3 Clauses
@ Members of the Institute GENERALLY
L

Partc IV | Other misconduadn relation to Members | 2 Clauses

of the InstituteGENERALLY.

w Partc | | Professional misconduct in relation to 10 Clauses
g’ Chartered Accountantsn PRACTICE
w
6 Partc Il | Professional misconduct in relation to 4 Clauses
n Members of thelnstitute GENERALLY
&)
Z , . -
@) Partc lll | Other miscondudn relation to Members | 1 Clause
é of the InstituteGENERALLY.
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FIRST SCHEDULE

PART 1

Q.NO.14WRITE ABOUT ACTS OR OMISSIONS IN NATURE OF PROFESSTONBIURITSAS
DEFINED IN PARTOF FIRST SCHEDULE TO CA ACT, 1949?

ANSWER:

If the Director (Discipline)s of the opinion thamember is quilty of any professionad other
misconduct mentioned in the First Scheduie shall place the matter before the Board of

Discipline

A Chartered Accountant in practices deemed to be guilty as p@artc | to First Schedulim the
following cases:

CLAUSE 1: ALLOWINGIONc MEMBER AND OUTSIDERS TO PRACTICE IN THE NAME OF CAP:

1. A(harteredAccountant in practice (CAP) is deemed to be guilg iéllows another person to
practicein his name.

2. However, this clauseill not applylf such other person ialso a practicing Cénd is associated
with the firm asa partner or employeender the control and supervision of CAP.

Who can be allowed to
practice in a CA’s name?

Chartered Accountant in

practice

Non- Chartered Accountant

Not allowed Partner Employee Others

I— Allowed I— Allowed I— Not Allowed

CLAUSE 2: SHARE OF PRGFTO NON; MEMBERS:

1. If CAP pays or allows agrees to pay or allowdirectly or indirectlyany share, commission or
brokeragein the fees or profits of his professional business, to any person, it shattdted as
quilty of professional mig conduct.

2. However, this clausghall not applyf the fees is shared with:

a. amember of the Institute or
b. a partner or

a retired partner or

the legal representative of a deceasedrtner, or

a member of any otheprofessional body or

o

o

®
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f.

a person having recognized qualificatipas permitted by the council.

3. TheProfessional bodiegrescribed by the council are: (Reg. 53A)

a.
b. ICWAI

o

®© o

ICSI

Bar Council of India
Indian Institute of Architects.
Indian Institute of Actuaries.

4. TheProfessional qualificatiorgrescribed by the council are: (Reg. 53A)

a.
b. CMA.

S@ ™o a0

CS.

Actuary.
B.E.

B. Tech.
Architect.
LLB.
MBA.

5. These professional services may be rendered in India or outside India.

6. While applying this clause, we have to look at sadstance of the transaction and not the
nomenclatureof the transaction. E.g., Whether the fee being shared for any purpose such as
office expenses, reference fees efitam persons other than permitted, will ald treated as
the GUILTY

7. If CAP is sharing fees in the form of deposit with State Government treasury, for the sake of

administrative expenses incurred in the process of assignment of audit of cooperative societies

then it shall NOT BE TREATED AS GUILTY.

8. TREATMENT (BHARE OF PROFIGQODWILDON DEATH OF A PARTNER OR PROPRIETOR
a. PARTNERSHIP FIRManshare to the legal representativa the deceased partner

provided suchA CLAUSE EXIST IN the partnei3&igD

b. PROPRIETORSHIP FIRM

A.SHARING OF FEEBaring of feess strictly PROHIBITEBetweenlegal representative
of deceased CAP and BUYdEBoodwill

B.SALE OF GOODWIBERMITTESubject to the following conditions.

CASE 1: DEATH OF PROPRIETOR ON OR AFTER 30.08.1998:

i. PERMISSIONhHe Legal heir shall obtain permission of the council within ONE
YEAR from the date of demise of such proprietor.

ii. SALE COMPLETENE YEAR TIME LIMAIso,Goodwillof sole proprietor care
transferred to another eligible membef the institute, after the death of
proprietor. Provided thesale is completeth all aspectsvithin ONE year from the
date of demiseof such Proprietor.
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CLAUSE 3: ACCEPTING SHARE OF PROFIT OR FEES FROWENIBHER:

iii. NON REMOVAL OF NAMIDNE YEAREurther the name of the firnghall not be
removed for ONE yedrom death of proprietor or

iv. DISPUTE LEGAL HEIR: case oDispute regarding legal hedf the deceased
proprietor and the institutereceived information of dispute within ONE YEAR
death of proprietor, then thename of the concerned firrahall be kept in
ABEYANQIntil ONEYEAR from Date of settlemenit dispute

v. Thepurchasercan usdirm name

CASR: DEATH OF PROPRIETOR OREFRRE9.08.1998:

Sale/transfer is completeteffected ANLihe Institute's permissiomo _practicein the
deceased's proprietary firm namessughtfor by 28" August, 1999 and the firm name
concerned istill availablewith the Institute.

NOTEIn case of a partnership firmuhen all the partners diat the same time, th@bove
Council decision would also be applicable

CLAUSE 4: PROHIBITING A CAP TO ENTER PARTNERSHIP WETHEMBHNRS:

. If CAP accepts @grees to acceptany part of profits of professional work of any persamo is

not a member of institutethen it shall be treated aguilty of professional mig conduct

. However, this clausghall not applyf the fees is shared wita member of the Institute or a

partner or a retired partner or the legal representative of a deceased partores member of

any other professional body or a person having recognized qualifications, as permitted by the

council.

. In simple terms, a member of the instituBHALL NOT PAY OR ACCEPT FEES WITH NON
MEMBERS

. REFERRAL FEES AMONGST MEMBERMIITTED isnot prohibitedfor a member in

practiceto charge Referral Fegbeing the fees obtained by a member in pracficen another

member in practicen relation to referring a client to him.
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. If a CARnters into partnership with any persasther than CAPshall be treated as guilty of
professional mig conduct

. However, thiclause shall not appiy such CAP enters partnership with the following persons:
a. AnotherCAP

b. Amember of professional bodys prescribed by the council. (Reg. 53B) (i.e.,53A + B.E)
c. A person havingecognized qualificatioas prescribed by the council.

d. A person whosgualificationrecognized beingquivalent to membenf ICAI.

. Such otheperson may be within India or outside India. <«
. MULTI DISCIPLINARNOT PERMIRTEDhe members may however takete of the fact that S
they cannot form MultiDisciplinary partnershipsl such time that Regulators of such other
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professionals also permit partnership with chartered accountants, and guidelines in this regard
are issued by the Council.
5. COUNCIL DECISIONS / CASE LAWS:

a. HARISH KUMAKWhere a Chartered Accountant hadgaged himself as a partner in
two businesdirms andManaging Director in tw&€ompaniesand was also holding
Certificate of Practicavithout obtaining permissiof the Institute. Held that he was
quilty of professional miscondustter alia under Clauses (4) and (11).

b. ASSISTANT DIRECTOR OF INCOME TAX (INVESTMENT), CALICUT V. P SUBRAMANIA!
TheRespondent was a Taxation Advisor of a group of Compddiesg search and
seizure under Section 132 of The Income Tax Act, 1961 of the group and also of the
Chartered Accountant, th€Eomplainant found that the Respondent wasludingwith
this group in evasion of tax. The Respondent sigded two sets of financiatatements
of the sameAUDITEHor the same financial year. The two financial statements showed
different figures of contract receipts, net profits and balance sheet. He was grossly
negligent in the conduct of his professional duties. Respondent admitted that he was
the managing partner/partner in two partnership firmgere there were othepartners
who werenot Chartered Accountant#ield, the respondent isugty under Clause (4) of
Part | of First Schedule and under Clauses (5), (6) & (7) of Part | of Second Schedule.

CLAUSE 5: PROHIBITION ON SECURING PROFESSIONAL BUSINESS:

1. If a CARBecureg
a. either through the services of a persamo is not an employeef such Chartered
Accountant or
b. who isnot hispartner, or
c. by meanswvhich arenot open to a CR
Any professional business then he shaltigated as quilty of professional misconduct
2. However thisclause shall not apply he secures professional business through the ways
permitted under previous clauses. (i.8,3 and 4).
3. ACAPmustseek worknot through any agency, bidy the respectthat he is able to command
for hisprofessional talent and skéind by the confidence he is able to insgnghis reputation
All formsof canvassingn that account are treated asmethical and are prohibited
4. COUNCIL DECISIONASE LAWS
a. JETHANAND SHARDA vs. DEEPAK MEHTA: TREATED ASASTHATf¥red
Accountant wrote various letters to officers of different Army Canteens giving details
about him and his experience, his partner & office and the norms for charging audit fees.
60/ 2dzy OAf Qa RSOA&A2Y RFEGSR mad G2 ndK wdg @
b. QUOTE4! YIy Ydzad adlyR SNBOGZ FyR y2a4 (2| 06
Marcus Aurelius.

CLAUSE 6: PROHIBITION ON SOLICITATION OF CLIENTS OR PROFESSIONAL WORK: q
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. If a CAPsolicits clients or professional wogkther directly or indirectly bgircular,
advertisement, personal communication or interview or by any other metine he shall be
treated as guilty of professionalis ¢ conduct.

. However, thiclause shall not appiy CAP solicits work from:

a. Another CAP.

b. Securing worlas a consequence oésponse to a tendeof various users of professional
services or organization.e., applying for a TENDERS]

COUNCIL/COURT DECISIONS / GUIDELINES:

. Also, as per the council guidelines, if a tender is placed for a professional work which can be
exclusively reservefbr CAHE.g., audit / attestation]then theCAP shall not resportd such
tenders.
Exception:
a) However, if the tendedocument contains MINIMUM FEB&ails, thenCAP_can respond

and secure such work. (E.g., Audit and Attestation services)
b) Also, if professionalwork & vy 24 SEOf dza A @3St & NBASNBSR T2

. Anadvertisement of Coaching /teachimagtivities by a CAP maynount to indirect solicitation
as well as solicitation by any other meansreated as Guilty
Exception:Members mayput, outside their Coachirtgaching premisessign boardnentioning:
a. Thenameof Coaching/teaching Institute,
b. Contactdetails and
c. Subjects taughtherein only.
d. As regards thaize and type of sign bogrthe Council Guidelines as applicabld-toms
of Chartered Accountants would apply

. The membershould not adopt any indirect methods adventure their professional practice

with a view to gain publicitgndthereby solicit client®r professional work. Aadvertisement is

not a key to succesn the professionThe satisfaction of clients would be the best
advertisement, which would lead to other clientdnabashed advertisement would affect the
public esteenin which the profession is held and would act to the disadvantage of its members
It isthe quality servicewhichattracts and retainshe clients.

. Not permitted ¢ Circulating letterso a small field opossible clients,.

. Not permitted ¢ Personal canvassing canvassing for clients of PREVIOUS EMPLIOMIEEH
the help of the employees.

. Permitted ¢ Advertisement relating tehange of partnership, dissolution, change in addeess (¥
contact details provided such advertisementimsited to bare statemenof facts in newspapers S
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andconsideration given to the appropriateneskthe area of distribution of the newspaper or
magazine and number of insertions.

9. Permitted ¢ Classified advertisement in the journaéwsletter of the Institutantended to give
information:
a. For sharing professional work on assignment basis or
b. For seeking partnership or salaried employment of an accountancy nature,
Provided it only containd KS | 002 dzy i yiQad yIl YSSZ I RRNKaa
e-mail address.

10. Permitted ¢ Application forempanelment for allotment of audand other professional work
with:

a. Government departmentgovernmentCompanies/Corporations,

b. Courts,Co-operative societies and banks and other similar institutions which prepares
panels of chartered accountant&.g., CAG, RBI Empanelment]

c. However, it would not be proper for the Chartered Accountant to makging enquiries
by applyingto any such organization for having his name included in any such pdnel.
is permissible to quote fees on enquirié®ing received from such bodies, which
maintain such panel.

11.EMD/Security DepositThe Council is of the view that whilgerferencewith the practices
prevailing for requirement of EMD/Depogst not required However, on having received
complaint/ instance oéxorbitant EMD/Deposijtthe Ethical Standards Board may look ithe
matter on casdo-case basis.

12.Permitted ¢ Entries in telephone/trade directories subject to certain restrictions.

13.Not Permitted¢ It isnot permissiblefor a memberto mentionin a book or an article published
by him,or a presentation made by hirany professional attainment(s)whether of the member
or the firm of chartered accountants, with which he is associattmlvever he may indicate in a

02213 FENIGAOES 2NJ LINBaSvialiaAzy GKS RSaAr3avE Az

firm.

14.Permitted¢TheRS & A AY I GA2Y G/ KFE NISNBR | OO2 dayfay bey (i ¢
used ingreeting cards, invitations
a. For marriages and religious ceremonies and
b. Any invitation foropening or inauguration afffice of the members,
c. Change in office premisesd change in telephone numbers,
providedthat such greeting cards or invitations etc. @ent only to clients, relatives and
close friendof the members concerned.

Qx

N
15.ADVERTISEMENT FOR SILVER, GOLDEN, PLATINUM OR CENTENARY CEILEH&R)NTIONS
PERMITTE® advertise the events organised by a Firm of Chartered Accountants. However,

PagelJ*=r
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considering theneed of interpersonal socialization/relationship of the memb#énm®ugh such
get together occasions, the advertisement for Silver, Golden, Diamond, Platinum or Centenary
celebrations of the Chartered Accountants Fimmey be published in newspaper or hewsletter

16. Sponsoring Activities
a) A member in practice or a Firm of Chartered Accountamsigpermitted to sponsor an
event However, such member or Finmay sponsoan event conducted by Brogramme
Organizing Unit (PoU) of the ICAtovided such event has tipgior approvalof Continuing
Professional Education (CPE) Directorate of the ICAI.
b) Memberssponsoring activities relating to Corporate Social Responsitmiigymention their

AYRAGARIZ £ yIFYS 6AGK (KS LI Rakne or €A Llogods ndt 2 &

permitted. [E.g., Food Distribution During Lockdown without mentioning Firm Name]

17.Right of Representation u/s. 140(4)
a. Thewording of his representatioshould be such that, it dogsot tantamount directly or
indirectly to canvassing or solicitifigr his continuance as an auditor.
b. The letter shouldnerely set ouin a dignified mannehow he has been acting
independently and conscientioudligrough the term of office.
c. Also, itmay indicate his willingness to continae auditor if reappointed by the
shareholders.

18.Sharing Firm Profile with prospective Client:isnot permittedto share Firm profile with a

prospective Cliendzy £ Sa4 A0 A& AY NB&LJRYaS,addothérwiseINE LI a

not prohibited to be used by thelient.

19.Television or Movie Creditahile sharing name of the member or Firm of Chartered
Accountants for inclusion in Television or Movie Credits, it must be taken care @xhiéition
of name is not made differently as compared to other entirethe credits[E.g., In Movies we
would have come acrosspecial thanks to Andhra bank, special thanks to Ram & Co.,
Chartered Accountantg PERMITTED as these credits are uniform format for all.]

20.Permitted ¢ Transfer of Original WorkA member shouldhot acceptthe original professional
work emanating from a client introduced to him by another member. If any professional work o
suchclient comes to him directlyit should be higluty to ask the client that he should come
through the other membedealing generally with his original work. (I.8imilar toObtainng
consent of Previous auditofAuditor shall not grab the client introduced to him by another
auditor]

21.Permitted ¢ Giving Public InterviewsEnsure the interviews or details about the members or
their firms arenot given in a manner highlightinteir professional attainments. It shall not be
in the nature of publicityAny detail which is givemust be given only as a response to a specifid(
question and of factual nature onlyE.g., Speaking on MSME loans is different (vs) Will help irf"
obtaining MSME loans) N
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22.Not Permitted¢ Members arenot permitted to use box numbers approach to advertise
solicit clients. This practice is treated as guilty of professionat wasmduct. (Box; The box is
used to display those stories which are important or unusudlEWSPAPERS

23.EDUCATIONAL VIDE®#iile the videos of educational nature may be uploaded on the internet
by members, no reference should be made to the Chartered Accountants Firm wherein the
member is a partner/ proprietor. Further, it should not contain any contact details or website
address.[2021 NEWLY ADDED GUIDELINE]

24.Permitted ¢ Website:
a. A CAP can use a websit&o restrictionrelated tousage of colours or format
b. Website shall run opull modelandnot to use push modekgarding:
i. Nature of services rendered.
ii. Pastexperience.
iii. Expertise of partners / Employees.
iv. Details of Employees/articles.
V. Year of establishment.
c. Website address can be mentioned on letter heads, visiting cards and sign boards.
d. It may contain:
i. Name of the Firm/Member/Partners.

i. t K2yS bdzYoSNE FYyR 9YFIAf L5Q&a 2F | ®oh [l Y

iii. Passport photos of Partners, Partners Qualification, Year of Qualification.
iv. Employees Name and their Qualifications.
v. Career Opportunities.
vi. Can contain external links such-a&/ebsite links of ICAI, Other Professional
bodies, Government department sites, Regulatory authorities.
vii. News articles such as budget highlights and government policies.
viii. Common Logo prescribed by ICAI.
ix. / KIG NB2Ya T2N QMdyprgvidélineabicesinkefumifor | t Qa
payment or free of cost.
X. Last date of updating the website.
e. Websiteshall not contain:
i. Names of clients and fees chargetlnless it is required as per regulations.
ii. No advertisement.
ili. No other photographs other than passport size photos.
iv. Rate card for services to lodfered.
f. Listing of websites on search engines is allowed.
g. Intimation shall be given to ICAI about website while submitting annual membership
forms.
h. Can give information abowtebsites in database of other professional bodies or «
chamber of commerce or CA study circlesovided this in no way directly or indirectly S
amounts to solicitation. N

PajgelLJUJU
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I. TheWebsite addresshould beas near as possible to the individual name/trade name
firm name of the Chartered Accountant in practice or firm of Chartered Accountants in
practice.

j. Anumberofmon/ KI NI SNBER | O Garpayaie Ingluditg Danks AfihaMca
Companies and newspapers haet up their own Websites providing advisory services
on taxation and other areas where Chartered Accountants are rendering professional
service.

i. Some of suchVebsites may requesthartered Accountants or Chartered
I 002 dzy ( I ¥ firdvi@e cdnsuNatigrand advice through their Websites.
ii. This wouldbe permitted subject to the conditiothat on the Websitecontact
address of the Chartered Accountant concerned is not providedsuch Website

will contain any material which advertises professional achievements or status of

such Chartered Accountapkcept making a statement that they are Chartered
Accountant® ¢ KS yIYS 2F / KIFENISNBR ! 002dzy/ i

1 O02dzy G ylaé¢ ¢2dz R vy 2tak Tax@an)JSNY A G 0 SR

25.B.S.N Bushan (196%)Sendinga printed circular to a person unknowaffering his services in
profit planning and profit improvement programmes. Téiecular conveyed the idehat it was
meant forstrangersonly. Held, the chartered accountant was guilty of professional misconduct
under the clause as he used the circulars to solicit clients and professionat Woekted as
Guilty.

26. Chief Auditor of Cepperative Societies, West Bengal vs. B.B. Mukherjee (1@6X)chartered
accountant wrote several letters to Assistant Registrars/ Registrars-op&ative Societies,
Government of West Bengal requestifug allotment of audit work and to enroll his narus
panelof auditors.Held he was guiltgf professional misconduct under the claus@reated as
Guilty.

27.D.N. Das Gupta, Chief auditor of ©perative Societies, West Bengal vs. B.B. Mukherjee
(1969)- A chartered accountantnspite of the previous reprimandent letters to registrar Go
operative societies, Calcuttatating that no allotment of audivas made to him and requested
to take action immediately and obligeleld he was guiltgf professional misconduct under the
clause.

28.M. L. Agarwal (1973}

a. A Chartered AccountaldPPROACHHEDe principal of a secondary schdabrough a
third person known to the principal for his appointment as auditor of that school.

b. Further, the chartered accountamtisrepresented to the pervious Auditor that he had
been offered appointment as auditaf the school and enquired whether he had any
objection to his accepting the santleough it was a fact that the appointment of
chartered accountant was not magthe chartered accountantas quilty of professional N

misconduct undethe clause; Treated as Guilty. S
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c. It was further held that writing letter by the Chartered Accountant to the previous
auditor offering his services to audit the accounts of schoolwgagvrong as it was an
offer to professional colleague and not to a prospective clieNbt Treated as Guilty.

29.K.K. Mehta vs. M.K. Kaul (197%)])ssuedcircular letter regarding change of addres<his firm
to persons who were not in professional relationshigh him and for havingvritten to the
shareholders thanking them for appointitgm as auditoig Treated as Guilty and reprimanded.

30. Advertisementsg Treated as Guilty,

a. G.P. Agrawal (1982) An advertisement was published in a newspaper containing the
YSYoSNDa LIK2 {2 3 NEkohdatulatedDmiBerogtasirSof thelogening
ceremonyof his office¢ Held agquilty by the council and later the high court

b. Anil K. Garg (1989 A member who got an advertisement published in a newspaper
2FTFSNAY I KAAE of NGO IOcBriie TAxyLabour awisSUsi matters and
Management Services wésund guilty interms of this clause as also under Clause (7)

c. K.A. Gupta (19899 A membemwrote a letterto a Company istandard format
highlighting his expertise in sales tax mattarsl had requested for a draft of Rs. 200/
his knowledge of the Sales tax matters has been found worthwhile. The member was
found guilty in terms of this Clause. (Note: Even without consideratibreated as
guilty)

d. J.S. Bhati Vs. M.L Aggarwal. (19919 Chartered Accountant hadsited personally the
clients for securing the appointmeas auditors of the Institutions. Held thhe was
quilty.

e. Naresh C.Aggarwal (1992)Where a Chartered Accountant issugdetter to a Bank
requesting for empanelmertdf his firm as auditor along with the particulars of his firm
showing the past experience and other details of the firm; aMdember of Parliament
had also sent a letter to the Bank recommendihg name of the said Chartered
1 002dzy G yiQa TnerMdr@waslgdify.R G KIF G §(KS

f.  Vijay Kumar Goel (1994)A Chartered Accountant hagknt a letteron the letterhead of
his firmto a nonmemberintroducing himself as a chartered accountant giving details of
services rendered by him and the schedule of his fees for rending various kinds of
services. Held thdte was quilty

g. M. V. Lonkar (19963 A Chartered Accountant hagritten a letter to a Cepperative
Societywherein he had mentioned that he had beaathorised by the Registrar of
Societiego conduct the statutory audit of the Societies and requested it to contact him.
Held that ittantamount to solicitation of theaudit and hehad violated the provisionsf
the clause.

h. S.D. Chauhan, (20014 Chartered Accountant sehlew Year Greeting Carltisaring his
VIEYSS ljdad t AFAOIGAZ2Y S (GKS yI YS ListhoFsupkerRiR NB
books written by Suresh D. Chauh&uide to win girlg IncomeTax raidContact for
any type of bank for institutional loans or deposit¢ | St R G KIFd GKS /
contravened Clause (6) & (7) of Rhdf the First Schedule to the Chartered Accountants
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Act, 1949 in having solicited assignment relating to any type of bank or institutional loans
or deposits.

Refer Q No. 67, 8, 9 in lllustrations

CLAUSE 7: PROHIBITION ON ADVERTISING PROFESSIONAL ATTAMNNMENTISIG OTHER
DESIGNATIONS

1. A CAP is deemed to be guilty of professionalquisnduct ifhe advertises
a. his professional attainments or
b. services offered or
c. uses angesignation other than Chartered Accountamt professional documents,
visiting cards, letter heads and sign boards.
2. However, a CAP can mention about a degree of:
a. A university established under a law (E.g., B.com, M.com)
b. Title indicating membership of ICAI (E.g., ACA, FCA, DISA)
c. Any other institution that is recognized by CG or the council (E.g., CS, CMA)
d. A member empanelled as Insolvency Professional or Registered Vaaemention
GLyaz2ft @dSyoOe tNRFTFSaaAz2yl f ¢ ochNs3visiting éaidandS NS R
letter head.

Council / Court Decisions or Guidelines:

3. DATE OF SETTING UP PRAGNGEPermitted¢ Thedate of setting up the practicky a
member or thedate of establishment of the firran the letterheads and other professional
documents, etcshould not be mentionedHowever, in the Website, thgear of establishment
canbegive? y (1 KS & LIS OA TA&o.¢9iddet198PNotNeEmhitled] 4 § @

4. CONSULTANINot Permitted¢ It isimproperfor a Chartered Accountant to state on his
professional documents that he as Incometax Consultant or a Cost Consultamta
Management Consultant.

5. MP/MLA/MLCc¢ Not Permitted¢ A membemust not usethe designation suchda SY6 SNJ 2 ¥
t F NI AIFYSY(Q> aadgyohme funcliohary inZdtigiod fo that biChartered
Accountant.

6. ADVOCATENot Permitted¢ A CAP who is algomember of bar counatlannot use
simultaneousiy’/ K+ NIISNBER ! 002dzy il yiQ yR W!I R@20I {9
AyaadAaddziSae 2 NG | RG20FGS NBEFIGSR YI (dGSNH
designation subject to permission of bar council. e

Y
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7. DIRECTORIE®ermitted ¢ The name, description and address of member (or fimmay appear
in any directory or list of members of a particular badyvhich the names arksted

alphabetically.

8. Permission to MENTION QUALIFICATIONS OF CERTAIN INSTITTRE@é81bers are
permitted to mention a title on their visiting cards to indicate membership of a foreign Institute
of Accountancy, which has been recognised by the CouncilSagth African Institute of
Chartered AccountantSAICA Institute of Certified Public AccountanSRA Irelanjiand
Institute of Chartered Accountants in England and WdleAEWY.

9. DIRECTORSHIP DETAIR&rmitted ¢ A membemay giveinformation aboutdirectorship held
andreasonable personal detaiég\d may state his outside interests. Bl@ould notgive the
names of any of his clients or details of the seraffered by his firm.

10.PHOTO ON MAGZINFPPermitted ¢ There should b&o objection to the publication of
photographsand brief particulars of members in magazines providegayment is made for
such publicatiorand there is no advertisement of professional attainments.

11.PHOTO ON VISITING CARibt Permitted¢ The Ethical Standard Board (ESB) of the Institute
hasopined that mostly the business class prints the photograpltheir visiting cards for
promoting their business and soliciting clients. As suchnibigermissible for the chartered
accountants in practict print their photograph on their visiting cards

12.QR CODE ON VISITING CARBErmitted ¢ Allowed to print QR Coden Visiting cards (Quick
Response) provided this code shait contain informatiorother than that is permitted to be
printed on visiting cards.

13.NEWSPAPER ADVERTISEMENT FOR RECRUjPdiEhtted ¢ News Paper (Press)
advertisement can be given with regard to the following guidelines:
a. Advertisement for recruiting staff for own office is allowed.
b. Advertisements on behalf of clients requiring staff or wishing to acquire or dispose of
business or property is allowed.
c. Advertisement for the sale of a business or property by a member acting in a professional
capacity as trustee, liquidator or receiver is allowed.

14. APPEARANCE OF CHARTERED ACCOUNTANTS ON ELECTRONIC MEDIA (INCLUDING INTE
Permitted: Membersmay appear on television, filn@d Internet and agree to broadcast in the
Radio or give lectures at forums andy give their names and describe themselves as Chartered
Accountants Special qualifications or specialised knowledge directly relevant to the subject
matter of the programme may also be givéiirm name may also be mentiongabwever, any
exaggerated claim or any kind of comparison is not permissiliteat he may say or write must
not be promotionalof him or his firm but rast be an objective professional view of the topic :
under consideration.
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15. CONFERENCEBERMITTERublicity is permittedor appointments to positions dbcal or
national importanceor for the views of members on matters of similar importance. Mention of
the membeship of the Institute is desirable in such caséhat should be aimed at is to achieve
suitable publicity for the Institute and its members generdiffembers giving talks or lectures or
attending conferencenay describe themselves as Chartered Accountantg when they are
acting in their capacity as Chartered Accountakiswever, reference to the professional firm of
the member should not be given.

16.WORDS SUCH AS WENOWN FIRM Not Permitted¢ When advertising for staff, it is

YSYOSNAR &aK2dxA R | §2AR (K$28FLINEBXE @y ¢ HB8OKRISN

not contain any promotional elememor should there be any suggestion that the services
offered by the Chartered Accountant bis firm are superior to thoseffered by other
accountants.

17.SUCCESS OF ARTICLES IN 0 Permitted¢ Notice in the presselating to the success in
an examinatiorof an articled/clerk/employee/member/firmshould not contain any element of
undesirable publicity

18.A CAP should take adequate care to ensure thaetkttent and manner of publications of
certificates are limitedo what is necessary to enable the report or certificate to serve its proper
purpose.

19. SEMINARS Permitted ¢ A CAP holding training courses, seminars etc. for hismataffalso
invite the staff of other professional accountarasd clients to attend the samé&lndue
publicity, however, inot permittedin any broacher or booklet.

20.WRITING ARTICLEBermitted ¢ Members writingarticles or letters to the pressn subjects
connected with the professiomay give their nameanduse the description Chartered
Accountants.

21.SIGN BOARDSPermitted ¢ With regard to thesize of signboarébr his office that member can
put up,it is matter in which the members should exercise their own discretion and good taste

22.GLOW SIGNSNot Permitted¢ Use ofglow signs or lights on laregzedboards as is used by
traders or shogkeeperswould not be proper

23.MENTIONING IN PROSPECTUS ISSUED BY CQ\#eANtted ¢ Subject to Few guidelines:
a. Itis necessary that the membeshould take necessary steps to ensthrat such
prospectus or public announcemerds public communicationdo not advertise his

professional attainmentanddo notdirectly or indirectlyamount to solicitatiorof clients <
for professional work by the member. :
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24,

25.

26.

27.

28.

b. While it may bedifficult to lay down a rigid rulen this respect, thenembers must use
their good judgementdepending upon the facts and circumstances of each twase
ensure thatthe abovenoted provisions are compliedith both in letter and spirit.

DIRECTORSHIP IN A COMPAN¥D0N as he is appointed as a directba Company, he
should specifically invite the attention of the managemehthe companyto the aforesaid
provisionsand should request thabefore any such prospectus public announcements or
public communication mentioning the name of the member concerned, is issednaterial
pertaining to the member concerned should, as far as practicable be got approved byHem
dza S 2F G(KS SELINB&aaA2Y W KIFENISNBR ! 002dzy il vy
a. However, the member must ensure thégscriptions about his expertise, specialization
and knowledgen any particular field of other appellation or adjectivaa® not published
with his name
b. Particulars about directorships heliy the member in other companiesan be given.

[ h Dk Na Permitted¢ The Council has decided that tlegos unconnected with the first
letter of the name of the firnor its partners or proprietors witiot be permitted.

[ h D hRdt Permitted¢ The use of logo/monogram of any kind/form/style/design/colour, etc.
by the members in practice and/or the firm of Chartered Accountants, be prohibited.
Use/printing of member/firm name in any other manner tantamounting to logo/monograas
also prohibited. (Only CA Logo can be used and no branding or logo is permitted) (W.e.f.
Febraury, 1988 Reg. 190)

COMMON CA LOGDo promote the brand of CA professiamd responding to the long felt
need to have a symbol of CA Profession in India, ICAI came up witticaie logo which could

be used by all membersvhether in practice or not. Encapsulating the current beliefs, attitudes
and values of the profession, théA Logo seeks to enhance the identity of the membé@ise

logo consists of thé S (I i S NB _tiék/mar® (ugsidlelid&wn)-inside a rounded rectangle with
white backgroundd ¢ KS /! )i (K NES W S Shé cargdrite chblgUr which nét only
stands out on any background but also denotes creativity, innovativeness, knowledge,
integrity, trust, truth, stability and depth. The upsiddown tick mark, typically used by the
chartered accountants, has been incled to symbolize the wisdom and value of the
professional. Th&GREEN COLOUR IN THE TICK KigR#es growth, prosperity, harmony and
freshnessMembers are encouraged to use this logo. The Council has decided that use of CA
logo in the stamp is permissibjesubject to CA logo guidelines.

O

RELATIONSHIPS WITH OTHERS Permitted¢¢ KS dzal 38 2F SELINB&aA
gAGK k !2aa20AF0Sa 27 notp&ditketddtteed BSMilty & 2 F X
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29.Sirdar P.S. Sodhbans (1969 chartered accountant wrote several letters to Government
Department, inter aliapointing out seniority of his firm, sending his life ske&rtd stating that
he had a glorious record of service to the country as well as to the organisation of accountancy
profession with a view to get the audit workhese letters were clearly in the nature of
advertising professional attainmentbleld,he was guilty of professional miscondurtder the
clause.

30.N.O. Abraham Isaac Raj (1992)/here a Chartered Accountant h&s$ued two insertions in a
Journal publishethy a Chamber of Commerce expressingiiéngness to offer the concession
in respectof all services offered byim. Held thathe was quilty.

31.Yogash Gupta (199&)Where a Chartered Accountant had addressdetir to the Managing
Director of a company offering his servi@sapracticing chartered accountant and giving
impression that the letter had been addressed to more than one organizé&diaime above
purpose, it was held that thenember had contravened the provisions.

32.BULK SM§ Not Permitted Where a Chartered Accountant allegedly propagating his services
subsequent to demonetization, an objective of Government of eradicating black money, throug
mass SMS along with his mobile numb#ering his servicewards conversion of cash with
minimum tax liability Held guilty of Professional Misconduct falling within the meaning of Clausg
6c0 3 O6T0 2F tIFNI L FYR dhiKSNJ araO2yRdzO0 ¢
First Schedule read with section 22 of the Chartered Accountants Act, 1948slkahankarlal
Mantry)

| Refer Q No. 10, 11, 12 in lllustrations

CLAUSE 8: COMMUNICATION WITH PREVIOUS AUDITOR: (OBTAIN NOC)

1. If aCAP Accepts any positias an auditor previouslyeld by another member of institute
without first communicating him in writinghen such CAP shall be treated as guiltpraffession
mis ¢ conduct (Obtain NO OBJECTION CERTIFICATE)

2. This sort of communication required for all types of audits statutory audit, tax audit, internal
audit, concurrent audit or any other kind of audit. HoweWwd€C is not required for special
auditsas required under any law for the time being in force.

3. FurtherNOC is not requiretbr accepting assignments that are conducted by other professiona&g
not being Chartered Accountants. [It is healthy practice to communicate.] <
-

4. Why CAP shall communicatgth previous auditor:
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Professional Courtesy.

Toknow the reason$or the change in auditor.

To be able teafeguard his own interesind the legitimate interest of the public and
Protect theindependence of the existing accountant

When making the inquiry from the retiring auditor, the proposed auditor should
primarilyfind out whetherthere are anyprofessional or other reasorvghy heshould not
acceptthe appointment.

® Qo0 T

5. Thechange of auditor normally occurs
a. Where there has been ehange of venue of busineasda local accountant is preferred
or
b. Where thepartnerg K2 KIF & 0SSy RSI f A yr&iregok diekor i KS O
c. Wheretemperaments claslor
d. The client has somgood reasons to feel dissatisfied

6. FEES NOT PAID:

a. The existence ad dispute as regards the fees not having been péieh may be the
root cause of amuditor being changedut this wouldNOTCONSTITUNMALID REASONS
for rejectingproposed appointment.

b. However, in the case of an undisputed audit feescinrying out the statutory audit
under the Companies Act, 2013 or various other statutes hawidpeen paidthe
incoming auditorshould not accept the appointmeninless such fees are paid.

c. Incoming auditor shoulth appropriate circumstancasse his influence in favour of his
predecessoto have the disputes as regards the fees settled.

d. Where thePrevious Auditor is not available for accepting payment of undisputed audit
fees, and it is not otherwise possible to transfer the payment to him electronically, the
Incoming Audibr may advise the client to purchase Demand Draft of the amount
equivalent to undisputed Audit Fee$ retiring auditor, and may accept the Audit
assignment after verifying the same. It will be the duty of the Incoming auditor to ensure
the payment of undisputed Audit Fees of the retiring auditor at the earliest pasgibil

7. General reasons fonot accepting audits

a. Nonc compliances with provisionsf applicable laws and regulatioqsTreated as Guilty
if accepts the audit.

b. Nonpayment of undisputed audit fedsy auditees other than in case of sick urgts
Treated as Guilty if accepts the audit ¢ W! Y RA & LJdzi SR | dzZRA G T
LINE OGA&AA2Y F2N) FdZRAG FSSaé¢ NBO2NRSR |y
Gy SAFGADBS ySUg2NIKEO

c. Issuance of Qualified report by outgoing audigdviay or May not treated as Guilty.

8. What should be the correct procedure to adopt when a prospective client tells you that he <
wants to change his auditor and wants you to take up his work? :
a. Inquire Full facts of the case such as reasons for replacement.
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b. Inquirewhether the client had informethe retiring auditorof the intended change:
i. If Yesg Send a communication to retiring auditor.
ii. If Nog¢ Inquire the clientwhy he did not make a first mové# the client hasio
valid reasonit would beinappropriate to accept such proposed auftit the
incoming auditor.

NOTEAs stated earlier, the object of the incoming auditor, in communicating with the
retiring auditor is to ascertain from him whether there are any circumstances which
warrant him not to accept the appointment.

c. BANK/GOVERNMENT COMPANIEBIE BOUNDON case the time schedule given for
the assignment is such that therene time to wait for the replyfrom the outgoing

auditor, the incoming auditor may give a conditional acceptance of the appointment and

commence the work which needs to be attended to immediately after he has sent the
communication to the previous auditor in accordance with this clalrshis acceptance
letter, he shouldmake clear to the clierthat hisacceptance of appointment is subject to
professional objectionsf any, from the previous auditors and that he will decide about
hisfinal acceptance after taking into accouhe information received from the previous
auditor.

9. For example whether the previous auditor hdseen changed on account of having qualifiesl
report or hehad expressed a wish not to continoa account oSomething inherently wrong
with the administration of the business. Thetiring auditor may even Giveut information
regarding thecondition of the accountsf the client or thereason that impelledhim to qualify
his report. In all these caséswould be essential for the incomirayditor to carefullyconsider
the facts before deciding whether or not he should acctyat audit, and should he do so, he
mustalso take into account the informatiomhile discharging his duties and responsibilities.

10. DoesReply mustfrom retiring auditor to incoming auditor:
a. Reply Obtained
i. No Objectiorraisedc Incoming auditoican accept and continute engagement.
ii. Objectionsraised¢ Evaluatehe nature of objectionsnd decide accordingly:
1. Objections justified; Reject the Proposedppointment.
2. Objections Not Justifieq Accept the engagement.
b. Reply Not Obtained The proposed auditogfter waiting for a reasonable time for a
reply, canaccept and continue with the engagement

11.Mode of Communication:
a. Communication must be in writing throughregistered post(After Corona Emails also)
b. There should b@ositive evidence of the fathat the communication addressed to the
outgoing auditorthas reached his hands
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Certificate ofposting of a letter canngtin the circumstances, be taken apositive proof

of its deliveryto the addressee(Rajasthan High Court in J.S. Bhati v.s. The Council of
the ICAI)

Communication mustbéd K NP dz3 K F awS3IAAGSNBR t 2aky ! ¢
hand against a written acknowledgmewbuld provide such positive evidend®.M.

Singhai vs. R.V. Agarwal (1988))

1 O1y26f SRAISYSY(d 2F (KS 02 Y Yud¢an@itaidkeBsy F N
registeredwith the Institute or his last known official email address, or

Unigue Identification Number (UDINJenerated on UDIN portal (subject to separate
guidelines to be issued by the Council in this regard)

Premises found Locked: The communication received back by the Incoming Auditor wit
6Office found Locketl ¢ NA G GSy 2y GKS | O] deensed Sshavifigr S
been deliveredo the retiring auditor.

Firm not found at the given Registered address: If the Communication sent by the
LYO2YAyYy3 FdzRAG2NI Aada NBOSAPGSR o6l 01 6AGK
and the address of communication is the same as registered with the Institute on the
date of dispatch, the letter will bedeemed to be delivered

NOTEThe requirement for communicating with the previous auditor being a Chartered
Accountant in practice would applg all types of Audiviz., Statutory Audit, Tax Audit, GST
Audit, Internal Audit, Concurrent Audit or any other kind of audit.

12.Council/High court/BOD Decisions:

a.

Rajeev Kumar vs. R.K. Agrawal (198&ommunication is required for Audits lodth
government and nofgovernment entities.

S.N. Johri vs. N.K. Jain (19%3A Chartered Accountant commenced the work of audit
2y (GKS OSNB RI& KS &aSydHed ®awagulydi 2 G§KS Y
professional misconduatnder the clause. The appointmeobuld be acceptednly

when the outgoing auditor doasot respond within a reasonable time

Radhey Shyam vs. K.S. Dubey (1974) Chartered Accountant sentegistered letter

to the previous auditoafter the commencement of the audity him. Held he waguilty

of professional misconducinder the clause.

M.L. Agarwal vs. J.S. Bhati (19%5A chartered accountant had sent a communication to
the previous auditor under certificate of posting without obtaining any acknowledgment
thereof. The Counclield the member quilty in terms of this Clause.

. V.A. Parikh vs. R.l. Galledar (19%1\Vhere a Chartered Accountant had conducted tax

audit of a firm without first communicating in writing with the Complainant, who was the
previous tax auditor of the said firm. Held tha was guilty under the clause

CA. Manindra Chandra Poddar vs. CA. Manas Ghosh (20IBgonus to communicate
with retiring auditorlies on Incoming auditor

R.M. Singhai vs. R.V. Agarwal (1988Bhe requirements o€lause (8) of Parof the First
Schedule can be considered to have been complied with only: N
(i) if there isevidence that a communicaticio the previous auditor had beeny R.P.A.D.
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(i) if there wagositive evidenc@bout delivery of the communication to the previous

auditor.

In the absence of boththe membershould be found to have contravendiis Clause.
h. Sunil Prakash Goyal vs. Balraj Kalia (2028here aChartered Accountant had

courieredthe letter to seek the NOC from the previous auditarfailed to produce the

PODof the said courier as documentary evidence before the Békeld. guilty of

GLINPTFSEaA2I FIYXAYGAYRYERENI / £ 1 dzaS oyo 27

Chartered Accountants Act, 1949.

13.Reduced audit fee for incoming auditor (undercutting)Treated as guilty unleskere is a
reasonable justification for such undercutting. It widit be treated as indirect way of promotion
or solicitation.

| Refer Q No. 13, 14 iliiustrations

CLAUSE 9: PROHIBITS TO ACCEPT THE AUDIT OF COMPANY WITHOUT COMPLYING WITH
PROVISIONS OF COMPANIES ACT, 2013:

1. A CAP is treated amiilty of professional mis condydf he accepts the audit of a company
without ascertaininghe compliance wittSec. 139, 140, 14dnd 142 of companies act, 2013.

2.¢6KS g2NR Gl aOSNIIAYé YSEya adG2 FAYR 2dzi F2
auditor should find out, whether the company heamplied with the provisions of Section 139,
140 and 142ead with Section 141 of the Companies Act, 2013.

3. The incoming auditor shalkrify the following aspect this regard:

Board Resolutiofor recommendation of incoming auditor.

Minutes of General Meetingghere incoming auditor is appointed.

Whether thenotice of general meeting has been sastper the law.

Approval of C@ case outgoing auditor removed before expirgf term.

