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LIST OF CHAPTERS AND MODULES 

ICAI Sl No. Our 
Material Sl 

No. 

Chapter Name [Our Chapter Name] 
Module 

 
MODULE 1 ς THESE CHAPTERS ARE EXACT COPY AND PASTE OF OLD SCHEME SYLLABUS. 

[ONLY CASE SCENARIOS AND MCQS ARE ADDED] 
[EXPECTED WEIGHTAGE 55 TO 70 MARKS] 

 

NA 1 Fundamentals [Same] Module 1 

7 2 Audit Reporting [Same] Module 1 

19 3 Professional Ethics and Liabilities of Auditor 
[Same] 

Module 1 

14A 4A Audit of Banks [Same] Module 1 

14B 4B  Audit of NBFC [Same] Module 1 

13 5 Group Audit [Same] Module 1 

16 6 Internal Audit [Same] Module 1 

15 7 Audit of PSU [Same] Module 1 

3 8 Audit Planning, Strategy and Execution 
[Same] 

Module 1 

4 9 Risk Assessment and Internal Control [Same] Module 1 

17A 10A Due Diligence [Same] Module 1 

17B 10B Investigation [Same] Module 1 

 
MODULE 2 ς THESE CHAPTERS ARE COPIED FROM CA INTER AUDIT AND PRONOUNCEMENTS 

AND MINOR CHANGES TO EXISTING CHAPTERS CONTINUED. 
[IN ADDITION CASE SCENARIOS AND MCQS ARE ADDED] 

[EXPECTED WEIGHTAGE 25 TO 40 MARKS] 
 

2 11 GAAP& Auditor Responsibility [Standards on 
Auditing] 

Module 2 

4 11 Materiality [Standards on Auditing] Module 2 

5 11 Audit Evidence [Standards on Auditing] Module 2 

6 11 Completion and Review [Standards on 
Auditing] 

Module 2 
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1 11 Quality Control [Standards on Auditing] Module 2 

17C 12 Forensic Accounting [Same] Module 2 

12 13 Digital Audit and Assurance [Same] Module 2 

 
MODULE 3 ς THESE CHAPTERS ARE NEWLY ADDED IN NEW SCHEME! 

[IN ADDITION CASE SCENARIOS AND MCQS ARE ADDED] 
[EXPECTED WEIGHTAGE 30 MARKS] 

 

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 Other 
Assurance 

Module 3 

18 18 SDG & ESC Assurance Module 3 

  QUESTION BANKS   

 Section 1 Question Bank on Standards on Auditing 
[Chapter 2 & 11] 

QB Part 1 Book 

  

Section 2 

 

Question Bank on Other Assurances and 
Related Services [Chapter 14 to 17] 

 

QB Part 2 Book 

 
 Question Bank on Other Chapters [Chapter 3 

to 13 & 18] 

  a/vΩǎ ŀƴŘ /!{9 {/!b9wLhΩǎ  

 Section 1 bƻǊƳŀƭ a/vΩǎ 
a/vΩǎ .ƻƻƪ 

 Section 2 Case .ŀǎŜŘ a/vΩǎ 
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CROSS REFERENCING SM AND OUR MATERIAL 

Chapter 

No.  

Chapter Name Topic Covered Chapter in which the SAME is 

covered in Our Material 

1 Quality Control   

  1. SQC Full standard with 

Full content 

Chapter 11 ς Standards on 

Auditing 

  2. SA 220 Full Content Chapter 11 ς Standards on 

Auditing 

  3. Basic view of Peer 

review and Quality 

review and NFRA Review 

Chapter 11 ς Standards on 

Auditing 

2 GAAP & Auditors 

Responsibility 

  

  1. SA 240 [Copied from CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

  2. SA 250 Full Content Chapter 11 ς Standards on 

Auditing 

  3. SA 260 Full Content Chapter 2 ς Audit Reporting 

  4. SA 299 Full Content Chapter 2 ς Audit Reporting 

  5. SA 402 Full Content 

[Newly added] [Earlier 

as part of 

Pronouncement] 

Chapter 11 ς Standards on 

Auditing 

3 Audit Planning, 

Strategy and 

Execution 

  

 [100% SAME AS OLD 

SCHEME] 

1. SA 300 Content Chapter 8 ς Audit Planning, 

Strategy and Execution 

  2. SA 600 Full Content Chapter 2 ς Audit Reporting 

  3. SA 610 Full Content Chapter 2 ς Audit Reporting 

  4. SA 620 Full Content Chapter 2 ς Audit Reporting 
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  5. SA 540 Full Content Chapter 11 ς Standards on 

Auditing 

  6. SA 520 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

4 Materiality, Risk 

Assessment and 

Internal Control 

  

 [100% SAME AS OLD 

SCHEME] 

1. SA 315 Full Content 

[Same as Old scheme as 

it is]  

Chapter 9 ς Risk Assessment and 

Internal Control 

  2. SA 320 [Refer CA Inter 

Material] 

Chapter 11 ς Standards on 

Auditing 

  3. SA 330 [Refer CA Inter 

Material] 

Chapter 11 ς Standards on 

Auditing 

5 Audit Evidence   

  1. SA 500 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

  2. SA 501 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

  3. SA 505 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

  4. SA 510 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

  5. SA 530 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 

  6. SA 550 [Briefly Covered] 

[Exists in depth in CA 

Inter] 

Chapter 11 ς Standards on 

Auditing 
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6 Completion and 

Review 

  

  1. SA 560 [Briefly Covered] Chapter 11 ς Standards on 

Auditing 

  2. SA 570 [Briefly Covered] Chapter 2 ς Audit Reporting 

  3. SA 580 [Briefly Covered] Chapter 11 ς Standards on 

Auditing 

7 Reporting   

 [100% SAME AS OLD 

SCHEME] 

1. SA 700 [Full Content] Chapter 2 ς Audit Reporting 

  2. SA 701 [Full Content] Chapter 2 ς Audit Reporting 

  3. SA 705 [Full Content] Chapter 2 ς Audit Reporting 

  4. Brief LODR Regulation 

on Resignation of 

Auditor 

Discussed in Question Bank 

  5. SA 706 [Full Content] Chapter 2 ς Audit Reporting 

  6. SA 710 [Full Content] Chapter 2 ς Audit Reporting 

  7. SA 720 [Full Content] Chapter 2 ς Audit Reporting 

  8. CARO 2020 Chapter 2 ς Audit Reporting 

  9. Other Sec 143 Reporting Chapter 2 ς Audit Reporting 

  10. Fraud Reporting Sec 143 

(12) 

Chapter 2 ς Audit Reporting 

  11. Miscellaneous Topics Chapter 2 ς Audit Reporting 

8 Specialised Area COMPLETELY NEWLY 

ADDED 

Chapter 14 ς Specialised Areas 

9 Audit-Related 

Services 

COMPLETELY NEWLY 

ADDED 

Chapter 15 ς Audit-Related 

Services 

10 Review of Financial 

Information 

COMPLETELY NEWLY 

ADDED 

Chapter 16 ς Review of Financial 

Information 
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11 Prospective Financial 

Information and 

Other Assurance 

COMPLETELY NEWLY 

ADDED 

Chapter 17 ς Prospective 

Financial Information and Other 

Assurance 

12  Digital Audit and 

Assurance 

SUBSTANTIALLY MODIFIED 

[Old scheme Automated 

Environment] 

Chapter 13 ς Digital Audit and 

Assurance 

13 Group Audit  100% SAME AS OLD 

{/I9a9 ά/ƻƴǎƻƭƛŘŀǘŜŘ 

Financial Statements 

/ƘŀǇǘŜǊΩ 

Chapter 5 ς Group Audits 

14 Audit of Banks and 

b.C/Ωǎ  

100% SAME AS OLD 

SCHEME 

 

Chapter 4 ς Audit of Banks and 

b.C/Ωǎ 

15 Overview of PSU 

Audits  

100% SAME AS OLD 

SCHEME 

Chapter 7 ς PSU Audit 

16 Internal Audit  100% SAME AS OLD 

SCHEME 

Chapter 6 ς Internal Audit 

17A Due Diligence  100% SAME AS OLD 

SCHEME 

Chapter 10A ς Due Diligence 

17B Investigation  100% SAME AS OLD 

SCHEME 

Chapter 10B ς Investigation 

17C Forensic Accounting 

[Minor Changes] 

Minor Changes Chapter 12 ς Forensic 

Accounting 

18 SDG & ESC Assurance COMPLETELY NEWLY 

ADDED 

Chapter 18 ς SDG & ESC 

Assurance 

19 Professional Ethics 

and Liabilities of 

Auditor  

100% SAME AS OLD 

SCHEME 

Chapter 3 ς Professional Ethics 

and Liabilities of Auditor  
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1. FUNDAMENTALS OF AUDITING 
 

1. BOOKS OF ACCOUNTS: 

!ǎ ǇŜǊ ŎƻƳǇŀƴƛŜǎ ŀŎǘΣ нлмо άōƻƻƪǎ ƻŦ ŀŎŎƻǳƴǘέ as defined in Section 2(13) includes records 

maintained in respect of: 

¶ all sums of money received and expended by a company and matters in relation to which the 

receipts and expenditure take place. 

¶ all sales and purchases of goods and services by the company. 

¶ the assets and liabilities of the company; and 

¶ The items of cost as may be prescribed under section 148. 

 

2. FINANCIAL STATEMENTS: 

a) Definition as per SA 200: 

A structured representation of historical financial information, including related notes, 

ƛƴǘŜƴŘŜŘ ǘƻ ŎƻƳƳǳƴƛŎŀǘŜ ŀƴ ŜƴǘƛǘȅΩǎ ŜŎƻƴƻƳƛŎ ǊŜǎƻǳǊŎŜǎ ƻǊ ƻōƭƛƎŀǘƛƻƴǎ ŀǘ ŀ Ǉƻƛƴǘ ƛƴ ǘƛƳŜ ƻǊ 

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.  

b) Definition as per Companies Act: Financial statements includes the following: 

¶ Profit and Loss account or Income and Expenditure account 

¶ Balance Sheet 

¶ Cash flow Statement 

¶ Statement of change in equity, if applicable 

¶ Any explanatory notes annexed to or forming part of financial statements. 

 

c) USERS OF FINANCIAL STATEMENTS: 

Users Purpose 

Management  For day-to-day decision-making and performance evaluation. 

Proprietor / 

shareholders 

To analyse performance, profitability and financial position. 

Note: Prospective investors are interested in the track record of the 

company. 

Lenders - banks & 

fin. Institutions 

To determine the financial position and strength of the Company, Debt 

Service Coverage, etc. 

Suppliers To determine the credit worthiness of the company. 
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Customers To know the general business viability before entering into long-term 

contracts and arrangements. 

Government ¶ To ensure prompt collection of Direct and Indirect Tax revenues. 

¶ To evaluate performance and contribution to social objectives. 

Research scholars For study, research and analysis purpose. 

Employees Job security, bonus. 

 

3. APPLICABLE FINANCIAL REPORTING FRAMEWORK:         

In view of the nature of the entity and the objective of the financial statements, the framework 

adopted by management for preparation and presentation of the financial statements is known as 

AFRFW. 

In other words, a financial reporting framework is nothing but, set of rules and regulations that 

are to be followed for preparation and presentation of financial statements. 

E.g.: For a company the AFRFW is SCH-III and Accounting standards. 

 

4. GENERAL PURPOSE FINANCIAL STATEMENTS (GPFS):      

    

If the F/S are prepared in accordance with General Purpose Framework (GPFW) then they are 

called as GPFS. 

5. SPECIAL PURPOSE FINANCIAL STATEMENTS (SPFS): 

Financial statements prepared in accordance with a special purpose framework. 

In other words, if the financial statements are prepared as per the requirement of a specific user, 

then they are known as SPFS. 

 

6. GENERAL PURPOSE FRAMEWORK: 

A financial reporting framework designed to meet the common financial information needs of a 

wide range of users. (Framework may be understood as Rules and Regulations) 

Characteristics of GPFW: 

¶ Fundamental accounting assumptions are used in this type of framework. 

¶ Compliance with GAAP. 

¶ Accounting standards as per AFRFW. 

¶ Annual Preparation Periodically. 

Further this financial reporting framework may be a Compliance Framework (or) a Fair 

Presentation Framework. 

 

7. COMPLIANCE FRAMEWORK (CFW): 
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¶ It refers to a framework where F/S are prepared and presented in accordance with the 

requirements of such framework without any deviation.  

¶ ¢ƘŜ ǿƻǊŘǎ ά¢ǊǳŜ ŀƴŘ CŀƛǊ ±ƛŜǿέ Řƻ ƴƻǘ ŀǇǇŜŀǊ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƛƴ ǘƘƛǎ ǘȅǇŜ ƻŦ 

framework. 

¶ E.g.: Most of the special purpose financial statements are prepared as per compliance 

framework. 

 

8. FAIR PRESENTATION FRAMEWORK: 

¶ 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 the requirements of such framework (Explicitly / Implicitly) 

or  

B. May deviate ŦǊƻƳ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘ ƻŦ ǘƘŜ ŦǊŀƳŜǿƻǊƪέ ǎƻ ŀǎ ǘƻ ŀŎƘƛŜǾŜ ŦŀƛǊ ǇǊŜǎŜƴǘŀǘƛƻƴΦ 

(Explicitly) 

C. The words true and fair view appears only in this type of framework. 

E.g.: Most of the general-purpose financial statements are prepared as per fair presentation 

framework. 

 

9. LEGAL FORM: 

There are several types of legal forms in which people ordinarily conduct businesses. This is similar 

ǘƻ άtŜǊǎƻƴέ 5ŜŦƛƴƛǘƛƻƴ under Income Tax. 

The following are the various types of legal forms: 

¶ Proprietorship firm 

¶ Partnership firm 

¶ Limited Liability Partnership 

¶ Society and 

¶ Company 

¶ AOP or BOI 

¶ Any other artificial Judicial Person. 

 

10. MISSTATEMENT: 

A difference between the Amount, Classification, Presentation, Or Disclosure of a reported 

financial statement item AND the Amount, Classification, Presentation, Or Disclosure that is 

required as per applicable financial reporting framework.  

Misstatements can arise from error or fraud. 
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11. FRAUD: 

An intentional act by 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 advantage. 

a) FRAUDULENT FINANCIAL REPORTING: 

It involves intentional misstatements, including omissions of amounts or disclosures in 

financial statements, to deceive financial statement users. Either Overstatement or 

understatement of performance / position. 

b) MISAPPROPRIATION OF ASSETS: 

Involves the ǘƘŜŦǘ ƻŦ ŀƴ ŜƴǘƛǘȅΩǎ ŀǎǎŜǘǎ and is often perpetrated by employees in relatively 

small and immaterial amounts. Also, it involved misuse of resources. 

 

 

12. ERROR: 

¢ƘŜ ǘŜǊƳ άŜǊǊƻǊέ ǊŜŦŜǊǎ ǘƻ ǳƴƛƴǘŜƴǘƛƻƴŀƭ ƳƛǎǘŀƪŜǎ ƛƴ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ǎǳŎƘ ŀǎΥ 

¶ Clerical errors, like errors of omission, errors of commission, errors of duplication and 

compensating errors. 

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

¶ From the point of view of audit these errors are two types namely ς Self revealing errors 

(Apparent on record and easily identifiable) and non-self-revealing errors (Not apparent and 

require additional efforts to detect them). 

 

13. MEANING OF AUDIT: 

An audit is an independent examination of 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 to express an opinion thereon. 

 

14. OBJECTIVE OF THE AUDIT/AUDITOR: 

To express opinion (Audit Report) on financial statements:  

¶ Whether the financial statements are free from material misstatements and 

¶ Whether they are prepared as per Applicable Financial Reporting Framework. 

 

15. AUDITOR: 

ά!ǳŘƛǘƻǊέ ƛǎ ǳǎŜŘ ǘƻ ǊŜŦŜǊ ǘƻ ǘƘŜ person or persons conducting the audit, usually the engagement 

partner or other members of the engagement team, or the firm. 
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When it comes to acceptance of Responsibility or being accountable to regulatory authorities then 

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 
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2. AUDIT REPORTING 
[(COVERING SA 700, 701, 705, 706, 710, 720, 299, 600, 610, 620, 570 & 260 AND REPORTING 

REQUIREMENTS U/S 143 OF COMPANIES ACT 2013 INCLUDING CARO, 2020)] 

PART ς I (REPORTING STANDARDS) 

SA 700 ς FORMING OF AN OPINION AND REPORTING ON 

FINANCIAL STATEMENTS 

A. OBJECTIVES OF THE AUDITOR UNDER SA- 700: 

The objectives of the auditor are: 

a. To form an opinion on the financial statements based on the conclusions drawn from audit 

evidence obtained; and 

b. To express an opinion on the financial statements through a written report, known as 

!ǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ 

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 opinion on whether the financial statements are prepared, in all 

material respects, in accordance with the applicable financial reporting framework.  

2. In order to form that opinion, the auditor shall obtain reasonable assurance about whether 

the financial statements as a whole are free from material misstatement whether due to 

fraud or error.  

3. Further, when the financial statements are prepared in accordance with a fair presentation 

framework, the auditor shall also evaluate as to whether the financial statements achieve 

fair presentation by considering: 

a. The overall presentation, structure and content of the financial statements and 

b. Whether the financial statements, including the related notes, represent the 

underlying transactions and events in a manner that achieves fair presentation. 

In other words, the auditor shall express an unmodified opinion when the auditor concludes that 

the financial statements are prepared, in all material respects, in accordance with the applicable 

financial reporting framework. 

 

C. DEFINITIONS: 

Unmodified opinion: 
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When the auditor concludes that the financial statements are free from material misstatements (i.e., give a 

true and fair view) and are also prepared in accordance with the applicable financial reporting framework, 

then he shall express an unmodified opinion which is also known as Unqualified Opinion or Clean Opinion. 

Unmodified opinion indicates: 

1. The auditor has obtained sufficient appropriate evidence. 

2. The financial statements disclosed all relevant information as required by law or regulatory. 

3. The accounting policies and changes therein are adequately disclosed in the financial 

statements. 

4. The financial statements are prepared as per applicable financial reporting framework.\  

 

D. EVALUATIONS TO BE MADE BY AUDITOR:  

The auditor shall evaluate whether the financial statements are prepared in accordance with the 

applicable financial reporting framework. 

While evaluating the auditor shall also consider: 

1. QUALITATIVE ASPECTS OF ENTITIES ACCOUNTING PRACTICES: 

a) Management makes a number of judgments about the amounts and disclosures in the 

financial statements. 

b) Further while evaluating accounting systems, the auditor may find existence of 

management bias and lack of neutrality over accounting practices. 

c) These situations may cast significant doubt on reliability of financial statements which 

may be materially misstated. 

d) The indicators of management bias or lack of neutrality are as follows: 

i) Selective correction of misstatements brought to the notice of management by 

auditor. 

E.g.: Correcting only those misstatements which increases reported earnings and 

ignoring the other misstatements that decrease the earnings. 

ii) Possible management bias over selecting appropriate accounting estimates. 

iii) Frequent changes in accounting policies without 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 statements adequately disclose the significant accounting policies 

selected and applied. 

d. Whether the accounting policies selected and are applied consistently and also check 

they are in accordance with the applicable financial reporting framework and are 

appropriate. 
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e. Whether the accounting estimates made by management are reasonable. 

f. Whether the information presented in the financial statements is relevant, reliable, 

comparable, and understandable and not misleading. 

g. Whether the terminology used in the financial statements, including the title of each 

assertion in financial statements, are appropriate. 

 

E. WHEN IS A MODIFIED OPINION ISSUED? 

a. If the auditor concludes that based on the Sufficient and appropriate audit evidence 

obtained, the financial statements as a whole are NOT free from material misstatement; or 

b. Is unable to obtain sufficient appropriate audit evidence to conclude that the financial 

statements as a whole are free from material misstatement. 

 

F. /hb¢9b¢{ hC ¢I9 !¦5L¢hwΩ{ w9thw¢Υ 

1. Title 

2. Addressee (GPFS - Members and in case of SPFS - BOD) 

3. Opinion Para [Refer G 1] 

4. Basis for Opinion [Refer G 2] 

5. Material Uncertainty related to Going Concern (SA 570) 

6. Key Audit Matters (SA 701) 

7. Emphasis of Matter Paragraph (SA 706) 

8. Other Matter Paragraph (SA 706) 

9. Other Information (SA 720) 

10. Responsibilities of Management for the Financial Statements [Covered in SA 210] 

11. !ǳŘƛǘƻǊΩǎ wŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŦƻǊ ǘƘŜ !ǳŘƛǘ ƻŦ ǘƘŜ Financial Statements [QB] [Refer G 4] 

12. *Report on Other Legal and regulatory requirements (E.g., CARO, 2020) [Refer G 5] 

13. Signature of the Auditor [Refer G 6] 

14. Place of Signature [Ordinarily the city where the audit report is signed] 

15. 5ŀǘŜ ƻŦ ǘƘŜ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘ [Refer G 7] 

16. UDIN (Unique Document Identification Number w.e.f.1st July 2019) [The requirement to 

mention UDIN is applicable both for manually and digitally signed reports/certificates 

including certificates uploaded online.] 

 

Note:  

Refer Formats of Audit Reports on Various situations in ICAI SM [Edition 2023 ς Page 7.73 to 

7.91] 

 

Applicable as per the relevant 

standard 
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Also, For Format of Auditors report prescribed by Law or Regulation is NOT Covered in our 

material. Refer ICAI SM [2023 Edition ς Pg. 7.18] [Not required from Exam Viewpoint] 

 

G. DETAILED EXPLANATION TO FEW CONTENTS OF AUDIT REPORT: 

1. htLbLhb t!w!Dw!tI κ !¦5L¢hwΩ{ htLbLhbΥ The opinion section shall mention the 

following: 

a. Identify the entity whose financial statements have been audited 

b. State that the financial statements have been audited (Not in case of Disclaimer of 

Opinion) 

c. Identify the title of each statement comprising the financial statements. 

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

e. Specify the date of, or period covered by, each financial statement comprising the 

financial statements. 

WORDINGS OF UNMODIFIED OPINION: [Refer Illustrations in ICAI Pronouncements SA 700] 

a. FAIR PRESENTATION FRAMEWORK: When expressing an unmodified opinion on 

financial statements prepared in accordance with a fair presentation framework, the 

ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ ǎƘŀƭƭΣ ǳƴƭŜǎǎ ƻǘƘŜǊǿƛǎŜ ǊŜǉǳƛǊŜŘ ōȅ ƭŀǿ ƻǊ ǊŜƎǳƭŀǘƛƻƴΣ ǳǎŜ ƻƴŜ ƻŦ ǘƘŜ 

following phrases, which are regarded as being equivalent: 

i. In our opinion, the accompanying financial statements present fairly, 

ƛƴ ŀƭƭ ƳŀǘŜǊƛŀƭ ǊŜǎǇŜŎǘǎΣ ώΧϐ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ώǘƘŜ ŀǇǇƭƛŎŀōƭŜ ŦƛƴŀƴŎƛŀƭ 

reporting framework] or 

ii. In our opinion, the accompanying financial statements give a true and 

ŦŀƛǊ ǾƛŜǿ ƻŦ ώΧϐ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ώǘƘŜ applicable financial reporting 

framework]. 

b. COMPLIANCE FRAMEWORK: When expressing an unmodified opinion on financial 

ǎǘŀǘŜƳŜƴǘǎ ǇǊŜǇŀǊŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ŀ ŎƻƳǇƭƛŀƴŎŜ ŦǊŀƳŜǿƻǊƪΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

opinion shall be that the accompanying financial statements present fairly are 

prepared, in all material respects, in accordance with [the applicable financial 

reporting framework]. 

c. LŦ ǘƘŜ ǊŜŦŜǊŜƴŎŜ ǘƻ ǘƘŜ ŀǇǇƭƛŎŀōƭŜ ŦƛƴŀƴŎƛŀƭ ǊŜǇƻǊǘƛƴƎ ŦǊŀƳŜǿƻǊƪ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

opinion is not to Accounting StandardsΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ shall identify the origin 

of such other framework. [E.g., In Company audit report ς we refer Companies act, 

2013] 

2. BASIS FOR OPINION PARAGRAPH: 

a. States that the audit was conducted as per standards on auditing. 

b. Refers to the ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǘƘŀǘ ŘŜǎŎǊƛōŜǎ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ 

under the SAs. 

c. Includes a statement that the auditor is independent of the entity in accordance with the 
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relevant ethical requirements relating to the audit and has fulfilled the ŀǳŘƛǘƻǊΩǎ ƻǘƘŜǊ 

ethical responsibilities in accordance with these requirements. The statement shall refer to 

the Code of Ethics issued by ICAI. 

d. Statement as to whether the auditor has obtained sufficient appropriate audit evidence 

for the opinion expressed by him. 

 

3. RESPONSIBILITIES FOR FINANCIAL STATEMENTS: 

wŜŦŜǊ ǘƻ άtǊŜŎƻƴŘƛǘƛƻƴǎ ǘƻ ŀǳŘƛǘέ ǳƴŘŜǊ {! нмл - Given in First chapter. 

 

4. AUDITORS RESPONSIBILITIES FOR AUDIT OF FINANCIAL STATEMENTS: 

 

 

5. OTHER REPORTING RESPONSIBILITIES: [NOT REQUIRED FROM EXAM VIEWPOINT] 

a. SEPARATE SECTION: If the auditor addresses other reporting responsibilities in the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƻƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ǘƘŀǘ ŀǊŜ ƛƴ ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

responsibilities under the SAs, these other reporting responsibilities shall be addressed in 

a separate section ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǿƛǘƘ ŀ ƘŜŀŘƛƴƎ ǘƛǘƭŜŘ άwŜǇƻǊǘ ƻƴ hǘƘŜǊ [ŜƎŀƭ 

ŀƴŘ wŜƎǳƭŀǘƻǊȅ wŜǉǳƛǊŜƳŜƴǘǎέ ƻǊ otherwise as appropriate to the content of the section, 

unless these other reporting responsibilities address the same topics as those presented 

under the reporting responsibilities required by the SAs in which case the other reporting 

responsibilities may be presented in the same section as the related report elements 

required by the SAs. 

b. DIFFERENTIATION: If other reporting responsibilities are presented in the same section 

ŀǎ ǘƘŜ ǊŜƭŀǘŜŘ ǊŜǇƻǊǘ ŜƭŜƳŜƴǘǎ ǊŜǉǳƛǊŜŘ ōȅ ǘƘŜ {!ǎΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ shall clearly 

differentiate the other reporting responsibilities from the reporting that is required by 

the SAs. 

c. REPORT ON AUDIT OF F/S: If ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ Ŏƻƴǘŀƛƴǎ ŀ ǎŜǇŀǊŀǘŜ ǎŜŎǘƛƻƴ that 

addresses other reporting responsibilities, the requirements of this SA shall be included 

ǳƴŘŜǊ ŀ ǎŜŎǘƛƻƴ ǿƛǘƘ ŀ ƘŜŀŘƛƴƎ άwŜǇƻǊǘ ƻƴ ǘƘŜ !ǳŘƛǘ ƻŦ ǘƘŜ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎΦέ ¢ƘŜ 

άwŜǇƻǊǘ ƻƴ hǘƘŜǊ [ŜƎŀƭ ŀƴŘ wŜƎǳƭŀǘƻǊȅ wŜǉǳƛǊŜƳŜƴǘǎέ ǎƘŀƭƭ Ŧƻƭƭƻǿ ǘƘŜ άwŜǇƻǊǘ ƻƴ ǘƘŜ 

!ǳŘƛǘ ƻŦ ǘƘŜ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎΦέ 

LOCATION OF DESCRIPTION OF AUDITORS 
RESPONSIBILITES

(a) Within the body of 
ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ

όōύ ²ƛǘƘƛƴ ŀƴ ŀǇǇŜƴŘƛȄ ǘƻ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 
ǊŜǇƻǊǘΣ ƛƴ ǿƘƛŎƘ ŎŀǎŜ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report shall include a reference to the 
location of the appendix or

όŎύ .ȅ ŀ ǎǇŜŎƛŦƛŎ ǊŜŦŜǊŜƴŎŜ ǿƛǘƘƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 
report to the location of such a description on a 
website of an appropriate authority, where law, 
regulation or the auditing standards expressly 

permit the auditor to do so.
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6. SIGNATURE OF THE AUDITOR:  

a. PERSONAL NAME: ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘŀƭƭ ōŜ ǎƛƎƴŜŘΦ ¢ƘŜ report is signed by the 

auditor (i.e., the engagement partner) in his personal name.  

b. FIRM NAME: Where the firm is appointed as the auditor, the report is signed in the 

personal name of the auditor and in the name of the audit firm.  

c. MRN: The partner/proprietor signing the audit report also needs to mention the 

membership number assigned by the Institute of Chartered Accountants of India.  

d. FRN: They also include the registration number of the firm, wherever applicable, as 

allotted by ICAI, in the audit reports signed by them. The report is to be signed by the 

maker of the report.  

e. SEC. 145: Under Section 145 read with Section 141(2) of the Companies Act, 2013, only 

the person appointed as an auditor of the company or, where a firm is so appointed, only 

the partner in the firm who is a chartered accountant, Ƴŀȅ ǎƛƎƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ or 

sign or authenticate any other document of the company required by law to be signed or 

authenticated by the auditor. 

 

7. 5!¢9 hC ¢I9 !¦5L¢hwΩ{ w9thw¢Υ  

¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘŀƭƭ ōŜ ŘŀǘŜŘ NO EARLIER THAN the date on which the auditor has 

obtained sufficient appropriate audit evidence ƻƴ ǿƘƛŎƘ ǘƻ ōŀǎŜ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ ƻƴ ǘƘŜ 

financial statements, including evidence that: 

a. All the statements that comprise the financial statements, including the related notes, 

have been prepared and 

b. APPROVAL OF F/S: Those with the recognized authority have asserted that they have 

taken responsibility for those financial statements. 

In other words, The auditors report date shall be only on or after obtaining sufficient and 

appropriate evidence and on or after Approval of F/s by competent authority. 

 

H. !¦5L¢hwΩ{ w9thw¢ Chw !¦5L¢{ /hb5¦/¢95 Lb !//hw5!b/9 ²L¢I .h¢I {¢!b5!w5{ hb 

AUDITING ISSUED BY ICAI AND INTERNATIONAL STANDARDS ON AUDITING OR AUDITING 

STANDARDS OF ANY OTHER JURISDICTION: 

 

COVERED AS PART OF QUESTION BANK [NOT IMP FROM EXAMS VIEWPOINT] 

 

I. SUPPLEMENTARY INFORMATION ALONG WITH FINANCIAL STATEMENTS: 

 

1. If supplementary information that is not required by the applicable financial reporting 

framework is presented with the audited financial statements, the auditor shall evaluate 
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whetherΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǇǊƻŦŜǎǎƛƻƴŀƭ ƧǳŘƎƳŜƴǘ whether such supplementary information is 

an integral part of the financial statements due to its nature or how it is presented.  

a. INTEGRAL PART: When it is an integral part of the financial statements, the 

supplementary information shall be covered ōȅ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ. 

 

b. NOT AN INTEGRAL PART:  

i. The auditor shall evaluate whether such supplementary information is 

presented in a way that sufficiently and clearly differentiates it from the 

audited financial statements.  

ii. If this is not the case, then the auditor shall ask management to change how 

the unaudited supplementary information is presented.  

iii. If management refuses to do so, the auditor shall identify the unaudited 

supplementary information and explain in the auditor's report that such 

supplementary information has not been audited. 

 

2. Examples of Supplementary information: 

a. INTEGRAL PART: When the notes to the financial statements include an explanation 

or the reconciliation of the extent to which the financial statements comply with 

another financial reporting framework, the auditor may consider this to be 

supplementary information that cannot be clearly differentiated from the financial 

ǎǘŀǘŜƳŜƴǘǎΦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ opinion would also cover notes or supplementary schedules 

that are cross referenced from the financial statements. 

b. NOT AN INTEGRAL PART: When an additional profit and loss account that discloses 

specific items of expenditure is disclosed as a separate schedule included as an 

appendix to the financial statements, the auditor may consider this to be 

supplementary information that can be clearly differentiated from the financial 

statements. 
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SA 701 ς COMMUNICATING KEY AUDIT MATTERS IN THE 

Lb59t9b59b¢ !¦5L¢hwΩ{ w9thw¢ 

 

A. DEFINITION OF KEY AUDIT MATTER: 

¢ƘŜ ƳŀǘǘŜǊǎ ǿƘƛŎƘ ƛƴ ŀǳŘƛǘƻǊΩǎ WǳŘƎƳŜƴǘ ŀǊŜ ƻŦ Ƴƻǎǘ ǎƛƎƴƛŦƛŎŀƴǘ ƛƴ ǘƘŜ ŀǳŘƛǘ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ 

statements of the current period and these are selected from the matters communicated with 

those charged with governance. 

 

B. PURPOSE OF KEY AUDIT MATTER (OBJECTIVE): 

1. The purpose of communicating key audit matters is to enhance the communicative value of 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ōȅ ǇǊƻǾƛŘƛƴƎ greater transparency about the audit that was performed. 

2. KAM provides additional information to the intended users of the F/S to assist them in 

understanding the entity and areas of significant matters in the professional judgment of 

auditor.  

3. /ƻƳƳǳƴƛŎŀǘƛƴƎ ƪŜȅ ŀǳŘƛǘ ƳŀǘǘŜǊǎ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛǎΥ 

a) NOT a substitute for disclosures in the financial statements that the applicable financial 

reporting framework requires management to make; 

b) NOT a substitute for the auditor expressing a modified opinion when required by the 

circumstances of a specific audit engagement in accordance with SA 705; 

c) NOT a separate opinion on individual matters. 

d) NOT a substitute for reporting in accordance with SA ς 570 ς where a material 

uncertainty there related to going concern of the entity. 

 

C. APPLICABILITY AND PROHIBITION ON KEY AUDIT MATTERS (KAM):  

1. This SA applies to audits of complete sets of general-purpose financial statements of: 

a. Listed entities and 

b. Circumstances when the auditor otherwise decides to communicate key audit 

ƳŀǘǘŜǊǎ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ and 
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c. RŜǉǳƛǊŜŘ ōȅ ƭŀǿ ƻǊ ǊŜƎǳƭŀǘƛƻƴ ǘƻ ŎƻƳƳǳƴƛŎŀǘŜ ƪŜȅ ŀǳŘƛǘ ƳŀǘǘŜǊǎ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report 

2. SA 705 prohibits the auditor from communicating key audit matters when the auditor 

disclaims an opinion on the financial statements 

 

D. FACTORS FOR DETERMINING KEY AUDIT MATTERS: 

The auditor shall determine, from the matters communicated with those charged with 

governance, those matters that required significant auditor attention in performing the audit. 

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

Matters: 

1. Areas of higher assessed risk of material misstatement or significant risks identified in 

accordance with SA 315 

2. Significant auditor judgments relating to areas in the financial statements that involved 

significant management judgment, including accounting estimates that have been identified 

as having high estimation uncertainty. 

3. The effect of significant events or transactions that occurred during the period under audit. 

Examples: (Inclusive list) 

a. Assessment of Impairment. 

b. Provision for losses and contingencies. 

c. Valuation of financial instruments. 

d. Matters relating to Revenue recognition 

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

 

E. /9w¢!Lb a!¢¢9w{ bh¢ ¢h .9 /haa¦bL/!¢95 !{ άY!aέ ώw9{¢wL/¢Lhb{ hb Y!aϐ:  

In the following circumstances the auditor shall not communicate KAM:  

a. Law or regulation prohibits such disclosure about the matter; or 

b. ¢ƘŜ ŀǳŘƛǘƻǊ ŘŜǘŜǊƳƛƴŜǎ ǘƘŀǘ ǘƘŜ ƳŀǘǘŜǊ ǎƘƻǳƭŘ ƴƻǘ ōŜ ŎƻƳƳǳƴƛŎŀǘŜŘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ 

because of the possible adverse consequences. 

c. If the auditor concluded that the matter is highly confidential or sensitive at the interest of 

the company. 
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WORDINGS IN AUDITORS REPORT 

 

  

1. The auditor shall describe each key audit matter, using an appropriate 

ǎǳōƘŜŀŘƛƴƎΣ ƛƴ ŀ ǎŜǇŀǊŀǘŜ ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǳƴŘŜǊ ǘƘŜ ƘŜŀŘƛƴƎ 

άYŜȅ !ǳŘƛǘ aŀǘǘŜǊǎέΦ ²Ƙŀǘ ǿƻǳƭŘ ǘƘŜ ƛƴǘǊƻŘǳŎǘƻǊȅ ƭŀƴƎǳŀƎŜ ƛƴ ǘƘƛǎ ǎŜŎǘƛƻƴ ƻŦ 

ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎǘŀǘŜΦ 

Also, state the purpose of communicating key audit matters. 

ANSWER: 

Key audit matters are those matters that, in our professional judgment, were of most 

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 as a 

whole, and in forming our opinion thereon, and we do not provide a separate opinion 

on these matters. (Not relevant from exam perspective) 

Also write about purpose of KAM. 

 

2. ¢ƘŜ ŦƻƭƭƻǿƛƴƎ ƛƭƭǳǎǘǊŀǘŜǎ ǘƘŜ ǇǊŜǎŜƴǘŀǘƛƻƴ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛŦ ǘƘŜ ŀǳŘƛǘƻǊ 

has determined there are no key audit matters to communicate: 

ANSWER: 

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

or Material Uncertainty Related to Going Concern section,] We have determined that 

there are no [other] key audit matters to communicate in our report.] 
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SA 705 ς MODIFICATIONS TO THE OPINION IN THE INDEPENDENT 

AUDITORS REPORT 

A. OBJECTIVE OF THE AUDITOR / /Lw/¦a{¢!b/9{ ²I9b ! ah5LCL/!¢Lhb ¢h ¢I9 !¦5L¢hwΩ{ 

OPINION IS REQUIRED: 

The objective of the auditor is to express clearly an appropriately modified 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 are not free from material misstatement; or 

b. The auditor is unable to obtain sufficient appropriate audit evidence to conclude that the 

financial statements as a whole are free from material misstatement. 

 

B. DIFFERENT TYPES OF MODIFIED OPINIONS: The decision 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 

ii) Inability to obtain audit evidence for material items of financial statements. 

b) !ǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘ ŀōƻǳǘ ǇŜǊǾŀǎƛǾŜƴŜǎǎ ƻŦ ŜŦŦŜŎǘǎ ƻǊ possible effects of matters related to financial 

statements. 

 

1. QUALIFIED OPINION: 

The auditor shall express a qualified opinion when: 

a. The auditor, having obtained sufficient appropriate audit evidence, concludes that 

misstatements, individually or in the aggregate, are material, but NOT pervasive, to the 

financial statements or 

b. The auditor is unable to obtain sufficient appropriate audit evidence on which to base 

the opinion, but the auditor concludes that the possible effects on the financial 

statements of undetected misstatements, if any, could be material but NOT pervasive. 

2. ADVERSE OPINION: 

The auditor, having obtained sufficient appropriate audit evidence, concludes that 

misstatements, individually or in the aggregate, are BOTH material AND pervasive, to the 

financial statements 

3. DISCLAIMER OF OPINION: 

The auditor is unable to obtain sufficient appropriate audit evidence on which to base the 

opinion, but the auditor concludes that the possible effects on the financial statements of 

undetected misstatements, if any, could be BOTH material AND pervasive. 

NOTE: The auditor shall disclaim an opinion when, in extremely rare circumstances involving 

multiple uncertainties, the auditor concludes that, notwithstanding having obtained 
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sufficient appropriate audit evidence regarding each of the individual uncertainties, it is not 

possible to form an opinion on the financial statements due to the potential interaction of 

the uncertainties and their possible cumulative effect on the financial statements. [if auditor 

concludes that the evidence obtained in unreliable] 

 

C. MEANING OF PERVASIVE EFFECTS: 

tŜǊǾŀǎƛǾŜ ŜŦŦŜŎǘǎ ƻƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŀǊŜ ǘƘƻǎŜ ǘƘŀǘΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘΥ 

a. Are not confined (limited) to specific elements, accounts or items of the financial 

statements. 

b. If so confined, represent or could represent a substantial proportion of the financial statements 

or 

c. In relation to disclosures, are ŦǳƴŘŀƳŜƴǘŀƭ ǘƻ ǳǎŜǊΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ of the financial 

statements. 

 

BELOW TABLE SHOWS DIFFERENT TYPES OF OPINIONS BASED IN DIFFERENT SITUATIONS 

SITUATION CASE MMS EXIST? PERVASIVE? OPINION 

Sufficient and appropriate 

evidence OBTAINED 

A No NA Unqualified Opinion 

B Yes No Qualified Opinion 

C Yes Yes Adverse Opinion 

SITUATION CASE 
IS IT 

MATERIAL? 

IS THE POSSIBLE 

EFFECT PERVASIVE? 
OPINION 

Sufficient and appropriate 

evidence NOT OBTAINED 

A No NA Unqualified Opinion 

B Yes No Qualified Opinion 

C Yes Yes Disclaimer Opinion 

 

Observations: 

1. Adverse Opinion arises only in a situation where Sufficient and appropriate evidence is Available. 

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

NOT Available. 

Lƴ ƻǘƘŜǊ ǿƻǊŘǎΣ άAvailability of sufficient and appropriate evidence and Disclaimer of Opinion are 

mutually exclusiveέ 

D. SPECIAL CONSIDERATIONS BEFORE EXPRESSING MODIFIED OPINION: 
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1. QUALIFIED OPINION: When the auditor expresses a qualified opinion due to a material 

misstatement in the financial statements, the auditor shall state ǘƘŀǘΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

opinion, except for the effects of the matter(s) described in the Basis for Qualified Opinion 

section:  

a. When reporting in accordance with a fair presentation framework, the 

accompanying financial statements present fairly, in all material respects (or give a 

ǘǊǳŜ ŀƴŘ ŦŀƛǊ ǾƛŜǿ ƻŦύ ώΧϐ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ώǘƘŜ ŀǇǇƭƛŎŀōƭŜ ŦƛƴŀƴŎƛŀƭ ǊŜǇƻǊǘƛƴƎ 

framework]; or  

b. When reporting in accordance with a compliance framework, the 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 auditor shall use the 

ŎƻǊǊŜǎǇƻƴŘƛƴƎ ǇƘǊŀǎŜ άŜȄŎŜǇǘ ŦƻǊ ǘƘŜ ǇƻǎǎƛōƭŜ ŜŦŦŜŎǘǎ ƻŦ ǘƘŜ ƳŀǘǘŜǊόǎύ ΦΦΦέ ŦƻǊ ǘƘŜ 

modified opinion. 

 

2. ADVERSE OPINION: When the auditor expresses an adverse opinion, the auditor shall state 

ǘƘŀǘΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴΣ ōŜŎŀǳǎŜ ƻŦ ǘƘŜ ǎƛƎƴƛŦƛŎŀƴŎŜ ƻŦ ǘƘŜ ƳŀǘǘŜǊόǎύ ŘŜǎŎǊƛōŜŘ ƛƴ ǘƘŜ 

Basis for Adverse Opinion section:  

a. When reporting in accordance with a fair presentation framework, the 

accompanying financial statements do not present fairly (or give a true and fair view 

ƻŦύ ώΧϐ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ώǘƘŜ ŀǇǇƭƛŎŀōƭŜ ŦƛƴŀƴŎƛŀƭ ǊŜǇƻǊǘƛƴƎ ŦǊŀƳŜǿƻǊƪϐΤ ƻǊ  

b. When reporting in accordance with a compliance framework, the accompanying 

financial statements have not been prepared, in all material respects, in accordance 

with [the applicable financial reporting framework]. 

 

3. DISCLAIMER OF OPINION: When the auditor disclaims an opinion due to an inability to 

obtain sufficient appropriate audit evidence, the auditor shall:  

a. State that the auditor does not express an opinion on the accompanying financial 

statements. 

b. State that, because of the significance of the matter(s) described in the Basis for 

Disclaimer of Opinion section, the auditor has not been able to obtain sufficient 

appropriate audit evidence to provide a basis for an audit opinion on the financial 

statements and  

c. Amend the statement required in SA 700 (Revised), which indicates that the financial 

statements have been audited, to state that the auditor was engaged to audit the 

financial statements. 

 

NOTE: REQUIREMENTS FOR BASIS FOR MODIFIED OPINION IS DISCUSSED AS PART OF QUESTION 

BANK. 
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E. REFERENCE IN AUDIT REPORT IN CASE OF MODIFIED OPINION: 

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

where the auditor expresses a modified opinion: 

1. In case of Qualified Opinion: 

a) Qualified Opinion 

b) Basis for Qualified Opinion 

2. In case of Adverse Opinion: 

a) Adverse Opinion 

b) Basis for Adverse Opinion 

3. In case of Disclaimer Opinion: 

a) Disclaimer Opinion 

b) Basis for Disclaimer Opinion 

F. CLARIFICATION ON EMPHASIS OF MATTER PARA IN CASE OF ADVERSE OPINION / DISCLAMER 

OF OPINION: 

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

ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŀǎ ŀ ǿƘƻƭŜΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ shall not also include an unmodified 

opinion with respect to the same financial reporting framework on a single financial statement 

or one or more specific elements, accounts or items of a financial statement. To include such an 

unmodified opinion in the same report in these circumstances ǿƻǳƭŘ ŎƻƴǘǊŀŘƛŎǘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

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

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

G. CONSEQUENCE OF AN INABILITY TO OBTAIN SUFFICIENT APPROPRIATE AUDIT EVIDENCE DUE 

TO A MANAGEMENT-IMPOSED LIMITATION AFTER THE AUDITOR HAS ACCEPTED THE 

ENGAGEMENT: 

1. REQUEST FOR REMOVAL OF LIMITATION: If, after accepting the engagement, the auditor 

becomes aware that management has imposed a limitation on the scope of the audit that 

the auditor considers likely to result in the need to express a qualified opinion or to disclaim 

an opinion on the financial statements, the auditor shall request that management remove 

the limitation. 

2. ALTERNATIVE PROCEDURES: If management refuses to remove the limitation, the auditor 

shall communicate the matter to those charged with governance, unless all of those charged 

with governance are involved in managing the entity and determine whether it is possible to 

perform alternative procedures to obtain sufficient appropriate audit evidence. 

3. REPORTING: If the auditor is unable to obtain sufficient appropriate audit evidence, the 

auditor shall determine the implications as follows:  

a. If the auditor concludes that the possible effects on the financial statements of 

undetected misstatements, if any, could be material but not pervasive, the auditor 
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shall qualify the opinion or 

b. If the auditor concludes that the possible effects on the financial statements of 

undetected misstatements, if any, could be both material and pervasive so that a 

qualification of the opinion 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 or regulation or 

ii. If withdrawal from ǘƘŜ ŀǳŘƛǘ ōŜŦƻǊŜ ƛǎǎǳƛƴƎ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛǎ not 

practicable or possible, disclaim an opinion on the financial statements. 

NOTE: When the auditor decides to withdraw before withdrawing, the auditor shall 

communicate to those charged with governance any matters regarding misstatements 

identified during the audit that would have given rise to a modification of the opinion. 
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SA 706 ς EMPHASIS OF MATTER PARAGRAPH AND OTHER 

MATTER PARAGRAPH IN THE INDEPENDENT AUDITORS REPORT 

A. DEFINITIONS: 

1. EMPHASIS OF MATTER PARAGRAPH: ! ǇŀǊŀƎǊŀǇƘ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǘƘŀǘ 

refers to a matter appropriately presented or disclosed in the financial statements that, in 

ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘΣ ƛǎ ƻŦ ǎǳŎƘ ƛƳǇƻǊǘŀƴŎŜ ǘƘŀǘ ƛǘ ƛǎ ŦǳƴŘŀƳŜƴǘŀƭ ǘƻ ǳǎŜǊǎΩ understanding 

of the financial statements. 

2. OTHER MATTER PARAGRAPH: ! ǇŀǊŀƎǊŀǇƘ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǘƘŀǘ ǊŜŦŜǊǎ ǘƻ ŀ 

matter other than those presented or disclosed in the financial statements that in ŀǳŘƛǘƻǊǎΩ 

judgment, is relevant for users understanding of the audit, ŀǳŘƛǘƻǊǎΩ responsibilities or the 

ŀǳŘƛǘƻǊΩǎ report. 

 

B. WHEN TO USE EMPHASIS OF MATTER PARAGRAPH: 

1. CONDITIONS: If the auditor considers it ƴŜŎŜǎǎŀǊȅ ǘƻ ŘǊŀǿ ǳǎŜǊǎΩ ŀǘǘŜƴǘƛƻƴ to a matter 

ǇǊŜǎŜƴǘŜŘ ƻǊ ŘƛǎŎƭƻǎŜŘ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ǘƘŀǘΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘΣ ƛǎ ƻŦ such 

importance that it is fundamental ǘƻ ǳǎŜǊǎΩ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΣ ǘƘŜ 

ŀǳŘƛǘƻǊ ǎƘŀƭƭ ƛƴŎƭǳŘŜ ŀƴ 9ƳǇƘŀǎƛǎ ƻŦ aŀǘǘŜǊ ǇŀǊŀƎǊŀǇƘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǇǊƻǾƛŘŜŘΥ 

a. The auditor would not be required to modify the opinion in accordance with SA 705 

(Revised) as a result of the matter and 

b. When SA 701 applies, the matter has not been determined to be a key audit matter 

ǘƻ ōŜ ŎƻƳƳǳƴƛŎŀǘŜŘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ  

 

2. CIRCUMSTANCES: These circumstances may include:  

a. When a financial reporting framework prescribed by law or regulation would be 

unacceptable but for the fact that it is prescribed by law or regulation.  

b. To alert users that the financial statements are prepared in accordance with a special 

purpose framework.  

c. When facts become known to the auditor ŀŦǘŜǊ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ and 

the auditor ǇǊƻǾƛŘŜǎ ŀ ƴŜǿ ƻǊ ŀƳŜƴŘŜŘ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ (i.e., subsequent events). 

d. An uncertainty relating to the future outcome of an exceptional litigation or 

regulatory action. 

e. A major catastrophe that has had, or continues to have, a significant effect on the 

ŜƴǘƛǘȅΩǎ ŦƛƴŀƴŎƛŀƭ ǇƻǎƛǘƛƻƴΦ 

 

3. RELATIONSHIP BETWEEN KAM AND EOMP ARE:  

a. KAM ŀǊŜ ǘƘƻǎŜ ǿƘƛŎƘ ƛƴ ŀǳŘƛǘƻǊǎΩ ǇǊƻŦŜǎǎƛƻƴŀƭ ƧǳŘƎŜƳŜƴǘΣ require significant 

ŀǳŘƛǘƻǊǎΩ ŀǘǘŜƴǘƛƻƴ.  

b. EOMP necessarily may not require significant attention of the auditor but are 

significant for USERS understanding of Financial ǎǘŀǘŜƳŜƴǘǎ ƛƴ ǾƛŜǿ ƻŦ ŀǳŘƛǘƻǊΩǎ 

judgement. 
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4. MANNER OF PRESENTATION OF EMPHASIS OF MATTER: 

a) LƴŎƭǳŘŜ ǘƘŜ ǇŀǊŀƎǊŀǇƘ ǿƛǘƘƛƴ ŀ ǎŜǇŀǊŀǘŜ ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǿƛǘƘ ŀƴ 

ŀǇǇǊƻǇǊƛŀǘŜ ƘŜŀŘƛƴƎ ǘƘŀǘ ƛƴŎƭǳŘŜǎ ǘƘŜ ǘŜǊƳ ά9ƳǇƘŀǎƛǎ ƻŦ aŀǘǘŜǊέ: 

i) Shall express the matter being emphasized (highlighted) and give the reference to 

such matter in the financial statements. Accordingly, this paragraph shall refer only to 

information presented or disclosed in the financial statements; and 

ii) Also state that ǘƘŜ ŀǳŘƛǘƻǊΩǎ opinion is not modified in respect of the matter 

emphasized. 

b) An Emphasis of Matter Para is not a substitute for 

i) A modified Opinion in accordance with SA 705 

ii) Disclosures in Financial statements as per AFRFW. 

iii) Reporting in accordance with SA 570 when a material uncertainty exists relating to 

entities ability to continue as a going concern. 

C. WHEN TO ISSUE OTHER MATTER PARAGRAPH Lb ¢I9 !¦5L¢hwΩ{ w9thw¢Υ 

1. If the auditor considers it necessary to communicate a matter other than those that are 

presented or disclosed in the financial statements ǘƘŀǘΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘΣ ƛǎ ǊŜƭŜǾŀƴǘ 

ǘƻ ǳǎŜǊǎΩ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ŀǳŘƛǘΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ, the 

ŀǳŘƛǘƻǊ ǎƘŀƭƭ ƛƴŎƭǳŘŜ ŀƴ hǘƘŜǊ aŀǘǘŜǊ ǇŀǊŀƎǊŀǇƘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǇǊƻǾƛŘŜŘΥ 

a. This is not prohibited by law or regulation and 

b. When SA 701 applies, the matter has not been determined to be a key audit matter 

ǘƻ ōŜ ŎƻƳƳǳƴƛŎŀǘŜŘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ 

2. MANNER OF PRESENTATION: When the auditor includes an Other Matter paragraph in the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǘƘŜ ŀǳŘƛǘƻǊ shall include the paragraph within a separate section with the 

ƘŜŀŘƛƴƎ άhǘƘŜǊ aŀǘǘŜǊΣέ ƻǊ ƻǘƘŜǊ ŀǇǇǊƻǇǊƛŀǘŜ ƘŜŀŘƛƴƎΦ 

 

D. COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE: 

If the auditor expects to include an Emphasis of Matter or an Other Matter paragraph in the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǘƘŜ ŀǳŘƛǘƻǊ shall communicate with those charged with governance regarding 

their expectation and the wording of this Para. 
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SA 299 ς RESPONSIBILITIES OF JOINT AUDITORS 

A. MEANING: The process of appointing two or more individuals or firms or combination of 

individuals and firms is known as joint audit. (SA 299 ς Joint Audit of Financial Statements) 

 

B. VARIOUS ADVANTAGE OF JOINT AUDIT: 

a. Sharing of expertise. 

b. Mutual consultation. 

c. Lower workload. 

d. Better quality of performance. 

e. Improved service to the client. 

f. A sense of healthy competition towards a better performance. 

 

C. THE GENERAL DISADVANTAGES MAY BE THE FOLLOWING: 

a. The fees being shared. 

b. Psychological problem where firms of different standing are associated in the joint audit. 

c. General superiority complexes of some auditors. 

d. Problems of co-ordination of the work. 

e. Areas of work of common concern being neglected. 

f. Uncertainty about the liability for the work done. 

 

D. RESPONSIBILITY OF JOINT AUDITOR: 

1. Individual / Separate Responsibilities: Where work is divided among the joint auditors on a 

suitable basis then each 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 

 

2. Joint / Combined Responsibility: In the following areas all the joint auditors will have 

indivisible or combined responsibility. 

a) In respect of audit work not divided among themselves 

b) In respect of decisions taken by all the joint auditors 

c) In respect of matters brought to the notice of all joint auditors 

d) For verifying disclosure requirements of financial statements; and 

e) For ensuring that the audit report complies with relevant statute. 

 

E. AUDIT REPORTING IN CASE OF JOINT AUDIT: 
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a) Generally, all the joint auditors arrive common conclusions and express common opinion 

through a single audit report.  

b) However, NO joint auditor is ƴƻǘ ōƻǳƴŘ ōȅ ƳŀƧƻǊƛǘȅΩǎ opinion. 

c) If there is a difference of opinion among joint auditors, then such disagreeing auditor can 

express his own opinion by a separate report. In such a case each joint auditor shall refer about 

ƻǘƘŜǊ Ƨƻƛƴǘ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛƴ ǘƘŜƛǊ ŀǳŘƛǘ ǊŜǇƻǊǘΦ 

Note: Each joint auditor is entitled to rely on the work performed by another joint auditor and need 

not review the work performed by others. 

 

F. SPECIAL CONSIDERATIONS AS PER SA ς 299: (NOV 2019 ς 4M) 

1. The Engagement partner and Key engagement Team from each of the Joint auditors shall be 

involved in planning the audit. 

2. All joint auditors should establish jointly the overall audit strategy as required under SA ς 300. 

ό{ǘŜǇǎ ƛƴǾƻƭǾŜŘ ƛƴ ŘŜǾŜƭƻǇƛƴƎ ƻǾŜǊŀƭƭ ǎǘǊŀǘŜƎȅ ŀǊŜ ŘƛǎŎǳǎǎŜŘ ƛƴ ά!ǳŘƛǘ {ǘǊŀǘŜƎȅΣ tƭŀƴƴƛƴƎ ŀƴŘ 

tǊƻƎǊŀƳƳŜέύ 

3. All Joint auditors shall discuss and develop a Joint audit plan. The following points shall be kept 

in mind: 

a. Identify division of areas and common areas. 

b. Ascertain reporting objectives of engagement team. 

c. Communicate significant factors identified with each of the joint auditors. 

d. Consider the results of preliminary engagement activities. 

4. Each of the Joint auditors shall assess the risk of Material Misstatement and communicate to 

other Joint auditors. 

5. The Joint auditors should discuss and document the nature, timing and extent of audit 

procedures for Common areas and Specific areas of audit to be performed. 

6. Joint auditors shall obtain common engagement letter and common management 

representation letter regarding fulfilment of responsibilities by management. 

7. The Work allocation between joint auditors shall be documented and signed by all the joint 

auditors which shall also be communicated to those charged with governance. 
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SA 600 ς USING THE WORK OF ANOTHER AUDITOR 

 

PREFACE: When the auditor delegates work to assistants or uses work performed by other auditors 

and experts, he will continue to be responsible for forming and expressing his opinion on the 

financial information.  

However, he will be entitled to rely on work performed by others, provided he exercises adequate 

skill and care and is not aware of any reason to believe that he should not have so relied.  

In the case of any independent statutory appointment to perform the work on which the auditor 

has to rely in forming his opinion, such as in the case of the work of branch auditors appointed 

under the Companies Act, 2013 ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘƻǳƭŘ expressly state the fact of such reliance. 

 

A. DIVISION OF RESPONSIBILITY:  

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

other auditors, except in circumstances which should have aroused his suspicion about the 

reliability of the work performed by the other auditors. 

2. When the principal auditor has to base his opinion on the financial information of the entity 

as a whole relying upon the statements and reports of the other auditors, his report should 

STATE CLEARLY THE DIVISION OF RESPONSIBILITY for the financial information of the entity 

by indicating the extent to which the financial information of components audited by the 

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

of divisions/branches/subsidiaries or other components audited by other auditors. 

 

B. DEFINITIONS: 

a. PRINICIPAL AUDITOR: "Principal auditor" means the auditor with responsibility for 

reporting on the financial information of an ENTITY when that financial information 

includes the financial information of one or more components audited by another 

auditor. 

b. OTHER AUDITOR: "Other auditor" means an auditor, other than the principal auditor, 

with responsibility for reporting on the financial information of a component which is 

included in the financial information audited by the principal auditor. (AKA Component 

auditor) 

c. COMPONENT: "Component" means a division, branch, subsidiary, joint venture, 

associated enterprises or other entity whose financial information is included in the 

financial information audited by the principal auditor. 

 

C. ACCEPTANCE OF PRINCIPAL AUDITOR:  

The auditor should consider whether the auditor's own participation is sufficient to be able 

to act as the principal auditor. For this purpose, the auditor would consider: 

1. The materiality of the portion of the financial information which the principal auditor 

audits. 

2. The principal auditor's degree of knowledge regarding the business of the components. 
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3. The risk of material misstatements in the financial information of the components 

audited by the other auditor; and 

4. The performance of additional procedures as set out in this SA regarding the components 

audited by other auditor resulting in the principal auditor having significant participation 

in such audit. 

Note: Where another auditor has been appointed for the component, the principal auditor 

would normally be ENTITLED TO RELY upon the work of such auditor unless there are special 

circumstances to make it essential for him to visit the component and/or to examine the 

books of account and other records of the said component. 

 

D. PRINCIPAL AUDITOR PROCEDURES: 

1. The principal auditor should perform procedures to obtain sufficient appropriate audit 

evidence, that the work of the other auditor is adequate for the principal auditor's purposes, 

in the context of the specific assignment.  

When using the work of another auditor, the principal auditor should ordinarily perform the 

following procedures: 

a) AT PLANNING STAGE: Advise the other auditor of the use that is to be made of the 

other auditor's work and report and make sufficient arrangements for co-ordination 

of their efforts AT THE PLANNING STAGE of the audit.  

b) SPECIAL CONSIDERATIONS: The principal auditor would inform the other auditor of 

matters such as areas requiring special consideration, procedures for the 

identification of inter-component transactions that may require disclosure and the 

timetable for completion of audit and  

c) REPORTING REQUIREMENTS: Advise the other auditor of the significant accounting, 

auditing and reporting requirements and obtain representation as to compliance with 

them. 

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

ǊŜǾƛŜǿ ŀ ǿǊƛǘǘŜƴ ǎǳƳƳŀǊȅ ƻŦ ǘƘŜ ƻǘƘŜǊ ŀǳŘƛǘƻǊΩǎ ǇǊƻŎŜŘǳǊŜǎ and findings which may be in 

the form of a completed questionnaire or check-list.  

3. The principal auditor may also wish to visit the other auditor.  

4. The nature, timing and extent of these procedures depends on: 

a) The circumstances of the engagement and  

b) The principal auditor's knowledge of the professional competence of the other 

auditor.  

 

E. COORDINATION BETWEEN PRINCIPAL AUDITOR AND OTHER AUDITOR: 

1. There should be sufficient liaison between the principal auditor and the other auditor. For 

this purpose, the principal auditor may find it necessary to issue written communication(s) to 

the other auditor. 

2. The other auditor, knowing the context in which his work is to be used by the principal 

auditor, should co-ordinate with the principal auditor. For example: 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e3

8 

a. By bringing to the principal ŀǳŘƛǘƻǊΩǎ immediate attention any significant findings 

requiring to be dealt with at entity level,  

b. adhering to the timetable for audit of the component, etc.  

c. He should ensure compliance with the relevant statutory requirements.  