Most importantly,Qualifications and Di@ualificationsf the incoming auditor.

Obtain acertificate from the managemernhat they have compliedvith above sections.

g. Communication with outgoing auditor as requiredder Clause 8

4. If the incoming auditor igot allowed to verify above informatioand records, then such

appointment shall not be accepted

~® o0 oy

GUIDELINES ISSUES BY THE CO[NEWLY ADDED IN NOV 2020 EDITION MATERIAL]

A. Thesteps to be taken by an Auditof a Company who is appointed in tf@lowing
circumstancesre indicated in the paragraphs below:
1. When the auditor appointed is thé-irst Auditor of the Company:
a. If the appointment of theauditor is being made for the first timefter incorporation
of the Company, the auditor should verify as to whether Beard of Directors have N
passed the resolutiofor his appointmenwithin 30 dayf the date of registration
of the Company.
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b. If the Board of Directors have not appointdae first auditor but the appointment is
beingmade by a general meeting of the Compathe auditor should verify as to
whether aproper notice convening the general meetings been issued by the
Company and whether theesolution has been validly passatithe general meeting
of the Company.

2. When the auditor isappointed in place of an existing auditawho has resigned or has been
removed or has ceasetb hold office for any other reason:

a. CVother than Resignation:If the appointment is beingnade to fill a casual vacancy
the incoming auditor should verify as to whether tBeard of Directors have powers
to fill the casual vacan@nd whether the Board of Directors have passed the
resolution filling the casual vacancy.

b. CV due toResignation:If the vacancy has arisen due to resignatafrthe auditor,
the incoming auditor should see as to whethgoraper resolution filling the vacancy
has been passed at thgeneral Meetingf the Company.

c. Removal of auditorif the vacancy has arisen as a result of removal of the auditor
before the expiry of his term of office, the incoming auditor should see gpatial
resolution has been passed at the General Meeting of the Comaadiyhat the
previous approval of the Central Governmduais been obtained by the Company.

3. When theauditor or auditors appointedby the Company were holding this officertly with
othersand one or more of such joint auditors are not reappointed.

4. Whenone or more of the auditors appointdaly the Company was/weneot holding this
office earlier

B. If theincoming auditor is satisfied that the Company has compliid the provisions of
Sections 139 and 140 of the Companies Act, he stoatdcommunicate with the outgoing
auditor in writingas provided in Clause (8) of Part | of the First Schedule to the Chartered
Accountants Act, 194Before accepting the audit assignment

NOTE: If Time permitsGive a single reading of content given in ICAI SMJ3Edition] ¢ Pg.
19.69to 19.75[Not Imp from Exam Viewpoint]

C. UNJUSTIFIED REMOVAL OF AUDITOR:

Thefollowing guidelines have been issukedl the Ethical StandardBoard for looking into the

cases of Removal of Auditors:

1. Resignation / No Consent for Re appointmemi/here anauditor resignsiis appointment as
an auditor of a Company aloes not offer himself for reappointmeris auditor of such
Company, hahall send a communication, in writing, to the Board of Directdithe
Companygiving reasons therefoif he considers that there are professional reasons
connected with his resignation or not offering himself foragpointment which, in his
opinion, should be brought to the notice of the Board of Directors, gl send a copy of
such communication to the Institutet shall be obligatory on thecoming auditoy before o
accepting appointment, tobtain a copy of suchoenmunication from the Board of Directors :
and consider the same before accepting the appointment.
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2. Sec. 140(4¢ Appointment other than retiring auditor:Where an auditorthough willing for
re-appointment has not been reappointetieshall file with the Institute a copy of the
statementwhich he may have sent to the management of the Company for circulation
among the shareholders. It shall bbligatory on the incoming auditor before accepting the
appointment, to obtain a copy of such a communication from the Company and consider it,
before accepting the appointment.

3. The Ethical Standards Board, on a review of the communicatedesed to in parasl) and
(2), may call for such further informatioas it may require from the incoming auditor, the
outgoing auditor and the Company and make a report to the Council in cases where it
considers necessary.

4. The above procedure is algalowed in the case of removal of auditors by the government
and other statutory authorities

| Refer Q No. 15, 16 in lllustrations
CLAUSE 10: PROHIBITED TO ACCEPT FEES AS A PERCENTAGE OF PROFITS OF COMPANY:

1. A CAP is treated as guilty of professional qéenduct if he:

a. Chargeor offers to charge,

b. acceptsor offers to accept

c. inrespect of anyprofessional employment feeshich are:

i. based on gercentage of profiter
ii. which are contingentipon the findings, or results of such employment.
2. However, if the same germitted under any regulationshade under thisct then it shalhot be
treated as quilty
3. Itis to be noted that, the feesannot be considered as contingdhtt isfixed by courtor any
public authority. (E.g., Disputed fees)
4. Additional Exceptionsin the following cases acceptance of fees as a percentage of profits is
permitted:

a. In the case of aeceiver or a liquidatgrthe fees may be based on a percentage of the
realization or disbursement of the assets.

b. In the case of aauditor of a ceoperative societythe fees may be based on a
percentage of the pakip capital or the working capital or the gross or net income or
profits.

c. Inthe case o& valuer for the purposes of direct taxes and dutibe fees may be based
on a percentage of the value of property valued.

d. Inthe case ofertain management consultancy serviegassmay be decided by the
resolution of the Council from time to time, the fees may be based on percentage basis
which may be contingent upon the findings, or results of such work.

e. Inthe case of certaifund-raising serviceghe fees may be based on a percentage of the
fund raised. (E.g., Underwriting)

f. In the case oflebt recovery serviceshe fees may béased on a percentage of the debt Q)
recovered. <
g

(@)

o

n
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g. Inthe case of services related¢ostoptimization the fees may be based on a
percentage of the benefit derived.

h. Any other service or audés may be decided by the Counfiollowing activities have
0SSy RSOARSR o0& (KS /2dzyOAf dzy RSNJ aKé |
Non-Assurance Services to Ngxudit Clients]

(@]]
N

5. S S S B Ray, Commissioner of Income Tax (Central), Nagpur vs. Durga Prasad Saatéered
Accountant hadarranged accounting bills raised by 16 parties amounting to Rs.14.09 Crores and
made entries which were not genuinkle had charged commission @ 0.25% to 1% of the
transactions for arranging accounting entries. He had heeolved in arranging bogus bills,
accommodation entries and circular transactidostrading in coal through bank LC limits for
various other parties. Helduilty of Professionand Other Misconduct falling within the
meaning of Clause (10) of Part | and Clause (2) of Paftl\ First Schedule to the Chartered
Accountants Act, 1949.

CLAUSE 11: PROHIBITED TO ENGAGE IN ANY OTHER OCCUPATION OR BUSINESS OTHER TH,
CA:

1. A CAP is treated as guilty of professional qéenduct ifhe engages in any business or
occupation in addition to CAP
2. Exceptions:

a. If such business/occupationpgrmitted by council of ICAthen it shall not be treated as
guilty. (Ref; Point 3)

b. If suchCAP is a directmf a companyot being MD/WTD(audit relation with the
company is prohibited).

c. A CAP may act adiquidator, trustee, executoradministrator, arbitrator, receiver,
adviseror representativefor costing, financial olaxation matter or maytake up an
appointment thatmay be made by the Central Government or a State Government or a
court of law or any other legal authority anay act as a Secretary in his professional
capacity provided his employment is not on a saklaym-full-time basis. (Reg. 191 read
with 190A).

3. Permitted additional occupations by council:
a. No permission required/General Permissioqs

i. Employment under Chartered Accountants in practcéirms of such chartered
accountants.

ii. Private tutorship (Teaching hoursNot exceeding 25 Hours a week)

iii. Authorshipof books and articles. (Not Retail Reports)

iv. Holding ofLife Insurance Agency Licerisethe limited purpose of getting
renewal commission.

v. Attending classeand appearing for any examination.

vi. Holding of public elective offices suchMs., M.L.A. and M.L.C.
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Vil.

viii.

Xi.
Xii.
xiil.
Xiv.

b. Requirement for Special and Prior Permission:
i.

Vi.
Vii.

Viil.
iX.

any of the above categories.
. Thetermd NBf F 6 A @S¢ 3> Ay NBf I busband, wife2 brdther 6rSistér Sr iy
lineal ascendant or descendanit that member. (Same definition under Income tax)

However, it iopen to the Council to refuse permission in individual calsesgh covered under

Honoraryoffice leadership of charitableducationalor other noncommercial
organisations.

Acting adNotary Public, Justice of the Pea&pecial Executive Magistrate and the
like.

Parttime tutorshipunder the coaching organisatiai the Institute

Valuation of papersacting as papesetter, headexaminer or a moderator, for

any examination.

Editorship ofprofessional journals.

Acting asSurveyor and Loss Assessader the Insurance Act, 1938 provided they
are otherwise eligible.

Actingas recovery consultani the banking sector.

Owning agricultural land anchrrying out agricultural activity.

Fulttime or parttime employment in business concerpovided that the
YSYOSNI I YRk2NJ KAa NBflFIiA@Sa R2
(E.g., MD/WTD) (Read with Poqnii)

FulHime or parttime employment in norbusiness concern.

Office ofmanaging director or a wholeme director of a body corporatevithin

the meaning of the Companies Act, 2013. (Read with Rdint

Interest in family business concerfiscluding such interest devolving on the
members as a result of inheritance / succession / partition of the family business
or concerns in which interest has been acquired as a result of relationshiga and
the management of which no active part is takéimcluding Karta of HUF)

Interest in aneducational institution

Parttime or fulktime lectureship for courses other thahose relating to the

Ly &aidAildzi $Qa S E I undenfie Guspicgsdf thd thsfitdtdid théS R
Regional councils or their branches. (E.g., GMCS trainer)

Parttime or fulktime tutorship under anyducational institution other than the
coaching organization of the InstitutéTeaching hoursNot exceeding 25 Hours a
week)

Editorship of journalgther than professional journals.

Any other business or occupation for which the Executive Committee considers
that permission may be granted.

y 2

Y]

Directorship / Promoter of a Company:
a. A member in practice is permitted generally to bBIRECTOR SIMPLICITCRY
company including a boanhanaged company and as suwh is not required to obtain

any specific permissioof the council in this behalf irrespective of whether he and / or
his relatives hold substantial interest in that company.
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b. 45ANBOG2NI { AYLI AOAG2NE YSIya Iy 2NRAYLl NE
affairs of thecompany)
c. Theauditor of a subsidiary comparmannotaccept appointment aa director in holding
companyof such subsidiary company.
d. There iNO BAR FOR A MEMBER TO BE A PROMOTER / sigtt&dviemorandum
and Articles of Association of any company. No specific permission is required.
e. A member caraccept the office of a managing directorawvhole time director only
after obtaining, thespecific and prior approval of the Council
7. Member in practice in a HUF doing businegés! YSYo6 SNJ 2 F G KS intergsiifi A { |dzi
family busines# any of the following manner:

() As a proprietary firm
(if) As a partnership firm
(i) In the name and style of Hindu Undivided Family as its Karta or a member.

It would benecessary for the members firovide evidencehat interest in the family business
concerndevolved on hinas a result oinheritance/succession/patrtitioof the family business. It
Is also necessary for the member to show that he n@tsactively engaged in carryimm the

said business and that the family business concern in question was not created by himself.

8. Decisions of the council / BOD / High court:

a. K.S. Dugar (198@)A chartered accountant ipractice entered into partnership with
persons who were not the membeof the Institute, for the purpose of carrying on
business. The share of the chartered accountant in the profit and losses was 25%. He was
to take part in the business and was entitled to represent the firm before Govt.
authorities etc. He was operatingdélBank account of the firm was receiving moneys
from the customers and waaso looking after the affairs of the partnershigeld he was
quilty of professional misconduct under the clayas he was engaged in the business,
without the permissiorof the Council.

b. M.K. Abrol and S.S. Bawa vs. V.P. Vijh (1388)member in practice was authorised by
a resolution of the Board of Directors of a company held on 4.9.81 to look after the day
to do affairs of the company and other more than 51% the said company. Later on
8.5.82, he applied to the Council for permissto hold the office of the Executive
Chairman of the said company. It was held on the basis of facts and circumstances of the
OFrasS (KIFI{d RdINAYy3I (GKS LISNA2R nddpody mheii 2 vy dp
200dzLJ GA2YQ 6AGK2dzi (K Svaslidiiddquilti i terehs/of tRisF G| K S
Clause

c. Anil Kumar (1994¥ Where a Chartered Accountant who hiaeld a salaried
employmentas an Assistant Manager (Finance & Accounts) in addition to the practice of
chartered accountancyithout obtaining permissiof the Institute as required was
held quiltyunder Clause (11) of Part | of First Schedule.

L(
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. C.ILT. (Admn.) vs. H.M. Giriya (1996\Where a Chartered Accountant while practicing as
a chartered accountant had engaged himselbtiner occupation as an LIC agémt

another name. Held thate was qguilty Claugd1) of First Schedule.

. Where a charted Accountant had offered to help the Complainant in disposing of odd lo
shareholding, sold them at much lower rate than he had sent of the Complainant notes
etc. and thesaid chartered accountant was personally involved in the share traasfer
broker's business besides his professional activities. Helchthatas guiltyunder Clause
(11) of Part I.

CA. Shivaputra Mohan Jotwar (2018Where a charted Accountant wasfull time
employment besides holding full time Certificate of Practifieough, the Respondent
submitted that he did not carry out any attestation function during this period, yet the
same cannot absolve him for the n@ompliance. Thus, the Board held the Respondent
quilty of professional miscondutdlling within the meaning of Clause (11) of Part | of
First Schedule to the Chartered Accountants (Amendment) Act, 2006.

. Rohit B. Jain vs. Kishore Kumar Poddafhere a Chartered Accountant wase of the
Promoters and a Whole Time Director of Private Limited Compdmaying

remuneration besides practicing on a full tiroasis and besides holding full time COP.
Held quilty of professional misconduelling under Clause (11) of Part | of First Schedule
to the Chartered Accountants Act, 1949

. Shivaputra Mohan JotawanWhere it was established that a Chartered Accountant had
deceived a person by assuring that he can sanction attbaim for business purpose.

He hadtaken a sum of Rs 15,0806r doing the same and thereafter, started avoiding
that person. Apart from that hevas in full time employment with a University in spite of
holding full time COBNd never disclosed about his employment to the Institute. He
surrendered his COP only after issuance of information letter from the Institige.
represented this as a mistakideld guilty of professional misconduelling under Clause
(11) of Part | of First Schedule to the Chartered Accountants Act, 1949.
Sharadchandra M. Kulkarni vs. Mahen J. Dholawhere aChartered Accountant
maintained the accountand also acted as theax Auditor of a firmBesides holding the
COP, he was alsoaative business associatisith a company being a Director of the
company without taking the permission of the Coundiéld guilty of professional
misconductfalling within the meaning o€lause (119f Part | of the First Schedule and
Clause (4df Part | of the Second Schedule to the Chartered Accountants Act, 1949.
Bombay High Courg, Clause 4 does not have overriding effect on Clausgl.

I /1t OFy NBIAAGSNI KAYASEtTF a NBIAAGSNA
A CAP may be a research advisgtrcannot publish retail reports

. A CARannot receive remuneration for Financial advisaye to a bank, financial
institutions, mutual funds or insurance companies.

. A CAP cannot take agency of GIC/UTI/NSDL.

0. A CARCannot hold customs brokers licenseder Sec. 146 of Customs Act, 1962.

. Trading irstocks / commodity derivatives is also an additional occupadiwhhence
special permission of the institute is required.

1652
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Refer Q No. 17, 18,9in lllustrations

CLAUSE 12: PROHIBITING A NONEMBER / NON PARTNER TO SIGN ON BEHALF OF THE FIRM:

1. A CAP is treated as guiltymfessional mig conduct if he allowsthe followingto sign on his
behalfor on behalf of firm:

a. anon-memberof the institute or

b. a member who igot in practiceor

c. a personwho is not a partner of his firm

2. However, the above clausibes not apply withrespect to reportiot containing expression of
opinion.

3. In the following casea CAP can allow others to sign his behalf with regard to routine
documents whergrofessional opinion or authentication is not involved

a. Issue of audit queries during the course of audit.

b. Asking for information or issue of questionnaire.

Letter forwarding draft observations/financial statements.

Initiating and stamping of vouchers and of schedules prepared for the purpose of audit.
Acknowledging and carrying on routine correspondence with clients.

Issue of memorandum of cash verification and other physical verification or recording
the results thereof in the books of the clients.

g. Issuing acknowledgements for records produced. Raising of bills and issuing
acknowledgements for money receipts.

h. Attending to routine matters in tax practice, subject to provisions of Section 288 of
Income Tax Act.

i. Any other matter incidental to the office administration and routine work involved in
practice of accountancy.

4. Also, the Council has decided that:

a. Wherea Chartered Accountant while signiageport or, a financial statement or any
other documents statutorily required to disclose his nantbe membershould disclose
his namewhile appending his signature on the report or document.

b. Where there is no such statutory requiremetiie member magign in the name of the
firm. (Member Seal vs Firm Seal).

o a0

Refer QNo. 20, 21 in lllustrations

Q.NO.15WRITE ABOUT ACTS OR OMISSIONS IN NATURE OF PROFESSTONBIURITSAS
DEFINED IN PARTI OF FIRST SCHEDULE TO CA ACT, 1949?

154
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A member of the Institutéother than a member in practice) (l.e., Member in ServigkS shall be
deemed tobe quilty of professional miscondydt he is being an employee of any company, firm or
persong (MIS may be full time or part time employee with or without COP)

CLAUSE 1: PROHIBITS TO PAY, SHARE OF HIS EMOLUMENTS OF EMPLOYMENT:

1. A member of the Institute in service (MIS) is deemed tgity of professional misconduat
he is an employee of any company, firm or peraod during that course whatever emoluments
he receives, if he:

a. either pays or
b. allows to pay or
C. agree to pay any part or share thereof whether directly or indirectly.

2. However, this clausdose not restricts such sharing or commitments among relatives
dependents, friends etc., if there ii® relationship in procuring or retaining the jalmd payment
is not a consideration for job procurement or retainership.

3. Example:Job shall b@btained through clear professional dignaydnot through job agencies
or on recommendation etc.,

CLAUSE 2: PROHIBITS TO ACCEPT TIPS FROM EMPLOYER RELATED SERVICE PROVIDER

A MIS is treated as guilty of professional meonduct ifhe accepts or agrees to accegpty part of

S:

fee, profits or gains from a lawyer, a chartered accountant or broker engaged by such company, firm
or person or agent or customer of such compafiyn or person by way afommission or
gratification
(Simply he shafiot get anything unauthorizedliyom 3¢ parties who are clients / customers to the
company where the member is providing service.)
| Refer Q No. 22 in lllustrations
Q.NO.16WRITE ABOUT ACTS OR OMISSIONS IN NATURE OF PROFESSIONBIURITSAS
DEFINED IRART Ill OF FIRST SCHEDULE TO CA ACT, 19497

ANSWER:
A member of the Institute, whethdn practice or notshall be deemed to be guilty of professional
misconduct, if heg
CLAUSE 1: NOT BEING A FELL@N THE INSTITUTE, B\CITS AS FELL@K THE INSTITUTE.
(LESS THAN 5 YEAR®A acting as FCA]

0
CLAUSE 2: FAILS TO SUPPLY INFORMATION CALLED FOR, OR DOES NOT COMPLY WITI—yd
REQUIREMENTS OF: %

n
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ICAI,

Council,

Any of its committee,
Director (Discipline),
Board of Discipline,
Disciplinary committee,
Quiality review board or
the appellate authority.

© N O R ODNRE

Council Decisions:

a. P.S. Rao (1992)Clause (11) of Part | and Clauses (1) and (3) of Part lll where a Chartered
Accountant hadot disclosed to the Institute at any time about his engagement as a proprietor
ofanonOK I NI SNBER | O02dzyilyiQa FTANY gKAES K2fR
particulars of his engagement as Director of a company despite various letters of the institute
which remained un repliedHeld thathe was guilty under Clause (11) of Part | and Clauses (1)
and (3) of Part Iiéf the First Smedule.

b. S.M. Vohra (19929 Where a Chartered Accountant hadntinued to train an articled clerk
though his name wagemoved from the membership of the Institutnd he had failed to send
any reply to the Institute asking him to send his explanation as to how he was training as his
articled clerk when he was not a member of the Institute. Held tietvas quilty under Clause
(2) of Part IlIbf the First Schedule.

| Refer Q No. 23, 24 in lllustrations

CLAUSE 3: GIVING FALSE INFORMATION:

1. A member of the institute is treated as guilty of professional greésnduct, if heprovides
knowingly any false information
a. While inviting work from another CA
b. While responding to tenders or enquiries.
c. While advertising through a writeup or anything as provided in claug&7 of Partg | of
this Schedule.
2. This clause applies whether tin@srepresentatioris made througldocuments or acts.

Q.NO.17WRITE ABOUTACTSIORL { { Lhb{ Lb b! ¢ \CONDUCT AS DEFINEDV ¢
IN PART, IV OF FIRST SCHEDULE TO CA ACT, 19497

ANSWER:

As per Part IV of Schedule | to CA Act, 194%A member of the Institute, whethan practice or L€
not, shall be deemed to be guilof other misconductif heg %
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CLAUSE 1: HELD GUILTY BY ADIVIL OR CRIMINAL COBRR AN OFFENCE WHICH IS
PUNISHABLE WITMPRISONMENT FOR A TERM NOT EXCEEDING SIXMONTHS

CLAUSE 2: IN THE OPINION OF THE COUBRINGS DISREPUTE TO THE PROFESSIGIE
INSTITUTE AS A RESULT OF HIS AWHENHER OR NOT RELATED TO HIS PROFESSIONAL WORI

JUDGMENTS:

1. Deputy General Manager, Canara Bank vs. Prasanta Kumar Roy Bukiffaere a Chartered
Accountant had floated various Companies/Firms awndiled huge limits from various Bariks
the name of the said Companies/Firms. The limits were availedi@antly by him against
factory, land & building, machineries and other fixed assetds name and others were already
mortgaged with a Bank. Furthermore, besidegdding full time COP he was also the
Proprietor/Director of Firms/Private Limited Compafioy which hedid not inform the Institute.
| St RY JdzAaf e 2F WYhiKSNI aAaO2yRdz0(GQ t&theft t Ay3 d
Chartered Accountants Act, 1949 with respect to the charge of being Proprietors of other Firms
KS ¢l & JdzAfide 2F Wt NPFSaaA2ylf aAdoO2yRwdz0GQ F
the Chartered Accountants Act, 1949.

U7

2. Naresh Mohan Mittal vs. Gulshan Kumaihere a Chartered Accountadid not reveal the
important information that his name has been removiedm the Register of Members w.e.f.
01.10.2005 due to nopayment of fees and heas not authorised to practice as a Chartered
Accountant but he continuetb sign the audit report and conducted audit of the firhteld,
quilty of professional and other misconddatling within the meaning oflause (2) of Part 1V of
First ScheduleandClause (1) of Part Il of the Second Schettutbe Chartered Accountast
Act, 1949.

3. Kanchan Bhagchandani vs. Vaibhav Kumar Mefitae accounts of the Complainant were
maintained and audited by a Chartered Accountant. Eafégr the full payment of fees he
refused to complete the work and to file the Income Tax Retufie Respondent Firm was in
the possession of all the original accounts and refused to hand over the same. Further on
seeking for the payments against the work done for the interior of the new office of the Firm,
the Complainant was abused and threaten&tlePassword of Inaoe Tax account was also
changed by him without knowledge of the ComplainaitteRespondent refused to accept the
payment made bychequé St RS> JdzAif 1& 2F WhiGKSNJ] aAaoO2yRdzOi
Clause (2) of Part IV of the First Schedule to the Chartered Accountants Actsed@4dth
section 22 of the said Act.

4. Gopal Bhatter,The Respondent had be@appointed to carry out the audit, Income Tax and ROC
relatedwork viz preparation and filing of various Forms like Form No. 32, Form 18, 23 AC an
ACA, DIN 3 and 20B. TRespondent did not verify any other document, contraatt.to filing e
forms with the ROC whidhmad certain incorrectness on account of the same béied on the
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basis of tampered and forged documents whiekulted in bringing disrepute to the Chartered
Accountancy ProfessioiThe Respondent was helddzA £ 1 & 2 T W hfillikgSainahe & O
meaning of Clause (2) of Part IV of the First Schedule to the Chartered Accountants Act, 1949
read with Section 22 of the said act.

Refer Q No. 25 in lllustrations

SECOND SCHEDULE

QNO18WWL¢9 ! . h'!' ¢ '/ ¢{ hw haL{{Lhb{ LGONDUCTASv9
DEFINED IN PARTOF SECOND SCHEDULE TO CA ACT, 19497

ANSWER:

If the disciplinary director is satisfied thatGAP is guilty of professional or othmais¢ conduct in
the nature giverunder Second Scheduylthen he shall refer the mattdyvefore disciplinary
committee: (PART; 1 OF SECOND SCHEDULE DEALS WITH PROFESSIOBINDMIS FOR
/17t Q{0

CLAUSE 1: PROHIBITION ON DISCLOSURE OF INFORMATION PERTAINING TO CLIENT:

1. A CAP Shall be deemed to be guilty of professiona masduct ifhe discloses information
relating to client acquired in the course of professional waikany third party
2. However, the abovelause does not apply
a. If the information is disclosed with th@nsent of clientto third party.
b. Such disclosure of informationrgquired under lawfor the time being in force.
3. The duty ofhot to disclosesuch informatiorcontinues even after completioof engagement.

ACADEMIC INTEREST:

4. CONSENT FROM WHOM:

a. Inthe case of a solproprietary concern the consent may be given by the proprietor or
his constituted attorney who is legally empowered to give such consent.

b. In the case of partnership firmsince in turn, every partner has the authority to bind the
firm by his acts, the consent may be given by any partner.

c. Inthe case of a companyy virtue of section 179 of the Companies Act, 2013 Bbard
of Directors is empowered to do all that the companya general meeting may do.
Hence, the consent may Is®ught from the Managing Directdrthe powers of the
Board of Directors are delegated to him comprehensively enough to include the powe
give such consent, but if the powers of the Board of Directors are not so delegated, the-
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consent should be obtained by means of resolution of the Board of Directdhe
Company.
5. Working Papers:

a. Itisnot mandatoryfor the auditor to provide the clienbr other auditors of the same
enterprise or its related enterprise such as a parent or a subsidiapgss to his audit
working papers(SQC 1 says: Working Papers are property of auditor)

b. ThePrincipal auditorslo not have rightof access to the working papers of theanch
auditors

c. the auditor may, at his discretiomake portions of or extracts from his working papers

available to the client.

Note: There is aifference betweersharing of working paperandsharing of information So

far as theinformation is concerned, he can provide the same to the client or to a Regulatory

body after obtaining the consent of the client.

6. Members Liability in unlawful acts of client:

a. A CAP i8IOT DUTY BOUND TO DISCIino&ie tax authorities aboubxation frauds
committed by his clients whictame to know during the conduof professional work.

b. Sec. 126 of Indian Evidence aetbarrister, attorney, pleader orakilis barred from
disclosing except with the express consent of his client:

i. anycommunication made to hirm the course of and for the purpose of his
employment or

ii. to state thecontents or conditions of any documewith which he has become
acquainted in such course.

c. The proceedings before income tax authorities pdicialproceedingsand theCAP who
represents on behaldf client betreated as attorney AccordinglySec. 126 protection
applies to a CA&cting on behalf of client.

d. However, if ZCAP discover@nyfraud or crimecommitted aftercommencemenbdf his

professional work theisec. 126 protection will not applyHe would be liable to disclose

to legal authorities. (Past frauadscan be hidden. New FrauddMust be disclosed)
7. Suppression of facts in Past IT Returns:
a. Intentional Suppressiorg DiscoveredThe CAP can continue sapport his client
b. Unintentional Suppressiorg CAP may disclose suictiormation to tax authorities
c. Fraud relates to past accounts certified by such GAP
i. The member shaldvise the client to make a complete disclosure
ii. If clientrefuses to disclose:
1. then membercan withdraw from engagemerand
2. inform concerned authoritiethat the past records examined and
reported upon areunreliable
8. Suppression related to current periodBuppose if thesuppression of fraud relates to current
periodaccounts, then membeghall advise the client to make a full disclosufelient refuses
then:
a. membershall withdrawfrom engagement or
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b. should give anodified report
9. Suppose themployment of member is dispensed befaecounts are complete or reported
upon, themember has no further obligatioregarding the same.

Refer Q No. 26 in lllustrations

CLAUSE 2: PROHIBITS A CAP TO CERTIFY ACCOUNTS NOT VERIFIED BY HIM:

1. A CAP ideemed to be guiltyf professional mig conduct ifhe certifies or report®n financial
statements which ar@ot examined by him or by his partner/employee or another CAP
[EXCEPTION: JOINT AUDIT

2. ¢KS OSNIATFTAOFGAZ2Y YI& 6S Ay KA& yIFYS 2N KA

P.N. Vittal Dass, Addl. Collector of Customs, Mumbai vs. P.U. Rdkiere a Chartered Accountant
issuedfalse certificates to several partiésr past exports for monetary consideratigvithout

verifying any supporting recoras documents. On the strength of these false certificates, certain
unscrupulous importers were abte obtainimport license effect imports and clear these free of
duty, perpetuating a fraud on Government revenue and depriving the Government of its legitimate|
revenue to the tune of several Crores of Rupéas.his statements to the Departmehe confessed

the above fact and disclosed that he had isstlegbke certificates fomonetary consideratiomnd
without verification of supportinglocuments on recorcHeld that the respondentvas guity of
professional misconduct within the meaning of clauses (2), (7) & (8) of Part | of the second schedt
of the Chartered Accountants Act, 1949 in terms of section 21 & 22 of the said Act.

| Refer Q No. 27 in lllustrations |

CLAUSE 3: PROHIBITS A CAP TO USE HIS NAME ON REPORTS RELATED TO EARNINGS E}{

1. A CAP shall be deemed to be guilty of professionakro@duct if heallows or permits his
nameor firm name ora reportthat deals withearning estimatevhich depends omontingent
future transactions

2. However,as per the opinion of the councd, CARs permitted to uséhis name on earnings
estimate documentgrovided he
a. Indicates clearly about thgources of information
b. Thebasis of Forecastnd underlyincgassumptionsnade.
c. Thefact thathe didnot vouch for the accuraaoyf forecast.

3. The Council hasirther opined that the same opiniowould also apply t@rojections made on
the basis of hypothetical assumptioabout future events and management actions which are C
not necessarily expected to take plage long as the auditor does not vouch for the accugicy Y
the projection. N
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The DGM (Inspection), Tamilnad Mercantile Bank Ltd. vs. R. B. K. Safk@Hartered Accountant
issued 97 ProjectioBtatements for certaimndividualswithout verifying the basic documengnd

on the basis of which the Bank hegtended the loan amountAfterwards, theBank revealed that
persons for whom the Respondent had issued Financial Staterdghtet have any
business/source for repayment of loaHeld,gquilty of professionamisconduct fallingvithin the
meaning of Clauses (3), (7) and (8) of Part | of the Second Schedule to the Chacteredtants
Act, 1949.

CLAUSE 4: PROHIBITS EXPRESSION OF OPINION ON F/S OF ENTITY WHERE CAP HAS
SUBSTANTIAL INTEREST:

1. A CAP is deemed to be guilty of professionalqmisnduct if heexpresses opinion on financial
statementsof business or entities in which eithke or his firm or his partner has a substantial
interest .

2. Further as per the guidelines of the council, a CAdPakibited to express opinioan financial
statements of an entity ibne or more of his relatives has a substantial interest

3. The above rules equalapply for all types of attest functiortsy a CAP. The objective of these
rules isto protect independence of mind

4. The Council has also decided thatlartered Accountant should not by himsetfin his firm
name:

a. Accept the Auditorship of a collegdf he is workig as a partime lecturer in the college.
b. Accept the Auditorship of a Trustvhere his partner is either an employee a trustee of
the Trust.

5. Itisnot permissible for a member to undertake the assignment of certificatidmerein the
client is relativeof the member. The "relative” for this purpose would refer to the definition
mentioned in Accounting Standard (AlS.

6. Members not to write Books of Account for auditee clientShe Council has clarified that the
members are not permitted to write thbooksof account otheir auditeeclients.

7. Statutory auditor not to be the Internal Auditor simultaneoushAn Auditor appointed by an
entity under the Companies Act or any other statgtall not be the Internal Auditasf the
same entity.

8. Internal auditor not to be the Tax auditor simultaneoushiAn Internal Auditor of an assessee,
whetherworking with the organization or an independently practicing Chartered Accountant
irrespective of being an individual Chartered Accountant or a firm of Chartered Accountants
cannot be appointed as its Tax Auditor

9. Internal Auditor not to be the GST Auditor simultaneouslyhe Internal Auditor of an entity
cannot undertake GST Audit of the same entity.

10.COOLING OFF PERIOD AFTER COMPLETION OF TENURE ASADIREBMEOShall not
accept the assignment of audit of a Company foperiod of TWO yearfrom the date of
completion of his tenure as Director, or resignation as Director of the said Company.
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11.Members to satisfy whether appointment is as per the statutd:membershould satisfy
himself before accepting an appointmeas an auditor of an entity thdtis appointment is in
accordance with the statute governirige entity. In case the entity is constituted under a trust
deed/instrument, themember should satisfy whethéris appointment is valid according to the
instrument constituting the entityand rules and regulations made thereunder.

CLAUSE5: FAILURE TO DISCLOSE A MATERIAL FACT KNOWN TG WICAP

1. A CAP Shall be deemed to be guilty of professiona mamductif he fails to disclose a material
fact known to himwhich is not disclosed in financial statememsccordance with AFRFW.

2. However, If theailure is on the part of a member who is in employmant that information is
not meant for any outsidauthorities then it shalhot be treated as guilty.

ACAEMIC INTEREST:

3. Decisions of Councils / Courts:

a. Davar & Sons Ltd. vs M.S. Krishnaswamy (195@Jhere a Chartered Accountant failed
to report to the shareholders of a company about the roeation of a sinking fund in
accordance with the Debenture Trust Deed and did not make clear that the amounts
shown as towards sinking fund were borrowed frone thhanaging agents of the
companyHeld, that the chartered accountant was duty bound to see that the nature and
subject matter of the charge over a security and the nature and mode of valuation of the
sinking @ind investment were disclosed in the Balance Sheet in accordance with Form F
and he was found guilty of misconduct.

b. A. Doraiswami/ Naiduvs. P.M. Raghavendra Rao (19@5)Vhere a Chartered
Accountant failed to examine how debts became bad and were writteileffl he was
guilty under Clause (5).

c. Kishori Lal Dutta v.K. Mukherjee (1968) Where a Chartered Accountant had not
disclosed the fact that a large amount of loan have been given out of the funds of an
Employees Provident Fund to the Employer Company in contravention of the Rules of t
Provident Fund and had failed to report on tlefault in clearing the cheques received
in re-payment of the loanHeld by the High Court that he was not qudfyany
nondisclosure to the individual subscribers of the Provident Fund because he owed no
duty to disclose to them and he was well within his rights to have disclosed the
irregularities to the trustees themselves and to the company which had appointed him.
Held by the Supreme Court on appeal that it was no defence for the chartered
accountant to say that he had disclosed the irreqgularities to the compantywas his
duty to have made a disclosure thereof to the beneficiaries of the Provident Fund in the
statement of accounts signed by him as the legal position of the auditor in the present

case wasimilar to that of the auditor appointed under the Companies Act. He was o
therefore quilty of professional misconduct «
-
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| Refer Q No. &in lllustrations

CLAUSEG: FAILS TO REPORT A MIGYIILTY:

1. A CAP shall be deemed to be guilty of professionakroduct if hefails to report a MMS in
the financial statements known to him
2. Decisions of courts:
a. A Company did not provide for depreciation as required by Section 205 and Section 35(
of the Companies Act, 1956 (now Section 123 read with Schedule Il of the Companies
Act, 2013) and although the Chartered Accountant was aware that the Company had
underprovided depreciationhe did not bring out this fact in his reperteld the
Chartered Accountant waguilty of professional misconduct under the clausie had
failed to disclose a material fact known to him but disclosure of which was necessary to
make the financial statement not misleading.
b. Attorney General of Kenyas-V.B. Joshi (196&) Where a Chartered Accountant

prepared a balance sheet of a firm asgbsequently prepared statement regarding the
state of affairs of the firm without taking into account the balasteetalready
prepared by him showing lesser amount by way of opening st@sid a lesser amount
to the credit of the proprietor and subsequently when he was called upon by his client tg
prepare a fresh balance sheet and profit and loss account for the same year so that it
should tally with the statement of affairs prepared by hue did so without reference to
the actual account books but on instruction of the client, and as such it was a false and
incorrect balance sheeHeld, he was guiltynder Clause (5) & (6).

| Refer Q No. 2in lllustrations

CLAUSE 7: GUILTY IF DOES NOT EXERCISE DUE DILIGENCE:

1. A CAP shall be deemed to be guilty of professionakrmoenduct if he does not exercise due
diligence or grossly negligent, in conductinggrisfessional work.
2. Karnataka High court judgment (197¢)
a. Itis the duty of an auditor to perform the work with skill, care and caution which a
reasonably competent, careful, and cautious auditor would useautttor is not bound
to be a detectivei.e.,need not work with suspicion avith a foregone conclusion that
there is something wrongHe isa watchdog but not a bloodhound
b. If there exist any mattethat gives suspiciothen heshould probe it to the bottombut
in the absence of anything of that kind he is only bound to be reasonably cautious and
careful.

c. Professional misconduct is a term of fairly wide import but generally speaking, it impliec%
-

fairly serious cases of misconduct of gross negligence «
d. Negligence generally would not amount to gross negligémdlee case ofminor errors
and lapses, whicdo not constitute professional misconducty R ¢ KA OKX (K S
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require a reference to the Disciplinary Committee, the Council would nevertheless bring
the matter to the attention of its members so that greater care may be taken in the
future in avoiding errors and lapses of a similar type.

3. Court/ Council / DC Decisions:

a. M.C. Poddar v.S. SodhbansWhere a Chartered Accountafdiled to indicate the
mode of valuation ofnvestmentsin shares as required by the Companies Act and also to
draw attention to the inclusion of uniforms in the depreciation accouild that he was
quilty under Clause (7)

b. V.K. Madhava Rao (1956)Where a Chartered Accountagértified the circulation of a
newspaper based on the statistic recdrdt stated in his certificate théte had given it
after examination of the books of accouti THOUT VERIFYING that the books of
account and the statistical records agreed and also without taking into account the
return of copies unsolddeld that he was quiltgf gross negligence.

c. Controller of Insurance vs H. C. Das (19§YYhere a certificate issued by a Chartered
Accountant under Regulations 7(c) & 7(d) (i) of Part | (d) the First Schedule to the
Insurance Act, 193®as not correctas the company had granted loans on policies which
hadalready lapsed for nepayment of premiunand also the claims in respect of two
policies which had matured were not included in estimated liability in respect of
outstanding claims shown in the Balance Shéktld he was guiltynder Clauses (7) &

(8).

d. The Fairdeal Corporation Ltd. Bombay vs K. Gopalakrishna (188%Where a Chartered
Accountantappointed as auditor of the Madras branoha limited company in Bombay
was charged with failure to report to the Bombay offibat some entries in the bank
pass book had not been passed through the cash book of the branch. Held he was guilt
of gross negligence. The High Court observeddhanall fee paid to the respondent
should not come in the way of his doing dutithout fear or favour, although it involved
unpleasant consequence namehe might not be appointed again

e. Sunder Lal Fatehpuria (1958)A certificate issued by a Chartered Accountant to a
proprietor of a firm in respect of thaurnover of betel nutso enable the firm, which was
not dealing in betel nutdp obtain import license without checking the books and
documents himselfput relying on his articled clerk for its correctnesleld he was quilty
of gross negligence.

f. Company Law Administratiotwvs-D.B. Kulkarni (19603 Where a Chartered Accountant
failed in his duty to check the bank balances with the pass bob#tee banks and failed
to obtain certificates of balances from the bankers in respect of those balances. The
Council found him guilty of misconduct under Clauses (7) & (8) of Part | of the Second
ScheduleHeld there being no proof of dishonesty or volumelafideon the part of the
Chartered Accountant and in view of the circumstances of the case, the High Court took
no more serious view of the matter than to express disapprobatiotne conduct of the
Chartered Accountant ithe form of admonition

g. Superintendent of Police Madras vs M. Rajamany (1961) the course of some
investigation of the affairs of a bank on liquidation, it vilagnd that the authorities of
the bank failed to disclose the total indebtedness of the direciothie balance sheet

164
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and to report on the numerous alterations and fictitious entries in the books of accounts
of the bank. Held thaho auditor could escape from personal liability by taking shelter
under the misconduct of his own employed$ere was nothing to indicate the status,
qualifications or capacity of the assistants. Under the circumstances, the conduct of the
Chartered Accountant in abdicating his functidosis subordinategamounted to gross
negligence

h. D. C. Sopariwala (196&8)Where a Chartered Accountah&d placed implicit reliance on
his paid assistant who took absolutelg step whatsoever to check the cash balances
facilitating and resulting, in serious defalcatiohleld he was guiltynder Clauses (5), (7)
(8) and (9).

i.  The Chief Controller of Exports ¥&.P. Acharya (1962)Where a certificate issued by a
Chartered Accountant to the Joint Chief Controller of Imports & Exports, Calcutta stating
that a firm had exported a certain quantity of oniodsring a certain period contained
false andnaccurate particulars in respect of three itewisinvoice value the particulars
themselves related to exports not by this firm but by two other firtdeld he was quilty
of the charge of gross negligence

. Hitkarini Mahavidyalaya, Jabalpur vs P.C, Madan (1968Yhere a Chartered
Accountantsigned the accounts of an institution subject to separate notésd he was
guilty of gross negligence. In the view of the High Court, the essential part was the
separate notes. Any one going through t@port would at least assume that those notes
when prepared and were ready at the tinaden the report was signed by him. It could
not be supposed that those notes were not in existence at that time and were written at
some later date on some facts, which were still to be verified or ascertained. His act,
thoughnot suffering from bad or vicious intentipmasstill an act of gross negligence

k. Director of Accounts, Gujarat State, Ahmedabad vs K.D. Patel (18&8here a
chartered accountangjave clean reports on the balance shewtsereas the reports on
the special audit conducted subsequently reveatedtain irregularities which amounted
to failure to examine the pass book and to verify the cash balance.ldeldhs guilty
under Clause (7)

[.  Qaroon Trading & Finance Pvt. Lid/s Luxmi Narain Saxena and Jitendera Mohan
Chadha (1969 Where a Chartered Accountah&id not completed his wortelating to
the audit of the accounts of a company anad not submitted his audit reporh due
time to enable the company to comply with the statutory requirement in this regard.
Held, he waguilty of professional misconduander Clause (7).

m. B.L. Shoulder v#1.K. Deb (19763, In his audit report of a school, the auditor failed to
point out wrong and misleading entries and a sunikef7,000/- on account of reserve
fund did not find a place at all in the original statement sent to the school. The correction
slip alleged to be sent by the Chartered Accountant was never received by the school.
The Chartered Accountant had not proved tltta correction slip was sent to the school.
Held the Chartered Accountant was guilty of gross negligence in the conduct of

professional duties and his conduct was quite unbecoming of a professional person L())
entrusted with responsibility of dealing with theeounts. S;
(@)
Y
n
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. B. Shantharam Rao (197Q)A Chartered Accountant adopted arbitrary valuation of

closing stock ando verification at all was done by hifRurther he accepted the
capitalization of a large sum of expenditure which was in the nature of revenue. He had
merelyadopted anad-hocbasis in deciding upon capitalizatiohexpenditure andailed

to apply his mind and bring to bear on the subjdet due diligence and care expected of
a member of the profession. Held, the Chartered Accountantgualsy of gross
nedigencein the performance of his duties.

Registrar of Newspapers for India vs P.K. Mukherji (197 ¥here a Chartered
Accountantissued two different certificates of circulation of a ddidy one and the same
period showinddifferent figuresin respect of the number of copies printed and
circulated.Held, he was guiltynder Clauses (7) and (8).

Air Commodore Dilbagh Singh vs C.G. Apte (1978)Chartered Accountant hddiled

to detect a fraud committedby the accountant of a canteen whicbuld have been
detected if he had checked the castings of the cash bboysR | f 42 OKSO1 S
entries of the bank and cash columns of the cash books. Heldabeuilty of

professional misconduatnder Clauses (7), (8) and (9).

Audit Bureau of Circulations Ltd., vs A.D. Shinde (1968Jhere a Chartered

AccountanF I Af SR 12 YI 1S | NBTSNSYIOES & NI KSR
to the report which he had separately submitted to the newspaper concerned which did
represent the correct state of affairs in all respects but which was not sent by the
newspaper to the Bureau. Helde was guiltyunder Clauses (7) and (9).

Shri J.K.Teotia vs. CA. Gaurav Arora (20I#)e Committee noted that the audited
accounts of the Company for the year ended 2084and 200506 show an amount of
Rs.53.44 lakhs as prior period adjustment from Shri Sushil Gupta. The said amount is
mentioned as an item of prior period adjustment amdsito Rs.53.44 lacs which
constitutes 58.02% of the total unsecured funds and 55.03% of the total liabilities of the
Company for the said year which itself speaks of its materiality with respect to the
FinancidStatement in question. The Respondent being the statutory auditor of the
Company for the said year was statutorily required to determine 503 and consider the
materiality of the said item for the purpose of audit and reporting. Where a Chartered
Accountan being the auditor hagot only failed to exercise due diligence and also failed
to gather sufficient information to warrant an expressiohopinion and also failed to

invite attention to any material departure from the generally accepted procedure of
audit applicable to the circumstances. Thus in conclusion, in the opinion of the
Committee, theRespondent is held quilty of professional miscondalling within the
meaning of Clauses (7), (8) and (9) of Part | of the Second Schedule to the Chartered
Accountants Act, 1949.

aa

Refer Q No. 30, 31 in Illustrations

CLAUSE 8: CARSHALL OBTAIN SUFFICIENT AND APPROPRIATE EVIDENCE:
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. A CAP shall be deemed to be guilty of professionakranductfails to obtain sufficient and

appropriate evidencavhich is necessary for expression of opinion.

However, if he is unable to obtain sufficient and appropriate evidencghh#é deny expression

of opinion (i.e., Disclaimer of opinion)
This clause covers bo#xpression of opinion and certification of facts.
If amember fails with this clausémay be further treated agross negligence
Court/Council Decisions:
a. T.S. Vaidyanatha lyer (1977A Chartered Accountant without examination of stock

. J.C. Chandhok (1964)Where a Chartered Accountarglying on the work of the

. Shri Mukesh M. Kelawala vs. CA. Sukhdev Manilal Soni (2 T3e Committee noted

register and other relevant matters issuedvaong consumption certificaten the basis
of which licence of higher value, for which the unit was not entitled, was issued by
Controller of Imports & Exports. The examination done by the Chartered Accountant wa
so restricted that he could not have obtained the information necesgavyarrant the
expression of an opinion regarding consumption of raw material and components. Held
the chartered accountant was guilty of professional misconduct under Clause (8).

internal auditorof a companyualified his reporthat the books of account and the
supporting vouchers had been examined by the internal auditor of the company, the
Council taking the view that the qualification amounted to an exception sufficiently
material to negate the expression of an opinion, foumh guilty, of misconduct under

the latter part of Clause (8). As a general rule, a statutory auditor would be guilty under
this clause, if he performed his work so recklessly as to give his report without looking
into the books of account of a companyy the basis of the work of the internal auditor
whose opinion turned out to be false.

Registrar of Newspapers for India vs K. Rajinder Singh (1§¥¥here a Chartered
Accountantissued a certificate of circulatiasf a periodical without going into the most
elementary details of how the circulation of a periodical was being maintained i.e. by no
looking into the financial records, bank statements or bank pass books, by not examinin
evidence of actual payment ofipters bills and by not caring to ascertain how many
copies were sold and paid for. Held Wwas guiltyunder Clause (8).

that since the transaction of land took place between the Shivdarshan Firmi.e., a
partnership firm and Siddheshwari Developers, the same should have been reflected in
the books of Shivdarshan Firm and not in the books of ShivdarshesirGction which

was a proprietary concern. The Respondent being the auditor of Shivdarshan
Constructiorfailed to report the said discrepancy in his audit rep&ince, the amount

of loan wagnaterial and the Respondent failed to submit any evidence based on which
he had chosen not to qualify the appearance of housing loan from Navsarjan Industrial
Co. Op. Bank Ltd in the financial statements, hence, the Committee is of the view that
the Respondent is quilty of professional miscondiadiing within the meaning of Clauses
(6), (7) and (8) of Part | of the Second Schedule to the Chartered Accountants Act, 194¢
™

Refer Q No. 32 in lllustrations U

—
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CLAUSE 9: CAP SHALL FOLLBWDIT- GAAP:

1. A CAP shall be deemed to be guilty of professionakroanductif he fails to comply with

. Decisions of court/council;

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

generally accepted audit procedurasile performing professional works.

. However, if he is unable to comply with GAAP and mentions the same in his report, then this
clause shall not apply.

. Thefailure to perform a statutory dutyn the manner required isot excused merely by giving a
qualification2 NJ NS &SN GA2Y Ay | dZRAG2NDEA NBnbIaNI &
substitute foravoiding a particular duty required under law.)

. Audit of Listed Companie®ursuant to SEBI NotificatidgBtatutory Audit of Listed Companies
under the Companies Act, 2013 shall be doneriby those auditorsvho havesubjected
themselvego the Peer Review procesfthe Institute, anchold a valid certificatéssued by the
Peer Review Board of the ICAL.

. FRN and Membership Norhe members are required moention the Membership numband

Firm registration number to all reports issued pursuant to any attestation engagements,
including certificatesissued by them as proprietor of/ partner in the said firm.

. Unique Document Identification Number (UDIN)ae members may note that UDIN is
mandatory from 1st July, 201 all Corporate/ NonCorporate Audit, Attest and Assurance
Functions Thus, a member of the Institute in practgt®ll generate Unigue Document
Identification Number (UDIN) for all kinds of the certificati®@® T and Tax Audit Reports and
other Audit, Assurance and Attestation functions undertaken/signed by him.

. Certifying figures of circulation of Newspapers etd/ery often members are required to certify
the figures of circulation of newspapemiagazines etc. by their clierds behalf of the Audit
Bureau of Circulations Lté/lembers argnormally supplied by the AB@th the Rules and
Regulations under which the certification of circulation is to be carried out. Members are also
asked to give theiacceptance in writing that they will observe the rules of procedemeisaged

to report upon any lapsef such special requirements, even ofiasignificant nature

. Verification on behalf of BanksSimilarly, in the case of verification on behalf of banks, the rules
or procedure for conducting sucudit are different from the normal rules applicatiteaudits
under the Companies Act. Members aegjuired to be very familiar with the special procedure
required in these matters and act accordingly.

a. M.R. Ramanathan vs A. Utnatlath Rao (1968)Vhere a Chartered Accountadid not
conduct sample checkiraf the bank accounts in relation to the accounts of the
company andlid not carry out vouchingith respect to the transactions reflected in the
accounts of the company ardépended upon his assistawho was a Chartered
Accountant and experienced clerk who were entrusted with the auditing work. Held h
was guiltyunder Clauses (7), (8) and (9).

b. Punjab State Govt. vs K.N. Chandla (197 2Yhere a Chartered Accountafdiled to
verify the actual disbursemermtf the amount by examining the various items of o
purchases and insisting for the bills to be produced in respect of the various items bef&§
issuing his certificate as mere payment would not constitute utilization of the amount fon
the purpose for which itvas meant. Helthe was quiltyunder Clauses (7), (8) and (9).
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c. Air Commodore Dilbagh Singh vs E.S. Venkataraman (1826 hartered Accountant
hadchecked the cash book totals but not the bank column totadsl verified all the
transactions in the bank colummsit not the contraentries had taken the casting only
of personal ledger and that toaot of all accountshad resorted tdest check when
there was no system of internal chediadnot seen the payn-slips had not checked the
bank reconciliation statements for all the months. He&lwas guiltyof professional
misconduct under Clauses (7), (8) and (9).

d. Tamilnadu Mercantile Bank Ltd.vs.CA. V.U. Gangolli (2@1\®)here a Chartered
Accountant as a concurrent auditor of the Bank carried outlbiges recklessly, did not
exercise due diligence, failed to obtain sufficient informaton failed to invite
attention to the material departure from the accounting policies. Accordingly, the
Committee is of the considered view that the Respondequifty of professional
misconductfalling within the 10 meaning of Clauses (7), (8) and (9) of [Part | of Second
Schelule to the Chartered Accountants Act.

CLAUSE 10: CAP MUST KEEP CLIENTS MONEY IN A SEPARASECHEINNYT

1. Anyamount received from clienhust be kept in &eparate bank accourtnd shall be utilized
only for thepurposes mentioned by the client.

2. However, thiglause does not apphpr the following receipts:

a. Anadvance receivetly a Chartered Accountaagainst services to be rendereldes not
fall under Clause (10) of Part | of the Second Schedule.

b. Moneys receivedior expenseso be incurred, for example, payment of prescribed
statutory fees, purchase of stamp paper etc., whichiatended to be spentwithin a
reasonably short timeNEED NOT be put in a separate bank account.

c. Moneys received by a Chartered Accountantii;icapacity as trustee, executor
liquidator, etc.must be put in a separate bamccount immediately.

3. For example: N.S. Chenoy v.s. K.V. SubbaRad:Y Y2y f & Yl yeé /! Q& | NB
account details for getting IT Refund of the client. This is treatepidty of professional mig
conduct

| Refer Q No. 33 in lllustrations

QNO1® wL¢9 ! .h!¢ !/ ¢{ hw halL{{Lhb{ LGDNDBUCTASNO
DEFINED IRARTC Il OF SECOND SCHEDIQREA ACT, 19497?

ANSWER:
A member whanay be in practice or otherwiseshall be deemed to be professional misonduct (@))
in the following cases: {0
“d
(@)
Y
n

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

h (



CLAUSE 1: MEMBERS TO COMPLY WITH CA ACT, REGULATIONS AND GUIDELINES:

1. A member igleemed to be quilty of professional nggonductif he fails to comply with CA Act
or any regulations made thereunder.
2. Common violations of regulations, came to the notice of the council:

a.

Regulation 43 Engagement of Articled Assistant.

b. Regulation 4@ Registration of Articled Assistant.

S@ "o a0

—_—

K.

Regulation 4€ Premium from Articled Assistant.

Regulation 4& Stipend to Articled Assistant.

Regulation 5& Termination or assignment of Articles.

Regulation 6%; Articled Assistant not to engage in any other occupation.
Regulation 6% Complaint against the employer (from Articled Assistant).
Regulation 68 to 8Q Audit Assistant.

Regulation 19@ Register of offices and firms

Regulation 1904 Chartered Accountants not to engage in any other business or
occupation.

Regulation 19%, Part timeemployment's a Chartered Accountant may accept.
Regulation 192, Restriction on fees

3. Council/Court decisions:

a.

J.K. Ghosh in (1958)A Chartered Accountant certified in Forr2Khat an audit clerk
was in service with him while he was also, employed elsewhere with another employer
between 11 A.M. and 5 P.M. and attended the office of the Chartered Accountant
thereafter until 8 P.M. Th€hartered Accountarguspended the audit clerk when the
Institute brought this fact to the noticef the Chartered Accountant. Held &s quilty

of misconduct for making a misstatemeotthe institute in regard to the discharge of his
professional duties

A.K. Basu v.s. P.K. Mukherjee (19%8)Vhere a Chartered Accountaagreed to take a
person as an articled clerk in a vacancy shaatlgrise and received theremium for the
purpose and made him believevhen he executed the deed of articles that he was taking
him in that vacancy, while, in fact, thaacancy had been filled up by the Chartered
Accountant earlier by taking another audit cleflkhe audit clerk came to know from the
Institute that thedeed of articles was not registered as that was forwardéth a

request for entertaining an extra articled clerk. Held that the Chartered Accountant was
quilty of serious miscondudébr having contravened Regulation 58.

Mohan Sehwani vs. Sunderlal Fatehpuria (1968)here a Chartered Accountant after
signing the Articles of Agreement, failed to forward the articles for registratgon

required by Regulation 64 and the statement of particulars in the prescribed form as
required by Regulation 6 spite of repeated enquiries from the articled clerd even
failed to take notice of communications addressed to him in that behalf and having two
other articled clerks along with the present one who articles were not sent for
registration took up a fourth articled clerk without being entitled to do so. Hieldvas
quilty for breachof Regulation 46.
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. N.K. Ray Chowdhery in (1978)A Chartered Accountant wdsund qguiltyof professional
misconduct in terms of Clause (1) of Part Il of the Second Schedule to the Act for
contravention of Section 6 of the Act for havilsgued a certificate in respect of a
consumption statement of a conceas a Chartered Accountant in practice on a date
whenhe had NOT EVEN applied for a certificate of pratbidkee Institute.

. B. M. Lala (19769 A Chartered Accountant issued a confidential and private circular to
clients where, in additontcR S8 ONA G AY I KAY&SEF & &/ KIN
RSAONAOGSR KAYASET 4 dLYODS&AYSYyIlKRY A0A
introduced himself to the public and private limited companies, which were accepting,
fixed deposits and loans through hiideld he was guilty of professional misconduct
under Clause (1) of Part Il of the Second Schedule.

M.K. Tripathi (1979), A Chartered Accountaribok loan from a firm in which the

articled clerk and his father were both Interesteabainst the provisions of the Chartered

1 O02dzy G yia wS3dz I xaRing &fJoanodueposit gt& kot khe LINE
articled clerk Held the Chartered Accountamas quilty of professional misconduct

under the clause.

. Radhey Mohan (1979 A Chartered Accountamtid not pay stipend to his articled clerk

in accordance with Regulation 48 of the Chartered Accountants Regulations 1988, while

to another articled clerk, he was paying every month. The stipend was paid only after th
articled clerk left him after working for a months and complaint was lodgéidl tve

Institute. The plea of the Chartered Accountant that he had an agreement with the
articled clerk to pagtipend on annual basis was found to be misconceagthe same
should beagainst the provisionsf Regulation 48.

. R.C. Gupta (198@) Three articled clerks of a Chartered Accountant informed Institute
that the Chartered Accountant hddiled to make the payments of stipend to them every
monthin accordance with Regulation 48. Held the Chartered Accountant was guilty of
professional misconduct under the clause as he contravened Regulation 48 by not
making the payment every month. Theurt rejected two contentions put forward by

the Chartered Accountanvjz, (i) that the declaration filed by the articled clerks could
n2 0SS NBIFNRSR [a WAYTF2NXIGA2YyQ Ay 2NR
proceedings (2) that under Regulation 48 the payments had to be made at a monthly ra
and not that the payments had to be made every month. @il contention that the
payments could not be made every month or regularly because of financial stringency
was also rejected particularly in view of the fact that the Chartered Accountant during
the relevant period had purchased a plot of land and constructed a house at thefcost
more than 1 lakh of rupees and he had in his employment throughout the relevant
period a Chartered Accountant at a salary of Rs.500 Per Month.

Virender kumar vs. K.B. Madhan (198@®) The chartered accountant receiv&s.2000/

by way of security from the compliafdther as a consideration of taking him in to

articled clerk. Held that he wagiilty under the provisions

U.V. Benadikar vs. N.G. Kulkarni (20@4A Chartered Accountarid not pay stipend to <
the articled clerk in accordance with Requlation 82Bhe Chartered Accountants t
Regulations, 1964 for the period during which the Article Clerk worked with him. Also th
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Article Clerk was asked to work in excess of the prescribed working hours in violation
of Regulation 4%f the Chartered Accountants Regulations, 1964. Heldhkawas guilty
of professional misconduct under Clause (1) of Part Il of Second Schedule to the
Chartered Accountants Act, 1949.

CLAUSE 2: PROHIBITION TO DISCLOSE INFORMATION RELATED TO EMPLOYER:

1. A member is deemed to bguilty of professional mig conduct if he disclosed any confidential
informationrelating to hissmployercompany, firm or any other person.
2. However, this clause does not apply if consent of employer is obtained for such disclosure.

CLAUSE 3: PROVIDING MISLEADING INFORMATION TO THE INSTITUTE:

A member shall bdeemed to be guilty of professional ngeonductif he furnishes any returns,
reports, statements or forms whiatontain any false information knowindiy the institute, council

or any of its committees, BOD, Director Discipline, Disciplinary committee, Quality review board,
appellate authority.

CASELAWS:

1. J.R. Chatrath, (1952)f a Chartered Accountant includes in any information, statement, return
or form to be submitted to the Institute Council etc. any particular knowing it to be false, he will
be held guilty of misconduct. Where a Chartered Accountant who was employechasager
of a firm of Reqistered Accountantpplied foradmission as Fellow of the Institute stating that
he was a partnerwhilehe was not Held that the Chartered Accountant wailty of
misconduct as he had made the statement that he was a partnewkry it to be false.

2. K.S. Dugar, (1987% Member had during the course of the hearlfore Disciplinary
Committee given a wrong statemeduly verified and also a statement on oath knowing it to be
false. He was foungduilty in terms of this clause.

A. Umanath Rao, (1965)n spite ofrepeated reminders a Chartered Accountant faited
reply to the letters of the Institute asking hita confirm the date of leaving the services
by the Paid Assistant. Held, the Chartered Accountantgudty of professional
misconduct under the Clause.

3. N.K. Gupta, (1998 Chartered Accountant had been ullftime employment in a Company

besides holding Certificate of Practigeh (1 K2 dzii 20 GF Ay Ay 3 Ly aidAddziB

empanelment form, he had givedeclaration to the effect that he was not devotiagy time to

any occupation / vocation / business etc. other than the profession of Chartered Accountants.

He was held guilty for violation of Clause (11) of Part | and Clause (1) of Part Il of the First

Schedule. Th€ouncil ordered that hisame be removedrom the Register of Members for a o

period of six months N
4. H.K. Gupta, (1999A Chartered Accountant, in spite of his being in employment as Manager ¥

(F&A) with a Company from 9 A.M. to 2 P.M. degoting 30 hours per week in the said
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employment hadshown his main occupation to be in ftiline practice in the Employment
Form for bank branch audits. ks held guiltyor violation of Clause (1) of Part Il of the First
Schedule for not giving the full particulars truthfully in his application.

CLAUSE 4: DEFALCATION OF MONEY RECEIVED:

A member shall be deemed to be guilty of professionalquienduct, if he éfalcates or embezzles
any money received in professional capacitis act amounts tfvaud.

QNO2®* wL¢9 ! . hj¢ !/ ¢{ hw hahlLdIl{IviCONDDAS DEFRNED 9
INPARTC IIl OF SECOND SCHEDIMEA ACT, 1949?

ANSWER:

A member of the Institutewhether in practice or not shall be deemed to be guilty of other
misconduct, if he igeld guilty by any civil or criminal court for an offervelich is punishable with
imprisonment fora term EXCEEDINGMONTHS

Imprisonment awarded for a term exceeding six months in any civil/criminal matter treated as a
YI 22N 2FFSyYyOS dzy RSNJ W2GKSNJ YAaA02yRdz0O4Q A& A

Q.NO.2IWRITE ABOUT COUNCIL GUIDELINES, 20087

ANSWERThe council guidelines contain various chapters. Few relevant chapters are being
discussed here under:

CHAPTERI: These guidelineshall be applicable to ALL the Membefghe Institute whether in
practice or not wherever the context so requires.

CHAPTERII: A member of the Institutavho is an employeshall exerciselue diligence and shall
not be grossly negligen the conduct of his duties.

CHAPTERIII: PROHIBITION ON ACCEPTANCE AS COST AUDITOR:

This Chapter is Omitted in November 2020 Edition. From May 2021 Exams Onwands it is
applicable

CHAPTERIV: OPINION ON FINANCIAL STATEMENTS WHEN THERE IS SUBSTANTIAL INTI%E
This Chapter is Omitted in November 2020 Edition. From May 2021 Exams Onwands it is t
applicable
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CHAPTERV: MAINTENANCE OF BOOKS OF ACC@BYNIAP

1. A member of the Institute in practice or the firm of Chartered Accountants, statitain and
keep in respect of his / its professional practipeoper books of account including the following
a. A cashbook.
b. Aledger.
2. These books of accounts have to be maintaimegspective of the fact that the member
turnoverisless than thdimits specifiec/s 44AA of income tax act, 1961.

| Refer Q No. 34 in lllustrations |

CHAPTERVI: LIMIT OF NUMBER OF TAX AUDIT ASSIGNMENTS:

1. A member of the Institute in practice shall not accept, fimancialyearY 2 NE G KI y (K
| dzR Airidér Section 44AB of the Incortax Act, 1961.

2.LYy OFasS 27F LI NIyYySNBKALI FANY perpdrthet irEpraiti€éSd | o 2

3. Even ifamember is a partner in multiple firmthe limit of60,shall be counted per member
irrespective of his partnership in multiple firms.

4. Exclusion from the limit: Audit conducted u/s. 44AD, 44ADA and 44AE.

5. Further it is clarified thaa firm having multiple partnershe auditsignatures may be distributed
betweenall of them as per the choice of the firm. Alsosingle partner may sign on behalf of all
other partners provided remaining partners are not signing. (Ref: Tax audit committee)

6. A Chartered Accountant beingpart time practicing partneof a firmshall not be considered
while calculating total limit for the firm.

7. A Chartered Accountant in practisball maintain a record of the tax audit assignments
acceptedoy himIN EACH ASSESSMENT Yik&fe format as may be prescribed by the Council.

8. Theaudit of one or more branchesf the same concern by one Chartered Accountant in practice
shall be construed a®NLY ONE TAX AUDIT ASSIGNMENT

9. The limit on number of tax audit assignments per partner in a CA Firm may be distributed
between the partners in any manner whatsoever.

Refer Q No. 35 in lllustrations.

CHAPTERVII: NONPAYMENT OF UNDISPUTED AUDIT FEES:

1. A CAP shatlot accept the appointment as auditof an entity in case thandisputed audit fee
of another Chartered Accountant for carrying out the statutory audit under the Companies Act,
2013 or various other statutdsas not been paid.

2. However, this prohibition shall not apply in case appointment is w.r.t sick units.

Explanation 1For this purpose, the provision foudit fee in accounts signed by botlthe auditee
and the auditoralong with other expenses, if any, incurred by the auditor in connection with the
audit, shallbeD2 Y aARSNBR | & & dzpRA & LIz SR | dzZRAG FSSa

<
™
-
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Explanation 2C 2 NJ KA & LJdzNshal @ebrEa uditiehi€igred éaynbt fiethan 5 years,
which hasat the end of any financial year accumulated lossggal to or exceeding i@ntire net
worth.

Refer Q No. 36 in lllustrations

CHAPTERVIII: PROHIBITION ON AUDIT ASSIGNMBENDER COMPANIES ACT 2013

A member of the Institute in practicghall not hold at any timappointment of more than the
@ILISOATASR bdzYoSNJ 2F I dzRAG | & 4 A & herSyipaaies A T/
2013. [Similar to Ceiling Limit Concept u/s 141(3)(g) of Companies Act, 2013]

EXPLANATIONS AND CLATIFICATIONS
1. SPECIFIED NUMBER OF AUDIT ASSIGNMEATRS: 1 KS | 02 @S LJdz2N1J2aSs
I dzZRAG FaaAr3dgySyidaeg YSIya

a. PROPRIETOR:the case of a Chartered Accountant in practice or a proprietary firm
of Chartered Accountan80 audit assignments whether in respect of private
Companies or other Companijesith the exception of one person Companies and
dormant companies [W.E.F. FEB 2020]

b. PARTNERSHIIR:the case of Chartered Accountants in practg@audit
assignmentger partnerin the firm, whether in respect of private Companies or
other Companies, with thexception of One person Companies and dormant
companies [W.E.F. FEB 2020]

2. The number of partners of a firm on the date of acceptamdeaudit assignment shall be taken
into account.
3. All otherrules prescribed under ChapteVIshall equally apply here.

CHAPTERIX: PROHIBITION IF OTHER FEES EXCEEDS STATUTORY AUDIT FEES:

1. In case opublic sector undertakingglovernment companiedisted companiesandother public
companies having turnover Rs. 50 crorenore¢ The audit of these companiahall not be
acceptedby a CAP if thaudit fees is less thate aggregatdees received for other services
rendered to the same company.

2. The above restrictions shall apply in respect of fees for other works or services or assignments
payable to thestatutory auditors and their associate concerns put togetlfieg., the limits for
computation of aggregate fee for other services shall be computed by taking into account the
other fee payable to statutory auditor and his associate concerns toggther

3.¢KS G4SN a20KSNI 62 NJ a¢ shaNihdudedmsidde@ehECohHnsdtdnty & [I\
and all other professional services permittiey the Council pursuant to Section 2(2)(iv) of the ¥
Chartered Accountants Act, 1949 IBIHALL NOT INCLUDE
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a. Audit under any other statute. (E.g., Tax audit and GST audit)
b. Certification work required to be dortey the statutory auditors.
c. Anyrepresentationbefore an authority.

Refer Q No. 37 itllustrations

CHAPTERX: INDEBTED MORE THAN R8d00/-:

1. ACAPora partner of a firm in practicer a firmor a relative of such member or partnghall
not accept appointmenas auditor of a concern whiledebted to the concermr given any
guarantee or provided any security in connection with the indebtedness of any third person to
the concern:
a. For limits fixed in the statutand (E.g., company under companies act)
b. In other cases, for amount exceeding R6000/-
2. However, this restrictiomloes not applyf the CAP received feem progressive basis

| Refer Q No. 8in lllustrations

CHAPTER XI: DIRECTIONS IN CASE OF UNJUSTIFIED REMOVAL OF AUDITORS:

A member of the Institute in practice sh&llow the direction given, by the Counoil an
appropriate Committee or on behalf of any of them, to him being the incoming auditoo{dd
accept the appointmenas auditor(s), in thease of unjustified removal of the earlier auditsy.

CHAPTER XdIGUIDELINES ON TENDERS:

1. A member of the Institute in practicghall not respond to any tendéssued by an organization
or user of professional servicesareas of serviceshich areexclusivelyeserved for chartered
accountants such as audit and attestation services.

2. However, such restrictioghall not be applicable

a. Where minimum fee of the assignmeistprescribed in the tender document itself or
b. Where the areas are open to other professionallsng with the Chartered Accountants.

CHAPTER X&WNIQUE DOCUMENT IDENTIFICATION NUMBER (UDIN) GUIDELINES &
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Whereasto curb the malpractice of false certification/attestatitny the unauthorized persons & to
eradicate the practice of bogus certificatasd tosave various requlators, banks, stakeholdss
from being misled, the Council of the Institute decided to implement an innovatineept to
generate Unique Document Identification Number (UDIN) mandatfwilall kinds of the
certificates/GST and Tax Audit Reports and other attest function in phased manner

A member of the Institute in practicghall generate Unigue Document Identification Number (UDIN)
for all kinds of the certification, GST and Tax Audit Reports and other Audit, Assurance and
Attestation functions undertaken/signed by hawhich made mandatory from the following dates
through announcements published on the website of the ICAI www.icai.org at the relevant time:

1. For all Certificates w.e.f. 1st February, 2019.
2. For all GST and Tax Audit Reports w.e.f. 1st April, 2019.
3. Forall other Audit, Assurance and Attestatibtmctions w.e.f. 1st July, 2019.

CHAPTER XAMGUIDELINES FOERETWORKINGNEWLY ADDED]

A. CONCEPT:

Toenhance their ability to provide professional servicisns frequently fom larger structures with
other firms and entitiesWhether these larger structures create a network depends on the
particular facts and circumstances agdes not depend on whether the firms and entities are
legally separate and distinct

B. EXAMPLES:

1. ONLY REFERRAL WORKSOT A NETWORH largerstructure may be aimed onbt
facilitating thereferral of work which in itselidoes not meet the criteria necessary to
constitute a network

2. SHARE COMMON BRAND NAME / QC / RESOJRIEE®/ORKa larger structure might
be such that it is aimed at eaperationand the firmsshare a common brand name, a
common system of quality controbr significant professional resources and consequently is
deemed to be a network

3. PROFESSIONAL JUDGMHN@&udgment as to whether the larger structure is a network
shall be maden light ofwhether a reasonable andformed third party would be likely to
conclude weighing all the specific facts and circumstances, thaktitégies are associated in
such a way that a network existEhis judgment shall be applied consistently throughout the
network.

4. PROFIT OR COST SHARINETWORHKWhere the larger structure @imed at ceoperation N
and it is clearly aimed at profit or cost shari@mong the entities within the structure, itis N
deemed to be a networkHowever, thesharing of immaterial costs does not in itself create &
network.
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5. COST SHARING ONLY FOR WORK METHNOOSA NETWORK addition, if thesharing
of costs is limited only to those costlated to thedevelopment of audit methodologies,
manuals, or training coursethis wouldnot in itself create a network

6. JOINT DEVELOPMENT OF PRODNOT A NETWORRurther, anassociation between a
firm and an otherwise unrelated entitp jointly provide a service or develop a produlctes
not in itself create a network

7. COMMON CONTROL AND MANAGEMENETWORHKVhere the largestructure is aimed
at cooperation and the entitiewithin the structure shareommon ownership, control or
managementit is deemed to be aetwork This could be achieved by contract or other
means.

8. COMMON QCP NETWORHKNhere the larger structure is aimed at-operation and the
entities within the structure shareommon guality control policies and proceduréss

deemed to be aetwork For this purpose, common quality control policies and procedures

are those designed, implemented antbnitored across the larger structure
9. COMMON BUSINESS STRATEH®&ETWORHKVhere the larger structure is aimed at-co
operation and the entities within the structurghare a common business strategyis

deemed to be aetwork. Sharing a common business strategy involves an agreement by the

entities to achieve common strategic objectives.

10.JOINT WORKSNOT A NETWORKD entity isnot deemed to be a networkrm merely
because it cooperates with another entitygolely to respond jointly to a request for a
proposal for the provision.

11.COMMON BRAND NAMBIETWORHKWVhere the larger structure is aimed at-operation
and the entities within the structurghare the use of a common brand naniieis deemed to

be anetwork. A common brand name includes common initials or a common name. A firm i

deemed to be using a common brandme if it includes, for example, the common brand
name as part of, or along with, its firm name, when a partner of the firm signs an audit
report.

PRECAUTIORven thougha firm doesot belong to a networland does not use a common
brand name as part of its firm name, it maiye the appearance that it belongs to a network
if it makes reference in its stationery or promotional material&ing a member of an
associatiorof firms. Accordinglyf care is not taken in how a firm describ&sch
memberships, a perception may be created that the firm belongs to a network.

12. SHARINGIGNIFICANT PROFESSIGRESOURCENETWORKWhere the larger structure
is aimed at cepperation and the entities within the structurghare a significant part of
professional resourcest is deemed to be a network. Professional resources include:

a. Commonsystems that enable firms to exchange informatsuth as client data,
billing and time records;

b. Partners andgtaff,

c. Technical departments thaonsult on technical or industry specific issue
transactions or events for assurance engagements;

d. Auditmethodologyor audit manuals; and
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e. Training courses and facilities.

MEANING OBIGNIFICANT SHARING OF RESOURCES:

U FACTS AND CIRCUMSTANU#®ESdetermination of whether thprofessional resources
shared are significantnd therefore the firms are network firms, shall be médsed on
the relevant facts and circumstances

i COMMON AUDIT METHODOLOGY QNPT SIGNIFICANWhere the shared
resources are limited to common audit methodology or audit manuaith no exchange
of personnel or client or market information, ituslikely that the shared resources
would be significant

U COMMON TRAINING ON¢.XOT SIGNIFICANIhe same applies to a common training
endeavour.

i EXCHANGE OF PEOPRBERCEIVED AS SIGNIFICANXé&re, however, thehared
resources involve the exchange of peoptenformation, such as where staff are drawn
from a shared pool, or @ammon technical department is createdthin the larger
structure toprovide participating firms withechnical advicehat the firms are required
to follow, areasonable and informed third party is more likely to concltits the
shared resources are significant.

C. FORMS OF THE NETWORK:

1. MUTUAL ENTITX: network can be constituted asnautual entity which will act as a
facilitator for the constituents of the Network. In such a case Network itself will not carry
out any professional practice

2. PARTNERSHIR network can be constituted as a partnership firm subject to the condition
that the totalnumber of partners does not exceed.20

3. LLPA network can be constituted as a Limited Liability Partnership subject to the provision
of the Chartered Accountant Act and Rules and such other laws as may be applicable.

4. COMPANYA network can be constituted as company subject toghelelines prescribed by
Institute for corporate form of practicand formation of management consultancy services
company.

5. PERMITTED CAP FIRMBBE MEMBERSetwork Firmsshall consist of sole Practitionér
proprietor, partnership or any such entityf professional accountants as may be permitted
by the Act.

6. Afirm is allowed to join only one network

7. Firms havingommon partnershalljoin only one Network

D. APPROVAL OF NAME OF NETWORK AMONGST FIRMS REGISTERED WITH INSTITUTE:

1. AFFILIATES vs ASSOCIATHEsSNetworkmay have distinct namerhich should be approved
08 (KS LyadAaiddziSeo ¢2 RAAGAYIdZAEAK | &b Sid®N]
G2NRA a9 | FTTALAI GSa¢ AKI f andheaNRE | dFaisS/NT di ¢
| 4220AF (1S4a¢ aKiff y2ad 08 dzasSR N

el

FPag
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2. ¢KS LINSAONAOSR FT2NXIFG 2F LW AOIFGAZ2Y T2 NJ

(enclosed). Theames of the network may be as mentioned in Appendix I
3. UNDESIRABLE NAMESOT PERMITTEBxovisions of Regulation 190 of the Chartered

Accountants Regulations, 1988 shall be applicable to the name of Network. Howevelif, even

a name is approved and subsequently it is found that the samedssirablethen, the said
name may beavithdrawn at any time by the InstitutelThe Institute shall reject any
undesirable name and thegrovisions in respect of names of companassprescribed in the
Companies Act, 2013 shall be applicable in spirit.

4. 30 DAYS TIME LIMIT TO APPRQOY& Institute shall approve or reject the name of the
bSGg2N] YR AYUGAYIFLGS GKS alryS (42 GKS bSi
period which shall not be later than 30 days from the date of receipt of the said Form.

5. DO NOT CARFRON PRACTICHEere approval of thenameof the Networkshall not entitle
the Network to carry on practice its own name.

E. REGISTRATION OF NETWORK WITH ENTITIES IN INDIA

1. RESERVE NAMB MONTHSAfter the name of a Network is approved as per provision
under Guideline 5, thénstitute same shall reserve such name for a period of three (3)
months from the date of approval

2. TheNetwork shall get itself registerealith the Institute byapplying inForm Bwithin the
period of 3 monthsfailing which thename assigned shall stand canceltedthe expiry of
the said periodRegistration ofNetwork with Institute is mandatory

3. If different Indian firms are networkedith a common Multinational Accounting Firm, they
shall be considered as a part of network

F. LISTING OF NETWORK WITH ENTITIES OUTSIDE INDIA:

The duly authorizedepresentativés) of thelndian Member firm(s)/Member constituting the
Network with entities outside Indighall file a declaration with the Instituia C 2 NJ'foré 5 Q
Listing of such Netwonkithin 30 days from thelate of enteringinto the Network arrangement.

Proprietary/individual members, partnership firms as well as members in LLP or any such othe

entity of members agnay be permitted by the Acshall bepermitted to join such network with
entities outside Indigrovided that the proprietary/individual members, partnership firms as
well as members in LLP or any such other entity of memberalnwed to join only one
network and firms having common partners shall join only one such network.

G. CHANGE IN CONSTITUTION OF REGISTERED NETWORK:

In case othange in the constitution of registered Netwask account of any entry into or exit
from the Network, the network shall communicate the same to the Institute by flilgNY W/
within a period of thirty (30) days from the date of change in the constitution

H. ETHICAL COMPLIANEND RULES
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Once the relationship of network arises, it will be necessary for sungtveork to comply with
all applicable ethical requiremengsescribed by the Institute from time to time in general and

the following requirements in particular:

. PROHIBITED SERVIOESe firm of the network is the statutory auditaf an entity then

the associatdincluding the networked firm(s)] or the said firm directly/indirecslyall not
accept the internal audit or boekeeping or such other professional assignmemléch are
prohibited for the statutory auditor firm.

. CEILING ON NGAUDIT FEES$heguidelines of ceiling on Nesawdit feesis applicable in

relation to a Network as follows:

a. AUDITOR FIRRIOTHER SERVICES FEES NOT TO EXCEED STAT Atibid FEES:
Network firm who is doingtatutory audit (including its associate concewmd/or
firm(s) having common partnership), it shall be &@ne as mentioned in the said
notification; and

b. OTHER NETWORK FIRMBOT TO EXCEED 3 TIMEBother firms of the same
Network collectivelyit shall be3 times of the fee payable for carrying out the
statutory auditof the same undertaking/ company.

ROTATION OF AUDITORShose cases whemtation of firms is prescribetly any
regulatory authority NOmember firm of thenetwork can accept appointment as an auditor
in place of any member firm of the network which is retiring.

TheNetwork may advertiséhe Networkto the extent permitted by the Advertisement
Guidelinedssued by Institute.

¢KS FTANX&a O2yadraddziaya GKS ySGg2N] | NB LIS

professional stationery.
Theconstituent member firms of a Netwond the Network shall comply with all the
Ethical Standards prescribed by the Council from time to time.

CONSENT OF CLIENT:
Theeffect of registration of networkvith Institute will bedeemed to be a public noticaf the
network and thereforeconsent of client will be deemed to be obtained

FRAMEWORK OF INTERNAL BYELAWS OF NETWORK:

To streamline the networking, @etwork shall formulate operational baws Byelaws may
contain the following clauses on which the afféis of the network may enter into a written
agreementamong themselvepTrhese clauses are illustrative

1.

Appointment of a Managing Committee, from among the managing partners of the member
firms of the network and théerms and conditions under which it should function .
Theminimum and maximum numbeof members of the Managing Committeghall also be O
agreed upon. N
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3. Administration of the network

Contribution of membership feeso meet the cost of the administration of the network.
Identifying a partner of any of the member firmathe network to be responsible for the
assignment (engagement partner)

Dispute settlement procedureghrough arbitration and conciliation

Development otraining materialsfor members of the network

Issue ofNewsletters for staff and clients

. Development of softwarefor different types of assignments

10. Development andgnaintenance of data bases relevaifr different types of assignments
11.Library.

12. Appointment ofa technical directoto whom references can be made

13. Determining themethodology for drawing resourceBom each member firm
14.Determiningcompensation to member firms for resourcee be drawn from them

15. Peer reviewof the member firms

o &

© N

CHAPTER X¥LOGO GUIDELINHESready discussed previously]

CORRECT LOGO

OA

Do not change the colours Do not change the colours Do not change the colours

Do not rotate Do not rotate Do not rotate

CHAPTER XVIGUIDANCE FGFORPORATE FORM OF PRACTICE:

1. The Councillecided to allow members in practite hold the office of Managing Director,
Wholetime Director or Manager of a body corporatgthin the meaning of the Companies Act
PROVIDEhat the body corporate is engagexclusively in rendering Management
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ETHICAL COMPLIANCE:

Consultancy and Other Servigesrmitted by the Council in pursuant to Section 2(2)(iv) of the
Chartered Accountants Act, 1949 and complies with the conditions(s) as specified by the Coun
from time to time in this regard.

MD / WTD INrhe members caretain full time Certificate of Practice besides being the
Managing DirectgrwWholetime Director or Manager of such Management Consultancy
Company.

There will beno restriction on the quantum of the equity holdingf the memberseither
individually and/ or along with the relatives, in such Company.

Such membershall be regarded as being in futime practiceand therefore can continue to do
attest function either in individual capacity or in Proprietorship/Partnership firm in which
capacity they practice.

Thename of the Management Consultancy Compenequired to beapproved by the Institute
and such Company has to begistered with the Institute

On abundant caution, it may be clarified that audit practice can be done in Corporate Farm
The consultancy practice hitherto donelimdividual or Firm Status alone is nointended to be
permitted in Corporate Form also.

Once theManagement Consultancy Company is Registerdia the Institute as per the Guidelines,
it will be necessary for such a Compangtmply with the followingequirements:-
1.

Q.NO.22EXPLAIN COUNCIL GUIDELINES FOR ADVERTISEMENT, 20087

ANSWER:
CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

ASSOCIATE COMPANNOT TO ACCEPT PROHIBITED SERVilRE®Rdividual
practitioner/soleproprietorship firm/partnership firm is the statutory auditor of an entity then
the Management Consultancy Compahpould not accept the internal audit or boddeeping or
such other professional assignmentghich are prohibited for the statutory auditor firm.
CEILING ON NGAUDIT FEESiling on Noraudit fees is applicable in relation to a
Management Consultancy Company.

COMPANY SHALL NOT DO SOLICITATH@®MNManagement Consultancy Compahgall comply
with clauses (6) & (7) of Parbf the First Scheduk® the Chartered Accountants Act, 1949 and
such other directives as may be issued by the Institute from time to time.
DECLARATIONhe Management Consultancy Compahgll give an undertakintyat it shall
comply with clauses (6) & (7) of Pduwif the First Scheduke the Chartered Accountants Act,
1949 and such other directives as may be issued by the Institute from time to time.
OBJECT OF MANAGEMENT CONSULTANCY COMiANahagement Consultancy Company
shall engage itself only in Management Consultafa@ther Services. The Management
Consultancy Company shall givewsndertaking that it shall render only Management
Consultancy Other Services prescribed by the Council pursuant to powers under section 2
(2)(iv) of the Chartered Accountants Act, 1949.
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WRITE UP

The Members magdvertise through a write up setting out their particulansof their firms and
services provided by them subject to the following Guidelines and must be presented in such a
manneragsi 2 Y I AV il Ay GKS LINE dighity andl itsyalslity to 3e2ve tRe pNdBd_Jdzii
interest.

The Member(s)/Firm(s) should ensuhat the contents of the Write up are true to the best of their
knowledge and beliedind are in conformity with these Guidelines and be aware that the Institute of
Chartered Accountants of India wiktither approve a propose writgp, nor owns any responsibility
whatsoever for such contents or claims by the writer Member(s)/ Firm(s).