3. Similarly, the principal auditor should advise the other auditor of any matters that come to 

his attention that he thinks may have an important bearing on the ƻǘƘŜǊ ŀǳŘƛǘƻǊΩǎ ǿƻǊƪ. 

4. When considered necessary by him, the principal auditor may require the other auditor to 

answer a detailed questionnaire regarding matters on which the principal auditor requires 

information for discharging his duties. The other auditor should respond to such 

questionnaire on a timely basis. 

 

F. SIGNIFICANT FINDINGS BY OTHER AUDITORS: 

1. DISCUSSIONS: The principal auditor may consider it appropriate to discuss with the other 

auditor and the management of the component, the audit findings or other matters affecting 

the financial information of the components.  

2. SUPPLEMENT TEST: He may also decide that supplemental tests of the records or the 

financial statements of the component are necessary. Such tests may be performed by the 

principal auditor or the other auditor. 

3. DOCUMENTATION: The principal auditor should document:  

a. The components whose financial information was audited by other auditors. 

b. Their significance to the financial information of the entity as a whole. 

c. The names of the other auditors and  

d. Any conclusions reached that individual component are not material.  

e. The principal auditor should also document the procedures performed and the 

conclusions reached.  

E.g., The auditor would document the results of discussions with the other auditor 

and review of the written summary of the other auditor's procedures.  

 

G. MODIFIED OPINION BY OTHER AUDITOR:  

1. If the other auditor issues, or intends to issue, a modified auditor's report, the principal 

auditor should consider whether the subject of the modification is of such nature and 

significance, in relation to the financial information of the entity on which the principal 

auditor is reporting that it requires a modification of the principal auditor's report. 

2. Where the ƻǘƘŜǊ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛǎ h¢I9w ¢I!b ¦bah5LCL95, the principal auditor should 

also DOCUMENT how he has dealt with the qualifications or adverse remarks contained in 

ǘƘŜ ƻǘƘŜǊ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛƴ ŦǊŀƳƛƴƎ Ƙƛǎ ƻǿƴ ǊŜǇƻǊǘΦ [Requirement u/s 143(3)(c) of 

Companies Act, 2013] 

3. If the work of the other auditor cannot be used and the principal auditor has not been able 

to perform sufficient additional procedures regarding the financial information of the 

component audited by the other auditor, the principal auditor should express a qualified 

opinion or disclaimer of opinion because there is a limitation on the scope of audit. 

[Exception: If such component(s) are immaterial either individually or aggregate of all such.] 
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SA 570 ς GOING CONCERN 

A. OBJECTIVE: 

The objectives of the auditor are:  

a. To obtain sufficient appropriate audit evidence regarding the appropriateness of 

ƳŀƴŀƎŜƳŜƴǘΩǎ use of the going concern basis of accounting in the preparation of the financial 

statements. 

b. To conclude, based on the audit evidence obtained, whether 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 determine whether management has already performed a preliminary 

assessment ƻŦ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊ shall discuss 

with management of:  

a. The nature and condition of its business.  

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

c. The information pertaining to operational forecast of foreseeable future. 

d. Significant events or transactions that are occurred during the period under review. 

E.g., fire accident or catastrophe etc., 

2. If such an assessment has not yet been performed, the auditor shall discuss with 

management the basis for the intended use of the going concern basis of accounting and 

inquire of management whether events or conditions exist that, individually or collectively, 

may cast ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ to continue as a going concern. 

 

C. t9wLh5 /h±9w95 Chw !{{9{{a9b¢ hC 9b¢L¢¸Ω{ !.L[L¢¸ ¢h /hb¢Lb¦9 !{ ! DhLbD 

CONCERN: 

1. The assessment period under audit for going concern testing shall be same period as 

adopted by management. 

2. If the management assessment of going concern is less than 12 MONTHS, then the auditor 

shall request management to extend its assessment period to at least twelve months.  

3. Further in some cases estimation more than 12 months is also justified and in such a case the 

assessment shall be made for such extended period. 

4. MODIFIED OPINION: If management is unwilling to make or extend its assessment when 

requested to do so by the auditor, the auditor shall consider the implications for the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ 

D. AUDIT PROCEDURE WHEN EVENTS OR CONDITIONS ARE IDENTIFIED: 

The following audit procedures should perform by the auditor if the auditor identifies any 

ŎƛǊŎǳƳǎǘŀƴŎŜǎ ǘƘŀǘ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ŜƴǘƛǘȅΩǎ ƎƻƛƴƎ ŎƻƴŎŜǊƴΥ 
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1. Whether there is a policy of assessment of risk related to going concern by management. If 

not, request management to make an assessment. 

2. Evaluating ƳŀƴŀƎŜƳŜƴǘΩǎ Ǉƭŀƴǎ ŦƻǊ ŦǳǘǳǊŜ ŀŎǘƛƻƴǎ in relation to its going concern assessment 

and evaluate outcome of these plans is likely to improve the situation and whether 

ƳŀƴŀƎŜƳŜƴǘΩǎ plans are feasible. 

3. Whether the entity has prepared a cash flow forecast based on a reliable data: 

a. Evaluating the reliability of the underlying data generated to prepare the forecast. 

b. Determining whether there is adequate support for the assumptions underlying the 

forecast. 

4. Considering whether any additional information available since the date on which 

management made its assessment. 

5. Requesting written representations from management regarding their plans for future 

actions and the feasibility of these plans. 

 

SIGNIFICANT DELAY IN APPROVAL OF F/S: If there is significant delay in the approval of the 

financial statements by management or those charged with governance after the date of the 

financial statements, the auditor shall inquire as to the reasons for the delay. If the auditor 

believes that the delay could be related to events or conditions relating to the going concern 

assessment, the auditor shall perform the above additional audit procedures necessary and 

ŎƻƴǎƛŘŜǊ ǘƘŜ ŜŦŦŜŎǘ ƻƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŎƻƴŎƭǳǎƛƻƴ regarding the existence of a material uncertainty. 

 

E. ADEQUACY OF DISCLOSURES IN FINANCIAL STATEMENTS WHEN EVENTS OR CONDITIONS 

HAVE BEEN IDENTIFIED: 

1. WHEN MATERIAL UNCERTAINTY EXIST: The auditor shall determine whether the financial 

statements: 

a. Adequately disclose the principal events or conditions that may cast significant doubt on 

ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘΩǎ Ǉƭŀƴǎ ǘƻ ŘŜŀƭ with 

these events or conditions and 

b. Disclose clearly that there is a material uncertainty related to events or conditions that 

may Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ to continue as a going concern and, 

therefore, that it may be unable to realize its assets and discharge its liabilities in the 

normal course of business. [ILFS Audit report 2017 ς 2018] 

 

2. WHEN MATERIAL UNCERTAINTY DO NOT EXIST: If events or conditions have been identified 

ǘƘŀǘ Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ōǳǘΣ 

based on the audit evidence obtained the auditor concludes that no material uncertainty 

exists, the auditor shall evaluate whether, in view of the requirements of the applicable 

financial reporting framework, the financial statements provide adequate disclosures about 

these events or conditions. 
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F. w9thw¢LbD LC άGOING CONCERN ASSUMPTION IS APPROPRIATE BUT MATERIAL UNCERTAINTY 

EXISTέ: 

1. F/{ ά!59v¦!¢9[¸έ 5L{/[h{9{ ¢I9 C!/¢Υ 

a. If the auditor concludes that the financial statements adequately disclose the material 

uncertainty ǘƘŀǘ Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ 

ŎƻƴŎŜǊƴ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘΩǎ Ǉƭŀƴǎ ǘƻ ŘŜŀƭ ǿƛǘƘ ǘƘŜǎŜ ŜǾŜƴǘǎΤ ŀƴŘ 

b. ¢ƘŜ ŀǳŘƛǘ ǊŜǇƻǊǘ ǎƘŀƭƭ ƛƴŎƭǳŘŜ ŀ ǎŜǇŀǊŀǘŜ ǎŜŎǘƛƻƴ ǳƴŘŜǊ ǘƘŜ ƘŜŀŘƛƴƎ άaŀǘŜǊƛŀƭ ǳƴŎŜǊǘŀƛƴǘȅ 

ǊŜƭŀǘŜŘ ǘƻ ƎƻƛƴƎ ŎƻƴŎŜǊƴέ ŀƴŘ draw the attention of the readers to the specific note 

point presented or disclosed adequately by management regarding the material 

uncertainty.  

c. Also, the auditor will express an unqualified opinion in this regard as the entity has 

adequately disclosed about the material uncertainty. 

 

2. F/{ ά5h bh¢ !59v¦!¢9[¸έ 5L{/[h{9{ ¢I9 C!/¢Υ 

If the auditor concludes that the financial statements are not adequately reflecting the 

material uncertainty regarding going concern, then the auditor shall:  

a. Express a Qualified/Adverse opinion and  

b. Lƴ ǘƘŜ .ŀǎƛǎ ŦƻǊ vǳŀƭƛŦƛŜŘ ό!ŘǾŜǊǎŜύ hǇƛƴƛƻƴ ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǎǘŀǘŜ ǘƘŀǘ ŀ 

material uncertainty exists that may cast significant doubt ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ 

continue as a going concern and that the financial statements DO NOT adequately 

disclose this matter. 

 

G. w9thw¢LbD LC άGOING CONCERN ASSUMPTION IS INAPPROPRIATEέΥ 

If the financial statements have been prepared using the going concern basis of accounting but, 

ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘΣ ƳŀƴŀƎŜƳŜƴǘΩǎ ǳǎŜ ƻŦ ǘƘŜ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ōŀǎƛǎ ƻŦ ŀŎŎƻǳƴǘƛƴƎ ŦƻǊ ǘƘŜ 

preparation of F/S is inappropriate the auditor shall express an adverse opinion. 

 

H. INDICATORS THAT CAST DOUBT ON GOING CONCERN: 

The following are examples of events or conditions that may cast significant doubt on the 

ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ ¢ƘŜ ƛƴŘƛŎŀǘƻǊǎ ŀǊŜ ŎƭŀǎǎƛŦƛŜŘ ƛƴǘƻ ǘƘǊŜŜ ǘȅǇŜǎΥ 

1. FINANCIAL INDICATORS: 

a. Net liability or net current liability position. 

b. Fixed-term borrowings approaching maturity without realistic prospects of renewal or 

repayment. 

c. Indications of withdrawal of financial support by creditors. 

d. Negative operating cash flows indicated by historical or prospective financial statements. 

e. Adverse key financial ratios. 
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f. Substantial operating losses or significant deterioration in the value of assets used to 

generate cash flows. 

g. Arrears or discontinuance of dividends. 

h. Inability to pay creditors on due dates. 

i. Inability to comply with the terms of loan agreements. 

j. Change from credit to cash-on-delivery transactions with suppliers. 

k. Inability to obtain financing for essential new product development or other essential 

investments. 

 

2. OPERATING INDICATORS: 

a. Management intentions to liquidate the entity or to cease operations. 

b. Loss of key management without replacement. 

c. Loss of a major market, key customer(s), franchise, license, or principal supplier(s). 

d. Labour difficulties. 

e. Shortages of important supplies. 

f. Emergence of a highly successful competitor. 

 

3. OTHER INDICATORS: 

a. Non-compliance with capital or other statutory or regulatory requirements, such as 

solvency or liquidity requirements for financial institutions. 

b. Pending legal or regulatory proceedings 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 regulation or government policy expected to adversely affect the 

entity. 

d. Uninsured or underinsured catastrophes when they occur. 

 

I. COMMUNICATION WITH TCWG:  

The auditor shall communicate with those charged with governance events or conditions 

identified that may cast ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ to continue as a going concern. 

The following shall be communicated: 

a. Whether the events or conditions constitute a material uncertainty. 

b. Whether ƳŀƴŀƎŜƳŜƴǘΩǎ ǳǎŜ ƻŦ ǘƘŜ ƎƻƛƴƎ ŎƻƴŎŜǊƴ basis of accounting is appropriate in the 

preparation of the financial statements. 

c. The adequacy of related disclosures in the financial statements and 

d. Where applicable, the ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ. 
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SA 720 ς AUDITORS RESPONSIBILITY IN RELATION TO OTHER 

INFORMATION 

A. OBJECTIVE OF SA ς 720: 

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

1. To consider whether there is a material inconsistency between the other information and 

the financial statements. 

2. To consider whether there is a material inconsistency between the other information and 

ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƪƴƻǿƭŜŘƎŜ ƻōǘŀƛƴŜŘ in the audit. 

3. To respond appropriately when the auditor identifies 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 report in accordance with this SA. 

IMPORTANT NOTE:  

1. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ǊŜƭŀǘƛƴƎ ǘƻ ƻǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ όƻǘƘŜǊ ǘƘŀƴ ŀǇǇƭƛŎŀōƭŜ ǊŜǇƻǊǘƛƴƎ 

responsibilities) apply regardless of whether the other information is obtained by the auditor 

ǇǊƛƻǊ ǘƻΣ ƻǊ ŀŦǘŜǊΣ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ [Responsibility in relation to Other 

information can be a Subsequent Event as per SA 560]. 

2. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ǳƴŘŜǊ ǘƘƛǎ {! DO NOT constitute an assurance engagement on 

other information or DO NOT impose an obligation on the auditor to obtain assurance about 

the other information. 

3. This SA does not apply to: 

a. Preliminary announcements of financial information or 

b. Securities offering documents, including prospectuses. 

 

B. DEFINITIONS: 

 

OTHER INFORMATION: Financial or non-financial information (other than financial statements 

ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǘƘŜǊŜƻƴύ ƛƴŎƭǳŘŜŘ ƛƴ ŀƴ ŜƴǘƛǘȅΩǎ ŀƴƴǳŀƭ ǊŜǇƻǊǘΦ 

NOTE: Other Matter Paragraph as per SA 706 is Completely different from the above. 

 

ANNUAL REPORT: A document, or combination of documents, prepared typically on an annual 

basis by management or those charged with governance in accordance with law, regulation or 

custom, the purpose of which is to provide owners (or similar stakeholders) with information on 

the ŜƴǘƛǘȅΩǎ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ ǘƘŜ ŜƴǘƛǘȅΩǎ ŦƛƴŀƴŎƛŀƭ ǊŜǎǳƭǘǎ and financial position as set out in the 

financial statements. 

An annual report Ŏƻƴǘŀƛƴǎ ƻǊ ŀŎŎƻƳǇŀƴƛŜǎ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ 

thereon and usually includes information about the ŜƴǘƛǘȅΩǎ ŘŜǾŜƭƻǇƳŜƴǘǎΣ ƛǘǎ ŦǳǘǳǊŜ ƻǳǘƭƻƻƪ 

and risks and ǳƴŎŜǊǘŀƛƴǘƛŜǎΣ ŀ ǎǘŀǘŜƳŜƴǘ ōȅ ǘƘŜ ŜƴǘƛǘȅΩǎ ƎƻǾŜǊƴƛƴƎ ōƻŘȅΣ ŀƴŘ ǊŜǇƻǊǘǎ ŎƻǾŜǊƛƴƎ 

governance matters. 
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MISSTATEMENT OF THE OTHER INFORMATION: A misstatement of the other information exists 

when the other information is incorrectly stated or otherwise misleading (including because it 

omits or obscures information 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 management, which document(s) comprises the 

ŀƴƴǳŀƭ ǊŜǇƻǊǘΣ ŀƴŘ ǘƘŜ ŜƴǘƛǘȅΩǎ planned manner and timing of the issuance of such 

document(s). 

b. Make appropriate arrangements with management to obtain in a timely manner and, 

if possible, twLhw ¢h ¢I9 5!¢9 hC ¢I9 !¦5L¢hwΩ{ w9thw¢, the final version of the 

document(s) comprising the annual report; and 

c. When some or all of the document(s) determined in (a) will not be available until 

ŀŦǘŜǊ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ, request management to provide a written 

representation that the final version of the document(s) will be provided to the 

auditor when available, and prior to its issuance by the entity, such that the auditor 

can complete the procedures required by this SA. 

2. The auditor shall read the other information and check: 

a. Whether there is a material inconsistency between the other information and the 

financial statements. 

b. To consider whether there is a material inconsistency between the other information 

ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƪƴƻǿƭŜŘƎŜ obtained in the audit. 

c. Further he shall remain alert for indications that the other information not related to 

the financial statements ƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƪƴƻǿƭŜŘƎŜ obtained in the audit appears to 

be materially misstated. 

 

D. RESPONDING WHEN A MATERIAL INCONSISTENCY APPEARS TO EXIST OR OTHER 

INFORMATION APPEARS TO BE MATERIALLY MISSTATED: 

 

If the auditor identifies that a material inconsistency appears to exist (or becomes aware that 

the other information appears to be materially misstated), the auditor shall discuss the matter 

with management and, if necessary, perform other procedures to conclude whether:  

a) A material misstatement of the other information exists. 

b) A material misstatement of the financial statements exists or 

c) ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ Ŝƴǘƛǘȅ ŀƴŘ ƛǘǎ ŜƴǾƛǊƻƴƳŜƴǘ ƴŜŜŘǎ ǘƻ ōŜ ǳǇŘŀǘŜŘΦ 

 

E. IF MATERIAL MISSTATEMENT EXISTS IN OTHER INFORMATION: 

 

1. REQUEST MANAGEMENT TO CORRECT IT: If the auditor concludes that a material 

misstatement of the other information exists, the auditor shall request management to 

correct the other information. If management: 
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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. MMS IDENTIFIED BEFORE DATE OF AUDITORΩS REPORT: If the auditor concludes that a 

material misstatement exists in other information obtained ǇǊƛƻǊ ǘƻ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report, and the other information is NOT CORRECTED after communicating with those 

charged with governance, the auditor shall take appropriate action, including:  

a. Considering the ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ and communicating with those 

charged with governance about how the auditor plans to address the material 

ƳƛǎǎǘŀǘŜƳŜƴǘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ. [Report in Other Info Para of the Report] 

b. Withdrawing from the engagement, where withdrawal is possible under applicable 

law or regulation. 

 

3. MMS IDENTIFIED AFTER THE DATE OF THE AUDITORΩS REPORT: If the auditor concludes that 

a material misstatement exists in other information obtained ŀŦǘŜǊ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report, the auditor shall: 

a. If the other information is corrected, perform the procedures necessary in the 

circumstances or  

b. If the other information is NOT CORRECTED after communicating with those charged 

with governance, take ŀǇǇǊƻǇǊƛŀǘŜ ŀŎǘƛƻƴ ŎƻƴǎƛŘŜǊƛƴƎ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƭŜƎŀƭ ǊƛƎƘǘǎ ŀƴŘ 

obligations, to seek to have the uncorrected material misstatement appropriately 

brought to the attention of users for whom the ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛǎ ǇǊŜǇŀǊŜŘΦ [Follow 

the procedure outlined in SA 560] 
 

F. IF MATERIAL MISSTATEMENT EXISTS IN FINANCIAL STATEMENTS: 

 

If the auditor concludes that a material misstatement in the financial statements exists or the 

ŀǳŘƛǘƻǊΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ Ŝƴǘƛǘȅ ŀƴŘ ƛǘǎ environment needs to be updated, the auditor shall 

respond appropriately. 

 

G. !¦5L¢hwΩ{ REPORTING REQUIREMENTS: 

 

¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘŀƭƭ ƛƴŎƭǳŘŜ ŀ ǎŜǇŀǊŀǘŜ ǎŜŎǘƛƻƴ ǿƛǘƘ ŀ ƘŜŀŘƛƴƎ άhǘƘŜǊ LƴŦƻǊƳŀǘƛƻƴέΣ ƻǊ 

other appropriate heading. this section shall include: 

1. A statement that management is responsible for the other information; 

2. An identification of: 

a. Other information, if any, obtained by the auditor prior to the date of the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ; and 

b. For an audit of financial statements of a listed entity, other information, if any, 

ŜȄǇŜŎǘŜŘ ǘƻ ōŜ ƻōǘŀƛƴŜŘ ŀŦǘŜǊ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ; 
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3. A statement that the ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ ŘƻŜǎ ƴƻǘ ŎƻǾŜǊ ǘƘŜ ƻǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ and, 

accordingly, that the auditor does not express (or will not express) an audit opinion or 

any form of assurance conclusion thereon; 

4. A description of the ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ǊŜƭŀǘƛƴƎ ǘƻ reading, considering and 

reporting on other information as required by this SA; and 

5. ²ƘŜƴ ƻǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ Ƙŀǎ ōŜŜƴ ƻōǘŀƛƴŜŘ ǇǊƛƻǊ ǘƻ ǘƘŜ ŘŀǘŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ 

either: 

a. A statement that the auditor has nothing to report; or 

b. MMS IN OTHER INFORMATION: If the auditor has concluded that there is an 

uncorrected material misstatement of the other information, a statement that 

describes the uncorrected material misstatement of the other information. 

 

SUMMARY OF REPORTING: 

 

 

 

  

MMS in Other Information

ωUMO and Report in Other 
Info para about such MMS 
in Other Info.

MMS in FInancial Statements

ωModified Opinion and 
Reasons in Basis for M.O 
para of the report.
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SA 710 ς COMPARATIVE INFORMATION ς CORRESPONDING 

FIGURES AND COMPARATIVE FINANCIAL STATEMENTS 

 

A. INTRODUCTION: SA 710 Comparative Information ς Corresponding Figures and Comparative 

Financial Statements ŘŜŀƭǎ ǿƛǘƘ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǊŜƎŀǊŘƛƴƎ ŎƻƳǇŀǊŀǘƛǾŜ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ ŀƴ 

audit of financial statement. There are two different broad approaches ǘƻ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

responsibilities in respect of comparative information:  

1. Corresponding figures and  

2. Comparative financial statement. 

 

B. DEFINITIONS: 

COMPARATIVE INFORMATION: 

The amounts and disclosures included in the financial statements in respect of one or more prior 

periods in accordance with the applicable financial reporting framework. 

 

CORRESPONDING FIGURES: 

Comparative information where amounts and other disclosures for the prior period are included 

as an integral part of the current period financial statements and are intended to be read only in 

relation to amounts and other disclosures relating to the current period (current period figures).  

Note: The level of detail presented in the corresponding amounts and disclosures is dictated 

primarily by its relevance to 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 period but, if audited, are referred in 

the auditors opinion. The level of Information included in those comparative financial 

statements is comparable with that of the financial statements of the current period. 

 

C. OBJECTIVE OF THE AUDITOR:  

1. To obtain sufficient appropriate audit evidence about whether the comparative information 

included in the financial statements has been presented, in all material respects, in 

accordance with the requirements of the applicable financial reporting framework and 

2. To report ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘƛƴƎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎΦ 

 

D. OPINION OF AUDITORS: The audit reporting differs between the approaches are:  

1. For corresponding figuresΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ ƻƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ refers to the 
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current period only, whereas  

2. For comparative financial statementsΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ refers to each period for 

which financial statements are presented. 

 

E. AUDIT PROCEDURES FOR COMPARATIVE INFORMATION:  

1. PERFORM SPECIFIC AUDIT PROCEDURE: The following specific audit procedure shall be 

performed for determining that the financial statement contains appropriately classified 

comparative information: 

a. Ensure that comparative information agrees with the amount and other disclosure 

presented in the prior period. (E.g., Compare CY Balance Sheet with LY Balance Sheet) 

b. The accounting policies applied are consistent with those applied in current period.  

c. If there have been any changes in the application of accounting policies than they are 

properly disclosed and presented.  

 

2. EVALUATING THE IMPACT ON FINANCIAL STATEMENT: If the auditor identifies / aware of 

any possible misstatement in the comparative information, then:  

a. He should perform the necessary audit procedures to obtain sufficient audit evidence.  

b. If the auditor had audited the ǇǊƛƻǊ ǇŜǊƛƻŘΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘ than he should follow 

the relevant requirements of SA 560.  

 

3. WRITTEN REPRESENTATION: As required by SA 580, the auditor should also request written 

representation. He should also obtain a specific written representation regarding any prior 

period item ǘƘŀǘ ƛǎ ŘƛǎŎƭƻǎŜŘ ƛƴ ŎǳǊǊŜƴǘ ȅŜŀǊΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘΦ 

 

F. AUDIT REPORTING: 

1. W.R.T. CORRESPONDING FIGURES: ²ƘŜƴ ŎƻǊǊŜǎǇƻƴŘƛƴƎ ŦƛƎǳǊŜǎ ŀǊŜ ǇǊŜǎŜƴǘŜŘΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

opinion shall not refer to the corresponding figures EXCEPT in the following circumstances:  

 

a. LŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƻŦ ǘƘŜ ǇǊŜǾƛƻǳǎ ǇŜǊƛƻŘ Ŏƻƴǘŀƛƴǎ other than an unqualified opinion.  

b. If the auditor is of the opinion, and he has sufficient evidence in this regard, that a 

material misstatement exists in the financial statement of prior period, which was not 

addressed earlier.  

c. If the prior period financial statement are not audited, then he should obtain sufficient 

audit evidence that the opening balance does not contain any material misstatement.  

(NOV 2019 ς 4M) 

2. W.R.T. COMPARATIVE FINANCIAL STATEMENT: When comparative financial statement are 

presented -  

a. REFER EACH PERIOD: ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ shall refer to each period for which the 

financial statements are presented.  
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b. CONFLICT OF OPINION ς OTHER MATTER PARA: ²ƘŜƴ ǊŜǇƻǊǘƛƴƎ ƻƴ ŎǳǊǊŜƴǘ ǇŜǊƛƻŘΩǎ 

ŀǳŘƛǘΣ ƛŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ ƻƴ ǎǳŎƘ prior period financial statement differs from the 

opinion previously issued on such financial statement, the auditor shall disclose the 

substantive reason for the different opinion in other matter paragraph in his report.  

c. PREDECESSOR AUDITOR ς MMS: If the auditor concludes that a material misstatement is 

present in the previously audited figures of financial statement, he should report it to the 

appropriate level of the management and request that the predecessor auditor be 

informed.  

LŦ ǘƘŜƴ ǘƘŜ ǇǊƛƻǊ ȅŜŀǊΩǎ ǎǘŀǘŜƳŜƴǘǎ ŀǊŜ ŀƳŜƴŘŜŘ with new report by the predecessor 

auditor, then the auditor shall report only on the current period.  

 

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

άhatέύ  

a. PP F/S AUDITED: If the financial statement of the prior period were audited by a 

predecessor auditor, the auditor shall state in his audit report:  

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

auditor.  

ii. The type of the opinion expressed by the predecessor auditor.  

iii. The date of that audit report.  

 

b. PP F/S NOT AUDITED: If the prior period financial statement were not audited than he 

shall report the same in other 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 evidence that the opening balances do not contain 

ƳƛǎǎǘŀǘŜƳŜƴǘǎ ǘƘŀǘ ƳŀǘŜǊƛŀƭƭȅ ŀŦŦŜŎǘ ǘƘŜ ŎǳǊǊŜƴǘ ǇŜǊƛƻŘΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΦ  
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SA 260 ς COMMUNICATION TO THOSE CHARGED WITH 

GOVERNANCE 

It is ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǘƻ ŎƻƳƳǳƴƛŎŀǘŜ with those charged with governance (TCWG) in an audit 

of financial statements ƛǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ŀƴ ŜƴǘƛǘȅΩǎ governance structure or size. 

A. OBJECTIVE:  

1. To communicate clearly with those charged with governance the responsibilities of the 

auditor in relation to the financial statement audit, and an overview of the planned scope 

and timing of the audit including: 

a. The auditor is responsible for forming and expressing an opinion 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 statements does not relieve management or those charged 

with governance of their responsibilities. 

2. To obtain from those charged with governance information relevant to the audit. 

3. To provide those charged with governance with timely observations arising from the audit 

that are significant and relevant to their responsibility to oversee the financial reporting 

process and 

4. To promote effective two-way communication between the auditor and those charged with 

governance. 

Note: The auditor shall determine the appropriate person(s) ǿƛǘƘƛƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ƎƻǾŜǊƴŀƴŎŜ 

structure with whom to communicate. If the auditor communicates with a subgroup of those 

charged with governance, for example, an 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 AUDITOR: The auditor shall communicate with those charged with 

governance the responsibilities of the auditor in relation to the financial statement audit, 

including that: 

a. The auditor is responsible for forming and expressing an opinion 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 statements does not relieve management or those charged 

with governance of their responsibilities. 

 

2. PLANNED SCOPE AND TIMING OF AUDIT: The auditor shall communicate with those charged 

with governance an overview of the planned scope and timing of the audit, which includes 

communicating about the significant risks identified by the auditor. 

 

3. SIGNIFICANT FINDINGS FROM THE AUDIT: The auditor shall communicate with those 

charged with governance: 
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a. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǾƛŜǿǎ ŀōƻǳǘ significant qualitative aspects of the ŜƴǘƛǘȅΩǎ ŀŎŎƻǳƴǘƛƴƎ 

practices, including accounting policies, accounting estimates and financial statement 

disclosures. When applicable, the auditor shall explain to those charged with 

governance why the auditor considers a significant accounting practice, that is 

acceptable under the applicable financial reporting framework, not to be most 

appropriate to the particular circumstances of the entity. 

b. Significant difficulties, if any, encountered during the audit 

c. Circumstances that ŀŦŦŜŎǘ ǘƘŜ ŦƻǊƳ ŀƴŘ ŎƻƴǘŜƴǘ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ, if any and 

d. Any other significant matters ŀǊƛǎƛƴƎ ŘǳǊƛƴƎ ǘƘŜ ŀǳŘƛǘ ǘƘŀǘΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

professional judgment, are relevant to the oversight of the financial reporting 

process. 

e. Written representations the auditor is requesting. 
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SA ς 610  

USING THE WORK OF AN INTERNAL AUDITOR 

SA 610 ς USING THE WORK OF AN INTERNAL AUDITOR 

A. OBJECTIVES: 

The objectives of the external auditor are: 

a) To determine whether the work of the internal audit function or direct assistance from 
internal auditors can be used. 

b) If using the work of the internal audit function, to determine whether that work is adequate 
for purposes of the audit (Type 1); and 

c) If using internal auditors to provide direct assistance, to appropriately direct, supervise and 
review their work (Type 2). 

 
B. DEFINITIONS: 

1. Internal audit function: It is a function of an entity that performs assurance and consulting 
activities designed to ŜǾŀƭǳŀǘŜ ŀƴŘ ƛƳǇǊƻǾŜ ǘƘŜ ŜŦŦŜŎǘƛǾŜƴŜǎǎ ƻŦ ǘƘŜ ŜƴǘƛǘȅΩǎ governance, risk 
management and internal control processes. 

2. Direct assistance: Direct assistance means the use of internal auditors to perform audit 
procedures under the 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 and 
procedures support the objectivity of the internal auditors; 

e) The level of competence of the internal audit function; and 

f) Whether the internal audit function applies a systematic and disciplined approach, 
including quality control. 

 

2. Prohibition on Type 1 Work: 

The external auditor shall not use the work of the internal audit function if the external auditor 

determines that: 

a) ¢ƘŜ ŦǳƴŎǘƛƻƴΩǎ ƻǊƎŀƴƛȊŀǘƛƻƴŀƭ ǎǘŀǘǳǎ ŀƴŘ ǊŜƭŜǾŀƴǘ ǇƻƭƛŎƛŜǎ ŀƴŘ ǇǊƻŎŜŘǳǊŜǎ do not 
adequately support the objectivity of internal auditors; 

b) The function lacks sufficient competence; or 

c) The function does not apply a systematic and disciplined approach, including 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 the nature and scope of the work performed by 

Internal audit function can use his work in the following: 

1) Testing of the operating effectiveness of controls. 

2) Substantive procedures involving limited judgment. 

3) Observations of inventory counts. 

4) Testing of compliance with regulatory requirements.  

5) In some circumstances, audits or reviews of the financial information of 

subsidiaries that are not significant components to the group (where this does 

not conflict with the requirements of SA 600). 

b) The external auditor shall make all significant judgments in the audit engagement and, 

to prevent undue use of the work of the internal audit function, shall plan to use less of 

the work of the function and perform more of the work directly. 

c) The external auditor shall also evaluate whether using the work of the internal audit 

function to the extent planned would still result in the external auditor being sufficiently 

involved in the audit. 

d) The external auditor shall, in communicating with those charged with governance, share 

an overview of the planned scope and timing of the audit in accordance with SA 260, 

communicate how the external auditor has planned to use the work of the internal audit 

function. 

 

4. USING THE WORK: 

 

a) Discussion and Coordination with the Internal Audit Function: If the external auditor 

plans to use the work of the internal audit function, the external auditor shall discuss the 

planned use of its work with the function as a basis for coordinating their respective 

activities. 

b) The external auditor shall read the reports of the internal audit function relating to the 

work of the function that the external auditor plans to use to obtain an understanding of 

the nature and extent of audit procedures it performed and the related findings. 

c) The external auditor shall perform sufficient audit procedures to determine adequacy of 

internal audit function for purposes of the audit, including evaluating whether: 

1) The work of the function had been properly planned, performed, supervised, 

reviewed and documented. 

2) Sufficient appropriate evidence had been obtained to enable the function to draw 

reasonable conclusions; and 

3) Conclusions reached are appropriate in the circumstances and the reports 

prepared by the function are consistent with the results of the work performed. 

d) ¢ƘŜ ƴŀǘǳǊŜ ŀƴŘ ŜȄǘŜƴǘ ƻŦ ǘƘŜ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊΩǎ audit procedures shall be responsive to 

ǘƘŜ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊΩǎ ŜǾŀƭǳŀǘƛƻƴ ƻŦΥ 

1) The amount of judgment involved. 

2) The assessed risk of material misstatement. 
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3) The extent to which the internal audit function supports the objectivity of the 

internal auditors; and 

4) The level of competence of the function. 

e) The external auditor ǎƘŀƭƭ ŀƭǎƻ ŜǾŀƭǳŀǘŜ ǿƘŜǘƘŜǊ ǘƘŜ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊΩǎ ŎƻƴŎƭǳǎƛƻƴǎ 

regarding the internal audit function and the determination of the nature and extent of 

use of the work of the function for purposes of the audit 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 the internal audit function can be 
used for purposes of the audit by evaluating the following: 

a) Whether the internal auditors possess objectivity and independence. It shall include 
inquiry of the internal auditors regarding interests and relationships that 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 having necessary skill and competence. 
 

2. Prohibition on Type 2: 

The external auditor shall not use an internal auditor to provide direct assistance if: 

a) There are significant threats to the objectivity of the internal auditor; or 

b) The internal auditor lacks sufficient competence to perform the proposed work. 

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

The external auditor shall not use internal auditors to provide direct assistance to perform 
procedures that: 

c) Areas involve making of significant judgments in the audit. 

d) Areas relate to higher assessed risks of material misstatement. 

e) Areas relate to work with which the internal auditors have been already involved. 
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F. OBTAIN WRITTEN AGREEMENT FROM IAF WHILE USING AS DIRECT ASSISTANCE: 

Prior to using internal auditors to provide direct assistance for purposes of the audit, the external 
auditor shall: 

f) Obtain written agreement from Management: That the internal auditors will be allowed to 
Ŧƻƭƭƻǿ ǘƘŜ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊΩǎ instructions, and that the entity will not intervene in the work 
the internal auditor performs for the external auditor; and 

g) Obtain written agreement from the internal auditors: That they will keep confidential 
specific matters as instructed by the external auditor and inform the external auditor of any 
threat to their objectivity. 

h) The external auditor shall 

i) Direct, supervise and review the work performed by internal auditors on the engagement 
in accordance with SA 220. 

ii) Verify the audit evidence for 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 external 
auditor shall include in the audit documentation:  

1. The basis for the decision regarding the nature and extent of the work performed by the 
internal auditors. 

2. Who reviewed the work performed and the date and extent of that review in accordance with 
SA 230. 

3. The written agreements obtained from an authorized representative of the entity and the 
internal auditors of this SA; and 

4. The working papers prepared by the internal auditors who provided direct assistance on the 
audit engagement. 
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SA 620 ς USING THE WORK OF AN !¦5L¢hwΩǎ 9·t9w¢ 

A. Lathw¢!b¢ 59CLbL¢LhbΩ{Υ  

!¦5L¢hwΩ{ 9·t9w¢Υ   

1. An individual or organisation possessing expertise in a field other than accounting or 

auditing, whose work in that field is used by the auditor to assist the auditor in obtaining 

sufficient appropriate audit evidence.  

2. !ƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ Ƴŀȅ ōŜ ŜƛǘƘŜǊ ŀƴ ŀǳŘƛǘƻǊΩǎ ƛƴǘŜǊƴŀƭ ŜȄǇŜǊǘ όǿƘƻ ƛǎ ŀ ǇŀǊǘƴŜǊ ƻǊ ǎǘŀŦŦΣ 

ƛƴŎƭǳŘƛƴƎ ǘŜƳǇƻǊŀǊȅ ǎǘŀŦŦΣ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŦƛǊƳ ƻǊ ŀ ƴŜǘǿƻǊƪ ŦƛǊƳύΣ ƻǊ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǘŜǊƴŀƭ 

expert.  

a!b!D9a9b¢Ω{ 9·t9w¢Υ  

An individual or organisation possessing expertise in a field other than accounting or auditing, 

whose work in that field is used by the entity to assist the entity in preparing the financial 

statements. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

B. APPLICABILITY: 

 

1. {! снл ŘŜŀƭǎ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ responsibilities regarding the use of work in a field of 

expertise other than accounting or auditing when that work is used to assist the auditor in 

obtaining sufficient appropriate audit evidence. 

2. SA -620 does not deal with :  

a. Situations where the engagement team includes a member with expertise IN 

specialised area of ACCOUNTING OR AUDITING. 
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b. Management Expert: ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǳǎŜ ƻŦ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ ƛƴŘƛǾƛŘǳŀƭ ƻǊ ƻǊƎŀƴƛǎŀǘƛƻƴ 

possessing expertise in a field other than accounting or auditing, whose work in that 

field is used by the entity to assist the entity in preparing the financial statements (a 

ƳŀƴŀƎŜƳŜƴǘΩǎ ŜȄǇŜǊǘύΣ ǿƘƛŎƘ ƛǎ ŘŜŀƭǘ ǿƛǘƘ ƛƴ {! рллΦ 

 

C. SOLE RESPONSIBILITY ς AUDITORS ONLY: 

 

The AUDITOR HAS sole responsibility for the audit opinion expressed, and that responsibility is 

ƴƻǘ ǊŜŘǳŎŜŘ ōȅ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǳǎŜ ƻŦ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΦ  

 

Note: bƻƴŜǘƘŜƭŜǎǎΣ ƛŦ ǘƘŜ ŀǳŘƛǘƻǊ ǳǎƛƴƎ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΣ ƘŀǾƛƴƎ ŦƻƭƭƻǿŜŘ ǘƘƛǎ {!Σ 

concludes that the work of that expert is adequate ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǇǳǊǇƻǎŜǎΣ ǘƘŜ ŀǳŘƛǘƻǊ may 

ŀŎŎŜǇǘ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ŦƛƴŘƛƴƎǎ ƻǊ ŎƻƴŎƭǳǎƛƻƴǎ ƛƴ ǘƘŜ ŜȄǇŜǊǘΩǎ ŦƛŜƭŘ as appropriate audit evidence. 

 

D. OBJECTIVE OF THE AUDITOR: 

The objectives of the auditor are:  

1. To determine whether to use the work ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ŀƴŘ  

2. LŦ ǳǎƛƴƎ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΣ ǘƻ determine whether that work is adequate for 

ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǇǳǊǇƻǎŜǎΦ 

 

E. FACTORS FOR DETERMINING THE NEED OF AN EXPERT: 

 

1. An ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ Ƴŀȅ ōŜ needed to assist the auditor in one or more of the following: 

a. While obtaining an understanding of the entity and its environment, including its 

internal control. 

b. While Identifying and assessing the risks of material misstatement. 

c. Determining and implementing overall responses to assessed risks at the financial 

statement level. 

d. Designing and performing further audit procedures to respond to assessed risks at 

the assertion level, comprising tests of controls or substantive procedures. 

e. Evaluating the sufficiency and appropriateness of audit evidence obtained in forming 

an opinion on the financial statements. 

 

2. AUDITOR MAY OBTAIN UNDERSTANDING OF OTHER FIELD:  

An auditor who is not an expert in a relevant field other than accounting or auditing may be 

able to obtain a sufficient understanding of that field to perform the audit without an 

ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ. This understanding may be obtained through: 

a. Experience in auditing entities that require such expertise in the preparation of their 

financial statements. 

b. Education or professional development in the particular field. This may include: 

i. Formal courses, or  
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ii. Discussion with individuals possessing expertise in the relevant field for the 

ǇǳǊǇƻǎŜ ƻŦ ŜƴƘŀƴŎƛƴƎ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǿƴ ŎŀǇŀŎƛǘȅ ǘƻ ŘŜŀƭ ǿƛǘƘ ƳŀǘǘŜǊǎ ƛƴ ǘƘŀǘ 

field.  

c. Discussion with other auditors who have performed similar engagements. 

 

F. /hb{L59w!¢Lhb{ ²I9b 59/L5LbD ²I9¢I9w ¢h ¦{9 !b !¦5L¢hwΩ{ 9·t9w¢: 

 

The auditor may determine that it is ƴŜŎŜǎǎŀǊȅΣ ƻǊ Ƴŀȅ ŎƘƻƻǎŜΣ ǘƻ ǳǎŜ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ǘƻ 

assist in obtaining sufficient appropriate audit evidence. The following considerations will be 

ǘŀƪŜƴ ƛƴǘƻ ŀŎŎƻǳƴǘ ƛƴ ŘŜŎƛŘƛƴƎ ǿƘŜǘƘŜǊ ǘƻ ǳǎŜ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΥ 

1. Whether management has used ŀ ƳŀƴŀƎŜƳŜƴǘΩǎ expert in preparing the financial 

statements. In such a case the following additional factors shall also be considered: 

a. The nature, scope and objectives ƻŦ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ. 

b. ²ƘŜǘƘŜǊ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘΩǎ ŜȄǇŜǊǘ ƛǎ:  

i. employed by the entity, or  

ii. is a 3rd party engaged by it to provide relevant services. 

c. aŀƴŀƎŜƳŜƴǘΩǎ /ontrol or influence over the work ƻŦ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘΩǎ ŜȄǇŜǊǘΦ 

d. ¢ƘŜ ƳŀƴŀƎŜƳŜƴǘΩǎ ŜȄǇŜǊǘΩǎ competence and capabilities. 

e. Whether the ƳŀƴŀƎŜƳŜƴǘΩǎ ŜȄǇŜǊǘ ƛǎ ǎǳōƧŜŎǘ ǘƻ ǘŜŎƘƴƛŎŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ǎǘŀƴŘŀǊŘǎ or 

other professional or industry requirements. 

2. The nature and significance of the matter, including its complexity. 

3. The risks of material misstatement in the matter. 

4. The expected nature of procedures to respond to ƛŘŜƴǘƛŦƛŜŘ ǊƛǎƪǎΣ ƛƴŎƭǳŘƛƴƎ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

knowledge of and experience with the work of experts in relation to such matters; and  

5. The availability of alternative sources of audit evidence. 

 

G. b¢9 hC !¦5L¢ twh/95¦w9{ LbC[¦9b/95 .¸ !¦5L¢hw{ 9·t9w¢Ω{ ²hwYΥ 

 

1. In determining the nature, timing and extent of those procedures, the auditor shall consider 

matters including: 

a. The nature of the matter ǘƻ ǿƘƛŎƘ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ǊŜƭŀǘŜǎ. 

b. The risks of material misstatement ƛƴ ǘƘŜ ƳŀǘǘŜǊ ǘƻ ǿƘƛŎƘ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ǊŜƭŀǘŜǎ. 

c. The ǎƛƎƴƛŦƛŎŀƴŎŜ ƻŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ in the context of the audit. 

d. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ knowledge of and experience with previous work performed by that expert 

and 

e. Whether that expert is subject to the ŀǳŘƛǘƻǊΩǎ ŦƛǊƳΩǎ ǉǳŀƭƛǘȅ ŎƻƴǘǊƻƭ ǇƻƭƛŎƛŜǎ and 

procedures. 

2. In the following cases generally more extensive audit procedures would require: 

a. The work of the ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ǊŜƭŀǘŜǎ ǘƻ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ƳŀǘǘŜǊ that involves 

subjective and complex judgments.  

b. The auditor has ƴƻǘ ǇǊŜǾƛƻǳǎƭȅ ǳǎŜŘ ǘƘŜ ǿƻǊƪ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ, and has no prior 

knowledge ƻŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ competence, capabilities and objectivity.  
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c. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ expert is performing procedures that are integral to the audit, rather 

than being consulted to provide advice on an individual matter.  

d. The ŜȄǇŜǊǘ ƛǎ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǘŜǊƴŀƭ ŜȄǇŜǊǘ and is ƴƻǘ ǎǳōƧŜŎǘ ǘƻ ǘƘŜ ŦƛǊƳΩǎ ǉǳŀƭƛǘȅ 

control policies and procedures. 

 

H. EVALUATE - /hat9¢9b/9Σ /!t!.L[L¢¸ !b5 h.W9/¢L±L¢¸ hC !¦5L¢hwΩǎ 9·t9w¢Υ 

 

1. The auditor ǎƘŀƭƭ ŜǾŀƭǳŀǘŜ ǿƘŜǘƘŜǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ has the necessary competence, 

capabilities and ƻōƧŜŎǘƛǾƛǘȅ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ purposes.  

2. EXTERNAL EXPERT OBJECTIVITY: In the case of an ŀǳŘƛǘƻǊΩǎ ŜȄǘŜǊƴŀƭ ŜȄǇŜǊǘ, the evaluation 

of objectivity shall include inquiry regarding interests and relationships that may create a 

ǘƘǊŜŀǘ ǘƻ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ƻōƧŜŎǘƛǾƛǘȅ. The following evaluations shall be made in this regard: 

a. Inquire of the entity about any known interests or relationships that the entity has 

with ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǘŜǊƴŀƭ ŜȄǇŜǊǘ ǘƘŀǘ Ƴŀȅ ŀŦŦŜŎǘ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ƻōƧŜŎǘƛǾƛǘȅΦ 

b. If relationship exist, discuss with that expert any applicable safeguards, including any 

professional requirements that apply to that expert and  

c. Evaluate whether the safeguards are adequate to reduce threats to 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 EXPERT: The auditor may obtain a written representation 

ŦǊƻƳ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǘŜǊƴŀƭ ŜȄǇŜǊǘ about any interests or relationships with the entity 

of which that expert is aware. 

3. Whether the eȄǇŜǊǘΩǎ ǿƻǊƪ ƛǎ ǎǳōƧŜŎǘ ǘƻ ǘŜŎƘƴƛŎŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ǎǘŀƴŘŀǊŘǎ or other 

professional or industry requirements, 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. 

4. RŜƭŜǾŀƴŎŜ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ŎƻƳǇŜǘŜƴŎŜ ǘƻ ǘƘŜ ƳŀǘǘŜǊ ŦƻǊ ǿƘƛŎƘ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ 

will be used, including any areas of specialty ǿƛǘƘƛƴ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ŦƛŜƭŘΦ [E.g., A particular 

actuary may specialise in property and casualty insurance, but has limited expertise 

regarding pension calculations.] 

5. The Evaluation of Experts competence is a continuous process keeping in mind unexpected 

events and changes in conditions. 

 

I. !Dw99a9b¢ ²L¢I ¢I9 !¦5L¢hwΩ{ 9·t9w¢Υ 

 

The auditor shall agree, in writing when appropriate, on the following matters with the ŀǳŘƛǘƻǊΩǎ 

expert: 

1. The nature, scope and objectives ƻŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ work. 

2. The respective roles and responsibilities of the auditor and that expert. 
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3. The nature, timing and extent of communication between the auditor and that expert, 

including the form of any report to be provided by that expert; and 

4. ¢ƘŜ ƴŜŜŘ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ǘƻ observe confidentiality requirements. 

 

J. 9±![¦!¢LbD ¢I9 !59v¦!/¸ hC ¢I9 !¦5L¢hwΩ{ 9·t9w¢ ²hwYΥ 

 

¢ƘŜ ŀǳŘƛǘƻǊ ǎƘŀƭƭ ŜǾŀƭǳŀǘŜ ǘƘŜ ŀŘŜǉǳŀŎȅ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

purposes, including: 

1. ¢ƘŜ ǊŜƭŜǾŀƴŎŜ ŀƴŘ ǊŜŀǎƻƴŀōƭŜƴŜǎǎ ƻŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ŦƛƴŘƛƴƎǎ ƻǊ ŎƻƴŎƭǳǎƛƻƴǎΣ ŀƴŘ ǘƘŜƛǊ 

consistency with another audit evidence: 

a. LƴǉǳƛǊƛŜǎ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΦ  

b. wŜǾƛŜǿƛƴƎ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪƛƴƎ ǇŀǇŜǊǎ ŀƴŘ ǊŜǇƻǊǘǎΦ  

c. Corroborative procedures, such as 

i. Observing ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ. 

ii. Confirming relevant matters with third parties. 

iii. Performing detailed analytical procedures to see whether Principles of 

materiality aspects considered and  

iv. Re-performing calculations.  

v. Discussion with another expert with relevant expertise when, for example, 

ǘƘŜ ŦƛƴŘƛƴƎǎ ƻǊ ŎƻƴŎƭǳǎƛƻƴǎ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ŀǊŜ ƴƻǘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ 

other audit evidence.  

vi. Discussing ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǊŜǇƻǊǘ ǿƛǘƘ management. 

2. LŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ involves use of significant assumptions and methods, the relevance and 

reasonableness of those assumptions and methods in the circumstances and 

3. LŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ƛƴǾƻƭǾŜǎ ǘƘŜ use of source data ǘƘŀǘ ƛǎ ǎƛƎƴƛŦƛŎŀƴǘ ǘƻ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪΣ 

the relevance, completeness, and accuracy of that source data. 

 

K. WHEN THE WORK OF AUDITORS EXPERT IS NOT ADEQUATE: 

 

1. LŦ ǘƘŜ ŀǳŘƛǘƻǊ ŘŜǘŜǊƳƛƴŜǎ ǘƘŀǘ ǘƘŜ ǿƻǊƪ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ expert is not adequate for the 

ŀǳŘƛǘƻǊΩǎ ǇǳǊǇƻǎŜǎΣ ǘƘŜ ŀǳŘƛǘƻǊ ǎƘŀƭƭΥ 

a. Agree with that expert on the nature and extent of further work to be performed by 

that expert; or 

b. Perform further audit procedures appropriate to the circumstances.  

2. NO EVIDENCE ς MODIFIED OPINION: If the auditor cannot resolve the matter through the 

additional audit procedures, which may involve further work being performed by both the 

expert and the auditor, or include employing or engaging another expert, it may be 

necessary to express a modified opinion ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ {! тлр 

because the auditor has not obtained sufficient appropriate audit evidence. 
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L. REPORTING IN AUDITORS REPORT [ABOUT AUDITORS EXPERT]: 

 

1. UMO ς No Reference: The auditor shall not refer ǘƻ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ƛƴ ŀƴ 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ containing an unmodified opinion unless required by law or regulation to do 

so. If such reference is required by law or regulation, the auditor shall indicate in the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǘƘŀǘ ǘƘŜ ǊŜŦŜǊŜƴŎŜ ŘƻŜǎ ƴƻǘ ǊŜŘǳŎŜ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ for the audit 

opinion. 

2. MO ς Refer: If the auditor may refer ǘƻ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report because such reference is relevant to an understanding nature of a modification to 

ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ. Further the ŀǳŘƛǘƻǊ ǎƘŀƭƭ ƛƴŘƛŎŀǘŜ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ that such 

ǊŜŦŜǊŜƴŎŜ ŘƻŜǎ ƴƻǘ ǊŜŘǳŎŜ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ for that opinion. 

Refer Q No. 23, 24 in Additional Concepts and Practical Questions 
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PART ς II [LEGAL AND OTHER REGULATORY 

REQUIREMENTS] 

 

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

 

A. DUTY OF AUDITOR TO INQUIRE ON CERTAIN MATTERS u/s 143(1): It is the duty of auditor to 

inquire into the following matters: 

1. Whether loans and advances made by the company on the basis of security: 

a) Have been properly secured and 

b) Whether the terms on which they have been made are prejudicial to the interests of the 

company or its members. 

2. Whether transactions of the company which are represented merely by book entries are 

prejudicial to the interests of the company. 

3. Whether any Shares or Securities held by the company are sold at a price less than purchase 

price. However, this point shall not apply to banking and investment companies. 

4. Whether loans and advances made by the company have been shown as deposits. 

5. Whether personal expenses have been charged to revenue account. 

6. Where it is stated in the books and documents of the company that any shares have been 

allotted for cash: 

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

b) If no cash has actually been received, the position as stated in the account books and the 

balance sheet is correct, regular and not misleading. 

 

Reporting Requirements: If the auditor got a positive response he can ignore above matters. 

However, if there are any negative or adverse comments observed then he shall state them in 

his report along with reasons. 

In the audit report these matters should be included under the section άǊŜǇƻǊǘƛƴƎ ƻƴ legal and 

other regulatory ǊŜǉǳƛǊŜƳŜƴǘǎέΦ 

B. DUTY TO REPORT ON CERTAIN MATTERS u/s 143(3): ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘŀƭƭ ŀƭǎƻ state 

a. Whether he has sought and obtained all the information and explanations which to the best 

of his knowledge and belief were necessary for the purpose of his audit. 

b. Whether, in his opinion, proper books of account as required by law have been kept by the 

company so far as appears from his examination of those books and proper returns 

adequate for the purposes of his audit have been received from branches not visited by him; 

c. Whether the report on the accounts of any branch office of the company audited by a 
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ǇŜǊǎƻƴ ƻǘƘŜǊ ǘƘŀƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŀǳŘƛǘƻǊǎ (Branch auditor) has been sent to him and How he 

has dealt with it in preparing his report. 

d. ²ƘŜǘƘŜǊ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ōŀƭŀƴŎŜ ǎƘŜŜǘ ŀƴŘ ǇǊƻŦƛǘ ŀƴŘ ƭƻǎǎ ŀŎŎƻǳƴǘ (Financial Statements) 

dealt with in the report are in agreement with the books of account and returns. 

e. Whether, in his opinion, the financial statements comply with the accounting standards. 

f. The observations or comments of the auditors on financial transactions or matters which 

have any adverse effect on the functioning of the company. 

g. Whether any director is disqualified from being appointed as a director under sub- section 

(2) of the section 164. 

h. Any qualification, reservation or adverse remark relating to the maintenance of accounts and 

other matters connected therewith. 

i. Whether the company has adequate internal financial controls w.r.t financial statements in 

place and the operating effectiveness of such controls (Ref - Note 1) 

j. Such other matters as may be prescribed. Rule 11 of the Companies (Audit and Auditors) 

Rules, 2014 ǇǊŜǎŎǊƛōŜǎ ǘƘŜ ƻǘƘŜǊ ƳŀǘǘŜǊǎ ǘƻ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ ¢ƘŜ ŀǳŘƛǘƻǊΩǎ 

report shall also include their views and comments on the following matters, namely: 

1. Whether the company has disclosed the impact of pending litigations on its financial 

position in its financial statement. 

2. Whether the company has made provision, as required under any law or accounting 

standards, for material foreseeable losses, if any, on long term contracts including 

derivative contracts. 

3. Whether there has been any delay in transferring amounts, required to be transferred, to 

the Investor Education and Protection Fund by the company. 

4.  

i) ²ƘŜǘƘŜǊ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ Ƙŀǎ ǊŜǇǊŜǎŜƴǘŜŘ ǘƘŀǘΣ ǘƻ ǘƘŜ ōŜǎǘ ƻŦ ƛǘΩǎ ƪƴƻǿƭŜŘƎŜ ŀƴŘ 

belief, other than as disclosed in the notes to the accounts, no funds have been 

advanced or loaned or invested (either from borrowed funds or share premium or 

any other sources or kind of funds) by the company to or in any other person(s) or 

ŜƴǘƛǘȅόƛŜǎύΣ ƛƴŎƭǳŘƛƴƎ ŦƻǊŜƛƎƴ ŜƴǘƛǘƛŜǎ όάLƴǘŜǊƳŜŘƛŀǊƛŜǎέύΣ ǿƛǘƘ ǘƘŜ ǳƴŘŜǊǎǘŀƴŘƛƴƎΣ 

whether recorded in writing or otherwise, that the Intermediary shall, whether, 

directly or indirectly lend or invest in other persons or entities identified in any 

manner whatsoever by or on behalf of the company όά¦ƭǘƛƳŀǘŜ .ŜƴŜŦƛŎƛŀǊƛŜǎέύ ƻǊ 

provide any guarantee, security or the like on behalf of the Ultimate Beneficiaries. 

ii) Whether the management has represented, that, to the best of its knowledge and 

belief, other than as disclosed in the notes to the accounts, no funds have been 

received by the company from any person(s) or entity(ies), including foreign 

ŜƴǘƛǘƛŜǎ όάCǳƴŘƛƴƎ tŀǊǘƛŜǎέύΣ ǿƛǘƘ ǘƘŜ ǳƴŘŜǊǎǘŀƴŘƛƴƎΣ ǿƘŜǘƘŜǊ ǊŜŎƻǊŘŜŘ ƛƴ ǿǊƛǘƛƴƎ 

or otherwise, that the company shall, whether, directly or indirectly, lend or invest 

in other persons or entities identified in any manner whatsoever by or on behalf of 

ǘƘŜ CǳƴŘƛƴƎ tŀǊǘȅ όά¦ƭǘƛƳŀǘŜ .ŜƴŜŦƛŎƛŀǊƛŜǎέύ ƻǊ ǇǊƻǾƛŘŜ ŀƴȅ ƎǳŀǊŀƴǘŜŜΣ ǎŜŎǳǊƛǘȅ ƻǊ 
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the like on behalf of the Ultimate Beneficiaries. 

iii) Based on such audit procedures that the auditor has considered reasonable and 

appropriate in the circumstances, nothing has come to their notice that has caused 

them to believe that the representations under sub-clause (i) and (ii) contain any 

material misstatement. 

5. Whether the dividend declared or paid during the year by the company is in compliance 

with section 123 of the Companies Act, 2013. 

6. [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 

operated 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 step-by-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 1: The provisions of internal financial controls shall not apply for the following private limited 

companies: 

1. One Person company. 

2. Small company. 

3. A Private company satisfying the following conditions-  

a. Turnover as per latest financial statements shall not exceed Rs. 50 Crore and 

b. Loans and Borrowings from banks and financial institutions shall not exceed Rs. 25 

Crore. 

 

NOTE 2: The Companies (Amendment) Act, 2017 effective 12-09-2018 inserted Section 197(16) of the 

Companies Act, 2013 that requires as under: 

ά¢ƘŜ ŀǳŘƛǘƻǊ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅ ǎƘŀƭƭΣ ƛƴ Ƙƛǎ ǊŜǇƻǊǘ ǳƴŘŜǊ ǎŜŎǘƛƻƴ мпоΣ make a statement as to whether the 

remuneration paid by the company to its directors is in accordance with the provisions of this section, 

whether remuneration paid to any director is in excess of the limit laid down under this section and give 

such other details as may be prescribedέΦ [This provision is applicable only for PUBLIC COMPANIES] 
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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) CǳǊǘƘŜǊ ƘŜ ǎƘŀƭƭ ǎǘŀǘŜ ǘƘŜǎŜ ƳŀǘǘŜǊǎ ǳƴŘŜǊ ǘƘŜ ǎŜŎǘƛƻƴ άǊŜǇƻǊǘƛƴƎ ƻƴ ƭŜƎŀƭ and other 

ǊŜƎǳƭŀǘƻǊȅ ǊŜǉǳƛǊŜƳŜƴǘǎέΦ 

 

C. DUTY TO REPORT AS PER CARO 2020: SECTION 143(11) ς Q. NO. 2 

 

 

Q.NO.2 EXPLAIN THE PROVISIONS RELATING TO REPORTING UNDER CARO 2020? 

 

A. APPLICABILITY OF THE ORDER: The Companies Auditor Report Order, 2016 (CARO) is an 

additional reporting requirement Order. The order applies to every company including a foreign 

company. However, it shall not apply to following classes of companies: 

1. A banking companies 

2. An insurance 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 holding company of a public company and 

b) The Total Paid up capital and reserves & surplus shall not exceed Rs. 1 Crore as on the 

balance sheet date and 

c) The Total Borrowings from banks and financial institutions shall not exceed Rs. 1 Crore at 

any point of time during the financial year and 

d) Total Turnover calculated as per Schedule III (including revenue from discontinuing 

operations) shall not Exceed Rs. 10 crore during the financial year as per the financial 

statements. 

POINTS TO BE KEPT IN MIND WHILE CALCULATING ABOVE PARAMETERS: 

1. Paid up share capital: 

a) Inclusions: It includes both equity share capital as well as the preference share capital. 

b) Exclusions: It excludes share application money received pending allotment, calls in arrears 

and calls in advance. 

2. Reserves and surplus: 

a) It includes all the reserves (whether capital or revenue reserves) as disclosed in the Schedule 
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III of the companies act, 2013. 

b) Revaluation reserve, if any, should be taken into consideration while determining the 

applicability of CARO. 

c) The debit balance of the profit and loss account, if any, should be reduced from the figures 

of Reserves & Surplus same as per Schedule III. 

d) If there any excess debit balance of profit and loss account after adjustment to Reserves & 

Surplus, then such excess can be netted off against Paid up Capital also. 

e) Provisions are excluded whether they are made for depreciation or for Diminution in the 

value of assets or for any known liability. 

3. Borrowing: 

a) Loans taken from banks and financial institutions are only to be considered. 

b) It includes all the loans irrespective of nature of loans: 

i) Whether term loans, demand loans, working capital loans, cash credits, and overdraft, 

bills purchased and discounted. 

ii) Whether loans whether secured or unsecured. 

c) The limit shall be computed with reference to the aggregate borrowings from all banks and 

financial institutions cumulatively but not as per each bank or financial institute basis. 

d) The limit shall be considered at any point of time during the financial year i.e., on any day 

during the year but need not on the date of balance sheet. 

e) Where the company has taken any overdraft facility against Fixed Deposits, the gross 

amount outstanding in overdraft facility (without adjusting Fixed Deposit) shall be 

considered for the purpose of CARO. 

f) Amounts outstanding in respect of credit Cards also would also be considered. 

g) Non-fund-based credit facilities, to the extent such facilities have devolved and have been 

converted into fund-based credit facilities, should also be considered as outstanding 

borrowings.  

h) INVOLED GUARANTEES: The figures of outstanding borrowing would also include the 

amount of bank guarantees issued by the company where such guarantee(s) has (have) been 

invoked and encashed or where, say, a letter of credit has been devolved on the company. 

i) In case of Term Loans ς Interest accrued BUT NOT DUE shall not be considered under 

borrowings. 