CONDITIONS:

1. It shall behonest and truthful.

2. There shall b@o exaggerated clainfer the services offered by the member or the Fignthe
gualifications or experiencef the member or any of the partners any other person
associatedwvith the Firm.

3. It mustnot make any disparagifdegrading othersteferencesor unsubstantiated comparisons
to the work of others.

4. It should notbe of a nature that may bring the profession irtisrepute

5. It shouldnot contain testimonials or endorsementsncerning Member(s) or names of clients
(both the past and present) or the fees charged.

6. It should not contain any information about achievemefawards except the awards given by
the Central or State Governmenis Regulatory bodies) or any othgosition held or
accreditatior{s) granted by any organisation.

7. Monogramof any kind or use of any kind of catch wordeas permissible

8. TheMembership No./FRN (as may be applicable) is mandatopg mentioned in the writeup.

9. It shouldnot beof font size exceeding 14

10. 1t mustnot be violative of any provisiores Chartered Accountants Act, 1949, Chartered
Accountants Regulations, 1988, Code of Ethics, 2020 or any Guideline of the Council

11.The Institute of Chartered Accountants of Inchay issue a reasoned directive for removal or
withdrawal of the whole writeup or of any part(s) thereof.

ADVERTISEMENT THROUGH WBIPTE
FOR DETAILED NOTES ON PERMISSABLE CONTENTS OF THPMRSE REFHERGE. 9130
IN STUDY MATERIA2023 EDITIONNOT IMP FROM EXAM VIEWPOINT]

Q.NO.23WRITE ABOUT ONLINE THHARTY PLATFORMS?

ANSWER:
S

1. ANumberofnon/ KI NI SNBR ! O02dzyillyiaQ FTANXYaz O2NL
and newspaperbiave set up their own Websites providing advisory servicetaxation and

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

NJ



other areas where Chartered Accountants are rendering professional service. Some of such

2S0aA0GSa YIe NBIdzSaid / KFENISNBR ! O02dzyiil yia 2

consultationand advice through their Websites.

2. No other service besides consultancy and advian be renderedhrough such websites.

3. This would bgermitted subject to the conditiothat on the Websitecontact address of the
Chartered Accountant concerned is not providest such Website will contain any material
whichadvertises professional achievemeiatsstatus of such Chartered Accountaxcept
making a statement that they are Chartered Accountants

4. ¢KS yIFYS 2F / KIENIGISNBR ! O02dzyilydiaQ FTANN gAGK

permitted.

Q.NO.24Write about Publication of Name or Firm Name by Chartered Accountants in the
Telephone or other Directories published by Telephone Authorities or Private BoAND
Aggregators AND Specialised Directofles

ANSWER:

A. TELEPHONE OR OTHER DIRECTORIES:

The Chartered Accountants and Chartered Accountants Firayshave entries made in a
Telephone Directory (in printed and electronic form) eithgrmaking a special request or by
means of an additional payment. TE®uncil has also considered the questidipermitting
entries in respect of Chartered Accountants and their fimder specified groups in
telephonétrade directories subject to the following additional restrictions:

1. The entryshould not appeam any other section/categor EOS LJi G KI &G 2 F
Accountant€) ®

2. The member/firmshould belong to the town/cityn respect of which thelirectory is being
published

3. The order of theentries should nobe in any manneother than alphabetical

4. The entry shoulghot be made in @ifferential or prominentmanner giving the impression of
publicity/advertisement.

5. The entrieshould not be restricted and should be open to all the Chartered
Accountants/firmsof Chartered Accountants in the particular city/town in respect whereof
the directory is published.

6. The membergan also includéheir names irtrade/ social directories

B. APPLICATION BASED SERVICE PROVIDER AGGREGATORS

It isnot permissible for member® list themselves with online Applitan based service
provider Aggregatorsyherein other categories like businessmen, technicians, maintenance
workers, event organizers etc. are also listigflg., Clear Tax.]
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C. SPECIALISED DIRECTORIES FOR LIMITED CIRCULATION:

The name, description and address of member (or finmy appear in any directory or list of
members of a particular body which the names arksted alphabeticallyFor a specialised

RANBOG2NE 2NJ I Lzt AOF A2y &adzOK a | a2K2Qa

basis), a member should use his discretion in supplying informdigarjng in mind the nature
and purpose of the publication$n addition to his name, description and address and those of
his firm, a member may give where appropéatlirectorsips held and reasonable personal

detailsand may state his outside interests. bleould not however, give the names of any of his

clients.

D. EXEMPTIONS FROM THE ABOVE:

1. Aspecial exemptiomas been made as regargsblication of the name andddress of a
memberor that of his firm, with the description Chartered Accountant(s), in an
advertisement appearing in the press in the following circumstances, provided that the
advertisement igiot displayed more prominentihan is usual for such advertisements or
the name of the member or that of his firm with the designation Chartered Accountant(s)
appears in typenot bolder than the substancef the advertisement:

(a) Advertisement foNBE ONXzA (1 A y 3 & (i bvinbffick.y GKS YSYo SN

(b) Advertisementinserted on behalf of clientsequiring staff or wishing to acquire or
dispose of business or property.
(c) Advertisement for the sale of a businessproperty by a member acting in a
professionakapacity as trustediquidator or receiver.
2. When advertising for staff, it is desirable that members shawidid the expression such as

Gl #&n®Svinffirme > aAyOS (GKAA g2dzZ R al @2dzNJ 2F | R¢

to advertisements for articled assistants. The advertisemghtsild not contairany
promotional element nor should there be any suggestioat the services offered by the
Chartered Accountant or his firm are superior to those offered by other accountants.

Q.NO.25WRITE ABOUT SHREGULATORY MEASURES?

ANSWERThese measures arcommendatoryin nature:

A. BRANCH AUDITS:

1. Thebranch audits of a comparshouldnot be conducted by its statutory auditocensisting
of ten or more membersbut should be conducted by the local firrmsauditors consisting
of less than ten members.

Note: This izot a restriction on the right of the statutory auditors have access over
branch accounts conferred under the Companies Act, 2013.
2. The aboveestriction shall not applin the following cases:
a. Accounting recordsf branches are maintaineat head office
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b. Significant operationsf the company are carried at branches.

B. JOINT AUDITS:

In the case of large companies, the practice of associating a practicing firm with less than five
members as Joint auditors should be encouraged. Where a client desires to appoint such a firm
as joint auditor, the senior firm should not object to the same.

C. RATIO BETWEEN QUALIFIED AND UNQUALIFIED STAFF:

1. EveryCAPengaged in audit work shall haye Least One Qualified Membéor every5 Non
Qualified membersof the staff.
2. While counting Nonrgualifiedmember staff, thefollowing shall beexcluded
a. Article and auditAssistants
b. Typists.
c. Peons.
d. Other persons noéngaged in professional works. (E.g., Maid, Servants, Janitor).

D. DISCLOSURE OF INTEREST BY AUDITORS IN OTHER FIRMS:

The Council has decided thet a good and healthy practiceuditors should make disclosure
of the payments received by them fother servicegshrough the medium of a different firm or
firms in which thesaid auditor may be either a partner or proprietor

E. RECOMMENDED MINIMUM SCALE OE FEES

The Institute has issuagvised Minimum scale of Fe&s the professional assignments of the
members of ICAI. The recommended scale of Fees is¢bdrged as per the work performed
for various professional assignments. Hees has been recommendséparately for Clasa, B
and C cities.

197
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RECENT DECISIONS OF ETHICAL STANDARDS BOARD
[REFR LATEST ICAI SM RORY 205 EXAMS ONWARDS

1. AChartered Accountant ipractice may be an equity researcudviser, but he CANNOT PUBLISH
retail report, as it would amount to other business @ccupation.

2. A Chartered Accountamiyho is a membeiof a Trustcannot be the auditoof the said trust.

3. A Chartered Accountant in practiogay engage himself as Regqistration Author{tRA) for
obtaining digital signatures for clients.

4. A Chartered accountargan hold the credit card of a bamkhen he is also the auditor of the
bank,provided the outstanding balance on the said card does not exceed rupees 10,000/
Beyond The Prescribed Credit Period Limit credit card given to hiiSIMPLY, NO OVER DUE]

5. A Chartered Accountant in practican act as mediatorin Codrt a Ay OS | OG Ay 3 |
wouldbeRSSYSR (2 065 O02@SNBR A whiclyis iiteaka pefrbitteg A Y

to members in practice as per Regulation 191 of the Chartered Accountants Regulations, 1988.

6. A Chartered Accountant in practicenigt permitted to acceptaudit assignment of a bank
case he has takdpan against a Fixed Depodield by him in that bank.

7. Statutory auditor /tax auditor cannotbe thevaluer of unquoted equity sharg of the same
entity. The Board has at its recent Meeting (January, 2017)dweswed the aboveand decided
that wherelaw prohibits for instance in the Income Tax Antl the rules framed thereunder,
suchprohibition on statutory auditor/tax auditor to be the valueiill continue, but where there
isno specific restrictiorunder any lawthe saideventuality will bepermissible subject to
compliance with the provisions, as comtad in the Code of Ethics relating to independence.

8. The Ethical Standards Board had in 2011 decideditimhot permissiblefor a member who
has beerDirector of a Companyupon resignation from the Company to appointed as an
auditor of the said Companwynd thecooling periodor the same may be 2 yearS'he Board has

at its recent Meeting (January, 2017) has reviewed the above, and noted that the Section 141 pf

Companies Act, 2013 atisqualification of auditors does not mention such prohibitittmough
threats pertaining to the saidventuality havébeen mentionedn Code of Ethics. Further, the
Board was of the view that a member may take decision in such situation based on the
provisions of Companies Act, 2013 and provisions of Code of Ethics.

9. A chartered accountant in practicannot become Financial Advisors and receive
fees/commission from Financial Institutiossch as Mutual Funds, Insurance Companies, NBFCs
etc.

10. A chartered accountargdannot exercise lien over the client documents/recofaisnon-payment
of his fees.

11.It isnot permissiblefor CA Firm tgrint its vision and value®ehind the visiting cards, as it
wouldresult in solicitationandtherefore would be violativef the provisions of Clause (6) of
Partl of First Schedule to the Chartered Accountants Act, 1949.

12.1t isnot permissiblefor chartered accountants in practice take agencies of UTI, GIC or NSDL

13.1t ispermissiblefor a member in practice to ba settlor of a trust o

14. A member in practiceannot hold Customs Brokers Licemggler section 146 of the Customs X
Act, 1962 read with Customs Brokers Licensing Regulations, 2013 in terms of the provisions 9
Code of Ethics.
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15. A Chartered accountant in SERViGEEy appear as tax representative before tax authoritas
behalf of his employerbut not on behalf of other employeesf the employer.

16. A chartered accountant who is tlgatutory auditor of a bank canndbr the same financial year
accept stock audivf the same branch of the bank or any of the branches of the same bank or
sister concern of the bankgr the same financial year

17.A CA Firm which has been appointed asittternal auditor of a PF Trubly a Government
Companycannot be appointed as its Statutory Auditor

18.A02 Y OdzNNB Vv (i | dzR A (i de\dppdifitedlag O F i dizi NB 1O tzpHcR id NJ
all2yaz2zNBR o6& Y- Qo

19.A CA/CA Firman act as the internal auditaf a company &tatutory auditor of its employees
PE Fund under the new Companies Act (2013).

20.The Ethical Standards Board while noting that theredgiirement for a Directou/s 149(3) of
the Companies Act, 2018 reside in India for a minimum period of 182 dayshe previous
calendar yeardecided that such a Director would be within the scope of Director Simplicitor
(which is generally permitted as per ICAI norms), if m®isc executive directorrequired in the
Board Meetings only, andot paid any remuneration except for attending such Board Meetings

21.Internal Auditornot to undertake GST Auditmultaneously.

19Q
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ILLUSTRATIONS FROM STUDY MATERIAL

Q.NO.1A Chartered Accountant in practice has been suspended from practice for a period of ¢
months and he had surrendered his Certificate of Practice for the said period. During the si
period of suspension, though the member did not undertake any audit assignts, he
undertook representation assignments for income tax whereby he would appear before the
tax authorities in his capacity as a Chartered Accountant.

ANSWER:

PROVISIOMs per chartered accountant acince a person becomes a memléithe institute,
such person is bound Iprovisions of CA Act, 1949 and other regulations. A member of the Inst
can haveno other capacity in which he can take up such pracseparable from his capacity to
practice as a member of the Institute GOP is cancellemt terminated, such persooannot
undertake any other assignmewtich he is entitled to undertake only as a member of the instity

If he appears before the income taxthorities, he is onlgoing so in his capacity as a chartered
accountantand a member of the Institute.

ANALYSIS AND CONCLUSI@Rhe given case, the certificate of practice of the member has be
suspended for six month#lso, it is mentioned that the membhgas undertaken representation
assignments for income tawhere he appeared earlier in the capacity of CA.

Therefore, itis clear violatiorof above provision and hence the membetresated as quilty of
professional mig conduct.

Q.NO.2Mr. A, a practicing Chartered Accountant agreed to select and recruit personnel, condt
training programmes for and on behalf of a client. Is this a professional misconduct?

ANSWER:

Provision:As per chartered accountants act, 1949, As per SBe@med to be in practicean
individual Chartered Accountant or firm of chartered accountantspamenitted to render entire
range of Management consultanend otherservicesThe definition of management consultancy
and otherservicesA Y Of dzZRS& & &St SO Ay aAnd toyidictingBamMdgizA G A y 3
LINEANI YYSaé 2y o0SKIEF 2F Of ASydao

Analysis and Conclusiomn the given case, Mr. A, a practicidlgartered accountant agreed to sele
and recruit, conduct training programmes on behalf of a client.
Sincethese services fall under the scope of Management consultancy servibesh are permitted

to be rendered by a chartered accountant in practige, A cannot be treated as quilty.
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Q.NO.3Mr. X & Mr. Y, partners of a Chartered Accountant Firm, oneharge of Head Office and
another in-charge of Branch at a distance of 80 km. from the municipal limits, puts up a nar
board of the firm in both premises and also in their respective residences.

ANSWER:

PROVISIOMs per theguidelines of the council of instituteith regard tomanner of usage of name
boards a Chartered Accountant in practicepermitted to use firm name board and individual nan
board, at both head office and branch offices. However, tiiembers shall not use firm name boar
at the place of residencadt is clarified that the member carse only individual name boardith his
qualification as chartered accountant, at his place of residence.

ANALYSIS AND CONCLUSIONe given case Mr. X and Mr. Y, partners of a CAgiisup firm
name board at both office and place of residenSece the members used firm name board at pl
of residence, which isontrary to the above guidelines of the countiiley shall be deemed to be
quilty of professional mig conduct

Q.NO.4 Mr. K, Chartered Accountant practicing as a sole proprietor has an office in the suburb
Chennai. Due to increase in the income tax assessment work, he opens another office nea
income tax office, which is within the city and at a distance of 30.knom his office in the
suburb. For running the new office, he has employed a retired Income Tax Commissioner \
is not a Chartered Accountant.

ANSWER:

PROVISIOMs per chartered accountants act, 1949, If an Individual or a Firm of Chartered
Accountants hagore than one office in Indjaeeach one of such offices should be in Heparate
charge of a member of the Institute

Further a member canpen second office without a separate charge of a mendfenstitute if the
second office is locatedithin a distance of 50 km from the municipal limitisa city, in which the
first office is located.

ANALYSIS AND CONCLUSIOMre given case Mr. K, a chartered accountant in practice who h4
office in suburbs of Chenndturther Mr. K opened a branch office which is within 30KM from the
municipal limits of Chennai. Aldoe appointed a retired income tax commissionelook after the
new office.

He shaINOT BE TREATED AS GUK T new brancbffice is located within 30Km from the
municipal limitsof the city where his first office is located. Further Mr. K stadllare which of the
above two office is the main offide the institute.

Q.NO.5Mr. Qureshi, Chartered Accountant, in practice died in a road accident. His widow
proposes to sell the practice of her husband to Mr. Pardeshi, Chartered AccountanR$d

lakhs. The pricalso includes right to use the firm nameQureshi and Associates. Can widow
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of Qureshi sell the practice and can Mr. Pardeshi continue to practice in that name as a
proprietor?

ANSWER:

PROVISIOMs perClause 2 of Partl of First Schedul® Chartered Accountants act, 1949, The
council of the institute clarified thahe legal heir of a deceased chartered accountant can sell th
goodwill of the deceased sole proprietor for a consideratiBrovided the legal heir shalbtain the
permission of the council within one year from the date of denmsuch proprietor of the firm.
Further the member who purchased such practice as per the rules can continue to use the pre
name of the fim.

ANALYSIS AND CONCLUSI®MNe given case, the widow of Mr. Qureshi, who has sold the pra
for Rs. 5 Lakhs to Mr. Pardeship@hing but sale of goodwill.

Therefore, the act of Mrs. QureshiNET IN VIOLATION of the guidelines of the coandilMr.
Pardeshi cagontinue to practice in that namas a proprietor.

Q.NO.6Mr. S, a Chartered Accountant published a book agailve his personal details as the
author. These details also mentioned his professional experience and his present associat
as partner with M/s RST, a firm.

ANSWER:

PROVISIONClause (6) of Part | of the First Schedule to the Chartered Accountants Act, 1949 r
to professional misconduct of a member in practice if he solicits client or professional work eith
directly or indirectly, by circular, advertisement, personal comioation or interview or by any
other meansWhile elaborating forms of soliciting work, the Council has specified thamaber is
not permitted to indicate in a book or an arti¢leublished by him, higssociatiorwith any firm of
chartered @countants

ANALYSIS AND CONCLUSIOMhis case, Mr. S, a CharterAdcountant published the book and
mentioned his professional experience and his association as a partner with M/s RST, a firm o
chartered accountants. Mr. S being a chartered accountant in practice has committed the
professional misconduct by mentioninigat at present he is a partner in M/s. RST, a chartered
I 002dzy Gl yi Qa FTANXYO®

QNO7aka -, %> | FANY 2F / KINISNBR ! O02dzyit y
website besides containing details of the firm and baata of the partners also contains the
passport size photographs of all the partners of the firm.

ANSWER:

PROVISIOMSs per detailed guidelines of the ICAI laid down in Clause (6) of Part | of the First
Schedule to the Chartered Accountants Act, 1949, a chartered accountant of the firm can crea
own website using any format subject to guideline®wever, the website should be so designed
that it does not solicit clients or professional wakd should not amount to direct or indirect
advertisement. The guidelines of the ICAI to allow a firm to put up the details of the firrdatacof

partners and disgly of a passport size photograph.
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ANALYSIS AND CONCLUSIOMre case of M/s XYZ, all the guidelines seem to have been com
andthere appears to be NO VIOLATIGfhe Chartered Accountants Act, 1949 and its Regulatio

Q.NO.8M/s LMN, a firm of Chartered Accountants responded to a tender from a State
Government for computerization of land revenue records. For this purpose, the firm also pad
Rs.50,000 as earnest deposit as part of the terms of the tender.

ANSWER:

PROVISIONClause (6) of Part | of the First Schedule to the Chartered Accountants Act, 1949 |
down guidelines for responding to tenders, etc. As per the guidelines if a matter relatey to

services other than audimembers can respond to any tendéurther, in respect of aon-exclusive
area members are permitted tpay reasonable amourtbwardsearnest money/security deposits.

ANALYSIS AND CONCLUSI®MNe instance case, since computerization of land revenue recorg
does not fall within exclusive areas for chartered accountats LMN can respond to tender as
well as deposit Rs. 50,000 as earnest depositsdradl NOT HAVE COMMITHEY professional
misconduct.

Q.NO.9Mr. Honest, a Chartered Accountant in practice, wrote two letters to M/s XY Chartered
Accountants a firm of CAs; requesting them to allot him some professional work. As he did
have a significant practice or clients, he also wrote a letter to M/s AB@tra of Chartered
Accountants for securing professional work. Mr. Clever, another CA, informed ICAI regardi
Mr. Honest's approach to secure the professional work. Is Mr. Honest wrong in soliciting
professional work?

ANSWER:

PROVISIONClause (6) of Part | of the First Schedule to the Chartered Accountants Act, 1949 g
that a Chartered Accountant in practice shall be deemed to be guilty of misconduofibiés
clients or professional work either directly or indirectly by a circular, advertisenpensonal
communication or interview or by any other meahkkwever, aChartered Accountans not
preventedapplying or requesting for or inviting or securing professional work from another
chartered accountant in practic&uch a reséiint has been put so that the members maintain the
independence of judgment and may be able to command respect from their prospective clients

ANALYSIS AND CONCLUSIOMe given case, Mr. Honest wrdigters only to other Chartered
AccountantsM/s XY and M/s ABC requesting them to allot some professional work to him, whi
not prohibited under Clause (6) as explairssbve. Thus, Mr. Honest hAKDT COMMITTEANY
PROFESSIONAL MISCONDUCT by soliciting professional work.

Q.NO.10A practisingChartered Accountant uses a visiting card in which he designates himself
besides as Chartered Accountant, as a Tax Consultant

ANSWER:

PROVISIONSection 7 of the Chartered Accountants Act, 1949 read with Clause (7) of Part | of

First Schedule to the said Amtohibits advertising of professional attainments or services of a
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member. It alsorestrainsa member fromusing any designatioor expressiorother than that of a
chartered accountanin documents through which the professional attainments of the member
would come to the notice of the public. Under the clause, use of any designation or expressior]
than chartered accountant for a chartered accountant in practice, on professiocahaents,
visiting cards, et@amounts to a misconduainless it be a degree of a university or a title indicatin
membership of any otherrnpfessional body recognised by the Central Government or the Coun

ANALYSIS AND CONCLUSTDNS, it idMPROPER to use designation "Tax Constilsamte

neither it is a degree of a University established by law in India or recognised by the Central
Government nor it is a recognised professional membership by the Central Government or the
Council.

Q.NO.11B, a Chartered Accountant in practice is a partner in 3 firms. While printing his person
letter heads, B gave the names of all the firms in which he is a partner.

ANSWER:

PROVISIONClause (7) of Part | of the First Schedule to the Chartered Accountants Act, 1949
prohibits advertising of professional attainments or services of a member. Itegf@ins a member
from using any designation or expression other than that of a Chartered Accountdotuments
through which the professional attainments of the member would come to the notice of the pul
Even a member is not permitted to specify the date of setting up of practice or establishment g
on letterheads. Howewethere is no prohibition for printing names of all the three firms on the
personal letterhead# which a member holding Certificate of Practice is a partner.

ANALYSIS AND CONCLUSTDNS, B islOT GUILTYf any misconduct under the Chartered
Accountants Act, 1949.

Q.NO.12The offer document of a listed company in which Mr. D, a practising Chartered
Accountant is a director mentions theame of Mr. D as a director along with his various
professional attainments and spheres of specialisation.

ANSWER:

PROVISION:he Council of the ICAI has in a communication to members stated that if a public
company, in which a chartered accountant in practicedg@ctor, issues a prospectus or gives an
announcement that gives descriptionsd 2 dzi (G KS / KI NI S NB Rpetiabsat@rizy
and knowledge in any particular field shall constitute amisconductunder Clauses (6) and (7) of
Part | of the First Schedule to the Chartered Accountants Act, 1949. The Council has further st
that in such cases the member concerned has to ta@essary steps to ensure that such
prospectusor public announcements or public communicati@wsnot advertise his professional
attainmentsand also that such prospectus or public announcements or public communications

not directly or indirectly amount to solicitation of clients for professional work by the members.

ANALYSIS AND CONCLUSIDNS, in the instant case, Mr. D wouldliedd to be GUILTY of
professional miconductand liable for disciplinary action.
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Q.NO.13Mr. X, a Chartered Accountant accepted his appointment as tax auditor of a firm unde
Section 44AB, of the Incomix Act, and commenced the tax audit within two days of his
appointment since the client was in a hurry to file Return of Income before theediate. After
commencing the audit, Mr. X realised his mistake of accepting this tax audit without sendin
any communication to the previous tax auditor. In order to rectify his mistake, before signin
the tax audit report, he sent a registered post to th@evious auditor and obtained the postal
acknowledgement. Will Mr. X be held guilty under the Chartered Accountants Act?

ANSWER:

PROVISIOMs per Clause (8) of Part | of First Schedule to the Chartered Accountants Act, 194
X will be held guilty sindee has accepted the tax audit, without first communicating with the
previous auditoiin writing. The object of the incoming auditor communicating in writing with the
retiring auditor is to ascertain whether there are any circumstances which warrant him not to a
the appointment, for example, whether the previous auditor has been cedrogn account of having
qualified the report or he haéxpressed a wish not to continue on account of something inheren
wrong with the administration of the business. Under all circumstances, it wouddsential for the
incoming auditor to carefully consider the facts before deciding whetierot he should accept the
audit. As a matter of professional courtesy gmdfessional obligatioit is necessary for theew
auditor appointed to communicate with such earlier audito

CONCLUSIONherefore, Mr. X will be hel@UILTYof professional misconduct.

Q.NO.14W, a Chartered Accountant has sent letters under certificate of posting to the previous
auditor informing him his appointment as an auditor before the commencement of audit by
him.

ANSWER:

PROVISIONClause (8) of Part | of the First Schedule to the Chartered Accountants Act, 1949
requirescommunication by the incoming auditor with the previous auditor before accepting a
position by him The Council of the Institute has taken the view thatere posting of a letter
Gdzy RSNJ OSNIATFAOI (S t@ebtablidh éoinrhuiightion With the/rétiting aud#®r
unless there is somevidence to show that the letter has in fact reachtbd person communicated
with.LyY GKS 2LIAYA2Y 2F (GKS [/ 2dzyOAft X 0O2YYdzya Ol
5dz2S¢ 2NJ o6& KFEyR F3FAyad | gNARGGISY | Oly2ef 9
evidence.

ANALYSIS AND CONCLUS[ONy OS G KS f SGGUGSNER 6SNB aSyia o
him of his appointment as an auditbefore the commencement of audity him underCertificate of
Posting is not sufficiertb prove communication with the retiring auditafdence & 2 was qguilty of
professional misconduatnder Clause (8) of Part | of First Schedule to the Chartered Accountar
Act, 1949
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Q.NO.15CA Raja was appointed as the Auditor of Castle Ltd. for the year ZTLBince he
declined to accept the appointment, the Board of Directors appointed CA Rani as the audit
the place of CA Raja, which was also accepted by CA Rani.

ANSWER:

PROVISIONBoard can appoint the auditor in the case of casual vacandegr section 139(8) of the
Companies Act, 2013. Then-acceptance of appointmerily CA. Raja dog®t constitute a casual
vacancyto be filled by the Board.

In this caseit will be deemed that no auditor was appointed in the AGMrther, as per Section
139(10) of the Companies Act, 20dBen at any annual general meeting, no auditor is appointed
re-appointed, the existing auditor shall continue to be the auditor of the company

ANALYSIS ANDONCLUSIONheappointment of the auditor by the Board is defective in law
FurtherClause (9) of Part | of First Schedule to the Chartered Accountants Act, 1949 states thi
chartered accountant ideemed to be quilty of professional miscondifdie accepts an
appointment as auditor of a compamyithout first ascertaining from it whether the requirements ¢
Section 139, 140 and 142 read with Section 141 of the Companies Act, 2013), in respect of su
appointmenthave been fully complied with

Hence, CA. Ranigslilty of professional miscondustnce she accepted the appointmenithout
verification of statutory requirements

Q.NO.16Mrs. X is a Director of ABC Pvt. Ltd. During the year 2020the company appointed CA
Mr. Y,Mrs. X's spouse, as its statutory auditor. Mr. Y used to deliver audit report without an
comments ordisclosures, thereupon.

ANSWER:

PROVISIOMs per Section 141(3)(f) of the Companies Act, 2013, a person shall not be eligible
appointment as an auditor of a compamjose relative is a director or is in the employment of th
company as a director or key managerial persofinel¢ KS RSFAYAUGAZ2Y 2F U
wife.

Clause (9) of Part | of the First Schedule to the Chartered Accountants Act, 1949, provides tha
member in practice shall be deemed to be gudfyprofessional misconduct if he accepts an
appointment as auditor of a company without first ascertainiram it whether therequirements of
Section 139, 140 and 142 readith Section 141 of the Companies Act, 2013), in respect of such
appointmenthave been duly complied with

ANALYSIS ANDONCLUSIONM this caseMrs. X is a Director of ABC Pvt. Ltd. and the company |
appointed Mr. Y Chartered Accountant, Mrs. X's spouse, as its statutory auditorY should not
accept the appointment as statutory auditof the company, where his wife Mrs. X is a director.
iscontravention of section 14a&f the Companies Act, 2013.
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Therefore Mr. Y is liable for misconduander the said clause since he accepted dpgointment
without first verifyingthe complianceof statutory requirements.

Q.NO.17A chartered accountant holding certificate of practice and having four articled clerks
registered under him accepts appointment as a ftiline lecturer in a college. Also, he becomg
a partner with his brother in a business. Examine his conduct in thetlmfChartered
Accountants Act, 1949 and the regulations thereunder.

ANSWER:

PROVISIORND EXPLANATIO@Iause (11) of Part | of the First Schedule to the Chartered
Accountants Act, 1948ebars a chartered accountant in practitem engaging imny business or
occupationother than the profession of chartered accountangyess permitted by the Counaif
the Institute so to engage. This clause, in effect, has empowered the Council of the Institute to
permit chartered accountants in practice to engage in any other business or occupation consid
fit and proper. Accordingly, th€ouncil had formulated Reations 190A and 19tb the Chartered
Accountants Regulations, 1988poovide a basis for considering applications of chartered
accountants seeking permissitmengage in other business or occupation.

A member can accefftill- time lecturership in a college only after obtaining the spedia prior
approval of the Council as albecoming a partner in a business with his brother would require
specific permission.

CONCLUSIONhus, thechartered accountant is liable for professiomasconductsince he failed to
obtain specific and prior approval of the Council in each case.

Q.NO.18Mr. A, a practicing Chartered Accountant, took over as the executive chairman of
Software Company on 1.4.2019. On 10.4.2019 he applied to the Council for permission.

ANSWER:

PROVISIOMs per Clause (11) of Part | of First Schedule to the Chartered Accountants Act, 14
Chartered Accountant in practice will deemed to be quilty of professional misconduct if he
engages in any business or occupatidiner than the profession of Chartered Accountamiess
permitted by the Councgo to engage.

ANALYSIS ANDONCLUSIOMt the instant caseMr. A took over as the executive chairman on
01.04.2019 and applied for permission on 10.04.2@M the basis of these facts, he was engage
other occupation between the period 01.04.2019 and 10.04.20id%out the permissiorof the
Council.

Therefore Mr. A is guilty of professional miscondutterms of Clause (11) of Part | of First
Schedule to the Chartered Accountants Act, 1949.

Q.NO.19C.A. Prabhu is a leading income tax practitioner and consultant for derivative product

He resides in Mumbai near to the ABC commodity stock exchange and does trading in
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commodity derivatives. Every day, he invests nearly 50% of his time to settle the commodit
transactions. Is C.A. Prabhu liable for professional misconduct?

ANSWER:

PROVISIOMSs per Clause (11) of Part | of First Schedule of Chartered Accountants Act, 1949,
Chartered Accountant in practicedeemed to be quilty of professional miscondifdte engages in
any business or occupatiather than the profession of Chartered Accountamiess permitted by
the Counciko to engage. However, ti@ouncil has granted general permission to the members {
engagen certain specific occupation. In respectadifother occupations specific permissiohthe
Institute is necessary.

ANALYSIS AND CONCLUSIoMNris case, CA. Prabhu is engaged in the occupativadihg in
commodity derivativesvhich isnot covered under the general permission

Hence specific permission of the Institute has to be obtaireherwise he will baleemed to be
quilty of professional misconduander Clause (11) of Part | of First Schedule of Chartered
Accountants Act, 1949.

Q.NO.20S, a practicing charteredccountant gives power of attorney to an employee chartered
accountant to sign reports and financial statements on his behalf.

ANSWER:

PROVISIONUNnder Clause (12) of Part | of First Schedule to the Chartered Accountants Act, 19
Chartered Accountant in practicedeemed to be guiltyf professional miscondudt he allows a
person not being a member of the Institute in practice or a member not being his partner to Sl
ON HIS BEHALF or on behalf of his, famny balance sheet, profit and loss account, report or
financial statements. This clause read in conjunction with Section 26 of the Chartered Account
Act, 1949 stipulates thato personother than the member of the institute shall sign any documer,
on behalf of a Chartered Accountant in practaea firm of Chartered Accountants in his or its
professional capacity.

Further, Clause (1) of Part Il of the Second Schedule to the Chartered Accountants Act, 1949
that a member of the Institute, whether in practice or nehall be deemed to be guilty of
professional miscondugctf hecontravenes any of the provisions of this Acthe regulations made
there under or any guidelines issued by the Council.

CONCLUSIONCccordinglyS is guilty of professional misconduetder Clause (12) of Part | of First
Schedule and also under Clause (1) of Part Il of Second Schedule for contravening Section 26¢

Q.NO.21CA. Smart, a practicing Chartered Accountant was on Europe tour betwee®2® and
25-9-20. On 189-20 a message was received from one of his clients requesting for a stock
certificate to be produced to the bank on or before ZB20. Due to urgency, CAntart
directed his assistant, who is also a Chartered Accountant, to sign and issue the stock
certificate after due verification, on his behalf.
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ANSWER:

PROVISIOMSs per Clause (12) of Part | of the First Schedule to the Chartered Accountants Ac
1949, a Chartered Accountant in practic®R$§ SYSR (2 0S 3Idzat e HEhe L.
allows a person not being a membarthe Institute in practice or a member not being his partter
sign on his behalf or on behalf of his firany balance sheet, profit and loss account, report or
FAYFLYOAILfT adGraSySyida¢o

ANALYSIS ANDONCLUSIOM this caseCA. Smart allowed his assistant who is not a parng=a
member of the Institute of Chartered Accountants of Indisign stock certificaten his behalf and
thereby commits misconduct.

Thus,CA. Smart is guilty of professional misconduader Clause (12) of Part | of First Schedule t
the Chartered Accountants Act, 1949.

Q.NO.22Mr. 'C', a Chartered Accountant holds a certificate of practice while in employment als
recommends a particular lawyer to his employer in respect of a case. The lawyer, out of th¢
professional fee received from employer paid a particular sum as refefealto Mr. 'C'.

ANSWER:

PROVISIONReferral Fee from LawyeAccording to Clause (2) of Part Il of First Schedule of the
Chartered Accountant Act, 1948 member of the Institut€other than a member in practice) shall
be quilty of professional miscondudf he being armployee of any companyirm or person
accepts or agrees to accept any part of fpeofits or gains from a lawyer, a chartered accountant
broker engaged by such company, firm or person or agent or customer of such company, firm
person by way of commission or gratification.

ANALYSIS ANDONCLUSIOMt the present caseéMir. C who beside holding a certificate of practiq
isalso an employeand by referring a lawyer to the company in respect of a casest¢mves a
particular sumasreferral feefrom the lawyer out of his professional fee.

Therefore Mr. C is quilty of professional miscondigt virtue of Clause (2) of Part Il of First
schedule.

Moreover, he is holding COP and simultaneously in Employment which is also a professional
conduct as peClause 11 of Part 1 of Schedule 1

Q.NO.23Mr. 'G', while applying for aertificate of practice, did not fill in the columns which solic
information about his engagement in other occupation or business, while he was indeed
engaged in a business.

ANSWER:

PROVISIOMs per Clause (2) of Part Il of First Schedule to the Chartered Accountants Act, 14
member shall be held guilty if a Chartered Accountant, in practice odoets not supply the

information called for, or does not comply with the requirements askedlfgrthe Institute, Council
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or any of its Committees, Director (Discipline), Board of Discipline, Disciplinary Committee, Qu
Review Board or the Appellate Authority.

ANALYSIS AND CONCLUSION (G KS 3IAQOSy OF asSs aNX» aDé&sx |
a certificate of practicedid not fill in the columns which solicit information about his engagemen
other occupatioror business, while he was indeed engaged in a business. Details of engagem
business need to be disclosed while applying for the certificate of practice as it was the inform
called for in the application, by the Institute.

ThusMr. G will be held quilty for professional miscondunter the Clause (2) of Part Il of First
Schedule of the Chartered Accountants Act, 1949.

Q.NO.24Mr. X, a Chartered Accountant, employed as a paid Assistant with a Chartered
Accountant firm, leaves the services of the firm on 31st December, 2019. Despite many
reminders from ICAI he fails to reply regarding the date of leaving the services of the firm.

ANSWER:

PROVISIOMs per Clause (2) of Part Ill of the First Schedule to the Chartered Accountants Ac
1949, a membenyhether in practice or ngtwill bedeemed to be guilty of professionadisconduct
if he does not supply the information called fayr does not comply with the requirements asked f
by the Institute, Council or any of its Committees, Director (Discipline), Board of Discipline,
Disciplinary Committee, Quality Review Board or the Appellate authority.

ANALYSIS AND CONCLUSTDNMNS, in the given case, MrhAs failed to reply to the letters of the
Institute asking him to confirrthe date of leaving the service as a paid assistant. Therdiieres
held quilty of professional misconduas per Clause (2) of Part Il of the First Schedule to the
Chartered Accountants Act, 1949.

Q.NO.25YKS & Co., a proprietary firm of Chartered Accountants was appointed as a concurre
auditor of a bank. YKS, the proprietor, used his influence to get a loan and thereatfter failed
repay the loan.

ANSWER:

PROVISIOMs per Clause (2) of Part IV of First Schedule to the Chartered Accountants Act, 1
member of the Institute, whether in practice or not, shalldeemed to be guilty of OTHER
MISCONDUCTF he, in the opinion of the Coundiltings disrepute to the profession or the Institute
as a result of his actiomhether or not related to his professional work. Here the Chartered
Accountant ixpected to maintain the highest standards of integatyen in hipersonal affairand
any deviation from these standasctalls for disciplinary action.

ANALYSIS AND CONCLUSIOMNe present case, YKS & Co, being a concurrent auditorised
position to obtain the funds and failed to repay the same to the bartis brings disrepute to the
profession of a Chartered Accountant. This act of YKS &Gbpsardonable
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Therefore, YKS & Co will BELD GUILTY OF OTHER MISCONDUEE Tlause (2) of Part IV of Fir
Schedule to the Chartered Accountants Act, 1949.

Q.NO.26Mr. Parekh, a Chartered Accountant was invited by t8@&aamber of Commerce to preser
a paper in a symposium on the issues facing Indian Leather Industry. During the course of
LINSaSy A2y KS aKIFINBR az2yS 2F GKS @QAadl
impression that it will help the Nation tacompete with other countries at international level.

ANSWER:

PROVISIONClause (1) of Part | of the Second Schedule to the Chartered Accountants Act, 194
deals with theprofessional misconduct relating to the disclosure of information by a chartered
accountant in practice relating to the business of his cli¢m@ny person other than his client
without the consent of his clierdr otherwise than as required by any law for the time being in fo
would amount to breach of conduciThe Code of Ethics further clarifies that suclugy continues
even after completiorof the assignmentThe Chartered Accountant may howewdigclose the
informationin case it isequired as a part of performance of his professional duties

ANALYSIS ANDONCLUSIOMt the given case, Mr. Parekh Hdisclosed vital information of his
Ot ASyiiQa odzaAySaad ¢ A (urderdeé imprésSon Da i willShglpithe ddtion
compete with other countries at International lev@lhus, it is grofessional misconduct covered b
Clause (1) of Part | of Second Schetlultne Chartered Accountants Act, 1949.

Q.NO.27Mr. A, a Chartered Accountant was the auditor of 'A Limited'. During the financial yea
201920, the investment appeared in the Balance Sheet of the companiRefl0 lakhs and
was the same amount as in the last year. Later on, it was found that the company's
investments were onlyRs.25,000, but the value of investments was inflated for the purpose
obtaining higher amount of Bank loan.

ANSWER:

PROVISIOMs per Part | of Second Schedule to the Chartered Accountants Act, 1949, a Chart
Accountant in practice shall be deemed to be guilty of professional misconduct céttifies or
submits in his hame or in the hame of his firareport of an examination of financial statements
unless the examination of such statements and the related records has been made by him or |
partner or an employee in his firor by another chartered accountant in practiégyrtherunder
Clause (2)if he does not exercisgue diligence, or is grossly negligent in the conduct of his
professional dutiesunder Clause (7); dails to obtain sufficient informatiomwhich is necessary for
expression of an opinion or its exceptions are sufficiently material to negate the expression of
opinion, under Clause (8). Themary duty of physical verification and valuation of investmessf
0KS YIFylF3aSYSyido | 2gS @S NEerifyitie physicdrexisiérzdNdndivalirtiarl
of investmentslaced, at least on the lasiay of the accounting year. The auditor should verify th
documentary evidence for the cost/value and physical existence of the investments at the end
year. HA K2dzZf R v 2 o6fAYyRf& NBfe& dz2lRy GKS al yl 3
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ANALYSIS ANDONCLUSIOMt the instant casesuch nonverification happened for two yearst
also appears that auditoffailed to confirm the value of investmentom any proper source. In cas
auditorhasa A YLJ &8 NBfASR 2y GKS  Yhe suditar §as &ied tQ gerforibhis
duty. [SA 580; Management Representation alone cannot be considered as sufficient and
appropriate evidence]

Accordingly, Mr. Awill be held liable for professional miscondugtder Clauses (2), (7) and (8) of
Part | of theSecond Schedute the Chartered Accountants Act, 1949.

Q.NO.28Mr. Joe, a Chartered Accountant during the course of audit of M/s XYZ Ltd. came to k
that the company has taken a loan of Rs. 10 lakhs from Employees Provident Fund. The s:
loan was notreflected in the books of account. However, the auditor ignored this informatio
in his report.

ANSWER:

Failure to Disclose Material Factas per Clause (5) of Part | of Second Schedule to the Charter
Accountants Act, 1949, chartered Accountant in practice will be held liable for miscondfuoe
fails to disclose a material fact known to himwhich isnot disclosed in the financial statements but
disclosure of which is necessdoymake the financial statementsot misleading

In this case, MrJoe has come across information that a loan of Rs. 10 kddbeen taken by the
company from Employees Provident Fund. This is contravention of Rules and the said Ipah ha
been reflected in the books of accounturther, this meerial fact has also tbe disclosed in the
financial statementsThe very fact that Mr. Joe has failed to disclose this fact in his report, he i
attracted by the provisions of professional miscondutier Clause (5) of Part | of Second Sched
to the Chartered Accountants Act, 1949.

Q.NO.29A practicing Chartered Accountant was appointed to represent a company before the
authorities. He submitted on behalf of his clients certain information and explanations to thg
authorities, which were found to be false and misleading.

ANSWER:

PROVISIOMs per Clause (5) of Part | of Second Schedule to the Chartered Accountant Act, 1
a member in practicéails to disclose a material fact known to hiwhich is not disclosed in a
financial statementbut disclosure of which is necessaoymake the financial statement not
misleadingwhere he is concerned with that financial statemémta professional capacity, lvéll be
held guiltyunder Clause (5).

As per Clause (6) of Part | of Second Schetingefails to report a material misstatement known tq
him to appeatin a financial statement with which he is concerned in a professional capacinjllhe
be held guilty under Clause (6)

ANALYSIS ANDONCLUSIOMt given case, the Chartered Accountant satmitted the
statements before the taxation authoritiehese statements atgased on the data provided by th

management of the compamAlthough the statements prepared were basediocorrect facts and
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misleading the Chartered Accountant had only submitted them acting on the instructions of his
client as his authorized representativelence the Chartered Accountanbuld not be held liable fo
professional misconduct

QNO30 ! [/ KANIYy2A@d gK2 O2yRdzOGSR ! ./ I dzRAG 2
circulation figures based on Management Information System Report (M.l.S Report) withol
examining the books of Account.

ANSWER:

PROVISIOMccording to Clause (7) of Part | of Second Schedule of Chartered Accountants Ag
1949, a Chartered Accountant in practiceléemed to be guiltyf professional misconduct if he
édoes not exercise due diligence or is grossly negligeyit G KS O2 y RdzOG 2 F K

ANALYSIS ANDONCLUSIONM the instant case, C8hiranjiv did not exercise due diligence and i
grossly negligenn the conduct of his professional duties since he certified the circulation figure
without examining the books of accouniBo ascertain the number of paid copies verification of
remittancesfrom the agentsgcredit allowed to the agents for unsotpies returnedexamination of
books of account is ESSENTHAIlrthercertification of circulatiorfigures based on statistical
information without cross verificatiorwith financial records amounts tgross negligencend failure
to exercise due diligence.

Hence CA Chiranijiv is guilty of professional miscondigcper Clause (7) of Part | of Second Sche
of Chartered Accountants Act, 1949.

Q.NO.31Mr. D, a practicing Chartered Accountant, did not complete his work relating to the au
of the accounts of a company and had not submitted his audit report in due time to enable
company to comply with the statutory requirements.

ANSWER:

NOT EXERCISING DUE DILIGECGEding to Clause (7) of Part | of Second Schedule of Chart
Accountants Act, 1949, a Chartered Accountant in practideesned to be guilty of professional
misconductf he does not exercise due diligence or is grossly negligehe conduct of his
professional duties. It iswtal clause which unusually gets attractetienever it is necessary to
judge whether the accountant has honestly and reasonably discharged his duties.

Where a Chartered Accountahfd not completed his work relating to the auditthe accounts a
company and hadot submitted his audit reporin due time to enable the company to comply wit
the statutory requirement in this regard. He wasilty of professional misconduct under Clause (i

CONCLUSIORinceMr. D has notompleted his audit workn time and consequently could not
submit audit report in due time and consequently, compaould not comply with the statutory
requirements therefore, theauditor is guilty of professional miscondugatder Clause (7) of Part | ¢
the Second Schedule to the Chartered Accountants Act, 1949.

Q.NO.32zZ, a practicing Chartered Accountant issued a certificate of circulation of a periodical

without going into the most elementary details of how the circulation of a periodical was be
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maintained i.e. by not looking into the financial records, bank statements or bank pass boo
o0& y2i SEFYAYyAy3d SOARSyOS 2F | OQlidzrt LI ey
how many copies were sold and paid for.

ANSWER:

PROVISIONClause (8) of Part | of Second Schedule to the Chartered Accountants Act, 1949 s
that if a Chartered Accountant in practice fails to obtain sufficient information to warrant the
expression of an opinion or his exceptions are sufficient material tateefpe expression of an
opinion, the chartered accountant shall be deemed to be guilty of a professional misconduct.

CONCLUSIONMt the instant case Mr. Z, a practicing Chartered Accounssnied a certificate of
circulation of a periodical without going into tmeost elementarydetails of how the circulation of a
periodical was being maintained i.e., by not looking into the financial records, bank statements
oLyl LI &aa 062214z o0& y2i SEIYAYAyYy3I $HyhbtRasingdS
ascertain how many copies were s@ldd paid for. The chartered accountagitould not express his
opinion before obtaininghe required data and information. As an auditdfr. Z ought to have
verified the basic records to ensutiee correctness of circulatiofigures.

Thus, in the present cadér. Z will be held guilty of professional miscondastper Clause (8) of Pa
| of Second Schedule to the Chartered Accountants Act, 1949.

Q.NO.33A charitable institution entrustedRs.10 lakhs with its auditors M/s Ram and Co., a
Chartered Accountant firm, to invest in a specified securities. The auditors pending investn
of the money, deposited it in their Savings bank account and no investment was made in th
next three months.

ANSWER:

PROVISIONE a Chartered Accountant in practitals to keep moneys of his clientsa separate
bank account ofails to use such moneys for purposes for which they are intenided his action
would amount to professional misconduehder Clause (10) of Part | of Second Schedule to the
Chartered Accountants Act, 1949is his duty to deposit them in a separate banking account, an
utilise such funds only in accordance with the instructiohthe client or for the purposes intended
by the client.

CONCLUSIOMNt the given case by 62 8 A 1 A v I K By MISERErS ghd b3 a fiyh2of S ¢
Chartered Accountants, tmeir own savings bank accoyrhe auditors have committed a
professional misconducHence in the given case, M/s Ram & Co. will bd ballty of professional
misconduct

Q.NO.34L, a chartered accountant did not maintain books of account for his professional earni
on the ground that his income is less than the limits prescribed u/s 44AA of the Income Ta
Act, 1961.

ANSWER:
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Maintenance of Books of Accounfs per the Council General Guidelines 2008, under Chapter §
maintenance of books of accounts, it is specified that if a chartered accountant in practice or tf
firm of Chartered Accountants of which he is a partfaéis to maintain and keep in respect of his/i
professional practiceproper books of account including the Cash Book and Leldgés,deemed to
be quilty of professional miscondudccordingly, it does not matter whether section 44AA of the
Income Tax Act,l961applies or not.

CONCLUSIONEence, Mr. L iguilty of professionamisconduct.

Q.NO.35A member of the institute shall not accept in a year more than the specified number o
tax audits under section 44AB of the Income Tax Adt. Gaurav is a partner in M/s. XYZ &
Co., a firm of Chartered Accountants with 6 partners. During the assessment year-2020ir.
Gaurav alone had signed 290 tax audit reports consisting of both corporate andaorporate
assesses.

ANSWER:

Ceiling limit for signing the Tax Audit Reporis per Council General Guidelines 2008, a membg
the Institute in practiceshall notacceg8® Ay | FTAYIFYOALFf &@SIENE Y2
I dzZRAG FaadaA3adyyYSyidaé¢ dzyR$aXAcf B6LiItisaiso prowided furtAeF thal
whereany partner of a firm of Chartered Accountants in practice accepts one or more tax audi
assignmentsn his individual capacity, the total number of such assignments which may be acc
by himshaly 2 SEOSSR (G(KS G&LISOAFASR ydzYoSNI 2F
OFrasS 2F FANXY 2F / KFENISNBR ! O02dzyiltyida Ay LU
means 60 tax audit assignments per partner in the filW A FINANCIAL YEAR, whether in respe
corporate or norcorporate assesses. Further, as per clarification issued by the Institute on Tax
Assignmentstax audit reports may be signed by the partners in any manner whosoever in

accordance with specified audit limits

ANALYSIS ANDONCLUSIOMt the instant case, there are 6 partners in M/s XYZ & Co., a Char
Accountants firm, accordingly specified ceiling limit for the firm will be (60 tax audit assignmen
partner X 6 partners) = 360. Therefore, all the 6 partners of thedamcollectively sign 360 tax
audit reports This maximum limit B60 tax audit assignments may be distributed between the
partners in any manner whatsoevedfor instance, 1 partner can individually sign 360 tax audit
reports in case remaining 5 partners are not signing any tax audit report. Assimi®&gpurav has
signed 290 tax audit reports consistiofjboth corporate and noitorporate assesse on behalf of
firm andremaining partners are signiragdit reports within the specified number of tax audit
assignments u/s 44AB j,aip to 70

Hence MR. GAURASHALL NOT BE DEEMED TO GUtlprafessional misconduct provided total
number of tax audit reports on behalf of firm do not exceeds 360.

Q.NO.36Mr. C accepted the statutory audit of M/s PSU Ltd., whose net worth is negative for th
year 201920. The audit was to be conducted for the year 2620. The audited accounts for
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the year 202021 showed liability for payment of tax audit fees &ts.15,000 in favour of Mr. E
the previous auditor.

ANSWER:

Accepting Appointment as an AuditoAs per Chapter 7 of Council General Guidelines 2008, a
member of the Institute of Chartered Accountants of India in pragiwal be deemed to be quiltf
professional misconduct if heccepts appointment as auditor of an entitycase thaundisputed

audit fee of another chartered accountaftr carrying out the statutory audit under Companies A
or various other statutebas not been paidAs per the proviso, such prohibitighall not apply in
caseofasickung KSNBE | aA 0] dzy MKSNBE REKBA WSR B2 NUK

Conclusionin the instant case, though the undisputed fees are unpaid, Mr. C vaillldot be
quilty of professional misconduct since the M/s PSU Ltd. is a sickawnitg negative net worth for
the year 201920.

Q.NO.37A is the auditor of Z Ltd., which has a turnover®6.200 crore. The audit fee for the yea
is fixed atRs.50 lakhs. During the year, the company offers A an assignment of manageme
consultancy within the meaning of Section 2(2)(iv) of the CA Act, 1949 for a remuneration (
Rs.1 crore. A seeks your advice on accepting the assignment.

ANSWER:

PLILRAYGYSYd a | {GFradzi2aNE ' dzZRAG2NI 2F |t {
Public Company(iesAs per the Council General Guidelines 2008, under Chapter IX on appoint
as statutory auditor a member of the Institute in practsfgall not accepts the appointment as a
statutory auditor2 ¥ |t { | AQk D230 O2YLI ye&oASaok[ AadSH
having a turnover of Rs. 50 crores or more in a yearvameie he accepts any other work(s) or
assignment(s) or service(gs)regard to same undertaking(s) omeanunerationwhich intotal
exceeds the fee payable for carrying out statutory auditof the same undertaking.

For this purpose, thether work/services include Management Consultaaog all other
professional services permitted by Coumitluding audit under any other statute, Certification
work requiredto be done by the statutory auditor and any representation before an authority.

Conclusionin view of the above position, it would benx@isconduc? y | Q& dcileptdihe A T
management consultancy assignment for a fee of Rs. 1 cgimee theMCS feesf Rs. 1 Crore
exceeds the Statutory audit fee of Rs. 50 Lakhs.

Q.NO.38D, who conducts the tax audit u/s 44AB of the Income Tax Act, 1961 of M/s ABC, a
partnership firm, has received the audit fees 8f5.2,50,000 on progressive basis in respect o
the tax audit for the year ended 31.3.2020. The audit report was, however, signed on
25.5.2020.

ANSWER:

Entire Audit Fees Received in Advanées per Chapter X of Council General Guidelines, 2008 a
member of the Institute in practice or a partner of a firm in practice or a §inall not accept
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appointment as auditor of a concewhile indebted to the concern or given any guarantee or
provided any security in connection with the indebtedness of any third person to the concern, {
limits fixed in the statute and iather cases for amount exceeding Rs. 1,00/000

However, theResearch Committee of the ICAI has expressed the opinédrwhere in accordance
with the terms of engagement of auditor by a client, the audi@covers his fees on a progressive
basisas and when a part of the work is donghout waiting for the completion of the whole jglhe
cannot be said to be indebtetd the company at any stage.

Conclusionin the instant case, Mr. D is appointed to conduct a tax audit u/s 44AB of the Incon
Act, 1961. He ha®ceived the audit fees of Rs. 2,50,000 in respect of the tax furdite year
ended 31.3.2020 whicits on progressive basi¥herefore, Mr. Dvill not be held guiltyfor
misconduct.

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

207
PageJ 1




TEST YOUR KNOWLEDGE QUESTCAISM]

Q.NO.1P, a Chartered Accountant in practice provides management consultancy and other servi
to his clients. During 2020p0king to the growing needs of his clients to invest in the stock
markets, he also advised them on Portfolio Management Services whereby he managed
portfolios of some of his clients. Is P guilty of professional misconduct?

ANSWER:

Advising onPortfolio Management Serviceshe Council of the Institute of Chartered Accountants ¢
India (ICAI) pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 19d8dsasl a resolution
LISNYAGGAY T dal yvI 3SYSyYy G [£2yw&Rdz G 1/ KO SNIISWE R2 { (OF
clause of the aforesaid resoluti@lows Chartered Accountants in practiceact as advisor or
consultant to an issue of securities including such matters as drafting of prospgataspf documents
with SEBIpreparation of publicity budgetadvice regarding selection of brokeetc.

It is, however, specifically stated that Chartered Accountants in praate@ot permitted to
undertake the activities of broking, underwriting and portfolio management servicd$us, a
chartered accountant in practice is not permitted to manage portfolios of his clients.

CONCLUSIONM view of thisP would be quilty of misconduander the Chartered Accountants Act,
1949.

Q.NO.2Mr. G, a Chartered Accountant in practice as a sole proprietor has an office in Mumbai ne
Church Gate. Due to increase in professional work, he opens another office in a suburb of
Mumbai which is approximately 80 kilometers away from the municipal limitsthe city. For
running the new office, he employs three retired Incomax Officers. Is Mr. G guilty of
professional misconduct?

ANSWER:

PROVISIONN terms of section 27 of the Chartered Accountants Act, 1949, if a chartered account
practice hagnore than one office in Indjaeach one of these offices should be in geparate charge o]
a member of the Institute

There is however agxemption for the abové the second office iBbcated in the same premisem
which the first office is located; or treecond office is located in the same city which the first office
is located; or thesecond office is located within a distance of 50 Krosn the municipal limits of a city),
in which the first office is located.

CONCLUSIORBince the second office is situatedyond 50 kms of municipal limits Mumbai city, he
would beliable for committing a professional misconduct

Q.NO.3Mr. K, a practicing Chartered Accountant gave 50% of the audit fees received by him to g

non-Chartered Accountant, Mr. L, under the nomenclature of office allowance and such an
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arrangement continued for a number of years. Discuss this in the light of Professional Ethics
issued by ICAI.

ANSWER:

Sharing of Audit Fees with NeWember: As perClause (2) of Part | of First Schedol¢he Chartered
Accountants Act, 1949 a member shallhedd quilty if a Chartered Accountant in practpays or
allows oragrees to pay or allow, directly or indirecthnyshare, commissioor brokerage in the fees
or profits of his professional businegs,any personother than a member of the Instituter a partner
or a retired partner or the legal representative of a deceased partner, or a member of any other
professional body or with such other persons having such qualification as may be prescribed, for
purpose of rendering such professional services from time to time in or outside India.

ANALYSIS AND CONCLUSIONMNe instant case, Mr. K, a practising Chartered Accountant 5@8eof
the audit fees received by him to a n@hartered AccountantMr. L, under the nomenclature of office
allowance and such arrangement continued for a number of yeats this case, it isot the
nomenclature to a transaction that is materkait it is thesubstance of the transactiorwhich has to
be looked into.

The Chartered Accountant had shared his profits and, therefdreK will be held guiltyof
professional misconduct under the Clause (2) of Part | of First Schedule to the Chartered Accoun
Act, 1949.

Q.NO.4Mr. X who passed his CA examination of ICAI on 18th July, 2020 and started his practice
August 15, 2020. On 16th August 2020, one female candidate approached him for articleship
addition to monthly stipend, Mr. X also offered her 1 % profits oBHCA firm. She agreed to take
both 1 % profits of the CA firm and stipend as per the rate prescribed by the ICAI. The Institut
Chartered Accountants of India sent a letter to Mr. X objecting the payment of 1 % profits. Mr,
replies to the ICAI statinghat he is paying 1 % profits of his firm over and above the stipend to
help the articled clerk as the financial position of the articled clerk is very weak. Is Mr. X liable
professional misconduct?

ANSWER:

PROVISIOMs per Clause (2) of Part | of First Schedule to the Chartered Accountants Act 1949,
Chartered Accountant in practice shall deemed to be guilty of professional miscondifdie pays or
allows oragrees to pay or allowdirectly or indirectly, anghare, commission or brokeragethe fees
or profits of his professional busineds any persorother than a member of the Institute or a partnel
or a retired partnernor the legal representative of a deceased partner, or a member of any other
professional bdy or with such other persons having such qualification as may be prescribed, for t
purpose of rendering such professional services from time to time in or outside India.

ANALYSIS AND CONCLUSIOMew of the above, thebjections of the Institute of Chartered
Accountants of Indiaas given in the casate correct and reply of Mr.,Xtating that he is paying 1 %
profits of his firm over and above the stipend to help the articled clerk as the position of the article
clerk isweakis not tenable
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Hence Mr. X is quilty of professional miscondurctterms of Clause (2) of Part | of First Schedule to 1
Chartered Accountants Act 1949.

QNOBaka -, %> | FANY Ay LINIOGAOST RS@St2L3A |
was a venpright greenandthewela A §S g1 & G2 NHzy 2y | & LJzaK
the partners of the firm and the major clients were to be displayed on the wsite without any
disclosure obligation from any regulator. Is this website in compliance wgthidelines issued by
ICAIl in this regard?

ANSWER:

PROVISION:he Council of the Institute haabproved posting of particulars on webshlig Chartered
Accountants in practice und&lause (6) of Part | of First Schedol¢he Chartered Accountants Act,
1949 subject to the prescribed guidelines. The relevant guidelines in the context of the website hi
by M/s XYZ are:

1. No restriction on the colourgased in the website;
2. Thewebsitesartldzy 2y | 4G LMHA REYBSOKY @EI@zAKE (G SOKY]
3. Names otlients and fees charged not to be given

However, disclosure of names of clients and/or fees charged, on the webp#enmssible only where
it is required by a requlatoin India or outside Indidurtherbelow such disclosure itself,should be
mentioned KI & & ¢ KA & teRis &f¢he @duidehi&ht ofnaime bf yhe regulator] having
jurisdiction in [name of the country/area where such regulator has jurisdiction] vide [Rule/ Directiy
etc. under which the disclosure is required by the Regulator].

ANALYSIS AND CONCLUSIONziew of the above, M/s XYZ wouldve no restriction on the colours
used in the websitdut failed tosatisfy the other two guidelineS hus, thdirm would be liable for
professional misconducsince it would amount to soliciting work by advertisement.

Q.NO.6A partner of a firm of chartered accountants during a T.V. interview handed over adaita
of his firm to the chairperson. Such bidata detailed the standing of the international firm with
which the firm was associated. It also detailed the achievemeatshe concerned partner and hig
recognition as an expert in the field of taxation in the country. The chairperson read out the s¢
bio-data during the interview. Discuss whether this action by the Chartered Accountant would
amount to misconduct or not.

ANSWER:

PROVISIONClause (6) of Part | of the First Schedule to the Chartered Accountants Acpro®dsts
solicitation ofclient or professional work either directly or indirechy circular, advertisement,
personal communication or interview or by any other means since it shall constitute professional
misconduct.

ANALYSIS AND CONCLUSIDN: biedata was handed over to the chairpersduring the T.V.
interview by the Chartered Accountant whiahcluded details about the firm and the achievements ¢

the partneras an expert in the field of taxation. The chairperson simply read out the same in deta
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about association with the international firm as also the achievements of the partner and his
recognition as an expert in the field of taxation. Suctaenhwould definitely lead to the promotion of
0 KS wamddnd gublicitghereof as well as of the partnend as such the handing over of flata
cannot be approved. Thaartner would be held guilty of professional miscouninder Clause (6) of
Part | of the First Schedule to the Chartered Accountants Act, 1949.

Q.NO.7

(a) An advertisement was published in a Newspaper containing the photograph of Mr. X, a meml
of the institute wherein he was congratulated on the occasion of the opening ceremony of his offi

(b) Mr. X, a Chartered Accountant and the proprietor of X & Co., wrote several letters to the Assis
Registrar ofCooperative Societies stating that though his firm was on the panel of auditors, no au
work was allotted to the firm and further requested him to look into the matter.

ANSWER:
a) Publishing an Advertisement Containing Photograph:

As per Clause (6) of Part | of the First Schedule to the Chartered Accountants Act, 1949, 4
Chartered Accountant in practice shall ieemed to be quilty of misconduct if he solicits clier
or professional work either directly or indirecthy a circular, advertisement, personal
communication or interview or by any other means.

ANALYSIS ANDONCLUSIOMt the given case, Mr. X published an advertisement in a
Newspaper containing his photograph on the occasion of the opening cereaidmy office. On
this context, it may be noted that the advertisement which had been put in byrtember is
quite prominent If soliciting of work is allowed, the independence and forthrightness of a
Chartered Accountant in the discharge of duties cannot be maintained.

The above thereforamounts to soliciting professional wobly advertisement directly or
indirectly. Mr. X would béherefore held guiltyunder Clause (6) of Part | of the First Schedul
the Chartered Accountants Act, 1949.

b) Soliciting Professional Work:

As per Clause (6) of Part | of the First Schedule to the Chartered Accountants Act, 1949, &
Chartered Accountant in practice shall éeeemed to be guilty of misconduct if he solicits clier
or professional work either directly or indirecthy a circular, advertisement, personal
communication or interview or by any other means.

ANALYSIS ANDONCLUSIONM the given case, Mr. X, a Chartered Accountant and propriet
of M/s X and Cowrote several letters to the Assistant Reqistrar ofdperative Societies
requesting forallotment of audit work In similar cases, it was held that the Chartered
Accountant would beuilty of professional misconduander Clause (6) of Part | of the First
Schedule to the Chartered Accountants Act, 1949. The writing of continuous letter to asce
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the reasons fonot getting the work is quite alrighiut in case suckither amount to request
for allowing the work then Mr. X will be liable for professional misconduct

Consequently, Mr. ¥ould therefore be held guiltyunder Clause (6) of Part | of the First
Schedule to the Chartered Accountants Act, 1949.

Q.NO.8A practising Chartered Accountant uses a visiting card in which he designates himself, bg
as Chartered Accountant, Cost Accountant. Is this a misconduct?

ANSWER:

As per provisions o$ection 7 of the Act read with Clause (7) of Part | of the First Schedule to the
Chartered Accountants Act, 1948.chartered accountant in practice capthuse any other designatiof
than that of a chartered accountanttiowever a member in practice may use aoier letters or
descriptions indicating membershgd accountancy bodies which have bespproved by the Council
Thus, itismproperF 2 NJ I OKIF NI SNBR I O002dzy (i yi @ostAccauntatS
However as per the Chartered Accountants Act, 1949, the Council has resolved that the member
permitted to use letters indicating membership the Institute of Cost and Works Accountabtgt not
the designation "Cost Accountant".

Q.NO.9Mr. Nigal, a Chartered Accountant in practice, delivered a speech in the national conferer
organized by the Ministry of Textiles. While delivering tlspeech, he told to the audience that hg
is a management expert and his firm provides services of taxation and audit at reasonable rat
He also requested the audience to approach his firm of chartered accountants for these servi
and at the request of adience he also distributed his business cards and telephone number of
firm to those in the audience. Comment.

ANSWER:

PROVISIONClause (6) of Part | of the First Schedule to the Chartered Accountants Act, 1949 stat
a Chartered Accountant in practisball be deemed to be quilty of miscondifdbe solicits clients or
professional work either directly or indirecthy a circular, advertisement, personal communication (
interview or by any other means.

Section 7 of the Chartered Accountants Act, 1949 read with Clause (7) of Part | of the First Sche
the said Acprohibits advertising of professional attainments or services of a menibalsorestrains a
member from using any designatian expressiorother than that of a chartered accountaimt
documents visiting cards etc.

Member may appear on televisiand films and agree to broadcast in the Radio or give lectures at
forums and may give their names adeéscribe themselves as Chartered AccountaSizecial
qualifications oispecialized knowledge directiglevant to the subjet matter of the programme may
also be givemut no reference should be maden the case of practicing membtr the name and
address or services of his firm
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CONCLUSIONhus, it ismproper to use designation "Management Exgesinceneither it is a degree
of a University established by law in India or recognised by the Central Governorahis a
recognised professional membership by the Central Government or the Council.

Therefore, he isleemed to be guilty of professional misconducider both Clause (6) and Clause (7)
KS KIa dzaSR GKS RS&aAIyYylIGA2Y dal yI &€ @f¢réncexdE L.
the services provided by his firm of Chartered Accountaht®asonable rates.

Distribution of cards to audiends also a misconduct in terms of Clause (6).

Q.NO.10Mr. A is a practicing Chartered Accountant working as proprietor of M/s A & Co. He wen|
abroad for 3 months. He delegated the authority to Mr. Y a Chartered Accountant his employg
for taking care of routine matters of his office. During his absence Mha¥ conducted the under
mentioned jobs in the name of M/s A & Co.

(i) He issued the audit queries to client which were raised during the course of audit.
(ii) He issued production certificate to a client under the GST Act.

(iii) He attended the Income Tax proceedings for a clientashorized representative before Income
Tax Authorities.

Please comment on eligibility of Mr. Y for conducting such jobs in name of M/s A & Co. and liabili
Mr. A under the Chartered Accountants Act, 1949.

ANSWER:

Delegation of Authority to the EmployeeAs perClause (12) of Part | of the First Schedilthe
Chartered Accountants Act, 1949, a Chartered Accountant in practieeised to be guilty of
professional misconduct A ¥ K S | f hoPbifg almenhd&r Nh2 Wistitute jpractice or a
member not being his partndo sign on his behalf or on behalf of his firamy balance sheet, profit
YR f2aa | 002dzy s NBLERNI 2N FAYFIYOALf adl as

The Council has clarified that tipewer to sign routine documents on whiclpeofessional opinion or
authentication is not requiredto be expressethay be delegatedndsuch delegation will not attract
provisions of this claudie issue of audit queries during the course of audit, asking for information
issue of questionnaire, attending to routing matters in tax practice, subject to provisions of Sectio
of Income Tax Act etc.

ANALYSIS AND CONCLUSIONris caseCA A proprietoof M/s A & Co.went to abroadand
delegated the authority to another Chartered Accountdfit Y, his employee, for taking care of
routine matters of his officevho is not a partnebut a member of the Institute of Chartered
Accountants

() In the given caseMr. Y, a chartered accountabeing employee of M/s A & Co. hiasued audit
querieswhich were raised during the course of audtiere Y is right in issuing the quesynce the same
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fallsunder routine workwhich can be delegated by the auditor. Therefore, thengagnisconductin
this case as per Clause (12) of Part | of First schedule to the Act.

(if) Further,issuance of production certificate a client under GST Act Br. Y being an employee of
M/s A & Co. (an audit firm), i®ot a routine workand it is outside his authorities. ThU3A A is quilty of
professional misconductinder Clause (12) of Part | of First Schedule of the Chartered Accountant
1949.

(iii) In this instance, Mr. Y, CA employee of the audit firm M/s A &&wattended the Income tax
proceedings for a client as authorized representatieéore Income Tax Authorities. Since the counc
has allowed thalelegation of such workhe chartered accountant employean attend to routine
matter in tax practiceas decided by the council, subject to provisions of Section 288 of the Income
Act. Therefore, there isBo misconductin this case as per Clause (12) of Part | of First schedule to tl
Act.

Q.NO.11XYZ Co. Ltd. has applied to a bank for loan facilities. The bank on studying the financial
statements of the company notices that you are the auditor and requests you to call at the bal
for a discussion. In the course of discussions, the bank asks for gpinion regarding the
company and also asks for detailed information regarding a few items in the finarst@tiements.
The information is available in your working paper file. What should be your response and wh

ANSWER:

PROVISIOMs perClausdq1) of Part | of the Second Schedrdad withSA 200; Overall Objectivesf
an independent audit and conduct of audit in accordance with standards on audifitige Chartered
Accountants Act, 1949, a Chartered Accountant in practideesned to be guilty of professional
misconductf he discloses information acquired in the course of his professional engagamant
person other than his clientwithout the consent of the cliendr otherwise than as required by law fo
the time being in force.

ANALYSIS AND CONCLUSIOe instant case, thbank has asked the auditor for detailed
information regarding few items the financial statements available in his working papers. Having
regard to the position stated earlier, treuditor cannot disclose the informatian his possession
without specific permission of the clienAs far as working papers are concerngdrking papers are
the property of the auditor The auditor may at his discretion, make portions of or extracts from his
working papersvailable to his client".

Thus, there is10 requirement compelling the auditor tisclosenformation obtainedin the course of
audit and included in the working papers to any outside agexcegpt as and when required by any
law.

Q.NO.12Mr. A, a newly qualified Chartered Accountant, started his practice and sought clients
through telephone calls from his family and friends, almost all of them employed in one or the
other retail trade business. One of his friends Mr. X gave him an idesat&ot online services and
give stock certifications to traders with Cash Credit Limits in Banks. Mr. A started a website w,

colourful catchy designs and shared the website address on his all social media posts and stq
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YR GF33FISR on GNIFRSNE 2F KAa f20Ff O2YYdzy;
{ SNBAOS&aéd . SAARSET aNWw ! SYGdSNBR Ay |y ]
commission on each service procured through him. Discuss if the actididr. A are valid in the
light of the Professional Ethics and various pronouncements and guidelines issued by ICAL.

ANSWER:

PROVISIOMs per Clause (6) of Part | of the First Schedule of the Chartered Accountants Act, 19
Chartered Accountant ipractice is deemed to be guilty of profession@sconductf he solicits clients

or professional work either directly or indirecthy circular, advertisement, personal communication

interview or by any other means.

Creating a website is not a namompliance provided it is in line with the guidelines issued by the
Institute in this regard. One of the guidelines is that ebsite should not be in push modEurther,
YSYUA2yAy3a 2F OftASyidtaQ ylFyYSa Aa faz2 LINRPKAOG

ANALYSIS AND CONCLUSIOMNe given situation, Mr. A shared tinebsite address on his abcial
mediapostd YR &0 2NAS& FyR GF3I3ISR on GNIRSNAR 2F K
{ G201 [/ SNI A Frieibning Ms\currgn® dNdAts &3 Suelligis is iromplete contravention of
the guidelineson website issued by the ICAI.

Thus, CA, A would beeld quilty of professional misconduanhder clause 6 of Part 1 of First Schedule
the Chartered Accountants Act, 1949.

Q.NO.13Mr. D, a practicing CA, is appointed as a Director Simplicitor in XYZ_RUtAfter one year
of appointment, Mr. D resigned as the Director and accepted the Statutory Auditor position of
company. Is Mr. D right in accepting the auditor position?

ANSWER:

PROVISIOMs perClause (4) of Part | of the Second Schedtitbe Chartered Accountants Act, 1944
a Chartered Accountant in practicedeemed to be quilty of professional miscondiidie expresses hij
opinion on financial statements of any business or enterpnsghich he, his firm, or a partner in his
firm has a substantial interest.

Section 141 of the Companies Act, 2013 specifipatipibits a member from auditinthe accounts of g
company invhich he is an officer or employee

As per theclarifications issued by the Coun@lmembeishall not accept thassignment of audivf a
Company for geriod of two yearsfrom the date of completion of his tenure as Direct@r resignation
as Director of the said Company.

CONCLUSIONM the instant caseyir. D, a practicing CA, is appointed as a Director Simplioit§yZ
Pvt. Ltd. After one year of appointmemdr. D resigned as the Directandaccepted the Statutory
Auditor position of the companyin view of above provisions Mr.dannot accept the AUDITOR
POSITIONf the company until the completion of two years after his resignation.
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Thus, CA, Would be held guilty of professional misconduct undkuse 4 of Part 1 of Second
Schedule of the Chartered Accountants Act, 1949.

Q.NO.14Mr. F, a Chartered Accountant, gave advisory services to PQR Pvt. Ltd. Further, he gavi
them GST consultancy and helped in ERP set up. Later, the company turned out to be a part
group of companies involved in money laundering. Mr. F was asked to glewdetails of the
companies. Mr. F refused on the grounds that he gave only consultancy services to the comp
YR 6FayQi adzZlil2aSR (G2 1SSLI Fye AYyF2NNI GA;
guidelines issued by the ICAI?

ANSWER:

The financial services industgjobally is required to obtain informatioof their clients and comply witt
Know Your Client Norn{&YC norms).

In the given situation, CA. §ave GST consultancy and helped in ERP set upwithngdvisory service
to PQR Pvt. Ltddr. F was asked to provide details of the comparmigthe company, turned out to be
a part of a group of companieisivolved in money laundering

Contention of Mr. F that hgave only consultancy services to the compangg | &y Qi & dzLJl
keep any informatiorabout the company igot validas Mr. F should have kefallowing information in
compliance with KYC Normich aremandatory in natureand shall apply in all assignments
pertaining to attestation functions.

In the given case of PQR Pvt. Ltd., a Corporate ENtity; should have kept followingnformation:

A. General Information Name and Address of the Entity Business Description:

1. Name of the Parent Company in case of Subsidiary
2. Copy of last Audited Financial Statement

B. Engagement Information
Type of Engagement
C. Regulatory Information

1. Company PAN No.

2. Company ldentification No.

3. 5ANBOG2NARQ bl YS&a 3 ! RRNBaaSa
4. 5ANBOUGZ2NEQ LRSYGATFAOIGAZY Db20

Q.NO.15Mr. S, the auditor of ABC Pvt. Ltd. has delegated following works to his articles and staff

I. Issue of audit queries during the course of audit.

ii. Issue of memorandum of cash verification and other physical verification.
iii. Letter forwarding draft observations/financial statements.

iv. Issuing acknowledgements for records produced.

v. Signing financial statements of the company.
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ANSWER:

PROVISIOMs per Clause (12) of Part | of the First Schedule of the Chartered Accountants Act, ]
Chartered Accountant in practicedeemed to be quilty of professional miscondifdte

allows a persomot being a member of the institutan practice or a membamot being his partneto
sign on his behalf or on behalf of his firnany balance sheet, profit and loss account, report or
financial statements.

The Council has clarified that tipewer to sign routine documentsn which gprofessional opinion or
authentication is not requiredto be expressethay be delegateth the following

ANALYSIS AND CONCLUSIOe instant case, Mr. S, the auditor of ABC Pvt.Had.delegated
certain task to his articles and stafiich as issue of audit queries during the course of audit, issue ¢
memorandum of cash verification and other physical verification, letter forwarding draft
observations/financial statements, issuing acknowledgements for records producesicanag
financial statements of the company

In view of thisS would be guilty of professional miscondufor allowing the person signing the
financial statement®n his behalf to his articles and staff under Clause 12 of Part 1 of First Schedy

the Chartered Accountants Act, 1949.
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TOPICS NOT COVERED FROM ICAI SB/EROAON]

KYC Norms for CA in Practice PG B.37

Annexure I CharteredAccountants Act, 1949 PG D.144

Annexure Z; Bare Act related to SCHEDULES ONE and SCHEDULE TWO| PG B.150
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Q.NO.IWHAT ARE THE CHARACTERISTICS OF BANKING INDUSTRY AND SPECIAL ISSUES
ARISE IN AUDIT BANKS?

ANSWER:
Banks haveertain characteristics distinguishing them fronost other commercial enterprises

1.

6. Directlnitiation and completion of transactions by the custométhout any intervention by
GKS o6ly1Qa SYLX2888Sad C2NJ SEI YL ST 2 3SNJ
machines (ATMs).

7. Integration and linkages of national and internatiosattlement systems could pose a
systemic risk to the countries in which they operate.

8. Requlatory requirements by governmental authorit@ten influence accounting and
auditing practices in the banking sector.

SPECIAL AUDIT CONSIDERATaG$¢SN the audit of banks because of:

1. The particulanature of risks associated with thieansactionsundertaken.

2. Thescale of banking operatiorand the resultant significant exposures which can arise
within short period of time.

3. Theextensive dependence on 13 process transactions. g

4. The effect of thestatutory and regulatory requirements o
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. Assumption of significant commitmentgthout any transfer of fundsThese items, called

4. AUDIT OF BANKS & NBFC
4A.AUDIT OF BANKS

Custody ofarge volumes of monetanyems, including cash and negotiable instruments,
whose physical security has to be ensured. This applies to storage and the transfer of
monetary items, making banks vulnerable to misappropriation and fraud, necessitating
establishment of formal operatingrocedures, wetbdefined limits for individual discretion
and rigorous systems of internal control.

Engagement in Erge volume and variety of transactioimsterms of number and value

which necessarily require complex accounting and internal control systems and widespread

use of Information Technology (IT).

Operation through avide network ofgeographically dispersed branchasd departments
necessitating a greater decentralization of authority and dispersal of accounting and contro
functions, with consequent difficulties in maintaining uniform operating practices and
accounting systems, particularly when the branch netwoakscends national boundaries.

‘'off-balance sheet' items, may at times not involve accounting entries and the failure to
record such items may be difficult to detect.

Engagement in transactions that aretiated at one locationrecorded at a different
location andmanaged at yet anothdpcation.

TH/

Pajge~ 4 L




Q.NO.2WRITE ABOUT LEGARRAMEWORK FOR GOVERNING AND FUNCTIONING OF BANKS

5. Thecontinuing development of new products and servieasl banking practices which may
not be matched by the concurrent developmesftaccounting principles and auditing
practices.

6. Evolution of technology and providing services through net bar&imgmobiles has exposed
banks to huge operational and financial risk. The auditor should consider the effect of the
above factors in designing his audit approach. iimigerative for branch auditors and SCAs
(statutory central auditorsjo have detailed knowledge of the products offeremhd risks
associated with them, andppropriately address them in their audit plemthe extent they
give rise to the risk of material misstatements in fir@ncial statements.

7.Ly G2RI & Qa ShdnRsiubtRiffeYeBtapplcatidnk t§ carry out different
transactionswvhich may include data flow from one application to other application; the
auditor while designing higlans should also understand interface controls between the
various applications.

INDIA?

ANSWER:

© 0N Ok WODNRE

Banking Regulation Act, 1949

State Bank of India Act, 1955

Reserve Bank of India Act, 1934

Companies Act, 2013

Banking Companies (Acquisition and Transfer of undertakings) Act, 1970 and Act 1980.
Regional Rural Banks Act, 1976

Information Technology Act, 2000

Prevention of Money Laundering Act, 2002

SARFESI Act, 2002

10. Credit Information Companies (Regulation) Act, 2005
11.Payment and Settlement Systems Act, 2007
12.Cooperative Societies Act912 for Ceoperative Banks

Q.NO.3WRITE ABOUT FORM AND CONTENT OF FINANCIAL STATEMENTS OF A BANK?

ANSWER:

1.

Every banking company is requiredprepare a Balance Sheet and a Profit and Loss Acaount
the forms set out in th& hird Schedule to the Aalr as near thereto as the circumstances
admit. Form A of the Third Schedute the Banking Regulation Act, 1949ntains the form of
Balance SheeandForm B containshe form of Profit and Loss Account
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2. Every banking compameeds to comply with thelisclosure requirements under the various
Accounting Standardss specifiedinder section 133 of the Companies Act, 20Ead with

Rule 7 of the Companies (Accounts) Rules 2014, in so far as they apply to banking companies, or

the Accounting Standards issued by the ICAI.
3. It may be noted thaimplementation of Indian Accounting Standards (Ind #&3)been deferred
by RBI for all scheduled commerdnks presently.

Note:

1. Itis pertinent to state thapreparation of balance sheet of a bank usually involves preparafion
standalone financial statements and consolidated financial statements.

2. Preparation ofStandalone financial statements involve consolidation of branch accandts
incorporation of various verticals/departmera$ bank in case of a nationalized bank/public
sector bank. The detailed procedures in this regaag vary from bank to bank

3. In case of private banks, tipeocesses of accounting are centralized and there is no coatept
mandatory branch audin accordance with RBI guidelines.

4. Public sector banks and private banks are listed on recognized stock exchange and are requ
to comply with SEBI requlations including LODR

Q.NO.AWRITE ABOUT APPOINTMENT OF AUDITORS OF A BANKING COMPANIES?

ANSWER:

1. Banking Regulation Agtquires that thebalance sheet and profit and loascount of a banking
company should baudited by a person duly qualified under any fmwthe time being in force
to be an auditor of companies.

2. JOINT AUDIT$ost banks, especially those in nationalised banks or public seqipgint four
or more (depending upon their size and Board decision, as per RBI guidelines)dirms
chartered accountants to act jointly as statutory central auditors (SCAS).

3.{¢l ¢} ¢chw, [/ 9b ¢ whelappbirtnieht tettemsOnd by banks in connection with the
appointment of SCAs typically contains the following:
a. Period of appointment.
b. Particulars obther central auditors
c. Particulars oprevious auditors.
d. Procedural requirements to be complied with in accepting the assignment.

EXAMPLH:etter of acceptance (the letter usually contains, inter affirmationas to
absence of disqualification for appointmentay in which the audit has to be conducted and
confirmation of present name, constitution and address of the auditbejaration of
fidelity and secrecyrestriction on accepting other assignments from the bank, etc.
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e. Astatement of division of work and review and reporting responsibilgie®ngst joint

auditors in case of nationalised banks (Generally this is decided at a later stage)

f. Scope of assignment whighcludes any special reports or certificates to be given by the
SCA addition to the main reportThe statutory Central auditors provides the following

additional reports or certificates:

Vi.
Vii.

viii.

Xi.

Xil.
Xiii.
Xiv.

XV.

Report onadequacy and operating effectiveness of Internal Controky
Financial Reportingp case of banks

Long form audit report.

Report oncompliance with SLR requirements

Report onwhether the treasury operationsf the bank have beeoonducted in
accordance with the instructiorissued by the RBI from time to time.
Certificate on reconciliation of securitiey the bank (both on its own investment
account as well as PMS Banks' account).

Certificate oncompliance by the bank in key areafsguidelines relating to such
transactions issued by the RBI.

Report onwhether the income recognition, asset classificatsomd provisioning
have been made as per tlglidelines issued by the RBIm time to time.

Report on whetheany serious irreqularity was noticéa the working of the bank
which requires immediate attention (in accordance with sec 143(12) of the
Companies Act, 2013.)

. Certificatein respect ottustody of unused Bank Receiptms and their

utilisation.

Authentication ofcapital adequacy ratio, including disclosure requirememtd
other ratios reported in the notes to accounts

Report onstatus of the compliance by the bamkth regard to the
implementation ofrecommendations of the Ghosh Committesdating to frauds
and malpractices and of thecommendations of Jilani Committea internal
control and inspection/credit system.

Report oninstances of adverse creeliiepositratio in the rural areas.

Asset liability management.

Certificate on Corporate Governanicecase of banks listed on Stock Exchange.
Certification on claim of various interest subsidssl interest subvention.

g. In case of statutory branch auditors (SBAgpointment letter is given on similéines
exceptin regard to particulars adther auditors and statement of division of work
However, it is to b@oted that statutory branclaudit is carried ouby a single firm of
chartered accountants

AUTHORITY APPOINTING THE AUDITGR8r the provisions of the relevant enactments, the
auditor of a banking company is to be appointed at the annual general mesitig shareholders,

whereas the auditor of a nationalised bank is to be appointed by the concerned bank acting throug!?w
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its Board of Directors. In either casmproval of the Reserve Bank is requitedore the
appointment is made. Thauditors of the State Bank of India are to be appointed by the

Comptroller and Auditor Generaf India in consultation with the Central Government. The auditors

of regional rural bankare to be appointed by the concerned bamnkh the approval of the Central
Government.

Note: Students may refeChapter 12 of CA Intermediate Auditing and Assurance Study Médtarial
Eligibility, Qualifications, Disqualification, Appointment, Powers, Remuneration etc. of Auditor.