Note: The aggregate borrowings disclosed in the financial statements would need to be 

considered based on applicable generally accepted accounting principles in India. [Ind AS / SCH 

III / Accounting Standards] 

4. Turnover: 

a) Revenue means the aggregate amounts of sales affected by the company including the 

revenue from discontinuing operations. 
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b) It includes sale of goods, services & any other operating revenues earned by the company. 

c) GST shall be deducted from the Turnover. 

d) It excludes sales returns and trade discounts, if any. 

 

5. Additional points: 

a) In the case of holding and subsidiary companies: 

i) The limits for applicability of CARO should be computed on the basis of standalone 

financial statements of holding and subsidiary companies separately but not on the basis 

of consolidated financial statements. 

ii) CARO, 2020 reporting shall not apply ǘƻ ǘƘŜ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘ ƻƴ Consolidated Financial 

{ǘŀǘŜƳŜƴǘǎ ά9·/9t¢ /ƭŀǳǎŜ нмέΦ 

b) In the case of companies having branches: 

i) The limits for the purpose of Applicability of CARO shall be computed from the entire 

ŎƻƳǇŀƴȅΩǎ ǾƛŜǿ including the amounts form all the branches but not w.r.t each branch 

wise. 

ii) Once it is applicable to the company as a whole, then each and every branch of the 

company will be covered under 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 be reported as part of Auditors Report as referred under SA 700 under the 

ǇŀǊŀ κ ǎŜŎǘƛƻƴ άw9thw¢LbD hb h¢I9w [9D![ !b5 w9D¦[!¢hw¸ w9v¦Lw9a9b¢{ϐ 

 

1. FIXED ASSETS: (MODIFIED IN CARO 2020) 

a) FIXED ASSET REGISTER: Whether the company is maintaining proper records showing full 

particulars including 

i) Quantitative details of PPE and Intangible Assets (Fixed Assets) and 

ii) Situation of PPE. 

 

b) PHYSICAL VERIFICATION:  

i) Whether these fixed assets have been physically verified by the management at 

reasonable intervals. 

ii) Whether any material discrepancies were noticed on such verification and if so, whether 

the same have been properly dealt with in the books of accounts. 

 

c) IMMOVABLE PROPERTY: Whether the title of immovable properties is held in the name of 

the company. If not, provide the details of the same: 

i) Description of the Property 

ii) Gross Carrying Value 

iii) Held in Name of (I.e., Promoter or director or employees) 

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

 

d) REVALUATION (NEWLY ADDED IN 2020): 

Whether the company has revalued its Property, Plant and Equipment (including Right of 

Use assets) or intangible assets or both during the year and, if so:  

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

ii) Specify the amount of change, if change is 10% or more in the aggregate of the net 

carrying value of each class of Property, Plant and Equipment or intangible assets. 

 

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

Whether any proceedings have been initiated or are pending against the company for 

holding any benami property under the Benami Transactions (Prohibition) Act, 1988 (45 of 
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1988) and rules made there under, if so, whether the company has appropriately disclosed 

the details in its financial statements. 

 

2. INVENTORIES: (MODIFIED IN CARO 2020) 

a) PHYSICAL VERIFICATION:  

i) Whether physical verification of inventory has been conducted at reasonable intervals by 

the management. 

ii) Whether any discrepancies of 10% or more in the aggregate for each 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 during any point of time of the year, the company has been sanctioned working 

capital limits in excess of five crore rupees, in aggregate, from banks or financial 

institutions on the basis of security of current assets;  

ii) Whether the quarterly returns or statements filed by the company with such banks or 

financial institutions are in agreement with the books of account of the Company, if not, 

give details 

 

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

a) APPLICABILITY: Whether 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 PARTIES: The aggregate amount during the year, and balance outstanding at 

the balance sheet date with respect to such loans or advances and guarantees or security 

to subsidiaries, joint ventures and associates. 

ii) TO UNRELATED PARTIES: The aggregate amount during the year, and balance outstanding 

at the balance sheet date with respect to such loans or advances and guarantees or 

security to parties OTHER THAN subsidiaries, joint ventures and associates. 

b) TERMS AND CONDITIONS:  

Whether the investments made, guarantees provided, security given and the terms and 

conditions of the grant of all loans and advances in the nature of loans and guarantees 

provided ŀǊŜ ƴƻǘ ǇǊŜƧǳŘƛŎƛŀƭ ǘƻ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƛƴǘŜǊŜǎǘ. 

c) REPAYMENT REGULARITY: 

In respect of loans and advances in the nature of loans, whether the schedule of repayment 

of principal and payment of interest has been stipulated and whether the repayments or 

receipts are regular. 
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d) OVERDUE > 90 DAYS: 

If the amount is overdue, state the total amount overdue for more than ninety days, and 

whether reasonable steps have been taken by the company for recovery of 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 been renewed or extended or fresh loans granted to settle the overdues of existing 

loans given to the same parties, if so,  

i) Specify the aggregate amount of such dues renewed or extended or settled by fresh loans 

and  

ii) The percentage of the aggregate to the total loans or advances in the 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 nature of loans either 

repayable on demand or without specifying any terms or period of repayment, if so,  

i) Specify the aggregate amount, percentage thereof to the total loans granted,  

ii) Aggregate amount of loans granted to Promoters, related parties as defined in clause (76) 

of section 2 of the Companies Act, 2013 

 

4. OTHER LOANS, INVESTMENTS, GUARANTEES MADE BY COMPANY: (SAME AS CARO 2016) 

In respect of loans, Investments, Guarantees, and securities provided by company, whether 

provisions of section 185 & 186 have been complied with? If not, provide the details thereof. 

5. DEPOSITS: (SAME AS CARO 2016) 

In case the company has accepted deposits from the public, 

a) Verify the compliance with the following: 

i) the provisions of Sections 73 to 76 ƻŦ ǘƘŜ /ƻΦΩǎ !ŎǘΣ нлмо ƻǊ 

ii) whether the directives issued by the RBI and 

iii) An order passed by CLB or any court or any other Tribunal, if any. 

b) If there is any Non-compliance, the nature of contraventions should be stated. 

 

6. COST RECORDS: (SAME AS CARO 2016)  

a) Whether maintenance of cost records has been prescribed by the Central Government under 
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ǎǳō ǎŜŎǘƛƻƴ όмύ ƻŦ ǎŜŎǘƛƻƴ мпу ƻŦ ǘƘŜ /ƻΦΩǎ !ŎǘΣ нлмо ƛǎ applicable. 

b) If applicable, whether such accounts and records have made and maintained. 

 

7. STATUTORY DUES: (SAME AS CARO 2016) 

a) UNDISPUTED DUES: 

i) Is the company regular in depositing undisputed statutory dues e.g. provident fund, ESI, 

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

ii) if not, the extent of the arrears of outstanding statutory dues as at the last day of the 

financial year concerned for a period of more than six months from the date, they became 

payable, shall be indicated by the auditor. (Only Information and not opinion) 

b) DISPUTED DUES: 

In case dues have not been deposited on account of any dispute, the auditor shall indicate 

i) The amounts involved in dispute and 

ii) The forum 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 

disclosed as income during the year in the tax assessments under the Income Tax Act, 1961 (43 

of 1961), if so, whether the previously unrecorded income has been properly recorded in the 

books of account during 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 has defaulted in repayment of borrowings of loans to a financial 

institution, Bank, Debenture holders or Governments. 

ii) If so, the period and amount of default to be reported each lender wise in the following 

Format: 

ω Nature of Borrowing 

ω Name of the lender 

ω Amount Not Paid on Due Date 

ω Whether Principal or Interest or both 

ω Delay in Days 

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

Whether the company is a declared willful defaulter by any bank or financial institution or 

other lender. 

 

c) PURPOSE OF TERM LOANS:  

Whether term loans were applied for the purpose for which the loans were obtained; if not, 

the amount of loan so diverted and the purpose for which it is used may 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 has taken any funds from any entity or person on account of or to 

meet the obligations of its subsidiaries, associates or joint ventures, if so, details thereof with 

nature of such transactions and the amount in each case. 

 

f) LOAN AGAINST PLEDGE OF SECURITES OF SUBSIDIARIES: 

i) ²ƘŜǘƘŜǊ ǘƘŜ ŎƻƳǇŀƴȅ Ƙŀǎ ǊŀƛǎŜŘ ŀƴȅ ƭƻŀƴǎ ŘǳǊƛƴƎ ǘƘŜ ȅŜŀǊ άhb t[95D9 hC SECURITIES 

HELD IN SUBSIDIARY/ASSOCIATE/JOINT VENTURE and if So, Give details thereof 

ii) Also report whether the company has defaulted in repayment of such loans. 

 

10. END USE OF FUNDS RAISED: 

a) IPO / FPO:  

i) Whether the money raised by way of initial or further public offer (including debt 

instruments) were utilized for the purposes for which those are raised. 

ii) If not, the details along with the defaults, delays & subsequent rectifications, if any, to be 

reported. 

 

b) PREFERENTIAL ALLOTMENT: 

i) Whether the company has made any preferential allotment or private placement of 

shares or fully or partly convertible debentures during the year under review & 

ii) If so, verify the following: 

ω Compliance with section 42 of the act. and 

ω The amount raised have been used for the purpose for which they are raised. 

iii) If not provide the details in respect of the amount involved & nature of non-compliance 
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11. REPORTING OF FRAUDS: 

a) NOTICED OR REPORTED:  

i) Whether any fraud by or on the company by its officers or employees has been noticed or 

reported during the year. 

ii) If yes, the nature and the amount involved is to be indicated. 

 

b) SEC. 143(12) ς FRAUD (NEWLY ADDED IN 2020): 

Whether any report under sub-section (12) of section 143 of the Companies Act has been 

filed by the auditors in Form ADT-4 as prescribed 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 has considered whistle-blower complaints, if 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 similar, except that under section 447Σ ŦǊŀǳŘ ƛƴŎƭǳŘŜǎ Ψacts with an intent to injure 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 lossΦΩ IƻǿŜǾŜǊΣ ŀƴ ŀǳŘƛǘƻǊ may not be able to detect acts that have 

intent to injure the interests of 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 

company. 

 

12. NIDHI COMPANY: (SAME AS CARO 2016) 

a) Whether Nidhi Company has complied with the net owned funds (i.e., net worth) to deposits 

in the ratio of 1:20 to 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 maintaining 10% Unencumbered term deposits as specified in 

Nidhi Rules, 2014 to meet out the liability. 

c) Whether there has been any default in payment of interest on deposits or repayment 

thereof for any period and if so, the details thereof. 

 

13. RELATED PARTY TRANSACTION: (SAME AS CARO 2016) 

Whether all transaction with related parties is 
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a) In compliance with section 177 & 188 where 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 an internal audit system commensurate with the size and 

nature of its business. 

b) Whether the reports of the Internal Auditors for the period under audit were 

considered by the statutory auditor. 

 

15. NON-CASH TRANSACTION: (SAME AS CARO 2016)  

Whether Company has entered into any Non-Cash Transactions with directors & if so 

provisions of section 192 have been complied with. 

 

16. NON-BANKING FINANCIAL INSTITUTION (MODIFIED IN 2020): 

a) 45IA OF RBI ACT: Whether the company is required to be registered under section 45-IA of 

Reserve Bank of India Act 1934, and If so, whether the registration has been obtained. 

b) NBFC ACTIVITIES (NEW): Whether the company has conducted any Non-Banking Financial or 

Housing Finance activities without a valid Certificate of Registration (CoR) 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 regulations 

made by the Reserve Bank of India, if so,  

ii) Whether it continues to fulfil the criteria of a CIC, and in case the company is an 

exempted or unregistered CIC, whether it continues to fulfil such criteria. 

iii) Whether the Group has more than one CIC as part of the Group, if yes, indicate the 

number of CICs which 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 been any resignation of the statutory auditors during the year, if so,  

b) Whether the auditor has taken into consideration the issues, objections or concerns 

raised by the outgoing auditors. 
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19. MATERIAL UNCERTAINITY (NEWLY ADDED IN 2020): 

On the basis of the financial ratios, ageing and expected dates of realisation of financial assets 

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

the ŀǳŘƛǘƻǊΩǎ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ .ƻŀǊŘ ƻŦ 5ƛǊŜŎǘƻǊǎ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ǇƭŀƴǎΣ Whether the auditor 

is of the opinion that no material uncertainty exists as on the date of the audit report that 

company is capable of meeting its liabilities existing at the date of balance sheet as and when 

they fall due within a period of one year from the balance sheet date. 

 

20. CORPORATE SOCIAL RESPONSIBILITY FUND (NEWLY ADDED IN 2020): 

a. Whether, in respect of other than ongoing projects, the company has transferred 

unspent amount to a Fund specified in Schedule VII to the Companies Act within a period 

of six months of the expiry of the financial year in compliance with second proviso to 

sub-section (5) of section 135 of the said Act. 

b. Whether any amount remaining unspent under sub-section (5) of section 135 of the 

Companies Act, pursuant to any ongoing project, has been transferred to special account 

in compliance with the provision of sub­section (6) of section 135. 

 

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

a. Whether there have been any qualifications or adverse remarks by the respective 

auditors in the /ƻƳǇŀƴƛŜǎ ό!ǳŘƛǘƻǊΩǎ wŜǇƻǊǘύ Order (CARO) reports of the companies 

included in the consolidated financial statements,  

b. if yes, indicate the details of the companies and the paragraph numbers of the CARO 

report containing the qualifications or adverse remarks. 

 

AUDIT REPORTING: 

a) The reporting under the above matters is mandatory. Means whether it is positive or negative 

the auditor must comment. 

b) Where the response obtained for the above matters is negative, the auditor shall give reasons 

thereof. 

 

Also, where the auditor is unable to express any opinion on any specified matter, his report shall 

indicate such fact together with the reasons why it is not possible for him to give his opinion on the 

same. 
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ADDITIONAL CONCEPTS AND PRACTICE QUESTIONS  

 

Q.NO.1 WRITE ABOUT DUTY TO REPORT ON FRAUD UNDER COMPANIES ACT 2013? 

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. IF THE AMOUNT OF FRAUD IS RS. 1 CRORE OR MORE 

a. Reporting to the Central Government: If the auditor has reason to believe that an offence of 

fraud involving an amount of Rs. 1 crore or above, is being or has been committed against the 

company by its officers or employees, the 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 case 

may be, not later than 2 days of his knowledge of the fraud, seeking their reply or 

observations within 45 days. 

2. On receipt of such reply or observations, the auditor shall forward his report and the reply 

or observations of the Board or the Audit Committee along with his comments on such 

reply or observations to the CG within 15 days from the date of receipt of such reply or 

observations. 

3. In case the auditor fails to get any reply or observations within the stipulated period of 45 days, 

he shall forward his report to the CG along with a note containing the details of his report that 

was earlier forwarded to the Board or the Audit Committee for which he has not received any 

reply or observations. 

4. The report shall be on the letterhead of the auditor containing postal address, e-mail 

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 specified in Form ADT-4. 

 

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

a. Reporting to the Audit Committee or Board: If the auditor has reason to believe that an 

offence of fraud involving an amount of less than Rs.1 Crore, is being or has been committed 

against the company by its officers or employees, the auditor shall report the matter to the 

audit committee constituted under section 177 or to the Board in other cases, not later than 

2 days of knowledge of fraud, specifying the following: 

1. Nature of Fraud with description. 

2. Approximate amount involved and 
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3. Parties involved. 

b. Disclosure in the Board's Report: The following details of each of the fraud reported to the 

!ǳŘƛǘ ŎƻƳƳƛǘǘŜŜ ƻǊ ǘƘŜ .ƻŀǊŘ ǎƘŀƭƭ ōŜ ŘƛǎŎƭƻǎŜŘ ƛƴ ōƻŀǊŘΩǎ ǊŜǇƻǊǘΥ 

1. Nature of Fraud with description. 

2. Approximate Amount involved. 

3. Parties involved, and 

4. Remedial actions taken. 

C. OTHER RELATED PROVISIONS: 

Sec. 143 (12) - It 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 in 

good faith. 

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 the 

provisions of sub-section (12) of section 143, he shall be liable to a penalty of five lakh rupees in 

case of a listed company and a penalty of one lakh rupees in case of any other company. 

 

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

1. ¢ƘŜ ŀǳŘƛǘƻǊ ƛǎ ŀƭǎƻ ǊŜǉǳƛǊŜŘ ǘƻ ǊŜǇƻǊǘ ǳƴŘŜǊ ŎƭŀǳǎŜ όȄύ ƻŦ ǇŀǊŀƎǊŀǇƘ о ƻŦ /ƻƳǇŀƴƛŜǎ ό!ǳŘƛǘƻǊΩǎ 

Report) Order, 2020 [CARO, 2020] on whether 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. 

 

2. The definition of fraud as per SA 240 and the explanation of fraud as per Section 447 of the 

2013 Act are similar, ŜȄŎŜǇǘ ǘƘŀǘ ǳƴŘŜǊ ǎŜŎǘƛƻƴ пптΣ ŦǊŀǳŘ ƛƴŎƭǳŘŜǎ ΨŀŎǘǎ with an intent to injure 

the interests of the company or its shareholders or its creditors or any other person, whether 

ƻǊ ƴƻǘ ǘƘŜǊŜ ƛǎ ŀƴȅ ǿǊƻƴƎŦǳƭ Ǝŀƛƴ ƻǊ ǿǊƻƴƎŦǳƭ ƭƻǎǎΦΩ IƻǿŜǾŜǊΣ ŀƴ ŀǳŘƛǘƻǊ may not be able to 

detect acts that have intent to injure the interests of 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 company. For example, 

a. An auditor may not be able to detect if 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. 
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Therefore, the auditor shall consider the requirements of the SAs, insofar as it relates to the risk of 

fraud, including the definition of fraud as stated in SA 240, in planning and performing his audit 

procedures in an audit of financial statements to address the risk of material misstatement due to 

fraud. 

 

EXAMPLE: 

The Senior Manager on the instruction of Chief Executive Officer of a company entered fake 

invoices of credit purchases in the books of account aggregating to Rs. 95 lakh and cleared all the 

payments to such bogus creditor. Here, the auditor of the company is required to report the 

fraudulent activity to the Board or Audit Committee (as the case may be) within 2 days of his 

knowledge of fraud. Further, the company is also required to disclose the ǎŀƳŜ ƛƴ .ƻŀǊŘΩǎ wŜǇƻǊǘ. 

It may be noted that the auditor need not to report to the Central Government as the amount of 

fraud involved is less than Rs. 1 crore, however, reporting under CARO, 2020 is required. 

 

Q.NO.2 Whether 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, the responsibilities of the auditor have been widened by removing the word 

άƻŦŦƛŎŜǊǎ ƻǊ ŜƳǇƭƻȅŜŜǎέΦ ¢Ƙƛǎ ŎƭŀǳǎŜ ǊŜǉǳƛǊŜǎ ǘƘŜ ŀǳŘƛǘƻǊ ǘƻ ǊŜǇƻǊǘ ǿƘŜǘƘŜǊ any fraud by the 

company or any fraud on the company has been noticed or reported during the year. If yes, the 

auditor is required to state:  

a. the amount involved and  

b. the nature of fraud.  

2. The clause does not require the auditor to discover such frauds.  

3. ¢ƘŜ ǳǎŜ ƻŦ ǘƘŜ ǿƻǊŘǎ άƴƻǘƛŎŜŘ ƻǊ ǊŜǇƻǊǘŜŘέ indicates that the management of the company 

should have the knowledge about the frauds by the company or on the company that have 

ƻŎŎǳǊǊŜŘ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘ ŎƻǾŜǊŜŘ ōȅ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ  

4. However, this clause does not relieve the auditor from his responsibility to consider fraud and 

error in an audit of financial statements.  

5. The auditor is required to report separately on the nature and amount involved for:  

a. Fraud on the company [i.e., 3rd parties deceived the company] and  

b. Fraud by the company [i.e., company deceived 3rd parties] 

AUDIT PROCEDURES AND REPORTING: 

1. INQUIRY OF MANAGEMENT: While planning, the auditor should also make inquiries of 

management to determine whether management is aware of any known fraud or suspected 

fraud that the company is investigating. 

2. INTERNAL AUDIT REPORT: The auditor should examine the reports of the internal auditor with a 

view to ascertain whether any fraud has been reported or noticed by the management.  
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3. AUDIT COMMITTEE: The auditor should examine the minutes of the audit committee meetings/ 

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

reported and actions taken thereon.  

4. OTHER EMPLOYEES: The auditor should also discuss the matter with other employees including 

officers of the company. 

5. WRITTEN REPRESENTATION: The auditor should obtain written representations from 

management that:  

a. It acknowledges its responsibility for the implementation and operation of accounting 

and internal control systems that are designed to prevent and detect fraud and error;  

b. It believes the effects of those uncorrected misstatements in financial statements, 

aggregated by the auditor during the audit are immaterial, both individually and in the 

aggregate, to the financial statements taken as a whole. 

c. It has disclosed to the auditor all significant facts relating to any frauds or suspected 

frauds known to management that may have affected the entity; and  

d. It has disclosed to the auditor the results of its assessment of the risk that the financial 

statements may be materially misstated as a result of fraud. 

6. NEED FOR WRITTEN REPRESENTATION: Because management is responsible for adjusting the 

financial statements to correct material misstatements, 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 evidence. In few 

instances, management may disagree with the auditors regarding a mis-statements detected by 

the auditor. For that reason, management may want to add to their written representation 

words such as, "We do not agree that items constitute misstatements because [description of 

reasons]." 

7. FRAUDS IDENTIFIED BY THE AUDITOR: The auditor 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 Clause. It may be mentioned here that section 143(12) of the Act 

requires the auditor has reasons to believe that a fraud is being committed or has been 

committed by an employee or officer. In such a case the auditor needs to report to the Central 

Government or the Audit Committee. However, this Clause will include only the reported frauds 

and not suspected fraud. 

 

Q.NO.3 What are the reporting requirements in the audit report under the Companies Act, 2013 / 

CARO, 2020 for the following situations? 

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

(ii) 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 / CARO 

2020: According to Clause (xi) (a) of Para 3 of CARO 2020, the auditor is required to report whether 
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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.  

Further, as per Clause (xi) (b) of Para 3 of CARO 2020, whether any report under section 143(12) of 

the Companies Act has been filed by the auditors in Form ADT-4 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 Company: In case employees or 

management are involved in fraud committed by vendor, reporting has to be done in accordance 

with CARO 2020 and 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. 

¢ƘŜǊŜŦƻǊŜΣ ǊŜǇƻǊǘƛƴƎ Ƙŀǎ ǘƻ ōŜ ŘƻƴŜ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ {! нплΣ ά¢ƘŜ !ǳŘƛǘƻǊΩǎ wŜǎǇƻƴǎƛōƛƭities 

ǊŜƭŀǘƛƴƎ ǘƻ CǊŀǳŘ ƛƴ ŀƴ ŀǳŘƛǘ ƻŦ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎέ. 

(ii) Company has committed major fraud on its customer of which case is pending in the court: 

Major fraud committed by the company on its customer has to be reported in accordance with 

Clause (xi) of Para 3 of CARO 2020. 

 

 

Q.NO.4 Whether the company has entered into any non-cash transactions with directors or 

persons connected with him and if so, whether the provisions of section 192 of Companies 

Act, 2013 have been complied with? [NOT IMP FROM EXAM VIEWPOINT] 

ANSWER: 

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

 

Q.NO.5 WRITE ABOUT DISTINCTION BETWEEN NOTES ON ACCOUNTS AND QUALIFICATIONS? 

ANSWER: 

1. As a general practice, the management would normally prefer to explain their viewpoint and 

assessment on all matters involving difference of opinion between them and the auditors by 

way of notes in the financial statements, for better understanding of the facts of the matters by 

users of financial statements.  

2. Such notes represent ƳŀƴŀƎŜƳŜƴǘΩǎ ǎǘŀƴŘ on the matter while the auditor records his 

disagreement on the matters by way of qualifications ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ 

3. Once auditor concludes that modification of his report in relation to the specific matter under 

question, is warranted, he may choose to refer to the specific note given by the management 

and thereafter, continue explaining more facts and his assessment on the matter including 

quantification and impact on the various financial ǎǘŀǘŜƳŜƴǘΩǎ captions, to the extent possible. 

4. MANNER OF QUALIFICATION BY AUDITOR:  

a. The Auditor must express the nature of qualification, in a clear and unambiguous 

manner. Where the Auditor answers any of the statutory affirmations in the negative or 

with a qualification, his report shall state the reasons for such answer. All qualifications 

ǎƘƻǳƭŘ ōŜ ŎƻƴǘŀƛƴŜŘ ƛƴ ǘƘŜ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘΦ  
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b. Where the company has committed an irregularity resulting in a breach of law, the 

Auditor should bring the same to the notice of the shareholders by properly qualifying 

his reportΦ ! ǉǳŀƴǘƛŦƛŜŘ ƻǇƛƴƛƻƴ ǎƘƻǳƭŘ ōŜ ŜȄǇǊŜǎǎŜŘ ŀǎ άŜȄŎŜǇǘ ŦƻǊέ ŦƻǊ ǘƘŜ ŜŦŦŜŎǘǎ ƻŦ ǘƘŜ 

matter to which qualification related. It would not be appropriate to use phrases such as 

άǿƛǘƘ ǘƘŜ ŦƻǊŜƎƻƛƴƎ ŜȄǇƭŀƴŀǘƛƻƴέ ƻǊ άǎǳōƧŜŎǘ ǘƻέ ƛƴ ǘƘŜ ƻǇƛƴƛƻƴ ǇŀǊŀƎǊŀǇƘ ŀǎ ǘƘŜǎŜ ŀre 

not sufficiently clear or forceful. 

c. A reference to the notes to Accounts ƛƴ ǘƘŜ !ǳŘƛǘƻǊǎΩ wŜǇƻǊǘ does not automatically 

become a qualification. 

 

Q.NO.6 ²wL¢9 !.h¦¢ 5LCC9w9b/9 .9¢²99b !¦5L¢ w9thw¢ !b5 !¦5L¢hwΩ{ /9w¢LCL/!¢9Κ 

ANSWER: 

CERTIFICATE: A certificate is a written confirmation of the accuracy of the facts stated therein and 

ŘƻŜǎ ƴƻǘ ƛƴǾƻƭǾŜ ŀƴȅ ŜǎǘƛƳŀǘŜ ƻǊ ƻǇƛƴƛƻƴΦ ¢ƘŜ ǘŜǊƳ ΨŎŜǊǘƛŦƛŎŀǘŜΩ ƛǎΣ ǘƘŜǊŜŦƻǊŜΣ ǳǎŜŘ ǿƘŜǊŜ ǘƘŜ ŀǳŘƛǘƻǊ 

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

the value of imports or exportǎ ƻŦ ŀ ŎƻƳǇŀƴȅΦ !ƴ ŀǳŘƛǘƻǊΩǎ certificate represents that he has verified 

certain figures and is in a position to vouch safe their accuracy as per his examination of documents 

and books of account.  

REPORT: A report, on the other hand, is a formal statement usually made after an enquiry, 

examination or review of specified matters under report and includes the reporting ŀǳŘƛǘƻǊΩǎ 

opinion ǘƘŜǊŜƻƴΦ ¢ƘŜ ΨǊŜǇƻǊǘΩ ƛƴǾƻƭǾŜǎ ŜȄǇǊŜssion of opinion which may differ from one professional 

to another. There is no question of exactitude (I.e., Precise) in 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 what 

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 data, that his opinion is in due accordance with facts, 

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

 

Q.NO.7 WRITE COMPARISION BETWEEN REPORTING TO SHARE HOLDERS VS REPORTING TO 

THOSE CHARGED WITH GOVERNANCE?  

ANSWER: 

REPORTING TO SHAREHOLDERS REPORTING TO TCWG 

Section 143 of the Companies Act, 2013 deals 

with the provisions relating to reporting to 

Shareholders. Thus, it is a Statutory Audit 

Report which is addressed to the members. 

Standard on Auditing 260 deals with the 

provisions relating to reporting to those 

Charged with Governance. 

Statutory Audit Report is on true and fair view 

and as per prescribed Format. 

It is a reporting on matters those charged with 

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 is 

an internal document i.e., private report. 

 

Q.NO.8 COMPARISION BETWEEN AUDIT QUALIFICATION VS EMPHASIS OF MATTER PARA. 
ANSWER:  

 AUDIT QUALIFICATION EMPHASIS OF MATTER 

{ǘŀƴŘŀǊŘ ƻƴ !ǳŘƛǘƛƴƎ тлр άaƻŘƛŦƛŎŀǘƛƻƴǎ ǘƻ ǘƘŜ 

hǇƛƴƛƻƴ ƛƴ ǘƘŜ LƴŘŜǇŜƴŘŜƴǘ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘέΣ 

deals with the provisions relating to Audit 

Qualification. 

{ǘŀƴŘŀǊŘ ƻƴ !ǳŘƛǘƛƴƎ тлс ά9ƳǇƘŀǎƛǎ ƻŦ aŀǘǘŜǊ 

Paragraphs and Other Matter Paragraphs in the 

LƴŘŜǇŜƴŘŜƴǘ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘέ ŘŜŀƭǎ ǿƛǘƘ ǘƘŜ 

provisions relating to Emphasis of Matter. 

!ǳŘƛǘ vǳŀƭƛŦƛŎŀǘƛƻƴǎ ŀǊŜ ŀƭǎƻ ƪƴƻǿƴ ŀǎ άǎǳōƧŜŎǘ 

to ǊŜǇƻǊǘέ ƻǊ άŜȄŎŜǇǘ ǘƘŀǘ ǊŜǇƻǊǘέΦ 

Emphasis of Matter is a paragraph which is 

ƛƴŎƭǳŘŜŘ ƛƴ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǘƻ ŘǊŀǿ ǳǎŜǊǎΩ 

attention to important matter(s) which are 

already disclosed in Financial Statements and 

ŀǊŜ ŦǳƴŘŀƳŜƴǘŀƭ ǘƻ ǳǎŜǊǎΩ ŦƻǊ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ 

Financial Statements. 

Audit Qualifications are given when auditor is 

having reservations on some of the items out of 

the financial statements as a whole i.e., 

!ǳŘƛǘƻǊΩǎ WǳŘƎƳŜƴǘ ŀōƻǳǘ ǘƘŜ tŜǊǾŀǎƛǾŜƴŜǎǎ ƻŦ 

the Effects or Possible Effects on the Financial 

Statements relating to if the impact of material 

misstatements is not pervasive on the financial 

statements but is present at some levels of the 

financial statements, qualified report is issued.  

Emphasis of Matter is a paragraph which is 

issued when there is an uncertainty 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 effect 

on the financial statements in advance of its 

effective date. 

 

Q.NO.9 ADKS & 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. Management 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.10 KPI Ltd is a joint venture of KPI Inc, a company based in US, and OPQ Ltd, a company 

ōŀǎŜŘ ƛƴ WŀǇŀƴ όƘŜǊŜƛƴŀŦǘŜǊ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ΨW± ǇŀǊǘƴŜǊǎΩύΦ YtL [ǘŘ ǿŀǎ ǊŜƎƛǎǘŜǊŜŘ ƛƴ LƴŘƛŀ ŀƴŘ ƛǎ 

operating as a marketing support company for KPI Inc. All the costs of KPI Ltd are incurred in 

India and entire revenue of KPI Inc is generated in USD. The entire funding requirements of KPI 

Ltd are taken care of by the JV partners. Since KPI Ltd is based in India, hence it is also required 

to get its financial statements audited. 

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 on Auditing. 

As an expert you are required to advise the auditor about the requirements regarding 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ŦƻǊ ŀǳŘƛǘǎ ŎƻƴŘǳŎǘŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ōƻǘƘ {ǘŀƴŘŀǊŘǎ ƻƴ !ǳŘƛǘƛƴƎ ƛǎǎǳŜŘ ōȅ 

ICAI and International Standards on Auditing? 

ANSWER: 

THIS CONCEPT IS DEALT UNDER QUESTION BANK 

Q.NO.11 TUV 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 2020-21. During the course of 

audit, CA Saroj noticed that the company had a major customer, namely, Korean Mart 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 discussed with the 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 2020-21. 

Iƻǿ ǎƘƻǳƭŘ /! {ŀǊƻƧ ŘŜŀƭ ǿƛǘƘ ǘƘƛǎ ƳŀǘǘŜǊ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ŦƻǊ ǘƘŜ C¸ нлн0-21? 

ANSWER: 

!ǎ ǇŜǊ {! ртлΣ άDƻƛƴƎ /ƻƴŎŜǊƴέΣ loss of a major market or a key customer is one of the operating 

ƛƴŘƛŎŀǘƻǊǎ ǘƘŀǘ Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ 

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

products has ended on account of outbreak of war, subsequent destruction and government ban on 

import and export in South Korea. Further, the company has not yet identified new customers and is 

in the process of doing the same. As such, the identification of new customer is a material 

ǳƴŎŜǊǘŀƛƴǘȅ ǘƘŀǘ Ŏŀǎǘ ŀ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ 

However, this matter is duly disclosed by the management of TUV Ltd. in the financial statements 

for the year ended 31.03.2021. 

As such, considering that the going concern assumption is appropriate but a material uncertainty 

exists with respect to identification of new customer, CA Saroj should: 
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1. Express an unmodified opinion and 

2. LƴŎƭǳŘŜ ƛƴ Ƙƛǎ ŀǳŘƛǘ ǊŜǇƻǊǘΣ ŀ ǎŜǇŀǊŀǘŜ ǎŜŎǘƛƻƴ ǳƴŘŜǊ ǘƘŜ ƘŜŀŘƛƴƎ άaŀǘŜǊƛŀƭ ¦ƴŎŜǊǘŀƛƴǘȅ 

wŜƭŀǘŜŘ ǘƻ DƻƛƴƎ /ƻƴŎŜǊƴέ ǘƻΥ 

a. Draw attention to the note in the financial statements that discloses the matters and 

b. State that these events or conditions indicate that a material uncertainty exists that 

may cast significant doubt ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ŀƴŘ 

ǘƘŀǘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴ ƛǎ ƴƻǘ ƳƻŘƛŦƛŜŘ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǘƘŜ ƳŀǘǘŜǊΦ 

¢ƘǳǎΣ /! {ŀǊƻƧ ǎƘƻǳƭŘ ŘŜŀƭ ǿƛǘƘ ǘƘƛǎ ƳŀǘǘŜǊ ƛƴ Ƙƛǎ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛƴ ǘƘŜ ŀōƻǾŜ-mentioned manner. 

 

Q.NO.12 Sun 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 2020-21, a scam regarding allotment of coal blocks was unveiled 

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 of such ban, 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 financing also 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 course of action should 

the statutory auditor of the company consider in such situation? 

ANSWER: 

SA 570- άDƻƛƴƎ /ƻƴŎŜǊƴέ ŘŜŀƭǎ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ƛƴ ǘƘŜ ŀǳŘƛǘ ƻŦ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ 

ǊŜƭŀǘƛƴƎ ǘƻ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ŀƴŘ ǘƘŜ ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ 

When ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎŜƳŜƴǘΣ the use of Going Concern Basis of Accounting Is Inappropriate and 

the financial statements have been prepared using the going concern basis of accounting, the 

auditor shall express an adverse opinion. 

Also, when adequate Disclosure of a Material Uncertainty Is Not Made in the Financial Statements 

the auditor shall: 

1. Express a qualified opinion or adverse opinion, as appropriate, in accordance with SA 705 

(Revised); and 

2. Lƴ ǘƘŜ .ŀǎƛǎ ŦƻǊ vǳŀƭƛŦƛŜŘ ό!ŘǾŜǊǎŜύ hǇƛƴƛƻƴ ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǎǘŀǘŜ ǘƘŀǘ ŀ 

ƳŀǘŜǊƛŀƭ ǳƴŎŜǊǘŀƛƴǘȅ ŜȄƛǎǘǎ ǘƘŀǘ Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ 

as a going concern and that the financial statements do not adequately disclose this matter. 
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In the present case, the following circumstances indicate the inability of Sun Moon Ltd. to continue 

as a going concern: 

1. Ban on the allotment of coal blocks 

2. Halt in power generation 

3. Key Managerial Personnel leaving the company. 

4. 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. 

Therefore, considering the above factors it is clear that the going concern basis is inappropriate for 

the company. Further, such circumstances are not reflected in the financial statements of the 

company. As such, the statutory auditor of Sun Moon Ltd. should: 

1. Express an adverse opinion in accordance with SA 705 and 

2. Lƴ ǘƘŜ .ŀǎƛǎ ƻŦ hǇƛƴƛƻƴ ǇŀǊŀƎǊŀǇƘ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǘƘŜ ǎǘŀǘǳǘƻǊȅ ŀǳŘƛǘƻǊ ǎƘƻǳƭŘ ǎǘŀǘŜ 

that a material uncertainty exists that may cast significant doubt ƻƴ ǘƘŜ ŜƴǘƛǘȅΩ ŀōƛƭƛǘȅ ǘƻ 

continue as a going concern and that the financial statements do not adequately disclose this 

matter. 

 

Q.NO.13 CA Omkar is the statutory auditor of Sabhyata Ltd. for the FY 2020-21. The 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 affirmation made in the 

financial statements. Discuss as to how CA Omkar should deal with the situation in the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ 

ANSWER: 

!ǎ ǇŜǊ {! тлрΣ aƻŘƛŦƛŎŀǘƛƻƴǎ ǘƻ ǘƘŜ hǇƛƴƛƻƴ ƛƴ ǘƘŜ ƛƴŘŜǇŜƴŘŜƴǘ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ The decision 

regarding which type of modified opinion is appropriate depends upon: 

1. The nature of the matter giving rise to the modification, that is, whether the financial 

statements are materially misstated or, in the case of an inability to obtain sufficient 

appropriate audit evidence, may be materially misstated; and 

2. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ ƧǳŘƎƳŜƴǘ ŀōƻǳǘ ǘƘŜ pervasiveness of the effects or possible effects of the 

matter on the financial statements. 

Further, the auditor ǎƘŀƭƭ ƳƻŘƛŦȅ ǘƘŜ ƻǇƛƴƛƻƴ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ when the auditor concludes that 

based on the audit evidence obtained, the financial statements as a whole 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 affirmation made in the financial statements. Therefore, CA Omkar 

should modify his report in accordance with SA 705- άaƻŘƛŦƛŎŀǘƛƻƴǎ to The Opinion In The 

LƴŘŜǇŜƴŘŜƴǘ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘΦ 
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CA Omkar should issue either a qualified opinion or an adverse opinion depending upon the 

circumstances of the case: 

1. CA Omkar shall express a qualified opinion when, having obtained sufficient appropriate 

audit evidence, he concludes that misstatements, individually or in the aggregate, are 

material, but not pervasive, to the financial statements 

2. CA Omkar shall express an adverse opinion, when the auditor, having obtained sufficient 

appropriate audit evidence, concludes that misstatements, individually or in the aggregate, 

are both material and pervasive to the financial statements. 

Thus, since CA Omkar has obtained audit evidence which are inconsistent with the affirmations 

made in the financial statement, CA Omkar should modify his opinion as per the circumstances of 

the case. 

 

Q.NO.14 Astha 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 lakhs. Will Companies 

ό!ǳŘƛǘƻǊΩǎ wŜǇƻǊǘύ hǊŘŜǊΣ нлнл ōŜ ŀǇǇƭƛŎŀōƭŜ ǘƻ !ǎǘƘŀ tǾǘΦ [ǘŘΦΚ 

ANSWER: 

PROVISION AND EXPLANATION: The CARO, 2020 specifically exempts a private limited company: 

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

2. Having a paid-up capital and reserves and surplus not more than rupees One crore as on the 

balance sheet date and  

3. Which does not have total borrowings exceeding rupees ONE crore from any bank or 

financial institution at any point of time during the financial year and  

4. Which does not have a total revenue as disclosed in Scheduled III to the Companies Act, 

2013 (including revenue from discontinuing operations) exceeding rupees TEN crore during 

the financial year as per the financial statements. 

CONCLUSION: In the case of Astha Pvt. Ltd., it has outstanding loan of Rs. 30 lakhs (Rs. 15 lakhs + Rs. 

15 lakhs) collectively from bank and financial institution which is less than Rs. 1 crore rupees and 

turnover is Rs. 475 lakhs i.e., also less than Rs. 10 crores and not exceeding the limit. However, it has 

paid capital of Rs. 140 lakhs i.e., more than Rs. 1 crore. 

Thus, considering its paid-up capital, which is exceeding the prescribed limit for exemption, CARO, 

2020 will be applicable to Astha Pvt. Ltd. 

 

Q.NO.15 ¢ tǾǘΦ [ǘŘΦΩǎ ǇŀƛŘ ǳǇ ŎŀǇƛǘŀƭ ϧ ǊŜǎŜǊǾŜǎ ŀǊŜ ƭŜǎǎ ǘƘŀƴ Rs. 50 lakhs and it has no 

outstanding loan exceeding Rs. 25 lakhs from any bank or financial institution. Its sales are Rs. 

6 crores before deducting trade discount Rs. 10 lakhs and sales returns Rs. 95 lakhs. The 
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services rendered by the company amounted to Rs. 10 lakhs. The company contends that 

ǊŜǇƻǊǘƛƴƎ ǳƴŘŜǊ /ƻƳǇŀƴƛŜǎ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘǎ hǊŘŜǊ ό/!whύ ƛǎ ƴƻǘ ŀǇǇƭƛŎŀōƭŜΦ 5ƛǎŎǳǎǎΦ 

ANSWER: 

RELEVANT PROVISION: The CARO, 2020 specifically exempts a private limited company:  

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

2. Having a paid-up capital and reserves and surplus not more than rupees 1 crore as on the 

balance sheet date and  

3. Which does not have total borrowings exceeding rupees 1 crore from any bank or financial 

institution at any point of time during the financial year and  

4. Which does not have a total revenue as disclosed in scheduled iii to the companies act, 2013 

(including revenue from discontinuing operations) exceeding rupees 10 crore during the 

financial year as per the financial statements. 

ANALYSIS AND CONCLUSION: 

In the given case, paid up capital and reserves of T Pvt. Ltd. are less than Rs. 1 crore and has no loan 

outstanding exceeding Rs. 1 crore from any bank or financial institution.  

Further, its total revenue as disclosed in Scheduled III to the Companies Act, 2013 (including 

revenue from discontinuing operations) is not exceeding rupees 10 crore during the financial year as 

per the financial statements. 

Thus, CARO 2020 will NOT BE APPLICABLE to T Pvt. Ltd. 

 

Q.NO.16 Physical 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 EXPLANATION: As per CARO 2020, the auditor report shall state whether physical 

verification of inventory has been conducted at reasonable interval by the management and 

whether, in the opinion of the auditor, the coverage and procedure of such verification by the 

management is appropriate. Further wƘŀǘ ŎƻƴǎǘƛǘǳǘŜǎ άǊŜŀǎƻƴŀōƭŜ ƛƴǘŜǊǾŀƭǎέ ŘŜǇŜƴŘǎ ƻƴ 

circumstances of each case. The periodicity of the physical verification of inventories depends upon 

the nature of inventories, their location and the feasibility of conducting a physical verification. 

Normally, wherever practicable, all the items of inventories should be verified by the management 

of the company at least once in a year. The auditor should satisfy himself about reasonableness of 

physical verification and should examine the adequacy of evidence and records of verification.  

CONCLUSION: In the given case, the management conducted the physical verification of inventory 

only upon 30% (in value) of the total inventory for the reason of lack of time and resources. The 

above requirement of CARO, 2020 has not been fulfilled as such and the auditor should point out 
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the specific areas where he believes the procedures of inventory verification are inadequate and 

unreasonable. He may also consider the impact on financial statements and report accordingly. 

 

Q.NO.17 WHAT DOCUMENTS CONSTITUTE TITLE DEED? 

ANSWER: 

Following documents mainly constitute title deeds of the immovable property: 

1. FOR FREEHOLD PROPERTY: Registered sale deed / transfer deed / conveyance 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 PROPERTY: In case of leasehold land and land & buildings together, covered 

under the head property, plant and equipment (fixed assets), the lease agreement duly 

registered with the appropriate authority. 

 

 

Q.NO.18 K 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 31st March 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 EXPLANATION: As per clause (ix) of Para 3 of CARO, 2020, the auditor of a 

company has to report whether the Company has defaulted in repayment of loans or other 

borrowings or in the payment of interest thereon to any lender, and if yes, the nature of borrowing, 

name of lender, period and amount of default to be reported. The Auditor is also required to report 

whether the company is a declared wilful defaulter by any bank or financial institution or other 

lender. 

ANALYSIS AND CONCLUSION: In this case, K Ltd. has defaulted in repayment of dues for three years. 

Application for rescheduling will not change the default position. Hence, the auditor shall report in 

his CARO report that the Company has defaulted in its repayment of dues to the bank to the extent 

of Rs. 120 lakhs. 

 

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

ANSWER: 

CARO does not require a detailed examination of Cost Records. The Auditor should, therefore, 

conduct a general review of Cost Records to ensure that the records as prescribed are made and 

maintained. The word "made" applies in respect of Cost Accounts, and the word "maintained" 

applies in respect of Cost Records relating to Materials, Labour, Overheads, etc. 
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Q.NO.20 LM 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 EXPLANATION: As per clause (ix) of Para 3 of CARO, 2020, an auditor needs to 

state in his report that whether the term loans were applied for the purpose for which the loans 

were obtained. In the present case, the proceeds of the term loan obtained by LM Ltd. have not 

been put to use for construction activities and have been temporarily invested in short term 

deposit.  

CONCLUSION: Here, the auditor should report the fact in his report that pending utilization of the 

term loan for construction of a factory, the funds were temporarily used for the purpose other than 

the purpose for which the loan was sanctioned, as per clause (ix) of Para 3 of CARO, 2020. 

 

Q.NO.21 A 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 CARO 2020. 

ANSWER: 

PROVISION AND EXPLANATION: According to clause (ix) of Para 3 of CARO, 2020, the auditor is 

ǊŜǉǳƛǊŜŘ ǘƻ ǊŜǇƻǊǘ άǿƘŜǘƘŜǊ term loans were applied for the purposes for which those were 

obtained. If not, the amount of loan so diverted and the purpose for which it is used may be 

ǊŜǇƻǊǘŜŘέΦ 

The auditor should examine the terms and conditions of the term loan with the actual utilisation of 

the loans. If the auditor finds that the fund has not been utilized for the purpose for which they 

were obtained, the report should state the fact. 

CONCLUSION: In the instant case, term loan taken for the purpose of R&D equipment has been 

utilized for the purchase of car which has no relation with R&D equipment. 

Therefore, car though used for R&D Director cannot be considered as R&D equipment. The auditor 

should state the fact in his report as per Paragraph 3 clause (ix) of the CARO 2020, that out of the 

term loan taken for R&D equipment, Rs. 15 lakhs was not utilised for the intended purpose of 

acquiring R&D equipment. 

 

Q.NO.22 Should the auditor examine the cost record in detail while reporting under CARO? 

ANSWER: 

CARO does not require a detailed examination of Cost Records. The Auditor should, therefore, 

conduct a general review of Cost Records to ensure that the records as prescribed are made and 
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maintained. The word "made" applies in respect of Cost Accounts, and the word "maintained" 

applies in respect of Cost Records relating to Materials, Labour, Overheads, etc. 

 

Q.NO.23 KRP Ltd., at its annual general meeting, appointed Mr. X, Mr. Y and Mr. Z as joint 

auditors to conduct audit for the financial year 2018-19. For the valuation of gratuity scheme 

of the company, Mr. X, Mr. Y and Mr. Z wanted to refer their own known Actuaries. Due to 

difference of opinion, all the joint auditors consulted their respective Actuaries. Subsequently, 

ƳŀƧƻǊ ŘƛŦŦŜǊŜƴŎŜ ǿŀǎ ŦƻǳƴŘ ƛƴ ǘƘŜ ŀŎǘǳŀǊƛŀƭ ǊŜǇƻǊǘǎΦ IƻǿŜǾŜǊΣ aǊΦ · ŀƎǊŜŜŘ ǘƻ aǊΦ ¸Ωǎ ŀŎǘǳŀǊȅ 

report, though, Mr. Z did not. Mr. X contends that MrΦ ¸Ωǎ ŀŎǘǳŀǊȅ ǊŜǇƻǊǘ ǎƘŀƭƭ ōŜ ŎƻƴǎƛŘŜǊŜŘ ƛƴ 

audit report due to majority of votes. Now, Mr. Z is in dilemma. Explain the responsibility of 

ŀǳŘƛǘƻǊǎΣ ƛƴ ŎŀǎŜΣ ǊŜǇƻǊǘ ƳŀŘŜ ōȅ aǊΦ ¸Ωǎ ŀŎǘǳŀǊȅΣ ƭŀǘŜǊ ƻƴΣ ǿŀǎ ŦƻǳƴŘ ŦŀǳƭǘȅΚ 

ANSWER: 

¦ǎƛƴƎ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ !ǳŘƛǘƻǊΩǎ 9ȄǇŜǊǘΥ !ǎ ǇŜǊ {! снл ά¦ǎƛƴƎ ǘƘŜ ²ƻǊƪ ƻŦ ŀƴ !ǳŘƛǘƻǊΩǎ 9ȄǇŜǊǘέΣ ǘƘŜ 

expertise of an expert may be required in the actuarial calculation of liabilities associated with 

insurance contracts or employee benefit plans etc., however, the auditor has sole responsibility for 

the audit opinion expressed, and that ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ƛǎ ƴƻǘ ǊŜŘǳŎŜŘ ōȅ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǳǎŜ ƻŦ ǘƘŜ ǿƻǊƪ 

ƻŦ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ. 

The auditor ǎƘŀƭƭ ŜǾŀƭǳŀǘŜ ǘƘŜ ŀŘŜǉǳŀŎȅ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ work ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǇǳǊǇƻǎŜǎΣ 

including the ǊŜƭŜǾŀƴŎŜ ŀƴŘ ǊŜŀǎƻƴŀōƭŜƴŜǎǎ ƻŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ŦƛƴŘƛƴƎǎ or conclusions, and their 

consistency with another audit evidence as per SA 500. 

CǳǊǘƘŜǊΣ ƛƴ ǾƛŜǿ ƻŦ {! снлΣ ƛŦ ǘƘŜ ŜȄǇŜǊǘΩǎ work involves use of significant assumptions and methods, 

then the relevance and reasonableness of those assumptions and methods must be ensured by the 

auditor ŀƴŘ ƛŦ ǘƘŜ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ƛƴǾƻƭǾŜǎ ǘƘŜ ǳǎŜ ƻŦ ǎƻǳǊŎŜ Řŀǘŀ ǘƘŀǘ ƛǎ ǎƛƎƴƛŦƛŎŀƴǘ ǘƻ ǘƘŀǘ ŜȄǇŜǊǘΩǎ 

work, the relevance, completeness, and accuracy of that source data in the circumstances must be 

verified by the auditor. 

ANALYSIS AND CONCLUSION: In the instant case, Mr. X, Mr. Y and Mr. Z, jointly appointed as 

auditors of KRP Ltd., referred their own known Actuaries for valuation of gratuity scheme. Actuaries 

ŀǊŜ ŀƴ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ŀǎ ǇŜǊ {! снлΦ aǊΦ ¸Ωǎ ǊŜferred actuary has provided the gratuity valuation 

report, which later on was found faulty. Further, Mr. Z is not in agreement with this report, 

therefore, he submitted a separate audit report specifically for such gratuity valuation. 

In such situation, it was duty of Mr. X, Mr. Y and Mr. Z, before using the gratuity valuation report of 

Actuary, to ensure the relevance and reasonableness of assumptions and methods used. They were 

also required to examine the relevance, completeness and accuracy of source data used for such 

report before expressing their opinion. 

Mr. X and Mr. Y will be held responsible for gross negligence and using such faulty report without 

ŜȄŀƳƛƴƛƴƎ ǘƘŜ ŀŘŜǉǳŀŎȅ ƻŦ ŜȄǇŜǊǘ ŀŎǘǳŀǊȅΩǎ ǿƻǊƪ whereas Mr. Z will not be held liable for the same 

due to separate opinion expressed by him. 
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Q.NO.24 X Ltd had a net worth of INR 1300 crores because of which Ind AS became applicable to 

them. The company had various derivative contracts ς options, forward contracts, interest 

rate swaps etc. which were required to be fair valued for which company got the fair valuation 

done through an external third party. The statutory auditors of the company involved an 

ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ǘƻ ŀǳŘƛǘ Ǿŀƭǳŀǘƛƻƴ ƻŦ ŘŜǊƛǾŀǘƛǾŜǎΦ !ǳŘƛǘƻǊ ŀƴŘ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ǿŜǊŜ ƴŜǿ ǘƻ 

each other i.e., they were working for the first time together but developed a good bonding 

during the course of the audit. The auditor did not enter into any formal agreement with the 

ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΦ tƭŜŀǎŜ ŀŘǾƛǎŜΦ 

ANSWER: 

!ǎ ǇŜǊ {! снлΣ ¦ǎƛƴƎ ǘƘŜ ǿƻǊƪ ƻŦ ŀƴ !ǳŘƛǘƻǊΩǎ 9ȄǇŜǊǘΣ ǘƘŜ nature, scope and objectives of the 

ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ Ƴŀȅ ǾŀǊȅ ŎƻƴǎƛŘŜǊŀōƭȅ with the circumstances, as may the respective roles 

and responsibilities of the auditor ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΣ ŀƴŘ ǘƘŜ nature, timing and extent of 

ŎƻƳƳǳƴƛŎŀǘƛƻƴ ōŜǘǿŜŜƴ ǘƘŜ ŀǳŘƛǘƻǊ ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ. It is therefore required that these 

ƳŀǘǘŜǊǎ ŀǊŜ ŀƎǊŜŜŘ ōŜǘǿŜŜƴ ǘƘŜ ŀǳŘƛǘƻǊ ŀƴŘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΦ 

In certain situations, the need for a detailed agreement in writing is required like - 

a. ¢ƘŜ ŀǳŘƛǘƻǊΩǎ expert will have access to sensitive or confidential entity information. 

b. The matter to which the ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ǊŜƭŀǘŜǎ ƛǎ ƘƛƎƘƭȅ ŎƻƳǇƭŜȄ. 

c. The auditor has not previously used work performed by that expert. 

d. The ƎǊŜŀǘŜǊ ǘƘŜ ŜȄǘŜƴǘ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ, and its significance in the context of 

the audit. 

CONCLUSION: In the given case, considering the complexity involved in the valuation and volume of 

derivatives and ŀƭǎƻ ŘǳŜ ǘƻ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǘƘŜ ŀǳŘƛǘƻǊ ŀƴŘ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ǿŜǊŜ ƴŜǿ ǘƻ ŜŀŎƘ ƻǘƘŜǊ, 

auditor should have signed a formal agreementκ ŜƴƎŀƎŜƳŜƴǘ ƭŜǘǘŜǊ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ƛƴ 

respect of the work assigned to him. 
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ILLUSTRATIONS AS PER CA FINAL ς STUDY MATERIAL  

 

ILLUSTRATION 1: [SA 570] 

CA Sameer is the statutory auditor of Tram Fram Ltd. for the FY 2020-21. While concluding the 

audit CA Sameer decided to issue an unmodified opinion, though he also concluded that a 

ƳŀǘŜǊƛŀƭ ǳƴŎŜǊǘŀƛƴƛǘȅ ŜȄƛǎǘǎ ǿƛǘƘ ǊŜǎǇŜŎǘ ǘƻ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ Ŏƻƴǘinue as a going concern 

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 of Tram Fram Ltd. for the FY 2020-21. Explain how CA Sameer 

ǿƛƭƭ ŘŜŀƭ ǿƛǘƘ ǘƘŜ ŀōƻǾŜ ǎƛǘǳŀǘƛƻƴ ƛƴ Ƙƛǎ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ όŘǊŀŦǘ ǘƘŜ ǊŜƭŜǾŀƴǘ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦύ 

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, indicate that a material uncertainty exists that 

Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ /ƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ hǳǊ ƻǇƛƴƛƻƴ ƛǎ 

not modified in respect of this matter. 

 

ILLUSTRATION 2: [SA 701] 

¢ƘŜ ŦƻƭƭƻǿƛƴƎ ƛƭƭǳǎǘǊŀǘŜǎ ǘƘŜ ǇǊŜǎŜƴǘŀǘƛƻƴ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƛŦ ǘƘŜ ŀǳŘƛǘƻǊ Ƙŀǎ ŘŜǘŜǊƳƛƴŜŘ 

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 determined that there are no [other] key 

audit matters to communicate in our report.] 

 

ILLUSTRATION 2: [SA 705 read with SA 570] 

XYZ Ltd. is a company engaged in the manufacture of cranes. CA Sudhir is the statutory auditor of 

the company for the FY 2020-21. The company has taken long term funding for fixed capital 

requirements and short term funding for its working capital requirements. During the course of 

ŀǳŘƛǘΣ /! {ǳŘƘƛǊ ŦƻǳƴŘ ǘƘŀǘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŦƛƴŀƴŎƛƴƎ ŀǊǊŀƴƎŜƳŜƴǘǎ ŀǊŜ ŀōƻǳǘ ǘƻ ŜȄǇƛǊŜ ŀƴŘ ǘƘŜ 

company is unable to re- negotiate or obtain the replacement financing. As such the company 

may be unable to realize its assets and discharge its liabilities in the normal course of business. 
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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 refinancing. 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 to re- negotiate or obtain the replacement financing for its 

long term and short-term funding requirements. This situation indicates the existence of a material 

uncertainty that may cast significant doubt on the CompŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ 

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 disclosure 

of the material uncertainty. CA Sudhir will express a qualified opinion as the effects on the financial 

statements of this inadequate disclosure are material but 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 Opinion 

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 state of affairs of XYZ Ltd. as at March 31, 2021, and 

profit/loss, for the year ended on that date. 

Basis for Qualified Opinion: 

!ǎ ŘƛǎŎǳǎǎŜŘ ƛƴ bƻǘŜ сΣ ǘƘŜ /ƻƳǇŀƴȅΩǎ ŦƛƴŀƴŎƛƴƎ ŀǊǊŀƴƎŜƳŜƴǘǎ ŀǊŜ ŀōƻǳǘ ǘƻ ŜȄǇƛǊŜ ŀƴŘ ǘƘŜ 

Company has been unable to conclude renegotiations or obtain replacement financing. This 

situation indicates that a material uncertainty exists that may cast significant doubt on the 

/ƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ ¢ƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ Řƻ ƴƻǘ ŀŘŜǉǳŀǘŜƭȅ 

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 2020-21. During the course of audit, CA Prakash, the 

ŜƴƎŀƎŜƳŜƴǘ ǇŀǊǘƴŜǊΣ ŦƻǳƴŘ ǘƘŀǘ ǘƘŜ /ƻƳǇŀƴȅΩǎ ŦƛƴŀƴŎƛƴƎ ŀǊǊŀƴƎŜƳŜnts have expired and the 

amount outstanding was payable on March 31, 2021. The Company has been unable to re-

negotiate or obtain replacement financing and is considering filing for bankruptcy. These events 

indicate a material uncertainty that may cast signƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ /ƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e9

4 

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 express in case of ABC Ltd.? 

ANSWER: 

In the present case based on the audit evidence obtained, CA Prakash has concluded that a material 

ǳƴŎŜǊǘŀƛƴǘȅ ŜȄƛǎǘǎ ǊŜƭŀǘŜŘ ǘƻ ŜǾŜƴǘǎ ƻǊ ŎƻƴŘƛǘƛƻƴǎ ǘƘŀǘ Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ ŜƴǘƛǘȅΩǎ 

ability to continue as a going concern, and the entity is considering 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 omission are material and pervasive. 

The relevant extract of the Adverse Opinion Paragraph and Basis for Adverse Opinion paragraph is 

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 of its financial performance and its cash 

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 conclude re-negotiations or obtain replacement 

financing and is considering filing for bankruptcy. This situation indicates that a material uncertainty 

ŜȄƛǎǘǎ ǘƘŀǘ Ƴŀȅ Ŏŀǎǘ ǎƛƎƴƛŦƛŎŀƴǘ Řƻǳōǘ ƻƴ ǘƘŜ /ƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ ¢ƘŜ 

financial statements do not adequately disclose this fact. 

 

ILLUSTRATION 5: [SA 705] 

MNO Ltd. is a power generating company having its plants in the north eastern states of the 

country. For the FY 2020-21, M/s PRT & Associates are the statutory auditors of the company. 

During the course of audit, the audit team was unable to obtain sufficient 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 represents over 9л҈ ƻŦ ǘƘŜ ŜƴǘƛǘȅΩǎ ƴŜǘ ŀǎǎŜǘǎΦ ²Ƙŀǘ ƪƛƴŘ ƻŦ ƻǇƛƴƛƻƴ ǎƘƻǳƭŘ ǘƘŜ 

ǎǘŀǘǳǘƻǊȅ ŀǳŘƛǘƻǊΩǎ ƛǎǎǳŜ ƛƴ ǎǳŎƘ ŎŀǎŜΚ 

ANSWER: 

M/s PRT & Associates are unable to obtain sufficient appropriate audit evidence about the financial 

ƛƴŦƻǊƳŀǘƛƻƴ ƻŦ ŀ Ƨƻƛƴǘ ǾŜƴǘǳǊŜ ƛƴǾŜǎǘƳŜƴǘ ǘƘŀǘ ǊŜǇǊŜǎŜƴǘǎ ƻǾŜǊ фл҈ ƻŦ ǘƘŜ ŜƴǘƛǘȅΩǎ ƴŜǘ ŀǎǎŜǘǎΦ ¢ƘŜ 
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possible effects of this inability to obtain sufficient appropriate audit evidence are both material and 

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 report, 

we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit 

opinion on these financial statements.  