Q.NO.SWRITE ABOUT PROCESS OF CONDUCTING THE BANK AUDIT?
ANSWER:
STEP ¢ INITIAL CONSIDERATIONS:

1. ACCEPTANCECONTINUANCEheassessment of engagement risk is a critical pathe audit
process anghould be dongrior to the acceptanceof an audit engagemersince it affects the
decision of accepting the engagement and in planning decisions if the audit is accepted.

2. DECLARATION OF INDEBTEDNES®BI has advised that the baridesfore appointing their
statutory central/circle/branch auditors, should obtain a declaration of indebtedness., a
written confirmation hat credit facilities, if any, availed from any other bank or financial
institution by auditor/firm/partners/staff/family members have not become nosperforming
assets.This is in addition the declaration regarding absence of disqualifications stipulated in
Section 141 of the Companies Act 2013 which ohesuborrowing above stipulated amount.

3. INTERNAL ASSIGNMENTS IN BANKS BY STATUTORY AURHRBR&E:cided that the audit
firms should not undertake statutory audit assignmerttile they are associatedith internal
assignmentsn the bank during the same year.

4. TERMS OF AUDIT ENGAGEMENTS: HMn X Ga¢SNX¥a 2F ! dzZRAG 9y 3l

period to be audited, thauditor should agree on the terms of the audit engagemaith the
bankbefore beginning significant portions of fieldwoikis imperative that the terms of the
engagement are documented, fwevent any confusion as to the terrtsat have been agreed

in relation to the audit and the respective responsibilities of the management and the auditor, at

the beginning of an audit relationship. This is usually done in the form of engagement letter
which is written by the auditor and ackwledged by the bank.

5. COMMUNICATION WITH PREVIOUS AUDBLBEr Clause (8) of the Part | of the First
Schedule to the Chartered Accountants Act, 136hartered accountant in practice cannot
accept position as auditor previously held by another chartered accoumtdahout first
communicating with him/her in writing.
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6. PLANNINGTheaudit plan needs to be properly documentedth respect to timing, extent of
checking, audit procedures to be followed at assertion levelsiralild be flexible and updated
or changed, as and when necessary.

7. ESTABLISH THE ENGAGEMENT TiE&lEsignment of qualified and experienced
professionals is an important componeasitmanaging engagement risk. The size and

composition of the engagement team would depend on the size, nature, and complexity of the

olyl1Qa 2LISNIGAZ2YAaAD

STEP 2 UNDERSTANING:

1. UNDERSTANDING THE BANK AND ITS ENVIRONMENT INCLUDING INTERNAACONTROL:

understanding of the bank and its environment, including its internal conédibles the
auditor:
a. To identify and assess risk.

b. To develop an audit plan to determine the operating effectiveness of the controls, and to

address the specific risks.

2.'b59w{ ¢! b5 ¢19 .!bYQ{ Theatchuntingptobegsodusesfinaddial Y
FYR 2LISNI GAZ2VIE AVF2ZNWNVRAZY FEBRYOZYEHSXS ¢

control. Thusunderstanding of the accounting process is necesgargentify and assess the

risks of material misstatement whether due to fraud or not, and to design and perform further

audit procedures.

3. UNDERSTANDING THE RISK MANAGEMENT PRMa§SMent developsontrols and uses
performance indicators to aid in managing key busirass financial risks. An effective risk
management system in a bank generally requires the following:
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’ . f{fﬁ[ Monitoring antivities  REliable information
trol activities ‘Monitoring activities
ernan o szg;%s%‘ég%%fﬁi | e

«Those  charged *Risks that could *A bank should * Risk management * Banks require
with  governance significantly have appropriate models, refiable
(BOD/Chief impact the controls  to methodologies information
Executive Officer) achievement of manage its risks, and assumptions systems that
should  approve bank’s goals including effective used to measure provide adequate
written risk should be segregation of and manage risk financial,
management identified. duties should be operational and
policies. The measured  and (particularly, regularly compliance
policies should be monitored against between front and assessed  and information on a
consistent  with pre-approved back offices), updated. This timely and
the bank’s limits and criteria accurate function may be consistent basis.
business measurement and conducted by the Those  charged
objectives  and reporting of independent risk with governance
strategies, capital positions, management unit. and management
strength, verification  and require risk
management approval of management
expertise, transactions, information that is
regulatory reconciliation  of easily understood
requirements and positions and and that enables
the types and results, setting of them to assess
amounts of risk it limits, reporting the changing
regards as and approval of nature of the
acceptable. exceptions, bank’s risk profile.

physical security

and contingency

planning.

STEP § RISK ASSESSMENT

1.

IDENTIFYING AND ASSESSIN@RIBHKS OF MATERIAL MISSTATEMBRNTSS5 requires the
auditor toidentify and assess the risks of material misstatenarihe financial statement level
and the assertion level for classes of transactions, account balances, and disclogumsde a
basis for designing and performing further audit procedures

ASSESS THE RISK OF FRAUD INCLUDING MONEY LAUNBERING:NJ {! wHnn a¢
wSalLlR2yairoAftAdASa wStlFdAy3a G2 CNYdzR Ay |y !
to identify and assess the risks of material misstatemenhe financial statements due to

fraud, to obtain sufficient appropriate audit evidence on those identified misstatements and to
respond appropriately. Thattitude of professional scepticism should be maintained by the
auditor to recognise the possibility of misstatemts due to fraud.

The RBhas framed specific guidelines that deal with prevention of money laundaridg
GYYy2g |, 2dzNJ / dza (12 YSNI 0 Y tihelt@Etimg/igshell guidelirsdKSY yn2 4
Your Customer Guidelined Yy i A a2y Sé& [FdzyRSNAYy3 {{iF yRINR
policies, procedures and contrdls deter and to recognise and report money laundering
activities

ASSESS SPECIFIC RT®kZuditors shoul@lentify and assess specific risks of material
misstatement at the financial statement lewehich refers to risks that relate to the banking
industry and the use of IT therein.

RISK ASSOCIATED WITH OUTSOURCING OF ACThémB&ernday banks makextensive
use of outsourcing as a means of both reducing castaell as making use of services of an

27
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STAGE ¢ EXECUTION:

1.

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

expert not available internally. There are, howewattain risks associated with outsourcing of
activities by banks and therefore, itgslintessential for the banks to effectively manapese
risks.

ENGAGEMENT TEAM DISCUSSIOM&Sngagement team shoufwld discussions to gain
better understanding of bank and its environmeiicluding internal control, and to assess the
potential for material misstatements of the financial statements.

RESPONSE TO THE ASSESSEM RISKS oon G ¢ KS ! dZRAG2NDaE wSalk:

requires the auditoto design and implement overall responses to addtbssassessed risks of
material misstatement at the financial statement level. The auditavuld design and perform
further audit proceduresvhose nature, timing and extent are basedamd are responsive to
the assessed riskd material misstatement at the assertion level.

ESTABLISH THE OVERALL AUDIT STRATEGY: nn Gt t F yyAy 3 +y | dzRA
states that the objective of the auditor is to plan the audit so that it will be performed in an
effective manner. For this purpose, the audit engagement partner should:
a. Establish theoverall audit strateqgy, prior to the commencemesftan audit; and
b. Involve key engagement team members and other approprsgecialists while
establishing the overall audit strategy, which depends on the characteristics of the audit
engagement.

AUDIT PLANNING MEMORANDUMe auditor should dzY Y NA &S GKSnbySI| YQla
preparing an audit planning memorandum in order to:
a. Describe theexpected scope and extent of the audit procedutede performed by the
auditor.
b. Highlightall significant issues and risks identifidaring their planning and risk
assessment activities, as well as the decisions concerning reliance on controls.
c. Provideevidence that they have planned the audit engagenegopropriately anchave
responded to engagement rispervasive risks, specific risks, and other matters affecting
the audit engagement.

DETERMINE AUDIT MATERIALTI¥ :auditor should consider threlationship between the
audit materiality and audit riskwhen conducting an audit. The determination of audit materiality
is a matter of professional judgment addpends upon the knowledge of the bardssessment
of engagement risk, and the reporting requirements for the financial statemdntigments
about materiality are made in light of surroundingcumstances and are affected by the size or
nature of a misstatement, or combination of both

20Q
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6. CONSIDER GOING CONCHRMtaining an understanding of the bank, the auditor should
considenwhether there are eventand conditions whicimay cast significant doulain the
0 I y bty to continue as a going concern

STAGE § REPORTING:

{GdzRSy (ia akKz2dzZ R NBFSNI G2 GKS NBLRZNUAY3I NBIdz
Chapter.

QNO.&® I 1 ¢ w9 ¢19 {t9/L![ /hb{L59w!¢Lhb{ Lb 4
ANSWER:

The advent of working in CBS environment in banks coupledch#éhges in technologyise of
different payment systems and integration of Aadliar cardless transactions hawehanged the
way banking used to be in earlier timdsowever, the technological developments have brought
new challenges for auditors as audit is required to be conducted thrthugkystem. Considering
the importance of IT systems in preparation and presentation of financial statements, it is
imperative thatbankshouldshare detaiéd information with auditordike: -

OveralllT policy, structuré YR SY @ANRYYSyd 2F . Fy1Qa L¢ ae

Data processing and data interface under various systems

Data integrity and data security

Business Continuity plaéd disaster control plans

Accounting manual and critical accounting entriéir processes and involvement of IT

systems

6. Controls over key aspectsse of various account headsxpense booking, overdue
identification etc.

7. Controls orrecording of various-®anking and internet bankingroducts and channels

8. MIS reportdeing generated and their periodicity

9. Major exception reports and procesd generation including embedded logic

10.Process ofienerating various informatiorelated to various disclosures in financial statements

and involvement of IT systems

ok wbdpE

Overall review of IT environmeanhd computerized accounting system has tadlen at head

office level Thebranch auditors generally do not have accts§l policy and processes
implemented by the bank. Henckased upon guidance and informatioeceived fromStatutory
central auditors branch auditorseed to ensure that dateeview and analysis through CBS is
carried out and tests of controklnd substantive checking of sample transactions is carried out at
branch level and results are shared withtstary central auditors.

G
It is responsibility of statutory central auditots obtain understanding of IT environment and (@
variouscontrols put in place by managemesud evaluate whether controls aaperating Q
effectively The methodology adopted by the bank in implementing and monitoring controls should
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be discussed with head of IT department and based on this understanding, audit procedures can be

designed.Thekey security control aspecthat an auditoreeds to address when undertakiagdit
in a computerised bank include:

1. Ensure thatwthorised, accurate and complete datamade available for processing.

2. Ensure thain case of interruption due to powemechanical or processing failures, the system
restarts without distorting the completionf the entries and records.

3. Ensure that thesystem prevents unauthorised amendmeisthe programmes.

4. + SNATe IEESIXKB NOHY (G NP t & éworkindy énatchwitiStRe re§pdnsibilkietas 4
per manual. It is important for the auditor to ensutleat access and authorisation rights given
to employees are appropriate

5. Verify thatsegregation of duties is ensur&hile granting system access to users and that the
user activities are monitored by performing activities tegiew.

6. Verify thatchanges made in the parametess user levels are authenticated.

7. Verify thatcharges calculated manually for accounts when function is not requtatedgh
parameters are properly accounted for and authorised.

8. Verify thatall modules in the software are implemented

9. Verify thatexceptional transaction reports are being authorised! verified on a daily basis by
the concerned officials. It immportant for auditor to understand the nature of exceptiand its
impact on financials.

10. Verify that theaccount master and balance cannot be modified/amended/altezrdeptby the
authorised personnel.

11.Verify thatall the general ledger accounts codes authorised by Head Qfficin existence in
the system.

12.Verify thatbalance in general ledger tallies with the balance in subsidiary.book

EXAMPLE:

One nationalized bank had a core system for most of the data. Howeypeepiared a separate
module to take care of certain reporting requiremeifits the HO. One such report was classification
of advances and provisioning under IRlCome Recognition and Asset Classificatrmnms.
Whenthe auditors used that datdat would always b@rudent to crosheck certain totalsvith the
output of the core system. If thevo do not match, then it will create problems for the
managements well as the auditors.

Q.NO.7WRITE ABOUT INTERNAL AUDIT AND INSEPCTION OF BANKS?
ANSWER:

1. Central audit and inspectiosepartmentin Banks is aombination of centralized functiowith
some level of decentralization which is ususidaded by a Chief Audit Executiveis
responsible for undertaking ridRased Internal AudiiRBIA) as per the framework as stipulated C
by RBI.

22
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2. Itis alsaesponsible for identification of branchésr revenue audit appointment ofconcurrent
auditors deciding their scope, meeting the concurrent auditors, discussing their issues,
conducting trainings if needed, and review of work of concurrent auditors. The primary function
is to ensure that the audit function is handled smoothly, effectively & efficiently.

3. Riskbased Internal audis conducted based upon thiesk assessment of businessd control
risks of branches. The risk assessment process includes:

a. ldentification of inherent business risksvarious activities undertaken by branches
(Business risk)

b. Assessment aéffectiveness of control systems for monitorimdpnerent risks of business
activities of branch (Control risk)

c. Making an assessmenf level anddirection of various risk areasd assess level and
direction of overall business risk and control risk

d. Drawing up of risk matrix taking into accodattors viz. Risk of branch

Q.NO.8BWRITE ABOUT STRESS TESTING AND BARAMEWORK OF BANKING COMPANIES?

ANSWER:
STRESS TESTING

RBI has required that all commercial banks (excluding RRBs angh#&Bsit in place a Board

I LILNE SR W{ (i NB & %o suit hairlinlliyidBal récNiteniedite @hilfjodd integrate

into their risk management systemStress tests are designemlunderstand whether a bank has
enough capital to survive plausible adverse econornanditions and to maintain enough buffer to
stay afloat under extreme scenarios.

BASEL Il FRAMEWQORK

1. Basel lll norms relate to the Capital Adequacy requirement compliahgzh the Bank has to
achieve as contained in the BASEL Il accord. Basel capital adequacy namearsréor the
protection of depositors and shareholddsg prescriptive rules for measuring capital adequacy,
therebyevolving methods of determining requlatory cap@aid ensuring efficient use of capital.

2. Basel llaccord strengthens the regulatipgupervision and risk management of the banking
sector. Itis global requlatory standard on capital adequatpanks, stress testing as well as
market liquidity risk.

3. The Basel lll accord, aims at:

a. Improving thebanking sector's ability to absorb shockssing from financial and
economic stress, irrespective of reasons thereof.

b. Improving risk management and governanpeactices; and

c. Srengtheningbanks' transparency and disclosigtandards.

-

Q.NO.9GIVE EXAMPLES ON CERTAIN IMPORTANT AREAS OF INTERNAL CONTROLS IN A(.lo'
COMPANIESSELF STUDY]
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ANSWER:

A. GENERAL CONTROLS:

. The staff and officers of a bank shoulddigfted from one position to another frequently

and without prior notice.

Thework of one persorshould always behecked by another persquusually by an officer)

in the normal course of business.

Thearithmetical accuracy of the book$iould be proved independently every day.

All bank formgeg.,/ KSljdzS 622142 RSYIFIYR RN} FlkLI & 2
foreign currency cards etcshould be kept in the possession of an offiaand another
responsible officer should verify the issuarase stock of such stationery.

Themail should be opened by a responsible offickignatures on all the letters and advices
received from other branches of the bank or its correspondence should be checked by an
officer with the signature book.

Thesignature book and the telegraphic code battould be kept with responsible officers
and access should be allowed only to authorised officers.

The bank should takeut insurance policies against loss due to all the ssich as fire,

Y6 Gdz2NF £ OFfFrYAGASaAaTET GKSTFO FyR SyLX 2eSSaq
Thefinancial powers of officers of differegrades should belearly defined

There should bsurprise inspection of head offi@ad branches at periodic intervély the
internal audit department. The irregularities pointed out in the inspection reports should be
promptly rectified.

B. CASH:

7.

Cash should bkept in the joint custody o responsibleofficers.

In addition to normal checking by the chief cashgsh should be testhecked dailyand
counted in full occasionally by a responsible offiotirer than those handling the cash.
Actual cash in hand should agree with the balance shown by the Day Book every day.
TheOl AKASNI aK2dzf R KI @S yv2 | OO Sadihe D& Bapk $his O g
is an important safeguard as the Bank managemento#ien tempted to use cashiers
because of their shorter working hours as ledger clerks in the absence of regular staff etc.
This can result in substantial losses to the bank.

Thecounterfoil of cash receipt vouchefs.g, counterfeits of payin-slips lodged by the
depositors) should bsigned by an officer in Cash Departmentaddition to the receiving
cashier.

Payments should be made only after the voucherg, cheques, demand drafts etc.) have

beenpassed for payment by the authorised offidey R Kl @S 6 SSy Sy (i SNE

account.

Highvalue cash receipts and paymeistsould be verified by higher officef branch o
manager andhe excess cash balanshould beremitted to currency chesaccording to Y
oN} yOKQa NBGSyiGAzy fAYAG 2y RIFIAf& o &Aad)
Where the teller system is prevalent
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a. Alimit should be placed on the poweos tellers to make payment.

b. Allvouchers relating to the accounts of customesich the tellers handle should
first be sent to thermmand entered by them in the ledger.

c. Total payment made by a tellshould bereconciled with the cash colummd the
Voucher Summary Sheet of the ledger concerned every day.

d. There should bérequent rotation of tellers

C. CLEARINGS:

1. Under the Cheque Truncation System (CTS) implemented by RiBéctonic image of the
cheque is transmitted to the paying brantirough the clearing house, along with relevant
information like data on the MICR band, date of presentation, presenting bank, etc. This
effectively eliminates the associated castmovement of the physical cheques, reduces the
time required for their collection.

2. As per RBI guidelines, the brancheiguired to either call the customear email him for any
chequereceived for the amount of Rs. 5 lakh and abovesspect ofinward clearingsThe
Auditor may verify the compliancen test check basis.

3. The Auditor is to check whetheignature of the drawer of the chegug being verified by
the staff or not as elsthere will be liability of the paying banknder all circumstances.

4. Theunpaid cheques received in outward clearsiguld beeither sent to the customerat
their recorded address or theustomers be informed to collethe same from bank branch.

D. BILLS FOR COLLECTION:

1. All the documents accompanying the bills should be received and entered in the Register by
a responsible officer. At the time of dispatch, thiicer should also see thaill the
documents are sent along with the bills

2. The accounts of customers or principals shouldtezglited only after the bills have been
collectedor anadvice to that effect receiveftom the bank branch or agent to which they
were sent for collection.

3. It should be ensured thdiills sent by one branch for collectiom another branch of the
bank, arenot taken in the bills for collection twice in the amalgamated balance stietste
bank. For this purpose, the receiving branch should reverse the entries regarding such billg at
the end of the year for closing purposes.

E. BILLS PURCHASED:

1. At the time of purchase of the bills, an officgrould verify that all the documents title are ¢
properly assigned to the bank. O

)
Pageeoo
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2. Sufficientmargin should be kept while purchasiogdiscounting a bill to cover any decline in

the value of the security etc.

3. If thebank is unable to collect a bill on the due datemediate steps should be taken to
recover the amount from the drawer against the security provided.

4. Allirregular outstanding accourd/should beeported to the Head Office

5. In the case obills purchased outstanding at the clogkthe year thediscount received
thereon should be properlgpportioned between the years

F. LOANS AND ADVANCES:

1. The bank shouldhake advances only after satisfying itself as to the creditworthinésise
borrowers and after obtaining sanction from the proper authorities of the bank.

2. All thenecessary documentg.g., agreements, demand promissory notes, letters of
hypothecation, etc.) should bexecutedby the parties before advances are made.

3. Sufficientmargin should be kept against securitteken to cover any decline in the value
thereof and to comply with Reserve Bank directives. Soalgins should be determindaly
the proper authoritiesof the bank as a general policy or aftetailed scrutiny for specific
accounts.

4. All thesecurities should be received and returnieyg responsible officer. They should be kept

in the Joint custody of of such officers
5. Allsecurities requiring registratioshould beregisteredin the name of the bank or
otherwise accompanied by the documents sufficient to give title of the bank.

6. In the case ofjoods in the possession of the bamkntents of thepackages should be test

checked at the time of receipts. Tlygedowns/warehouses should be regulaaiyd
frequently inspected by a responsible officer of the branch concerned, in addition to
inspectors of the bank.

7. Market value of goods should be checked by officdrthe bank by personal enquiry in
addition to the invoice value given by the borrowers.

8. As soon as anncrease or decrease takes place in the value of secupt@ser entries

should be made in thBrawing Power Book and Daily BalaBo®k. These entries should be

checked by an authorised officer.

9. All accounts should bleept within both the drawing power and the sanctioned lims per
prescribed norms. Additionaéémporary limit may be sanctionedor amaximum of 20%f
existing limit and®0 days maximum tenure

10. All the accounts whickxceed the sanctioned limit or drawing powarare against
unapproved securities or are otherwise irregular shouldbzught to the notice of the
Management/Head Officeegularly.

11.The operation (in each advance account) should be reviewezhat once every year

G. DEMAND DRAFTS:

1. Thesignatures on a demand draghould bechecked by an officer with the Signature Book
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2. All the D.Ds. sold/ issued by a branch should be immediately confirmed by an advice to the
paying branch.

3. If the paying branckloes not receive proper confirmatiasf any D.D. from the issuing
branch ordoes not receive credih its account with that branch, it should take immediate
steps to ascertain the reasons.

H. INTER BRANCH ACCOUNTS:

1. The accounts should kEjusted only on the basis of advi@nd not on the strength of
entries found in the statement of account) received from other branches,

2. Prompt action should be taken preferably by central authoiiityany entries (particularly
debit entries) arenot respondedo by any branch within a reasonable time.

I. CREDIT CARD OPERATIONS:

1. There should beffective screening of applicationgth reasonably good credit assessments.

There should be strictontrol over storage and issue of cards

3. There should be a system wherebynarchant confirms the status of unutilisdichit of a
credit-card holder from the bankefore accepting the settlemenin case the amount to be
settled exceeds a specified percentage of the total limit of the card holder.

4. There should be aystem of prompt reporting by the merchara§all settlements accepted
by them through credit cards.

5. Reimbursement to merchants should be mauidy after verification of the validity of
YSNOKIyidQa | OOSLIilIyO0S 2F OF NRao

6. All the reimbursement (gross of commission) shouldneediately chargedo the
Odza G 2YSNRa I 002dzy (i &

7. There should be a system émsure that statements are sent requladgd promptly to the
customer.

8. There should be aystem to monitor and follovdzLJ O dz& pagnestdA Q

9. Paymentverdue beyond a reasonable perisdould be identified and attended to
carefully.For defaulting customers, credit should be stopfdnforming the merchants
through periodic bulletins, as early as possilbbeavoid increased losses

10.Thereshouldbed 8 4G SY 2F LISNA2RA O NE@AInSON thig baSdNS RA U
the limits of customers may be revisetinecessary. The review should also include
determination ofdoubtful amounts and the provisioning respect thereof.

N

EXAMPLE

While doing the audit of a branch of XYZ bank for the year ended 31st March 2019, it was seen that
(KS aG201 adlisSySyida ¢AGK GKS alYS TAIdNBa PN

change in the month at the top. These are just filed for falkcompliance. Such things happen oy
because a responsible official does not check the stock statements and get them entered in the £
n
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register maintained for that, which is a lapse in internal control. Dugutth a lapse, neither the
borrower nor bank staff take it sincerely, thus posing a risk of loss to bank.

Q.NO.10WRITE ABOUT COMPLIANCE WITH CRR AND SLR RATIOS?

ANSWER:
CASH RESERVE RATIO (CRR)

CRRs aspecified minimum fraction of thetal deposits of customerswhich commercial banks
haveto hold as reservesither in cash or as deposits with the central barW/hile therequirement
for maintenance of cash reserve by banking companies is contained in the Banking Regulation Ag
1949 correspondingequirement for scheduled banks contained in théReserve Bank of India Act,
1934 The RBI, from time to timegviews the evolving liquidity situation and accordingly decides
the rate of CRRequired to be maintained by scheduled commercial banks. Therefore, the auditor
needs to refer the master circulassued from time to time in this regard emsure the compliance

of CRR requirements

STATUTORY LIQUIDITY RATIO (SLR) REQUIREMENTS

SLR is the requirement thatery scheduled commercial bank in India is required to maintain in the
form of certain liquid assetsuch as gold, cash and government approved securitiefore

providing credit to the customer§he Reserve Bank of India requisestutory central auditors of
banks to verify the compliance with SLR requirements of 12 ODD DATES in different ohanths
fiscal yeamnot being FridaysThe objective of maintaining SIsRo have an amount in the form of
liquid assetsvhich can baused to handle gudden increase in demand for the amodirdm the
depositors.

Theresultant report is to be sent tthe top managementof the bank and to th&keserve Bank

1. Correctness of the compilation of DTL (Demand and Time Liabilities) position; and
2. Maintenance of liquid assets as prescribed u/s 24 of Banking Regulation Act.

AUDIT APPROACH TO VERIFY CRR AND SLR:

1. Obtain anunderstanding of the relevant circulars/ instructioosthe RBI, particularly regarding
composition of items of DTL

2. Request the branch auditors to send their weekly trial balance as on Fihthese are
consolidated at the head offic&ased on this consolidation, the DTL position is determined for
every reporting FridayThe statutory central auditor shoutédquest the branch auditors to verify o
the correctness of the trial balanceslevant to the dates selected by him/her. The branch Q
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auditorsshould also be specifically requested to examine the cash baktrtbe branch on the

selected dates.

Examine, on a test basis, the consolidations regarding DTL position prepared by thvathank
reference to the related returns received from branches. The aughould examine whether

the valuation of securities done by the baiskn accordance with the guidelines prescribed by

the RBI.

4. While examining the computation of DT&pecificallyexamine that the followingtems have
beenexcluded from liabilities some of these are

a. Paid up capitalreserve, any credit balance in profit & loss account of bamiqunt of

loan taken from RBind amount ofrefinance taken from EXIM bank, NHB, SHp#El
NABARIDNEWLY ADDED IN 202 APPLICABLE FROM MAY 2022 ONWARDS]

. Part amounts of recoveries from the borrowers in respect of debtssidered bad and
doubtful of recovery.

. Amountsreceived in Indian currency against import bélfed held in sundry deposits
pending receipts of final rates.

. Un-adjusted deposits/balances lying in link branch@sagency business like dividend
warrants, interest warrants, refund of application money, etc., in respect of
shares/debentures to the extent of payment made by other branches but not adjusted
by the link branches.

e. Margins held and kept in sundry depodis funded facilities.

5. Similarly, specifically examine that tf@lowing items have been included in liabilitiesome of
these are
a. Net credit balance in branch adjustment accouimtsuding these relating to foreign

branches.

. Interest on deposit as at the end of the first half year reversed in the beginning of the
next halfyear.[REMOVED FROM 202NOT APPLICABLE FOR MAY 2022 EXAM
ONWARDS]

Borrowings from abroad by banksinIngiesS SRa G2 06 S
andthus, needs to be considered at gross level unlikd A I 0 A
AY LYRAIFIQI SKAOK FFNB LISNYAGGSR (2 0SS y
LY RA | Q dadveisalbalances iK Bostro Mirror Account needs to be consideasd
WIAFIOAEAGASE (2 20KSNIQ®

. Thereconciliation of Nostro accounts (with Nostro Mirror Accounts) needs to be
scrutinized carefully to analyze and ascertifianyinwards remittances are received on
behalf of the customers / constituentsf the bank and haveemained unaccountednd

/ or any other debit (inward) entries have remained unaccounted and are pertaining to
any liabilities for the bank.

6. Examinewhether the consolidationprepared by the bankclude the relevant information in
respect of all the branche$t may be noted thateven though interest accrues daily, it is
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recorded in the books only at periodic intervalfius, examine whether suatterest accrued
but not accounted for ilooks is includeth the computation of DTL.

7. Theauditor at the central level should apply the audit proceduisi®d above to the overall
consolidation prepared for the bank as a whole. Whsauneh procedure is followed, the central
auditor should adequately descriltee same in the report.

8. While reporting on compliance with SLR requirements, the auditor srepalcify the number of
unaudited branches and state that he/she has relied on the returns received from the
unaudited branches in forming an opinion

NOTERecently, there has been introduction of Automated Data Flow (ADF) for CRR & SLR reporting
and the auditors should develop necessary audit procedures around this.

Q.NO.11IWRITE ABOUT VERIFICATION OF ASSETS OF A BANKING COMPANY?
ANSWER:

REFERONCEPT NOIN ICAI STUDY MATERIL FOR FULL LENGTH DISCUSSION OF AUDIT Of
ASSETS. [PAGE N@23T014.44]. ICAI SM 202&DITION.

Q.NO.12WRITE ABOUT VERIFICATION OF CAPITAL AND LIABILITIES?
ANSWER:

REFERONCEPT NOIN ICAlI STUDY MATERIL FOR FULL LENGTH DISCUSSION OF AUDIT Of
LIABILITIESPAGE NQL4.44TO14.56]. ICAI SM 2028DITION.

Q.NO.13WRITE ABOUT ISSUANCE OF AUDITORS REPORT BY CENTRAL STATUTORY AUDITOF
BRANCH AUDITORS OF BANKING COMPANIES?

ANSWER:
't 5L¢chwQa w9t hwey

1. Inthe case o& nationalised bankthe auditor is required tonake a report to the Central
Government in which the auditor should statee following:

a2 KSGKSNE Ay (KS I dzekshes& NRfall agdlifak Wakadcg sheeitl KS |0 |

containing all the necessary particulansd is properly drawn up so as to exhibit a true

and fair view of the affairs of the bank. (0D)

b. In case the auditor hadalled for any explanation or information, whether it has been g')
givenand whether it is satisfactory. %

N
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c. Whether or notthe transactions of thebatkk ¢ KA OK KI @S 02YS (2
have beernwithin the powers of that bank

d. Whether or not thereturns received from the offices and branctaghe bank have
been found adequatéor the purpose of audit.

e. Whetherthe profit and loss account show a true balance of profit or loss for the period
covered by such account.

f. Any other matter which the auditor consideshould be brought to the notice of the
Central Government.

2. Thereport of auditors of State Bank of Indis also to banade to the Central Governmeand
Aada FtY2aid ARSY A Ointhe case of & KafondlisgzRoank.2 N & NI LJ2 N

Chwa! ¢ hC ! | 5L¢hwQa w9t hwey

1. STANDARDS ON AUDITINGeauditors, central as well as branch, should also enthatthe
audit report issued by them compliegth the requirements of SA780 G C2 N A Yy 3 | Y
WSLE2NIAY3I 2y CAYFYOAlLt {dFrGSYSylGtaé¢s {! Ttnp
' dZRAG2ND&a wSLR2NIEZ {! TncX G9YLKIFI&aAa 2F al
LYRSLISYRSY G ! dzRA (2 NarativewrSordsthdECoHrEespdnting FiguneE and / 2
[ 2YLI N GADS CAYylLYyOAlLf {GFraSySyda¢eg FyR {! 71
Information in Documents Containing Audited Financial Statements.

2. DISCLOSURESN AUDITED BRANCHHS: auditorshould ensure that not only the
information relating to number of unaudited branchissgivenbut quantification of advances,
deposits, interest income and interest expens$er such unaudited branchdss also been
disclosed in the audit repart

3. ADDITIONAL REPORTING REQUIREMENTS UNDER COMPANIES ACT:

a. The auditor of a banking company is alequired to state in the report the matters
covered by Section Blof the Companies Act, 2013. However, it is pertinent to mention
that the reporting requirements relatingtothe 2 YLJ- YA S& 06! dzRA (2 N3
2020 isNOT APPLICABtd=a banking compangs defined in clause (c) of section 5 of the
Banking Regulation Act, 1949.

b. As perreporting requirements cast through Rule &flthe Companies (Audit and
Auditors) Rules, 2014tHe dzRA 1 2 ND& NB L2 NI  aKIl ff | fan?
the following matters, namely|143(3)]

i. Whether the bank hadisclosed the impact, if any, of pending litigatia@rsits
financial position in its financial statements.

ii. Whether the bankhas made provision, as required under the law or accounting
standards for material foreseeable losses, if any, on long term contracts includi
derivative contracts.
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v. Whether the dividend declared or paid during the year by the company is in

Vi.

Whether there has beeany delay in transferring amountsequired to be
transferredto the investor education and protection fund

1. 2 KSGKSNJ GKS YFyl3aSYSyid KI & NBLINBESY

knowledge and beliefyther than as disclosed in the notasthe
accountsno funds have been advanced or loaned or invegtsther from
borrowed funds or share premium or any other sources or kind of funds)
by the company to oin any other person(s) or entif§¢s), including

F2NBAIY Sy iAdA Sihthe andefstasiM@ivBeinirl NRA S & € (

recorded in writing or otherwisdhat the Intermediary shallwhether,

directly or indirectly lend or invest in other personisentities identified in
any manner whatsoever by on behalf of the bank & ! £ GA Yl G S
. SYSTAOAIFINASEL0 2N LINPGARS |yd& 3Ide

the Ultimate Beneficiaries.
2. Whether the management has represented, that, to the best of its
knowledge and beliefyther than as disclosed in the notasthe

accountspo funds have been received by the bank frany persoifs) or
SytiAatGeorSaos AyOf dzRAy3I FT2NBAIy Sy
understanding, whether recorded in writing or otherwise, thia¢ bank

shall, whether, directly or indirectly, lend or investotiner persons or
entities identified in any manner whatsoever by or on behalf of the
Cdzy RAY 3 t I NIB& S6Fdh | Of oMt lssis GuarantBeNJ
security or the likeon behalf of the Ultimate Beneficiaries

3. Based on such audit procedures that the auditor has considered
reasonable and appropriate in the circumstanaesthing has come to
their notice that has caused them to belietrat the representations
under subclause(1) and @) contain any material misstatement

compliance with section 123 of the Companies Act, 2013.

[Whether the company, in respect of financial years commencing on or after the
1st April, 2022] has used such accounting software for maintaining its books of
account which has a feature of recording audit trail (edit log) facility and the same

has been oprated throughout the year for all transactions recorded in the

software and the audit trail feature has not been tampered with and the audit
trail has been preserved by the company as per the statutory requirements for

record retention.]

AUDIT TRAIL MEANS, a stgpstep sequential record which provides evidence of
the documented history of financial transactions to its source. An auditor can
trace every step of the financial data of a particular transaction right from the

general ledger b its source document with the help of the audit trail.
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[ hbD Chwa ! ] 5L¢ChwQa w9t hwe¢yY

1.

Besides the audit report as per the statutory requiremetitcussed above, therms of
appointment of auditorof public sector banks, private sector banks and foreign banks (as well
as their branchesyequire the auditors to also furnish a long form audit repofit FAR).

The long form audit report is to lgaven by statutory branch auditoes well as statutorgentral
auditors The LFAR for branch auditors isamm of questionnairevhere
observationstomments have to be provided on range of mattersuding cash, balance with
banks, investments, advances, deposits etc. Thessuwmitted by the statutory branch
auditors to statutory central auditors.

Theconsolidation is done at head office léwndLFAR for bank is submitted by statutasntral
auditors to management.

The LFAR, on the bank, after due examinatshiould be placed before the A©Bthe bank
indicating theaction taken/proposed to be taken for rectificatiarf the irregularities, if any,
mentioned therein; and

Acopy of the LFAR and the relative agendée, together with theBoard's viewsr directions,
issubmitted to RBI within 60 days of submissain.FAR bgtatutory auditors

OTHER REPORTING REQUIREMERNEFORTING ABOUT FRAUD]

1.

The RBissued a Circular relating to implementation of recommendatiminSommittee on
Legal Aspects of Bank Frauds applicable to all scheduled commercial ar&siding Regional
Rural Banks). The said circyt@ovides details regarding liability of accounting and auditing
professionincluding the professional condugton-disclosure of client informatioandneed to

report fraud

Auditor should also consider the compliance witlovisions of Standards on Auditing
EXAMPLE: ! HpnX &/ 2yaARSNI(GA2Yy 2F [l64& YR wS
explains thathe duty of confidentiality is overidden by statute, law or by court¥Vhereas an
auditor conducting an audit in accordance with SAs is responsib@faming reasonable
assurancehat the financial statements takess a whole are free from material misstatement
whether caused by fraud or error according to SA 240.

Further,as per suksection 12 of section 143 of the Companies Act, 2@flah auditor of a
company, in theeourse of the performance of duties as audjtbas reason to believe that an
offenceof fraud involving such amount or amounts as may be prescrilsdaking or has been
committed in the company by its officers or employees, dloelitor shall report the matter to

the Central Government within such tinaad in such manner as may be prescribed. It must be
noted thatauditor is not expected to consideach and every transactidsut to evaluate the -
system as a whole. Therefoiiéthe auditor while performing normal duties comasross any N
instance, he/she shouleport the matter to the RBI in addition to Chairman/Managing
Director/Chief Executive of the concerned bank

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

)
PageS+ L

H dz




Q.NO.14WRITE ABOUT CONCURRENT AUDIT OF BANKS?
ANSWER:

INTRODUCTION:

1.

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

Concurrent audit, as the name suggegtsan audit or verification of transactions or activitws
an organisatiorconcurrently as the transaction/activity takes placdtis not a preaudit. The
concept in this audit i verify the authenticity of the transaction/activity within the shortest
possible timeafter the same takes place. ItS8MILAR to internal audithich is a concept
recognised under the Companies Act.

Inview of the complexities of economic activitiéss now well recognised thdahere must be a
system of someonether than the person involved in the operationserifying the authenticity
of the transaction/activityon a regular basisso thatany deviation from the laid down
procedurescan benoticed in the shortest possible timrend remedial action can be taken.

The concept of concurrent audit in tipblic as well as the private sector baries gained
acceptance in recent yearB some bankghis task has been entrustdd the internal

inspection staffivho arenot engaged in operational activitiek other banksthis work is

allotted to outside professional firmsf chartered accountants. The Reserve Bank of India (RBI)
hasissued certain quidelines for the condwiftthis audit.

The Reserve Bank of India (RBi3 issued certain quidelines for the condatthis audit.

SCOPE OF CONCURRENT AUDIT:

Thedetailed scope of the concurrent audit should be clearly and uniformly deternforetie

Bankasawholetiy KS . I v1 Q& Ly alLJSOiindahshlgtian witdghieA iy 5 Sal

Audit Committee of the Board obirectors(ACB). In determining the scopmportance should
be given to checking higtisk transaction$avinglarge financial implicationas opposed to
transactions involving lesser amounts. Tdetailed scope of the concurrent auditay be
determined andapproved by the ACB.

Further, theguidelines issued by the RBI cover all the key areas of activitihe branch which
is under concurrent audit. Most banks hameepared an Audit Manual for this purpaseroadly
stated, the following areas are covered by these guidelines:

2N
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CONCURRENT AUDIT SYSTEM IN COMMERCIAL BANKS:

It hardly needs to be stressed that the concurrentit systemistobeS 3 NRSR | a LJ N
earlywarning system to ensure timely detectiofiirregularities and lapses whittelps in

preventing fraudulent transactions atbranclies LG A &dX GKSNBF2NBzZ ySOS
managemento giveserious attention to the implementation of various aspectshe system such

as selection of branches/coverage of business operations, appointment of auditors, appropriate
reporting procedures, followup/rectification processes and utilisation of the feedback from the
system for appropriate and quick managemeletisions.

The bankshould once in a year reviethe effectiveness of the system and take necessary measures
to correct the lacunae in the implementation of the programme.

COVERAGE OF BUSINESS/BRANCHES:

1. Thescope of work to be entrusted to concurrent auditpceverage of business/branches, etc. is
left to the discretion of the head of internal audif banks with thedue prior approval othe
Audit Committeeof the Board of Directors (ACB).

2. Banks may, however, ensure thék sensitive areas identified by thess per their specific
business modelare covered under concurrent audithe detailed scope of the concurrent audit
may bedetermined and approved by the ACB

3. Thebroad areas of coveragender concurrent audit shall beased on the identified ris&f the
unit andmust include random transaction testing of sufficiently lasgenple of such
transactions wherever required.

2A°2
Pageeo
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TYPES OF ACTIVITIES TO BE COVERED:

REFER CONCERU.4 IN ICAI STUDY MATERIAL [PAGE NO. 9.55 TO 9.57]

APPOINTMENTOQFh b/ | ww9b¢ ! | 5L¢hwRIAY ! b5 '/ / h}] b¢

1. BANKS DISCRETIQReoption to consider whether concurrent audit shoulbde done by
oly1Qa 26y ail T %letNiheSdiscrefiowisflintividuaipanksi 2 NE&

2. OWN STAFM casehe bank has engaged itsvn officials they should bexperienced well
trained and sufficiently senior. The staff engaged on concurrent awgét be independent of
the branchwhere concurrent audit is to be conducted.

3.a!-Laja ¢9b) w9 hC 9:-¢9wb! [ACB ¢f theé Hank shabcitle the; 5
maximum tenure of external concurreatditors with the bank. Generallignure of external
concurrentauditors with a banlshall not be more tha® yearson continuous basis. However,
no concurrent auditor shall be allowed continue with abranch/business unifor a period of
more than3 years.

4. LAPSES IN WORKING 8xternal firms are appointed arghy serious acts of omissions or
commissions are noticeid their working theirappointments may be cancellednd the fact
may be reported to RBI & ICALI.

REMUNERATION OF CONCURRENT AUDITOR

Terms of appointmenof the external firms of Chartered Accountants for the concurrent audit and
their remunerationmay befixed by ACB of bank&eping in viewarious factors suchs coverage
of areas skill setgequired,number of staffrequired andtime to be devotedo audit.

REPORTING SYSTEMS

1. Thereshould be proper reporting of the findings of the concurrent auditéigr this purpose,
each bank shouldrepare astructured format Themajor deficiencies/ aberrationsoticed

during auditshould be highlighted in a special note and given immedigtely G KS o y 1 ¢

branch/controlling offices. Auarterly review containing key features broughit during the
concurrent audits should be placed before the ACB.

2. Thereshould be zonevise reporting of the findings of the concurrent auttitACB and an
annual appraisal/report of the audit system should be placed before the ACB.
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3. Before submission of the report the auditsinould discuss the important issues on which he/she
wishes to report with the branch manager and concerned officers. This will enable the auditor t
take into consideration the opposite viewpoitnd clarify any doubts.

4. Minor irreqularities pointed out by the concurrent auditage to be rectified in a timely
manner. Serious irregularities should be reported to the controlling offices/ Head Offices for
immediate action.

5. Whenever fraudulent transactions are detectabley should immediately be reported to
Inspection & Audit Department (Head Office) as also the Chief Vigilance Officer as well as Bra|
Managers concerned (unless the branch manager is involved).

6. Followup action on the concurrent audit reports shoudd given high priority by the controlling
office/Inspection and Audit Department and rectification of the features done without any loss
of time.

Q.NO.15WRITE ABOUAUDIT COMMITTHN THE CONTEXT OF BANKS?

ANSWER:

Banks argequired to constitute an Audit Committesf their Board impursuance of RBI guidelines
One of thefunctions of this committee is to provide directiamd alscoverseethe operations of the
total audit functionin the bank.

The committee also has t@view the internal inspection/audit functiom the bank, with special
emphasis on the system, its quality and effectiveness in terms of follow up. The committee has to
review the system of appointment and remuneration of concurrent auditors.