Basis for Disclaimer of Opinion:  

¢ƘŜ DǊƻǳǇΩǎ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ƛǘǎ Ƨƻƛƴǘ ǾŜƴǘǳǊŜ ·¸½ /ƻƳǇŀƴȅ ƛǎ ŎŀǊǊƛŜŘ ŀǘ Rs. фр ŎǊƻǊŜǎ ƻƴ ǘƘŜ DǊƻǳǇΩǎ 

ŎƻƴǎƻƭƛŘŀǘŜŘ ōŀƭŀƴŎŜ ǎƘŜŜǘΣ ǿƘƛŎƘ ǊŜǇǊŜǎŜƴǘǎ ƻǾŜǊ фл҈ ƻŦ ǘƘŜ DǊƻǳǇΩǎ ƴŜǘ ŀǎǎŜǘǎ ŀǎ ŀǘ aŀǊŎƘ омΣ 

2021. We were not allowed access to the management and the auditors of XYZ Company, including 

·¸½ /ƻƳǇŀƴȅΩǎ ŀǳŘƛǘƻǊǎΩ ŀǳŘƛǘ ŘƻŎǳƳŜƴǘŀǘion. As a result, we were unable to determine whether 

ŀƴȅ ŀŘƧǳǎǘƳŜƴǘǎ ǿŜǊŜ ƴŜŎŜǎǎŀǊȅ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǘƘŜ DǊƻǳǇΩǎ ǇǊƻǇƻǊǘƛƻƴŀƭ ǎƘŀǊŜ ƻŦ ·¸½ /ƻƳǇŀƴȅΩǎ 

assets that it controls jointly, its ǇǊƻǇƻǊǘƛƻƴŀƭ ǎƘŀǊŜ ƻŦ ·¸½ /ƻƳǇŀƴȅΩǎ ƭƛŀōƛƭƛǘƛŜǎ ŦƻǊ ǿƘƛŎƘ ƛǘ ƛǎ Ƨƻƛƴǘƭȅ 

ǊŜǎǇƻƴǎƛōƭŜΣ ƛǘǎ ǇǊƻǇƻǊǘƛƻƴŀƭ ǎƘŀǊŜ ƻŦ ·¸½Ωǎ ƛƴŎƻƳŜ ŀƴŘ ŜȄǇŜƴǎŜǎ ŦƻǊ ǘƘŜ ȅŜŀǊΣ όŀƴŘ ǘƘŜ ŜƭŜƳŜƴǘǎ 

making up the consolidated statement of changes in equity) and the consolidated cash flow 

statement. 

 

ILLUSTRATION 6: [SA 705] 

CA Yash is the statutory auditor of Laksmi Vardhan Limited for the FY 2020-21. In respect of loans 

and advances of Rs. 55,00,000/- given to Sarvagya Private Limited, the Company has not furnished 

any agreement to CA Yash and in absence of the same, he is unable 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 advances of Rs. 55,00,000/- given to Sarvagya Private 

Limited, the Company has not furnished any agreement to CA Yash. In absence of such agreement, 

CA Yash is unable to verify the terms of repayment, chargeability of interest and other terms. For an 

auditor, while verifying 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 misstatement in the financial statements of the company. However, the inability of CA Yash 

to obtain such audit evidence is though material but not pervasive so as to require him to give a 

disclaimer of opinion.  

Thus, in the present case, CA Yash should give a qualified opinion. 
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ILLUSTRATION 7: 

In the financial year 2020-21, MSD Ltd. faced an extraordinary event (earthquake), which 

destroyed a lot of business activity of the company. These circumstances indicate material 

ǳƴŎŜǊǘŀƛƴǘȅ ƻƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ƎƻƛƴƎ ŎƻƴŎŜǊƴΦ 5ǳŜ ǘƻ ǎǳch event it may not 

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 of opinion 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 

ŎƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǘƛƴǳŜ ŀǎ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ŀƴŘ ǘƘŜ ǎŀƳŜ ƛǎ ƴƻǘ ŘƛǎŎƭƻǎŜŘ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ 

statements of MSD Ltd. As such, the financial statements of MSD Ltd. for the FY 2020-21 are 

materially misstated and the effect of the misstatement is so material and pervasive on the financial 

statements that giving only a qualified opinion will be insufficient and therefore the statutory 

auditor of MSD Ltd. should issue an adverse opinion. 

 

ILLUSTRATION 8:  

CA Abhimanyu is the statutory auditor of PQR Ltd. for the FY 2020-21. During the course of audit 

CA Abhimanyu noticed the following: 

a) With respect to the debtors amounting 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 maintained adequate 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 amounting to Rs. 150 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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нΦ ²ƛǘƘ ǊŜǎǇŜŎǘ ǘƻ пл҈ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƛƴǾŜƴǘƻǊȅΣ ƴŜƛǘƘŜǊ ǘƘŜ ǇƘȅǎƛŎŀƭ ǾŜǊƛŦƛŎŀǘƛƻƴ Ƙŀǎ ōŜŜƴ ŘƻƴŜ 

by the management nor are adequate inventory records maintained. The audit team is also unable 

to undertake the physical inventory count as such the value of inventory 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, could 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. 

¢ƘŜ ǎǘŀǘǳǘƻǊȅ ŀǳŘƛǘƻǊ ǿŀƴǘǎ ǘƻ ŘǊŀǿ ǘƘŜ ǳǎŜǊΩǎ ŀǘǘŜƴǘƛƻƴ ǘƻǿŀǊŘǎ ǎǳŎƘ ƳŀǘǘŜǊǎΣ ǘƘƻǳƎƘ Ƙƛǎ 

opinion is not modified in respect of such matters. Draft the relevant paragraphs 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 2018-19. 

The thermal power project comprises of the plant and equipment amounting to Rs. 5.95 

crore and capital work in progress of Rs. 147.50 crore. 

b) The financial statements of 5 branches are included in the Standalone Financial Statements 

of BDS Ltd. whose financial statements reflect total assets of Rs. 90 crores as at 31.03.2021 

and total revenue from operations of Rs. 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 31st March, 2021 comprise of plant and 

equipment of Rs. 5.95 crore and capital work in progress of Rs. 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 assets of Rs. 90 crores as at 

31.03.2021 and total revenue from operations of Rs. 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 respect of these branches, is based solely on the report of the branch auditors.  

Our opinion is not modified in respect of this matter. 
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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 year-end and handed over the 

report of such verification to CA. Kishore, the statutory auditor of the Company, for his view and 

reporting. Can CA. Kishore rely on such report? 

ANSWER: 

USING THE WORK OF INTERNAL AUDITOR: !ǎ ǇŜǊ {! смл ά¦ǎƛƴƎ ǘƘŜ ²ƻǊƪ ƻŦ LƴǘŜǊƴŀƭ !ǳŘƛǘƻǊǎέΣ 

while determining whether the work of the internal auditors can be used for the purpose of the 

audit, the external auditor shall evaluate: 

1) ¢ƘŜ ŜȄǘŜƴǘ ǘƻ ǿƘƛŎƘ ǘƘŜ ƛƴǘŜǊƴŀƭ ŀǳŘƛǘ ŦǳƴŎǘƛƻƴΩǎ ƻǊƎŀƴƛȊŀǘƛƻƴŀƭ ǎǘŀǘǳǎ ŀƴŘ ǊŜƭŜǾŀƴǘ ǇƻƭƛŎƛŜǎ 

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 auditor shall not use the work of the internal audit function if the external 

auditor determines that:  

1) ¢ƘŜ ŦǳƴŎǘƛƻƴΩǎ ƻǊƎŀƴƛȊŀǘƛƻƴŀƭ status and relevant policies and procedures do not adequately 

support the objectivity of internal auditors.  

2) The function lacks sufficient competence; or  

3) The function does not apply a systematic and disciplined approach, including quality control.  

ANALYSIS AND CONCLUSION: In the instant case, /!Φ YƛǎƘƻǊŜ ǎƘƻǳƭŘ ŀǎŎŜǊǘŀƛƴ ǘƘŜ ƛƴǘŜǊƴŀƭ ŀǳŘƛǘƻǊΩǎ 

scope of verification, area of coverage and method of verification. He should review the report on 

physical verification taking into consideration these factors. If possible, he should also test check 

few items and he can also observe the procedures performed by the internal auditors.  

If the statutory auditor is satisfied about the appropriateness of the verification, he can rely on the 

report but if he finds that the verification is not in order, he has to decide otherwise.  

The final responsibility to express opinion on the financial statement remains 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 of reports/opinions he can obtain and to what extent he can rely upon the 

same? 

ANSWER: 
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CIRCUMSTANCES: While doing audit, Ram, the auditor can obtain the following types of reports, or 

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.   

3. The estimation of oil and gas reserves.  

4. The valuation of environmental liabilities, and site clean-up costs.  

5. The interpretation of contracts, laws and regulations.  

6. The analysis of complex or unusual tax compliance issues.  

EVALUATION OF WORK: When the auditor intends to use the work of an expert, he shall evaluate 

ǘƘŜ ŀŘŜǉǳŀŎȅ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘΩǎ ǿƻǊƪ, including:  

1. The ǊŜƭŜǾŀƴŎŜ ŀƴŘ ǊŜŀǎƻƴŀōƭŜƴŜǎǎ ƻŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ŦƛƴŘƛƴƎǎ or conclusions, and their 

consistency with other audit evidence.  

2. IŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ƛƴǾƻƭǾŜǎ use of significant assumptions and methods, the relevance and 

reasonableness of those assumptions and methods in the circumstances and  

3. FŦ ǘƘŀǘ ŜȄǇŜǊǘΩǎ ǿƻǊƪ ƛƴǾƻƭǾŜǎ ǘƘŜ use of source data that is significant to his work, the 

relevance, completeness, and accuracy of that source data.  

4. INADEQUATE: LŦ ǘƘŜ ŀǳŘƛǘƻǊ ŘŜǘŜǊƳƛƴŜǎ ǘƘŀǘ ǘƘŜ ǿƻǊƪ ƻŦ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ŜȄǇŜǊǘ ƛǎ ƴot 

ŀŘŜǉǳŀǘŜ ŦƻǊ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǇǳǊǇƻǎŜǎΣ he shall agree with that expert on the nature and 

extent of further work to be performed by that expert; or perform further audit procedures 

appropriate to the circumstances. 
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3. PROFESSIONAL ETHICS & LIABILITIES OF 
AUDITOR 

 

 

 

 

 

 

 

 

 

 

 

INTRO: Chartered Accountants are engaged in building trust to vast variety of users, whether 

shareholders, government, banks, investors, employees or others, which imposes a public interest 

responsibility on their profession. Like other professionals, Chartered Accountants also have some 

set of code of ethics. This Code of Ethics establishes ethical requirements for Professional 

Accountants. 

A Chartered Accountant, either in practice or in service, has to abide by these ethical behaviours. 

They are expected to follow the fundamental principles of professional ethics while performing their 

jobs. Service users of professionals should be able to feel secure that there exists a framework of 

professional ethics which governs the provision of those services. Any deviation from the ethical 

responsibilities brings the disciplinary mechanism into action against the Chartered Accountants. 

 

Ψ¸ŀ 9ǎƘŀ {ǳǇǘŜǎƘǳ WŀƎǊŀǘƛΩ: (Need for Code of Ethics): 

1. Ethics are as old as human civilization. It is nothing but the laws or rules of acceptable behaviour.  

2. The whole foundation of any profession, particularly CA profession, is its credibility.  

3. The sole purpose of Code of Ethics is to ensure and uphold this credibility. 

4. The main ingredient of our profession is independence.  

5. The code of ethics acts as a shield which enables us to command respect. 

hǳǊ LƴǎǘƛǘǳǘŜΩǎ aƻǘǘƻ ς Ψ¸ŀ 9ǎƘŀ {ǳǇǘŜǎƘǳ WŀƎǊŀǘƛΩ is adopted from Kathopanishad and it denotes 

ΨŜǘŜǊƴŀƭ ǾƛƎƛƭŀƴŎŜΩ ς awakening when the world is asleep. 
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EXAMPLE 1: 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 morally 

wrong as the doctor is hiding imperative information from the patient. However, here, 

improvement in health is given moral priority and hence it is justifiable to contravene other 

morals. 

EXAMPLE 2: ! ƭŀǿȅŜǊ ƛǎ ǊŜǎǇƻƴǎƛōƭŜ ǘƻ Ƙƛǎ ƛƳƳŜŘƛŀǘŜ ŎƭƛŜƴǘ ƻƴƭȅΦ Lǘ ŘƻŜǎƴΩǘ ƳŀǘǘŜǊ ǿƘŜǘƘŜǊ ǘƘŜ 

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 to highlight and 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 into three parts: 

1. PART ς 1: General Application of the code. (Both Practice, Business and Employment) 

Complying with the Code, Fundamental Principles and Conceptual Framework, which includes 

the fundamental principles and the conceptual framework and is applicable to all professional 

accountants. 

 

2. PART ς 2: Professional Accountants in Public Practice. (For Practicing Auditors): 

a) IN SERVICE: Applies to Professional Accountants in Service when performing professional 

activities. Professional accountants in service include professional accountants employed, 

engaged or contracted in an executive or non-executive capacity in, for example: 

¶ Commerce, industry or service. 

¶ The public sector. 

¶ Education. 

¶ The not-for-profit sector. 

¶ Regulatory or professional bodies. 

b) IN CA FIRM EMPLOYMENT: Part 2 is also applicable to individuals who are professional 

accountants in public practice when performing professional activities pursuant to their 

relationship with the firm as an employee. 

 

3. PART ς 3: Professional Accountants in Public Practice: 

Professional Accountants in Public Practice, which sets out additional material that applies to 

professional accountants in public practice when providing professional services. 

 

4. PART ς 4A and 4B: Independence Standards. 

 

5. GLOSSARY: contains defined terms (together with additional explanations where appropriate) 

and described terms which have a specific meaning in certain parts of the Code. 
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Q.NO.1 WRITE ABOUT FUNDAMENTAL PRINCIPLES THAT GOVERN A PROFESSIONAL 

ACCOUNTANT, SAY, AN AUDITOR? 

 

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 be straightforward and honest in both Professional and 

Business relationships.  

2. Professional Accountant should not be associated with reports, returns, communications or 

other information where they believe that the information:  

a. Contains a materially false or misleading statement 

b. Contains statements or information furnished recklessly. 

c. Omits or obscures (unclear) information where such omission or obscurity would 

be misleading. 

3. If the professional accountant expresses a modified report in respect of above cases, then he 

shall not consider to be in breach. 

 

B. OBJECTIVITY: 

 

1. All Professional Accountants must not to compromise their professional or business 

judgment because of bias, conflict of interest or the undue influence of others.  

2. Relationships that bias or unduly influence the professional judgment of the professional 

accountant should 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. To maintain professional knowledge and skill at the level required to ensure that 

clients or employers receive competent professional service, based on latest and 

updated technical & professional standards and applicable legislations. 

b. To act diligently in accordance with applicable technical and professional standards. 

2. Professional competence is divided into two parts: 

a. Attainment of competence and 

b. Maintenance of competence.  

3. Serving clients and employing organizations with professional competence requires the 

exercise of sound judgment in applying professional knowledge and skill when undertaking 

professional activities. 

4. Maintenance of professional competence requires continuous awareness and understanding 

of relevant technical, professional and business developments. 

5. DELIGIENCE: Diligence requires an accountant to act carefully, thoroughly and on timely 

basis. Professional accountant should take steps to ensure that those working under the 

professional accountant have appropriate training and supervision.   
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NOTE: Where appropriate, a professional accountant shall make clients, the employing 

ƻǊƎŀƴƛȊŀǘƛƻƴΣ ƻǊ ƻǘƘŜǊ ǳǎŜǊǎ ƻŦ ǘƘŜ ŀŎŎƻǳƴǘŀƴǘΩǎ ǇǊƻŦŜǎǎƛƻƴŀƭ ǎŜǊǾƛŎŜǎ ƻǊ ŀŎǘƛǾƛǘƛŜǎΣ aware of the 

limitations inherent in the services or activities. [E.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 

an accountant to respect the confidentiality of information acquired as a result of 

professional and employment relationships which may be present or prospective. 

2. A Professional accountant should refrain from -  

a. Disclosing confidential information with outsiders without proper and specific 

authority, UNLESS there is a legal or professional duty or right to disclose or  

b. Using confidential information to their personal advantage or 3rd party advantage. 

3. The professional accountant shall maintain confidentiality even in a social environment. In 

other words, he shall not share such information even to a close or immediate family 

member. 

4. MAINTAIN AFTER END OF RELATIONSHIP: Confidentiality shall be maintained even after end 

of the relationship with client or employer as required under legal and professional 

standards. 

5. CIRCUMSTANCES EXCEPTION TO CONFIDENTIALITY: In the following cases the professional 

accountants are permitted to disclose confidential information to outsiders if: 

a. Required by Law. 

b. It is permitted by law and authorized by client. [E.g., Production of documents in the 

course of legal proceedings] 

c. It is mandatory under 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 with Peer Review or Quality Reviews. 

ii. To respond to an inquiry in an investigation by regulatory. 

iii. To comply with technical and professional standards. 

6. FACTORS FOR DISCLOSING: In deciding whether to disclose confidential information or not, 

the professional accountants should consider the following points: 

a. Whether the interests of any party, including third parties whose interests may be 

affected, could be harmed.  

b. Whether all the relevant information is known and substantiated. 

c. The type of communication that is expected and to whom it is addressed (I.e., right 

recipient or not). 

d. Whether the parties to whom the communication is addressed are appropriate 

recipients. 
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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 accountants should not 

bring the profession into disrepute [Discredit]. Professional accountants should be honest 

and truthful and should not: 

a. Make exaggerated claims for the  

i. Services they are able to offer,  

ii. The qualifications they possess, or  

iii. Experience they have gained. 

b. Make disparaging references or unsubstantiated comparisons to the work of others. 

(E.g., Degrading fellow members) 

c. Any direct or indirect measures to advertise any professional/other facts which are in 

violation of Advertisement Guidelines issued by the Council of the Institute from time 

to time. 

 

CONFLICT ARISES ON FUNDAMENTAL PRINCIPLES: 

 

1. A professional accountant might face a situation in which complying with one fundamental 

principle, conflict with complying with one or more other fundamental principles. In such 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 his professional judgment in resolving the conflict or dis-associate from the 

matter creating conflict. 

 

 

Q.NO.2 THE CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS AS PER IFAC IDENTIFIES 

DIFFERENT TYPES OF THREATS TO INDEPENDENCE OF AUDITORS? EXPLAIN IN DETAIL? 

 

ANSWER:  

The conceptual framework specifies an approach for a professional accountant to:  

1. Identify threats to compliance with the fundamental principles 

2. Evaluate the threats identified and 

3. Address the threats by eliminating or reducing them to an acceptable level. 

 

PART 1: IDENTIFICATION THE THREATS: 
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The Fundamental Principles are threatened by range of threats which are broadly classified into the 

following types: (As per International Federation of Accountants) 

 

A. SELF INTREREST THREATS: The threat that a financial or other interest will INAPPROPRIATELY 

influence ŀ ǇǊƻŦŜǎǎƛƻƴŀƭ ŀŎŎƻǳƴǘŀƴǘΩǎ ƧǳŘƎƳŜƴǘ ƻǊ ōŜƘŀǾƛƻǳǊΦ 

 

Examples: 

1. Having a direct financial interest in a client 

2. Undue dependence on total fees from a client. 

3. Having a close business relationship with a client. 

4. Concern about the possibility of losing a client.  

5. Potential employment with a client. 

6. Contingent fees relating to an assurance engagement. 

 

B. SELF REVIEW THREATS: The threat that a professional accountant will not appropriately 

evaluate the results of a previous judgment made; or an activity performed by the accountant, 

or by another individual ǿƛǘƘƛƴ ǘƘŜ ŀŎŎƻǳƴǘŀƴǘΩǎ ŦƛǊƳ or employing organization, on which the 

accountant will rely when forming a judgment as part of performing a current activity. 

 

Examples: 

1. The discovery of a significant error during a re-evaluation of the work of the professional 

accountant in public practice. 

2. Reporting on the operation of financial systems after being involved in their design or 

implementation.  

3. Having prepared the original data used to generate records that are the subject matter of 

the engagement. 

4. A member of the assurance team being, or having recently been, a director or officer of that 

client. 

5. Performing a service for a client that directly affects the subject matter of the assurance 

engagement. 

 

C. ADVOCACY THREATS: The threat that a ǇǊƻŦŜǎǎƛƻƴŀƭ ŀŎŎƻǳƴǘŀƴǘ ǿƛƭƭ ǇǊƻƳƻǘŜ ŀ ŎƭƛŜƴǘΩǎ or 

ŜƳǇƭƻȅƛƴƎ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ position ǘƻ ǘƘŜ Ǉƻƛƴǘ ǘƘŀǘ ǘƘŜ ŀŎŎƻǳƴǘŀƴǘΩǎ objectivity is compromised. 

 

Examples: 

1. Promoting shares in a listed entity when that entity is a financial statement audit client. 

2. Acting as an advocate on behalf of an assurance client in litigation or disputes with third 

parties. 

3. lobbying in favour of legislation on behalf of a client. 

 

D. FAMILIARITY THREATS: The threat that due to a long or close relationship with a client, or 

employing organization, a professional accountant will be too sympathetic to their interests or 

too accepting of their work; 
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Examples: 

1. A member of the engagement team having a close or immediate family relationship with a 

director or officer of the client. 

2. A former partner of the firm being a director or officer of the client or an employee in a 

position to exert direct and significant influence over the subject matter of the engagement. 

3. Accepting gifts or preferential treatment from a client, unless the value is clearly 

insignificant. 

4. Long association of senior personnel with the assurance client. 

 

E. INTIMIDATION THREATS: The threat that a professional accountant will be deterred from acting 

objectively because of actual or perceived pressures, including attempts to exercise undue 

influence over the accountant. 

 

Examples: 

1. Being threatened with dismissal or replacement in relation to a client engagement.  

2. Being threatened with litigation.  

3. Being pressured to reduce inappropriately the extent of work performed in order to reduce 

fees. 

4. Being informed that a planned promotion will not occur unless the accountant agrees with 

an inappropriate accounting treatment. 

 

 

PART 2 ς EVALUATION OF THREATS: 

 

The conditions, policies and procedures described above might impact the evaluation of whether a 

threat to compliance with the fundamental principles is at an acceptable level. 

1. Acceptable level: An acceptable level is a level at which a professional accountant using the 

reasonable and informed third party test would likely conclude that the accountant complies 

with the fundamental principles. 

2. Reasonable and Informed Third Party: The reasonable and informed third party test is a 

consideration by the professional accountant about whether the same conclusions would likely 

be reached by another party. Such 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 reasonable and informed third party does not need to be an accountant but would 

possess the relevant knowledge and experience to understand and evaluate the appropriateness 

ƻŦ ǘƘŜ ŀŎŎƻǳƴǘŀƴǘΩǎ ŎƻƴŎƭǳǎƛƻƴǎ ƛƴ ŀƴ impartial manner. 

 

PART 3 ς ADDRESSING THREATS: 

 

1. ELIMINATE OR WITHDRAW: If the professional accountant determines that the identified 

threats to compliance with the fundamental principles are not at an acceptable level, the 
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accountant shall address the threats by eliminating them or reducing them to an acceptable 

level. The accountant shall do so by: 

a. Eliminating the circumstances, including interests or relationships, that are creating the 

threats. [E.g., Will not acquire shares] 

b. Applying safeguards, where available and capable of being applied, to reduce the threats 

to an acceptable level. [E.g., Makes relatives not to acquire shares] or 

c. Declining or ending the specific professional activity. [E.g., Do Not accept audit if he or his 

relatives has shares in the company] 

 

2. COMPULSORY WITHDRAWAL FROM ENGAGEMENT: Depending on the facts and circumstances, 

a threat might be addressed by eliminating the circumstance creating the threat. However, there 

are some situations in which threats can only be addressed by declining or ending the specific 

professional activity. This is because the circumstances that created the threats cannot be 

eliminated, and safeguards are not capable of being applied to reduce the threat to an 

acceptable level. 

 

 

Q.NO.3 IN ORDER TO ELIMINATE THREATS TO FUNDAMENTAL PRINCIPLES, SAFEGUARDS HAVE TO 

BE CREATED. EXPLAIN VARIOUS SAFEGUARDS TO REDUCE OR ELIMINATE VARIOUS THREATS? 

 

ANSWER:  

 

Safeguards are actions individually or in combination that the accountant takes that effectively 

reduce threats to an acceptable level. Safeguards vary depending on the facts and circumstances: 

1. Safeguards created by profession, legislation or regulations and (E.g., Disqualifications) 

2. Safeguards created by work environment 

a. Firm-wide Safeguards. 

b. Engagement specific safeguards. 

 

A. FIRM-WIDE SAFEGUARDS:  

1. Leadership qualities of the firm w.r.t fundamental principles. 

2. Policies and procedures to implement and monitor quality controls. 

3. Documented Internal control policies that protects fundamental principles. 

4. Using different partners and engagement teams with separate reporting lines for the 

provision of non-assurance services to an assurance client. 

5. Timely communication of ŀ ŦƛǊƳΩǎ ǇƻƭƛŎƛŜǎ ŀƴŘ ǇǊƻŎŜŘǳǊŜǎ ǘƻ all partners and professional 

staff, and appropriate training and education on such policies and procedures. 

6. A disciplinary mechanism to promote compliance with policies and procedures. 

 

B. ENGAGEMENT SPECIFIC SAFEGUARDS: 

1. Assigning additional time and qualified personnel to required tasks when an engagement has 

been accepted might address a self-interest threat. 
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2. Involving an additional professional accountant to review the work done or otherwise advise 

as necessary. (E.g., Independent reviewer) 

3. Consulting an independent third party, such as a committee of independent directors, a 

professional regulatory body or another professional accountant. 

4. Discussing ethical issues with those charged with governance of the client. 

5. Disclosing to those charged with governance of the client the nature of services provided 

and extent of fees charged. 

6. Involving another firm to perform or re-perform part of the engagement. 

7. Rotating senior assurance team personnel. 

8. Separating teams when dealing with matters of a confidential nature might address a self-

interest threat. 

 

 

Q.NO.4 WRITE ABOUT Non-Compliance with Laws and Regulations (NOCLAR)? 

 

ANSWER: 

 

1. APPLICABILITY OF NOCLAR IN INDIA:  

a. The IESBA Code of Ethics makes NOCLAR applicable to all assignments (in case of 

members in practice), and to all employers (in case of members in service). 

b. However, in the ICAI Code, as of now, Institute has restricted applicability of NOCLAR to 

Audits assignment of listed entities (in case of members in practice) and for the 

members in service applicability has been restricted to employees of listed entities only. 

 

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 accountant may come across an instance of 

non-compliance with laws and regulations (NOCLAR) or suspected NOCLAR committed or 

about to be committed. 

b. Non-ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ƭŀǿǎ ŀƴŘ ǊŜƎǳƭŀǘƛƻƴǎ όάƴƻƴ-ŎƻƳǇƭƛŀƴŎŜέύ ŎƻƳǇǊƛǎŜǎ ƻŦ ŀŎǘǎ ƻŦ 

omission or commission, intentional or unintentional, which are contrary to the 

prevailing laws or regulations committed by: 

i. A clientκǇǊƻŦŜǎǎƛƻƴŀƭ ŀŎŎƻǳƴǘŀƴǘΩǎ employing organisation. 

ii. Those charged with governance of a client or employing organisation. 

iii. Management of a client/ employing organisation or  

iv. Other individuals working for or under the direction of a client/ employing 

organisation. 

 

3. DO NOT INCLUDE PERSONAL MIS CONDUCT: However, NOCLAR under Revised Code of Ethics 

does not address the personal misconduct unrelated to the business activities of the client/ 

employing organisation and non-compliance by parties other than listed out in the definition of 

NOCLAR. 
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4. EXAMPLES: As per IESBA, following examples would be covered in NOCLAR: 

a. Fraud, corruption and Bribery 

b. Money laundering, terrorist financing and proceeds of crime 

c. Securities markets and trading 

d. Banking and other financial products and services 

e. Data protection 

f. Environmental protection 

g. Public health and safety 

h. Tax and pension liabilities and payments 

 

5. OBJECTIVE: The objective of NOCLAR is that - turning a blind eye to potential NOCLAR is not an 

appropriate response from professional accountants, while placing renewed emphasis on the 

roles of management and those charged with governance in addressing the matter. Further, it 

increases awareness and understanding among Professional accountant of their legal and 

regulatory responsibilities when they face NOCLAR. 

 

6. Some important facts about NOCLAR are given below: 

a. During Course of Providing a Service: NOCLAR will be applicable if a professional accountant 

encounters, or is made aware of, non-compliance or suspected non-compliance in the course 

of providing a professional service to a client. He is not required to investigate, nor 

responsible for ensuring compete compliance. 

b. Expertise of Laws not Required: A professional accountant is expected to apply knowledge 

and expertise, and exercise professional judgment. However, he is not expected to have a 

level of knowledge of laws and regulations greater than that which is required to undertake 

the engagement. Whether an act constitutes non-compliance is ultimately a matter to be 

determined by a court or other appropriate adjudicative body. 

c. Certain Matters Expressly out of Purview: Matters that are clearly inconsequential or 

relating to personal misconduct pertaining to business activities of the client not covered. 

d. Disclosure, which is Contrary to Law not Required: As per IESBA Code, disclosure of the 

matter to an appropriate authority would be precluded if doing so would be contrary to law 

or regulation. 

 

7. NOCLAR vs. SA 250: 

a. SA 250 is applicable only on Audit, and not on other Assurance engagements. However, 

NOCLAR is applicable on professional accountants in service, and in practice. Among those in 

practice, it applies to Auditors, as well as professional services other than Audit. However, 

degree of responsibility of the professional accountant varies as per the role. 

b. {! нрл ǘŀƭƪǎ ƻŦ ŀǳŘƛǘƻǊΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŦƻǊ ƭŀǿǎ having direct effect on the determination of 

material amounts and disclosures in the financial statements (such as tax and labour laws); 

and other laws and regulations that do not have a direct effect on the 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. NOCLAR, while being alike to SA 250 till this point, is further ahead of it in that it takes into 

account non-compliance that causes substantial harm resulting in serious consequences in 

financial or non-financial terms. 

d. SA 250 does not define stakeholders. NOCLAR is related to affect of non-compliance on 

investors, creditors, employees as also the general public. 

e. As per NOCLAR, in exceptional circumstances, the professional accountant might become 

aware of an imminent breach of a law or regulation that would cause substantial harm to 

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 accountant shall exercise professional judgment and 

determine whether to disclose the matter immediately to an appropriate authority in order 

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. 

 

8. STEPS FOR RESPONDING TO NOCLAR: 

a. Obtaining an understanding of the matter 

b. Addressing the matter 

c. Seeking Advice 

d. Determining whether further action is needed 

e. Determining whether to disclose the matter to an Appropriate Authority 

f. Imminent Breach 

g. Documentation 

 

NOTE: It may also be noted that in a situation where disclosure ought to be made by the 

Auditor, the ά!ǇǇǊƻǇǊƛŀǘŜ ŀǳǘƘƻǊƛǘȅέ ŦƻǊ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ ŘƛǎŎƭƻǎǳǊŜ ǿƛƭƭ ŘŜǇŜƴŘ ƻƴ ǘƘŜ ƴŀǘǳǊŜ ƻŦ 

the matter.  

 

For example, the appropriate authority would be SEBI in the case of fraudulent financial 

reporting. Appropriate alignment has been made in the Code with regard to requirements of 

Confidentiality, as required under Chartered Accountants Act, 1949. 

 

9. PROVISIONS OF CONFIDENTIALITY UNDER CHARTERED ACCOUNTANTS ACT, 1949: 

a. For Members in practice: Clause (1) of Part -I of First schedule to The Chartered 

Accountants Act, 1949: A chartered accountant in practice shall be deemed to be guilty of 

professional misconduct, if he discloses information acquired in the course of his 

professional engagement to any person other than his client so engaging him, without the 

consent of his client or otherwise than as required by any law for the time being in force. 

b. For Members in service - Clause (2) of Part-II to the Second Schedule of the Chartered 

Accountants Act, 1949: A member of the Institute, whether in practice or not, shall be 

deemed to be guilty of professional misconduct, if he being an employee of any company, 

firm or person, discloses confidential information acquired in the course of his employment 

except as and when required by any law for the time being in force or except as permitted by 

the employer. 
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10. DOCUMENTATION REQUIREMENTS IN NOCLAR: Revised Code over and above require the 

professional accountant to follow the additional documents requirements as under: 

a. How management / those charged with governance have responded to the matter. 

b. The course of action the accountant considered, the judgments made and the decisions that 

were taken, having regard to the reasonable and informed third party test. 

c. How the accountant is satisfied that the responsibility of public interest has been fulfilled. 

d. This documentation is in addition to complying with the documentation requirements under 

applicable auditing standards. SAs, for example, require a professional accountant 

performing an audit of financial statements to: 

e. Prepare documentation sufficient to enable an understanding of significant matters arising 

during the audit, the conclusions reached, and significant professional judgments made in 

reaching those conclusions. 

f. Document discussions of significant matters with management, those charged with 

governance, and others, including the nature of the significant matters discussed and when 

and with whom the discussions took place; and 

g. Document identified or suspected non-compliance, and the results of discussion with 

management and, where applicable, those charged with governance and other parties 

outside the entity. 

 

 

Q.NO.5 WRITE ABOUT MEMBERSHIP OF THE INSTITUTE? 

 

ANSWER: 

 

A. REGISTER OF MEMBERSHIP (SEC. 19): The council shall enter requisite details in the register of 

members after receiving a valid application from the applicant: 

 

The register of members shall include the following details: 

1. Full Name, Date of Birth, Domicile, Residential and Professional Address. 

2. Date of Entry of name in the register. 

3. Whether the member hold COP or not. 

4. Qualifications of the Member. 

5. Any other prescribed details. 

 

B. DISABILITIES / DISQUALIFICATIONS FOR THE PURPOSE OF MEMBERSHIP (SEC.8): 

 

In the following circumstances a person is debarred from having his name entered in or borne 

on the Register of Members of the Institute: 

1. If he has not attained the age of 21 years at the time of his application for the entry of his 

name in the Register. 

2. If he is of unsound mind and stands so adjudged by a competent court. 

3. If he is an undischarged insolvent. 
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4. If he, being a discharged insolvent, has not obtained from the court a certificate stating that 

his insolvency was caused by misfortune without any misconduct on his part. (innocent 

defaulter) 

5. If he has been convicted by a competent Court whether within or without India:  

a. Of an offence involving moral turpitude and punishable with transportation or 

imprisonment or 

b. Of an offence, not of a technical nature, committed by him in his professional 

capacity.  

6. If he has been removed from membership of the Institute on being found on inquiry to have 

been guilty of professional or other misconduct. 

 

Note: If a member knowingly fails to disclose the fact that he suffers from above disabilities, it 

will amount to professional misconduct. Accordingly, his name may be removed from 

permanently ROM by the council.  

 

C. TYPES OF MEMBERSHIP OF INSTITUTE (SEC.5): The Members of the institute are divided into 

the following designations: 

 

ASSOSIATE CHARTERED ACCOUNTANT:  

Any person, whose name has been entered in the Register, shall be deemed to have become an 

Associate of the Institute and shall also be entitled to use the letters A.C.A. after his name to 

indicate that he is an Associate Member of the Institute. 

 

FELLOW CHARTERED ACCOUNTANT:  

1. An associate member who has been in continuous practice in India for at least 5 years, 

2. A member who has been an associate for a continuous period of not less than 5 years and 

who possess such qualifications as may be prescribed by the Council with a view to ensuring 

that he has experience equivalent to the experience normally acquired as a result of 

continuous practice for a period of 5 years as a Chartered Accountant. (E.g., CA working 

under a practicing member or audit firm at least 5 years even though not in practice in 

individual capacity.) 

The abovementioned members shall be entitled to use the letters F.C.A. after his name to 

indicate that he is a Fellow Member of the Institute. 

 

D. REMOVAL OF NAME FROM THE REGISTER (SEC.20): 

 

The council, on the following occasions, may remove the name of any member from ROM: 

1. A member who is dead 

2. A member from whom a request has been received for removal. 

3. A member who has not paid required fee. (E.g., Renewal fee for COP) 

4. A member who has been affected with disabilities specified u/s. 8 of ICAI Act, 1949. 
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NOTE: If the name of any member has been removed from the Register for non-payment of 

required fee, then, on receipt of an application, his name may be entered again in the Register ς 

on payment of the arrears of annual fee and entrance fee along with such additional fee, as may 

be determined by the Council. 

 

E. RESTORATION OF MEMBERSHIP (REGL 19): 

 

Regulation 19 of the Chartered Accountants Regulations, 1988, states that the name of the 

member may be restored by the Council in the Register on an application, in the appropriate 

Form, received in this behalf whose name has been removed from the Register for non-payment 

of prescribed fee as required to be paid by him, if he is otherwise eligible to such membership, 

on his paying the arrears of annual membership fee, entrance fee and additional fee determined 

by the Council under the Act. 

 

The effective date in case of restoration of cancelled membership, in different situations, shall 

be in the following manner: 

 

1. APPLICATION FOR RESTORATION AND REMOVAL ARE MADE IN THE SAME YEAR: 

If removal happened on account of non-payment of required fee ς Restoration shall be with 

effect from the date on which it was removed from 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*: 

Restoration date shall be in accordance with the order. 

*Board of Discipline, Disciplinary committee, Appellate authority or High court. 

 

3. ANY OTHER CASE: 

Restoration shall be with effect from the date on which the application and fee are received.   

 

F. PENALTY FOR FALSELY CLAIMING TO BE A MEMBER (SEC.24): 

 

Any person who 

1. Not being a member of the Institute 

a. Represents that he is a member of the Institute. 

b. Uses the designation as Chartered Accountant. 

2. Being a member of the Institute, but not having a certificate of practice, represents that 

he is in practice or practices as a Chartered Accountant. 

3. Shall be leviable with a fine  

a. 1ST TIME: up to Rs. 1,000/- on first conviction and  

b. SEBSEQUENT TIME: for subsequent convictions ς fine up to Rs. 5,000/- or 

imprisonment up to 6 months or with both.  
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/ŀǎŜ [ŀǿΥ άtǊŜƳ .ŀǘǊŀέ ŘŜŎƛŘŜŘ ƻƴ муΦлтΦмфуфΦ The court of additional chief judicial 

magistrate had by its judgement found the accused, guilty under section 24(i)(a) & (b) of the 

chartered accountants act, 1949 and section 465 of the Indian penal code. The court imposed 

a fine on the accused and in the event of his failure to pay the fine, sentenced to rigorous 

imprisonment for three months. 

 

 

 

Q.NO.6 WRITE ABOUT CHARTERED ACCOUNTANT IN PRACTICE? 

 

ANSWER:  

 

A practicing Chartered Accountant is a person who is a member of the Institute and is holding 

Certificate of Practice; and includes such members 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. COP: No member of the Institute shall be entitled to practice whether in India or elsewhere 

unless he has obtained from the Council a certificate of practice: 

2. ANNUAL FEES: Every such member shall pay such annual fee for his certificate as may be 

determined, by notification, by the Council [..] 

3. The certificate of practice obtained under sub-section (1) may be cancelled by the Council 

under such circumstances as may be prescribed. 

4. Once a person becomes a member of the institute, such person is bound by provisions of CA 

Act, 1949 and other regulations. 

5. A member of the Institute can have no other capacity in which he can take up such practice, 

separable from his capacity to practice as a member of the Institute. (I.e., a Member can 

practice only as a member of institute.) 

6. If COP is cancelled or terminated, such person cannot undertake any other assignment which 

he is entitled to undertake only as a member of the institute. 

 

IN NUTSHELL, a Chartered Accountant whose name has been removed from the membership for 

professional and/or other misconduct, during such period of removal, will not appear before the 

various tax authorities or other bodies before whom he could have appeared in his capacity as a 

member of this Institute. 

 

Example: If and when he appears before the Income-tax Tribunal as an Income-tax 

representative after having become a member of the Institute, he could so appear only in his 

capacity as a Chartered Accountant and a member of the Institute (Only with COP).  

In other words, a member who is suspended from practice cannot undertake such assignments 

which he ordinarily undertakes in the capacity of member of institute. 
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Refer Q No. 1 in Illustrations 

 

 

B. CANCELLATION AND RESTORATION OF COP (REGL.10 & REGL.11): 

 

CANCELLATION (REGL.10): 

COP shall be liable for cancellation in the following cases: 

1. The name of the person is removed from ROM.  

2. Certificate was issued on the basis of incorrect, misleading or false information, or by 

mistake or inadvertence (accidental).  

3. A member has ceased to practice. 

4. A member has not paid annual fee for certificate of practice till 30th day of September of 

the relevant year. 

NOTE: Where COP is cancelled, the holder shall surrender certificate to the secretary of the 

institute.  

 

RESTORATION (REGL.11): 

The Council may restore the COP with EFFECT FROM the date on which it was cancelled:  

1. To a member whose certificate has been cancelled due to non-payment of the annual fee 

for the COP and  

2. An application together with the fee, is received by the Secretary before the expiry of the 

relevant year. 

 

 

C. DEEMED TO BE IN PRACTICE (SEC.2): 

 

Every member of the Institute is entitled to designate himself as a Chartered Accountant. There 

are two classes of members, those who are in practice and those who are otherwise occupied.  

Lƴ {ŜŎǘƛƻƴ нόнύ ƻŦ ǘƘŜ !ŎǘΣ ǘƘŜ ǘŜǊƳ ŘŜŜƳŜŘ άǘƻ ōŜ ƛƴ ǇǊŀŎǘƛŎŜέ Ƙŀǎ ōŜŜƴ ŘŜŦƛƴŜŘ ŀǎ ŦƻƭƭƻǿǎΥ 

 

1. DEEMED TO BE IN PRACTICE: ! ƳŜƳōŜǊ ƻŦ ǘƘŜ LƴǎǘƛǘǳǘŜ ǎƘŀƭƭ ōŜ ŘŜŜƳŜŘ άǘƻ ōŜ ƛƴ ǇǊŀŎǘƛŎŜέ 

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 prescribed 

and 

d) Consideration of remuneration received or to be received for being: 

1) Engages himself in the practice of accountancy. 

2) Offers to perform or performs service involving the:  

i. Auditing or verification of financial transactions, books, accounts or records, or  

ii. The preparation, verification or certification of financial accounting and related 

statements or  

iii. Holds himself out to the public as an accountant. 
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3) Renders professional services or assistance ς   

i. In or about matters of principle or  

ii. Detail relating to accounting procedure or  

iii. The recording, presentation or certification of financial facts or data.  

4) Renders such other services as, in the opinion of the Council, are to be rendered by a 

Chartered Accountant in practice. 

e) A member shall be deemed to be in practice if he, in his professional capacity and neither 

in his personal capacity nor in his capacity as an employee, acts as:  

i. A liquidator, trustee, executor, administrator, arbitrator, receiver, adviser or 

representative for costing, financial or taxation matters or  

ii. Takes up an appointment made by the Central Government or a State 

Government or a court of law or any other legal authority or acts as a Secretary 

unless his employment is on a salary-cum-full-time basis. 

 

 

2. FOR TRAINING ARTICLES: An associate or a fellow of the Institute who is a salaried employee 

of  

a) Chartered Accountant in practice (individual) or  

b) A firm of such Chartered Accountants or  

c) Firm consisting of one or more chartered accountants and members of any other 

professional body having prescribed qualifications  

Shall be deemed to be in practice for the limited purpose of the training of Articled 

Assistants. 

 

3. A Chartered accountant in practice is permitted to render entire range of Management 

Consultancy and Other Services [MCOS]. 

 

4. MCOS EXCLUDES: MCOS shall not include the function of (these are treated as Deemed to be 

in practice) 

a) Statutory or periodical audit, tax (both direct taxes and indirect taxes) representation 

or 

b) Advice concerning tax matters or  

c) Acting as liquidator, trustee, executor, administrator, arbitrator or receiver. 

 

5. MCOS INCLUDES: 

i. Financial management planning and financial policy determination*. 

ii. Capital structure planning and advice regarding raising finance*. 

iii. Working capital management*. 

iv. Preparing project reports and feasibility studies*. 

*ώ/ƻƴǎƛŘŜǊŀǘƛƻƴ ƻŦ άǘŀȄ ƛƳǇƭƛŎŀǘƛƻƴǎέ ǿƘƛƭŜ ǊŜƴŘŜǊƛƴƎ ǘƘŜ ǎŜǊǾƛŎŜǎ ŀǘ όƛύΣ όƛƛύΣ όƛƛƛύ ŀƴŘ όƛǾύ ŀōƻǾŜ 

will be considered as part of άaŀƴŀƎŜƳŜƴǘ /ƻƴǎǳƭǘŀƴŎȅ ŀƴŘ ƻǘƘŜǊ ǎŜǊǾƛŎŜǎέϐ 

v. Preparing cash budget, cash flow statements, profitability statements, statements of sources 

and application of funds etc. 
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vi. Budgeting including capital budgets and revenue budgets. 

vii. Inventory management, material handling and storage. 

viii. Market research and demand studies. 

ix. Price-fixation 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 business and 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, job-description, job evaluation and 

evaluation of workloads. 

xviii. Systems analysis and design, and computer related services including selection of hardware 

and development of software in all areas of services which can otherwise be rendered by 

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 issue, including such matters as:  

a. Drafting of prospectus and 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 budget, advice regarding arrangements for selection of (i) ad-

media, (ii) centres for holding conferences of brokers, investors, etc., (iii) bankers to 

issue, (iv) collection centres, (v) brokers to issue, (vi) underwriters 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 

selection of various agencies connected with issue, namely Registrars to Issue, printers 

and advertising agencies. (d) Advice on the post issue activities, e.g., follow up steps 

which include listing of instruments and dispatch of certificates and refunds, with the 

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, the 

relevant provisions of the Code of Ethics must be kept in mind). 

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 388th Meeting) 

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) Preparing administrative or statutory forms for client approval. 

c) Submitting such forms as instructed by the client. 

d) Monitoring statutory filing dates and advising an audit client of those dates. 

For example, the functions of a GST practitioner as specified under Rule 83(8) of Central 

Goods and Services Tax Rules, 2017: 

1) Furnish the details of outward and inward supplies. 

2) Furnish monthly, quarterly, annual or final return. 

3) Make deposit 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 of e-way bill. 

7) Furnish details of challan in form GST ITC-04. 

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 OFFER ς DEEMED TO BE IN PRACTICE: The act of setting up of an 

establishment offering to perform accounting services would be tantamount to being in 

practice even though no client has been served. 

7. COUNTED IN COP CALCULATION: A member of the Institute is deemed to be in practice 

during the period ƘŜ ǊŜƴŘŜǊǎ ΨǎŜǊǾƛŎŜ ǿƛǘƘ ŀǊƳŜŘ ŦƻǊŎŜǎΩ 

 

Note:  

1. MANAGEMENT SERVICES cannot be provided to a company if the member is appointed as a 

statutory auditor for the said company. (Sec. 144 of Companies Act, 2013.) 

2. A CA in full time employment is representing his employer in a tax assessment, it cannot be 

treated as deemed to be in practice. However, if he represents colleagues in tax assessments 

then It may be treated as Deemed to be in practice. 

3. Implications of a CA deemed to be in practice: 

a. Shall obtain COP. 

b. Pay annual fee. 
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c. Obey council regulations, guidelines and professional standards. 

 

Refer Q No. 2 in Illustrations 

 

 

Q.NO.7 COMPANIES CANNOT ENGAGE IN PRACTICE OF ACCOUNTANCY. COMMENT. 

 

ANSWER: 

  

1. As per Sec. 25 of Chartered Accountants Act, 1949, No Company shall practice as chartered 

accountants. Further the term company includes LLP which has a partner ς company.  

2. If a company contravenes with the above provision, every director, officer or secretary shall be 

punishable with a fine up to Rs.1,000/- for first time conviction and Rs.5,000/- for subsequent 

convictions. 

3. Also, it is to be noted that, under Companies act, 2013, only an Individual or a Firm (Including 

LLP) where majority of the partners are chartered accountants can be appointed as auditor of a 

company.  

4. From reading the above two provisions it can be concluded that an LLP is eligible to act as an 

auditor provided it should not have a partner which is a company.  

ώ[[tΩǎ ǿƘƛŎƘ ƘŀǾŜ /ƻƳǇŀƴȅ ŀǎ ŀ ǇŀǊǘƴŜǊ ƛǎ ƴƻǘ ŜƭƛƎƛōƭŜ ǘƻ ǇǊŀŎǘƛŎŜ ŀƴŘ Ŏŀƴƴƻǘ ŀŎǘ ŀǎ ŀƴ ŀǳŘƛǘƻǊϐ 

 

 

Q.NO.8 MEMBER IN PRACTICE IS PROHIBITED USING ANY OTHER DESIGNATION OTHER THAN 

CHARTERED ACCOUNTANT. COMMENT. 

 

ANSWER:  

The members of the Institute are now permitted to use the word 'CA' as prefix before their name 

irrespective of the fact that they are in practice or not: 

 

1. Under Section 7 of the Chartered Accountants Act, 1949 a member in practice: 

a. Cannot use any designation other than that of a Chartered Accountant,  

b. Cannot use any other description, whether in addition thereto or in substitution therefor.  

2. Also, a member in practice may use any other letters or description indicating membership of 

Accountancy Bodies which have been approved by the Council, so long as, such use does not 

imply: 

a. Adoption of a designation and/or  

b. Does not amount to advertisement or publicity. 

3. MEMBERSHIP OF FOREIGN INSTITUTES: The members are PERMITTED to mention membership 

of a foreign Institute of Accountancy, which has been recognized by the Council through a 

Memorandum of Understanding (MoU) / Mutual Recognition Agreement (MRA) with the said 

Institute. 
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4. Merchant Banker / Advisor to an issue: The members may apply for and obtain registration as 

category IV aŜǊŎƘŀƴǘ .ŀƴƪŜǊ ǳƴŘŜǊ ǘƘŜ {9.LΩǎ ǊǳƭŜǎ ŀƴŘ ǊŜƎǳƭŀǘƛƻƴǎ ŀƴŘ ŀŎǘ ŀǎ !ŘǾƛǎƻǊ ƻǊ 

Consultant to an issue. In ŎƭƛŜƴǘ /ƻƳǇŀƴƛŜǎΩ ƻŦŦŜǊ ŘƻŎǳƳŜƴǘǎ and advertisements regarding 

capital issue, name and address of the Chartered Accountant or firm of Chartered Accountants 

acting as Advisor or Consultant to the Issue could be indicated under the caption 

ά!ŘǾƛǎƻǊκ/ƻƴǎǳƭǘŀƴǘ ǘƻ ǘƘŜ LǎǎǳŜέΦ  

However, the name and address of such Chartered Accountant/firm of Chartered Accountants 

should NOT APPEAR PROMINENTLY. 

5. Directors of Companies, MEMBERS OF POLITICAL PARTIES, position in clubs, etc.: The members 

of the Institute who are also Directors in Companies, members of Political parties or Chartered 

Accountants Cells in the political parties, holding different positions in clubs or other 

organisations ARE NOT PERMITTED to mention these positions as these would be violative of 

the provisions of Section 7 of the Act. 

6. A Chartered Accountant in practice is NOT ENTITLED to use the designation ά/ƻǊǇƻǊŀǘŜ [ŀǿȅŜǊέΦ 

7. Members of the Institute in practice who are otherwise eligible may also practice as Company 

Secretaries and/or Cost Accountants. Such members shall, however, not use designation/s of the 

ŀŦƻǊŜǎŀƛŘ LƴǎǘƛǘǳǘŜκǎ ǎƛƳǳƭǘŀƴŜƻǳǎƭȅ ǿƛǘƘ ǘƘŜ ŘŜǎƛƎƴŀǘƛƻƴ ά/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘέΦ 

E.g., Inavolu. Ram Harsha, Chartered Accountant, Company Secretary, Cost Accountant 

Inavolu. Ram Harsha, CA, CS, CMA, DISA, B. Com ς is permitted usage. 

8. For example, though a member cannot designate himself as a Cost Accountant. However, he can 

use the letters C.M.A after his name, when 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 to ǳǎŜ ǘƘŜ ƛƴƛǘƛŀƭǎ Ψ/t!Ω (standing for Certified Public 

Accountant) on their visiting cards. 

10. NOT TO USE CERTAIN PHRASES: It is improper for a Chartered Accountant to state on his 

professional documents that he is an Income-tax Consultant, Cost Accountant, Company 

Secretary, Cost Consultant or a Management Consultant. [For 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 PRACTICE: A member who is not in practice AND does not use the designation of a 

Chartered Accountant may use any other description. 

 

 

Q.NO.9 WRITE PROVISIONS RELATED TO MAINTENANCE OF BRANCH OFFICES. (SEC. 27) 

 

ANSWER:  

A. SEPARATE INCHARGE FOR EVERY OFFICE:  

1. If an Individual or a Firm of Chartered Accountants has more than one office in India, each 

one of such offices should be in the SEPARATE CHARGE OF A MEMBER of the Institute.  

2. Failure in this regard would constitute professional misconduct. 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

2
4 

3. 182 DAYS: A member being in charge of an office of a Chartered Accountant in practice or a 

firm of such Chartered Accountants shall be satisfied only if the member is actively 

associated with such office. Such association shall be deemed to exist:  

a. RESIDES: If the member resides in the place where the office is situated for a period 

of not less than 182 days in a year or  

b. ATTENDS OFFICE: if he attends the said office for a period of not less than 182 days in 

a year or  

c. In such other circumstances as, in the opinion of the Executive Committee, establish 

such active association. 

 

B. MEMBER IN-CHARGE FOR MORE THAN ONE OFFICE: A Member can open second office without 

a separate charge of a member of institute in the following cases:  

1. The second office is located in the same premises [i.e., One and Same Accomodation] , in 

which the first office is located. 

2. The second office is located in the same city, in which the first office is located. 

3. The second office is located within a distance of 50 km from the municipal limits of a city, in 

which the first office is located. 

 

C. EXEMPTION CAP IN HILL AREAS: A member or firm can open temporary office in plains subject 

to the following conditions: 

1. A member or a firm be allowed to open temporary offices for a limited period not exceeding 

3 months in a year. 

2. The regular office need not be closed during this period and all correspondence can continue 

to be made at the regular office.  

3. The name board of the firm in the temporary office should not be displayed at times other 

than the period such office is permitted to function as above.  

4. The temporary office should not be mentioned in the letterheads, visiting cards or any other 

documents as a place of business of the member/firm.  

5. Before commencement of every winter, it shall be obligatory on the member/firm to inform 

the Institute that he/it is opening the temporary office from a particular date and after the 

office is closed at 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 BOARD: A member is allowed to put name board at his place of residence provided it 

is a nameplate or a name-board of an individual member and not of the firm. 

2. MAIN OFFICE: When more than one office is located in the same city, the member shall 

declare which office is main office. 

3. MEMBER ς PAID ASSISTANT ς WTE: The member in charge of branch office of the firm shall 

be associated with the firm either as a partner or paid assistant. If he is paid assistant, then 

he must be in whole time employment [WTE] of the firm. 

 

Refer Q No ς 3 and 4 in Illustrations 
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Q.NO.10 WHAT DO YOU MEAN BY A CHARTERED ACCOUNTANT IN SERVICE? 

 

ANSWER: As per Code of Ethics, a Professional Accountant in Service or Chartered Accountant in 

Service means a professional accountant employed or engaged in an executive or non-executive 

capacity in such areas as commerce, industry, service, the public sector, education, the not-for-

profit sector, regulatory bodies or professional bodies, or a professional accountant contracted by 

such entities. 

 

Q.NO.11 WRITE ABOUT DISCIPLINARY PROCEDURE? [SELF STUDY] 

 

ANSWER: 

 

Sections 21, 21A, 21B, 21C, 22-A and 22-G of the Chartered Accountants Act read with The 

Chartered Accountants (Procedure of Investigations of Professional and Other Misconduct of Cases) 

Rules, 2007 have laid down the following procedure in regard to the investigation of misconduct of 

members which has been summarized as under: 
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Q.NO.12 WRITE ABOUT TYPES OF MIS-CONDUCT [SEC. 22]? 

 
ANSWER:  
 
A member is liable to disciplinary action under Section 21 of the Chartered Accountants Act, if he is 

found guilty of any Professional or Other Misconduct. 

 

¢ƘŜ ŜȄǇǊŜǎǎƛƻƴ άǇǊƻŦŜǎǎƛƻƴŀƭ ƻǊ ƻǘƘŜǊ ƳƛǎŎƻƴŘǳŎǘέ ǎƘŀƭƭ ōŜ ŘŜŜƳŜŘ ǘƻ ƛƴŎƭǳŘŜ any act or omission 

provided in any of the Schedules. 

 

A. PROFESSIONAL MIS-CONDUCT: (ARISES OUT OF PROFESSIONAL WORKS) 

 

1. Defined in Part ς I, II and III of First Schedule & Part ς I and II of Second Schedule. 

2. A member who is engaged in the profession of accountancy whether 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 is found guilty of any of the acts or omissions stated in any of the respective 

parts of the Schedule, he/she shall be deemed to be guilty of professional misconduct. 

 

B. OTHER MIS-CONDUCT: (DOES NOT ARISE FROM PROFESSIONAL WORKS) 

 

1. Defined in Part ς IV of First Schedule and Part ς III of Second Schedule. These provisions 

empower the Council to inquire into any misconduct of a member even it does not arise out 

of his professional work. 

2. This is considered necessary because a chartered accountant is expected to maintain the 

highest standards of integrity even in his personal affairs. 

For example, a member who is found to have for ged the will of a relative, would be 

liable to disciplinary action even though the forgery may NOT have been done in the 

course of his professional duty. 

3. Other misconduct would also relate to conviction by a competent court for an offence 

involving moral turpitude punishable with transportation or imprisonment. 

4. Few Examples: 

a) A chartered accountant retains the books of account and documents of the client and 

fails to return these to the client on request without a reasonable cause.  

b) A Chartered Accountant makes a material misrepresentation.  

c) A Chartered Accountant uses the services of HIS ARTICLED OR AUDIT ASSISTANT for 

purposes OTHER THAN professional practice.  

d) Conviction by a competent court of law for any offence under Section 8 (v) of the 

Chartered Accountants Act 1949.  

e) Misappropriation by office-bearer of a Regional Council of the Institute, of a large 

amount and utilization thereof for his personal use.  

f) Not replying within a reasonable time and without a good cause to the letter of the 

public authorities.  
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g) Where certain assessment records of income tax department belonging to the client of 

Chartered Accountant were found in the almirah of the bed-room of the chartered 

accountant. [Might be kept intentionally with a view to conceal them] 

h) A chartered accountant had adopted coercive methods on a bank for having a loan 

sanctioned to him. 

 
 
Q.NO.13 WRITE ABOUT SCHEDULES TO CA ACT, 1949? 

 
ANSWER:  
 

SCHEDULE 

[2] 

PART [7] DEALS WITH NO. OF CLAUSES [34] 

F
IR

S
T

 S
C

H
E

D
U

L
E

 

Part - I Professional misconduct in relation to 

Chartered Accountants in PRACTICE 

12 Clauses 

Part ς II Professional misconduct in relation to 

Members of the Institute in SERVICE 

2 Clauses 

Part ς III Professional misconduct in relation to 

Members of the Institute GENERALLY 

3 Clauses 

Part ς IV Other misconduct in relation to Members 

of the Institute GENERALLY. 

2 Clauses 

S
E

C
O

N
D

 S
C

H
E

D
U

L
E

 

Part ς I Professional misconduct in relation to 

Chartered Accountants in PRACTICE 

10 Clauses 

Part ς II Professional misconduct in relation to 

Members of the Institute GENERALLY 

4 Clauses 

Part ς III Other misconduct in relation to Members 

of the Institute GENERALLY. 

1 Clause 
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FIRST SCHEDULE 

PART 1 
Q.NO.14 WRITE ABOUT ACTS OR OMISSIONS IN NATURE OF PROFESSIONAL MIS-CONDUCT AS 

DEFINED IN PART ς I OF FIRST SCHEDULE TO CA ACT, 1949? 

 
ANSWER:  
 
If the Director (Discipline) is of the opinion that member is guilty of any professional or other 
misconduct mentioned in the First Schedule, he shall place the matter before the Board of 
Discipline.  
 
A Chartered Accountant in practice is deemed to be guilty as per Part ς I to First Schedule in the 
following cases: 
 
CLAUSE ς 1: ALLOWING NON ς MEMBER AND OUTSIDERS TO PRACTICE IN THE NAME OF CAP: 

 

1. A Chartered Accountant in practice (CAP) is deemed to be guilty if he allows another person to 

practice in his name. 

2. However, this clause will not apply If such other person is also a practicing CA and is associated 

with the firm as a partner or employee under the control and supervision of CAP. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
CLAUSE ς 2: SHARE OF PROFITS TO NON ς MEMBERS: 
 
1. If CAP pays or allows or agrees to pay or allow, directly or indirectly, any share, commission or 

brokerage in the fees or profits of his professional business, to any person, it shall be treated as 

guilty of professional mis ς conduct.  

2. However, this clause shall not apply if the fees is shared with:  

a. a member of the Institute or  

b. a partner or  

c. a retired partner or  

d. the legal representative of a deceased partner, or  

e. a member of any other professional body or  
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f. a person having recognized qualifications, as permitted by the council.  

3. The Professional bodies prescribed by the council are: (Reg. 53A) 

a. ICSI 

b. ICWAI 

c. Bar Council of India 

d. Indian Institute of Architects. 

e. Indian Institute of Actuaries. 

4. The Professional qualifications prescribed by the council are: (Reg. 53A) 

a. CS. 

b. CMA. 

c. Actuary. 

d. B.E. 

e. B. Tech. 

f. Architect. 

g. LLB. 

h. MBA. 

5. These professional services may be rendered in India or outside India. 

6. While applying this clause, we have to look at the substance of the transaction and not the 

nomenclature of the transaction. E.g., Whether the fee being shared for any purpose such as 

office expenses, reference fees etc., from persons other than permitted, will also be 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 OF SHARE OF PROFIT / GOODWILL ON DEATH OF A PARTNER OR PROPRIETOR: 

a. PARTNERSHIP FIRM ς Can share to the legal representative of the deceased partner 

provided such A CLAUSE EXIST IN the partnership DEED. 

 

b. PROPRIETORSHIP FIRM ς  

 

A. SHARING OF FEES: Sharing of fees is strictly PROHIBITED between legal representative 

of deceased CAP and BUYER of goodwill.  

 

B. SALE OF GOODWILL: PERMITTED subject to the following conditions. 

 

CASE 1: DEATH OF PROPRIETOR ON OR AFTER 30.08.1998: 

i. PERMISSION: The Legal heir shall obtain permission of the council within ONE 

YEAR from the date of demise of such proprietor. 

ii. SALE COMPLETE - ONE YEAR TIME LIMIT: Also, Goodwill of sole proprietor can be 

transferred to another eligible member of the institute, after the death of 

proprietor. Provided the sale is completed in all aspects within ONE year from the 

date of demise of such Proprietor.  
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iii. NON REMOVAL OF NAME ς ONE YEAR: Further the name of the firm shall not be 

removed for ONE year from death of proprietor or  

iv. DISPUTE ς LEGAL HEIR: In case of Dispute regarding legal heir of the deceased 

proprietor and the institute received information of dispute within ONE YEAR of 

death of proprietor, then the name of the concerned firm shall be kept in 

ABEYANCE until ONE YEAR from Date of settlement of dispute 

v. The purchaser can use firm name. 

 

CASE 2: DEATH OF PROPRIETOR ON OR BEFORE 29.08.1998: 

Sale/transfer is completed /  effected AND the Institute's permission to practice in the 

deceased's proprietary firm name is sought for by 28th August, 1999 and the firm name 

concerned is still available with the Institute. 

 

NOTE: In case of a partnership firm when all the partners die at the same time, the above 

Council decision would also be applicable. 

   

 

CLAUSE ς 3: ACCEPTING SHARE OF PROFIT OR FEES FROM NON ς MEMBER: 

 

1. If CAP accepts or agrees to accept, any part of profits of professional work of any person who is 

not a member of institute, then it shall be treated as guilty of professional mis ς conduct.  

2. However, this clause shall not apply if the fees is shared with a member of the Institute or a 

partner or a retired partner or the legal representative of a deceased partner, or a member of 

any other professional body or a person having recognized qualifications, as permitted by the 

council. 

3. In simple terms, a member of the institute SHALL NOT PAY OR ACCEPT FEES WITH NON ς 

MEMBERS. 

4. REFERRAL FEES AMONGST MEMBERS - PERMITTED: It is not prohibited for a member in 

practice to charge Referral Fees, being the fees obtained by a member in practice from another 

member in practice in relation to referring a client to him. 

 

CLAUSE ς 4: PROHIBITING A CAP TO ENTER PARTNERSHIP WITH NON ς MEMBERS: 

 

1. If a CAP enters into partnership with any person other than CAP, shall be treated as guilty of 

professional mis ς conduct. 

2. However, this clause shall not apply if such CAP enters partnership with the following persons: 

a. Another CAP. 

b. A member of professional body as prescribed by the council. (Reg. 53B) (i.e.,53A + B.E) 

c. A person having recognized qualification as prescribed by the council. 

d. A person whose qualification recognized being equivalent to member of ICAI.  

3. Such other person may be within India or outside India. 

4. MULTI DISCIPLINARY - NOT PERMIRTED: The members may however take note of the fact that 

they cannot form Multi-Disciplinary partnerships till 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 KUMAR ς Where a Chartered Accountant had engaged himself as a partner in 

two business firms and Managing Director in two Companies and was also holding 

Certificate of Practice without obtaining permission of the Institute. Held that he was 

guilty of professional misconduct inter alia under Clauses (4) and (11). 

b. ASSISTANT DIRECTOR OF INCOME TAX (INVESTMENT), CALICUT V. P SUBRAMANIAN: 

The Respondent was a Taxation Advisor of a group of Companies. During search and 

seizure under Section 132 of The Income Tax Act, 1961 of the group and also of the 

Chartered Accountant, the Complainant found that the Respondent was colluding with 

this group in evasion of tax. The Respondent had signed two sets of financial statements 

of the same AUDITEE, for 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. The Respondent admitted that he was 

the managing partner/partner in two partnership firms where there were other partners 

who were not Chartered Accountants. Held, the respondent is guilty under Clause (4) of 

Part I of First Schedule and under Clauses (5), (6) & (7) of Part I of Second Schedule. 

 
CLAUSE ς 5: PROHIBITION ON SECURING PROFESSIONAL BUSINESS: 

 

1. If a CAP Secures ς  

a. either through the services of a person who is not an employee of such Chartered 

Accountant or  

b. who is not his partner, or   

c. by means which are not open to a CAP,  

Any professional business then he shall be treated as guilty of professional mis ς conduct. 

2. However, this clause shall not apply if he secures professional business through the ways 

permitted under previous clauses. (i.e., 2, 3 and 4). 

3. A CAP must seek work not through any agency, but by the respect, that he is able to command 

for his professional talent and skill and by the confidence he is able to inspire by his reputation. 

All forms of canvassing on that account are treated as unethical and are prohibited. 

4. COUNCIL DECISIONS / CASE LAWS: 

a. JETHANAND SHARDA vs. DEEPAK MEHTA: TREATED AS GUILTY ς A Chartered 

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. 

ό/ƻǳƴŎƛƭΩǎ ŘŜŎƛǎƛƻƴ ŘŀǘŜŘ мǎǘ ǘƻ пǘƘ WǳƭȅΣ мффуύ 

b. QUOTE: ά! Ƴŀƴ Ƴǳǎǘ ǎǘŀƴŘ ŜǊŜŎǘΣ ŀƴŘ ƴƻǘ ǘƻ ōŜ ƪŜǇǘ ŜǊŜŎǘ ōȅ ƻǘƘŜǊǎέΣ ƛǎ ŀ ŘƛŎǘǳƳ ōȅ 

Marcus Aurelius. 

 
 
CLAUSE ς 6: PROHIBITION ON SOLICITATION OF CLIENTS OR PROFESSIONAL WORK: 
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1. If a CAP, solicits clients or professional work either directly or indirectly by circular, 

advertisement, personal communication or interview or by any other means, then he shall be 

treated as guilty of professional mis ς conduct.  

 

2. However, this clause shall not apply if CAP solicits work from: 

a. Another CAP. 

b. Securing work as a consequence of response to a tender of various users of professional 

services or organizations. [i.e., applying for a TENDERs] 

 

COUNCIL/COURT DECISIONS / GUIDELINES:  

 

3. Also, as per the council guidelines, if a tender is placed for a professional work which can be 

exclusively reserved for CAP [E.g., audit / attestation], then the CAP shall not respond to such 

tenders.  

Exception:  

a) However, if the tender document contains MINIMUM FEES details, then CAP can respond 

and secure such work. (E.g., Audit and Attestation services) 

b) Also, if professional work ƛǎ ƴƻǘ ŜȄŎƭǳǎƛǾŜƭȅ ǊŜǎŜǊǾŜŘ ŦƻǊ /!tΩǎ. 

 

4. An advertisement of Coaching /teaching activities by a CAP may amount to indirect solicitation, 

as well as solicitation by any other means ς Treated as Guilty.  

Exception: Members may put, outside their Coaching/teaching premises, sign board mentioning:  

a. The name of Coaching/teaching Institute,  

b. Contact details and  

c. Subjects taught therein only. 

d. As regards the size and type of sign board, the Council Guidelines as applicable to Firms 

of Chartered Accountants would apply. 

 

5. The members should not adopt any indirect methods to adventure their professional practice 

with a view to gain publicity and thereby solicit clients or professional work. An advertisement is 

not a key to success in the profession. The satisfaction of clients would be the best 

advertisement, which would lead to other clients. Unabashed advertisement would affect the 

public esteem in which the profession is held and would act to the disadvantage of its members. 

It is the quality service, which attracts and retains the clients. 

 

6. Not permitted ς Circulating letters to a small field of possible clients ς. 

 

7. Not permitted ς Personal canvassing or canvassing for clients of PREVIOUS EMPLOYER through 

the help of the employees. 

 

8. Permitted ς Advertisement relating to change of partnership, dissolution, change in address and 

contact details provided such advertisement is limited to bare statement of facts in newspapers 
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and consideration given to the appropriateness of the area of distribution of the newspaper or 

magazine and number of insertions. 

 

9. Permitted ς Classified advertisement in the journal/ newsletter of the Institute intended 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 contains ǘƘŜ ŀŎŎƻǳƴǘŀƴǘΩǎ ƴŀƳŜΣ ŀŘŘǊŜǎǎ ƻǊ ǘŜƭŜǇƘƻƴŜ ƴǳƳōŜǊΣ ŦŀȄ ƴǳƳōŜǊΣ 

e-mail address. 

 

10. Permitted ς Application for empanelment for allotment of audit and other professional work 

with:  

a. Government departments, Government Companies/Corporations,  

b. Courts, Co-operative societies and banks and other similar institutions which prepares 

panels of chartered accountants. [E.g., CAG, RBI Empanelment] 

c. However, it would not be proper for the Chartered Accountant to make roving enquiries 

by applying to any such organization for having his name included in any such panel. It 

is permissible to quote fees on enquiries being received from such bodies, which 

maintain such panel. 

 

11. EMD/Security Deposit: The Council is of the view that while interference with the practices 

prevailing for requirement of EMD/Deposit is not required. However, on having received 

complaint/ instance of exorbitant EMD/Deposit, the Ethical Standards Board may look into the 

matter on case-to-case basis. 

 

12. Permitted ς Entries in telephone/trade directories subject to certain restrictions. 

 

13. Not Permitted ς It is not permissible for a member to mention in a book or an article published 

by him, or a presentation made by him, any professional attainment(s), whether of the member 

or the firm of chartered accountants, with which he is associated. However, he may indicate in a 

ōƻƻƪΣ ŀǊǘƛŎƭŜ ƻǊ ǇǊŜǎŜƴǘŀǘƛƻƴ ǘƘŜ ŘŜǎƛƎƴŀǘƛƻƴ ά/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘέ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ ƴŀƳŜ ƻŦ ǘƘŜ 

firm. 

 

14. Permitted ς The ŘŜǎƛƎƴŀǘƛƻƴ ά/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘέ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ ƴŀƳŜ ƻŦ ǘƘŜ ŦƛǊƳ may be 

used in greeting cards, invitations. 

a. For marriages and religious ceremonies and  

b. Any invitation for opening or inauguration of office of the members,  

c. Change in office premises and change in telephone numbers,  

provided that such greeting cards or invitations etc. are sent only to clients, relatives and 

close friends of the members concerned. 

 

15. ADVERTISEMENT FOR SILVER, GOLDEN, PLATINUM OR CENTENARY CELEBRATIONS: It is NOT 

PERMITTED to advertise the events organised by a Firm of Chartered Accountants. However, 
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considering the need of interpersonal socialization/relationship of the members through such 

get together occasions, the advertisement for Silver, Golden, Diamond, Platinum or Centenary 

celebrations of the Chartered Accountants Firms may be published in newspaper or newsletter. 

 

16. Sponsoring Activities: 

a) A member in practice or a Firm of Chartered Accountants is not permitted to sponsor an 

event. However, such member or Firm may sponsor an event conducted by a Programme 

Organizing Unit (PoU) of the ICAI, provided such event has the prior approval of Continuing 

Professional Education (CPE) Directorate of the ICAI. 

b) Members sponsoring activities relating to Corporate Social Responsibility may mention their 

ƛƴŘƛǾƛŘǳŀƭ ƴŀƳŜ ǿƛǘƘ ǘƘŜ ǇǊŜŦƛȄ ά/!έΦ IƻǿŜǾŜǊΣ ǘƘŜ ƳŜƴǘƛƻƴ ƻŦ Firm name or CA Logo is not 

permitted. [E.g., Food Distribution During Lockdown without mentioning Firm Name]  

 

17. Right of Representation u/s. 140(4) ς  

a. The wording of his representation should be such that, it does not tantamount directly or 

indirectly to canvassing or soliciting for his continuance as an auditor. 

b. The letter should merely set out in a dignified manner how he has been acting 

independently and conscientiously through the term of office. 

c. Also, it may indicate his willingness to continue as auditor if re-appointed by the 

shareholders. 

 

18. Sharing Firm Profile with prospective Client: It is not permitted to share Firm profile with a 

prospective Client ǳƴƭŜǎǎ ƛǘ ƛǎ ƛƴ ǊŜǎǇƻƴǎŜ ǘƻ ŀ ǇǊƻǇƻǎŜŘ ŎƭƛŜƴǘΩǎ ǎǇŜŎƛŦƛŎ ǉǳŜǊȅ, and otherwise 

not prohibited to be used by the client. 

 

19. Television or Movie Credits: While sharing name of the member or Firm of Chartered 

Accountants for inclusion in Television or Movie Credits, it must be taken care of that exhibition 

of name is not made differently as compared to other entries in the credits. [E.g., In Movies we 

would have come across special thanks to Andhra bank, special thanks to Ram & Co., 

Chartered Accountants ς PERMITTED as these credits are uniform format for all.]  

 

20. Permitted ς Transfer of Original Work: A member should not accept the original professional 

work emanating from a client introduced to him by another member. If any professional work of 

such client comes to him directly, it should be his duty to ask the client that he should come 

through the other member dealing generally with his original work. (I.e., Similar to Obtaining 

consent of Previous auditor). [Auditor shall not grab the client introduced to him by another 

auditor] 

 

21. Permitted ς Giving Public Interviews: Ensure the interviews or details about the members or 

their firms are not given in a manner highlighting their professional attainments. It shall not be 

in the nature of publicity. Any detail which is given must be given only as a response to a specific 

question, and of factual nature only. (E.g., Speaking on MSME loans is different (vs) Will help in 

obtaining MSME loans)  



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

3
6 

 

22. Not Permitted ς Members are not permitted to use box numbers approach to advertise or 

solicit clients. This practice is treated as guilty of professional mis ς conduct. (Box ς The box is 

used to display those stories which are important or unusual in NEWSPAPERS). 

 

23. EDUCATIONAL VIDEOS: While 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 ς Website:  

a. A CAP can use a website ς No restriction related to usage of colours or format. 

b. Website shall run on pull model and not to use push model regarding:  

i. Nature of services rendered. 

ii. Past experience. 

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. 

ii. tƘƻƴŜ bǳƳōŜǊǎ ŀƴŘ 9Ƴŀƛƭ L5Ωǎ ƻŦ IΦh ŀƴŘ .ǊŀƴŎƘŜǎ ŀǎ ǿŜƭƭΦ 

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 as - Website 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. /Ƙŀǘ ǊƻƻƳǎ ŦƻǊ ŎƭƛŜƴǘǎ ƻǊ ƻǘƘŜǊ /!tΩǎ ς May provide line advices in return for 

payment or free of cost. 

x. Last  date of updating the website. 

e. Website shall not contain: 

i. Names of clients and fees charged ς Unless it is required as per regulations. 

ii. No advertisement. 

iii. No other photographs other than passport size photos. 

iv. Rate card for services to be offered. 

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 about websites in database of other professional bodies or 

chamber of commerce or CA study circles. Provided this in no way directly or indirectly 

amounts to solicitation. 
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i. The Website address should be as 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. A number of non-/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎΩ ŦƛǊƳǎ, corporate including banks, finance 

Companies and newspapers have set up their own Websites providing advisory services 

on taxation and other areas where Chartered Accountants are rendering professional 

service.  

i. Some of such Websites may request Chartered Accountants or Chartered 

!ŎŎƻǳƴǘŀƴǘǎΩ ŦƛǊƳǎ to provide consultation and advice through their Websites.  

ii. This would be permitted subject to the condition that on the Website, contact 

address of the Chartered Accountant concerned is not provided nor such Website 

will contain any material which advertises professional achievements or status of 

such Chartered Accountant except making a statement that they are Chartered 

AccountantsΦ ¢ƘŜ ƴŀƳŜ ƻŦ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎΩ ŦƛǊƳ ǿƛǘƘ ǎǳŦŦƛȄ ά/ƘŀǊǘŜǊŜŘ 

!ŎŎƻǳƴǘŀƴǘǎέ ǿƻǳƭŘ ƴƻǘ ōŜ ǇŜǊƳƛǘǘŜŘΦ ό9ΦƎΦΣ /ƭŜŀǊ-tax, Taxman) 

 

25. B.S.N Bushan (1965) ς Sending a printed circular to a person unknown, offering his services in 

profit planning and profit improvement programmes. The circular conveyed the idea that it was 

meant for strangers only. Held, the chartered accountant was guilty of professional misconduct 

under the clause as he used the circulars to solicit clients and professional work ς Treated as 

Guilty. 

 

26. Chief Auditor of Co-operative Societies, West Bengal vs. B.B. Mukherjee (1967) ς A chartered 

accountant wrote several letters to Assistant Registrars/ Registrars of Co-operative Societies, 

Government of West Bengal requesting for allotment of audit work and to enroll his name-on 

panel of auditors. Held he was guilty of professional misconduct under the clause ς Treated as 

Guilty. 

 

27. D.N. Das Gupta, Chief auditor of Co-operative Societies, West Bengal vs. B.B. Mukherjee 

(1969) - A chartered accountant, inspite of the previous reprimand, sent letters to registrar Co-

operative societies, Calcutta, stating that no allotment of audit was made to him and requested 

to take action immediately and oblige. Held he was guilty of professional misconduct under the 

clause. 

 

28. M. L. Agarwal (1973) ς  

a. A Chartered Accountant APPROACHED the principal of a secondary school through a 

third person known to the principal for his appointment as auditor of that school.  

b. Further, the chartered accountant misrepresented to the pervious Auditor that he had 

been offered appointment as auditor of the school and enquired whether he had any 

objection to his accepting the same though it was a fact that the appointment of 

chartered accountant was not made, the chartered accountant was guilty of professional 

misconduct under the clause ς Treated as Guilty. 
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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 school was not wrong as it was an 

offer to professional colleague and not to a prospective client ς Not Treated as Guilty. 

 

29. K.K. Mehta vs. M.K. Kaul (1975)] ς Issued circular letter regarding change of address of his firm 

to persons who were not in professional relationship with him and for having written to the 

shareholders thanking them for appointing him as auditor ς Treated as Guilty and reprimanded. 

 

30. Advertisements ς Treated as Guilty ς  

a. G.P. Agrawal (1982) ς An advertisement was published in a newspaper containing the 

ƳŜƳōŜǊΩǎ ǇƘƻǘƻƎǊŀǇƘ ǿƘŜǊŜƛƴ ƘŜ ǿŀǎ congratulated on the occasion of the opening 

ceremony of his office ς Held as guilty by the council and later the high court. 

b. Anil K. Garg (1987) ς A member who got an advertisement published in a newspaper 

ƻŦŦŜǊƛƴƎ Ƙƛǎ άǎŜǊǾƛŎŜǎ ƛƴ ƳŀǘǘŜǊǎ of Accounts, Income Tax, Labour laws, Law matters and 

Management Services was found guilty in terms of this clause as also under Clause (7) 

c. K.A. Gupta (1989) ς A member wrote a letter to a Company in standard format 

highlighting his expertise in sales tax matters and had requested for a draft of Rs. 200/- if 

his knowledge of the Sales tax matters has been found worthwhile. The member was 

found guilty in terms of this Clause. (Note: Even without consideration ς Treated as 

guilty) 

d. J.S. Bhati Vs. M.L Aggarwal. (1991) ς a Chartered Accountant had visited personally the 

clients for securing the appointment as auditors of the Institutions. Held that he was 

guilty. 

e. Naresh C.Aggarwal (1992) ς Where a Chartered Accountant issued a letter to a Bank 

requesting for empanelment of his firm as auditor along with the particulars of his firm 

showing the past experience and other details of the firm; and a Member of Parliament 

had also sent a letter to the Bank recommending the name of the said Chartered 

!ŎŎƻǳƴǘŀƴǘΩǎ ŦƛǊƳΦ IŜƭŘ ǘƘŀǘ ǘƘŜ member was guilty. 

f. Vijay Kumar Goel (1994) ς A Chartered Accountant had sent a letter on the letterhead of 

his firm to a non-member introducing 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 that he was guilty. 

g. M. V. Lonkar (1996) ς A Chartered Accountant had written a letter to a Co-operative 

Society wherein he had mentioned that he had been authorised by the Registrar of 

Societies to conduct the statutory audit of the Societies and requested it to contact him. 

Held that it tantamount to solicitation of the audit and he had violated the provisions of 

the clause. 

h. S.D. Chauhan, (2001): A Chartered Accountant sent New Year Greeting Cards bearing his 

ƴŀƳŜΣ ǉǳŀƭƛŦƛŎŀǘƛƻƴΣ ǘƘŜ ƴŀƳŜ ŀƴŘ ŀŘŘǊŜǎǎ ƻŦ Ƙƛǎ ŦƛǊƳ ŀƴŘ ŀƭǎƻ ŎƻƴǘŀƛƴΥ άList of super hit 

books written by Suresh D. Chauhan. Guide to win girls ς Income-Tax raid. Contact for 

any type of bank for institutional loans or depositsέΦ IŜƭŘ ǘƘŀǘ ǘƘŜ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘ 

contravened Clause (6) & (7) of Part-I of 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. 6, 7, 8, 9 in Illustrations 

 
 
CLAUSE ς 7: PROHIBITION ON ADVERTISING PROFESSIONAL ATTAINMENTS AND USING OTHER 

DESIGNATIONS:  

 

1. A CAP is deemed to be guilty of professional mis ς conduct if he advertises: 

a. his professional attainments or  

b. services offered or 

c. uses any designation other than Chartered Accountant on 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 Valuer can mention 

άLƴǎƻƭǾŜƴŎȅ tǊƻŦŜǎǎƛƻƴŀƭέ ƻǊ άwŜƎƛǎǘŜǊŜŘ ±ŀƭǳŜǊέ ǊŜǎǇŜŎǘƛǾŜƭȅ on his visiting card and 

letter head. 

 

Council / Court Decisions or Guidelines:  

 

3. DATE OF SETTING UP PRACTICE ς Not Permitted ς The date of setting up the practice by a 

member or the date of establishment of the firm on the letterheads and other professional 

documents, etc. should not be mentioned. However, in the Website, the year of establishment 

can be given ƻƴ ǘƘŜ ǎǇŜŎƛŦƛŎ άǇǳƭƭέ ǊŜǉǳŜǎǘΦ [A & Co., Since 1980 ς Not Permitted] 

 

4. CONSULTANT ς Not Permitted ς It is improper for a Chartered Accountant to state on his 

professional documents that he is an Income-tax Consultant or a Cost Consultant or a 

Management Consultant. 

 

5. MP/MLA/MLC ς Not Permitted ς A member must not use the designation such as ΨaŜƳōŜǊ ƻŦ 

tŀǊƭƛŀƳŜƴǘΩΣ aǳƴƛŎƛǇŀƭ /ƻǳƴŎƛƭƻǊ any other functionary in addition to that of Chartered 

Accountant. 

 

6. ADVOCATE ς Not Permitted ς A CAP who is also a member of bar council cannot use 

simultaneously Ψ/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘΩ ŀƴŘ Ψ!ŘǾƻŎŀǘŜΩ ŜǾŜƴ ǘƘƻǳƎƘ ƘŜ ƛǎ ǇǊŀŎǘƛŎƛƴƎ ǳƴŘŜǊ ōƻǘƘ 

ƛƴǎǘƛǘǳǘŜǎΦ ²ΦǊΦǘ ŀŘǾƻŎŀǘŜ ǊŜƭŀǘŜŘ ƳŀǘǘŜǊǎ ŀƴŘ ŘƻŎǳƳŜƴǘǎ ǘƘŜ ƳŜƳōŜǊ Ŏŀƴ ǳǎŜ ƻƴƭȅ Ψ!ŘǾƻŎŀǘŜΩ 

designation subject to permission of bar council. 
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7. DIRECTORIES ς Permitted ς The name, description and address of member (or firm) may appear 

in any directory or list of members of a particular body in which the names are listed 

alphabetically. 

 

8. Permission to MENTION QUALIFICATIONS OF CERTAIN INSTITUTIONS: The members 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 Council e.g., South African Institute of 

Chartered Accountants (SAICA), Institute of Certified Public Accountants (CPA Ireland) and 

Institute of Chartered Accountants in England and Wales (ICAEW). 

 

9. DIRECTORSHIP DETAILS ς Permitted ς A member may give information about directorship held 

and reasonable personal details and may state his outside interests. He should not give the 

names of any of his clients or details of the service offered by his firm. 

 

10. PHOTO ON MAGZINE ς Permitted ς There should be no objection to the publication of 

photographs and brief particulars of members in magazines provided no payment is made for 

such publication and there is no advertisement of professional attainments. 

 

11. PHOTO ON VISITING CARD ς Not Permitted ς The Ethical Standard Board (ESB) of the Institute 

has opined that mostly the business class prints the photograph on their visiting cards for 

promoting their business and soliciting clients. As such, it is not permissible for the chartered 

accountants in practice to print their photograph on their visiting cards. 

 

12. QR CODE ON VISITING CARD ς Permitted ς Allowed to print QR Code on Visiting cards (Quick 

Response) provided this code shall not contain information other than that is permitted to be 

printed on visiting cards. 

 

13. NEWSPAPER ADVERTISEMENT FOR RECRUITMENT ς Permitted ς 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 INTERNET) - 

Permitted: Members may appear on television, films and Internet and agree to broadcast in the 

Radio or give lectures at forums and may 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 given. Firm name may also be mentioned, however, any 

exaggerated claim or any kind of comparison is not permissible. What he may say or write must 

not be promotional of him or his firm but must be an objective professional view of the topic 

under consideration. 
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15. CONFERENCES ς PERMITTED: Publicity is permitted for appointments to positions of local or 

national importance or for the views of members on matters of similar importance. Mention of 

the membership of the Institute is desirable in such cases. What should be aimed at is to achieve 

suitable publicity for the Institute and its members generally. Members giving talks or lectures or 

attending conference may describe themselves as Chartered Accountants only when they are 

acting in their capacity as Chartered Accountants. However, reference to the professional firm of 

the member should not be given. 

 

16. WORDS SUCH AS WELL-KNOWN FIRM ς Not Permitted ς When advertising for staff, it is 

ƳŜƳōŜǊǎ ǎƘƻǳƭŘ ŀǾƻƛŘ ǘƘŜ ŜȄǇǊŜǎǎƛƻƴ ǎǳŎƘ ŀǎ άŀ ǿŜƭƭ-ƪƴƻǿƴ ŦƛǊƳέΦ ¢ƘŜ ŀŘǾŜǊǘƛǎŜƳŜƴǘǎ ǎƘƻǳƭŘ 

not contain any promotional element nor should there be any suggestion that the services 

offered by the Chartered Accountant or his firm are superior to those offered by other 

accountants. 

 

17. SUCCESS OF ARTICLES IN EXAMS ς Not Permitted ς Notice in the press relating to the success in 

an examination of an articled/clerk/employee/member/firm, should not contain any element of 

undesirable publicity. 

 

18. A CAP should take adequate care to ensure that the extent and manner of publications of 

certificates are limited to what is necessary to enable the report or certificate to serve its proper 

purpose. 

 

19. SEMINARS ς Permitted ς A CAP holding training courses, seminars etc. for his staff may also 

invite the staff of other professional accountants and clients to attend the same. Undue 

publicity, however, is not permitted in any broacher or booklet. 

 

20. WRITING ARTICLES ς Permitted ς Members writing articles or letters to the press on subjects 

connected with the profession may give their names and use the description Chartered 

Accountants. 

 

21. SIGN BOARDS ς Permitted ς With regard to the size of signboard for his office that member can 

put up, it is matter in which the members should exercise their own discretion and good taste.  

 

22. GLOW SIGNS ς Not Permitted ς Use of glow signs or lights on large-sized boards as is used by 

traders or shop-keepers would not be proper.  

 

23. MENTIONING IN PROSPECTUS ISSUED BY COMPANY ς Permitted ς Subject to Few guidelines: 

a. It is necessary that the members should take necessary steps to ensure that such 

prospectus or public announcements or public communications do not advertise his 

professional attainments and do not directly or indirectly amount to solicitation of clients 

for professional work by the member. 
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b. While it may be difficult to lay down a rigid rule in this respect, the members must use 

their good judgement, depending upon the facts and circumstances of each case to 

ensure that the above noted provisions are complied with both in letter and spirit. 

 

24. DIRECTORSHIP IN A COMPANY: As soon as he is appointed as a director of a Company, he 

should specifically invite the attention of the management of the company to the aforesaid 

provisions and should request that before any such prospectus or public announcements or 

public communication mentioning the name of the member concerned, is issued, the material 

pertaining to the member concerned should, as far as practicable be got approved by him. The 

ǳǎŜ ƻŦ ǘƘŜ ŜȄǇǊŜǎǎƛƻƴ Ψ/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘΩ ƛǎ ǇŜǊƳƛǎǎƛōƭŜΦ  

a. However, the member must ensure that descriptions about his expertise, specialization 

and knowledge in any particular field of other appellation or adjectives are not published 

with his name.  

b. Particulars about directorships held by the member in other companies can be given. 

 

25. [hDhΩǎ ς Not Permitted ς The Council has decided that the logos unconnected with the first 

letter of the name of the firm or its partners or proprietors will not be permitted. 

 

26. [hDhΩ{ - Not Permitted ς 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/monogram was 

also prohibited. (Only CA Logo can be used and no branding or logo is permitted) (W.e.f. 

Febraury, 1988 ς Reg. 190) 

 

27. COMMON CA LOGO: To promote the brand of CA profession and responding to the long felt 

need to have a symbol of CA Profession in India, ICAI came up with a unique logo which could 

be used by all members, whether in practice or not. Encapsulating the current beliefs, attitudes 

and values of the profession, the CA Logo seeks to enhance the identity of the members. The 

logo consists of the ƭŜǘǘŜǊǎ Ψ/!Ω ǿƛǘƘ ŀ tick mark (upside down) inside a rounded rectangle with 

white backgroundΦ ¢ƘŜ ƭŜǘǘŜǊǎ Ψ/!Ω ƘŀǾŜ ōŜŜƴ Ǉǳǘ ƛƴ .[¦9, the corporate colour which not only 

stands out on any background but also denotes creativity, innovativeness, knowledge, 

integrity, trust, truth, stability and depth. The upside-down tick mark, typically used by the 

chartered accountants, has been included to symbolize the wisdom and value of the 

professional. The GREEN COLOUR IN THE TICK MARK signifies growth, prosperity, harmony and 

freshness. Members are encouraged to use this logo. The Council has decided that use of CA 

logo in the stamp is permissible, subject to CA logo guidelines. 

 

 

 

 

 

28. RELATIONSHIPS WITH OTHERS ς Not Permitted ς ¢ƘŜ ǳǎŀƎŜ ƻŦ ŜȄǇǊŜǎǎƛƻƴκǿƻǊŘǎ άLƴ ŀǎǎƻŎƛŀǘƛƻƴ 

ǿƛǘƘ κ !ǎǎƻŎƛŀǘŜǎ ƻŦ κ ŎƻǊǊŜǎǇƻƴŘŜƴǘǎ ƻŦΧŜǘŎΦέ ŀǊŜ not permitted and treated as guilty. 
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29. Sirdar P.S. Sodhbans (1969) ς A chartered accountant wrote several letters to Government 

Department, inter alia, pointing out seniority of his firm, sending his life sketch and 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 work. These letters were clearly in the nature of 

advertising professional attainments. Held, he was guilty of professional misconduct under the 

clause.  

 

30. N.O. Abraham Isaac Raj (1992) - Where a Chartered Accountant had issued two insertions in a 

Journal published by a Chamber of Commerce expressing his willingness to offer the concession 

in respect of all services offered by him. Held that he was guilty. 

 

31. Yogash Gupta (1996) ς Where a Chartered Accountant had addressed a letter to the Managing 

Director of a company offering his services as a practicing chartered accountant and giving 

impression that the letter had been addressed to more than one organization for the above 

purpose, it was held that the member had contravened the provisions. 

 

32. BULK SMS ς Not Permitted: Where a Chartered Accountant allegedly propagating his services 

subsequent to demonetization, an objective of Government of eradicating black money, through 

mass SMS along with his mobile number offering his services towards conversion of cash with 

minimum tax liability. Held guilty of Professional Misconduct falling within the meaning of Clause 

όсύ ϧ όтύ ƻŦ tŀǊǘ L ŀƴŘ άhǘƘŜǊ aƛǎŎƻƴŘǳŎǘέ ŦŀƭƭƛƴƎ ǿƛǘƘƛƴ ǘƘŜ ƳŜŀƴƛƴƎ ƻŦ /ƭŀǳǎŜ όнύ ƻŦ tŀǊǘ L± ƻŦ 

First Schedule read with section 22 of the Chartered Accountants Act, 1949. (Kailash Shankarlal 

Mantry) 

 

 

Refer Q No. 10, 11, 12 in Illustrations 

 
 
 
CLAUSE ς 8: COMMUNICATION WITH PREVIOUS AUDITOR: (OBTAIN NOC) 

 

1. If a CAP Accepts any position as an auditor previously held by another member of institute, 

without first communicating him in writing then such CAP shall be treated as guilty of profession 

mis ς conduct. (Obtain NO OBJECTION CERTIFICATE) 

 

2. This sort of communication is required for all types of audits ς statutory audit, tax audit, internal 

audit, concurrent audit or any other kind of audit. However, NOC is not required for special 

audits as required under any law for the time being in force.  

 

3. Further NOC is not required for accepting assignments that are conducted by other professionals 

not being Chartered Accountants. [It is healthy practice to communicate.] 

 

4. Why CAP shall communicate with previous auditor: 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

4
4 

a. Professional Courtesy. 

b. To know the reasons for the change in auditor. 

c. To be able to safeguard his own interest and the legitimate interest of the public and  

d. Protect the independence of the existing accountant. 

e. When making the inquiry from the retiring auditor, the proposed auditor should 

primarily find out whether there are any professional or other reasons why he should not 

accept the appointment. 

 

5. The change of auditor normally occurs:  

a. Where there has been a change of venue of business and a local accountant is preferred 

or  

b. Where the partner ǿƘƻ Ƙŀǎ ōŜŜƴ ŘŜŀƭƛƴƎ ǿƛǘƘ ǘƘŜ ŎƭƛŜƴǘΩǎ ŀŦŦŀƛǊǎ retires or dies; or  

c. Where temperaments clash or  

d. The client has some good reasons to feel dissatisfied. 

 

6. FEES NOT PAID:  

a. The existence of a dispute as regards the fees not having been paid often may be the 

root cause of an auditor being changed, but this would NOT CONSTITUTE VALID REASONS 

for rejecting proposed appointment. 

b. However, in the case of an undisputed audit fees for carrying out the statutory audit 

under the Companies Act, 2013 or various other statutes having not been paid, the 

incoming auditor should not accept the appointment unless such fees are paid. 

c. Incoming auditor should in appropriate circumstances use his influence in favour of his 

predecessor to have the disputes as regards the fees settled.  

d. Where the Previous 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 Auditor may advise the client to purchase Demand Draft of the amount 

equivalent to undisputed Audit Fees of 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 possibility. 

 

7. General reasons for not accepting audits: 

a. Non ς compliances with provisions of applicable laws and regulations ς Treated as Guilty 

if accepts the audit. 

b. Non-payment of undisputed audit fees by auditees other than in case of sick units ς 

Treated as Guilty if accepts the auditΦ όΨ¦ƴŘƛǎǇǳǘŜŘ ŀǳŘƛǘ ŦŜŜΩ ǊŜŦŜǊǎ ǘƻ άŀƳƻǳƴǘ ƻŦ 

ǇǊƻǾƛǎƛƻƴ ŦƻǊ ŀǳŘƛǘ ŦŜŜǎέ ǊŜŎƻǊŘŜŘ ŀƴŘ ǎƛƎƴŜŘ ōȅ ōƻǘƘ ǘƘŜ ǇŀǊǘƛŜǎΦ Ψ{ƛŎƪ ¦ƴƛǘΩ ƳŜŀƴǎ 

άƴŜƎŀǘƛǾŜ ƴŜǘǿƻǊǘƘέύ 

c. Issuance of Qualified report by outgoing auditor ς May 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. 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

4
5 

b. Inquire whether the client had informed the retiring auditor of the intended change: 

i. If Yes ς Send a communication to retiring auditor. 

ii. If No ς Inquire the client, why he did not make a first move. If the client has no 

valid reason, it would be inappropriate to accept such proposed audit for the 

incoming auditor.  

 

NOTE: As 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 COMPANIES ς TIME BOUND: In case the time schedule given for 

the assignment is such that there is no time to wait for the reply from 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 clause. In his acceptance 

letter, he should make clear to the client that his acceptance of appointment is subject to 

professional objections, if any, from the previous auditors and that he will decide about 

his final acceptance after taking into account the information received from the previous 

auditor. 

 

9. For example, whether the previous auditor has been changed on account of having qualified his 

report or he had expressed a wish not to continue on account of something inherently wrong 

with the administration of the business. The retiring auditor may even Give out information 

regarding the condition of the accounts of the client or the reason that impelled him to qualify 

his report. In all these cases it would be essential for the incoming auditor to carefully consider 

the facts before deciding whether or not he should accept the audit, and should he do so, he 

must also take into account the information while discharging his duties and responsibilities. 

 

10. Does Reply must from retiring auditor to incoming auditor: 

a. Reply Obtained ς  

i. No Objection raised ς Incoming auditor can accept and continue the engagement. 

ii. Objections raised ς Evaluate the nature of objections and decide accordingly: 

1. Objections justified ς Reject the Proposed appointment. 

2. Objections Not Justified ς Accept the engagement. 

b. Reply Not Obtained ς The proposed auditor, after waiting for a reasonable time for a 

reply, can accept and continue with the engagement. 

 

11. Mode of Communication: 

a. Communication must be in writing through a registered post. (After Corona ς Emails also) 

b. There should be positive evidence of the fact that the communication addressed to the 

outgoing auditor has reached his hands.  
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c. Certificate of posting of a letter cannot, in the circumstances, be taken as a positive proof 

of its delivery to the addressee. (Rajasthan High Court in J.S. Bhati v.s. The Council of 

the ICAI) 

d. Communication must be ǘƘǊƻǳƎƘ ŀ άwŜƎƛǎǘŜǊŜŘ tƻǎǘ !ŎƪƴƻǿƭŜŘƎƳŜƴǘ ŘǳŜ όwt!5ύέ ƻǊ by 

hand against a written acknowledgment would provide such positive evidence. (R.M. 

Singhai vs. R.V. Agarwal (1988)) 

e. !ŎƪƴƻǿƭŜŘƎŜƳŜƴǘ ƻŦ ǘƘŜ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ŦǊƻƳ ǊŜǘƛǊƛƴƎ ŀǳŘƛǘƻǊΩǎ vide email address 

registered with the Institute or his last known official email address, or 

f. Unique Identification Number (UDIN) generated on UDIN portal (subject to separate 

guidelines to be issued by the Council in this regard) 

g. Premises found Locked: The communication received back by the Incoming Auditor with 

άOffice found Lockedέ ǿǊƛǘǘŜƴ ƻƴ ǘƘŜ !ŎƪƴƻǿƭŜŘƎŜƳŜƴǘ 5ǳŜ ǎƘŀƭƭ ōŜ deemed as having 

been delivered to the retiring auditor. 

h. Firm not found at the given Registered address: If the Communication sent by the 

LƴŎƻƳƛƴƎ ŀǳŘƛǘƻǊ ƛǎ ǊŜŎŜƛǾŜŘ ōŀŎƪ ǿƛǘƘ ǊŜƳŀǊƪǎ άbƻ ǎǳŎƘ ƻŦŦƛŎŜ ŜȄƛǎǘǎ ŀǘ ǘƘƛǎ ŀŘŘǊŜǎǎέΣ 

and the address of communication is the same as registered with the Institute on the 

date of dispatch, the letter will be deemed to be delivered.  

 

NOTE: The requirement for communicating with the previous auditor being a Chartered 

Accountant in practice would apply to all types of Audit viz., 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 (1988) ς Communication is required for Audits of both 

government and non-government entities. 

b. S.N. Johri vs. N.K. Jain (1973) ς A Chartered Accountant commenced the work of audit 

ƻƴ ǘƘŜ ǾŜǊȅ Řŀȅ ƘŜ ǎŜƴǘ ƭŜǘǘŜǊ ǘƻ ǘƘŜ ΨǇǊŜǾƛƻǳǎ ŀǳŘƛǘƻǊ - Held, he was guilty of 

professional misconduct under the clause. The appointment could be accepted only 

when the outgoing auditor does not respond within a reasonable time. 

c. Radhey Shyam vs. K.S. Dubey (1974) ς A Chartered Accountant sent a registered letter 

to the previous auditor after the commencement of the audit by him. Held he was guilty 

of professional misconduct under the clause. 

d. M.L. Agarwal vs. J.S. Bhati (1975) ς A chartered accountant had sent a communication to 

the previous auditor under certificate of posting without obtaining any acknowledgment 

thereof. The Council held the member guilty in terms of this Clause.  

e. V.A. Parikh vs. R.I. Galledar (1991) ς Where 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 that he was guilty under the clause. 

f. CA. Manindra Chandra Poddar vs. CA. Manas Ghosh (2013) ς The onus to communicate 

with retiring auditor lies on Incoming auditor.  

g. R.M. Singhai vs. R.V. Agarwal (1988): The requirements of Clause (8) of Part I of the First 

Schedule can be considered to have been complied with only: 

(i) if there is evidence that a communication to the previous auditor had been by R.P.A.D. 
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(ii) if there was positive evidence about delivery of the communication to the previous 

auditor. 

In the absence of both, the member should be found to have contravened this Clause. 

h. Sunil Prakash Goyal vs. Balraj Kalia (2013): Where a Chartered Accountant had 

couriered the letter to seek the NOC from the previous auditor but failed to produce the 

POD of the said courier as documentary evidence before the Board. Held guilty of 

άǇǊƻŦŜǎǎƛƻƴŀƭ ƳƛǎŎƻƴŘǳŎǘέ ŦŀƭƭƛƴƎ ǳƴŘŜǊ /ƭŀǳǎŜ όуύ ƻŦ tŀǊǘ L ƻŦ CƛǊǎǘ {ŎƘŜŘǳƭŜ ǘƻ ǘƘŜ 

Chartered Accountants Act, 1949.  

 

13. Reduced audit fee for incoming auditor (undercutting) ς Treated as guilty unless there is a 

reasonable justification for such undercutting. It will not be treated as indirect way of promotion 

or solicitation. 

 

Refer Q No. 13, 14 in Illustrations 

 
 
CLAUSE ς 9: PROHIBITS TO ACCEPT THE AUDIT OF COMPANY WITHOUT COMPLYING WITH 

PROVISIONS OF COMPANIES ACT, 2013: 

 

1. A CAP is treated as guilty of professional mis conduct, if he accepts the audit of a company 

without ascertaining the compliance with Sec. 139, 140, 141 and 142 of companies act, 2013. 

2. ¢ƘŜ ǿƻǊŘ άŀǎŎŜǊǘŀƛƴέ ƳŜŀƴǎ άǘƻ ŦƛƴŘ ƻǳǘ ŦƻǊ ŎŜǊǘŀƛƴέΦ ¢Ƙƛǎ ǿƻǳƭŘ ƳŜŀƴ ǘƘŀǘ ǘƘŜ ƛƴŎƻƳƛƴƎ 

auditor should find out, whether the company has complied with the provisions of Section 139, 

140 and 142 read with Section 141 of the Companies Act, 2013. 

3. The incoming auditor shall verify the following aspects in this regard: 

a. Board Resolution for recommendation of incoming auditor. 

b. Minutes of General Meeting where incoming auditor is appointed. 

c. Whether the notice of general meeting has been sent as per the law. 

d. Approval of CG in case outgoing auditor is removed before expiry of term. 

e. Most importantly, Qualifications and Dis-Qualifications of the incoming auditor. 

f. Obtain a certificate from the management that they have complied with above sections. 

g. Communication with outgoing auditor as required under Clause - 8 

4. If the incoming auditor is not allowed to verify above information and records, then such 

appointment shall not be accepted. 

 

GUIDELINES ISSUES BY THE COUNCIL: [NEWLY ADDED IN NOV 2020 EDITION MATERIAL] 

 

A. The steps to be taken by an Auditor of a Company who is appointed in the following 

circumstances are indicated in the paragraphs below:  

1. When the auditor appointed is the First Auditor of the Company:  

a. If the appointment of the auditor is being made for the first time after incorporation 

of the Company, the auditor should verify as to whether the Board of Directors have 

passed the resolution for his appointment within 30 days of the date of registration 

of the Company. 
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b. If the Board of Directors have not appointed the first auditor but the appointment is 

being made by a general meeting of the Company, the auditor should verify as to 

whether a proper notice convening the general meeting has been issued by the 

Company and whether the resolution has been validly passed at the general meeting 

of the Company. 

2. When the auditor is appointed in place of an existing auditor who has resigned or has been 

removed or has ceased to hold office for any other reason: 

a. CV other than Resignation: If the appointment is being made to fill a casual vacancy, 

the incoming auditor should verify as to whether the Board of Directors have powers 

to fill the casual vacancy and whether the Board of Directors have passed the 

resolution filling the casual vacancy. 

b. CV due to Resignation: If the vacancy has arisen due to resignation of the auditor, 

the incoming auditor should see as to whether a proper resolution filling the vacancy 

has been passed at the General Meeting of the Company. 

c. Removal of auditor: If 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 that special 

resolution has been passed at the General Meeting of the Company and that the 

previous approval of the Central Government has been obtained by the Company.  

3. When the auditor or auditors appointed by the Company were holding this office jointly with 

others and one or more of such joint auditors are not reappointed.  

4. When one or more of the auditors appointed by the Company was/were not holding this 

office earlier. 

 

B. If the incoming auditor is satisfied that the Company has complied with the provisions of 

Sections 139 and 140 of the Companies Act, he should first communicate with the outgoing 

auditor in writing as provided in Clause (8) of Part I of the First Schedule to the Chartered 

Accountants Act, 1949 before accepting the audit assignment. 

 

NOTE: If Time permits ς Give a single reading of content given in ICAI SM [2023 Edition] ς Pg. 

19.69 to 19.75 [Not Imp from Exam Viewpoint] 

 

C. UNJUSTIFIED REMOVAL OF AUDITOR: 

The following guidelines have been issued for the Ethical Standards Board for looking into the 

cases of Removal of Auditors:  

1. Resignation / No Consent for Re appointment: Where an auditor resigns his appointment as 

an auditor of a Company or does not offer himself for reappointment as auditor of such 

Company, he shall send a communication, in writing, to the Board of Directors of the 

Company giving reasons therefor, if he considers that there are professional reasons 

connected with his resignation or not offering himself for re-appointment which, in his 

opinion, should be brought to the notice of the Board of Directors, and shall send a copy of 

such communication to the Institute. It shall be obligatory on the incoming auditor, before 

accepting appointment, to obtain a copy of such communication from the Board of Directors 

and consider the same before accepting the appointment.  
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2. Sec. 140(4) ς Appointment other than retiring auditor: Where an auditor, though willing for 

re-appointment has not been reappointed, he shall file with the Institute a copy of the 

statement which he may have sent to the management of the Company for circulation 

among the shareholders. It shall be obligatory 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 communications referred to in paras (1) and 

(2), may call for such further information as 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 also followed in the case of removal of auditors by the government 

and other statutory authorities. 

 

Refer Q No. 15, 16 in Illustrations 

CLAUSE ς 10: PROHIBITED TO ACCEPT FEES AS A PERCENTAGE OF PROFITS OF COMPANY: 

 

1. A CAP is treated as guilty of professional mis ς conduct if he:  

a. Charges or offers to charge,  

b. accepts or offers to accept  

c. in respect of any professional employment fees which are:  

i. based on a percentage of profits or  

ii. which are contingent upon the findings, or results of such employment. 

2. However, if the same is permitted under any regulations made under this act then it shall not be 

treated as guilty. 

3. It is to be noted that, the fees cannot be considered as contingent if it is fixed by court or any 

public authority. (E.g., Disputed fees) 

4. Additional Exceptions: In the following cases acceptance of fees as a percentage of profits is 

permitted: 

a. In the case of a receiver or a liquidator, the fees may be based on a percentage of the 

realization or disbursement of the assets. 

b. In the case of an auditor of a co-operative society, the fees may be based on a 

percentage of the paid-up capital or the working capital or the gross or net income or 

profits. 

c. In the case of a valuer for the purposes of direct taxes and duties, the fees may be based 

on a percentage of the value of property valued. 

d. In the case of certain management consultancy services as may 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. In the case of certain fund-raising services, the fees may be based on a percentage of the 

fund raised. (E.g., Underwriting) 

f. In the case of debt recovery services, the fees may be based on a percentage of the debt 

recovered. 
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g. In the case of services related to cost-optimization, the fees may be based on a 

percentage of the benefit derived. 

h. Any other service or audit as may be decided by the Council. [Following activities have 

ōŜŜƴ ŘŜŎƛŘŜŘ ōȅ ǘƘŜ /ƻǳƴŎƛƭ ǳƴŘŜǊ άƘέ ŀōƻǾŜΥ όƛύ !ŎǘƛƴƎ ŀǎ LƴǎƻƭǾŜƴŎȅ tǊƻŦŜǎǎƛƻƴŀƭΤόƛƛύ 

Non-Assurance Services to Non-Audit Clients] 

 

5. S S S B Ray, Commissioner of Income Tax (Central), Nagpur vs. Durga Prasad Sarda: A Chartered 

Accountant had arranged accounting bills raised by 16 parties amounting to Rs.14.09 Crores and 

made entries which were not genuine. He had charged commission @ 0.25% to 1% of the 

transactions for arranging accounting entries. He had been involved in arranging bogus bills, 

accommodation entries and circular transactions for trading in coal through bank LC limits for 

various other parties. Held guilty of Professional and Other Misconduct falling within the 

meaning of Clause (10) of Part I and Clause (2) of Part IV of the First Schedule to the Chartered 

Accountants Act, 1949. 

 

 

CLAUSE ς 11: PROHIBITED TO ENGAGE IN ANY OTHER OCCUPATION OR BUSINESS OTHER THAN A 

CA: 

 

1. A CAP is treated as guilty of professional mis ς conduct if he engages in any business or 

occupation in addition to CAP.  

2. Exceptions:  

a. If such business/occupation is permitted by council of ICAI, then it shall not be treated as 

guilty. (Ref ς Point 3) 

b. If such CAP is a director of a company not being MD/WTD. (audit relation with the 

company is prohibited). 

c. A CAP may act as a liquidator, trustee, executor, administrator, arbitrator, receiver, 

adviser or representative for costing, financial or taxation matter, or may take up an 

appointment that may be made by the Central Government or a State Government or a 

court of law or any other legal authority or may act as a Secretary in his professional 

capacity, provided his employment is not on a salary-cum-full-time basis. (Reg. 191 read 

with 190A). 

3. Permitted additional occupations by council: 

a. No permission required/General Permissions ς  

i. Employment under Chartered Accountants in practice or firms of such chartered 

accountants. 

ii. Private tutorship. (Teaching hours - Not exceeding 25 Hours a week) 

iii. Authorship of books and articles. (Not Retail Reports) 

iv. Holding of Life Insurance Agency License for the limited purpose of getting 

renewal commission. 

v. Attending classes and appearing for any examination. 

vi. Holding of public elective offices such as M.P., M.L.A. and M.L.C. 
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vii. Honorary office leadership of charitable-educational or other non-commercial 

organisations. 

viii. Acting as Notary Public, Justice of the Peace, Special Executive Magistrate and the 

like. 

ix. Part-time tutorship under the coaching organisation of the Institute. 

x. Valuation of papers, acting as paper-setter, head-examiner or a moderator, for 

any examination. 

xi. Editorship of professional journals. 

xii. Acting as Surveyor and Loss Assessor under the Insurance Act, 1938 provided they 

are otherwise eligible. 

xiii. Acting as recovery consultant in the banking sector. 

xiv. Owning agricultural land and carrying out agricultural activity. 

b. Requirement for Special and Prior Permission: 

i. Full-time or part-time employment in business concerns provided that the 

ƳŜƳōŜǊ ŀƴŘκƻǊ Ƙƛǎ ǊŜƭŀǘƛǾŜǎ Řƻ ƴƻǘ ƘƻƭŘ άǎǳōǎǘŀƴǘƛŀƭ ƛƴǘŜǊŜǎǘέ ƛƴ ǎǳŎƘ ŎƻƴŎŜǊƴǎΦ 

(E.g., MD/WTD) (Read with Point ς iii) 

ii. Full-time or part-time employment in non-business concern. 

iii. Office of managing director or a whole-time director of a body corporate within 

the meaning of the Companies Act, 2013. (Read with Point ς I) 

iv. Interest in family business concerns (including 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 relationships and in 

the management of which no active part is taken. (Including Karta of HUF) 

v. Interest in an educational institution. 

vi. Part-time or full-time lectureship for courses other than those relating to the 

LƴǎǘƛǘǳǘŜΩǎ ŜȄŀƳƛƴŀǘƛƻƴǎ ŎƻƴŘǳŎǘŜŘ under the auspices of the Institute or the 

Regional councils or their branches. (E.g., GMCS trainer) 

vii. Part-time or full-time tutorship under any educational institution other than the 

coaching organization of the Institute. (Teaching hours - Not exceeding 25 Hours a 

week) 

viii. Editorship of journals other than professional journals. 

ix. Any other business or occupation for which the Executive Committee considers 

that permission may be granted. 

4. However, it is open to the Council to refuse permission in individual cases though covered under 

any of the above categories. 

5. The term άǊŜƭŀǘƛǾŜέΣ ƛƴ ǊŜƭŀǘƛƻƴ ǘƻ ŀ ƳŜƳōŜǊΣ ƳŜŀƴǎ ǘƘŜ husband, wife, brother or sister or any 

lineal ascendant or descendant of that member. (Same definition under Income tax) 

6. Directorship / Promoter of a Company: 

a. A member in practice is permitted generally to be a DIRECTOR SIMPLICITOR in any 

company including a board-managed company and as such he is not required to obtain 

any specific permission of the council in this behalf irrespective of whether he and / or 

his relatives hold substantial interest in that company. 
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b. ά5ƛǊŜŎǘƻǊ {ƛƳǇƭƛŎƛǘƻǊέ ƳŜŀƴǎ ŀƴ ƻǊŘƛƴŀǊȅ κ ǎƛƳǇƭŜ 5ƛǊŜŎǘƻǊΦ ό²ƛƭƭ ƴƻǘ ƛƴǾƻƭǾŜ ƛƴ ŜȄŜŎǳǘƛǾŜ 

affairs of the company) 

c. The auditor of a subsidiary company cannot accept appointment as a director in holding 

company of such subsidiary company. 

d. There is NO BAR FOR A MEMBER TO BE A PROMOTER / signatory to the Memorandum 

and Articles of Association of any company. No specific permission is required. 

e. A member can accept the office of a managing director or a whole- time director only 

after obtaining, the specific and prior approval of the Council. 

7. Member in practice in a HUF doing business: ά! ƳŜƳōŜǊ ƻŦ ǘƘŜ LƴǎǘƛǘǳǘŜ Ŏŀƴ ŀŎǉǳƛǊŜ interest in 

family business in any of the following manner: 

 

(i) As a proprietary firm 

(ii) As a partnership firm 

(iii) In the name and style of Hindu Undivided Family as its Karta or a member. 

 

It would be necessary for the members to provide evidence that interest in the family business 

concern devolved on him as a result of inheritance/succession/partition of the family business. It 

is also necessary for the member to show that he was not actively engaged in carrying on 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 (1980) ς A chartered accountant in practice entered into partnership with 

persons who were not the members of 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 operating the Bank account of the firm was receiving moneys 

from the customers and was also looking after the affairs of the partnership. Held he was 

guilty of professional misconduct under the clause, as he was engaged in the business, 

without the permission of the Council. 

b. M.K. Abrol and S.S. Bawa vs. V.P. Vijh (1988) ς A 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 permission to hold the office of the Executive 

Chairman of the said company. It was held on the basis of facts and circumstances of the 

ŎŀǎŜ ǘƘŀǘ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘ пΦфΦум ǘƻ уΦрΦун ǘƘŜ ƳŜƳōŜǊ ƘŀŘ ŜƴƎŀƎŜŘ ƘƛƳǎŜƭŦ ƛƴ Ψƻǘher 

ƻŎŎǳǇŀǘƛƻƴΩ ǿƛǘƘƻǳǘ ǘƘŜ ǇŜǊƳƛǎǎƛƻƴ ƻŦ ǘƘŜ /ƻǳƴŎƛƭ ŀƴŘ was found guilty in terms of this 

Clause. 

c. Anil Kumar (1994) ς Where a Chartered Accountant who had held a salaried 

employment as an Assistant Manager (Finance & Accounts) in addition to the practice of 

chartered accountancy without obtaining permission of the Institute as required was 

held guilty under Clause (11) of Part I of First Schedule. 
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d. C.I.T. (Admn.) vs. H.M. Giriya (1996) ς Where a Chartered Accountant while practicing as 

a chartered accountant had engaged himself in other occupation as an LIC agent in 

another name. Held that he was guilty Clause (11) of First Schedule. 

e. Where a charted Accountant had offered to help the Complainant in disposing of odd lot 

shareholding, sold them at much lower rate than he had sent of the Complainant notes 

etc. and the said chartered accountant was personally involved in the share transfer and 

broker's business besides his professional activities. Held that he was guilty under Clause 

(11) of Part I. 

f. CA. Shivaputra Mohan Jotwar (2013) ς Where a charted Accountant was in full time 

employment besides holding full time Certificate of Practice. Though, the Respondent 

submitted that he did not carry out any attestation function during this period, yet the 

same cannot absolve him for the non-compliance. Thus, the Board held the Respondent 

guilty of professional misconduct falling within the meaning of Clause (11) of Part I of 

First Schedule to the Chartered Accountants (Amendment) Act, 2006. 

g. Rohit B. Jain vs. Kishore Kumar Poddar: Where a Chartered Accountant was one of the 

Promoters and a Whole Time Director of Private Limited Company, drawing 

remuneration besides practicing on a full time basis and besides holding full time COP. 

Held guilty of professional misconduct falling under Clause (11) of Part I of First Schedule 

to the Chartered Accountants Act, 1949. 

h. Shivaputra Mohan Jotawar: Where it was established that a Chartered Accountant had 

deceived a person by assuring that he can sanction a loan to him for business purpose. 

He had taken a sum of Rs 15,000/- for doing the same and thereafter, started avoiding 

that person. Apart from that he was in full time employment with a University in spite of 

holding full time COP and never disclosed about his employment to the Institute. He 

surrendered his COP only after issuance of information letter from the Institute. He 

represented this as a mistake. Held guilty of professional misconduct falling under Clause 

(11) of Part I of First Schedule to the Chartered Accountants Act, 1949. 

i. Sharadchandra M. Kulkarni vs. Mahen J. Dholam: Where a Chartered Accountant 

maintained the accounts and also acted as the Tax Auditor of a firm. Besides holding the 

COP, he was also in active business association with a company being a Director of the 

company without taking the permission of the Council. Held guilty of professional 

misconduct falling within the meaning of Clause (11) of Part I of the First Schedule and 

Clause (4) of Part I of the Second Schedule to the Chartered Accountants Act, 1949. 

j. Bombay High Court ς Clause ς 4 does not have overriding effect on Clause ς 11. 

k. ! /!t Ŏŀƴ ǊŜƎƛǎǘŜǊ ƘƛƳǎŜƭŦ ŀǎ ǊŜƎƛǎǘŜǊƛƴƎ ŀǳǘƘƻǊƛǘȅ ŦƻǊ ƻōǘŀƛƴƛƴƎ 5{/Ωǎ ŦƻǊ ŎƭƛŜƴǘǎΦ 

l. A CAP may be a research adviser but cannot publish retail reports. 

m. A CAP cannot receive remuneration for Financial advisory role to a bank, financial 

institutions, mutual funds or insurance companies. 

n. A CAP cannot take agency of GIC/UTI/NSDL. 

o. A CAP Cannot hold customs brokers license under Sec. 146 of Customs Act, 1962. 

p. Trading in stocks / commodity derivatives is also an additional occupation and hence 

special permission of the institute is required. 
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Refer Q No. 17, 18, 19 in Illustrations 

 
 
 
CLAUSE ς 12: PROHIBITING A NON-MEMBER / NON ς PARTNER TO SIGN ON BEHALF OF THE FIRM: 

 

1. A CAP is treated as guilty of professional mis ς conduct if he allows, the following, to sign on his 

behalf or on behalf of firm:  

a. a non-member of the institute or  

b. a member who is not in practice or  

c. a person who is not a partner of his firm. 

2. However, the above clause does not apply with respect to reports not containing expression of 

opinion. 

3. In the following cases a CAP can allow others to sign on his behalf with regard to routine 

documents where professional opinion or authentication is not involved: 

a. Issue of audit queries during the course of audit. 

b. Asking for information or issue of questionnaire. 

c. Letter forwarding draft observations/financial statements. 

d. Initiating and stamping of vouchers and of schedules prepared for the purpose of audit. 

e. Acknowledging and carrying on routine correspondence with clients. 

f. 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. Where a Chartered Accountant while signing a report or, a financial statement or any 

other document is statutorily required to disclose his name, the member should disclose 

his name while appending his signature on the report or document.  

b. Where there is no such statutory requirement, the member may sign in the name of the 

firm.  (Member Seal vs Firm Seal). 

 

Refer Q No. 20, 21 in Illustrations 

 
 

 
Q.NO.15 WRITE ABOUT ACTS OR OMISSIONS IN NATURE OF PROFESSIONAL MIS-CONDUCT AS 

DEFINED IN PART ς II OF FIRST SCHEDULE TO CA ACT, 1949? 

 
ANSWER:  
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A member of the Institute (other than a member in practice) (I.e., Member in Service - MIS) shall be 

deemed to be guilty of professional misconduct, if he is being an employee of any company, firm or 

person ς (MIS may be full time or part time employee with or without COP) 

 

CLAUSE ς 1: PROHIBITS TO PAY, SHARE OF HIS EMOLUMENTS OF EMPLOYMENT: 

 

1. A member of the Institute in service (MIS) is deemed to be guilty of professional misconduct, if 

he is an employee of any company, firm or person and 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 clause dose not restricts such sharing or commitments among relatives, 

dependents, friends etc., if there is no relationship in procuring or retaining the job and payment 

is not a consideration for job procurement or retainership. 