The Audit Committee is, thereforegnnected with the functioning of the systeof concurrent

audit. Themethod of appointment of auditorgheir remuneration and the quality of their work is to
be reviewed by the Audit Committedt is in this context that periodical meetings by the members
of the audit committee with the concurrent auditors agthtutory auditors help the audit
committee to oversee the operatiored the total audit function in the bank.

INE
Page o
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PRACTICAL QUESTIONS

[TEST YOUR KNOWLEDGE / ILLUSTRATIONS]

Q.NO.1Your firm has been appointed as Centi@tatutory Auditors of a Nationalised Bank. Th
Bank follows financial year as accounting year. Your Audit Manager informed that the be
has recognised on accrual basis income from dividends on securities and Units of Mutué
Funds held by it as at the enaf financial year. The dividends on securities and Units of
Mutual Funds were declared after the end of financial year. Comment.

ANSWER:

Banksmay book income from dividend on shares of corporate bodies on accrual bas/ided
dividend on the sharelsas been declared by the corporate bodly its annual general meeting
and the owner's right to receive payment is established. This isrmBtcordance with AS ™
this case thalividends have been declared after the financial year. @riterefore, the recognitior
of income by thébank on accrual basis is not in order

In respect of income from government securitisd bonds and debentures of corporate bodie
whereinterest rates on these instruments are préetermined, income could be booked on
accrual basisprovidedinterest is serviced regularlgnd as sucls not in arrearsit was further,
however, clarified thabank may book income on accrual basis on securitie®rporate
bodies/public sector undertakings respect of which the payment of intereshd repayment of
principal haveébeen guaranteed by the central government or a State government

Q.NO.2In course of audit of Good Samaritan Bank as at 31st March, 19 you observed the
following:
(a) In a particular account there was no recovery in the past 18 months. The bank has not
applied the NPA norms as well as income recognition norms to this particular account. Whe
gueried the bank management replied that this account was guaranteed by dkatral
government and hence these norms were not applicable. The bank has not invoked the
guarantee. Please respond. Would your answer be different if the advance is guaranteed by
State Government?

000 ¢ K &dvandeydrtialid comprised of significant loans against Life Insurance Policie
Write suitable audit program to verify these advances.
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ANSWER:

(a) Government Guaranteed Advanck:agovernment guaranteed advance becomes NfAn
for the purpose of income recognition, intest on such advance should not to be taken to
income unless interest is realizetHowever for purpose of asset classificatiocredit facility
backed by Central Government Guarantdeugh overdue, can be treated as NPA only when
the Central Government repudiates its guaranteehen invoked.

Since the bank has not invoked the guarantegle question of repudiation does not ariselence
the bank is correct to the extent of not applying the NPA norms for provisioning purpd3et
this exemption is not available in respect of income recognition notfence the income to the
extent not recovered should be reversed.

The situation would be different if the advance is guaranteed by State Government because
exception is not applicable for State Government Guaranteed advances, where advance is
considered NPA if it remains overdue for more than 90 days.

In case the bank has not invoked the Central Government Guarantee though the amount is
overdue for long, the reasoning for the same should be taken and duly reported in LFAR.

(b) The Audit Programme to Verify Advances against Life Insurance Policies is as under

() The auditor should inspect the policies and see whether they are assigned to the [
and whethersuch assignment has been registered with the insurer.

(i) The auditor should also examine whether premium has been paid on the policies
whether they are in force.

(ii) Certificate regarding surrender value obtained from the insurer should be examin

(iv) The auditor should particularly see that if such surrender value is subject to payn
of certain premium, the amount of such premium has been deducted from the surren
value.

Q.NO.3Your firm has been appointed as Central Statutory Auditors of a Nationalised Bank.
bank is a consortium member of Cash Credit Facilitie®ef50 crores to X Ltd. Bank's own
share isRs.10 crores only. During the last two quarters against a debitR¥.1.75 crores
towards interest the credits in X Ltd's account are to the tuneRd$.1.25 crores only. Based
on the certificate of lead bank, the bank has classified the account of X Ltd as performin
The Bank follows financial year as accounting ye&dvise your views on the issue which

were brought to your notice by your Audit Manager.
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ANSWER:

Thebank is a consortium member of cash credit facilitéRs.50 crores to X Ltd. Bank's own
share iSRs.10 crores only. Durintipe last two quarters against a debit of Rs. 1.75 créooesards
AYGSNBaGs GKS ONBRAGA A YRs1.25 ¢raieR any. Sontetdrese virdl (
banks form a group (the 'consortium’) under the leadership of a 'lead bank' to make advance
a large customer on same conditiorad security with proportionate rights. In such cases, eac
bank may classify the advance given by it according to its own experia@igecovery and other
factors.

Since in thdast two quarters, the amount remains outstandiagd, thus,interest amount should
be reversed Thisis despite the certificate of lead bank to classify that the accasnerforming.
Accordingly, the amount should be shown as p&nforming asset.

Q.NO.4You have been appointed as an auditor of LCO Bank, a nationalized bank. LCO Bar
deals in providing credit card facilities to its account holder. The bank is aware of the fac
that there should be strict control over storage and issue of credit catdew will you
evaluate the Internal Control System in the area of Credit Card operations of a Bank?

ANSWER:

Refer Q No. 9 [Poirgl]

Q.NO.5You have been appointed as Concurrent Auditor of a nationalized bank branch. The
main business at the branch is dealing in foreign exchange. Suggest the main areas of
coverage with regard to foreign exchange transactions of the said branch under concurr
audit.

ANSWER:

Refer Q No. 14 on Concurrent Audit

Q.NO.6While auditing FAIR Bank, you observed that a lump sum amount has been disclose
contingent liability collectively. You are, thereforegquested by the management to guide
them about the disclosure requirement of Contingent Liabilities for Banks. Kindly guide.

ANSWER:

Refer ICAI Sig Audit of Liabilites
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Q.NO.7ABC Chartered Accountants have been appointed as concurrent auditors for the
branches of Effective Bank Ltd. for the year 2020. You are part of the audit team for Agr
branch of the bank and have been instructed by your senior to verify the advancekef
audit period. You are required to guide your assistant about the areas to be taken care
while doing verification during the concurrent audit

ANSWER:

Refer Q No. 14 on Concurrent Audit

Q.NO.8In the course of audit of Skip Bank Ltd., you found that the Bank had sold certain of
non-performing assets. Draft the points of audit check that are very relevant to this area
checking.

ANSWER:

Refer Audit of Assets in ICAI SM

Q.NO.9Banks, because of certain characteristics, are distinguished from other commercial
enterprises and hence it needs special audit consideration. Asaditor of a bank, specify
the various peculiarities which may necessitate special audit consideration to be taken c
by you?

ANSWER:

WSFSNIv b2d m a{LISOAIT ! dzZRAG [/

Q.NO.10ABC Bank had sanctioned credit limits of Rs.100 lakh to M/s Volkart Ltd on 1st
September 2018. The renewal of limits was due on 1st September 2019. While doing th¢
statutory branch audit for the year ended 31st March 2020, you find that the renewal hag
not been done everthough 180 days are over. The bank says that the renewal process h
been initiated on time and most of the document are received. The account is operated
regularly and is in order; balance is maintained within drawing power. It also shewstter
from Volkart stating that due to a sudden death of their auditor, a new auditor had to be
appointed. Procedure for appointment took some time and the new auditor was doing th
audit all over again. The limit was not renewed till 31/3/2020. Howeydie audited
financials are received on 10th April 2020 and the renewal letter was issued immediately
Your assistant is insisting that the account must be classified as NPA since the limit was
renewed as on 31/3/2020. What is your opinion?

ANSWER:
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As per Guidelines of Reserve Bank of Indisattedunt should be classified as NPA if renewal ig
not done in 180 daysHowever, in the present caseperations in the account are excellefithe
bank hashown a letter from that company that due to certain reasons the audited financial
statements are delayed-urther, thelimit has been renewed before signing the audit report

Thus,even if the sanction was issued after the balance sheet,datelates to the position as on
the balance sheet date. Therefoliejs an adjusting event under AS €ontingencies and Events
Occurring After the Balance Sheet Ddtas also a matter of substance over farm

The auditorwould consider classifying the account as a standard asset

Q.NO.11You are auditing a small bank branch with staff strength of the manager, cashier ar
three other staff S152 and S3. Among allocation of work for other areas, S1 who is a pe
also opens all the mail and forwards it to the concerned person. He does not have a
signature book so as to check the signatures on important communications. S2 has
possessionofallbagn F2NX&a o0Sd3Id / KS|jdzS 62214a> RS
cheques, foreign currency cards etc.). He maintains a record meticulously wjochhave
test checked also. However, no one among staff regularly checks that. You are informeqd
that being a small branch with shortage of manpower, it is not possible to always check {
work and records. Give your comments.

ANSWER:

Banks areequired to implement and maintain a system of internal contfolsmitigating risks,
maintain good governance and to meet the regulatory requireme@isen below arexamples
of internal controlghat are violated in the given situation:

In the instant caseS1 who is a peon opens all the mail and forwards it to the concerned pers
Further,he does not have a signature book so as to check the signatarasportant
communications is not in accordance with implementation and maintenance of general inter
control. As themail should be opened by a responsible officgignatures on all the letters and
advices received from other branches of the bank or its correspondence should be checked
officer with the signature book.
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All bank forms(e.g,/ KS1ljdzS ©06221a> RSYFYR RN} FlkLI & 2
currency cards etcghould be kept in the possession of an officand another responsible office
shouldverify the issuance and stock of such stationémthe given cas&2 has possession of a
bank forms(e.g,OKS1jdzS 6221 a> RSYFYR RNI FlkLI & 2NJ
currency cards etc.). Heaintains a record meticulously which were also verifiadest check
basis.

Further,contention of bank that being a small branefth shortage of manpower they are not
able to check the work and records on regular bagssNOT TENABLES such lapses in internal
control pose risk of fraud

The auditor shouldeport the same in his report accordingly
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4B.! | 5L¢ hC b. C/ Qf

AMENDMENT IN NBFC

Pursuant to the announcement &cale Based Regulation (SBR): A Revised Regulatory Fram
for NBFCsen 22 October 2021 to be effective from 01 October 2022, RBI has revised differet
facets of existing NBFC Classification and regulation like Capital Requirements, Governanc
Standards, Prudential Regulations, etc. based on four layers that are defined dasheir size,
activity, and perceived riskiness.

These four layers are NBEBase Layer (NBFEL), then NBF®iddle Layer (NBFRIL), NBFC
Upper Layer (NBHQL) and lastly NBFCTop Layer (NBFTOL). The Top layer is ideally expected
be empty and will be filled by RBI based on required need.

Details of NBFCs populating the various layers is mentioned below:
Base Layer

The Base Layer shall comprise of (a)-Ro8LJI2 aA G GF 1 Ay3 b.C/ & oS¢
and (b) NBFCs undertaking the following activit(i@INBF@eer to Peer Lending Platform (NBF
P2P), (i) NBF&ccount Aggregator (NBFR), (iii) NorOperdive Financial Holding Company
(NOFHC) and (iv) NBFCs not availing public funds and not having any customer interface.

Middle Layer

The Middle Layer shall consist of (a) all deposit taking NBFCs-D¢BFRCespective of asset size
(b)nonRSLI2aAd Gl1Ay3 b.C/la gAGK aasSd &aail s
the following activities (i) Standalone Primary DealeP§, (ii) Infrastructure Debt Funtlion
Banking Financial Companies H@BFCs), (iii) Core Investment Companies (CICs), (iv) Housi
Finance Companies (HFCs) and (v) Infrastructure Finance CompaniesHESFC

Upper Layer

The Upper Layer shall comprise of those NBFCs which are specifically identified by the Res
Bank as warranting enhanced regulatory requirement based on a set of parameters and scq
methodology as provided in the Appendix to this circular. The top ten eligible NBFCs in tern
their asset size shall always reside in the upper layer, irrespective of any other factor.

Top Layer

The Top Layer will ideally remain empty. This layer can get populated if the Reserve Bank i
opinion that there is a substantial increase in the potential systemic risk from specific NBFC
the Upper Layer. Such NBFCs shall move to the Top kayetife Upper Layer.

Categorisation of NBFCs carrying out specific activity
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As the regulatory structure envisages scale based as well as abtagiy regulation, the
following prescriptions shall apply in respect of the NBFCs

a) NBF&2P, NBRBA, NOFHC and NBFCs without public funds and customer interface will
always remain in the Base Layer of the regulatory structure.

b) NBF@, CIC, IFC and HFC will be included in Middle Layer or the Upper Layer (and not ir
Base layer), as the case may be. SPD antlBBE will always remain in the Middle Layer.

¢) The remaining NBFCs, viz., Investment and Credit CompaniesIQBFMicro Finance
Institution (NBF&@/FI), NBFEactors and Mortgage Guarantee Companies (NBEC) could lie
in any of the layers of the regulatory structure depending on the parametetise scale based
regulatory framework.

d) Government owned NBFCs shall be placed in the Base Layer or Middle Layer, as the ca:s
be. They will not be placed in the Upper Layer till further notice.

References to NBFED, NBF@D-SI & NBFD - From October 01, 2022:

All references to NBFRED shall mean NBFEL. and all references tdBFED and NBFRGIDSI shall
mean NBF®IL or NBF@IL, as the case may be.

Q.NO.1.WRITE ABOUT DEFINIT/J@RITERIA AND REGISTRAOBNBFC AS PER RBI ACT?
ANSWER:

A. DEFINITION:

45 I(f) ofReserve Bank of India (Amendment) Act, 186ffnes a norbanking financial company
as:

I.  Afinancial institution which is @mpany
II.  Anon-banking institutionwhich is acompany and which has as ifgincipal businesshe
receiving of deposityyjnderany scheme or arrangement in any other manner, or
lendingin any manner.
lll.  Such othenon-banking institution orclass of such institutiongs the Bank may, with the

previous approval of the Central Government and by notification in the Official Gazette,

specify.

B. MEANING OF PRINCIPAL BUSINESS
1. To identify a particular company as NBanking Financial Company (NBFC), RBiomgiider
both assets and income patteas evidenced from the last audited balance sheet of the
company to decide its principal business.

2. Thecompany will bareated as NBF®hen:
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a. a company'dinancial assetgonstitute more than 50860f the total assetgnetted off
by intangible assets) and
b. income fromfinancial assetxonstitute more than 5@60f the gross income

3. A companwhich fulfils both theseriteria shall qualify as an NB&@d would require to be
registered as NBFC by RBI.

C. REGISTRATION AND REGULATION OF NBFC:

1. COMPLSORY REGISTRATWDNer Section 48A of the Reserve Bank of India
(Amendment) Act, 199 NOnon-banking financial company &lowed to commencer
carry on the business of a ndranking financial institutiomvithout:

a. Obtaining ecertificate of registrationssued by the Reserve Bank of India.

b. Having anet owned fund (NOF) of Rs. 25 lakhs (Rs. 2 crore since Aprilrid99)
exceedingRs.200 lakhs, as the RBI may, by notification in the Official Gazette,
specify.

NOTEA companyincorporated under the Companies Act and desirous of commencing busines

of non-banking financial institution as defined under Sectioql450f the RBI Act, 193&n
apply to the Reserve Bank of Indeprescribed form along with necessary documents for
registration. The RBdsues Certificate of Reqistratiafter satisfying itself that the conditiorss
enumerated in Section 4BA of the RBI Act, 1934 are satisfied.

2. DIRECTIONS TO NBH& Reserve Bank of India has ébdirections to norbanking
financial companiesn:
a. Acceptance of public deposits
b. Prudential norms like capital adequacy,
Income recognition,
Asset classification,
Provision for bad and doubtful debts,
Risk exposure norms and
Other measures to monitor the financial solvency and
Reporting by NBFCs.

e R

3. DIRECTIONS TO AUDITRections were also issued smiditors to report noRn
compliancewith the RBI Act and the Regulations to the RBI, Board of Directors, and
shareholders.

QNO22 11 ¢ w9 !wLh!{ ¢, t9{ hC b.C/ Q&K

5

ANSWER:
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1. INCLUDESnN terms of the Section 4Kf) read with Section 4§c) of the RBI Act, 1934, as
amended in 1997, nebanking financial company (NBFCA isompany registered under the Act
engaged in the business of:

a. Loans and advances,

b. Acquisition of shares/stocks/bonds/ debentures/ securities issued by Government or loca

authority or other marketable securities of a like nature,
Leasing,

Hire-purchase,

Insurance business,

Chit business

o oo

2. DO NOT INCLUDiut does not includeany institution whose principal business is that of
a. Agriculture activity,
b. Industrial activity,
c. Purchase or sale of any goods (other than securities) or providing any services and
d. Sale/purchase/construction of immovable property.

3. A nonbanking institution which is a company ahds principal business of receiving deposits
under any scheme or arrangementone lump sum or in installments by way of contributions or
in any other manner, ialso a norbanking financial compan§Residuary nostbanking company).

4. NBFCs registered with RBI are categorized as follows:
a. D/ ND:In termsdeposit acceptance or otherwiseto Deposit and NoiDeposit accepting
NBFCs
b. SI/NONSI:Non- deposit taking NBF®y their size into systemically important and ron
systemically important (NBAIDSI and NBHED) and
c. ACTIVITIE®Yy the kind of activities, they condunamely:
i. Investment and Credit Company (ICC)
ii. InfrastructureFinance Company (IFC)
iil. Systematically Importar€ore Investmen€ompany(CICND-SI)
iv. Infrastructure Debt FundNon-Banking Financial Company (IRBFC)
v. Non-Banking Financial Compaglicro Finance InstitutiofNBF&VIFI)
vi. NonBanking Financial Compaq¥actors(NBF&Factors)
vii. NBF@\on-Operative Financial Holding CompaMOFHC)

NOTEAIl NBFCs argther deposit taking or noweposit taking If they are nordeposit taking,
ND is suffixed to their name (NBND).

QNO32wLC¢C9 ! . hj¢ b.C/Qa 9-9at ¢95 Cwha w9DL{ ¢w
: L(
ANSWER: L(
O
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Companies thatlo financiabusinesdut areregulated by other regulatorare given specific
exemption by the Reserve Bank from its regulatory requirementaJording duality of regulatian
Following NBFCs habeen exempted from the requirement of registratiomder Section 43A of
the RBI Act, 1934 subject to certain conditions.

Housing Financknstitutions (regulated by National Housing Bank)

Merchant Bankingcompanies (regulated by Securities and Exchange Board of India)

Stock Exchanges (regulated by SecuritiesEmhange Board of India)

Companies engaged in theisiness of stockroking/subbroking(regulated by Securities and

Exchange Board of India)

Venture Capital Fun@ompanies (regulated by Securities and Exchange Board of India)

NidhiCompanies (regulated by Ministry of Corporate Affairs, Government of India)

Insurancecompanies (regulated by Insurance Regulatory and Development Authority) and

ChitCompanies (as defined in clause (b) of section 2 of the Chit Funds Act, 1982 (Act 40 of

1982)).

9. Micro Finance Compani¢siFil].

10. Securitisation and Reconstruction Companie

11.Mutual Benefit Companies

12.Mortgage Guarantee Companies

13.Core Investment Companies., a horbanking financial company being a Core Investment
Company referred to in the Core Investment Companies (Reserve Bank) Directions, 2016, whi
isnot a Systemically Important Core Investment Compasydefined in suparagraph (xxv) of
paragraph 3 of the Core Investment Companies (Reserve Bank) Directions, 2016.

14. Alternative Investment Fun¢AlF) Companies.

b E

© N O

NOTE:

1. It may also be mentioned thaflortgage Guarantee Companibave been notified ablon-
Banking Financial Compani@sder Section 45 I(f)(iii) of the RBI Act, 1934.
2. Core Investment Companiesth assetsizedf S& & {0 K I V; and thosawith a33¢PsikeSof
Mnan  ONZR N not afdRssingipabtt$undse exempted from registration with the

RBI.

QNO45LCCOwW9b/ 9 .9¢299b .!bY{ ! b5 b.C/ Q&K
ANSWER:

NBFCs lend and make investmeatsl hence, their activities aig@milarto that of banks, however,
there area few differencedetween the two as given below:

1. NBFCannot accept demand deposjtisowever some NBFCs can accept Term Deposits.

2. NBFCso not form part of the payment ansettlement systenand cannot issue cheques drawn q
on itself. L

3. Deposit insurance facilityf Deposit Insurance and Credit Guarantee Corporation (DIC&@) is
availableto depositors of NBFCs, unlike in case of banks.
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4. No Minimum Exposurt Priority Sectorequired by NBFCs.

Q.NO.5WRITE ABOUTAPITAL REQUIREMENTS UNDER 59 b ¢L! [ bhwa{ Chw

ANSWER:

1. Every applicable NBFC as defined in the Master Diredtion-Banking Financial Compaqy
Systemically Important NeBeposit Taking CompadyDeposit Taking CompaiiiReserve Bank)
Directions, 2016&hall maintain a minimum capital ratemnsisting ofTier | and Tier dapital
which shalhot be less than 15 % of its aggregate risk weighted assetslance sheet andf
risk adjusted value of otfalance sheet items

2. TheTier | capital in respect of applicable NBEdEiser than NBF®IFI and IDRNBFC), at any
point of time,shall not be less than 10by March 31, 2017.

3. Applicable NBF@simarily engaged in lending against gold jewellgych loans comprising 50
percent or more of their financial asse&)all maintain a minimum Tier | capital of 12 %.

4. However, in the case of NeBystemically Important NeDeposit Taking Company (Reserve
Bank) Directions, 2016let Owned Fund requirements have to be complied

Explanationsin these Directionglegrees of credit risk expressed as percentage weightages

been assigned to balance sheet assets. For example, percentage weights assigned to Fixed Assets is

100, Cash & Bank Balances is 0, etc. Hehee/alue of each asséitem requires to bemultiplied

by the relevantisk weightso arrive at risk adjusted value of assets. The aggregate shall be taken

into account foreckoning the minimum capital ratid he risk weighted asset shall be calculated as
the weighted aggregate of funded items as detailed hereunder:

S No Weighted Risk AssetsB/S Items % Weight
1 Cash and bank balances including fixed deposits and certificates ¢ O
deposits with banks
2 Investments:
a) Approved securities [Except at (c) below] 0
b) Bonds of public sector banks. 20
c) Fixed deposits/certificates afeposits/bonds of public 100

financial institutions.

d) Shares of all companies and debentures / bonds/ commerc 100
papers of all companies and units of all mutual funds.

e) All assets covering PPP and post commercial operations di 50
(COD)nfrastructure projects in existence over a year of
commercial operation.

3 Current Assets:
a) Stock on hire (net book value) 100
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b) Intercorporate loans/deposits 100
c) Loans and advances fully secured against deposits held 0

d) Loans to staff 0
e) Other secured loans and advances considered good [Exce| 100
(6) below]

f) Bills purchased/discounted 100

g) Others (To be specified) 100
4 Fixed Assets [net of depreciation]

a) Assets leased out (net book value) 100

b) Premises 100

c) Furniture &Fixture 100
5 Other assets:

a) Income tax deducted at source (net of provision) 0

b) Advance tax paid (net of provision) 0

c) Interest due on Government securities 0

d) Others (to be specified) 100
6 Domestic Sovereign:

a) Fund based claims on tl&entral Government 0

b) Direct loan / credit / overdraft exposure and investmentin 0
State Government securities

c) Central Government guaranteed claims 0

d) State Government guaranteed claims, which have not 20
remained in default / which are in default forperiod not
more than 90 days 20

e) State Government guaranteed claims, which have remainer 100
default for a period of more than 90 days

Q.NO.6.WRITE ABOUT INCOME RECOGNIAMINASSET CLASSIFICABIGNva { Chw b .

ANSWER:

A. INCOME RECOGNITION:

1. Theincome recognition shall be based on recognized accounting principles i.e., Accrual Ba

2. Income onNPAshall be recognized only whenistactually realized
3. Any such incomeecognized before the asset became Aoerformingand remaining
unrealized shall be reversed

B. ASSET CLASSIFICATION:

The asset classification norms as given below shall apply to every applicable NBFC (except N

MFIs):

1. Every NBFC shall, after taking into accountdbgree of weldefined credit weaknessesnd

extent ofdependence on collateral securityr realisation, classify its lease/hire purchase
assets, loans and advances and any other forms of argdithe following classesiamely:
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Standard assets
Substandard assets
Doubtful assets and
Loss assets.

oo o

2. The class adssets referred to abovghallnot be upgraded merely as a result of
reschedulingunless it satisfies the conditions required for the upgradation.

3. DEFINITIONS OF ASSETS UNDER NPA CLASSICATION
a. Standard asseshall mean the asset in respect of whiclo default in repayment of
principal or payment of interest is perceivadd which does not disclose any
problem or carry more than normal risk attached to the business

b. ¢{dzail yYRINR ! d3aSi¢ aKrtf YSIyyY

i. An asset which has beatassified ason-performing assetfor a periodnot
exceeding 18 month@n case of NBFCs covered in NBanking Financial
Companyg Non-Systemically Important NeDeposit taking Company
(Reserve Bank) Directions, 2016)
¢KS LISNAZ2ZR Wy2i SEOSSRAY ZlausgshariBey (i K& Q
Wy2i SEOSSRAY3I MH Y2Y(GK&AQ F2N GKS FA
thereafter for NBFCs covered in NBanking Financial Company
Systemically Important NeBeposit takingcompany and Deposit taking
Company (Reserve Bank) Directions, 2016.

ii. An asset where théerms of the agreement regarding interesd / or
principal have beenenegotiated or rescheduled or restructuredter
commencement of operationgintil the expiry ofl YEAR of satisfactory

performance under the renegotiateor rescheduled or restructured terms

Provided that the classification of infrastructure loan as a-staimdard asset
shall be in accordance with the provisions of paragraph 25 of these Directions.

c. Doubtful Asset shall mean:

NBFONONg SIID: Aterm loan, ora lease asset, @& hire purchase asset, any other
assetwhichremainsasu@ G VRIF NR | 4&4SG F2NJ I fadlSNR 2R
NBFCs covered in N@anking Financial CompagWon-Systemically Important
Non-Deposit taking Company (Reserve Bank) Directions, 2016.

NBFC SD: Aterm loan, ora lease asset, @ hire purchase asset, any other asset,
whichremains a sulstandard asset for aperiogd SEOSSRAY 3 mMH Y2V (K
financial year ended March 31, 2018, and thereafter for NBFCs coveredin Non
Banking Financial Compangystemically Important NeBeposit taking Company

and Deposit taking Company (Reserve Bank) Directions, 2016.

)¢

d. Loss Asset shall mean:

2EQ
Paged
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I. an asset which has beggentified as loss asset by the applicable NBF&
internal or external auditor or by the Bank during the inspection of the
applicable NBEQ@o the extent it is not written ofby the applicable NBFC and

ii. an asset which iadversely affected by a potential threat non-recoverability
due toeither erosion in the value of security non-availability of securityr
due toany fraudulent act or omissioon the part of the borrower

4, Nont SNF2NX¥AY 3 ! 3aS0G ONBFSNNBR & dabt! 0 akKlk

a) Anasset in respect of whichnterest has remained overduer a period of6_ months or
more.

b) Aterm loaninclusive of unpaid interest when thastalment is overdue for a periaof 6
monthsor more oron which interest amount remained overdf@r a period of6 months
or more

c) Ademand or call loanwhich remainedverduefor a period of6_months or mordrom
the date of demandr call oron which interest amount remained overddier a period of
6 months or more

d) Abill which remains overdue for a period 6fmonths or more

e) Theinterest in respect of a debt or the income on receivalleg RS NJ § KS KSI R
OdzZNNBy i | &aSiaQ-teimfloarskdyanges, whddddity @mainddk 2 NIi
overduefor a period of6 months or more

f) Anydues on account of sale of assaisservices renderear reimbursement of
expensesncurred, which remainedverduefor a period of6 months or more
IMP NOTENBFCs covered in N8anking Financial Compangystemically Important
Non-Deposit taking Compargnd Deposit taking Compar(fReserve Bank) Directions,
HaMcX LISNA2R 2F Wc Y2 ylauke®d | 20N (Y22 NOBFQ)  3a0KAK Ldizt
2 NJ Y, N financial year ended March 31, 2018 and thereafter].

This implies for NBFCs covered in-Banking Financial Compagyon-Systemically
Important NorDeposit taking Company (Reserve Bank) Directions, 2016&tiea is 6

months only

g) Thelease rental and hire purchase instalmemhich has become overdue for a period
of 12 months or more

IMP NOTENBFCs covered in N8anking Financial Compangystemically Important

NonDeposit taking Company and Deposit taking Company (Reserve Bank) Directions,
HaMmc X OK32YIISNIKZR 2288 YR NB Q -GillAdzdE B&EestR dA yo S |
Y2NBQ F2N) 0KS FAYyFYyOAlLf &SI N SYRSR al NOK

It implies that as per NeBanking Financial CompagyonSystemically Important Nen
Deposit taking Company (Reserve Bank) Directions, gt 6riteria is 12 months only

O

A
PageOU
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h) In respect oloans, advances and other credit faciliti@scluding bills purchased and
discounted), the balance outstanding under the credit facilities (including accrued
interest) madeavailable to the same borrower/beneficiawhenany of the above credit
facilities becomes noperforming asset

[Provided that in the case ¢dase and hire purchase transactions, an applicable NBFC
shall classify each such account on the basis of its record of recovery].

QNO72wL¢9 ! .h!¢ twhzL{LhbLbD bhwa{ Chw b.C/ Q&K

ANSWER:
'[[ b.C/ Q& MF]/ 9t ¢ bac.

Every applicable NBFC shall, after taking into accourtirtieelag between an accouiiecoming
non-performing, its recognition as such, thealisation of the security and the erosion over time
the value of security chargethake provision against stdiandard assets, doubtful assets and loss
assets as provided hereunder

Theprovisioning requiremenin respect of loans, advances and other credit facilities including bills
purchased and discounteshall be as under

1. LOSS ASSETSEe entire asset shdle written off If the assets arpermitted to remain in the
books for any reasor,00% of the outstandinghall be provided for

2. DOUBTFUL ASSETS:

a) 100% provisioro the extent to which the advance m®t covered by the realisable value
of the securityto which the applicable NBFC has a valid recourse shall be made. The
realisable value is to bestimated on a realistic basis

b) In addition to item (a) above, depending upon the period for which the asset has
remained doubtfulprovision to the extent of 20% to 50% of the secured porfian,
Estimatedrealisable valu®f the outstanding) shall be made on the following basis:

Period for which the asset has been considered ag Percent of provision
doubtful
Up tolyear 20
1to 3years 30
More than3 years 50

3. SUBSTANDARD ASSEASeneral provision of 10 percent of total outstanding shall be made.

4. STANDARD ASSET PROVISIONENWBy NBFC (covered under N®anking Financial Company
- Systemically Important NeBeposit taking Company and Deposit taking Company (Reserve ¥
Bank) Directions, 20168hall make provisions for standard assets at O#4y the end of March ¢
2018 and thereafter, of the outstanding, whishall not be reckoned for arriving at net NPAs
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Note: As per NoiBanking Financial CompagWon-Systemically Importarflon-Deposit taking
Company (Reserve Bank) Directions, 2016, every applicable NBFC shall make provision for
standard assets at 0.25 % of the outstanding amount.

Theprovisiontowards standard assetseednot be netted from gross advancest shall be shown

ASLI NI UBY@AFASWI t NP PA & A 2 yhdhe bamhcdsfigetl { G Yy RI NR

Q.NO.8.WRITE ABOUSTEPS INVOLVEDANDIT OF NBFC?
ANSWER:
STEP 1: ASCERTAININGBBI®EINESS OF THE COMPANY:

1. MOA AND AOAThe first step in carrying out the audit of a NB&€@ scan through the
Memorandum and Articles of Associatiohthe company, so as to understand witie type of
businesghat the company is engaged into.

2. BUSINESS POLI@M:auditor should make careful study of the business polimfythe company
SO as toascertain its principal businesstivities.

3. MINUTESFor this purpose, an auditor mayso scan through the minutes of the
BoardCommittee Meetings and hold discussions with the4epel management tascertain
the corporate business pl#strategy which would give him a clear picture as to the principal
objects of the company.

4. ACTUAL BUSINE®&:auditor should themndependently corroborate his findingsgth the

A 2 s oA

actual business done by the compahyda NBX Ff SOGSR o6& GKS. O02YLJ} y

NOTEThe task ofscertaining the principal busineastivity of any NBFC is paramount
importancesince thevery classification of a compaag a NBFC and its further classification would
all depend upon its principal business activity. Based on the classification of a company, it will be
required to comply with the provisions relating to limits on acceptance of public deposits as
contained inthe NBFC Public Deposit Directions.

STEP 2: EVALUATION OF INTERNAL CONTROL SYSTEM:

1. MANAGEMENT RESPONSIBILMm&responsibility of maintainingn adequate accounting
system incorporating various internal controls to the extent appropriate to the size and nature
of its businesgests with the managemenA sound internal control system wowthable an
organisation to plug loopholes its workings, particularly in theetection of frauds and would
also aid in timely decisiomaking.

2. An auditorshould gain an understanding of the accountsygtem and related internal controls
adopted by the NBFC tetermine the nature, timing and extent of his audit procedur@ds
auditor should als@scertain whether the internal controls put in plaog the NBFC are
adequate and are being effectively followed.

269D
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3. CHECK PERIODICAL REVIEW BY MANAGHMgaticular, an auditor shouleview the
effectiveness of the systewf recovery prevalenat the NBFC. He showddcertain whether the
NBFC has an effective systeffrperiodicalreview of advances in place which would facilitate
effective monitoring and follow up.

4. Theabsence of a periodical reviesystem could result inon-detection of sticky advances
their very inception which mayltimately result in the NBFC haviag alarminghhigh level of
NPAs.

STEP LHECREGISTRATION WITH THE RBI:

1. REGISTRATION CORY auditor shouldbtain a copy of the certificate of reqistratigmanted
by the RBI or in case the certificate of registration has not been graateopy of the
applicationform filed with the RBI for registration.

2. DUAL CONDITION& auditor should verify whether thédual conditions relating to registration
with the RBI and maintenance wifinimum net owned fundfave been duly complied with by
the concerned NBFC.

3. CHECK MANDATORY INVESTMENTS IN LIQUID ASSETS:

a. Every NBFC holding public deposits is requiogdvest a specified percentadas the
RBI may specify from time to time). The RBI hasgisscribed a format for reportintp
ensure compliance with the requirement pfaintenance of liquid assets aguarterly
basis

b. Thisquarterly return(duly signed by an officer of the NBFC) is required tsutenitted
within prescribed timdimit from the end of the relevant quarter analith reference to
investments held in approvesecurities during the relevant quarter.

c. Theauditor should ascertaiwhether investment in prescribed liquid assets have been
made and whether quarterly returress mentioned above have beeagularly filedwith
the RBI by the concerned NBFC.

STEP 4: CHECK NBFC ACCEPTANCE OF PUBLIC DEPOSIT DIREBANMSG\FINANCIAL
COMPANIES ACCEPTANCE OF PUBLIC DEPOSITS (RESERRE@GRAQK, 2016):

The auditors must ascertaimhether the company properly classified per the requirements of
various regulations.

In case, the NBFC has not been classified by the RBI, the classificatcmmydany will have to be
determined after a careful consideration of various factsush as particulars of earlier registration

AN YGSRE AF Fyeés LI NIOAOdzZ I N&E Fdz2NYyAAaKSR Ay

Memorandum of Association and its financial results. Thereaftenugt be ascertained whether
the company has compliedith the following aspects in relation to the activity of mobilisation of
public deposits:

1. Credit rating:
(a) The ceiling omuantum of public deposits has been linked to its credit ratingjiven by
an approved credit rating agend®btain a copy of the credit ratirassigned to NBFC and
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check whether the public deposits accepted/held by it are in accordance with the level g
credit rating assigned to it.

(b) In the event ofa upgrading/downgrading of credit ratinthe auditor should bear in mind
that the NBFC will have to increase/reduce its public deposits in accordutit¢he
revised credit rating assigned to it within a specified time frame and should ensure that
the NBFC has informed about the same to the RBI in writing.

(c) In the event ofdowngrading of credit rating below the minimuspecified investment
grade, a norbanking financial company, beiag investment and credit company or a
factor, shallregularise the excess deposas provided hereunder:

i. With immediate effectstop accepting fresh public depos#éad renewing existing
deposits
ii. All existing deposits shall run dff maturity and
iii. Report the position within 15 working dayso the concerned Regional Office of
the RBI where the NBR€registered.
Providedno matured public deposghall be renewedvithout the express and
voluntary consent of the depositor

INTEREST CALCULATIONS: check thénterest calculations in respect of public deposits
mobilised by a NBFC &scertain that the NBFC has not paiterest in excess as per
specification.

Likewise, test check tHerokerage/ commission/ incentivealculations with the bills and
vouchers for reimbursement afut of pocket expenses submittday the parties to ascertain
that the NBF@as not paidorokerage/ commission/ incentive/ reimbursement of expenses
excess as per specification

WRITTEN APPLICATI®@Ncertain whether the NBFC haxscepted or renewed any public
deposit only after a written applicatioform the depositor in the form to be supplied by the
company and shatlontain all particulars specifigd the NorBanking Financial Companies and
Miscellaneous NoiBanking Companies (Advertisement) Rules, 1977. Further ensure whether it
contain thespecific category of depositpr.e., whether depositor is a shareholder or a director
or a promoter or a member of public.

REGISTER OF DEPOSIT@#RiBy the deposit register maintained by a NBFCtastcheck the
particulars that have been enterdtierein in respect of each depositor witupporting receipts
issued to the depositorsAlso check whether the NBFC is regularly paying its deposits on due
dates and in the case of a delay/default, the reasons for the delay/default and the actual date ¢
payment.

INVESTMENT IN APPROVED LIQID AS3tet8.whether the investments made in approved
liquid assets by a NBFC holding public deposits bega lodged in safe custody with a

designated scheduled commercial baaskrequired by the NBFC Acceptance of Public DepositSN
Directions and also whetheertificate was obtained from the R&l that effect. g
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6. TIMELY FILING OF RETURIEck whether the NBFC has filed its prescribed returns in a timely
manner.

7. NO DEPOSITBOARD RESOLUTIMMNthe case of NBFCs not accepting/holding public
deposits, checlwhether a board resolution has been passedtiy NBFC to the effet¢hat it has
neither accepted any public depositer would it accept any public deposits during the year.

8. GROUROLDING INVESTMENT COMPANItEsk whether the NBH@as passed a board
resolution to the effect that the compartyas invested or would invest/hold its investments in
share and securities of group companies specifying the names of the companies. In addition t¢
the above, group holding investment companies ggguired to give a further undertaking that
it would not tradein such shares/securities aridat it has neither accepted nor would it accept
any public depositduring the year.

STEP 5: NBFRIRUDENTIAL NORMS:

1. Checlkcompliance with prudential hormsncompassingncome recognitionincome from
investments accounting standargsaccounting for investmentgsset classificatigrprovisioning
for bad and doubtful debtgzapital adequacy normprohibition on granting of loans by a NBFC
against its own sharegyohibition on loans and investmentsr failure to repay public deposits
and norms for concentration of credit/investments.

2. An auditor shoulensure that the Board of Directors of every NBff&hting/intending to grant
demand/call loangshall frame and implement a policy for the company

3. An auditor should assess on the basis of examinations conducted by him whethi¢BE® has
complied with the prudential normdn particular, he should verifhat advances and other
credit facilities have been properly classifesl standard/substandard/doubtful/loss and that
proper provision has been made accordance with the Directions.

4. In respect of NorPerforming Assets, aauditor should check whethehe unrealised income in
respect of such asselsmsnot been taken to the Profit & Logeccount on an accrual basis.
Income from NPAs should be accounted for on realisation basis only.

5. Check whethegll accounts which have been classified as NP&® previous year also
continue to beshown as such in the current year al$icthe same is not treated as an NPA in the
current year, the auditoshould specifically examine such accountascertain whether the
account havecome regular and the same can be treated as perforrasiger the Directions.

QNO92 wL¢9 ! .h'¢ /[!'{{LCL/!'¢Lhb hC Cw!! 5{

265
ZOJ
o)

ANSWER:

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

]

FPag




In order to haveuniformity in reporting frauds have beenlassified as under based maioly the
provisions of the Indian Penal Code:

a) Misappropriation andriminal breach of trust

b) Fraudulent encashment through forged instrumentsanipulation of books of account or
through fictitious accounts and conversion of property.

c) Unauthorised credit facilitieextended for reward or for illegal gratification.

d) Negligenceand cash shortages.

e) Cheatingandforgery.

f) Irreqularities in foreign exchangeansactions.

g) Any other type of fraud not coming under the specific heads as above.

NOTE/ I aSa 2F WyS3atA3aSyOS IyR OlFakK aAK2NIF3aSaQ
referred to in items (d) and (f) aboae to be reported as frauid the intention to cheat/ defraud is
suspected/ provedHowever, the following caseghere fraudulent intention is not suspectéd
proved, at the time of detectiorwill be treated as fraud and reported accordingly

1. Cases ottash shortages more than Rs. 10,0Ghd
2. Cases of cash shortages more than Rs. 500@ktected by managemehauditor/
inspecting officer andiot reported on the occurrence by the persomsndling cash.

OVERSEAS BRANCHNEF:Cs, covered in Master Directidiionitoring of Fraudsn NBFCs
(Reserve Bank) Directions, 2016, having overseas branches/offices gfyputdall frauds
perpetrated at such branches/offices also to the Reserve Bank dbhgerescribed format and

procedures

QNO102 wL¢9 ! . h!¢ {t9/L!'[ !!'5L¢ /19/Y[L{¢ Chw
ANSWER:

Someimportant pointsthat may be covereth the audit of NBFCE addition tothe audit points
that may be coveredor companies in generaare given below:

SAMPLE AUDIT CHECKLIST FORCNBEC[INVESTMENT AND CREDIT COMPANY]:

1. Physically verifall the shares and securities held by a NBFC. Where any security is lodged with
an institution or a bank, aertificate from the bank/institutiorto that effect must be verified.

2. Verify whether the NBFC hast advanced any loans against the security of its own shares

3. INCOME RECOGNITION ON SECURITIES:

a. Verify thatdividend incomevherever declared by a company, has been duly received b
an NBFC anidterestwherever due [except in case of NPAs] has adig accounted g
for.
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b.

4. INVESTMENTS BY NBFC:
a.

5. LOANS AND ADVANCES:
a.

CA Final [New Scheme| P3 Advanced Auditingssurance anérofessionaEthics | Module 1

NBFQ@rudential Norms requirdividend income on shares of companies and units of
mutual funds to beecognised on cash basldowever, the NBFC has @ption to
account for dividend income on accrual ba#ishe same has beetteclared by the body
corporatein its Annual General Meeting aiitd right to receive the paymertas been
established

Income frombonds/debentures of corporate bodieés to be accounted oaccrual basis
only if the interest rateon these instruments ipredeterminedand interest iserviced
reqgularlyand not in arrears.

CLASSIFICATION INNESTMENTSerify theBoard Minutes for purchase and sale of
investments Ascertain from the Board resolution or obta@mrmanagement certificatto
the effect that the investments so acquired arerrent investmentor LongTerm
Investments

VALUATION OF INVESMENTI®ck whether thénvestments have been valuéal
accordance with thé&NBFC Prudential Norms and adequate provisioriall in the
market value of securities, wherever applicable, have been made there against, as
required by the Directions.