3. Example: Job shall be obtained through clear professional dignity and not through job agencies 

or on recommendation etc., 

 

CLAUSE ς 2: PROHIBITS TO ACCEPT TIPS FROM EMPLOYER RELATED SERVICE PROVIDERS: 

 

A MIS is treated as guilty of professional mis ς conduct if he accepts or agrees to accept any part of 

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 company, firm or person by way of commission or 

gratification.  

(Simply he shall not get anything unauthorizedly from 3rd parties who are clients / customers to the 

company where the member is providing service.) 

 

Refer Q No. 22 in Illustrations 

 
 
 
Q.NO.16 WRITE ABOUT ACTS OR OMISSIONS IN NATURE OF PROFESSIONAL MIS-CONDUCT AS 

DEFINED IN PART ς III OF FIRST SCHEDULE TO CA ACT, 1949? 

 
ANSWER:  
 
A member of the Institute, whether in practice or not, shall be deemed to be guilty of professional 

misconduct, if he ς 

 

CLAUSE ς 1: NOT BEING A FELLOW OF THE INSTITUTE, BUT ACTS AS FELLOW OF THE INSTITUTE. 

(LESS THAN 5 YEARS) [ACA acting as FCA] 

 

CLAUSE ς 2: FAILS TO SUPPLY INFORMATION CALLED FOR, OR DOES NOT COMPLY WITH 

REQUIREMENTS OF:  
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1. ICAI,  

2. Council,  

3. Any of its committee,  

4. Director (Discipline),  

5. Board of Discipline,  

6. Disciplinary committee,  

7. Quality review board or  

8. the appellate authority. 

 

Council Decisions:  

a. P.S. Rao (1992) ς Clause (11) of Part I and Clauses (1) and (3) of Part III where a Chartered 

Accountant had not disclosed to the Institute at any time about his engagement as a proprietor 

of a non-ŎƘŀǊǘŜǊŜŘ ŀŎŎƻǳƴǘŀƴǘΩǎ ŦƛǊƳ ǿƘƛƭŜ ƘƻƭŘƛƴƎ ŎŜǊǘƛŦƛŎŀǘŜ ƻŦ ǇǊŀŎǘƛŎŜ ŀƴŘ ƘŀŘ ƴƻǘ ŦǳǊƴƛǎƘŜŘ 

particulars of his engagement as Director of a company despite various letters of the institute 

which remained un replied. Held that he was guilty under Clause (11) of Part I and Clauses (1) 

and (3) of Part III of the First Schedule. 

 

b. S.M. Vohra (1992) ς Where a Chartered Accountant had continued to train an articled clerk 

though his name was removed from the membership of the Institute and 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 that he was guilty under Clause 

(2) of Part III of the First Schedule. 

 

Refer Q No. 23, 24 in Illustrations 

 

CLAUSE ς 3: GIVING FALSE INFORMATION: 
 
1. A member of the institute is treated as guilty of professional mis ς conduct, if he provides 

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 clause ς 6&7 of Part ς I of 

this Schedule. 
2. This clause applies whether the misrepresentation is made through documents or acts. 
 

 

Q.NO.17 WRITE ABOUT ACTS OR haL{{Lhb{ Lb b!¢¦w9 hC άh¢I9wέ aL{-CONDUCT AS DEFINED 

IN PART ς IV OF FIRST SCHEDULE TO CA ACT, 1949? 

 

ANSWER:   

 

As per Part ς IV of Schedule ς I to CA Act, 1949, A member of the Institute, whether in practice or 

not, shall be deemed to be guilty of other misconduct, if he ς 
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CLAUSE ς 1: HELD GUILTY BY ANY CIVIL OR CRIMINAL COURT FOR AN OFFENCE WHICH IS 

PUNISHABLE WITH IMPRISONMENT FOR A TERM NOT EXCEEDING SIX MONTHS. 

 

CLAUSE ς 2: IN THE OPINION OF THE COUNCIL, BRINGS DISREPUTE TO THE PROFESSION OR THE 

INSTITUTE AS A RESULT OF HIS ACTION WHETHER OR NOT RELATED TO HIS PROFESSIONAL WORK. 

 

JUDGMENTS: 

 

1. Deputy General Manager, Canara Bank vs. Prasanta Kumar Roy Burman: Where a Chartered 

Accountant had floated various Companies/Firms and availed huge limits from various Banks in 

the name of the said Companies/Firms. The limits were availed fraudulently by him against 

factory, land & building, machineries and other fixed assets in his name and others were already 

mortgaged with a Bank. Furthermore, besides holding full time COP he was also the 

Proprietor/Director of Firms/Private Limited Company for which he did not inform the Institute. 

IŜƭŘΣ Ǝǳƛƭǘȅ ƻŦ ΨhǘƘŜǊ aƛǎŎƻƴŘǳŎǘΩ ŦŀƭƭƛƴƎ ǳƴŘŜǊ /ƭŀǳǎŜ όнύ ƻŦ tŀǊǘ L± ƻŦ CƛǊǎǘ {ŎƘŜŘǳƭŜ to the 

Chartered Accountants Act, 1949 with respect to the charge of being Proprietors of other Firms 

ƘŜ ǿŀǎ Ǝǳƛƭǘȅ ƻŦ ΨtǊƻŦŜǎǎƛƻƴŀƭ aƛǎŎƻƴŘǳŎǘΩ ŦŀƭƭƛƴƎ ǳƴŘŜǊ /ƭŀǳǎŜ όммύ ƻŦ tŀǊǘ L ƻŦ CƛǊǎǘ {ŎƘŜŘǳƭŜ to 

the Chartered Accountants Act, 1949.  

 

2. Naresh Mohan Mittal vs. Gulshan Kumar: Where a Chartered Accountant did not reveal the 

important information that his name has been removed from the Register of Members w.e.f. 

01.10.2005 due to non-payment of fees and he was not authorised to practice as a Chartered 

Accountant but he continued to sign the audit report and conducted audit of the firm. Held, 

guilty of professional and other misconduct falling within the meaning of Clause (2) of Part IV of 

First Schedule, and Clause (1) of Part II of the Second Schedule to the Chartered Accountants 

Act, 1949.  

 

3. Kanchan Bhagchandani vs. Vaibhav Kumar Mehta: The accounts of the Complainant were 

maintained and audited by a Chartered Accountant. Even after the full payment of fees he 

refused to complete the work and to file the Income Tax Returns. The 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 threatened. The Password of Income Tax account was also 

changed by him without knowledge of the Complainant. The Respondent refused to accept the 

payment made by cheque. IŜƭŘΣ Ǝǳƛƭǘȅ ƻŦ ΨhǘƘŜǊ aƛǎŎƻƴŘǳŎǘΩ ŦŀƭƭƛƴƎ ǿƛǘƘƛƴ ǘƘŜ ƳŜŀƴƛƴƎ ƻŦ 

Clause (2) of Part IV of the First Schedule to the Chartered Accountants Acts, 1949 read with 

section 22 of the said Act.  

 

4. Gopal Bhatter: The Respondent had been appointed to carry out the audit, Income Tax and ROC 

related work viz preparation and filing of various Forms like Form No. 32, Form 18, 23 AC and 23 

ACA, DIN 3 and 20B. The Respondent did not verify any other document, contract, etc.to filing e-

forms with the ROC which had certain incorrectness on account of the same being filed on the 
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basis of tampered and forged documents which resulted in bringing disrepute to the Chartered 

Accountancy Profession. The Respondent was held Ǝǳƛƭǘȅ ƻŦ ΨhǘƘŜǊ aƛǎŎƻƴŘǳŎǘΩ falling within the 

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 Illustrations 

 
 

SECOND SCHEDULE 

 

Q.NO.18 WwL¢9 !.h¦¢ !/¢{ hw haL{{Lhb{ Lb b!¢¦w9 hC άtwhC9{{Lhb![έ aL{-CONDUCT AS 

DEFINED IN PART ς I OF SECOND SCHEDULE TO CA ACT, 1949? 

 

ANSWER:  
 
If the disciplinary director is satisfied that a CAP is guilty of professional or other mis ς conduct in 

the nature given under Second Schedule, then he shall refer the matter before disciplinary 

committee: (PART ς 1 OF SECOND SCHEDULE DEALS WITH PROFESSIONAL MIS-CONDUCT FOR 

/!tΩ{ύ 

 

CLAUSE ς 1: PROHIBITION ON DISCLOSURE OF INFORMATION PERTAINING TO CLIENT: 

 

1. A CAP Shall be deemed to be guilty of professional mis ς conduct if he discloses information 

relating to client, acquired in the course of professional work, to any third party. 

2. However, the above clause does not apply: 

a. If the information is disclosed with the consent of client, to third party. 

b. Such disclosure of information is required under law for the time being in force. 

3. The duty of not to disclose such information continues even after completion of engagement. 

 

ACADEMIC INTEREST: 

 

4. CONSENT FROM WHOM:  

a. In the case of a sole proprietary 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 firm, since in turn, every partner has the authority to bind the 

firm by his acts, the consent may be given by any partner.  

c. In the case of a company, by virtue of section 179 of the Companies Act, 2013, the Board 

of Directors is empowered to do all that the company in a general meeting may do. 

Hence, the consent may be sought from the Managing Director if the powers of the 

Board of Directors are delegated to him comprehensively enough to include the power to 

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 Directors of the 

Company. 

5. Working Papers:  

a. It is not mandatory for the auditor to provide the client or other auditors of the same 

enterprise or its related enterprise such as a parent or a subsidiary, access to his audit 

working papers. (SQC ς 1 says: Working Papers are property of auditor) 

b. The Principal auditors do not have right of access to the working papers of the branch 

auditors. 

c. the auditor may, at his discretion, make portions of or extracts from his working papers 

available to the client. 

 

Note: There is a difference between sharing of working papers and sharing of information. So 

far as the information 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 is NOT DUTY BOUND TO DISCLOSE income tax authorities about taxation frauds 

committed by his clients which came to know during the conduct of professional work. 

b. Sec. 126 of Indian Evidence act - a barrister, attorney, pleader or Vakil is barred from 

disclosing except with the express consent of his client:  

i. any communication made to him in the course of and for the purpose of his 

employment or  

ii. to state the contents or conditions of any document with which he has become 

acquainted in such course. 

c. The proceedings before income tax authorities are judicial proceedings and the CAP who 

represents on behalf of client be treated as attorney. Accordingly, Sec. 126 protection 

applies to a CAP acting on behalf of client. 

d. However, if a CAP discovers any fraud or crime committed after commencement of his 

professional work then sec. 126 protection will not apply. He would be liable to disclose 

to legal authorities. (Past frauds ς can be hidden. New Frauds ς Must be disclosed) 

7. Suppression of facts in Past IT Returns:  

a. Intentional Suppression ς Discovered: The CAP can continue to support his client.  

b. Unintentional Suppression ς CAP may disclose such information to tax authorities. 

c. Fraud relates to past accounts certified by such CAP ς  

i. The member shall advise the client to make a complete disclosure.  

ii. If client refuses to disclose:  

1. then member can withdraw from engagement and  

2. inform concerned authorities that the past records examined and 

reported upon are unreliable. 

8. Suppression related to current period: Suppose if the suppression of fraud relates to current 

period accounts, then member shall advise the client to make a full disclosure. If client refuses 

then:  

a. member shall withdraw from engagement or  
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b. should give a modified report. 

9. Suppose the employment of member is dispensed before accounts are complete or reported 

upon, the member has no further obligation regarding the same. 

 

Refer Q No. 26 in Illustrations 

 
 
 
CLAUSE ς 2: PROHIBITS A CAP TO CERTIFY ACCOUNTS NOT VERIFIED BY HIM: 
 
1. A CAP is deemed to be guilty of professional mis ς conduct if he certifies or reports on financial 

statements which are not examined by him or by his partner/employee or another CAP. 
[EXCEPTION: JOINT AUDIT] 

2. ¢ƘŜ ŎŜǊǘƛŦƛŎŀǘƛƻƴ Ƴŀȅ ōŜ ƛƴ Ƙƛǎ ƴŀƳŜ ƻǊ Ƙƛǎ ŦƛǊƳΩǎ ƴŀƳŜΦ 
 
P.N. Vittal Dass, Addl. Collector of Customs, Mumbai vs. P.U. Patil: Where a Chartered Accountant 

issued false certificates to several parties for past exports for monetary consideration without 

verifying any supporting records or documents. On the strength of these false certificates, certain 

unscrupulous importers were able to obtain import 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 Rupees. On his statements to the Department he confessed 

the above fact and disclosed that he had issued these certificates for monetary consideration and 

without verification of supporting documents on record. Held that the respondent was guilty of 

professional misconduct within the meaning of clauses (2), (7) & (8) of Part I of the second schedule 

of the Chartered Accountants Act, 1949 in terms of section 21 & 22 of the said Act. 

 

Refer Q No. 27 in Illustrations 

 
 
CLAUSE ς 3: PROHIBITS A CAP TO USE HIS NAME ON REPORTS RELATED TO EARNINGS ESTIMATE: 
 
1. A CAP shall be deemed to be guilty of professional mis ς conduct if he allows or permits his 

name or firm name on a report that deals with earning estimate which depends on contingent 

future transactions. 

 

2. However, as per the opinion of the council, a CAP is permitted to use his name on earnings 

estimate documents provided he: 

a. Indicates clearly about the sources of information. 

b. The basis of Forecast and underlying assumptions made. 

c. The fact that he did not vouch for the accuracy of forecast. 

 

3. The Council has further opined that the same opinion would also apply to projections made on 

the basis of hypothetical assumptions about future events and management actions which are 

not necessarily expected to take place so long as the auditor does not vouch for the accuracy of 

the projection. 
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The DGM (Inspection), Tamilnad Mercantile Bank Ltd. vs. R. B. K. Samuel: A Chartered Accountant 

issued 97 Projection Statements for certain Individuals without verifying the basic documents and 

on the basis of which the Bank had extended the loan amount. Afterwards, the Bank revealed that 

persons for whom the Respondent had issued Financial Statements did not have any 

business/source for repayment of loan. Held, guilty of professional misconduct falling within the 

meaning of Clauses (3), (7) and (8) of Part I of the Second Schedule to the Chartered Accountants 

Act, 1949.  

 

 

CLAUSE ς 4: PROHIBITS EXPRESSION OF OPINION ON F/S OF ENTITY WHERE CAP HAS 

SUBSTANTIAL INTEREST: 

 

1. A CAP is deemed to be guilty of professional mis ς conduct if he expresses opinion on financial 

statements of business or entities in which either he or his firm or his partner has a substantial 

interest . 

2. Further as per the guidelines of the council, a CAP is prohibited to express opinion on financial 

statements of an entity if one or more of his relatives has a substantial interest. 

3. The above rules equally apply for all types of attest functions by a CAP. The objective of these 

rules is to protect independence of mind. 

4. The Council has also decided that a Chartered Accountant should not by himself or in his firm 

name: 

a. Accept the Auditor ship of a college, if he is working as a part-time lecturer in the college. 

b. Accept the Auditor ship of a Trust where his partner is either an employee or a trustee of 

the Trust. 

5. It is not permissible for a member to undertake the assignment of certification, wherein the 

client is relative of the member. The "relative" for this purpose would refer to the definition 

mentioned in Accounting Standard (AS)-18. 

6. Members not to write Books of Account for auditee clients: The Council has clarified that the 

members are not permitted to write the books of account of their auditee clients. 

7. Statutory auditor not to be the Internal Auditor simultaneously: An Auditor appointed by an 

entity under the Companies Act or any other statute shall not be the Internal Auditor of the 

same entity. 

8. Internal auditor not to be the Tax auditor simultaneously: An Internal Auditor of an assessee, 

whether working 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 simultaneously: The Internal Auditor of an entity 

cannot undertake GST Audit of the same entity. 

10. COOLING OFF PERIOD AFTER COMPLETION OF TENURE AS DIRECTOR: A member shall not 

accept the assignment of audit of a Company for a period of TWO years from 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 statute: A member should satisfy 

himself before accepting an appointment as an auditor of an entity that his appointment is in 

accordance with the statute governing the entity. In case the entity is constituted under a trust 

deed/instrument, the member should satisfy whether his appointment is valid according to the 

instrument constituting the entity and rules and regulations made thereunder. 

 

 
CLAUSE ς 5: FAILURE TO DISCLOSE A MATERIAL FACT KNOWN TO A CAP ς GUILTY: 

 

1. A CAP Shall be deemed to be guilty of professional mis ς conduct if he fails to disclose a material 

fact known to him which is not disclosed in financial statements in accordance with AFRFW. 

2. However, If the failure is on the part of a member who is in employment and that information is 

not meant for any outside authorities then it shall not be treated as guilty. 

 

ACAEMIC INTEREST: 

 

3. Decisions of Councils / Courts: 

a. Davar & Sons Ltd. vs M.S. Krishnaswamy (1952) ς Where a Chartered Accountant failed 

to report to the shareholders of a company about the non-creation 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 from the managing agents of the 

company-Held, 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 fund investment were disclosed in the Balance Sheet in accordance with Form F 

and he was found guilty of misconduct. 

b. A. Doraiswami/ Naidu-vs. P.M. Raghavendra Rao (1965) ς Where a Chartered 

Accountant failed to examine how debts became bad and were written off-Held he was 

guilty under Clause (5). 

c. Kishori Lal Dutta vs-P.K. Mukherjee (1968) ς 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 the 

Provident Fund and had failed to report on the default in clearing the cheques received 

in re-payment of the loan. Held by the High Court that he was not guilty of any 

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 irregularities to the company as it was 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 was similar to that of the auditor appointed under the Companies Act. He was 

therefore guilty of professional misconduct. 

 
 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

6
3 

Refer Q No. 28 in Illustrations 

 
 
 
CLAUSE ς 6: FAILS TO REPORT A MMS - GUILTY:   

 

1. A CAP shall be deemed to be guilty of professional mis ς conduct if he fails 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 350 

of the Companies Act, 1956 (now Section 123 read with Schedule III of the Companies 

Act, 2013) and although the Chartered Accountant was aware that the Company had 

underprovided depreciation, he did not bring out this fact in his report- Held the 

Chartered Accountant was guilty of professional misconduct under the clause. He 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 Kenya-vs-V.B. Joshi (1968) ς Where a Chartered Accountant 

prepared a balance sheet of a firm and subsequently prepared statement regarding the 

state of affairs of the firm without taking into account the balance sheet already 

prepared by him showing a lesser amount by way of opening stock and a lesser amount 

to the credit of the proprietor and subsequently when he was called upon by his client to 

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 him he 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 sheet. Held, he was guilty under Clauses (5) & (6). 

Refer Q No. 29 in Illustrations 

 

 
CLAUSE ς 7: GUILTY IF DOES NOT EXERCISE DUE DILIGENCE: 

 

1. A CAP shall be deemed to be guilty of professional mis ς conduct if he does not exercise due 

diligence or grossly negligent, in conducting his professional work. 

2. Karnataka High court judgment (1977) ς  

a. It is the duty of an auditor to perform the work with skill, care and caution which a 

reasonably competent, careful, and cautious auditor would use. An auditor is not bound 

to be a detective (i.e., need not work with suspicion or with a foregone conclusion that 

there is something wrong). He is a watchdog but not a bloodhound.  

b. If there exist any matter that gives suspicion then he should probe it to the bottom; but 

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 implies 

fairly serious cases of misconduct of gross negligence.  

d. Negligence generally would not amount to gross negligence in the case of minor errors 

and lapses, which do not constitute professional misconduct ŀƴŘ ǿƘƛŎƘΣ ǘƘŜǊŜŦƻǊŜΣ ŘƻƴΩǘ 
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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 vs-P.S. Sodhbans ς Where a Chartered Accountant failed to indicate the 

mode of valuation of investments in shares as required by the Companies Act and also to 

draw attention to the inclusion of uniforms in the depreciation account- Held that he was 

guilty under Clause (7)    

b. V.K. Madhava Rao (1956) ς Where a Chartered Accountant certified the circulation of a 

newspaper based on the statistic record but stated in his certificate that he had given it 

after examination of the books of account WITHOUT VERIFYING that the books of 

account and the statistical records agreed and also without taking into account the 

return of copies unsold. Held that he was guilty of gross negligence.  

c. Controller of Insurance vs H. C. Das (1957) ς Where a certificate issued by a Chartered 

Accountant under Regulations 7(c) & 7(d) (i) of Part I (d) the First Schedule to the 

Insurance Act, 1938 was not correct, as the company had granted loans on policies which 

had already lapsed for non-payment of premium and 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 Sheet- Held he was guilty under Clauses (7) & 

(8).  

d. The Fairdeal Corporation Ltd. Bombay vs K. Gopalakrishna (1957) ς Where a Chartered 

Accountant, appointed as auditor of the Madras branch of a limited company in Bombay 

was charged with failure to report to the Bombay office that some entries in the bank 

pass book had not been passed through the cash book of the branch. Held he was guilty 

of gross negligence. The High Court observed that a small fee paid to the respondent 

should not come in the way of his doing duty without fear or favour, although it involved 

unpleasant consequence namely, he might not be appointed again.  

e. Sunder Lal Fatehpuria (1958) ς A certificate issued by a Chartered Accountant to a 

proprietor of a firm in respect of the turnover of betel nuts to enable the firm, which was 

not dealing in betel nuts, to obtain import license without checking the books and 

documents himself, but relying on his articled clerk for its correctness. Held he was guilty 

of gross negligence.  

f. Company Law Administration-vs-D.B. Kulkarni (1960) ς Where a Chartered Accountant 

failed in his duty to check the bank balances with the pass books of the 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 I of the Second 

Schedule. Held there being no proof of dishonesty or volume malafide on 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 disapprobation of the conduct of the 

Chartered Accountant in the form of admonition. 

g. Superintendent of Police Madras vs M. Rajamany (1961) ς In the course of some 

investigation of the affairs of a bank on liquidation, it was found that the authorities of 

the bank failed to disclose the total indebtedness of the directors in the balance sheet 
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and to report on the numerous alterations and fictitious entries in the books of accounts 

of the bank. Held that no auditor could escape from personal liability by taking shelter 

under the misconduct of his own employees. There was nothing to indicate the status, 

qualifications or capacity of the assistants. Under the circumstances, the conduct of the 

Chartered Accountant in abdicating his functions to his subordinates amounted to gross 

negligence.  

h. D. C. Sopariwala (1968) ς Where a Chartered Accountant had placed implicit reliance on 

his paid assistant who took absolutely no step whatsoever to check the cash balances 

facilitating and resulting, in serious defalcations. Held he was guilty under Clauses (5), (7) 

(8) and (9).  

i. The Chief Controller of Exports vs-G.P. Acharya (1962) ς 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 onions during a certain period contained 

false and inaccurate particulars in respect of three items of invoice value the particulars 

themselves related to exports not by this firm but by two other firms. Held he was guilty 

of the charge of gross negligence.  

j. Hitkarini Mahavidyalaya, Jabalpur vs P.C, Madan (1963) ς Where a Chartered 

Accountant signed the accounts of an institution subject to separate notes. Held he was 

guilty of gross negligence. In the view of the High Court, the essential part was the 

separate notes. Any one going through his report would at least assume that those notes 

when prepared and were ready at the time when 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, 

though not suffering from bad or vicious intention, was still an act of gross negligence.  

k. Director of Accounts, Gujarat State, Ahmedabad vs K.D. Patel (1968) ς Where a 

chartered accountant gave clean reports on the balance sheets whereas the reports on 

the special audit conducted subsequently revealed certain irregularities which amounted 

to failure to examine the pass book and to verify the cash balance. Held he was guilty 

under Clause (7).  

l. Qaroon Trading & Finance Pvt. Ltd.- vs Luxmi Narain Saxena and Jitendera Mohan 

Chadha (1969) - Where a Chartered Accountant had not completed his work relating to 

the audit of the accounts of a company and had not submitted his audit report in due 

time to enable the company to comply with the statutory requirement in this regard. 

Held, he was guilty of professional misconduct under Clause (7).  

m. B.L. Shoulder vs-M.K. Deb (1976) ς In his audit report of a school, the auditor failed to 

point out wrong and misleading entries and a sum of Rs. 7,000/- 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 that the 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 

entrusted with responsibility of dealing with the accounts.  
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n. B. Shantharam Rao (1977) ς A Chartered Accountant adopted arbitrary valuation of 

closing stock and no verification at all was done by him. Further he accepted the 

capitalization of a large sum of expenditure which was in the nature of revenue. He had 

merely adopted an ad-hoc basis in deciding upon capitalization of expenditure and failed 

to apply his mind and bring to bear on the subject the due diligence and care expected of 

a member of the profession. Held, the Chartered Accountant was guilty of gross 

negligence in the performance of his duties.  

o. Registrar of Newspapers for India vs P.K. Mukherji (1971) ς Where a Chartered 

Accountant issued two different certificates of circulation of a daily for one and the same 

period showing different figures in respect of the number of copies printed and 

circulated. Held, he was guilty under Clauses (7) and (8).  

p. Air Commodore Dilbagh Singh vs C.G. Apte (1976) ς A Chartered Accountant had failed 

to detect a fraud committed by the accountant of a canteen which could have been 

detected if he had checked the castings of the cash books ŀƴŘ ŀƭǎƻ ŎƘŜŎƪŜŘ ǘƘŜ ΨŎƻƴǘǊŀΩ 

entries of the bank and cash columns of the cash books. Held, he was guilty of 

professional misconduct under Clauses (7), (8) and (9).  

q. Audit Bureau of Circulations Ltd., vs A.D. Shinde (1968) ς Where a Chartered 

Accountant ŦŀƛƭŜŘ ǘƻ ƳŀƪŜ ŀ ǊŜŦŜǊŜƴŎŜ ƛƴ ǘƘŜ άLƴŎƻƳŜ /ŜǊǘƛŦƛŎŀǘŜǎέ ǇǊŜǎŎǊƛōŜŘ ōȅ ǘƘŜ !./ 

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. Held, he was guilty under Clauses (7) and (9).  

r. Shri J.K.Teotia vs. CA. Gaurav Arora (2014) - The Committee noted that the audited 

accounts of the Company for the year ended 2004-05 and 2005-06 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 amounts to 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 

Financial Statement 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 

Accountant being the auditor has not only failed to exercise due diligence and also failed 

to gather sufficient information to warrant an expression of opinion 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, the Respondent is held guilty of professional misconduct falling within the 

meaning of Clauses (7), (8) and (9) of Part I of the Second Schedule to the Chartered 

Accountants Act, 1949.  

 

Refer Q No. 30, 31 in Illustrations 

 
 
 
CLAUSE ς 8: CAP SHALL OBTAIN SUFFICIENT AND APPROPRIATE EVIDENCE: 
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1. A CAP shall be deemed to be guilty of professional mis ς conduct fails to obtain sufficient and 

appropriate evidence which is necessary for expression of opinion. 

2. However, if he is unable to obtain sufficient and appropriate evidence, he shall deny expression 

of opinion. (i.e., Disclaimer of opinion) 

3. This clause covers both expression of opinion and certification of facts.  

4. If a member fails with this clause it may be further treated as gross negligence. 

5. Court/Council Decisions: 

a. T.S. Vaidyanatha lyer (1977) - A Chartered Accountant without examination of stock 

register and other relevant matters issued a wrong consumption certificate on 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 was 

so restricted that he could not have obtained the information necessary to warrant the 

expression of an opinion regarding consumption of raw material and components. Held 

the chartered accountant was guilty of professional misconduct under Clause (8). 

b. J.C. Chandhok (1964) ς Where a Chartered Accountant relying on the work of the 

internal auditor of a company qualified his report that 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, found him 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 company, on the basis of the work of the internal auditor 

whose opinion turned out to be false. 

c. Registrar of Newspapers for India vs K. Rajinder Singh (1971) ς Where a 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 being maintained i.e. by not 

looking into the financial records, bank statements or bank pass books, by not examining 

evidence of actual payment of printers bills and by not caring to ascertain how many 

copies were sold and paid for. Held he was guilty under Clause (8). 

d. Shri Mukesh M. Kelawala vs. CA. Sukhdev Manilal Soni (2013) ς The Committee noted 

that since the transaction of land took place between the Shivdarshan Firm i.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 Shivdarshan Construction which 

was a proprietary concern. The Respondent being the auditor of Shivdarshan 

Construction failed to report the said discrepancy in his audit report. Since, the amount 

of loan was material 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 guilty of professional misconduct falling within the meaning of Clauses 

(6), (7) and (8) of Part I of the Second Schedule to the Chartered Accountants Act, 1949. 

 

Refer Q No. 32 in Illustrations 
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CLAUSE ς 9: CAP SHALL FOLLOW AUDIT - GAAP: 

 

1. A CAP shall be deemed to be guilty of professional mis ς conduct if he fails to comply with 

generally accepted audit procedures while performing professional works. 

2. However, if he is unable to comply with GAAP and mentions the same in his report, then this 

clause shall not apply. 

3. The failure to perform a statutory duty in the manner required is not excused merely by giving a 

qualification ƻǊ ǊŜǎŜǊǾŀǘƛƻƴ ƛƴ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΦ όƛΦŜΦΣ ŜȄǇǊŜǎǎƛƻƴ ƻŦ ƳƻŘƛŦƛŜŘ ƻǇƛƴƛƻƴ ƛǎ not a 

substitute for avoiding a particular duty required under law.) 

4. Audit of Listed Companies: Pursuant to SEBI Notification, Statutory Audit of Listed Companies 

under the Companies Act, 2013 shall be done by only those auditors who have subjected 

themselves to the Peer Review process of the Institute, and hold a valid certificate issued by the 

Peer Review Board of the ICAI. 

5. FRN and Membership No.: The members are required to mention the Membership number and 

Firm registration number to all reports issued pursuant to any attestation engagements, 

including certificates, issued by them as proprietor of/ partner in the said firm.  

6. Unique Document Identification Number (UDIN): The members may note that UDIN is 

mandatory from 1st July, 2019 on all Corporate/ Non- Corporate Audit, Attest and Assurance 

Functions. Thus, a member of the Institute in practice shall generate Unique 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 him. 

7. Certifying figures of circulation of Newspapers etc. : Very often members are required to certify 

the figures of circulation of newspapers, magazines etc. by their clients on behalf of the Audit 

Bureau of Circulations Ltd. Members are normally supplied by the ABC with the Rules and 

Regulations under which the certification of circulation is to be carried out. Members are also 

asked to give their acceptance in writing that they will observe the rules of procedure envisaged 

to report upon any lapse of such special requirements, even of an insignificant nature. 

8. Verification on behalf of Banks: Similarly, in the case of verification on behalf of banks, the rules 

or procedure for conducting such audit are different from the normal rules applicable to audits 

under the Companies Act. Members are required to be very familiar with the special procedure 

required in these matters and act accordingly. 

9. Decisions of court/council: 

a. M.R. Ramanathan vs A. Utnatlath Rao (1968) ς Where a Chartered Accountant did not 

conduct sample checking of the bank accounts in relation to the accounts of the 

company and did not carry out vouching with respect to the transactions reflected in the 

accounts of the company and depended upon his assistant who was a Chartered 

Accountant and experienced clerk who were entrusted with the auditing work. Held he 

was guilty under Clauses (7), (8) and (9). 

b. Punjab State Govt. vs K.N. Chandla (1972) ς Where a Chartered Accountant failed to 

verify the actual disbursement of the amount by examining the various items of 

purchases and insisting for the bills to be produced in respect of the various items before 

issuing his certificate as mere payment would not constitute utilization of the amount for 

the purpose for which it was meant. Held he was guilty under Clauses (7), (8) and (9). 
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c. Air Commodore Dilbagh Singh vs E.S. Venkataraman (1976) ς A Chartered Accountant 

had checked the cash book totals but not the bank column totals, had verified all the 

transactions in the bank columns but not the contra-entries, had taken the casting only 

of personal ledger and that too not of all accounts, had resorted to test check when 

there was no system of internal check, had not seen the pay-in-slips, had not checked the 

bank reconciliation statements for all the months. Held he was guilty of professional 

misconduct under Clauses (7), (8) and (9). 

d. Tamilnadu Mercantile Bank Ltd.vs.CA. V.U. Gangolli (2012) ς Where a Chartered 

Accountant as a concurrent auditor of the Bank carried out his duties recklessly, did not 

exercise due diligence, failed to obtain sufficient information and failed to invite 

attention to the material departure from the accounting policies. Accordingly, the 

Committee is of the considered view that the Respondent is guilty of professional 

misconduct falling within the 10 meaning of Clauses (7), (8) and (9) of [Part I of Second 

Schedule to the Chartered Accountants Act. 

 
CLAUSE ς 10: CAP MUST KEEP CLIENTS MONEY IN A SEPARATE BANK ACCOUNT: 
 
1. Any amount received from client must be kept in a separate bank account and shall be utilized 

only for the purposes mentioned by the client.  
 

2. However, this clause does not apply for the following receipts: 
a. An advance received by a Chartered Accountant against services to be rendered does not 

fall under Clause (10) of Part I of the Second Schedule. 
b. Moneys received for expenses to be incurred, for example, payment of prescribed 

statutory fees, purchase of stamp paper etc., which are intended to be spent within a 
reasonably short time NEED NOT be put in a separate bank account. 

c. Moneys received by a Chartered Accountant, in his capacity as trustee, executor 
liquidator, etc. must be put in a separate bank account immediately. 

 
3. For example: N.S. Chenoy v.s. K.V. Subba Rao: /ƻƳƳƻƴƭȅ Ƴŀƴȅ /!Ωǎ ŀǊŜ ƳŜƴǘƛƻƴƛƴƎ ǘƘŜƛǊ ōŀƴƪ 

account details for getting IT Refund of the client. This is treated as guilty of professional mis ς 
conduct. 

 
 

Refer Q No. 33 in Illustrations 

 
 
 
Q.NO.19 ²wL¢9 !.h¦¢ !/¢{ hw haL{{Lhb{ Lb b!¢¦w9 hC άtwhC9{{Lhb![έ aL{-CONDUCT AS 

DEFINED IN PART ς II OF SECOND SCHEDULE TO CA ACT, 1949? 

 

ANSWER:  

 

A member who may be in practice or otherwise, shall be deemed to be professional mis ς conduct 

in the following cases: 
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CLAUSE ς 1: MEMBERS TO COMPLY WITH CA ACT, REGULATIONS AND GUIDELINES: 

 

1. A member is deemed to be guilty of professional mis ς conduct if 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 ς Engagement of Articled Assistant. 

b. Regulation 46 ς Registration of Articled Assistant. 

c. Regulation 47 ς Premium from Articled Assistant. 

d. Regulation 48 ς Stipend to Articled Assistant. 

e. Regulation 56 ς Termination or assignment of Articles. 

f. Regulation 65 ς Articled Assistant not to engage in any other occupation. 

g. Regulation 67 ς Complaint against the employer (from Articled Assistant). 

h. Regulation 68 to 80 ς Audit Assistant. 

i. Regulation 190 ς Register of offices and firms 

j. Regulation 190A ς Chartered Accountants not to engage in any other business or 

occupation. 

k. Regulation 191 ς Part time employment's a Chartered Accountant may accept. 

l. Regulation 192 ς Restriction on fees 

3. Council/Court decisions:  

a. J.K. Ghosh in (1953) ς A Chartered Accountant certified in Form K-2 that 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. The Chartered Accountant suspended the audit clerk when the 

Institute brought this fact to the notice of the Chartered Accountant. Held he was guilty 

of misconduct for making a misstatement to the institute in regard to the discharge of his 

professional duties.  

b. A.K. Basu v.s. P.K. Mukherjee (1956) ς Where a Chartered Accountant agreed to take a 

person as an articled clerk in a vacancy shortly to arise and received the premium for the 

purpose and made him believe, when he executed the deed of articles that he was taking 

him in that vacancy, while, in fact, that vacancy had been filled up by the Chartered 

Accountant earlier by taking another audit clerk. The audit clerk came to know from the 

Institute that the deed of articles was not registered as that was forwarded with a 

request for entertaining an extra articled clerk. Held that the Chartered Accountant was 

guilty of serious misconduct for having contravened Regulation 58.  

c. Mohan Sehwani vs. Sunderlal Fatehpuria (1968) ς Where a Chartered Accountant after 

signing the Articles of Agreement, failed to forward the articles for registration as 

required by Regulation 64 and the statement of particulars in the prescribed form as 

required by Regulation 64 in spite of repeated enquiries from the articled clerk and 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. Held he was 

guilty for breach of Regulation 46.  
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d. N.K. Ray Chowdhery in (1973) ς A Chartered Accountant was found guilty of professional 

misconduct in terms of Clause (1) of Part II of the Second Schedule to the Act for 

contravention of Section 6 of the Act for having issued a certificate in respect of a 

consumption statement of a concern as a Chartered Accountant in practice on a date 

when he had NOT EVEN applied for a certificate of practice to the Institute.  

e. B. M. Lala (1976) ς A Chartered Accountant issued a confidential and private circular to 

clients where, in addition to, ŘŜǎŎǊƛōƛƴƎ ƘƛƳǎŜƭŦ ŀǎ ά/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘέ ƘŜ ŀƭǎƻ 

ŘŜǎŎǊƛōŜŘ ƘƛƳǎŜƭŦ ŀǎ άLƴǾŜǎǘƳŜƴǘ /ƻƴǎǳƭǘŀƴǘ tǳōƭƛŎ !ŎŎƻǳƴǘŀƴǘέΦ .ȅ ǘƘƛǎ ŎƛǊŎǳƭŀǊ ƘŜ 

introduced himself to the public and private limited companies, which were accepting, 

fixed deposits and loans through him. Held he was guilty of professional misconduct 

under Clause (1) of Part II of the Second Schedule.  

f. M.K. Tripathi (1979) ς A Chartered Accountant took loan from a firm in which the 

articled clerk and his father were both Interested, against the provisions of the Chartered 

!ŎŎƻǳƴǘŀƴǘǎ wŜƎǳƭŀǘƛƻƴǎΣ мфуу ǿƘƛŎƘ ǇǊƻƘƛōƛǘ Ψtaking of loan or deposit etc. from the 

articled clerk. Held the Chartered Accountant was guilty of professional misconduct 

under the clause.  

g. Radhey Mohan (1979) ς A Chartered Accountant did 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 the 

articled clerk left him after working for a months and complaint was lodged with the 

Institute. The plea of the Chartered Accountant that he had an agreement with the 

articled clerk to pay stipend on annual basis was found to be misconceived as the same 

should be against the provisions of Regulation 48.  

h. R.C. Gupta (1980) ς Three articled clerks of a Chartered Accountant informed Institute 

that the Chartered Accountant had failed to make the payments of stipend to them every 

month in 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. The court rejected two contentions put forward by 

the Chartered Accountant, viz, (i) that the declaration filed by the articled clerks could 

nƻǘ ōŜ ǊŜƎŀǊŘŜŘ ŀǎ ΨƛƴŦƻǊƳŀǘƛƻƴΩ ƛƴ ƻǊŘŜǊ ǘƻ ƧǳǎǘƛŦȅ ǘƘŜ ŎƻƳƳŜƴŎŜƳŜƴǘ ƻŦ ŘƛǎŎƛǇƭƛƴŀǊȅ 

proceedings (2) that under Regulation 48 the payments had to be made at a monthly rate 

and not that the payments had to be made every month. The third 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 the cost of 

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.  

i. Virender kumar v.s. K.B. Madhan (1980) ς The chartered accountant received Rs.2000/- 

by way of security from the compliant father as a consideration of taking him in to 

articled clerk. Held that he was guilty under the provisions. 

j. U.V. Benadikar vs. N.G. Kulkarni (2004) ς A Chartered Accountant did not pay stipend to 

the articled clerk in accordance with Regulation 32B of the Chartered Accountants 

Regulations, 1964 for the period during which the Article Clerk worked with him. Also the 
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Article Clerk was asked to work in excess of the prescribed working hours in violation 

of Regulation 45 of the Chartered Accountants Regulations, 1964. Held that he was guilty 

of professional misconduct under Clause (1) of Part II of Second Schedule to the 

Chartered Accountants Act, 1949.  

 
 
CLAUSE ς 2: PROHIBITION TO DISCLOSE INFORMATION RELATED TO EMPLOYER: 

 

1. A member is deemed to be guilty of professional mis ς conduct if he disclosed any confidential 

information relating to his employer company, firm or any other person. 

2. However, this clause does not apply if consent of employer is obtained for such disclosure. 

 

 

CLAUSE ς 3: PROVIDING MIS ς LEADING INFORMATION TO THE INSTITUTE: 

 

A member shall be deemed to be guilty of professional mis ς conduct if he furnishes any returns, 

reports, statements or forms which contain any false information knowingly to the institute, council 

or any of its committees, BOD, Director Discipline, Disciplinary committee, Quality review board, 

appellate authority. 

 
CASELAWS: 

 

1. J.R. Chatrath, (1952): If 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 employed as a manager 

of a firm of Registered Accountants, applied for admission as Fellow of the Institute stating that 

he was a partner, while he was not. Held that the Chartered Accountant was guilty of 

misconduct as he had made the statement that he was a partner knowing it to be false.  

2. K.S. Dugar, (1987): A Member had during the course of the hearing before Disciplinary 

Committee given a wrong statement duly verified and also a statement on oath knowing it to be 

false. He was found guilty in terms of this clause.  

A. Umanath Rao, (1965): In spite of repeated reminders a Chartered Accountant failed to 

reply to the letters of the Institute asking him to confirm the date of leaving the services 

by the Paid Assistant. Held, the Chartered Accountant was guilty of professional 

misconduct under the Clause.  

3. N.K. Gupta, (1998): A Chartered Accountant had been in full-time employment in a Company 

besides holding Certificate of Practice ǿƛǘƘƻǳǘ ƻōǘŀƛƴƛƴƎ LƴǎǘƛǘǳǘŜΩǎ ǇŜǊƳƛǎǎƛƻƴ ŀƴŘ ƛƴ ǘƘŜ ōŀƴƪ 

empanelment form, he had given declaration to the effect that he was not devoting any 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 I and Clause (1) of Part III of the First 

Schedule. The Council ordered that his name be removed from the Register of Members for a 

period of six months.  

4. H.K. Gupta, (1999): A Chartered Accountant, in spite of his being in employment as Manager 

(F&A) with a Company from 9 A.M. to 2 P.M. and devoting 30 hours per week in the said 
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employment, had shown his main occupation to be in full-time practice, in the Employment 

Form for bank branch audits. He was held guilty for violation of Clause (1) of Part III of the First 

Schedule for not giving the full particulars truthfully in his application. 

 

 
CLAUSE ς 4: DEFALCATION OF MONEY RECEIVED: 

 

A member shall be deemed to be guilty of professional mis ς conduct, if he defalcates or embezzles 

any money received in professional capacity. This act amounts to fraud.  

 

 

 
Q.NO.20 ²wL¢9 !.h¦¢ !/¢{ hw haL{{Lhb{ Lb b!¢¦w9 hC άh¢I9wέ aL{-CONDUCT AS DEFINED 

IN PART ς III OF SECOND SCHEDULE TO CA ACT, 1949? 

 

ANSWER:  

 

A member of the Institute, whether in practice or not, shall be deemed to be guilty of other 

misconduct, if he is held guilty by any civil or criminal court for an offence which is punishable with 

imprisonment for a term EXCEEDING 6 MONTHS.  

 

Imprisonment awarded for a term exceeding six months in any civil/criminal matter treated as a 

ƳŀƧƻǊ ƻŦŦŜƴŎŜ ǳƴŘŜǊ ΨƻǘƘŜǊ ƳƛǎŎƻƴŘǳŎǘΩ ƛǎ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘƛǎ {ŎƘŜŘǳƭŜΦ 

 
 
 
Q.NO.21 WRITE ABOUT COUNCIL GUIDELINES, 2008? 

 
ANSWER:  The council guidelines contain various chapters. Few relevant chapters are being 
discussed here under: 
 
CHAPTER ς I: These guidelines shall be applicable to ALL the Members of the Institute whether in 
practice or not wherever the context so requires. 
 
CHAPTER ς II: A member of the Institute who is an employee shall exercise due diligence and shall 
not be grossly negligent in the conduct of his duties. 
 
CHAPTER ς III: PROHIBITION ON ACCEPTANCE AS COST AUDITOR: 
 
This Chapter is Omitted in November 2020 Edition. From May 2021 Exams Onwards it is not 
applicable. 
 
CHAPTER ς IV:  OPINION ON FINANCIAL STATEMENTS WHEN THERE IS SUBSTANTIAL INTEREST 
 
This Chapter is Omitted in November 2020 Edition. From May 2021 Exams Onwards it is not 
applicable. 
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CHAPTER ς V: MAINTENANCE OF BOOKS OF ACCOUNTS BY CAP: 
 
1. A member of the Institute in practice or the firm of Chartered Accountants, shall maintain and 

keep in respect of his / its professional practice, proper books of account including the following- 
a. A cashbook. 
b. A ledger. 

2. These books of accounts have to be maintained irrespective of the fact that the member 
turnover is less than the limits specified u/s 44AA of income tax act, 1961. 

 

Refer Q No. 34 in Illustrations 

 
 
CHAPTER ς VI: LIMIT OF NUMBER OF TAX AUDIT ASSIGNMENTS: 

 

1. A member of the Institute in practice shall not accept, in a financial year, ƳƻǊŜ ǘƘŀƴ ǘƘŜ άсл ǘŀȄ 

ŀǳŘƛǘǎέ under Section 44AB of the Income-tax Act, 1961. 

2. Lƴ ŎŀǎŜ ƻŦ ǇŀǊǘƴŜǊǎƘƛǇ ŦƛǊƳ κ [[tΣ ǘƘŜ ŀōƻǾŜ ƴǳƳōŜǊ ƛǎ ŎƻǳƴǘŜŘ ŦƻǊ άper partner in practiceέΦ 

3. Even if a member is a partner in multiple firms, the limit of 60, 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 that a firm having multiple partners, the audit signatures may be distributed 

between all of them as per the choice of the firm. Also, a single partner may sign on behalf of all 

other partners provided remaining partners are not signing. (Ref: Tax audit committee) 

6. A Chartered Accountant being a part time practicing partner of a firm shall not be considered 

while calculating total limit for the firm. 

7. A Chartered Accountant in practice shall maintain a record of the tax audit assignments 

accepted by him IN EACH ASSESSMENT YEAR in the format as may be prescribed by the Council. 

8. The audit of one or more branches of the same concern by one Chartered Accountant in practice 

shall be construed as ONLY 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 Illustrations. 

 
 
CHAPTER ς VII: NON-PAYMENT OF UNDISPUTED AUDIT FEES: 

 

1. A CAP shall not accept the appointment as auditor of an entity in case the undisputed audit fee 

of another Chartered Accountant for carrying out the statutory audit under the Companies Act, 

2013 or various other statutes has not been paid. 

2. However, this prohibition shall not apply in case appointment is w.r.t sick units. 

 

Explanation 1: For this purpose, the provision for audit fee in accounts signed by both - the auditee 

and the auditor along with other expenses, if any, incurred by the auditor in connection with the 

audit, shall be ŎƻƴǎƛŘŜǊŜŘ ŀǎ άǳƴŘƛǎǇǳǘŜŘ ŀǳŘƛǘ ŦŜŜǎέΦ 
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Explanation 2: CƻǊ ǘƘƛǎ ǇǳǊǇƻǎŜΣ άǎƛŎƪ ǳƴƛǘέ shall mean a unit registered for not less than 5 years, 

which has at the end of any financial year accumulated losses equal to or exceeding its entire net 

worth. 

 

Refer Q No. 36 in Illustrations 

 
 
 
CHAPTER ς VIII: PROHIBITION ON AUDIT ASSIGNMENTS UNDER COMPANIES ACT 2013: 

 

A member of the Institute in practice shall not hold at any time appointment of more than the 

άǎǇŜŎƛŦƛŜŘ bǳƳōŜǊ ƻŦ ŀǳŘƛǘ ŀǎǎƛƎƴƳŜƴǘǎέ ƻŦ /ƻƳǇŀƴƛŜǎ ǳƴŘŜǊ {ŜŎǘƛƻƴ моф of the Companies Act, 

2013. [Similar to Ceiling Limit Concept u/s 141(3)(g) of Companies Act, 2013] 

 

EXPLANATIONS AND CLATIFICATIONS: 

1. SPECIFIED NUMBER OF AUDIT ASSIGNMENTS: CƻǊ ǘƘŜ ŀōƻǾŜ ǇǳǊǇƻǎŜΣ ǘƘŜ άǎǇŜŎƛŦƛŜŘ ƴǳƳōŜǊ ƻŦ 

ŀǳŘƛǘ ŀǎǎƛƎƴƳŜƴǘǎέ ƳŜŀƴǎ ς 

a. PROPRIETOR: In the case of a Chartered Accountant in practice or a proprietary firm 

of Chartered Accountant, 30 audit assignments whether in respect of private 

Companies or other Companies, with the exception of one person Companies and 

dormant companies [W.E.F. FEB 2020]. 

b. PARTNERSHIP: In the case of Chartered Accountants in practice, 30 audit 

assignments per partner in the firm, whether in respect of private Companies or 

other Companies, with the exception of One person Companies and dormant 

companies [W.E.F. FEB 2020]. 

2. The number of partners of a firm on the date of acceptance of audit assignment shall be taken 

into account. 

3. All other rules prescribed under Chapter ς VI shall equally apply here. 

 

 

CHAPTER ς IX: PROHIBITION IF OTHER FEES EXCEEDS STATUTORY AUDIT FEES: 

 

1. In case of public sector undertakings, government companies, listed companies and other public 

companies having turnover Rs. 50 crore or more ς The audit of these companies shall not be 

accepted by a CAP if the audit fees is less than the aggregate fees 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 the statutory auditors and their associate concerns put together. (i.e., 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 together.) 

3. ¢ƘŜ ǘŜǊƳ άƻǘƘŜǊ ǿƻǊƪǎέ ƻǊ άǎŜǊǾƛŎŜǎέ ƻǊ άŀǎǎƛƎƴƳŜƴǘǎέ shall include Management Consultancy 

and all other professional services permitted by the Council pursuant to Section 2(2)(iv) of the 

Chartered Accountants Act, 1949 but SHALL 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 done by the statutory auditors. 

c. Any representation before an authority. 

 

Refer Q No. 37 in Illustrations 

 

 

CHAPTER ς X: INDEBTED MORE THAN RS.1,00,000/-: 

 

1. A CAP or a partner of a firm in practice or a firm or a relative of such member or partner shall 

not accept appointment as auditor of a concern while indebted to the concern or 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 statute and (E.g., company under companies act) 

b. In other cases, for amount exceeding Rs. 1,00,000/- 

2. However, this restriction does not apply if the CAP received fees on progressive basis. 

 

Refer Q No. 38 in Illustrations 

 
 
 
 
 
 
CHAPTER XI: DIRECTIONS IN CASE OF UNJUSTIFIED REMOVAL OF AUDITORS: 

 

A member of the Institute in practice shall follow the direction given, by the Council or an 

appropriate Committee or on behalf of any of them, to him being the incoming auditor(s) not to 

accept the appointment as auditor(s), in the case of unjustified removal of the earlier auditor(s). 

 

 
CHAPTER XIII ς GUIDELINES ON TENDERS: 

 

1. A member of the Institute in practice shall not respond to any tender issued by an organization 

or user of professional services in areas of services which are exclusively reserved for chartered 

accountants, such as audit and attestation services.  

2. However, such restriction shall not be applicable:  

a. Where minimum fee of the assignment is prescribed in the tender document itself or  

b. Where the areas are open to other professionals along with the Chartered Accountants. 

 

 
CHAPTER XIV ς UNIQUE DOCUMENT IDENTIFICATION NUMBER (UDIN) GUIDELINES 
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Whereas, to curb the malpractice of false certification/attestation by the unauthorized persons & to 

eradicate the practice of bogus certificates and to save various regulators, banks, stakeholders etc. 

from being misled, the Council of the Institute decided to implement an innovative concept to 

generate Unique Document Identification Number (UDIN) mandatorily for all kinds of the 

certificates/GST and Tax Audit Reports and other attest function in phased manner. 

 

A member of the Institute in practice shall generate Unique 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 him which 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. For all other Audit, Assurance and Attestation functions w.e.f. 1st July, 2019. 

 

 

 
CHAPTER XV ς GUIDELINES FOR NETWORKING: [NEWLY ADDED] 

 
A. CONCEPT:  

 

To enhance their ability to provide professional services, firms frequently form larger structures with 

other firms and entities. Whether these larger structures create a network depends on the 

particular facts and circumstances and does not depend on whether the firms and entities are 

legally separate and distinct. 

 

B. EXAMPLES: 

 

1. ONLY REFERRAL WORKS ς NOT A NETWORK:  A larger structure may be aimed only at 

facilitating the referral of work, which in itself does not meet the criteria necessary to 

constitute a network.  

2. SHARE COMMON BRAND NAME / QC / RESOURCES ς NETWORK: a larger structure might 

be such that it is aimed at co-operation and the firms share a common brand name, a 

common system of quality control, or significant professional resources and consequently is 

deemed to be a network. 

3. PROFESSIONAL JUDGMENT: The judgment as to whether the larger structure is a network 

shall be made in light of whether a reasonable and informed third party would be likely to 

conclude, weighing all the specific facts and circumstances, that the entities are associated in 

such a way that a network exists. This judgment shall be applied consistently throughout the 

network. 

4. PROFIT OR COST SHARING ς NETWORK: Where the larger structure is aimed at co-operation 

and it is clearly aimed at profit or cost sharing among the entities within the structure, it is 

deemed to be a network. However, the sharing of immaterial costs does not in itself create a 

network.  
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5. COST SHARING ONLY FOR WORK METHODS ς NOT A NETWORK: In addition, if the sharing 

of costs is limited only to those costs related to the development of audit methodologies, 

manuals, or training courses, this would not in itself create a network.  

6. JOINT DEVELOPMENT OF PRODUCT ς NOT A NETWORK: Further, an association between a 

firm and an otherwise unrelated entity to jointly provide a service or develop a product does 

not in itself create a network. 

7. COMMON CONTROL AND MANAGEMENT ς NETWORK: Where the larger structure is aimed 

at cooperation and the entities within the structure share common ownership, control or 

management, it is deemed to be a network. This could be achieved by contract or other 

means. 

8. COMMON QCP ς NETWORK: Where the larger structure is aimed at co-operation and the 

entities within the structure share common quality control policies and procedures, it is 

deemed to be a network. For this purpose, common quality control policies and procedures 

are those designed, implemented and monitored across the larger structure. 

9. COMMON BUSINESS STRATEGY ς NETWORK: Where the larger structure is aimed at co-

operation and the entities within the structure share a common business strategy, it is 

deemed to be a network. Sharing a common business strategy involves an agreement by the 

entities to achieve common strategic objectives.  

10. JOINT WORKS ς NOT A NETWORK: An entity is not deemed to be a network firm merely 

because it co- operates with another entity solely to respond jointly to a request for a 

proposal for the provision. 

11. COMMON BRAND NAME - NETWORK: Where the larger structure is aimed at co-operation 

and the entities within the structure share the use of a common brand name, it is deemed to 

be a network. A common brand name includes common initials or a common name. A firm is 

deemed to be using a common brand name 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. 

 

PRECAUTION: Even though a firm does not belong to a network and does not use a common 

brand name as part of its firm name, it may give the appearance that it belongs to a network 

if it makes reference in its stationery or promotional materials to being a member of an 

association of firms. Accordingly, if care is not taken in how a firm describes such 

memberships, a perception may be created that the firm belongs to a network. 

 

12. SHARING SIGNIFICANT PROFESSIONAL RESOURCES - NETWORK: Where the larger structure 

is aimed at co-operation and the entities within the structure share a significant part of 

professional resources, it is deemed to be a network. Professional resources include:  

a. Common systems that enable firms to exchange information such as client data, 

billing and time records; 

b. Partners and staff; 

c. Technical departments that consult on technical or industry specific issues, 

transactions or events for assurance engagements; 

d. Audit methodology or audit manuals; and 
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e. Training courses and facilities. 

 

MEANING OF SIGNIFICANT SHARING OF RESOURCES:  

ü FACTS AND CIRCUMSTANCES: The determination of whether the professional resources 

shared are significant, and therefore the firms are network firms, shall be made based on 

the relevant facts and circumstances.  

ü COMMON AUDIT METHODOLOGY ONLY ς NOT SIGNIFICANT: Where the shared 

resources are limited to common audit methodology or audit manuals, with no exchange 

of personnel or client or market information, it is unlikely that the shared resources 

would be significant.  

ü COMMON TRAINING ONLY ς NOT SIGNIFICANT: The same applies to a common training 

endeavour.  

ü EXCHANGE OF PEOPLE ς PERCEIVED AS SIGNIFICANT: Where, however, the shared 

resources involve the exchange of people or information, such as where staff are drawn 

from a shared pool, or a common technical department is created within the larger 

structure to provide participating firms with technical advice that the firms are required 

to follow, a reasonable and informed third party is more likely to conclude that the 

shared resources are significant. 

 

C. FORMS OF THE NETWORK: 

 

1. MUTUAL ENTITY: A network can be constituted as a mutual entity which will act as a 

facilitator for the constituents of the Network. In such a case the Network itself will not carry 

out any professional practice.  

2. PARTNERSHIP: A network can be constituted as a partnership firm subject to the condition 

that the total number of partners does not exceed 20.  

3. LLP: A 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. COMPANY: A network can be constituted as company subject to the guidelines prescribed by 

Institute for corporate form of practice and formation of management consultancy services 

company.  

5. PERMITTED CAP FIRMS TO BE MEMBERS: Network Firms shall consist of sole Practitioner /  

proprietor, partnership or any such entity of professional accountants as may be permitted 

by the Act.  

6. A firm is allowed to join only one network.  

7. Firms having common partners shall join only one Network. 

 

D. APPROVAL OF NAME OF NETWORK AMONGST FIRMS REGISTERED WITH INSTITUTE: 

 

1. AFFILIATES vs ASSOCIATES: The Network may have distinct name which should be approved 

ōȅ ǘƘŜ LƴǎǘƛǘǳǘŜΦ ¢ƻ ŘƛǎǘƛƴƎǳƛǎƘ ŀ άbŜǘǿƻǊƪέ ŦǊƻƳ ŀ άŦƛǊƳέ ƻŦ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎΣ ǘƘŜ 

ǿƻǊŘǎ άϧ !ŦŦƛƭƛŀǘŜǎέ ǎƘŀƭƭ ōŜ ǳǎŜŘ ŀŦǘŜǊ ǘƘŜ ƴŀƳŜ ƻŦ ǘƘŜ ƴŜǘǿƻǊƪ and the ǿƻǊŘǎ άϧ /ƻΦέ /  άϧ 

!ǎǎƻŎƛŀǘŜǎέ ǎƘŀƭƭ ƴƻǘ ōŜ ǳǎŜŘ.  
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2. ¢ƘŜ ǇǊŜǎŎǊƛōŜŘ ŦƻǊƳŀǘ ƻŦ ŀǇǇƭƛŎŀǘƛƻƴ ŦƻǊ ŀǇǇǊƻǾŀƭ ƻŦ bŀƳŜ ŦƻǊ bŜǘǿƻǊƪ ƛǎ ŀǘ CƻǊƳ Ψ!Ω 

(enclosed). The names of the network may be as mentioned in Appendix II. 

3. UNDESIRABLE NAMES ς NOT PERMITTED: Provisions of Regulation 190 of the Chartered 

Accountants Regulations, 1988 shall be applicable to the name of Network. However, even if 

a name is approved and subsequently it is found that the same is undesirable then, the said 

name may be withdrawn at any time by the Institute. The Institute shall reject any 

undesirable name and the provisions in respect of names of companies as prescribed in the 

Companies Act, 2013 shall be applicable in spirit. 

4. 30 DAYS TIME LIMIT TO APPROVE: The Institute shall approve or reject the name of the 

bŜǘǿƻǊƪ ŀƴŘ ƛƴǘƛƳŀǘŜ ǘƘŜ ǎŀƳŜ ǘƻ ǘƘŜ bŜǘǿƻǊƪ ŀǘ ƛǘǎ ŀŘŘǊŜǎǎ ƳŜƴǘƛƻƴŜŘ ƛƴ CƻǊƳ Ψ!Ω ǿƛǘƘƛƴ ŀ 

period which shall not be later than 30 days from the date of receipt of the said Form. 

5. DO NOT CARRY-ON PRACTICE: Mere approval of the name of the Network shall not entitle 

the Network to carry on practice in its own name. 

 

E. REGISTRATION OF NETWORK WITH ENTITIES IN INDIA: 

 

1. RESERVE NAME ς 3 MONTHS: After the name of a Network is approved as per provision 

under Guideline 5, the Institute same shall reserve such name for a period of three (3) 

months from the date of approval.  

2. The Network shall get itself registered with the Institute by applying in Form B within the 

period of 3 months, failing which the name assigned shall stand cancelled on the expiry of 

the said period. Registration of Network with Institute is mandatory.  

3. If different Indian firms are networked with a common Multinational Accounting Firm, they 

shall be considered as a part of network. 

 

F. LISTING OF NETWORK WITH ENTITIES OUTSIDE INDIA:  

 

The duly authorized representative(s) of the Indian Member firm (s)/Member constituting the 

Network with entities outside India shall file a declaration with the Institute in CƻǊƳ ȫ5Ω for 

Listing of such Network within 30 days from the date of entering into the Network arrangement. 

Proprietary/individual members, partnership firms as well as members in LLP or any such other 

entity of members as may be permitted by the Act, shall be permitted to join such network with 

entities outside India provided that the proprietary/individual members, partnership firms as 

well as members in LLP or any such other entity of members are allowed 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 of change in the constitution of registered Network on account of any entry into or exit 

from the Network, the network shall communicate the same to the Institute by filing CƻǊƳ Ψ/Ω 

within a period of thirty (30) days from the date of change in the constitution. 

 

H. ETHICAL COMPLIANCE AND RULES:  



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

8
1 

 

Once the relationship of network arises, it will be necessary for such a network to comply with 

all applicable ethical requirements prescribed by the Institute from time to time in general and 

the following requirements in particular:  

 

1. PROHIBITED SERVICES: If one firm of the network is the statutory auditor of an entity then 

the associate [including the networked firm(s)] or the said firm directly/indirectly shall not 

accept the internal audit or book-keeping or such other professional assignments which are 

prohibited for the statutory auditor firm.  

 

2. CEILING ON NON-AUDIT FEES: The guidelines of ceiling on Non-audit fees is applicable in 

relation to a Network as follows:  

a. AUDITOR FIRM ς OTHER SERVICES FEES NOT TO EXCEED STAT AUDIT FEES: For a 

Network firm who is doing statutory audit (including its associate concern and/or 

firm(s) having common partnership), it shall be the same as mentioned in the said 

notification; and  

b. OTHER NETWORK FIRMS ς NOT TO EXCEED 3 TIMES: For other firms of the same 

Network collectively, it shall be 3 times of the fee payable for carrying out the 

statutory audit of the same undertaking/ company.  

 

3. ROTATION OF AUDITORS: In those cases where rotation of firms is prescribed by any 

regulatory authority, NO member firm of the network can accept appointment as an auditor 

in place of any member firm of the network which is retiring.  

4. The Network may advertise the Network to the extent permitted by the Advertisement 

Guidelines issued by Institute.  

5. ¢ƘŜ ŦƛǊƳǎ ŎƻƴǎǘƛǘǳǘƛƴƎ ǘƘŜ ƴŜǘǿƻǊƪ ŀǊŜ ǇŜǊƳƛǘǘŜŘ ǘƻ ǳǎŜ ǘƘŜ ǿƻǊŘǎ άbŜǘǿƻǊƪ CƛǊƳǎέ ƻƴ ǘƘŜƛǊ 

professional stationery.  

6. The constituent member firms of a Network and the Network shall comply with all the 

Ethical Standards prescribed by the Council from time to time. 

 

I. CONSENT OF CLIENT: 

The effect of registration of network with Institute will be deemed to be a public notice of the 

network and therefore consent of client will be deemed to be obtained. 

 

J. FRAMEWORK OF INTERNAL BYELAWS OF NETWORK: 

 

To streamline the networking, a network shall formulate operational bye-laws. Bye-laws may 

contain the following clauses on which the affiliates of the network may enter into a written 

agreement among themselves [These clauses are illustrative]: 

1. Appointment of a Managing Committee, from among the managing partners of the member 

firms of the network and the terms and conditions under which it should function.  

2. The minimum and maximum number of members of the Managing Committee shall also be 

agreed upon. 
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3. Administration of the network 

4. Contribution of membership fees to meet the cost of the administration of the network. 

5. Identifying a partner of any of the member firms of the network to be responsible for the 

assignment (engagement partner). 

6. Dispute settlement procedures through arbitration and conciliation 

7. Development of training materials for members of the network 

8. Issue of News-letters for staff and clients 

9. Development of software for different types of assignments 

10. Development and maintenance of data bases relevant for different types of assignments 

11. Library. 

12. Appointment of a technical director to whom references can be made 

13. Determining the methodology for drawing resources from each member firm 

14. Determining compensation to member firms for resources to be drawn from them 

15. Peer review of the member firms 

 

 

 
 
 
 
 
 
 
 
CHAPTER XVI ς LOGO GUIDELINES: [already discussed previously] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
CHAPTER XVII ς GUIDANCE FOR CORPORATE FORM OF PRACTICE: 

 

1. The Council decided to allow members in practice to hold the office of Managing Director, 

Whole-time Director or Manager of a body corporate within the meaning of the Companies Act 

PROVIDED that the body corporate is engaged exclusively in rendering Management 
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Consultancy and Other Services permitted 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 Council 

from time to time in this regard. 

2. MD / WTD IN The members can retain full time Certificate of Practice besides being the 

Managing Director, Whole-time Director or Manager of such Management Consultancy 

Company.  

3. There will be no restriction on the quantum of the equity holding of the members, either 

individually and/ or along with the relatives, in such Company.  

4. Such members shall be regarded as being in full- time practice and therefore can continue to do 

attest function either in individual capacity or in Proprietorship/Partnership firm in which 

capacity they practice. 

5. The name of the Management Consultancy Company is required to be approved by the Institute 

and such Company has to be registered with the Institute.  

6. On abundant caution, it may be clarified that no audit practice can be done in Corporate Form. 

The consultancy practice hitherto done in Individual or Firm Status alone is now intended to be 

permitted in Corporate Form also. 

 

ETHICAL COMPLIANCE: 

 

Once the Management Consultancy Company is Registered with the Institute as per the Guidelines, 

it will be necessary for such a Company to comply with the following requirements: - 

1. ASSOCIATE COMPANY ς NOT TO ACCEPT PROHIBITED SERVICES: If the individual 

practitioner/sole-proprietorship firm/partnership firm is the statutory auditor of an entity then 

the Management Consultancy Company should not accept the internal audit or book-keeping or 

such other professional assignments, which are prohibited for the statutory auditor firm. 

2. CEILING ON NON-AUDIT FEES: Ceiling on Non-audit fees is applicable in relation to a 

Management Consultancy Company. 

3. COMPANY SHALL NOT DO SOLICITATION: The Management Consultancy Company shall comply 

with clauses (6) & (7) of Part-I of the First Schedule to the Chartered Accountants Act, 1949 and 

such other directives as may be issued by the Institute from time to time. 

4. DECLARATION: The Management Consultancy Company shall give an undertaking that it shall 

comply with clauses (6) & (7) of Part-I of the First Schedule to the Chartered Accountants Act, 

1949 and such other directives as may be issued by the Institute from time to time. 

5. OBJECT OF MANAGEMENT CONSULTANCY COMPANY: The Management Consultancy Company 

shall engage itself only in Management Consultancy & Other Services. The Management 

Consultancy Company shall give an undertaking 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. 

 

 

 
Q.NO.22 EXPLAIN COUNCIL GUIDELINES FOR ADVERTISEMENT, 2008? 

 

ANSWER: 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e1

8
4 

 

WRITE UP - 

The Members may advertise through a write up setting out their particulars or of their firms and 

services provided by them subject to the following Guidelines and must be presented in such a 

manner as ǘƻ Ƴŀƛƴǘŀƛƴ ǘƘŜ ǇǊƻŦŜǎǎƛƻƴΩǎ ƎƻƻŘ ǊŜǇǳǘŀǘƛƻƴ, dignity and its ability to serve the public 

interest. 

The Member(s)/Firm(s) should ensure that the contents of the Write up are true to the best of their 

knowledge and belief and are in conformity with these Guidelines and be aware that the Institute of 

Chartered Accountants of India will neither approve a propose write-up, nor owns any responsibility 

whatsoever for such contents or claims by the writer Member(s)/ Firm(s). 

 

CONDITIONS: 

1. It shall be honest and truthful. 

2. There shall be no exaggerated claims for the services offered by the member or the Firm, or the 

qualifications or experience of the member or any of the partners or any other person 

associated with the Firm. 

3. It must not make any disparaging [degrading others] references or unsubstantiated comparisons 

to the work of others. 

4. It should not be of a nature that may bring the profession into disrepute. 

5. It should not contain testimonials or endorsements concerning Member(s) or names of clients 

(both the past and present) or the fees charged. 

6. It should not contain any information about achievements /awards (except the awards given by 

the Central or State Governments or Regulatory bodies) or any other position held, or 

accreditation(s) granted by any organisation. 

7. Monogram of any kind or use of any kind of catch words is not permissible.  

8. The Membership No./FRN (as may be applicable) is mandatory to be mentioned in the write-up. 

9. It should not be of font size exceeding 14. 

10. It must not be violative of any provisions of 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 India may issue a reasoned directive for removal or 

withdrawal of the whole write-up or of any part(s) thereof. 

 

ADVERTISEMENT THROUGH WRITE-UP: 

FOR DETAILED NOTES ON PERMISSABLE CONTENTS OF THE WRITE UP ς PLEASE REFER PAGE. 19.130 

IN STUDY MATERIAL ς 2023 EDITION. [NOT IMP FROM EXAM VIEWPOINT] 

 

 

Q.NO.23 WRITE ABOUT ONLINE THIRD-PARTY PLATFORMS? 

 

ANSWER: 

 

1. A Number of non-/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎΩ ŦƛǊƳǎΣ ŎƻǊǇƻǊŀǘŜǎ ƛƴŎƭǳŘƛƴƎ ōŀƴƪǎΣ ŦƛƴŀƴŎŜ /ƻƳǇŀƴƛŜǎ 

and newspapers have set up their own Websites providing advisory services on taxation and 
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other areas where Chartered Accountants are rendering professional service. Some of such 

²ŜōǎƛǘŜǎ Ƴŀȅ ǊŜǉǳŜǎǘ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎ ƻǊ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎΩ ŦƛǊƳǎ ǘƻ ǇǊƻǾƛŘŜ 

consultation and advice through their Websites.  

2. No other service, besides consultancy and advice can be rendered through such websites.  

3. This would be permitted subject to the condition that on the Website, contact address of the 

Chartered Accountant concerned is not provided nor such Website will contain any material 

which advertises professional achievements or status of such Chartered Accountant except 

making a statement that they are Chartered Accountants.  

4. ¢ƘŜ ƴŀƳŜ ƻŦ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎΩ ŦƛǊƳ ǿƛǘƘ ǎǳŦŦƛȄ ά/ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎέ ǿƻǳƭŘ ƴƻǘ ōŜ 

permitted. 

 

 

Q.NO.24 Write about Publication of Name or Firm Name by Chartered Accountants in the 

Telephone or other Directories published by Telephone Authorities or Private Bodies AND 

Aggregators AND Specialised Directories? 

 

ANSWER: 

 

A. TELEPHONE OR OTHER DIRECTORIES: 

 

The Chartered Accountants and Chartered Accountants Firms may have entries made in a 

Telephone Directory (in printed and electronic form) either by making a special request or by 

means of an additional payment. The Council has also considered the question of permitting 

entries in respect of Chartered Accountants and their firms under specified groups in 

telephone/trade directories subject to the following additional restrictions: 

1. The entry should not appear in any other section/category ŜȄŎŜǇǘ ǘƘŀǘ ƻŦ Ψ/ƘŀǊǘŜǊŜŘ 

AccountantsΩΦ 

2. The member/firm should belong to the town/city in respect of which the directory is being 

published. 

3. The order of the entries should not be in any manner other than alphabetical. 

4. The entry should not be made in a differential or prominent manner giving the impression of 

publicity/advertisement. 

5. The entries should not be restricted and should be open to all the Chartered 

Accountants/firms of Chartered Accountants in the particular city/town in respect whereof 

the directory is published. 

6. The members can also include their names in trade/ social directories. 

 

B. APPLICATION BASED SERVICE PROVIDER AGGREGATORS: 

 

It is not permissible for members to list themselves with online Application based service 

provider Aggregators, wherein other categories like businessmen, technicians, maintenance 

workers, event organizers etc. are also listed. [E.g., Clear Tax.] 
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C. SPECIALISED DIRECTORIES FOR LIMITED CIRCULATION: 

 

The name, description and address of member (or firm) may appear in any directory or list of 

members of a particular body in which the names are listed alphabetically. For a specialised 

ŘƛǊŜŎǘƻǊȅ ƻǊ ŀ ǇǳōƭƛŎŀǘƛƻƴ ǎǳŎƘ ŀǎ ŀ ά²ƘƻΩǎ ²Ƙƻέ όƛƴŎƭǳŘƛƴƎ ǘƘƻǎŜ ŎƻƳǇƛƭŜŘ ƻƴ ǇǳǊŜƭȅ ƭƻŎŀƭ 

basis), a member should use his discretion in supplying information, bearing in mind the nature 

and purpose of the publications. In addition to his name, description and address and those of 

his firm, a member may give where appropriate, directorships held and reasonable personal 

details and may state his outside interests. He should not, however, give the names of any of his 

clients. 

 

D. EXEMPTIONS FROM THE ABOVE: 

1. A special exemption has been made as regards publication of the name and address of a 

member or 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 is not displayed more prominently than is usual for such advertisements or 

the name of the member or that of his firm with the designation Chartered Accountant(s) 

appears in type not bolder than the substance of the advertisement: 

(a) Advertisement for ǊŜŎǊǳƛǘƛƴƎ ǎǘŀŦŦ ƛƴ ǘƘŜ ƳŜƳōŜǊΩǎ own office. 

(b) Advertisement inserted on behalf of clients requiring staff or wishing to acquire or 

dispose of business or property. 

(c) Advertisement for the sale of a business or property by a member acting in a 

professional capacity as trustee, liquidator or receiver. 

2. When advertising for staff, it is desirable that members should avoid the expression such as 

άŀ ǿŜƭƭ-known firmέΣ ǎƛƴŎŜ ǘƘƛǎ ǿƻǳƭŘ ǎŀǾƻǳǊ ƻŦ ŀŘǾŜǊǘƛǎŜƳŜƴǘΦ {ƛƳƛƭŀǊ ŎƻƴǎƛŘŜǊŀǘƛƻƴǎ ŀǇǇƭȅ 

to advertisements for articled assistants. The advertisements should not contain any 

promotional element nor should there be any suggestion that the services offered by the 

Chartered Accountant or his firm are superior to those offered by other accountants. 

 

 

Q.NO.25 WRITE ABOUT SELF-REGULATORY MEASURES? 

 

ANSWER: These measures are recommendatory in nature: 

 

A. BRANCH AUDITS:  

 

1. The branch audits of a company should not be conducted by its statutory auditors consisting 

of ten or more members, but should be conducted by the local firms of auditors consisting 

of less than ten members.  

Note: This is not a restriction on the right of the statutory auditors to have access over 

branch accounts conferred under the Companies Act, 2013. 

2. The above restriction shall not apply in the following cases: 

a. Accounting records of branches are maintained at head office. 
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b. Significant operations of 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. Every CAP engaged in audit work shall have At Least One Qualified Member for every 5 Non-

Qualified members of the staff. 

2. While counting Non-qualified member staff, the following shall be excluded: 

a. Article and audit Assistants. 

b. Typists. 

c. Peons. 

d. Other persons not engaged in professional works. (E.g., Maid, Servants, Janitor). 

 

 

D. DISCLOSURE OF INTEREST BY AUDITORS IN OTHER FIRMS: 

 

The Council has decided that as a good and healthy practice, auditors should make a disclosure 

of the payments received by them for other services through the medium of a different firm or 

firms in which the said auditor may be either a partner or proprietor. 

 

 

E. RECOMMENDED MINIMUM SCALE OF FEES: 

 

The Institute has issued revised Minimum scale of Fees for the professional assignments of the 

members of ICAI. The recommended scale of Fees is to be charged as per the work performed 

for various professional assignments. The Fees has been recommended separately for Class-A, B 

and C cities. 
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RECENT DECISIONS OF ETHICAL STANDARDS BOARD 
[REFER LATEST ICAI SM FOR MAY 2025 EXAMS ONWARDS] 

 
1. A Chartered Accountant in practice may be an equity research adviser, but he CANNOT PUBLISH 

retail report, as it would amount to other business or occupation. 

2. A Chartered Accountant, who is a member of a Trust, cannot be the auditor of the said trust. 

3. A Chartered Accountant in practice may engage himself as Registration Authority (RA) for 

obtaining digital signatures for clients. 

4. A Chartered accountant can hold the credit card of a bank when 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 on credit card given to him. [SIMPLY, NO OVER DUE] 

5. A Chartered Accountant in practice can act as mediator in CourtΣ ǎƛƴŎŜ ŀŎǘƛƴƎ ŀǎ ŀ άƳŜŘƛŀǘƻǊέ 

would be ŘŜŜƳŜŘ ǘƻ ōŜ ŎƻǾŜǊŜŘ ǿƛǘƘƛƴ ǘƘŜ ƳŜŀƴƛƴƎ ƻŦ άŀǊōƛǘǊŀǘƻǊΩ; which is inter-alia permitted 

to members in practice as per Regulation 191 of the Chartered Accountants Regulations, 1988. 

6. A Chartered Accountant in practice is not permitted to accept audit assignment of a bank in 

case he has taken loan against a Fixed Deposit held by him in that bank. 

7. Statutory auditor /tax auditor cannot be the valuer of unquoted equity shares of the same 

entity. The Board has at its recent Meeting (January, 2017) has reviewed the above, and decided 

that where law prohibits for instance in the Income Tax Act and the rules framed thereunder, 

such prohibition on statutory auditor/tax auditor to be the valuer will continue, but where there 

is no specific restriction under any law, the said eventuality will be permissible, subject to 

compliance with the provisions, as contained in the Code of Ethics relating to independence. 

8. The Ethical Standards Board had in 2011 decided that it is not permissible for a member who 

has been Director of a Company, upon resignation from the Company to be appointed as an 

auditor of the said Company, and the cooling period for the same may be 2 years. The Board has 

at its recent Meeting (January, 2017) has reviewed the above, and noted that the Section 141 of 

Companies Act, 2013 on disqualification of auditors does not mention such prohibition; though 

threats pertaining to the said eventuality have been mentioned in 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 practice cannot become Financial Advisors and receive 

fees/commission from Financial Institutions such as Mutual Funds, Insurance Companies, NBFCs 

etc. 

10. A chartered accountant cannot exercise lien over the client documents/records for non-payment 

of his fees. 

11. It is not permissible for CA Firm to print its vision and values behind the visiting cards, as it 

would result in solicitation and therefore would be violative of the provisions of Clause (6) of 

Part-I of First Schedule to the Chartered Accountants Act, 1949. 

12. It is not permissible for chartered accountants in practice to take agencies of UTI, GIC or NSDL. 

13. It is permissible for a member in practice to be a settlor of a trust. 

14. A member in practice cannot hold Customs Brokers Licence under section 146 of the Customs 

Act, 1962 read with Customs Brokers Licensing Regulations, 2013 in terms of the provisions of 

Code of Ethics. 
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15. A Chartered accountant in SERVICE may appear as tax representative before tax authorities on 

behalf of his employer, but not on behalf of other employees of the employer. 

16. A chartered accountant who is the statutory auditor of a bank cannot for the same financial year 

accept stock audit of the same branch of the bank or any of the branches of the same bank or 

sister concern of the bank, for the same financial year. 

17. A CA Firm which has been appointed as the internal auditor of a PF Trust by a Government 

Company cannot be appointed as its Statutory Auditor. 

18. A ŎƻƴŎǳǊǊŜƴǘ ŀǳŘƛǘƻǊ ƻŦ ŀ ōŀƴƪ Ψ·Ω Ŏŀƴƴƻǘ be appointed as ǎǘŀǘǳǘƻǊȅ ŀǳŘƛǘƻǊ ƻŦ ōŀƴƪ Ψ¸Ω, which is 

ǎǇƻƴǎƻǊŜŘ ōȅ Ψ·ΩΦ 

19. A CA/CA Firm can act as the internal auditor of a company & statutory auditor of its employees 

PF Fund under the new Companies Act (2013). 

20. The Ethical Standards Board while noting that there is requirement for a Director u/s 149(3) of 

the Companies Act, 2013 to reside in India for a minimum period of 182 days in the previous 

calendar year, decided that such a Director would be within the scope of Director Simplicitor 

(which is generally permitted as per ICAI norms), if he is non ς executive director, required in the 

Board Meetings only, and not paid any remuneration except for attending such Board Meetings.  

21. Internal Auditor not to undertake GST Audit simultaneously. 
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ILLUSTRATIONS FROM STUDY MATERIAL  

Q.NO.1 A Chartered Accountant in practice has been suspended from practice for a period of 6 

months and he had surrendered his Certificate of Practice for the said period. During the said 

period of suspension, though the member did not undertake any audit assignments, he 

undertook representation assignments for income tax whereby he would appear before the 

tax authorities in his capacity as a Chartered Accountant.  

ANSWER:  

PROVISION: As per chartered accountant act, once a person becomes a member of the institute, 

such person is bound by provisions of CA Act, 1949 and other regulations. A member of the Institute 

can have no other capacity in which he can take up such practice, separable from his capacity to 

practice as a member of the Institute. If COP is cancelled or terminated, such person cannot 

undertake any other assignment which he is entitled to undertake only as a member of the institute. 

If he appears before the income tax authorities, he is only doing so in his capacity as a chartered 

accountant and a member of the Institute. 

ANALYSIS AND CONCLUSION:  In the given case, the certificate of practice of the member has been 

suspended for six months. Also, it is mentioned that the member has undertaken representation 

assignments for income tax, where he appeared earlier in the capacity of CA.  

Therefore, it is clear violation of above provision and hence the member is treated as guilty of 

professional mis ς conduct. 

 

 

Q.NO.2 Mr. A, a practicing Chartered Accountant agreed to select and recruit personnel, conduct 

training programmes for and on behalf of a client. Is this a professional misconduct?  

ANSWER:  
 
Provision: As per chartered accountants act, 1949, As per Sec.2, Deemed to be in practice, an 
individual Chartered Accountant or firm of chartered accountants are permitted to render entire 
range of Management consultancy and other services. The definition of management consultancy 
and other services ƛƴŎƭǳŘŜǎ άǎŜƭŜŎǘƛƴƎ ŀƴŘ ǊŜŎǊǳƛǘƛƴƎ ǇŜǊǎƻƴƴŜƭ and conducting training 
ǇǊƻƎǊŀƳƳŜǎέ ƻƴ ōŜƘŀƭŦ ƻŦ ŎƭƛŜƴǘǎΦ 
 
Analysis and Conclusion: In the given case, Mr. A, a practicing-chartered accountant agreed to select 
and recruit, conduct training programmes on behalf of a client.  
Since these services fall under the scope of Management consultancy services, which are permitted 

to be rendered by a chartered accountant in practice, Mr. A cannot be treated as guilty. 
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Q.NO.3 Mr. X & Mr. Y, partners of a Chartered Accountant Firm, one in-charge of Head Office and 

another in-charge of Branch at a distance of 80 km. from the municipal limits, puts up a name-

board of the firm in both premises and also in their respective residences.  

ANSWER: 
 
PROVISION: As per the guidelines of the council of institute with regard to manner of usage of name 

boards, a Chartered Accountant in practice is permitted to use firm name board and individual name 

board, at both head office and branch offices. However, the members shall not use firm name board 

at the place of residence. It is clarified that the member can use only individual name board, with his 

qualification as chartered accountant, at his place of residence. 

ANALYSIS AND CONCLUSION: In the given case Mr. X and Mr. Y, partners of a CA firm puts-up firm 

name board at both office and place of residence. Since the members used firm name board at place 

of residence, which is contrary to the above guidelines of the council, they shall be deemed to be 

guilty of professional mis ς conduct. 

Q.NO.4  Mr. K, Chartered Accountant practicing as a sole proprietor has an office in the suburbs of 

Chennai. Due to increase in the income tax assessment work, he opens another office near the 

income tax office, which is within the city and at a distance of 30 km. from his office in the 

suburb. For running the new office, he has employed a retired Income Tax Commissioner who 

is not a Chartered Accountant.  

ANSWER:  

PROVISION: As per chartered accountants act, 1949, If an Individual or a Firm of Chartered 

Accountants has more than one office in India, each one of such offices should be in the separate 

charge of a member of the Institute.  

Further a member can open second office without a separate charge of a member of institute if the 

second office is located within a distance of 50 km from the municipal limits of a city, in which the 

first office is located. 

ANALYSIS AND CONCLUSION: In the given case Mr. K, a chartered accountant in practice who has an 

office in suburbs of Chennai. Further Mr. K opened a branch office which is within 30KM from the 

municipal limits of Chennai. Also, he appointed a retired income tax commissioner to look after the 

new office.  

He shall NOT BE TREATED AS GUILTY as the new branch office is located within 30Km from the 

municipal limits of the city where his first office is located. Further Mr. K shall declare which of the 

above two office is the main office to the institute. 

 

Q.NO.5 Mr. Qureshi, Chartered Accountant, in practice died in a road accident. His widow 

proposes to sell the practice of her husband to Mr. Pardeshi, Chartered Accountant, for Rs. 5 

lakhs. The price also includes right to use the firm name - Qureshi 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:   
 
PROVISION: As per Clause ς 2 of Part-I of First Schedule to Chartered Accountants act, 1949, The 
council of the institute clarified that the legal heir of a deceased chartered accountant can sell the 
goodwill of the deceased sole proprietor for a consideration. Provided the legal heir shall obtain the 
permission of the council within one year from the date of demise of such proprietor of the firm. 
Further the member who purchased such practice as per the rules can continue to use the previous 
name of the firm. 
 
ANALYSIS AND CONCLUSION: In the given case, the widow of Mr. Qureshi, who has sold the practice 
for Rs. 5 Lakhs to Mr. Pardeshi, is nothing but sale of goodwill.  
 
Therefore, the act of Mrs. Qureshi is NOT IN VIOLATION of the guidelines of the council and Mr. 
Pardeshi can continue to practice in that name as a proprietor. 
 

Q.NO.6 Mr. S, a Chartered Accountant published a book and gave his personal details as the 

author. These details also mentioned his professional experience and his present association 

as partner with M/s RST, a firm. 

ANSWER: 

PROVISION: Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 refers 

to professional misconduct of a member in practice if he solicits client or professional work either 

directly or indirectly, by circular, advertisement, personal communication or interview or by any 

other means. While elaborating forms of soliciting work, the Council has specified that a member is 

not permitted to indicate in a book or an article, published by him, his association with any firm of 

chartered accountants. 

ANALYSIS AND CONCLUSION: In this case, Mr. S, a Chartered Accountant published the book and 

mentioned his professional experience and his association as a partner with M/s RST, a firm of 

chartered accountants. Mr. S being a chartered accountant in practice has committed the 

professional misconduct by mentioning that at present he is a partner in M/s. RST, a chartered 

ŀŎŎƻǳƴǘŀƴǘΩǎ ŦƛǊƳΦ 

Q.NO.7 aκǎ ·¸½Σ ŀ ŦƛǊƳ ƻŦ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎ ŎǊŜŀǘŜŘ ŀ ǿŜōǎƛǘŜ άǿǿǿΦȄȅȊƛƴŘƛŀΦŎƻƳέΦ ¢ƘŜ 

website besides containing details of the firm and bio-data of the partners also contains the 

passport size photographs of all the partners of the firm. 

ANSWER: 
 
PROVISION: As per detailed guidelines of the ICAI laid down in Clause (6) of Part I of the First 
Schedule to the Chartered Accountants Act, 1949, a chartered accountant of the firm can create its 
own website using any format subject to guidelines. However, the website should be so designed 
that it does not solicit clients or professional work and should not amount to direct or indirect 
advertisement. The guidelines of the ICAI to allow a firm to put up the details of the firm, bio-data of 
partners and display of a passport size photograph. 
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ANALYSIS AND CONCLUSION: In the case of M/s XYZ, all the guidelines seem to have been complied 
and there appears to be NO VIOLATION of the Chartered Accountants Act, 1949 and its Regulations. 

Q.NO.8 M/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 paid 

Rs. 50,000 as earnest deposit as part of the terms of the tender. 

ANSWER: 

PROVISION: Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 lays 

down guidelines for responding to tenders, etc. As per the guidelines if a matter relates to any 

services other than audit, members can respond to any tender. Further, in respect of a non-exclusive 

area, members are permitted to pay reasonable amount towards earnest money/security deposits. 

ANALYSIS AND CONCLUSION: In the instance case, since computerization of land revenue records 

does not fall within exclusive areas for chartered accountants, M/s LMN can respond to tender as 

well as deposit Rs. 50,000 as earnest deposit and shall NOT HAVE COMMITTED any professional 

misconduct. 

Q.NO.9 Mr. 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 not 

have a significant practice or clients, he also wrote a letter to M/s ABC, a firm of Chartered 

Accountants for securing professional work. Mr. Clever, another CA, informed ICAI regarding 

Mr. Honest's approach to secure the professional work. Is Mr. Honest wrong in soliciting 

professional work? 

ANSWER: 

PROVISION: Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 states 

that a Chartered Accountant in practice shall be deemed to be guilty of misconduct if he solicits 

clients or professional work either directly or indirectly by a circular, advertisement, personal 

communication or interview or by any other means. However, a Chartered Accountant is not 

prevented applying or requesting for or inviting or securing professional work from another 

chartered accountant in practice. Such a restraint has been put so that the members maintain their 

independence of judgment and may be able to command respect from their prospective clients. 

ANALYSIS AND CONCLUSION: In the given case, Mr. Honest wrote letters only to other Chartered 

Accountants, M/s XY and M/s ABC requesting them to allot some professional work to him, which is 

not prohibited under Clause (6) as explained above. Thus, Mr. Honest has NOT COMMITTED ANY 

PROFESSIONAL MISCONDUCT by soliciting professional work. 

Q.NO.10 A practising Chartered Accountant uses a visiting card in which he designates himself, 

besides as Chartered Accountant, as a Tax Consultant. 

ANSWER: 

PROVISION: Section 7 of the Chartered Accountants Act, 1949 read with Clause (7) of Part I of the 

First Schedule to the said Act prohibits advertising of professional attainments or services of a 
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member. It also restrains a member from using any designation or expression other than that of a 

chartered accountant in 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 expression other 

than chartered accountant for a chartered accountant in practice, on professional documents, 

visiting cards, etc. amounts to a misconduct unless it be a degree of a university or a title indicating 

membership of any other professional body recognised by the Central Government or the Council. 

ANALYSIS AND CONCLUSION: Thus, it is IMPROPER to use designation "Tax Consultant" since 

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.11 B, a Chartered Accountant in practice is a partner in 3 firms. While printing his personal 

letter heads, B gave the names of all the firms in which he is a partner. 

ANSWER: 

PROVISION: Clause (7) of Part I of the First Schedule to the Chartered Accountants Act, 1949 

prohibits advertising of professional attainments or services of a member. It also restrains a member 

from using any designation or expression other than that of a Chartered Accountant in documents 

through which the professional attainments of the member would come to the notice of the public. 

Even a member is not permitted to specify the date of setting up of practice or establishment of firm 

on letterheads. However, there is no prohibition for printing names of all the three firms on the 

personal letterheads in which a member holding Certificate of Practice is a partner. 

ANALYSIS AND CONCLUSION: Thus, B is NOT GUILTY of any misconduct under the Chartered 

Accountants Act, 1949. 

Q.NO.12 The offer document of a listed company in which Mr. D, a practising Chartered 

Accountant is a director mentions the name of Mr. D as a director along with his various 

professional attainments and spheres of specialisation. 

ANSWER: 

PROVISION: The Council of the ICAI has in a communication to members stated that if a public 

company, in which a chartered accountant in practice is a director, issues a prospectus or gives any 

announcement that gives descriptions ŀōƻǳǘ ǘƘŜ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘΩǎ ŜȄǇŜǊǘƛǎŜΣ specialisation 

and knowledge in any particular field, it shall constitute a misconduct under Clauses (6) and (7) of 

Part I of the First Schedule to the Chartered Accountants Act, 1949. The Council has further stated 

that in such cases the member concerned has to take necessary steps to ensure that such 

prospectus or public announcements or public communications do not advertise his professional 

attainments and also that such prospectus or public announcements or public communications do 

not directly or indirectly amount to solicitation of clients for professional work by the members. 

ANALYSIS AND CONCLUSION: Thus, in the instant case, Mr. D would be held to be GUILTY of 

professional mis-conduct and liable for disciplinary action. 
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Q.NO.13 Mr. X, a Chartered Accountant accepted his appointment as tax auditor of a firm under 

Section 44AB, of the Income-tax 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 the due date. After 

commencing the audit, Mr. X realised his mistake of accepting this tax audit without sending 

any communication to the previous tax auditor. In order to rectify his mistake, before signing 

the tax audit report, he sent a registered post to the previous auditor and obtained the postal 

acknowledgement. Will Mr. X be held guilty under the Chartered Accountants Act? 

ANSWER: 

PROVISION: As per Clause (8) of Part I of First Schedule to the Chartered Accountants Act, 1949, Mr. 

X will be held guilty since he has accepted the tax audit, without first communicating with the 

previous auditor in 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 accept 

the appointment, for example, whether the previous auditor has been changed on account of having 

qualified the report or he had expressed a wish not to continue on account of something inherently 

wrong with the administration of the business. Under all circumstances, it would be essential for the 

incoming auditor to carefully consider the facts before deciding whether or not he should accept the 

audit. As a matter of professional courtesy and professional obligation it is necessary for the new 

auditor appointed to communicate with such earlier auditor.  

CONCLUSION: Therefore, Mr. X will be held GUILTY of professional misconduct. 

Q.NO.14 W, 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: 

PROVISION: Clause (8) of Part I of the First Schedule to the Chartered Accountants Act, 1949 

requires communication by the incoming auditor with the previous auditor before accepting a 

position by him. The Council of the Institute has taken the view that a mere posting of a letter 

άǳƴŘŜǊ ŎŜǊǘƛŦƛŎŀǘŜ ƻŦ ǇƻǎǘƛƴƎέ ƛǎ ƴƻǘ ǎǳŦŦƛŎƛŜƴǘ to establish communication with the retiring auditor 

unless there is some evidence to show that the letter has in fact reached the person communicated 

with. Lƴ ǘƘŜ ƻǇƛƴƛƻƴ ƻŦ ǘƘŜ /ƻǳƴŎƛƭΣ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ōȅ ŀ ƭŜǘǘŜǊ ǎŜƴǘ άwŜƎƛǎǘŜǊŜŘ !ŎƪƴƻǿƭŜŘƎŜƳŜƴǘ 

5ǳŜέ ƻǊ ōȅ ƘŀƴŘ ŀƎŀƛƴǎǘ ŀ ǿǊƛǘǘŜƴ ŀŎƪƴƻǿƭŜŘƎŜƳŜƴǘ ǿƻǳƭŘ ƛƴ ǘƘŜ ƴƻǊƳŀƭ ŎƻǳǊǎŜ ǇǊƻǾƛŘŜ ǇƻǎƛǘƛǾŜ 

evidence. 

ANALYSIS AND CONCLUSION: {ƛƴŎŜ ǘƘŜ ƭŜǘǘŜǊǎ ǿŜǊŜ ǎŜƴǘ ōȅ ά²έ ǘƻ ǘƘŜ ǇǊŜǾƛƻǳǎ ŀǳŘƛǘƻǊ ƛƴŦƻǊƳƛƴƎ 

him of his appointment as an auditor before the commencement of audit by him under Certificate of 

Posting is not sufficient to prove communication with the retiring auditor. Hence, ά²έ was guilty of 

professional misconduct under Clause (8) of Part I of First Schedule to the Chartered Accountants 

Act, 1949 
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Q.NO.15 CA Raja was appointed as the Auditor of Castle Ltd. for the year 2019-20. Since he 

declined to accept the appointment, the Board of Directors appointed CA Rani as the auditor in 

the place of CA Raja, which was also accepted by CA Rani. 

ANSWER: 

PROVISION:  Board can appoint the auditor in the case of casual vacancy under section 139(8) of the 

Companies Act, 2013. The non-acceptance of appointment by CA. Raja does not constitute a casual 

vacancy to be filled by the Board.  

In this case, it will be deemed that no auditor was appointed in the AGM. Further, as per Section 

139(10) of the Companies Act, 2013 when at any annual general meeting, no auditor is appointed or 

re-appointed, the existing auditor shall continue to be the auditor of the company.  

ANALYSIS AND CONCLUSION: The appointment of the auditor by the Board is defective in law. 

Further Clause (9) of Part I of First Schedule to the Chartered Accountants Act, 1949 states that a 

chartered accountant is deemed to be guilty of professional misconduct if he accepts an 

appointment as auditor of a company without first ascertaining from it whether the requirements of 

Section 139, 140 and 142 read with Section 141 of the Companies Act, 2013), in respect of such 

appointment have been fully complied with. 

Hence, CA. Rani is guilty of professional misconduct since she accepted the appointment without 

verification of statutory requirements. 

Q.NO.16 Mrs. X is a Director of ABC Pvt. Ltd. During the year 2020-21, the company appointed CA 

Mr. Y, Mrs. X's spouse, as its statutory auditor. Mr. Y used to deliver audit report without any 

comments or disclosures, thereupon. 

ANSWER: 

PROVISION: As per Section 141(3)(f) of the Companies Act, 2013, a person shall not be eligible for 

appointment as an auditor of a company whose relative is a director or is in the employment of the 

company as a director or key managerial personnelΦ ¢ƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ΨwŜƭŀǘƛǾŜΩ ƛƴŎƭǳŘŜǎ ƘǳǎōŀƴŘ ŀƴŘ 

wife.  

Clause (9) of Part I of the First Schedule to the Chartered Accountants Act, 1949, provides that a 

member in practice shall be deemed to be guilty of professional misconduct if he accepts an 

appointment as auditor of a company without first ascertaining from it whether the requirements of 

Section 139, 140 and 142 read with Section 141 of the Companies Act, 2013), in respect of such 

appointment have been duly complied with.  

ANALYSIS AND CONCLUSION: In this case Mrs. X is a Director of ABC Pvt. Ltd. and the company has 

appointed Mr. Y, Chartered Accountant, Mrs. X's spouse, as its statutory auditor. Mr. Y should not 

accept the appointment as statutory auditor of the company, where his wife Mrs. X is a director. This 

is contravention of section 141 of the Companies Act, 2013. 
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Therefore, Mr. Y is liable for misconduct under the said clause since he accepted the appointment 

without first verifying the compliance of statutory requirements. 

Q.NO.17 A chartered accountant holding certificate of practice and having four articled clerks 

registered under him accepts appointment as a full-time lecturer in a college. Also, he becomes 

a partner with his brother in a business. Examine his conduct in the light of Chartered 

Accountants Act, 1949 and the regulations thereunder. 

ANSWER: 

PROVISION AND EXPLANATION: Clause (11) of Part I of the First Schedule to the Chartered 

Accountants Act, 1949 debars a chartered accountant in practice from engaging in any business or 

occupation other than the profession of chartered accountancy unless permitted by the Council of 

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 considered 

fit and proper. Accordingly, the Council had formulated Regulations 190A and 191 to the Chartered 

Accountants Regulations, 1988 to provide a basis for considering applications of chartered 

accountants seeking permission to engage in other business or occupation.  

A member can accept full- time lecturer-ship in a college only after obtaining the specific and prior 

approval of the Council as also becoming a partner in a business with his brother would require 

specific permission.  

CONCLUSION: Thus, the chartered accountant is liable for professional misconduct since he failed to 

obtain specific and prior approval of the Council in each case. 

Q.NO.18 Mr. 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: 

PROVISION: As per Clause (11) of Part I of First Schedule to the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice will be deemed to be guilty of professional misconduct if he 

engages in any business or occupation other than the profession of Chartered Accountant unless 

permitted by the Council so to engage.  

ANALYSIS AND CONCLUSION: In the instant case, Mr. A took over as the executive chairman on 

01.04.2019 and applied for permission on 10.04.2019. On the basis of these facts, he was engaged in 

other occupation between the period 01.04.2019 and 10.04.2019, without the permission of the 

Council. 

Therefore, Mr. A is guilty of professional misconduct in terms of Clause (11) of Part I of First 

Schedule to the Chartered Accountants Act, 1949. 

Q.NO.19 C.A. Prabhu is a leading income tax practitioner and consultant for derivative products. 

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 commodity 

transactions. Is C.A. Prabhu liable for professional misconduct? 

ANSWER: 

PROVISION: As per Clause (11) of Part I of First Schedule of Chartered Accountants Act, 1949, a 

Chartered Accountant in practice is deemed to be guilty of professional misconduct if he engages in 

any business or occupation other than the profession of Chartered Accountant unless permitted by 

the Council so to engage. However, the Council has granted general permission to the members to 

engage in certain specific occupation. In respect of all other occupations specific permission of the 

Institute is necessary.  

ANALYSIS AND CONCLUSION: In this case, CA. Prabhu is engaged in the occupation of trading in 

commodity derivatives which is not covered under the general permission. 

Hence, specific permission of the Institute has to be obtained otherwise he will be deemed to be 

guilty of professional misconduct under Clause (11) of Part I of First Schedule of Chartered 

Accountants Act, 1949. 

Q.NO.20 S, a practicing chartered accountant gives power of attorney to an employee chartered 

accountant to sign reports and financial statements on his behalf. 

ANSWER: 

PROVISION: Under Clause (12) of Part I of First Schedule to the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice is deemed to be guilty of professional misconduct if he allows a 

person not being a member of the Institute in practice or a member not being his partner to SIGN 

ON HIS BEHALF or on behalf of his firm, any balance sheet, profit and loss account, report or 

financial statements. This clause read in conjunction with Section 26 of the Chartered Accountants 

Act, 1949 stipulates that no person other than the member of the institute shall sign any document 

on behalf of a Chartered Accountant in practice or a firm of Chartered Accountants in his or its 

professional capacity. 

Further, Clause (1) of Part II of the Second Schedule to the Chartered Accountants Act, 1949 states 

that a member of the Institute, whether in practice or not, shall be deemed to be guilty of 

professional misconduct, if he contravenes any of the provisions of this Act or the regulations made 

there under or any guidelines issued by the Council. 

CONCLUSION: Accordingly, S is guilty of professional misconduct under Clause (12) of Part I of First 

Schedule and also under Clause (1) of Part II of Second Schedule for contravening Section 26. 

Q.NO.21 CA. Smart, a practicing Chartered Accountant was on Europe tour between 15-9-20 and 

25-9-20. On 18-9-20 a message was received from one of his clients requesting for a stock 

certificate to be produced to the bank on or before 20-9-20. Due to urgency, CA. Smart 

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: 

PROVISION: As per Clause (12) of Part I of the First Schedule to the Chartered Accountants Act, 

1949, a Chartered Accountant in practice is ŘŜŜƳŜŘ ǘƻ ōŜ Ǝǳƛƭǘȅ ƻŦ ǇǊƻŦŜǎǎƛƻƴŀƭ ƳƛǎŎƻƴŘǳŎǘ άif he 

allows a person not being a member of the Institute in practice or a member not being his partner to 

sign on his behalf or on behalf of his firm, any balance sheet, profit and loss account, report or 

ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎέΦ  

ANALYSIS AND CONCLUSION: In this case, CA. Smart allowed his assistant who is not a partner but a 

member of the Institute of Chartered Accountants of India to sign stock certificate on his behalf and 

thereby commits misconduct.  

Thus, CA. Smart is guilty of professional misconduct under Clause (12) of Part I of First Schedule to 

the Chartered Accountants Act, 1949. 

Q.NO.22 Mr. 'C', a Chartered Accountant holds a certificate of practice while in employment also, 

recommends a particular lawyer to his employer in respect of a case. The lawyer, out of the 

professional fee received from employer paid a particular sum as referral fee to Mr. 'C'. 

ANSWER: 

PROVISION: Referral Fee from Lawyer: According to Clause (2) of Part II of First Schedule of the 

Chartered Accountant Act, 1949, a member of the Institute (other than a member in practice) shall 

be guilty of professional misconduct, if he being an employee of any company, firm or person 

accepts or agrees to accept any part of 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 company, firm or 

person by way of commission or gratification.   

ANALYSIS AND CONCLUSION: In the present case, Mr. C who beside holding a certificate of practice, 

is also an employee and by referring a lawyer to the company in respect of a case, he receives a 

particular sum as referral fee from the lawyer out of his professional fee.  

Therefore, Mr. C is guilty of professional misconduct by virtue of Clause (2) of Part II of First 

schedule.  

Moreover, he is holding COP and simultaneously in Employment which is also a professional Mis 

conduct as per Clause 11 of Part 1 of Schedule 1. 

Q.NO.23 Mr. 'G', while applying for a certificate of practice, did not fill in the columns which solicit 

information about his engagement in other occupation or business, while he was indeed 

engaged in a business. 

ANSWER: 

PROVISION: As per Clause (2) of Part III of First Schedule to the Chartered Accountants Act, 1949 a 

member shall be held guilty if a Chartered Accountant, in practice or not, does not supply the 

information called for, or does not comply with the requirements asked for, by the Institute, Council 
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or any of its Committees, Director (Discipline), Board of Discipline, Disciplinary Committee, Quality 

Review Board or the Appellate Authority. 

ANALYSIS AND CONCLUSION: Lƴ ǘƘŜ ƎƛǾŜƴ ŎŀǎŜΣ aǊΦ άDέΣ ŀ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘ ǿƘƛƭŜ ŀǇǇƭȅƛƴƎ ŦƻǊ 

a certificate of practice, did not fill in the columns which solicit information about his engagement in 

other occupation or business, while he was indeed engaged in a business. Details of engagement in 

business need to be disclosed while applying for the certificate of practice as it was the information 

called for in the application, by the Institute. 

Thus, Mr. G will be held guilty for professional misconduct under the Clause (2) of Part III of First 

Schedule of the Chartered Accountants Act, 1949.  

Q.NO.24 Mr. 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: 

PROVISION: As per Clause (2) of Part III of the First Schedule to the Chartered Accountants Act, 

1949, a member, whether in practice or not, will be deemed to be guilty of professional misconduct 

if he does not supply the information called for, or does not comply with the requirements asked for, 

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 CONCLUSION: Thus, in the given case, Mr. X has failed to reply to the letters of the 

Institute asking him to confirm the date of leaving the service as a paid assistant. Therefore, he is 

held guilty of professional misconduct as per Clause (2) of Part III of the First Schedule to the 

Chartered Accountants Act, 1949. 

Q.NO.25 YKS & Co., a proprietary firm of Chartered Accountants was appointed as a concurrent 

auditor of a bank. YKS, the proprietor, used his influence to get a loan and thereafter failed to 

repay the loan. 

ANSWER: 

PROVISION: As per Clause (2) of Part IV of First Schedule to the Chartered Accountants Act, 1949, a 

member of the Institute, whether in practice or not, shall be deemed to be guilty of OTHER 

MISCONDUCT, if he, in the opinion of the Council, brings disrepute to the profession or the Institute 

as a result of his action whether or not related to his professional work. Here the Chartered 

Accountant is expected to maintain the highest standards of integrity even in his personal affairs and 

any deviation from these standards calls for disciplinary action. 

ANALYSIS AND CONCLUSION: In the present case, YKS & Co, being a concurrent auditor used his 

position to obtain the funds and failed to repay the same to the bank. This brings disrepute to the 

profession of a Chartered Accountant. This act of YKS & Co is not pardonable. 
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Therefore, YKS & Co will be HELD GUILTY OF OTHER MISCONDUCT under Clause (2) of Part IV of First 

Schedule to the Chartered Accountants Act, 1949. 

Q.NO.26 Mr. Parekh, a Chartered Accountant was invited by the Chamber of Commerce to present 

a paper in a symposium on the issues facing Indian Leather Industry. During the course of his 

ǇǊŜǎŜƴǘŀǘƛƻƴΣ ƘŜ ǎƘŀǊŜŘ ǎƻƳŜ ƻŦ ǘƘŜ Ǿƛǘŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ƻŦ Ƙƛǎ ŎƭƛŜƴǘΩǎ ōǳǎƛƴŜǎǎ ǳƴŘŜǊ ǘƘŜ 

impression that it will help the Nation to compete with other countries at international level. 

ANSWER: 

PROVISION: Clause (1) of Part I of the Second Schedule to the Chartered Accountants Act, 1949 

deals with the professional misconduct relating to the disclosure of information by a chartered 

accountant in practice relating to the business of his clients to any person other than his client 

without the consent of his client or otherwise than as required by any law for the time being in force 

would amount to breach of conduct. The Code of Ethics further clarifies that such a duty continues 

even after completion of the assignment. The Chartered Accountant may however, disclose the 

information in case it is required as a part of performance of his professional duties.  

ANALYSIS AND CONCLUSION: In the given case, Mr. Parekh has disclosed vital information of his 

ŎƭƛŜƴǘΩǎ ōǳǎƛƴŜǎǎ ǿƛǘƘƻǳǘ ǘƘŜ ŎƻƴǎŜƴǘ ƻŦ ǘƘŜ ŎƭƛŜƴǘ under the impression that it will help the nation to 

compete with other countries at International level. Thus, it is a professional misconduct covered by 

Clause (1) of Part I of Second Schedule to the Chartered Accountants Act, 1949. 

Q.NO.27 Mr. A, a Chartered Accountant was the auditor of 'A Limited'. During the financial year 

2019-20, the investment appeared in the Balance Sheet of the company of Rs. 10 lakhs and 

was the same amount as in the last year. Later on, it was found that the company's 

investments were only Rs. 25,000, but the value of investments was inflated for the purpose of 

obtaining higher amount of Bank loan. 

ANSWER: 

PROVISION: As per Part I of Second Schedule to the Chartered Accountants Act, 1949, a Chartered 

Accountant in practice shall be deemed to be guilty of professional misconduct, if he, certifies or 

submits in his name or in the name of his firm, a report of an examination of financial statements 

unless the examination of such statements and the related records has been made by him or by a 

partner or an employee in his firm or by another chartered accountant in practice, Further under 

Clause (2); If he does not exercise due diligence, or is grossly negligent in the conduct of his 

professional duties, under Clause (7); or fails to obtain sufficient information which is necessary for 

expression of an opinion or its exceptions are sufficiently material to negate the expression of an 

opinion, under Clause (8). The primary duty of physical verification and valuation of investments is of 

ǘƘŜ ƳŀƴŀƎŜƳŜƴǘΦ IƻǿŜǾŜǊΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ Řǳǘȅ ƛǎ ŀƭǎƻ ǘƻ verify the physical existence and valuation 

of investments placed, at least on the last day of the accounting year. The auditor should verify the 

documentary evidence for the cost/value and physical existence of the investments at the end of the 

year. He ǎƘƻǳƭŘ ƴƻǘ ōƭƛƴŘƭȅ ǊŜƭȅ ǳǇƻƴ ǘƘŜ aŀƴŀƎŜƳŜƴǘΩǎ ǊŜǇǊŜǎŜƴǘŀǘƛƻƴ.  
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ANALYSIS AND CONCLUSION: In the instant case, such non-verification happened for two years. It 

also appears that auditors failed to confirm the value of investments from any proper source. In case 

auditor has ǎƛƳǇƭȅ ǊŜƭƛŜŘ ƻƴ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘΩǎ ǊŜǇǊŜǎŜƴǘŀǘƛƻƴ, the auditor has failed to perform his 

duty. [SA 580 ς Management Representation alone cannot be considered as sufficient and 

appropriate evidence] 

Accordingly, Mr. A, will be held liable for professional misconduct under Clauses (2), (7) and (8) of 

Part I of the Second Schedule to the Chartered Accountants Act, 1949. 

Q.NO.28 Mr. Joe, a Chartered Accountant during the course of audit of M/s XYZ Ltd. came to know 

that the company has taken a loan of Rs. 10 lakhs from Employees Provident Fund. The said 

loan was not reflected in the books of account. However, the auditor ignored this information 

in his report. 

ANSWER: 

Failure to Disclose Material Facts: As per Clause (5) of Part I of Second Schedule to the Chartered 

Accountants Act, 1949, a chartered Accountant in practice will be held liable for misconduct if he 

fails to disclose a material fact known to him, which is not disclosed in the financial statements but 

disclosure of which is necessary to make the financial statements not misleading.  

In this case, Mr. Joe has come across information that a loan of Rs. 10 lakhs has been taken by the 

company from Employees Provident Fund. This is contravention of Rules and the said loan has not 

been reflected in the books of accounts. Further, this material fact has also to be disclosed in the 

financial statements. The very fact that Mr. Joe has failed to disclose this fact in his report, he is 

attracted by the provisions of professional misconduct under Clause (5) of Part I of Second Schedule 

to the Chartered Accountants Act, 1949.  

Q.NO.29 A practicing Chartered Accountant was appointed to represent a company before the tax 

authorities. He submitted on behalf of his clients certain information and explanations to the 

authorities, which were found to be false and misleading. 

ANSWER: 

PROVISION: As per Clause (5) of Part I of Second Schedule to the Chartered Accountant Act, 1949, if 

a member in practice fails to disclose a material fact known to him which is not disclosed in a 

financial statement, but disclosure of which is necessary to make the financial statement not 

misleading, where he is concerned with that financial statement in a professional capacity, he will be 

held guilty under Clause (5).  

As per Clause (6) of Part I of Second Schedule if he fails to report a material misstatement known to 

him to appear in a financial statement with which he is concerned in a professional capacity, he will 

be held guilty under Clause (6).  

ANALYSIS AND CONCLUSION: In given case, the Chartered Accountant had submitted the 

statements before the taxation authorities. These statements are based on the data provided by the 

management of the company. Although the statements prepared were based on incorrect facts and 
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misleading, the Chartered Accountant had only submitted them acting on the instructions of his 

client as his authorized representative.  Hence the Chartered Accountant would not be held liable for 

professional misconduct. 

Q.NO.30 /! /ƘƛǊŀƴƧƛǾ ǿƘƻ ŎƻƴŘǳŎǘŜŘ !./ ŀǳŘƛǘ ƻŦ ŀ IŀǊȅŀƴŀ Řŀƛƭȅ ΨbŜǿ 9ǊŀΩ ŎŜǊǘƛŦƛŜŘ ǘƘŜ 

circulation figures based on Management Information System Report (M.I.S Report) without 

examining the books of Account. 

ANSWER: 

PROVISION: According to Clause (7) of Part I of Second Schedule of Chartered Accountants Act, 

1949, a Chartered Accountant in practice is deemed to be guilty of professional misconduct if he 

άdoes not exercise due diligence or is grossly negligent ƛƴ ǘƘŜ ŎƻƴŘǳŎǘ ƻŦ Ƙƛǎ ǇǊƻŦŜǎǎƛƻƴŀƭ ŘǳǘƛŜǎέΦ  

ANALYSIS AND CONCLUSION: In the instant case, CA Chiranjiv did not exercise due diligence and is 

grossly negligent in the conduct of his professional duties since he certified the circulation figures 

without examining the books of accounts. To ascertain the number of paid copies verification of 

remittances from the agents, credit allowed to the agents for unsold copies returned, examination of 

books of account is ESSENTIAL. Further certification of circulation figures based on statistical 

information without cross verification with financial records amounts to gross negligence and failure 

to exercise due diligence.  

Hence, CA Chiranjiv is guilty of professional misconduct as per Clause (7) of Part I of Second Schedule 

of Chartered Accountants Act, 1949. 

Q.NO.31 Mr. D, a practicing Chartered Accountant, did not complete his work relating to the audit 

of the accounts of a company and had not submitted his audit report in due time to enable the 

company to comply with the statutory requirements. 

ANSWER: 

NOT EXERCISING DUE DILIGENCE: According to Clause (7) of Part I of Second Schedule of Chartered 

Accountants Act, 1949, a Chartered Accountant in practice is deemed to be guilty of professional 

misconduct if he does not exercise due diligence or is grossly negligent in the conduct of his 

professional duties. It is a vital clause which unusually gets attracted whenever it is necessary to 

judge whether the accountant has honestly and reasonably discharged his duties.  

Where a Chartered Accountant had not completed his work relating to the audit of the accounts a 

company and had not submitted his audit report in due time to enable the company to comply with 

the statutory requirement in this regard. He was guilty of professional misconduct under Clause (7).  

CONCLUSION: Since Mr. D has not completed his audit work in time and consequently could not 

submit audit report in due time and consequently, company could not comply with the statutory 

requirements, therefore, the auditor is guilty of professional misconduct under Clause (7) of Part I of 

the Second Schedule to the Chartered Accountants Act, 1949. 

Q.NO.32 Z, 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 being 
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maintained i.e. by not looking into the financial records, bank statements or bank pass books, 

ōȅ ƴƻǘ ŜȄŀƳƛƴƛƴƎ ŜǾƛŘŜƴŎŜ ƻŦ ŀŎǘǳŀƭ ǇŀȅƳŜƴǘ ƻŦ ǇǊƛƴǘŜǊΩǎ ōƛƭƭǎ ŀƴŘ ōȅ ƴƻǘ ŎŀǊƛƴƎ ǘƻ ŀǎŎŜǊǘŀƛƴ 

how many copies were sold and paid for.  

ANSWER: 

PROVISION: Clause (8) of Part I of Second Schedule to the Chartered Accountants Act, 1949 states 

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 to negate the expression of an 

opinion, the chartered accountant shall be deemed to be guilty of a professional misconduct.  

CONCLUSION: In the instant case Mr. Z, 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 being maintained i.e., by not looking into the financial records, bank statements or 

ōŀƴƪ Ǉŀǎǎ ōƻƻƪǎΣ ōȅ ƴƻǘ ŜȄŀƳƛƴƛƴƎ ŜǾƛŘŜƴŎŜ ƻŦ ŀŎǘǳŀƭ ǇŀȅƳŜƴǘ ƻŦ ǇǊƛƴǘŜǊΩǎ ōƛƭƭǎ ŀƴŘ by not caring to 

ascertain how many copies were sold and paid for. The chartered accountant should not express his 

opinion before obtaining the required data and information. As an auditor, Mr. Z ought to have 

verified the basic records to ensure the correctness of circulation figures.   

Thus, in the present case Mr. Z will be held guilty of professional misconduct as per Clause (8) of Part 

I of Second Schedule to the Chartered Accountants Act, 1949. 

Q.NO.33 A charitable institution entrusted Rs. 10 lakhs with its auditors M/s Ram and Co., a 

Chartered Accountant firm, to invest in a specified securities. The auditors pending investment 

of the money, deposited it in their Savings bank account and no investment was made in the 

next three months. 

ANSWER: 

PROVISION: If a Chartered Accountant in practice fails to keep moneys of his clients in a separate 

bank account or fails to use such moneys for purposes for which they are intended then his action 

would amount to professional misconduct under Clause (10) of Part I of Second Schedule to the 

Chartered Accountants Act, 1949. It is his duty to deposit them in a separate banking account, and to 

utilise such funds only in accordance with the instructions of the client or for the purposes intended 

by the client. 

CONCLUSION: In the given case by deǇƻǎƛǘƛƴƎ ǘƘŜ ŎƭƛŜƴǘΩǎ ƳƻƴŜȅ by M/s Ram and Co., a firm of 

Chartered Accountants, in their own savings bank account, the auditors have committed a 

professional misconduct. Hence in the given case, M/s Ram & Co. will be held guilty of professional 

misconduct. 

Q.NO.34 L, a chartered accountant did not maintain books of account for his professional earnings 

on the ground that his income is less than the limits prescribed u/s 44AA of the Income Tax 

Act, 1961.  

ANSWER: 
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Maintenance of Books of Account: As per the Council General Guidelines 2008, under Chapter 5 on 

maintenance of books of accounts, it is specified that if a chartered accountant in practice or the 

firm of Chartered Accountants of which he is a partner fails to maintain and keep in respect of his/its 

professional practice, proper books of account including the Cash Book and Ledger, he is deemed to 

be guilty of professional misconduct. Accordingly, it does not matter whether section 44AA of the 

Income Tax Act, 1961 applies or not.  

CONCLUSION: Hence, Mr. L is guilty of professional misconduct. 

Q.NO.35 A member of the institute shall not accept in a year more than the specified number of 

tax audits under section 44AB of the Income Tax Act. Mr. Gaurav is a partner in M/s. XYZ & 

Co., a firm of Chartered Accountants with 6 partners. During the assessment year 2020-21, Mr. 

Gaurav alone had signed 290 tax audit reports consisting of both corporate and non-corporate 

assesses.  

ANSWER: 

Ceiling limit for signing the Tax Audit Reports: As per Council General Guidelines 2008, a member of 

the Institute in practice shall not acceptΣ ƛƴ ŀ ŦƛƴŀƴŎƛŀƭ ȅŜŀǊΣ ƳƻǊŜ ǘƘŀƴ ǘƘŜ άǎǇŜŎƛŦƛŜŘ ƴǳƳōŜǊ ƻŦ ǘŀȄ 

ŀǳŘƛǘ ŀǎǎƛƎƴƳŜƴǘǎέ ǳƴŘŜǊ {ŜŎǘƛƻƴ пп!. ƻŦ ǘƘŜ LƴŎƻƳŜ-tax Act, 1961. It is also provided further that 

where any partner of a firm of Chartered Accountants in practice accepts one or more tax audit 

assignments in his individual capacity, the total number of such assignments which may be accepted 

by him shall ƴƻǘ ŜȄŎŜŜŘ ǘƘŜ άǎǇŜŎƛŦƛŜŘ ƴǳƳōŜǊ ƻŦ ǘŀȄ ŀǳŘƛǘ ŀǎǎƛƎƴƳŜƴǘǎέ ƛƴ ǘƘŜ ŀƎƎǊŜƎŀǘŜΦ Lƴ ǘƘŜ 

ŎŀǎŜ ƻŦ ŦƛǊƳ ƻŦ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎ ƛƴ ǇǊŀŎǘƛŎŜ άǘƘŜ ǎǇŜŎƛŦƛŜŘ ƴǳƳōŜǊ ƻŦ ǘŀȄ ŀǳŘƛǘ ŀǎǎƛƎƴƳŜƴǘǎέ 

means, 60 tax audit assignments per partner in the firm, IN A FINANCIAL YEAR, whether in respect of 

corporate or non-corporate assesses. Further, as per clarification issued by the Institute on Tax Audit 

Assignments, tax audit reports may be signed by the partners in any manner whosoever in 

accordance with specified audit limits.  

ANALYSIS AND CONCLUSION: In the instant case, there are 6 partners in M/s XYZ & Co., a Chartered 

Accountants firm, accordingly specified ceiling limit for the firm will be (60 tax audit assignments per 

partner X 6 partners) = 360. Therefore, all the 6 partners of the firm can collectively sign 360 tax 

audit reports. This maximum limit of 360 tax audit assignments may be distributed between the 

partners in any manner whatsoever. For instance, 1 partner can individually sign 360 tax audit 

reports in case remaining 5 partners are not signing any tax audit report. Assuming Mr. Gaurav has 

signed 290 tax audit reports consisting of both corporate and non-corporate assesse on behalf of 

firm and remaining partners are signing audit reports within the specified number of tax audit 

assignments u/s 44AB i.e., up to 70.  

Hence, MR. GAURAV SHALL NOT BE DEEMED TO GUILTY of professional misconduct provided total 

number of tax audit reports on behalf of firm do not exceeds 360. 