INVESTMENT IN GROUP COMPANIESIn alist of subsidiary/group companidsom

the management and verify the investments made in subsidiary/group companies during

the year. Ascertain thbasis for arriving at the price paid for the acquisitafrsuch

shares and whether thgaluation is as per Prudential norms

ACCOUNTING STANDARASauditor will have t@scertain whether the requirements
of AS131! OO02dzy Ay 3 F2N) Ly@SadySyidageg 2N 20K
the extent they are not inconsistent with the Directions) have bdely complied with

by the NBFC

CONFIRMATION CERFICIATEespect of shares/securities held through a depository,
obtain a confirmation from the depository regarding the shares/securities held by it on
behalf of the NBFC.

Check whethemvestments in unquoted debentures/bontisive not been treated as
investmentsbut as term loan®r other credit facilities for the purposes of income
recognition and asset classification.

LIMITSSINGLE BORROWEReck whether th&lBFC has not lent/invested excess of
the specified limits to any single borrower group of borrowers as per NBFC Prudential
Norms.

PROPER SANCTI@N:auditor should examine whetheach loan or advance has been
properly sanctionedHe should verify theonditions attached to the sanctiasf each

loan or advance i.elimit on borrowings, nature of security, interest, terms of
repayment, etc.

REVIEW OF SECURAauditor shouldrerify the security obtainednd the

agreements entered into, if any, with the concerned parties in respect of the advances
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given. He musascertain the nature and value of securdyd thenet worth of the
borrower/guarantorto determinethe extent to which aradvance could be considered
realisable

c. CONFIRMATION®MDbtain balance confirmations from the concerned parties.

6. BILLS DISCOUNTED:
a. Verify thatproper records/documents have been maintainked every bill
discounted/rediscounted by the NBFC.
b. Test check some transactionsth reference to the documents maintained and ascertain
whether the discounting charges, wherever, due, have been duly accounted for by the
NBFC.

7. NONPERFORMING ASSETS:

a. An auditor should verify whether the NBFC hagdaquate system of proper appraisal
and follow upof loans and advances.

b. In addition, hemay analyse the trend of its recovgpgrformance to ascertain that the
NBFC doegot have an unduly high level of NPAs

c. Check theclassification of loans and advandescluding bills purchased and discounted)
made by a NBFC into Standard Assets;S&ahdard Assets, Doubtful Assets and Loss
Assets andhe adequacy of provision for bad and doubtfidbts as required by NBFC
Prudential Norms.

QNO112wL¢9 ! .h! ¢ !'55L¢Lhb![ 5! ¢L9{ hC !b !'5
DIRECTIONS?

ANSWER:
The following are the important duties of an auditor
/' hat[ L!b/ 9 2L¢I b. C/-RBIDIEECTHONE8Q{ w9t hwt

The RBI Directions have considerattyeased the responsibility of auditamsNBFCs. ®ery
onerous task of reporting to the Board of Directonscertain specified matters arid the RBbn an
exception basis has been imposed upon him.répisrting requirement is in addition to the normal
reporting requirementso the shareholders under section 143 of the Companies Act, 2013.

Auditors will have to beery careful whilst carrying out audits NBFC# ensure that all matters
which they are required to take into consideration for the purposes of reporting to the RBI have be
taken due care of.

REPORT TO RBI AREBFC; DEPOSITBION-COMPLIANCES]

1. As per Section 45MA of the Reserve Bank of India Act, the auditor ofldamimg financial &
company or a no#tnanking miscellaneous compamhich has accepted public depositsas to O
inquire whether or not the company has furnished to the Reserve Bank ofdtate@ments,
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2.

REPORT TO BOARD OF DIRECTORS AS PER RBI DIRECTIONS:

1.
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information of particulars relating to the deposits as are required to the furnished under Chapte
[1IB of the Reserve Bank of India Act, 1934.

The provision further states thdt on inquiry the auditor is not satisfieambout thecompliance

by the company, it ibis duty to make to the Reserve Bank of Ingiidng theaggregate amount

of deposits heldy the company. The auditor &so required to incorporate the repoadr

intended to be made to the Reserve Bank of India in his report to the company under Section
143 of the Companies Act, 2013.

The Reserve Bank of India (RBI)ieasedNon-Banking Financial CompaniesdizR A i 2 ND &
(Reserve Bank) Directions, 2({1lée Directions}o auditor of every norbanking financial
companies. The Directions shall apply to every auditor of abamking financial company as
defined in section 45 I(f) of the Reserve Bank of India Act, 1934.

Auditors to submit additional Report to the Board of Directori addition to the Report made
by the auditor under Section 143 of the Companies Act, 2013 or section 227 of the Companies
Act, 1956 (Act 1 of 1956) on the accounts of a-banking financial company examined for
every financial year ending on any dayarrafter the commencement of these Directions, the
auditor shall also make a separate report to the Board of Direatbthe Company on the
matters specified in paragraphs 3 and 4 below.

al¢9wL![ ¢h .9 Lb/[}595 Lb ¢1 9 DIRECIGRPheQ{ w
I dzZRA G 2 NR& NB L2 NI -Bayiking fic&hcidl cordpardzghalBincl@de a dtateryiehty”
on the following matters:
a. FORALL NONBANKING FINANCIAL COMPANIES:
i. Conducting NofBanking Financi#ctivity without a valid Certificate of
Reaqistration (CoR) granted by the BBinoffenceunder chapter V of the RBI Act,
1934. Therefore, if theompany is engaged in the businegsionbanking
financial institution as defined in section4%a) of the RBI Act andeeting the
Principal Business Critetiginancial asset/income patterrtjye auditor shall
examine whethethe company hagbtained a Certificate of ReqistratigGoR)
from the RBI.
ii. In case of @ompany holding CoRRsued by the RBI, whether thedmpany is
entitled to continue to hold such CoRterms of its Principal Business Criteria
(Financial asset/income pattern) as on March 31 of the applicable year.
iii. Whether the nonbanking financial comparig meeting the required net owned
fund requirement as laid down in Master DirectioNon-Banking Financial
Companyg Non-Systemically Important NeDeposit taking Company (Reserve
Bank) Directions, 2016 and Master Directidsion-Banking Financial Company
Systemically Important NeDeposit taking Company and Deposit taking Comparg
(Reserve Bank) Directions, 2016. Q
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NOTECertificate of statutory auditor:Every norbanking financial comparghall submit a
Certificate from its Statutory Auditor thaitis engaged in theusiness of noitbanking
financialinstitution requiring it to hold a Certificate of Registration under SectiohA16f
the RBI Act an eligible to holdt. A certificate from the Statutory Auditor in this regard
with reference to the position of the company as at end of the financial year ended March 31
may besubmitted to the Regional Office of the Department of N&snking Supervision
under whose jurisdiction the nebanking financial company is registeredthin 1 month
from the date of finalization of the balance sheetd in anycasenot later than December
30th of that year

b. FOR NOMBANKING FINANCIAL COMPANIES ACCEPTING/HOLDING PUBLIC DEPOSITS
Apart from the matters enumerated in (A) above, the auditor shall include a statement
on the following matters

i. OVER ALL LIMIT&hether thepublic deposits acceptelly the company
together with other borrowings
1. From publidy issue of unsecuregon-convertible debentures/bonds
2. Fom itsshareholdergif it is a public limited company) and
3. Which arenot excluded fromth(R STAY A G A 2y 2iFtheWNoddzo f A
Banking Financial Companies Acceptance of Public Deposits (Reserve
Bank) Directions, 2016, avdgthin the limits admissible to the company
as per the provisions of the NéBanking Financial Companies Acceptance
of Public Deposits (Reserve Bank) Directions, 2016
i. REGULARISE®hether thepublic deposits helthy the companyn excess of the
guantum of such depositsermissible to it under the provisions of N&anking
Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions,
2016are regularisedn the manner provided in the said Directions
iii. WITHOUTGRADEREDIT RATIN®hether the norbanking financial company
isk OOSILIGAY3I blizot A0 RSLIPEaAAGE gAGK2dzO |YA
from an approved credit rating agency as per the provisions ofBaimking
Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions,
2016
iv. CRARWhether thecapital adequacy ratias disclosed in the return submitted to
the Bank in terms of the NeBanking Financial Compan8ystemically Important
NonDeposit taking Company and Deposit taking Company (Reserve Bank)
Directions, 2016 hageen correctly determine@nd whethersuch ratio is in
compliance with the minimum CRAIRescribed therein
v. In respect of norbanking financial companies referred to in clause (iii) above,
1. whether thecredit rating, for each of the fixed deposgshemes that has
been assigned by one of the Credit Rating Agencies listed ¥Biioking
Financial Companies Acceptance of Public Deposits (Reserve Bank)
Directions, 2016 is in force and

O«

: : . D

2. whether theaggregate amount of deposits outstandiag at any point N~
during the year hasxceeded the limit specified by the such Credit Ratingc‘g)
Agency o
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Vi.

Vil.

viii.

Xi.

Xii.

RESTRICTIONS ON ACCEPTANCE OF DBRhESthe companyas

violated any restriction on acceptanoé public deposit as provided in Non
Banking Financial Companies Acceptance of Public Deposits (Reserve Bank)
Directions, 2016

DEFAUTS IN REPAYMBNmMether the company hadefaulted in paying to its
depositorsthe interest and /or principal amount of the deposits after such
interest and/or principal became due

PRUDENTIAL NORMShether thecompany has compliedith the prudential
norms onincome recognition, accounting standards, asset classification
provisioningfor bad and doubtful debts, and concentration of credit/investments
as specified in the Directions issued by the Bank in terms of the Master Direction
Non-Banking Financial Compan8ystemically Important NeDeposit taking
Company and Deposit taking@pany (Reserve Bank) Directions, 2016;

. LIQUID ASSETS REQUIREM®MN&ther thecompany has complied with the

liquid assetsequirement as prescribed by the Bank in exercise of powers under
section 45I1B of the RBI Act and whether tdetails of the designated bank in
which the approved securities are heglcommunicated to the office concerned
of the RBI iterms of NBS ;3NonBanking Financial Company Returns (Reserve
Bank) Directions, 2016

RETURN ON DEPOSWSether the company hairnished to the RBWVithin the
stipulated period thaeturn on depositsas specified in the NBS 1¢dNon-

Banking Financial Company Returns (Reserve Bank) Directions, 2016
QUARTERLY RETURMether the company has furnished to the RBI within the
stipulated period the quarterly return on prudential norms as specified in the
Non-Banking Financial Company Returns (Reserve Bank) Directions, 2016
NEW BRANCHE&GENTSNhether, in the case apening of new branchesr
officesto collect deposit®r in the case oflosure of existing branchésfices or

in the case of appointment of agenthe company hasomplied with the
requirements containedh the NonBanking Financial Companies Acceptance of
Public Deposits (Reserve Bank) Directions, 2016.

c. IN THE CASE OF A NBANKING FINANCIAL COMPANY NOT ACCEPTING PUBLIC
DEPOSIT®&part from the aspects enumerated in (A) above, the auditor shall include a
statement on the following matters:

Whether theBoard of Directorfias passed a resolution foon- acceptance of

any public deposits

Whether the company hagccepted any public depositisiring the relevant
period/year.

Whether the company hasomplied with theprudential normgelating to income
recognition, accounting standards, asset classification and provisioning for bad
and doubtful debts as applicable to it in terms of N8anking Financial Company «
¢ Non-Systemically Important NeBeposit taking Company (Reserve Bank)
Directions, 2016 and NeBanking Financial Compangystemically Important
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d.

Non-Deposit taking Company and Deposit taking Company (Reserve Bank)
Directions, 2016

iv. In respect ofSystemically Important Nedeposittaking NBFCs as defined in Non

Banking Financial Compangystemically Important NeDeposit taking Company
and Deposit taking Company (Reserve Bank) Directions, 2016:

1. Whether thecapital adequacy ratias disclosed in the return submitted to
the RBI irform NBS 7, has beercorrectly arrivedat and whether such
ratio is in compliance with the minimum CRAR prescribed by the RBI

2. Whether the company hairnished to the RBI the annual statemenft
capital funds, risk assets/exposures and risk asset ratio-f)B&hin the
stipulated period.

v. whether the nonbanking financial company hagen correctly classifieds NBFC

Micro Finance Institution@FI) as defined in the NeBanking Financial Company

¢ Non-Systemically Important NeBeposit taking Company (Reserve Bank)
Directions, 2016 and NeBanking Financial Compangystemically Important
Non-Deposit taking Company and Deposit taking ComfRegerve Bank)
Directions, 2016.

IN THE CASE OF A COMPANY ENGAGED IN THE BUSINESFAQIKINGN-INANCIAL
INSTITUTIONOT REQUIRED HOLD CORUBJECT TO CERTAIN CONDITIONS

Apart from the matters enumerated in (A)(l) abowvbere a company has obtained
specificadvice from the RBI that it is not required to h@dR from the RBI, the auditor
shallinclude a statement that the company is complymigh the conditions stipulated as
advised by the RBI.

4. REASONS TO BE STATED FOR UNFAVOURABLE OR QUALIFIED STWIEEN]HINRS:

I dzR A (i 2 NXQ statsiBehiZebdiding ainyoSthe items referred to in paragragtb8ve is
unfavourable or qualifietl & KS | dzRshall aldaStéte thelsdaidsdsuch unfavourable
or qualified statement, as the case may be. Where the auditon&ble to express any opinion
hisreport shall indicate such fatbgether with reasons therefor.

5. OBLIGATION OF AUDITOR TO SUBMEXANEPTION REPORT TO THE RBI

Where, in the case of a ndmanking financial company, the statement regarding any of the
items referred to in paragraph 3 above uisfavorable or qualifiedor in the opinion of the
auditor thecompany has not complied with

a. The provisions oChapter 11l Bf RBI Act (Act 2 of 1934) or
b. Non-Banking Financial Compani&sceptance of Public Depos{iReserve Bank)
Directions 2016 or

Non-Banking Financial CompagWon-Systemically Importanton-Deposit taking
Company (Reserve Bariirections, 201@&nd NonBanking Financial Company
Systemically Important NeBeposit takingCompany andeposit taking Company

(Reserve Bank) Directions, 2016.
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It shall be theobligation of the auditor to make a repotbntaining the details of such
unfavourable olqualified statementsand/or about thenon-compliance, as the case may, e
respect of the companipo the concerned Regional Office of the DepartmehNonBanking

Supervision of the RBI under whose jurisdiction the registered office of the company is located

as per first Schedule to the NdBanking Financial Compani&sceptance of Public Deposits
(Reserve Banlirections 2016.

[I. REPORT ONLY CONTRAVENTIONS AND NOT ABOUT COMHAIAN@ St the Auditor

under subparagraph (I) shalie to report only the contraventionsf the provisions of RBI
Act, 1934, and Directions, Guidelines, instructions referred to irpswagraph (1) and such
report shall not contain any statement with respect to compliant@ny of those provisions.

Q.NO.12WRITE ABOUT AUDITORS DUTY RELATING TO COMPLIANCE WITEDZARO, 20

ANSWER:

As per CARO 2020, the auditor is required to report:that

CLAUSE INVESTMENTS, GUARANTEE, SECURITY, LOANS OR ADVANCES:

g) APPLICABILITWhether during the year the company has provided loans or provided

advances in the nature of loans, or stood guarantee, or provided security to any other entity
[not applicable to companies whose principal business is to give loans], if so, indicate:

i) TO RELATED PARTIEf&aggregate amountluring the year, and balana@tstanding at
the balance sheet dateith respect to such loans or advances and guarantees or security
to subsidiaries, joint ventures and associates.

i) TO UNRELATED PARTIESaggregate amoundluring the year, antbalance outstanding
at the balance sheet dateith respect to such loans or advances and guarantees or
securityto parties OTHER THANDbsidiaries, joint ventures and associates.

h) TERMS AND CONDITIONS:

Whether the investments made, guarantees provided, security giverttenterms and
conditionsof the grant of all loans and advances in the nature of loans and guarantees

providedr NB vy 23 ILINB2dzRAOALFE G2 (GKS O2YLI yeéQa
REPAYMENT REGULARITY:
In respect of loans and advances in the nature of loans, whethesd¢hedule of repayment
of principal and payment of interest has been stipulasedi whether the repayments or
receipts are reqgular.
Y
i) OVERDUE > 90 DAYS: N
Q
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If the amountis overdue state thetotal amount overdue for more than ninety dgysnd
whether reasonablsteps have been takdoy the companyor recoveryof the principal and
interest.

k) RESCHEDULING OR EXTENTION OF OVERDUE LOANS (NEWLY ADDED IN 2020):

Whether any loan or advance in the nature of loan granted which has fallen due during the
year, has beenenewed or extended or fresh loans granted to settle the overdues of existing
loansgiven to the same patrties, if so,

i) Specify the aggregate amount of such duesewed or extended or settled by fresh loans
and

i) The percentage of the aggregate to the total loans or advamcts nature of loans
granted during the year [not applicable to companies whose principal business is to give
loans].

) DEMAND LOANS WITHOUT REPAYMENT PERIOD:

Whether the company has granted any loans or advances in the natlmartd either
repayable on demand or without specifying any terms or period of repayniies,

i) Specify theaggregate amount, percentage thereof to the total logmnanted,

i) Aggregate amount of loans granted to Promoters, related pagsedefined in clause (76)
of section 2 of the Companies Act, 2013

CLAUSE 16NONBANKING FINANCIAL INSTITUTION:

d) 45IA OF RBI ACWhether the company is required to be registered undection 45IA of
ReserveBank of India Act 1934ind If so, whether the registration has been obtained.

e) NBFC ACTIVITIES (NEWhether the company hasonducted any NoiBanking Financial or
Housing Financactivitieswithout a valid Certificate of Reqistratig@oR) from the Reserve
Bank of India as per the Reserve Bank of India Act, 1934.

f) CORE INVESTMENT COMPANY (NEW):

iv) Whether the company is a Core Investment Company (CIC) as defined in the regulatig
made by the Reserve Bank of India, if so,

v) Whether it continues tdulfil the criteria of a ClGand in case the company&as
exempted or unregistered Cl@hether it continues to fulfil such criteria.

vi) Whether theGroup has more than one C4€ part of the Group, if yesdicate the
number of ClCwhich are part of the Group.

QNO.132 wL¢9 ! .h'¢ !tt[L/!'.L[LE, hC Lb5 I{ hbg

ANSWER:
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As per Rule 4 (1)(iv) of the Companies (Indian Accounting Standards) Rules, 2015 and as amend
Companies (Indian Accounting Standards) (Amendment) Rules, @BEE;s are required to comply
with Indian Accounting Standardisd AS) as under

1. Accounting periods beginning 1 April 2018:
a. [ A & S RandunliStéd WEFCsaving a net worth of R§00 crore or moreand
b. Holding, subsidiary, joint venture or associate companies of such NBFCs

2. Accounting periods beginning 1 April 2019:
a. All other listed NBFCs,
b. Unlisted NBFCs havinghat worth of Rs. 250 crore or mofrit less tharRs.500 crore
and holding, subsidiary, joint venture or associate companies of such NBFCs.

Thenet worth shall be calculated in accordance with gtandalone financial statementsf the
NBFCsas on 31st March 201ér the first audited financial statements for accounting periedich
endsafter that date

NOTE: For Format of Financial Statements of NBFC, Please Refer IGRD3BEdition Page.
14.110

Q.NO.14WRITE ABOUT DIFFERENCES BETWEEN SCH IlI DINBI@S; INON NBFCAND
DIVISION IINDASb . C/?7Qa 6

ANSWER:

The presentation requirements und&ivision Ill for NBFCs are similar to DivisigNoh NBFC) to a
large extentexcept for the following

a) NBFCs have beatiowed to present the itemef the balance sheah order of their liquidity
which is not allowed to companies required to follow Division II.

b) An NBFC is required separately disclose by way ofandte/ @ A GSY 2F W2 (1 KSN
S E LIS y Rvhichdzd&eds Yof the total income Division |1, on the other hand, requires
disclosure for any item of income or expenditure whistteeds P6of the revenue from
operationsor Rs10 lakhswhichever is higher

c) NBFCsarerequired®@S LI NI 0 Sf & RA&Of,2hadebtsidyeRrémNanyd Mited S A @ |

Liability Partnership (LL®)which its director is a partner or member.

d) NBFCs are alsequired to disclose items comprisidgNBE @Sy dzS FTNBY 2 LISNI i
O2YLINBKSY3aAPS AyO2YSQ 2y (KS hdte@dof shchingitioSe
only as part of the notes. L(

™

e) Separate disclosure dfade receivable which have significant increase in credit risk & credit Q
impaired.
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f) Theconditions or restrictions for distributionattached tostatutory reserves haveo be
separately disclose in the noteas stipulated by the relevant statute
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PRACTICAL QUESTIONS

Q.NO.1.Shubham & Associates are going to start the audit of NBFCs. They have not performed |
work for the NBFCs in the past years. You are required to explain the requirements related to
registration and regulation of NBFCs which an auditor needs to keep smhind while planning
the audit of NBFC which would help this firm.

ANSWER:

WRITE ANSWER TO THEORY QQ\RAHT C.

Q.NO.2.Satyam Pvt Ltd is a company engaged in trading activities, it also has made investments
shares of other Companies and advanced loans to group companies amounting to more than
of its total assetsHowever, trading income constitutes majority of its total income. Whether thg
Company is an NBFC?

ANSWER:

RELEVANT PROVISIONorderto identify a particular company as Nd@anking Financi&@ompany
(NBFC), it witonsider both assets and income patters evidenced from the last audited balance
sheet of the company to decide its principal business.cdmpany will be treated as NB@en a
company's financial assets constitute more than 50 per cent of the total agssted off by intangible
assetsANDincome from financial assets constitut@ore than50 per cent of the gross income

A companywhich fulfils both these criterighall qualify as an NBFC amduld require to be registered
as NBFC by Reserve Bank of India.

CONCLUSIOMt the given casdahough Satyam Pvt Ltd is fulfilling the criteria on the asset, side
however isnot fulfilling the criteria on the income sigdéhe companycannot be classified as a deeme
NBEC

Q.NO.3.Shivam & Co LLP are the auditors of NBFC (Investment and Credit Company). Some of
team members of the audit team who audited this NBFC have left the firm and the new team
members are in discussion with the previous team members who are still continuvity the firm
regarding the verification procedures to be performed. In this context, please explain what
verification procedures should be performed in relation to audit of NBH@vestment and Credit
Company (NBRECC).

ANSWER:

WRITE ANSWER TO THEORY Q NO. 10.

Q.NO.4.You are appointed as the auditor of a NBFC registered with the RBI and which is accepti
and holding public deposits. You are considering your reporting requirement in addition to yoy
report made under Section 143 of the Companies Act, 2013 onabeounts of this NBFC as per
the prescribed Directions.
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Please explain what points are required to be known in respect of separate report to be given by
to the Board of Directors of this NBFC.

ANSWER:

al! ¢9wL![ ¢h .9 Lb/[!595 Lb ¢19 !!5L¢RWS{ IwdH
report on the accounts of a nebanking financial company shall include a statement on the followir
matters:

FOR NOMNBANKING FINANCIAL COMPANIES ACCEPTING/HOLDING PUBLIC AiPO&ITMShe

matters enumerated in (A) above, the auditor shall include a statement on the following matters

i. OVER ALL LIMIT®hether thepublic deposits acceptelly the company together with other
borrowings

1. From publidy issue of unsecuregbn-convertibledebentures/bonds

2. Fom itsshareholdergif it is a public limited company) and

3. Whicharey 2 i SEOf dzZRSR FTNRY i KSinhE&ENoABAKIAR 2 y
Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 20
within the limits admissible to the companwgs per the provisions of the NeBanking
Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 20

ii. REGULARISE®hether thepublic deposits helthy the companyn excess of the quantum of
such depositpermissible to it under the provisions of N&anking Financial Companies
Acceptance of Public Deposits (Reserve Bank) Directions g2@16éqularisedn the manner
provided in the said Directions

iii. WITHOUTGRADEREDIT RATIN®hether the norbanking financial company @aecepting
hlddzof AO RS1J2aAidée o AlK2dzi YA o drdagproved G&ia G Y
rating agency as per the provisions of NBanking Financial Companies Acceptance of Publi
Deposits (Reserve Bank) Directions, 2016

iv. CRARWhether thecapital adequacy ratias disclosed in the return submitted to the Bank in
terms of the NorBanking Financial Compangystemically Important NeDeposit taking
Company and Deposit taking Company (Reserve Bank) Directions, 2Qdé&eharrectly
determinedand whethersuch ratio is in compliance with the minimum CR@&cribed
therein.

v. Inrespect of norbanking financial companies referred to in clause (iii) above,

1. whether thecredit rating, for each of the fixed deposgshemes that has been assigne
by one of the Credit Rating Agencies listed in {8amking Financial Companies
Acceptance of Public Deposits (Reserve Bank) Directions, 2016 is in force and

2. whether theaggregate amount of deposits outstandiag at any point during the year
hasexceeded the limit specified by the such Credit Ratiggncy

vi. RESTRICTIONS ON ACCEPTANCE OF DBERIEESthe companyas violated any
restriction on acceptancef public deposit as provided in N@anking Financial Companies
Acceptance of Public Deposits (Reserve Bank) Directions, 2016

vii. DEFAUTS IN REPAYMBNTMether the company hagefaulted in paying to its depositotee
interest and /or principal amount of the deposits after such interest and/or principal becam
due.
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viii.

Xi.

Xii.

PRUDENTIAL NORMShether thecompany has compliedith the prudential norms on
income recognition, accounting standards, asset classificgtimvisioningfor bad and doubtful
debts, and concentration of credit/investments as specified in the Directions issued by the
in terms of the Master DirectionNon-Banking Financial Compangystemically Important
Non-Deposit taking Company and Deposit takimgnpany (Reserve Bank) Directions, 2016;
LIQUID ASSETS REQUIREM®/MN&ther thecompany has complied with the liquid assets
requirement as prescribed by the Bank in exercise of powers under sectitih @fihe RBI Act
and whether thedetails of the designated bank in which the approved securities areivield
communicated to the office concerned of the RBiemnms of NBS ;3NonBanking Financial
Company Returns (Reserve Bank) Directions,.2016

RETURN ON DEPOSWSether the company hasirnished to the RBWithin the stipulated
period thereturn on depositsas specified in the NBS 1¢dNon- Banking Financial Company
Returns (Reserve Bank) Directions, 2016

QUARTERLY RETURMether the company has furnished to the RBI within the stipulated
period the quarterly return on prudential norms as specified in the Banking Financial
Company Returns (Reserve Bank) Directions,.2016

NEW BRANCHES / AGENWBether, in the case apening of new branchesr officesto
collect deposit®r in the case oflosure of existing branchésfices or in thecase of
appointment of agentthe company hasomplied with the requirements containgd the Non
Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, |

Q.NO.5.Kamna & Co LLP, a firm of Chartered Accountants, was appointed as auditor of an NBF(
audit work has been completed. The audit team which was involved in the fieldwork came acr
various observations during the course of audit of this NBFC and hase lahited understanding
about the exceptions which are required to be reported in the audit report. They would like to
understand in detail regarding the obligations on the part of an auditor in respect of exception
his report so that they can concluadtheir work. Please explain.

ANSWER:

OBLIGATION OF AUDITOR TO SUBMEXAEPTION REPORT TO THE RBI

Where, in the case of a ndmanking financial company, the statement regarding any of the
items referred to in paragraph 3 above uisfavorable or qualifiedor in the opinion of the
auditor thecompany has not complied with
a. The provisions oChapter 11l Bf RBI Act (Act 2 of 1934) or
b. Non-Banking Financial Compani&sceptance of Public Depos{iReserve Bank)
Directions 2016 or
c. Non-Banking Financial Compagyon-Systemically Importariion-Deposit taking
Company (Reserve Barbirections, 201&nd NonrBanking Financial Company
Systemically Important NeBeposit takingCompany andeposit taking Company
(Reserve Bank) Directions, 2016.

It shall be theobligation of the auditor to make @eport containing the details of such unfavourab
or qualified statements@and/or about thenon-compliance, as the case may, lie respect of the
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companyto the concerned Regional Office of the DepartmehiNonBanking Supervision of the
RBI under whose jurisdiction the registered office of the company is loeat@er first Schedule to
the NonBanking Financial Compani&sceptance of Public Deposits (Reserve BRitections
2016.

[I. REPORT ONLY CONTRAVENTIONS AND NOT ABOUT COMAIAN@ 8f the Auditor
under subparagraph (I) shalie to report only the contraventionsf the provisions of RBI Act,
1934, and Directions, Guidelines, instructions referred to ingatagraph (1) and such report
shall not contain any statement with respect to compliané@ny of those provisions.

Q.NO.6.Karma Pvt Ltd is a NeBeposit Taking Notsystemically Important NBFC registered with
Reserve Bank of India. The Statutory Auditor of the company is required to give a report to th
. 2FNR 2F S5ANBOGZ2NED® 2KIG akKlFff heBard KS 02y

ANSWER:

The statutory auditor of Karma Pvt Ltzking a NorDeposit Taking NeBystemicallymportant NBFC is
required tosubmit separate report to the Board of Directans the matters as specified as below:

I.  Conducting NosBanking Financi&ctivity without a valid Certificate of Registration (CoR]
granted by the RB$ anoffenceunder chapter V of the RBI Act, 1934. Therefore, if the
company is engaged in the businegsion-banking financial institution as defined in secti(
45| (a) of the RBI Act amdeeting the Principal Business Critdifdnancial asset/income
pattern),the auditor shall examine whethéhe company hasbtained a Certificate of
RegistrationCoR) from the RBI.

ii. Incase of @ompany holding CoRRsued by the RBI, whether thedmpany is entitled to
continue to hold such CaR terms of its Principal Business Criteria (Financial asset/inco
pattern) as on March 31 of the applicable year.

iii.  Whether the nonbanking financial comparig meeting the required net owned fund
requirement as laid down in Master DirectiohNon-Banking Financial Compagqyon-
Systemically Important NeDeposit taking Company (Reserve Bank) Directions, 2016 al
Master Direction- Non-Banking Financial Compan8ystemically Important NeBeposit
taking Company and Deposit taking Companyg€Re Bank) Directions, 2016.

Apart from the aspects enumerated above, theditor shall include a statemewhn the following
matters, namely:

I.  Whether the Board of Directors haassed a resolution for nemcceptancef any public
deposits.

ii.  Whether the company hasccepted any public deposits during the relevant period/year.

iii.  Whether thecompany has complied with the prudential normetating to income recognition,
accounting standards, asset classification and provisioning for bad and doubtful debts as
applicable to it in terms of NeBanking Financial CompagonSystemically Important Nen
Deposit taking Company (Reserve Bankgddions, 2016.
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REASONS FOR QUALIFICATIONS TOBESTKTENKS =X Ay (KS | dzRA G2 NRa
regarding any of the items referred to matters specified abowefavourable or qualifiedthe

I dzR A (i 2 NI2 4 alsbl&dtdzhe Feasank forfsich unfavourabtequalified statement, as the case
may be. Where the auditor ishable to express any opinion on aofythe items referred above, his
report shallindicate such fact together with reasottsereof.

Q.NO.7.Krishna Pvt Ltd is primarily into the business of selling computer parts. However, the
company is fulfilling the Principal Business Criteria as at the balance sheet daté-ir@ncial
Assetsare more than 50 % of total assets and Financial Income is more than 50% of Gross In
What shall be the obligation of the Statutory Auditor in such a scenario?

ANSWER:

In the given case, Krishna Pvt Ltéui§lling the Principal Business Criteria., Financial Assets are mo
than 50 % of total assets and Financial Income is more than 50 % of Gross Income. The compan
fulfils both these criteria shall qualify as an NBFClaertte is required to obtain Certificate of
Reaqistration (CoR) with Reserve Bank of Indisuch a scenario, the statutory auditor has an obliga
to submitexception report to the RRin the following matters:

REASONS TO BE STATED FOR UNFAVOURABLE OR QUALIFIED STAREMERTS: Ay
report, the statement regarding any of the items referred to in paragra@b8ve isunfavourable or
qualified G KS | dzRshall aldbBtéte tiveBeaidmsdsuch unfavourable or qualified statemen|
as the case may be. Where the auditouigble to express any opinidnsreport shall indicate such
facttogether with reasons therefor.

OBLIGATION OF AUDITOR TO SUBMEXAXEPTION REPORT TO THE RBI

I.  Where, in the case of a ndmanking financial company, the statement regarding any of the
items referred to in paragraph 3 above pisfavorable or qualifiedor in the opinion of the
auditor thecompany has not complied with

a. The provisions o€Chapter III Bf RBI Act (Act 2 of 1934) or

b. Non-Banking Financial Compani&sceptance of Public Depos{Reserve Bank)
Directions 2016 or

c. Non-Banking Financial Compagyon-Systemically Importariion-Deposit taking
Company (Reserve Barbirections, 201&nd NonrBanking Financial Company
Systemically Important NeBeposit takingcompany andeposit taking Company
(Reserve Bank) Directions, 2016.

It shall be theobligation of the auditor to make a repotbntaining the details of such unfavourab
or qualified statementsand/or about thenon-compliance, as the case may, lve respect of the
companyto the concerned Regional Office of the DepartmehNonBanking Supervision of the
RBI under whose jurisdiction the registered office of the company is loeat@er first Schedule to
the NonBanking Financial Compani&sceptance of Public Deposits (Reserve BRitctions
2016.
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REPORT ONLY CONTRAVENTIONS AND NOT ABOUT COMAIANGESf the Auditor
under subparagraph (1) shalie to report only the contraventionsf the provisions of RBI Act,
1934, and Directions, Guidelines, instructions referred to ingafagraph (1) and such report
shall not contain any statement with respect to compliant@any of those provisions.

Q.NO.8.Mr. G. has been appointed as an auditor of LMP Ltd., a NBFC company registered with |

ANSWER:

WRITE ANSWER TO THEORY Q. NO. 14

Mr. G is concerned about whether the format of financial statements prepared by LMP Ltd. is
per notification issued by the Ministry of Corporate Affairs (MCA) dat®dtober 11, 2018. The
notification prescribed the- format in Division Il under Schedule Il of the Companies Act, 201
applicable to NBFCs complying with k&5. Mr. G wants to know the differences in the
presentation requirements between Division Il aridivision Il of Schedule Il of the Companies
Act, 2013. Help Mr. G.

Q.NO.9.Abhimanyu Finance Ltd. is a Non Banking Finance Company and was in the business of]

ANSWER:

CLAUSE 16 OF CARO 20%Bether the company is required to be registered under section#sof
the Reserve Bank of India Act, 1934 and if so, whether the registration has been obtained.

RELEVANT PROVISIONS:

accepting public deposits and giving loans since 2015. The company was having net owned f
of Rs.1,50,00,000¢(one crore fifty lakhs) and was not having registration certificate from RBI a|
applied for it on 30th March 2020. The company appointed Mr. Kabra as its statutory auditors
the year 201920. Advise the auditor with reference to auditorrpcedures to be taken and
reporting requirements on the same in view ofARO 20167

1.

AUDIT PROCEDURES AND REPORTING:

The auditor is required to examinvehether the company isngagedn the business whichttract
the requirements of the registratianThe registration is required where tffi@ancing activity is a
principal businessf the company.

The Reserve Bank of Ind&strict companies from carryingn the business of a nadmanking
financial institutionwithout obtaining the certificateof registration.

1.

The auditor shouléxamine the transactions of the compawjth relation to the activities covered
under the RBI Act and directions related to the NRenking Financial Companies.

The financial statements should be examined to ascegaitS 4t KSNJ 02 YLIJ Y& Qa
constitute more than 5@60f the total assets anathcome from financial assetonstitute more than
50 %of the gross income.

Whether the company haset owned funds as required for the reqistratiaa NBFC.
Whether the company has obtaingle registration as NBF@ not, the reasons should be sought

from the management and documented.
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5. The auditor should report incorporating the following:
(1) Whether thereqistration is required under section 48 of the RBI Act, 1934.
(i) If so, whetheiit has obtainedhe registration.
(i) If the registrationnot obtained, reasons thereof

ANALYSIS ANDONCLUSIOMt the instant case Abhimanyu Finance Ltd. is a-Banking Finance
Company and was in tHmusiness of accepting public depositsd giving loans since 2015. The
company was havinget owned funds of Rs. 1,50,00,08@he crore fifty lakhs) whicls less in
comparison to the prescribed limit i.e., 2 crore rupeesl was alsmot having registration certificate
from RBI (though applied for it on 30th March 2020). @bditor is required to report on the same as
per Clause (xvi) of Paragraph 3 of CARZD.20
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Q.NO.1.WRITE BRIEF OVERVIEW ABOODNSOLIDATED FINANCIAL STATEMENTS?
ANSWER

1. CFS AFRFWccounting Standar(AS) 20/ 2y a2t ARIF SR CAYIFYyOAIl t |

4. AUDIT OF CFS:

Q.NO.2.WRITE ABOUT PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS UNDE

ANSWER:

1.
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5. GROUP AUDIT

[EARLIER KNOWN AS CONSODIDATED FINANCIAL STATEMENTS]

Accounting Standarind AS) 11D W/ 2y ad2ft ARl 0 SR CA Y lpriiciple$ @nd {
procedures foipreparation and presentation of consolidated financial statememtder AS and
Ind AS respectively.

In other wordswhenever a parent decides to or is requiredprepare and present consolidated
financial statements, it shdd do so in accordance with the requirements of applicable
Accounting Standardsnder the relevant financial reporting framework.

FORMAT OF CKXonsolidated financial statements are presented, to the extent possible, in the
same format as adopted by the parent for its separate financial statem@is formats for
preparation of balance sheet, statement of profit and loss and a statement of change in equity
(if applicable@re prescribed under the Scheduleofiithe Companies Act, 2013.

a. An entity which prepares the consolidated financial statemenight be required to or
otherwise engage the auditdor conducting the audit of consolidated financial
statements.

b. However, a law or regulation governing the entity require the consolidated financial
statements to beaudited by the statutory auditoof the entity (i.e, the auditor who
audits standalone financial statements of the entity).

c. GN ON CFsS:

i. TheGuidance Note on Audit of Consolidated Financial Statenmoisdes
guidance on the specific issues amdit procedures to be applied in an audit
consolidated financial statements.

ii. This Guidance Note can alsoumed while auditing consolidated financial
statements prepared for special purpgde the extentapplicablebut it does not
deal with accounting matterarising on consolidation of financial statements.

COMPANIES ACT, 20137

APPLICABILITY OF (%8ording to Section 129(3) of the Companies Act, 2013, where
company has one or more subsidiariggluding associate company and joint venture, it shll,
addition to its owrfinancial statement@repare a consolidated financial statemesftthe
company anaf all the subsidiaries in the same form and manner as that of its own
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. SFS PROVISIONS TO Etsher, section 129(4) of the said Act, provides tih&t provisions
applicable to the preparation, adoption and audit of the financial statemehtsholding
company shall, mutatis mutandis, also apply to its the consolidated financial statements.

. APPROVAL BY BOARD AND MEMBHERS:onsolidated financial statements staddlo be
approved by the Board of Directobefore they aresigned on behalf of the Boardlong withits
standalone financial statements and shall also be laid before the annual general mefettieg
company along with the laying of its standalone financial statement.

. SALIENT FEATURES OF F/S OF SUBSIDIARt®& pany shall also attach along with its
financial statement, a separate statement containing the salieatures of the financial
statement of its subsidiafies) in Form AOC.

. SCH Il FORMAAccording to the Companies (Accounts) Rules, 2014, the consolidation of
financial statements of the comparshall be made in accordance with the provisions of
Schedule Iifio the Act and the applicable accounting standards. However, a company which is
not required to prepare consolidated financial statements under the Accounting Standiards
shall be sufficient if the comparmpmplies with provisions of consolidated financial statements
provided in Schedule bf the Act.

. EXEMPTION FROM CHB8wever, therequirement related to preparation of consolidated
financialstatementsshallnot apply to a companiyf it meets the following conditions:

a. CONSENT GrTHERMEMBERSH is a whollyowned subsidiaryoris a partiallyowned
subsidiaryof another company andll its other membersincluding those not otherwise
entitled to vote,having been intimated in writingnd for which the proof of delivery of
such intimation is available with the compaig, not object to the compangot
presenting consolidated financial statements

b. UNLISTED COMPANIE® a company whose securities are not listed or are not in the
process of listingn any stock exchange, whether in India or outside India and

c. CHAIN COMPANIts ultimate or any intermediate holding compaffiles consolidated
financial statementsvith the Registrawhich are in compliance with the applicable
Accounting Standards.

d. BY NOTIFICATIOASs per section 148) of the Companies Act, 2013, the Central
Government mayon its own or on an application by a class or classes of compdnyies
notification,exempt any class alasses of companies from complying with any of the
requirements of section 128r the rules made thereunder, if it is considered necessary
to grant such exemption in the public interest and any such exemption may be granted
either unconditionally or subject to such conditioas may be specified in the
notification.

. INVESTMENT ENTITY:

a. An investment entityneed not present consolidated financial statemeifts is required,
in accordance with paragraph 31 of Ind AS 1@0neasure all of its subsidiaries at fair
value through profit or loss

b. Aparent shall determinevhether it isan investment entity
MEANINGAnN investment entity is an entity that:

2Q7
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i. Obtainsfunds from one or more investofsr the purpose of providing those
investor(s) with investment management services
ii. Commits to itsinvestor(s) that its business purpose is to invest fusalsly for
returns from capital appreciation, investment income, or both and
iii. Measures angvaluates the performance of substantiadly of its investments on
afair value basis
d. However, as per paragraph 33 of Ind AS pHdent of an investment entitghall
consolidate all entities that it controls, including those controlled through an investment
entity subsidiaryunless the parent itself is an investment entity

Q.NO.3.WRITE ABOUT RESPONSIBILITY OF PARENT?
ANSWER:

1. Theresponsibility for the preparatioand presentation of consolidated financial statements,

among other things, ithat of the management of the parentThis includes:

a. ldentifying componentsand including the financial information of the components

to be included in the consolidated financial statements
Where appropriatejdentifying reportable segment®r segmental reporting
Identifying related partiesind related party transactions for reporting
Obtainingaccurate and complete financial informatiéiom components
Makingappropriate consolidation adjustments.
Harmonization of accounting policiasd accounting framework and
GAAP conversignvhere applicable.

@ "0 aoo0oT

2. Apart from the above, th@arent ordinarily issues instructions to the managemehthe
component specifying theJ:r NBy G Q&  Néhatinddb fkBn¢i& yifardation of the
components to be included in the consolidated financial statements. The instructions ordinarily|
cover.

a. Theaccounting policieso be applied,
b. Satutory and otherdisclosure requirements applicable to the parent
c. The identification of and reporting oreportable segmentsand
d. Related parties and related party transactions, and a reporting timetable.
QNO42wL¢9 ! . hj¢ ' 5L¢chwQa w9{thb{L.L[L¢, Chw
STATEMENTS?
ANSWER:

1. Section 129(4) of the Companies Act, 2@dQuires that the provisions of the Aapplicable to o
the preparation, adoption and audit of tHeancial statements of a holding compasiyall, @]
mutatis mutandisapply to the consolidated financial statements

)
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