Q.NO.36 Mr. C accepted the statutory audit of M/s PSU Ltd., whose net worth is negative for the 

year 2019-20. The audit was to be conducted for the year 2020-21. The audited accounts for 
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the year 2020-21 showed liability for payment of tax audit fees of Rs. 15,000 in favour of Mr. E, 

the previous auditor. 

ANSWER: 

Accepting Appointment as an Auditor: As per Chapter 7 of Council General Guidelines 2008, a 

member of the Institute of Chartered Accountants of India in practice shall be deemed to be guilty of 

professional misconduct if he accepts appointment as auditor of an entity in case the undisputed 

audit fee of another chartered accountant for carrying out the statutory audit under Companies Act 

or various other statutes has not been paid. As per the proviso, such prohibition shall not apply in 

case of a sick unit ǿƘŜǊŜ ŀ ǎƛŎƪ ǳƴƛǘ ƛǎ ŘŜŦƛƴŜŘ ǘƻ ƳŜŀƴ άǿƘŜǊŜ ǘƘŜ ƴŜǘ ǿƻǊǘƘ ƛǎ ƴŜƎŀǘƛǾŜέΦ  

Conclusion: In the instant case, though the undisputed fees are unpaid, Mr. C would still not be 

guilty of professional misconduct since the M/s PSU Ltd. is a sick unit having negative net worth for 

the year 2019-20. 

Q.NO.37 A is the auditor of Z Ltd., which has a turnover of Rs. 200 crore. The audit fee for the year 

is fixed at Rs. 50 lakhs. During the year, the company offers A an assignment of management 

consultancy within the meaning of Section 2(2)(iv) of the CA Act, 1949 for a remuneration of 

Rs. 1 crore. A seeks your advice on accepting the assignment.  

ANSWER: 

!ǇǇƻƛƴǘƳŜƴǘ ŀǎ ŀ {ǘŀǘǳǘƻǊȅ !ǳŘƛǘƻǊ ƻŦ ŀ t{¦ǎΩκDƻǾǘ /ƻƳǇŀƴȅόƛŜǎύκ[ƛǎǘŜŘ /ƻƳǇŀƴȅόƛŜǎύ ŀƴŘ hǘƘŜǊ 

Public Company(ies): As per the Council General Guidelines 2008, under Chapter IX on appointment 

as statutory auditor a member of the Institute in practice shall not accepts the appointment as a 

statutory auditor ƻŦ ŀ t{¦ǎΩκDƻǾǘ ŎƻƳǇŀƴȅόƛŜǎύκ[ƛǎǘŜŘ ŎƻƳǇŀƴȅόƛŜǎύ ŀƴŘ ƻǘƘŜǊ ǇǳōƭƛŎ ŎƻƳǇŀƴȅόƛŜǎύ 

having a turnover of Rs. 50 crores or more in a year and where he accepts any other work(s) or 

assignment(s) or service(s) in regard to same undertaking(s) on a remuneration which in total 

exceeds the fee payable for carrying out the statutory audit of the same undertaking.  

For this purpose, the other work/services include Management Consultancy and all other 

professional services permitted by Council excluding audit under any other statute, Certification 

work required to be done by the statutory auditor and any representation before an authority.  

Conclusion: In view of the above position, it would be a misconduct ƻƴ !Ωǎ ǇŀǊǘ ƛŦ ƘŜ accepts the 

management consultancy assignment for a fee of Rs. 1 crore. Since the MCS fees of Rs. 1 Crore 

exceeds the Statutory audit fee of Rs. 50 Lakhs. 

Q.NO.38 D, 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 of Rs. 2,50,000 on progressive basis in respect of 

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 Advance: As 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 firm shall not accept 
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appointment as auditor of a concern while indebted to the concern or given any guarantee or 

provided any security in connection with the indebtedness of any third person to the concern, for 

limits fixed in the statute and in other cases for amount exceeding Rs. 1,00,000/ -.  

However, the Research Committee of the ICAI has expressed the opinion that where in accordance 

with the terms of engagement of auditor by a client, the auditor recovers his fees on a progressive 

basis as and when a part of the work is done without waiting for the completion of the whole job, he 

cannot be said to be indebted to the company at any stage.  

Conclusion: In the instant case, Mr. D is appointed to conduct a tax audit u/s 44AB of the Income Tax 

Act, 1961. He has received the audit fees of Rs. 2,50,000 in respect of the tax audit for the year 

ended 31.3.2020 which is on progressive basis. Therefore, Mr. D will not be held guilty for 

misconduct. 
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TEST YOUR KNOWLEDGE QUESTIONS [ICAI SM]  

Q.NO.1 P, a Chartered Accountant in practice provides management consultancy and other services 

to his clients. During 2020, looking 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 on Portfolio Management Services: The Council of the Institute of Chartered Accountants of 

India (ICAI) pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949 has passed a resolution 

ǇŜǊƳƛǘǘƛƴƎ άaŀƴŀƎŜƳŜƴǘ /ƻƴǎǳƭǘŀƴŎȅ ŀƴŘ ƻǘƘŜǊ {ŜǊǾƛŎŜǎέ ōȅ ŀ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘ ƛƴ ǇǊŀŎǘƛŎŜΦ ! 

clause of the aforesaid resolution allows Chartered Accountants in practice to act as advisor or 

consultant to an issue of securities including such matters as drafting of prospectus, filing of documents 

with SEBI, preparation of publicity budgets, advice regarding selection of brokers, etc. 

It is, however, specifically stated that Chartered Accountants in practice are not permitted to 

undertake the activities of broking, underwriting and portfolio management services. Thus, a 

chartered accountant in practice is not permitted to manage portfolios of his clients. 

CONCLUSION: In view of this, P would be guilty of misconduct under the Chartered Accountants Act, 

1949. 

Q.NO.2 Mr. G, a Chartered Accountant in practice as a sole proprietor has an office in Mumbai near 

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 limits of the city. For 

running the new office, he employs three retired Income-tax Officers. Is Mr. G guilty of 

professional misconduct? 

ANSWER: 

PROVISION: In terms of section 27 of the Chartered Accountants Act, 1949, if a chartered accountant in 

practice has more than one office in India, each one of these offices should be in the separate charge of 

a member of the Institute.  

There is however an exemption for the above if the second office is located in the same premises, in 

which the first office is located; or the second office is located in the same city, in which the first office 

is located; or the second office is located within a distance of 50 kms from the municipal limits of a city, 

in which the first office is located.  

CONCLUSION: Since the second office is situated beyond 50 kms of municipal limits of Mumbai city, he 

would be liable for committing a professional misconduct. 

Q.NO.3 Mr. K, a practicing Chartered Accountant gave 50% of the audit fees received by him to a 

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 Non-Member: As per Clause (2) of Part I of First Schedule to the Chartered 

Accountants Act, 1949 a member shall be held guilty if a Chartered Accountant in practice pays or 

allows or agrees to pay or allow, directly or indirectly, any share, commission or brokerage in the fees 

or profits of his professional business, to any person other than a member of the Institute or 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 the 

purpose of rendering such professional services from time to time in or outside India. 

ANALYSIS AND CONCLUSION: In the instant case, Mr. K, a practising Chartered Accountant gave 50% of 

the audit fees received by him to a non-Chartered Accountant, Mr. L, under the nomenclature of office 

allowance and such an arrangement continued for a number of years. In this case, it is not the 

nomenclature to a transaction that is material but it is the substance of the transaction, which has to 

be looked into. 

The Chartered Accountant had shared his profits and, therefore, Mr. K will be held guilty of 

professional misconduct under the Clause (2) of Part I of First Schedule to the Chartered Accountants 

Act, 1949. 

Q.NO.4 Mr. X who passed his CA examination of ICAI on 18th July, 2020 and started his practice from 

August 15, 2020. On 16th August 2020, one female candidate approached him for articleship. In 

addition to monthly stipend, Mr. X also offered her 1 % profits of his CA firm. She agreed to take 

both 1 % profits of the CA firm and stipend as per the rate prescribed by the ICAI. The Institute of 

Chartered Accountants of India sent a letter to Mr. X objecting the payment of 1 % profits. Mr. X 

replies to the ICAI stating that 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 to 

professional misconduct? 

ANSWER: 

PROVISION: As per Clause (2) of Part I of First Schedule to the Chartered Accountants Act 1949, a 

Chartered Accountant in practice shall be deemed to be guilty of professional misconduct if he pays or 

allows or agrees to pay or allow, directly or indirectly, any share, commission or brokerage in the fees 

or profits of his professional business, to any person other than a member of the Institute or 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 the 

purpose of rendering such professional services from time to time in or outside India. 

ANALYSIS AND CONCLUSION: In view of the above, the objections of the Institute of Chartered 

Accountants of India, as given in the case, are correct and reply of Mr. X, stating that he is paying 1 % 

profits of his firm over and above the stipend to help the articled clerk as the position of the articled 

clerk is weak is not tenable. 
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Hence, Mr. X is guilty of professional misconduct in terms of Clause (2) of Part I of First Schedule to the 

Chartered Accountants Act 1949. 

Q.NO.5 aκǎ ·¸½Σ ŀ ŦƛǊƳ ƛƴ ǇǊŀŎǘƛŎŜΣ ŘŜǾŜƭƻǇǎ ŀ ǿŜōǎƛǘŜ άȄȅȊΦŎƻƳέΦ ¢ƘŜ ŎƻƭƻǳǊ ŎƘƻǎŜƴ ŦƻǊ ǘƘŜ ǿŜōǎƛǘŜ 

was a very bright green and the web-ǎƛǘŜ ǿŀǎ ǘƻ Ǌǳƴ ƻƴ ŀ άǇǳǎƘέ ǘŜŎƘƴƻƭƻƎȅ ǿƘŜǊŜ ǘƘŜ ƴŀƳŜǎ ƻŦ 

the partners of the firm and the major clients were to be displayed on the web-site without any 

disclosure obligation from any regulator. Is this website in compliance with guidelines issued by 

ICAI in this regard? 

ANSWER: 

PROVISION: The Council of the Institute had approved posting of particulars on website by Chartered 

Accountants in practice under Clause (6) of Part I of First Schedule to the Chartered Accountants Act, 

1949 subject to the prescribed guidelines. The relevant guidelines in the context of the website hosted 

by M/s XYZ are: 

1. No restriction on the colours used in the website; 

2. The websites are Ǌǳƴ ƻƴ ŀ άǇǳƭƭέ ǘŜŎƘƴƻƭƻƎȅ ŀƴŘ ƴƻǘ ŀ άǇǳǎƘέ ǘŜŎƘƴƻƭƻƎȅΤ 

3. Names of clients and fees charged not to be given. 

However, disclosure of names of clients and/or fees charged, on the website is permissible only where 

it is required by a regulator, in India or outside India. Further below such disclosure itself, it should be 

mentioned ǘƘŀǘ ά¢Ƙƛǎ ŘƛǎŎƭƻǎǳǊŜ ƛǎ ƛƴ terms of the requirement of [name of the regulator] having 

jurisdiction in [name of the country/area where such regulator has jurisdiction] vide [Rule/ Directive 

etc. under which the disclosure is required by the Regulator]. 

ANALYSIS AND CONCLUSION: In view of the above, M/s XYZ would have no restriction on the colours 

used in the website but failed to satisfy the other two guidelines. Thus, the firm would be liable for 

professional misconduct since it would amount to soliciting work by advertisement. 

Q.NO.6 A partner of a firm of chartered accountants during a T.V. interview handed over a bio-data 

of his firm to the chairperson. Such bio-data detailed the standing of the international firm with 

which the firm was associated. It also detailed the achievements of the concerned partner and his 

recognition as an expert in the field of taxation in the country. The chairperson read out the said 

bio-data during the interview. Discuss whether this action by the Chartered Accountant would 

amount to misconduct or not. 

ANSWER: 

PROVISION: Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 prohibits 

solicitation of client or professional work either directly or indirectly by circular, advertisement, 

personal communication or interview or by any other means since it shall constitute professional 

misconduct.  

ANALYSIS AND CONCLUSION: The bio-data was handed over to the chairperson during the T.V. 

interview by the Chartered Accountant which included details about the firm and the achievements of 

the partner as an expert in the field of taxation. The chairperson simply read out the same in detail 
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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. Such an act would definitely lead to the promotion of 

ǘƘŜ ŦƛǊƳǎΩ name and publicity thereof as well as of the partner and as such the handing over of bio-data 

cannot be approved. The partner would be held guilty of professional miscount under Clause (6) of 

Part I 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 member 

of the institute wherein he was congratulated on the occasion of the opening ceremony of his office. 

(b) Mr. X, a Chartered Accountant and the proprietor of X & Co., wrote several letters to the Assistant 

Registrar of Co-operative Societies stating that though his firm was on the panel of auditors, no audit 

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 I of the First Schedule to the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice shall be deemed to be guilty of misconduct if he solicits clients 

or professional work either directly or indirectly by a circular, advertisement, personal 

communication or interview or by any other means. 

ANALYSIS AND CONCLUSION: In the given case, Mr. X published an advertisement in a 

Newspaper containing his photograph on the occasion of the opening ceremony of his office. On 

this context, it may be noted that the advertisement which had been put in by the member 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 therefore amounts to soliciting professional work by advertisement directly or 

indirectly. Mr. X would be therefore held guilty under Clause (6) of Part I of the First Schedule to 

the Chartered Accountants Act, 1949. 

b) Soliciting Professional Work:  

 

As per Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice shall be deemed to be guilty of misconduct if he solicits clients 

or professional work either directly or indirectly by a circular, advertisement, personal 

communication or interview or by any other means. 

ANALYSIS AND CONCLUSION: In the given case, Mr. X, a Chartered Accountant and proprietor 

of M/s X and Co., wrote several letters to the Assistant Registrar of Co-operative Societies, 

requesting for allotment of audit work. In similar cases, it was held that the Chartered 

Accountant would be guilty of professional misconduct under Clause (6) of Part I of the First 

Schedule to the Chartered Accountants Act, 1949. The writing of continuous letter to ascertain 
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the reasons for not getting the work is quite alright but in case such either amount to request 

for allowing the work then Mr. X will be liable for professional misconduct. 

Consequently, Mr. X would therefore be held guilty under Clause (6) of Part I of the First 

Schedule to the Chartered Accountants Act, 1949. 

Q.NO.8 A practising Chartered Accountant uses a visiting card in which he designates himself, besides 

as Chartered Accountant, Cost Accountant. Is this a misconduct? 

ANSWER: 

As per provisions of section 7 of the Act read with Clause (7) of Part I of the First Schedule to the 

Chartered Accountants Act, 1949. A chartered accountant in practice cannot use any other designation 

than that of a chartered accountant. However, a member in practice may use any other letters or 

descriptions indicating membership of accountancy bodies which have been approved by the Council. 

Thus, it is improper ŦƻǊ ŀ ŎƘŀǊǘŜǊŜŘ ŀŎŎƻǳƴǘŀƴǘ ǘƻ ǎǘŀǘŜ ƛƴ Ƙƛǎ ŘƻŎǳƳŜƴǘǎ ǘƘŀǘ ƘŜ ƛǎ ŀ άCost AccountantέΦ 

However as per the Chartered Accountants Act, 1949, the Council has resolved that the members are 

permitted to use letters indicating membership of the Institute of Cost and Works Accountants but not 

the designation "Cost Accountant". 

Q.NO.9 Mr. Nigal, a Chartered Accountant in practice, delivered a speech in the national conference 

organized by the Ministry of Textiles. While delivering the speech, he told to the audience that he 

is a management expert and his firm provides services of taxation and audit at reasonable rates. 

He also requested the audience to approach his firm of chartered accountants for these services 

and at the request of audience he also distributed his business cards and telephone number of his 

firm to those in the audience. Comment. 

ANSWER: 

PROVISION: Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 states that 

a Chartered Accountant in practice shall be deemed to be guilty of misconduct if he solicits clients or 

professional work either directly or indirectly by a circular, advertisement, personal communication or 

interview or by any other means.  

Section 7 of the Chartered Accountants Act, 1949 read with Clause (7) of Part I of the First Schedule to 

the said Act prohibits advertising of professional attainments or services of a member. It also restrains a 

member from using any designation or expression other than that of a chartered accountant in 

documents, visiting cards etc. 

Member may appear on television and films and agree to broadcast in the Radio or give lectures at 

forums and may give their names and describe themselves as Chartered Accountants. Special 

qualifications or specialized knowledge directly relevant to the subject matter of the programme may 

also be given but no reference should be made, in the case of practicing member to the name and 

address or services of his firm.  
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CONCLUSION: Thus, it is improper to use designation "Management Expert" since 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.  

Therefore, he is deemed to be guilty of professional misconduct under both Clause (6) and Clause (7) as 

ƘŜ Ƙŀǎ ǳǎŜŘ ǘƘŜ ŘŜǎƛƎƴŀǘƛƻƴ άaŀƴŀƎŜƳŜƴǘ 9ȄǇŜǊǘέ ƛƴ Ƙƛǎ ǎǇŜŜŎƘ ŀƴŘ ŀƭǎƻΣ ƘŜ Ƙŀǎ made reference to 

the services provided by his firm of Chartered Accountants at reasonable rates.  

Distribution of cards to audience is also a misconduct in terms of Clause (6). 

Q.NO.10 Mr. A is a practicing Chartered Accountant working as proprietor of M/s A & Co. He went 

abroad for 3 months. He delegated the authority to Mr. Y a Chartered Accountant his employee 

for taking care of routine matters of his office. During his absence Mr. Y has 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 client as authorized representative before Income 

Tax Authorities. 

Please comment on eligibility of Mr. Y for conducting such jobs in name of M/s A & Co. and liability of 

Mr. A under the Chartered Accountants Act, 1949. 

ANSWER: 

Delegation of Authority to the Employee: As per Clause (12) of Part I of the First Schedule of the 

Chartered Accountants Act, 1949, a Chartered Accountant in practice is deemed to be guilty of 

professional misconduct άƛŦ ƘŜ ŀƭƭƻǿǎ ŀ ǇŜǊǎƻƴ not being a member of the Institute in practice or a 

member not being his partner to sign on his behalf or on behalf of his firm, any balance sheet, profit 

ŀƴŘ ƭƻǎǎ ŀŎŎƻǳƴǘΣ ǊŜǇƻǊǘ ƻǊ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎέΦ 

The Council has clarified that the power to sign routine documents on which a professional opinion or 

authentication is not required to be expressed may be delegated and such delegation will not attract 

provisions of this clause like issue of audit queries during the course of audit, asking for information or 

issue of questionnaire, attending to routing matters in tax practice, subject to provisions of Section 288 

of Income Tax Act etc. 

ANALYSIS AND CONCLUSION: In this case CA A proprietor of M/s A & Co., went to abroad and 

delegated the authority to another Chartered Accountant Mr. Y, his employee, for taking care of 

routine matters of his office who is not a partner but a member of the Institute of Chartered 

Accountants: 

(i) In the given case, Mr. Y, a chartered accountant being employee of M/s A & Co. has issued audit 

queries which were raised during the course of audit. Here Y is right in issuing the query, since the same 
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falls under routine work which can be delegated by the auditor. Therefore, there is no misconduct in 

this case as per Clause (12) of Part I of First schedule to the Act. 

(ii) Further, issuance of production certificate to a client under GST Act by Mr. Y being an employee of 

M/s A & Co. (an audit firm), is not a routine work and it is outside his authorities. Thus, CA A is guilty of 

professional misconduct under Clause (12) of Part I of First Schedule of the Chartered Accountants Act, 

1949. 

(iii) In this instance, Mr. Y, CA employee of the audit firm M/s A & Co. has attended the Income tax 

proceedings for a client as authorized representative before Income Tax Authorities. Since the council 

has allowed the delegation of such work, the chartered accountant employee can attend to routine 

matter in tax practice as decided by the council, subject to provisions of Section 288 of the Income Tax 

Act. Therefore, there is no misconduct in this case as per Clause (12) of Part I of First schedule to the 

Act. 

Q.NO.11 XYZ 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 bank 

for a discussion. In the course of discussions, the bank asks for your opinion regarding the 

company and also asks for detailed information regarding a few items in the financial statements. 

The information is available in your working paper file. What should be your response and why? 

ANSWER: 

PROVISION: As per Clause (1) of Part I of the Second Schedule read with SA 200 ς Overall Objectives of 

an independent audit and conduct of audit in accordance with standards on auditing, of the Chartered 

Accountants Act, 1949, a Chartered Accountant in practice is deemed to be guilty of professional 

misconduct if he discloses information acquired in the course of his professional engagement to any 

person other than his client, without the consent of the client or otherwise than as required by law for 

the time being in force.  

ANALYSIS AND CONCLUSION: In the instant case, the bank has asked the auditor for detailed 

information regarding few items in the financial statements available in his working papers. Having 

regard to the position stated earlier, the auditor cannot disclose the information in his possession 

without specific permission of the client. As far as working papers are concerned, working papers are 

the property of the auditor. The auditor may at his discretion, make portions of or extracts from his 

working papers available to his client". 

Thus, there is no requirement compelling the auditor to disclose information obtained in the course of 

audit and included in the working papers to any outside agency except as and when required by any 

law. 

Q.NO.12 Mr. 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 idea to start online services and 

give stock certifications to traders with Cash Credit Limits in Banks. Mr. A started a website with 

colourful catchy designs and shared the website address on his all social media posts and stories 
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ŀƴŘ ǘŀƎƎŜŘ ол ǘǊŀŘŜǊǎ ƻŦ Ƙƛǎ ƭƻŎŀƭ ŎƻƳƳǳƴƛǘȅ ǿƛǘƘ ǘƘŜ ŎŀǇǘƛƻƴ ά9ŀǎȅ hƴƭƛƴŜ {ǘƻŎƪ /ŜǊǘƛŦƛŎŀǘƛƻƴ 

{ŜǊǾƛŎŜǎέΦ .ŜǎƛŘŜǎΣ aǊΦ ! ŜƴǘŜǊŜŘ ƛƴ ŀƴ ŀƎǊŜŜƳŜƴǘ ǿƛǘƘ ŀ 5ƛƎƛǘŀƭ aŀǊƪŜǘŜǊ ǘƻ ƎƛǾŜ ƘƛƳ р҈ 

commission on each service procured through him. Discuss if the actions of Mr. A are valid in the 

light of the Professional Ethics and various pronouncements and guidelines issued by ICAI. 

ANSWER: 

PROVISION: As per Clause (6) of Part I of the First Schedule of the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice is deemed to be guilty of professional misconduct if he solicits clients 

or professional work either directly or indirectly by circular, advertisement, personal communication or 

interview or by any other means. 

Creating a website is not a non-compliance provided it is in line with the guidelines issued by the 

Institute in this regard. One of the guidelines is that the website should not be in push mode. Further, 

ƳŜƴǘƛƻƴƛƴƎ ƻŦ ŎƭƛŜƴǘǎΩ ƴŀƳŜǎ ƛǎ ŀƭǎƻ ǇǊƻƘƛōƛǘŜŘ ŀǎ ǇŜǊ ǘƘŜ ƎǳƛŘŜƭƛƴŜǎΦ 

ANALYSIS AND CONCLUSION: In the given situation, Mr. A shared the website address on his all-social 

media posts ŀƴŘ ǎǘƻǊƛŜǎ ŀƴŘ ǘŀƎƎŜŘ ол ǘǊŀŘŜǊǎ ƻŦ Ƙƛǎ ƭƻŎŀƭ ŎƻƳƳǳƴƛǘȅ ǿƛǘƘ ǘƘŜ ŎŀǇǘƛƻƴ ά9ŀǎȅ hƴƭƛƴŜ 

{ǘƻŎƪ /ŜǊǘƛŦƛŎŀǘƛƻƴ {ŜǊǾƛŎŜǎέ mentioning his current clients as well. This is in complete contravention of 

the guidelines on website issued by the ICAI. 

Thus, CA, A would be held guilty of professional misconduct under clause 6 of Part 1 of First Schedule of 

the Chartered Accountants Act, 1949. 

Q.NO.13 Mr. D, a practicing CA, is appointed as a Director Simplicitor in XYZ Pvt. Ltd. After one year 

of appointment, Mr. D resigned as the Director and accepted the Statutory Auditor position of the 

company. Is Mr. D right in accepting the auditor position? 

ANSWER: 

PROVISION: As per Clause (4) of Part I of the Second Schedule of the Chartered Accountants Act, 1949, 

a Chartered Accountant in practice is deemed to be guilty of professional misconduct if he expresses his 

opinion on financial statements of any business or enterprise in which he, his firm, or a partner in his 

firm has a substantial interest. 

Section 141 of the Companies Act, 2013 specifically prohibits a member from auditing the accounts of a 

company in which he is an officer or employee. 

As per the clarifications issued by the Council, a member shall not accept the assignment of audit of a 

Company for a period of two years from the date of completion of his tenure as Director, or resignation 

as Director of the said Company. 

CONCLUSION: In the instant case, Mr. D, a practicing CA, is appointed as a Director Simplicitor in XYZ 

Pvt. Ltd. After one year of appointment, Mr. D resigned as the Director and accepted the Statutory 

Auditor position of the company. In view of above provisions Mr. D cannot accept the AUDITOR 

POSITION of the company until the completion of two years after his resignation. 
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Thus, CA, D would be held guilty of professional misconduct under clause 4 of Part 1 of Second 

Schedule of the Chartered Accountants Act, 1949. 

Q.NO.14 Mr. F, a Chartered Accountant, gave advisory services to PQR Pvt. Ltd. Further, he gave 

them GST consultancy and helped in ERP set up. Later, the company turned out to be a part of a 

group of companies involved in money laundering. Mr. F was asked to provide details of the 

companies. Mr. F refused on the grounds that he gave only consultancy services to the company 

ŀƴŘ ǿŀǎƴΩǘ ǎǳǇǇƻǎŜŘ ǘƻ ƪŜŜǇ ŀƴȅ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǘƘŜ ŎƻƳǇŀƴȅΦ Lǎ aǊΦ C ǊƛƎƘǘ ŀǎ ǇŜǊ ǘƘŜ 

guidelines issued by the ICAI? 

ANSWER: 

The financial services industry globally is required to obtain information of their clients and comply with 

Know Your Client Norms (KYC norms).  

In the given situation, CA. F, gave GST consultancy and helped in ERP set up along with advisory services 

to PQR Pvt. Ltd. Mr. F was asked to provide details of the companies as the company, turned out to be 

a part of a group of companies, involved in money laundering.  

Contention of Mr. F that he gave only consultancy services to the company and ǿŀǎƴΩǘ ǎǳǇǇƻǎŜŘ ǘƻ 

keep any information about the company is not valid as Mr. F should have kept following information in 

compliance with KYC Norms which are mandatory in nature and shall apply in all assignments 

pertaining to attestation functions. 

In the given case of PQR Pvt. Ltd., a Corporate Entity, Mr. F should have kept following information:  

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 Identification No.  

3. 5ƛǊŜŎǘƻǊǎΩ bŀƳŜǎ ϧ !ŘŘǊŜǎǎŜǎ  

4. 5ƛǊŜŎǘƻǊǎΩ LŘŜƴǘƛŦƛŎŀǘƛƻƴ bƻΦ 

Q.NO.15 Mr. 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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Lǎ ǘƘƛǎ ŎƻǊǊŜŎǘ ŀǎ ǇŜǊ ǘƘŜ tǊƻŦŜǎǎƛƻƴŀƭ 9ǘƘƛŎǎ ŀƴŘ L/!LΩǎ ƎǳƛŘŜƭƛƴŜǎ ŀƴŘ ǇǊƻƴƻǳƴŎŜƳŜƴǘǎΚ 

 

ANSWER: 

 

PROVISION: As per Clause (12) of Part I of the First Schedule of the Chartered Accountants Act, 1949, a 

Chartered Accountant in practice is deemed to be guilty of professional misconduct if he 

allows a person not being a member of the institute in practice or a member not being his partner to 

sign on his behalf or on behalf of his firm, any balance sheet, profit and loss account, report or 

financial statements.  

The Council has clarified that the power to sign routine documents on which a professional opinion or 

authentication is not required to be expressed may be delegated in the following 

 

ANALYSIS AND CONCLUSION: In the instant case, Mr. S, the auditor of ABC Pvt. Ltd. has delegated 

certain task to his articles and staff such as issue of audit queries during the course of audit, issue of 

memorandum of cash verification and other physical verification, letter forwarding draft 

observations/financial statements, issuing acknowledgements for records produced and signing 

financial statements of the company. 

 

In view of this, S would be guilty of professional misconduct for allowing the person signing the 

financial statements on his behalf to his articles and staff under Clause 12 of Part 1 of First Schedule of 

the Chartered Accountants Act, 1949. 
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4. AUDIT OF BANKS & NBFC 

4A. AUDIT OF BANKS 

 

Q.NO.1 WHAT ARE THE CHARACTERISTICS OF BANKING INDUSTRY AND SPECIAL ISSUES THAT 

ARISE IN AUDIT OF BANKS? 

ANSWER: 

Banks have certain characteristics distinguishing them from most other commercial enterprises: 

1. Custody of large volumes of monetary items, 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 operating procedures, well-defined limits for individual discretion 

and rigorous systems of internal control. 

2. Engagement in a large volume and variety of transactions in terms of number and value 

which necessarily require complex accounting and internal control systems and widespread 

use of Information Technology (IT). 

3. Operation through a wide network of geographically dispersed branches and departments 

necessitating a greater decentralization of authority and dispersal of accounting and control 

functions, with consequent difficulties in maintaining uniform operating practices and 

accounting systems, particularly when the branch network transcends national boundaries. 

4. Assumption of significant commitments without any transfer of funds. These items, called 

'off-balance sheet' items, may at times not involve accounting entries and the failure to 

record such items may be difficult to detect. 

5. Engagement in transactions that are initiated at one location, recorded at a different 

location and managed at yet another location. 

6. Direct Initiation and completion of transactions by the customer without any intervention by 

ǘƘŜ ōŀƴƪΩǎ ŜƳǇƭƻȅŜŜǎΦ CƻǊ ŜȄŀƳǇƭŜΣ ƻǾŜǊ ǘƘŜ LƴǘŜǊƴŜǘ ƻǊ ƳƻōƛƭŜ ƻǊ ǘƘǊƻǳƎƘ ŀǳǘƻƳŀǘƛŎ ǘŜƭƭŜǊ 

machines (ATMs). 

7. Integration and linkages of national and international settlement systems could pose a 

systemic risk to the countries in which they operate. 

8. Regulatory requirements by governmental authorities often influence accounting and 

auditing practices in the banking sector. 

SPECIAL AUDIT CONSIDERATIONS arise in the audit of banks because of: 

1. The particular nature of risks associated with the transactions undertaken. 

2. The scale of banking operations and the resultant significant exposures which can arise 

within short period of time. 

3. The extensive dependence on IT to process transactions. 

4. The effect of the statutory and regulatory requirements. 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e2

2
2 

5. The continuing development of new products and services and banking practices which may 

not be matched by the concurrent development of accounting principles and auditing 

practices. 

6. Evolution of technology and providing services through net banking and mobiles has exposed 

banks to huge operational and financial risk. The auditor should consider the effect of the 

above factors in designing his audit approach. It is imperative for branch auditors and SCAs 

(statutory central auditors) to have detailed knowledge of the products offered and risks 

associated with them, and appropriately address them in their audit plan to the extent they 

give rise to the risk of material misstatements in the financial statements. 

7. Lƴ ǘƻŘŀȅΩǎ ŜƴǾƛǊƻƴƳŜƴǘΣ ǘƘŜ banks use different applications to carry out different 

transactions which may include data flow from one application to other application; the 

auditor while designing his plans should also understand interface controls between the 

various applications. 

 

 

Q.NO.2 WRITE ABOUT LEGAL FRAMEWORK FOR GOVERNING AND FUNCTIONING OF BANKS IN 

INDIA? 

ANSWER: 

1. Banking Regulation Act, 1949 

2. State Bank of India Act, 1955 

3. Reserve Bank of India Act, 1934 

4. Companies Act, 2013 

5. Banking Companies (Acquisition and Transfer of undertakings) Act, 1970 and Act 1980. 

6. Regional Rural Banks Act, 1976 

7. Information Technology Act, 2000 

8. Prevention of Money Laundering Act, 2002 

9. SARFESI Act, 2002 

10. Credit Information Companies (Regulation) Act, 2005 

11. Payment and Settlement Systems Act, 2007 

12. Co-operative Societies Act, 1912 for Co-operative Banks 

 

Q.NO.3 WRITE ABOUT FORM AND CONTENT OF FINANCIAL STATEMENTS OF A BANK? 

ANSWER: 

1. Every banking company is required to prepare a Balance Sheet and a Profit and Loss Account in 

the forms set out in the Third Schedule to the Act or as near thereto as the circumstances 

admit. Form A of the Third Schedule to the Banking Regulation Act, 1949, contains the form of 

Balance Sheet and Form B contains the form of Profit and Loss Account. 
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2. Every banking company needs to comply with the disclosure requirements under the various 

Accounting Standards, as specified under section 133 of the Companies Act, 2013, read 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 that implementation of Indian Accounting Standards (Ind AS) has been deferred 

by RBI for all scheduled commercial banks presently. 

Note:  

1. It is pertinent to state that preparation of balance sheet of a bank usually involves preparation of 

standalone financial statements and consolidated financial statements.  

2. Preparation of Standalone financial statements involve consolidation of branch accounts and 

incorporation of various verticals/departments of bank in case of a nationalized bank/public 

sector bank. The detailed procedures in this regard may vary from bank to bank.  

3. In case of private banks, the processes of accounting are centralized and there is no concept of 

mandatory branch audit in accordance with RBI guidelines. 

4. Public sector banks and private banks are listed on recognized stock exchange and are required 

to comply with SEBI regulations including LODR. 

 

Q.NO.4 WRITE ABOUT APPOINTMENT OF AUDITORS OF A BANKING COMPANIES? 

ANSWER: 

1. Banking Regulation Act requires that the balance sheet and profit and loss account of a banking 

company should be audited by a person duly qualified under any law for the time being in force 

to be an auditor of companies. 

 

2. JOINT AUDITS: Most banks, especially those in nationalised banks or public sector, appoint four 

or more (depending upon their size and Board decision, as per RBI guidelines) firms of 

chartered accountants to act jointly as statutory central auditors (SCAs). 

 

3. {¢!¢¦¢hw¸ /9b¢w![ !¦5L¢hwΩǎΥ The appointment letter sent by banks in connection with the 

appointment of SCAs typically contains the following: 

a. Period of appointment. 

b. Particulars of other central auditors. 

c. Particulars of previous auditors. 

d. Procedural requirements to be complied with in accepting the assignment. 

 

EXAMPLE: Letter of acceptance (the letter usually contains, inter alia, affirmation as to 

absence of disqualification for appointment, way in which the audit has to be conducted and 

confirmation of present name, constitution and address of the auditor), declaration of 

fidelity and secrecy, restriction on accepting other assignments from the bank, etc. 
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e. A statement of division of work and review and reporting responsibilities amongst joint 

auditors in case of nationalised banks (Generally this is decided at a later stage) 

 

f. Scope of assignment which includes any special reports or certificates to be given by the 

SCAs in addition to the main report. The statutory Central auditors provides the following 

additional reports or certificates: 

 

i. Report on adequacy and operating effectiveness of Internal Controls over 

Financial Reporting in case of banks. 

ii. Long form audit report. 

iii. Report on compliance with SLR requirements. 

iv. Report on whether the treasury operations of the bank have been conducted in 

accordance with the instructions issued by the RBI from time to time. 

v. Certificate on reconciliation of securities by the bank (both on its own investment 

account as well as PMS Banks' account). 

vi. Certificate on compliance by the bank in key areas of guidelines relating to such 

transactions issued by the RBI. 

vii. Report on whether the income recognition, asset classification and provisioning 

have been made as per the guidelines issued by the RBI from time to time. 

viii. Report on whether any serious irregularity was noticed in the working of the bank 

which requires immediate attention (in accordance with sec 143(12) of the 

Companies Act, 2013.) 

ix. Certificate in respect of custody of unused Bank Receipt forms and their 

utilisation. 

x. Authentication of capital adequacy ratio, including disclosure requirements and 

other ratios reported in the notes to accounts. 

xi. Report on status of the compliance by the bank with regard to the 

implementation of recommendations of the Ghosh Committee relating to frauds 

and malpractices and of the recommendations of Jilani Committee on internal 

control and inspection/credit system. 

xii. Report on instances of adverse credit-deposit ratio in the rural areas. 

xiii. Asset liability management.  

xiv. Certificate on Corporate Governance in case of banks listed on Stock Exchange. 

xv. Certification on claim of various interest subsidies and interest subvention. 

 

g. In case of statutory branch auditors (SBAs), appointment letter is given on similar lines 

except in regard to particulars of other auditors and statement of division of work. 

However, it is to be noted that statutory branch audit is carried out by a single firm of 

chartered accountants. 

 

AUTHORITY APPOINTING THE AUDITORS: As per the provisions of the relevant enactments, the 

auditor of a banking company is to be appointed at the annual general meeting of the shareholders, 

whereas the auditor of a nationalised bank is to be appointed by the concerned bank acting through 
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its Board of Directors. In either case, approval of the Reserve Bank is required before the 

appointment is made. The auditors of the State Bank of India are to be appointed by the 

Comptroller and Auditor General of India in consultation with the Central Government. The auditors 

of regional rural banks are to be appointed by the concerned bank with the approval of the Central 

Government. 

Note: Students may refer Chapter 12 of CA Intermediate Auditing and Assurance Study Material for 

Eligibility, Qualifications, Disqualification, Appointment, Powers, Remuneration etc. of Auditor. 

 

Q.NO.5 WRITE ABOUT PROCESS OF CONDUCTING THE BANK AUDIT? 

ANSWER: 

STEP 1 ς INITIAL CONSIDERATIONS: 

1. ACCEPTANCE & CONTINUANCE: The assessment of engagement risk is a critical part of the audit 

process and should be done prior to the acceptance of an audit engagement since it affects the 

decision of accepting the engagement and in planning decisions if the audit is accepted. 

 

2. DECLARATION OF INDEBTEDNESS: The RBI has advised that the banks, before appointing their 

statutory central/circle/branch auditors, should obtain a declaration of indebtedness i.e., a 

written confirmation that credit facilities, if any, availed from any other bank or financial 

institution by auditor/firm/partners/staff/family members have not become non-performing 

assets. This is in addition the declaration regarding absence of disqualifications stipulated in 

Section 141 of the Companies Act 2013 which includes borrowing above stipulated amount.  

 

3. INTERNAL ASSIGNMENTS IN BANKS BY STATUTORY AUDITORS: The RBI decided that the audit 

firms should not undertake statutory audit assignment while they are associated with internal 

assignments in the bank during the same year. 

 

4. TERMS OF AUDIT ENGAGEMENTS: {! нмлΣ ά¢ŜǊƳǎ ƻŦ !ǳŘƛǘ 9ƴƎŀƎŜƳŜƴǘǎέ ǊŜǉǳƛǊŜǎ ǘƘŀǘ ŦƻǊ ŜŀŎƘ 

period to be audited, the auditor should agree on the terms of the audit engagement with the 

bank before beginning significant portions of fieldwork. It is imperative that the terms of the 

engagement are documented, to prevent any confusion as to the terms that 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 acknowledged by the bank. 

 

5. COMMUNICATION WITH PREVIOUS AUDITOR: As per Clause (8) of the Part I of the First 

Schedule to the Chartered Accountants Act, 1949, a chartered accountant in practice cannot 

accept position as auditor previously held by another chartered accountant without first 

communicating with him/her in writing. 

 



 

CA Final | New Scheme| P3 Advanced Auditing, Assurance and Professional Ethics | Module 1 

P
a

g
e2

2
6 

6. PLANNING: The audit plan needs to be properly documented with respect to timing, extent of 

checking, audit procedures to be followed at assertion level and should be flexible and updated 

or changed, as and when necessary. 

 

7. ESTABLISH THE ENGAGEMENT TEAM: The assignment of qualified and experienced 

professionals is an important component of managing engagement risk. The size and 

composition of the engagement team would depend on the size, nature, and complexity of the 

ōŀƴƪΩǎ ƻǇŜǊŀǘƛƻƴǎΦ 

 

STEP 2 ς UNDERSTANING: 

1. UNDERSTANDING THE BANK AND ITS ENVIRONMENT INCLUDING INTERNAL CONTROL: An 

understanding of the bank and its environment, including its internal control, enables 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 ¢I9 .!bYΩ{ !//h¦b¢LbD twh/9{{Υ The accounting process produces financial 

ŀƴŘ ƻǇŜǊŀǘƛƻƴŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ŦƻǊ ƳŀƴŀƎŜƳŜƴǘΩǎ ǳǎŜ ŀƴŘ ƛǘ ŀƭǎƻ ŎƻƴǘǊƛōǳǘŜǎ ǘƻ ǘƘŜ ōŀƴƪΩǎ ƛƴǘŜǊƴŀƭ 

control. Thus, understanding of the accounting process is necessary to identify 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 PROCESS: Management develops controls and uses 

performance indicators to aid in managing key business and financial risks. An effective risk 

management system in a bank generally requires the following: 
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STEP 3 ς RISK ASSESSMENT: 

1. IDENTIFYING AND ASSESSING THE RISKS OF MATERIAL MISSTATEMENTS: SA 315 requires the 

auditor to identify and assess the risks of material misstatement at the financial statement level 

and the assertion level for classes of transactions, account balances, and disclosures to provide a 

basis for designing and performing further audit procedures.  

2. ASSESS THE RISK OF FRAUD INCLUDING MONEY LAUNDERING: !ǎ ǇŜǊ {! нпл ά¢ƘŜ !ǳŘƛǘƻǊΩǎ 

wŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ wŜƭŀǘƛƴƎ ǘƻ CǊŀǳŘ ƛƴ ŀƴ !ǳŘƛǘ ƻŦ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎέΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻōƧŜŎǘƛǾŜ ƛǎ 

to identify and assess the risks of material misstatement in the financial statements due to 

fraud, to obtain sufficient appropriate audit evidence on those identified misstatements and to 

respond appropriately. The attitude of professional scepticism should be maintained by the 

auditor to recognise the possibility of misstatements due to fraud. 

3. The RBI has framed specific guidelines that deal with prevention of money laundering and 

άYƴƻǿ ¸ƻǳǊ /ǳǎǘƻƳŜǊ όY¸/ύέ ƴƻǊƳǎΦ ¢ƘŜ w.L Ƙŀǎ ŦǊƻƳ time to time issued guidelines όάYƴƻǿ 

Your Customer Guidelines ς !ƴǘƛ aƻƴŜȅ [ŀǳƴŘŜǊƛƴƎ {ǘŀƴŘŀǊŘǎέύΣ ǊŜǉǳƛǊƛƴƎ ōŀƴƪǎ ǘƻ ŜǎǘŀōƭƛǎƘ 

policies, procedures and controls to deter and to recognise and report money laundering 

activities. 

4. ASSESS SPECIFIC RISKS: The auditors should identify and assess specific risks of material 

misstatement at the financial statement level which refers to risks that relate to the banking 

industry and the use of IT therein. 

5. RISK ASSOCIATED WITH OUTSOURCING OF ACTIVITIES: The modern-day banks make extensive 

use of outsourcing as a means of both reducing costs as well as making use of services of an 
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expert not available internally. There are, however, certain risks associated with outsourcing of 

activities by banks and therefore, it is quintessential for the banks to effectively manage those 

risks. 

 

STAGE 4 ς EXECUTION: 

1. ENGAGEMENT TEAM DISCUSSIONS: The engagement team should hold discussions to gain 

better understanding of bank and its environment, including internal control, and to assess the 

potential for material misstatements of the financial statements.  

 

2. RESPONSE TO THE ASSESSED RISKSΥ {! оол ά¢ƘŜ !ǳŘƛǘƻǊΩǎ wŜǎǇƻƴǎŜǎ ǘƻ !ǎǎŜǎǎŜŘ wƛǎƪǎέ 

requires the auditor to design and implement overall responses to address the assessed risks of 

material misstatement at the financial statement level. The auditor should design and perform 

further audit procedures whose nature, timing and extent are based on and are responsive to 

the assessed risks of material misstatement at the assertion level.  

 

3. ESTABLISH THE OVERALL AUDIT STRATEGY: {! олл άtƭŀƴƴƛƴƎ ŀƴ !ǳŘƛǘ ƻŦ ŦƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎΩΩ 

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 the overall audit strategy, prior to the commencement of an audit; and  

b. Involve key engagement team members and other appropriate specialists while 

establishing the overall audit strategy, which depends on the characteristics of the audit 

engagement.  

 

4. AUDIT PLANNING MEMORANDUM: The auditor should ǎǳƳƳŀǊƛǎŜ ǘƘŜ ǘŜŀƳΩǎ ŀǳŘƛǘ Ǉƭŀn by 

preparing an audit planning memorandum in order to:  

a. Describe the expected scope and extent of the audit procedures to be performed by the 

auditor.  

b. Highlight all significant issues and risks identified during their planning and risk 

assessment activities, as well as the decisions concerning reliance on controls.  

c. Provide evidence that they have planned the audit engagement appropriately and have 

responded to engagement risk, pervasive risks, specific risks, and other matters affecting 

the audit engagement.  

 

5. DETERMINE AUDIT MATERIALITY: The auditor should consider the relationship between the 

audit materiality and audit risk when conducting an audit. The determination of audit materiality 

is a matter of professional judgment and depends upon the knowledge of the bank, assessment 

of engagement risk, and the reporting requirements for the financial statements. Judgments 

about materiality are made in light of surrounding circumstances and are affected by the size or 

nature of a misstatement, or combination of both.  
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6. CONSIDER GOING CONCERN: In obtaining an understanding of the bank, the auditor should 

consider whether there are events and conditions which may cast significant doubt on the 

ōŀƴƪΩǎ ability to continue as a going concern. 

 

STAGE 5 ς REPORTING:  

{ǘǳŘŜƴǘǎ ǎƘƻǳƭŘ ǊŜŦŜǊ ǘƻ ǘƘŜ ǊŜǇƻǊǘƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎ ŜȄǇƭŀƛƴŜŘ ƛƴ ƘŜŀŘƛƴƎΦ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘ ƻŦ ǘƘƛǎ 

Chapter. 

 

Q.NO.6 ²I!¢ !w9 ¢I9 {t9/L![ /hb{L59w!¢Lhb{ Lb άL¢ 9b±Lwhba9b¢έΚ 

ANSWER: 

The advent of working in CBS environment in banks coupled with changes in technology, use of 

different payment systems and integration of Aadhar for card less transactions have changed the 

way banking used to be in earlier times. However, the technological developments have brought 

new challenges for auditors as audit is required to be conducted through the system. Considering 

the importance of IT systems in preparation and presentation of financial statements, it is 

imperative that bank should share detailed information with auditors like: - 

1. Overall IT policy, structure ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘ ƻŦ .ŀƴƪΩǎ L¢ ǎȅǎǘŜƳ 

2. Data processing and data interface under various systems 

3. Data integrity and data security 

4. Business Continuity plans and disaster control plans 

5. Accounting manual and critical accounting entries, their processes and involvement of IT 

systems 

6. Controls over key aspects, use of various account heads, expense booking, overdue 

identification etc. 

7. Controls on recording of various e-banking and internet banking products and channels 

8. MIS reports being generated and their periodicity 

9. Major exception reports and process of generation including embedded logic 

10. Process of generating various information related to various disclosures in financial statements 

and involvement of IT systems 

Overall review of IT environment and computerized accounting system has to be taken at head 

office level. The branch auditors generally do not have access to IT policy and processes 

implemented by the bank. Hence, based upon guidance and information received from Statutory 

central auditors, branch auditors need to ensure that data review and analysis through CBS is 

carried out and tests of controls and substantive checking of sample transactions is carried out at 

branch level and results are shared with statutory central auditors. 

It is responsibility of statutory central auditors to obtain understanding of IT environment and 

various controls put in place by management and evaluate whether controls are operating 

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. The key security control aspects that an auditor needs to address when undertaking audit 

in a computerised bank include:  

1. Ensure that authorised, accurate and complete data is made available for processing.  

2. Ensure that in case of interruption due to power, mechanical or processing failures, the system 

restarts without distorting the completion of the entries and records.  

3. Ensure that the system prevents unauthorised amendments to the programmes.  

4. ±ŜǊƛŦȅ ǿƘŜǘƘŜǊ άŀŎŎŜǎǎ ŎƻƴǘǊƻƭǎέ ŀǎǎƛƎƴŜŘ ǘƻ ǘƘŜ ǎǘŀŦŦ-working match with the responsibilities as 

per manual. It is important for the auditor to ensure that access and authorisation rights given 

to employees are appropriate.  

5. Verify that segregation of duties is ensured while granting system access to users and that the 

user activities are monitored by performing activities log review.  

6. Verify that changes made in the parameters or user levels are authenticated.  

7. Verify that charges calculated manually for accounts when function is not regulated through 

parameters are properly accounted for and authorised.  

8. Verify that all modules in the software are implemented.  

9. Verify that exceptional transaction reports are being authorised and verified on a daily basis by 

the concerned officials. It is important for auditor to understand the nature of exception and its 

impact on financials.  

10. Verify that the account master and balance cannot be modified/amended/altered except by the 

authorised personnel.  

11. Verify that all the general ledger accounts codes authorised by Head Office are in existence in 

the system.  

12. Verify that balance in general ledger tallies with the balance in subsidiary book.  

EXAMPLE: 

One nationalized bank had a core system for most of the data. However, it prepared a separate 

module to take care of certain reporting requirements for the HO. One such report was classification 

of advances and provisioning under IRAC [Income Recognition and Asset Classification] norms. 

When the auditors used that data, it would always be prudent to cross check certain totals with the 

output of the core system. If the two do not match, then it will create problems for the 

management as well as the auditors. 

 

Q.NO.7 WRITE ABOUT INTERNAL AUDIT AND INSEPCTION OF BANKS? 

ANSWER: 

1. Central audit and inspection department in Banks is a combination of centralized function with 

some level of decentralization which is usually headed by a Chief Audit Executive. It is 

responsible for undertaking risk-Based Internal Audit (RBIA) as per the framework as stipulated 

by RBI.  
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2. It is also responsible for identification of branches for revenue audit, appointment of concurrent 

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. Risk-based Internal audit is conducted based upon the risk assessment of business and control 

risks of branches. The risk assessment process includes: 

a. Identification of inherent business risks in various activities undertaken by branches 

(Business risk) 

b. Assessment of effectiveness of control systems for monitoring inherent risks of business 

activities of branch (Control risk) 

c. Making an assessment of level and direction of various risk areas and assess level and 

direction of overall business risk and control risk 

d. Drawing up of risk matrix taking into account factors viz. Risk of branch 

 

Q.NO.8 WRITE ABOUT STRESS TESTING AND BASIL III FRAMEWORK OF BANKING COMPANIES? 

ANSWER: 

STRESS TESTING:  

RBI has required that all commercial banks (excluding RRBs and LABs) shall put in place a Board 

ŀǇǇǊƻǾŜŘ Ψ{ǘǊŜǎǎ ¢ŜǎǘƛƴƎ ŦǊŀƳŜǿƻǊƪΩ to suit their individual requirements which would integrate 

into their risk management systems. Stress tests are designed to understand whether a bank has 

enough capital to survive plausible adverse economic conditions and to maintain enough buffer to 

stay afloat under extreme scenarios.  

BASEL III FRAMEWORK:  

1. Basel III norms relate to the Capital Adequacy requirement compliance which the Bank has to 

achieve as contained in the BASEL III accord. Basel capital adequacy norms are meant for the 

protection of depositors and shareholders by prescriptive rules for measuring capital adequacy, 

thereby evolving methods of determining regulatory capital and ensuring efficient use of capital. 

2. Basel III accord strengthens the regulation, supervision and risk management of the banking 

sector. It is global regulatory standard on capital adequacy of banks, stress testing as well as 

market liquidity risk. 

3. The Basel III accord, aims at: 

a. Improving the banking sector's ability to absorb shocks arising from financial and 

economic stress, irrespective of reasons thereof. 

b. Improving risk management and governance practices; and 

c. Strengthening banks' transparency and disclosure standards. 

 

Q.NO.9 GIVE EXAMPLES ON CERTAIN IMPORTANT AREAS OF INTERNAL CONTROLS IN A BANKING 

COMPANIES? [SELF STUDY] 
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ANSWER: 

A. GENERAL CONTROLS: 

 

1. The staff and officers of a bank should be shifted from one position to another frequently 

and without prior notice. 

2. The work of one person should always be checked by another person (usually by an officer) 

in the normal course of business. 

3. The arithmetical accuracy of the books should be proved independently every day.  

4. All bank forms (e.g., /ƘŜǉǳŜ ōƻƻƪǎΣ ŘŜƳŀƴŘ ŘǊŀŦǘκǇŀȅ ƻǊŘŜǊ ōƻƻƪǎΣ ǘǊŀǾŜƭƭŜǊǎΩ ŎƘŜǉǳŜǎΣ 

foreign currency cards etc.) should be kept in the possession of an officer, and another 

responsible officer should verify the issuance and stock of such stationery. 

5. The mail should be opened by a responsible officer. Signatures 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. 

6. The signature book and the telegraphic code book should be kept with responsible officers 

and access should be allowed only to authorised officers. 

7. The bank should take out insurance policies against loss due to all the risks such as fire, 

ƴŀǘǳǊŀƭ ŎŀƭŀƳƛǘƛŜǎΣ ǘƘŜŦǘ ŀƴŘ ŜƳǇƭƻȅŜŜǎΩ ƛƴŦƛŘŜƭƛǘȅΦ 

8. The financial powers of officers of different grades should be clearly defined. 

9. There should be surprise inspection of head office and branches at periodic interval by the 

internal audit department. The irregularities pointed out in the inspection reports should be 

promptly rectified. 

 

B. CASH: 

 

1. Cash should be kept in the joint custody of 2 responsible officers. 

2. In addition to normal checking by the chief cashier, cash should be test-checked daily and 

counted in full occasionally by a responsible officer other than those handling the cash. 

Actual cash in hand should agree with the balance shown by the Day Book every day.  

3. The ŎŀǎƘƛŜǊ ǎƘƻǳƭŘ ƘŀǾŜ ƴƻ ŀŎŎŜǎǎ ǘƻ ǘƘŜ ŎǳǎǘƻƳŜǊΩǎ ƭŜŘƎŜǊ ŀŎŎƻǳƴǘǎ and the Day Book. This 

is an important safeguard as the Bank managements are often 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. 

4. The counterfoil of cash receipt vouchers (e.g., counterfeits of pay-in-slips lodged by the 

depositors) should be signed by an officer in Cash Department, in addition to the receiving 

cashier. 

5. Payments should be made only after the vouchers (e.g., cheques, demand drafts etc.) have 

been passed for payment by the authorised officer ŀƴŘ ƘŀǾŜ ōŜŜƴ ŜƴǘŜǊŜŘ ƛƴ ǘƘŜ ŎǳǎǘƻƳŜǊΩǎ 

account.  

6. High value cash receipts and payments should be verified by a higher officer/ branch 

manager and the excess cash balance should be remitted to currency chest according to 

ōǊŀƴŎƘΩǎ ǊŜǘŜƴǘƛƻƴ ƭƛƳƛǘ ƻƴ Řŀƛƭȅ ōŀǎƛǎΦ 

7. Where the teller system is prevalent: 
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a. A limit should be placed on the powers of tellers to make payment. 

b. All vouchers relating to the accounts of customers which the tellers handle should 

first be sent to them and entered by them in the ledger. 

c. Total payment made by a teller should be reconciled with the cash columns of the 

Voucher Summary Sheet of the ledger concerned every day. 

d. There should be frequent rotation of tellers. 

 

 

C. CLEARINGS: 

 

1. Under the Cheque Truncation System (CTS) implemented by RBI, an electronic image of the 

cheque is transmitted to the paying branch through the clearing house, along with relevant 

information like data on the MICR band, date of presentation, presenting bank, etc. This 

effectively eliminates the associated cost of movement of the physical cheques, reduces the 

time required for their collection. 

2. As per RBI guidelines, the branch is required to either call the customer or email him for any 

cheque received for the amount of Rs. 5 lakh and above in respect of inward clearings. The 

Auditor may verify the compliance on test check basis. 

3. The Auditor is to check whether signature of the drawer of the cheque is being verified by 

the staff or not as else there will be liability of the paying bank under all circumstances. 

4. The unpaid cheques received in outward clearing should be either sent to the customers at 

their recorded address or the customers be informed to collect the 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, the officer should also see that all the 

documents are sent along with the bills. 

2. The accounts of customers or principals should be credited only after the bills have been 

collected or an advice to that effect received from the bank branch or agent to which they 

were sent for collection. 

3. It should be ensured that bills sent by one branch for collection to another branch of the 

bank, are not taken in the bills for collection twice in the amalgamated balance sheet of the 

bank. For this purpose, the receiving branch should reverse the entries regarding such bills at 

the end of the year for closing purposes. 

 

E. BILLS PURCHASED: 

 

1. At the time of purchase of the bills, an officer should verify that all the documents of title are 

properly assigned to the bank. 
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2. Sufficient margin should be kept while purchasing or discounting a bill to cover any decline in 

the value of the security etc. 

3. If the bank is unable to collect a bill on the due date, immediate steps should be taken to 

recover the amount from the drawer against the security provided. 

4. All irregular outstanding account/s should be reported to the Head Office. 

5. In the case of bills purchased outstanding at the close of the year the discount received 

thereon should be properly apportioned between the 2 years. 

 

F. LOANS AND ADVANCES: 

 

1. The bank should make advances only after satisfying itself as to the creditworthiness of the 

borrowers and after obtaining sanction from the proper authorities of the bank. 

2. All the necessary documents (e.g., agreements, demand promissory notes, letters of 

hypothecation, etc.) should be executed by the parties before advances are made. 

3. Sufficient margin should be kept against securities taken to cover any decline in the value 

thereof and to comply with Reserve Bank directives. Such margins should be determined by 

the proper authorities of the bank as a general policy or after detailed scrutiny for specific 

accounts.  

4. All the securities should be received and returned by responsible officer. They should be kept 

in the Joint custody of 2 of such officers. 

5. All securities requiring registration should be registered in the name of the bank or 

otherwise accompanied by the documents sufficient to give title of the bank. 

6. In the case of goods in the possession of the bank, contents of the packages should be test 

checked at the time of receipts. The godowns/warehouses should be regularly and 

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 officers of the bank by personal enquiry in 

addition to the invoice value given by the borrowers.  

8. As soon as any increase or decrease takes place in the value of securities proper entries 

should be made in the Drawing Power Book and Daily Balance Book. These entries should be 

checked by an authorised officer.  

9. All accounts should be kept within both the drawing power and the sanctioned limit as per 

prescribed norms. Additional temporary limit may be sanctioned, for a maximum of 20% of 

existing limit and 90 days maximum tenure. 

10. All the accounts which exceed the sanctioned limit or drawing power or are against 

unapproved securities or are otherwise irregular should be brought to the notice of the 

Management/Head Office regularly. 

11. The operation (in each advance account) should be reviewed at least once every year. 

 

G. DEMAND DRAFTS: 

 

1. The signatures on a demand draft should be checked 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 branch does not receive proper confirmation of any D.D. from the issuing 

branch or does not receive credit in its account with that branch, it should take immediate 

steps to ascertain the reasons. 

 

H. INTER BRANCH ACCOUNTS:  

 

1. The accounts should be adjusted only on the basis of advice (and 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 authority, if any entries (particularly 

debit entries) are not responded to by any branch within a reasonable time. 

 

I. CREDIT CARD OPERATIONS: 

 

1. There should be effective screening of applications with reasonably good credit assessments. 

2. There should be strict control over storage and issue of cards. 

3. There should be a system whereby a merchant confirms the status of unutilised limit of a 

credit-card holder from the bank before accepting the settlement, in case the amount to be 

settled exceeds a specified percentage of the total limit of the card holder. 

4. There should be a system of prompt reporting by the merchants of all settlements accepted 

by them through credit cards. 

5. Reimbursement to merchants should be made only after verification of the validity of 

ƳŜǊŎƘŀƴǘΩǎ ŀŎŎŜǇǘŀƴŎŜ ƻŦ ŎŀǊŘǎΦ 

6. All the reimbursement (gross of commission) should be immediately charged to the 

ŎǳǎǘƻƳŜǊΩǎ ŀŎŎƻǳƴǘΦ 

7. There should be a system to ensure that statements are sent regularly and promptly to the 

customer. 

8. There should be a system to monitor and follow-ǳǇ ŎǳǎǘƻƳŜǊǎΩ payments. 

9. Payments overdue beyond a reasonable period should be identified and attended to 

carefully. For defaulting customers, credit should be stopped by informing the merchants 

through periodic bulletins, as early as possible, to avoid increased losses. 

10. There should be a ǎȅǎǘŜƳ ƻŦ ǇŜǊƛƻŘƛŎ ǊŜǾƛŜǿ ƻŦ ŎǊŜŘƛǘ ŎŀǊŘ ƘƻƭŘŜǊǎΩ accounts. On this basis, 

the limits of customers may be revised, if necessary. The review should also include 

determination of doubtful amounts and the provisioning in respect thereof. 

EXAMPLE 

While doing the audit of a branch of XYZ bank for the year ended 31st March 2019, it was seen that 

ǘƘŜ ǎǘƻŎƪ ǎǘŀǘŜƳŜƴǘǎ ǿƛǘƘ ǘƘŜ ǎŀƳŜ ŦƛƎǳǊŜǎ ŀǊŜ ǎǳōƳƛǘǘŜŘ ōȅ ōƻǊǊƻǿŜǊΩǎ ƳƻƴǘƘ ŀŦǘŜǊ ƳƻƴǘƘ ǿƛǘƘ ŀ 

change in the month at the top. These are just filed for formal compliance. Such things happen 

because a responsible official does not check the stock statements and get them entered in the 
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register maintained for that, which is a lapse in internal control. Due to such a lapse, neither the 

borrower nor bank staff take it sincerely, thus posing a risk of loss to bank. 

 

Q.NO.10 WRITE ABOUT COMPLIANCE WITH CRR AND SLR RATIOS? 

ANSWER: 

CASH RESERVE RATIO (CRR):  

 CRR is a specified minimum fraction of the total deposits of customers, which commercial banks 

have to hold as reserves either in cash or as deposits with the central bank. While the requirement 

for maintenance of cash reserve by banking companies is contained in the Banking Regulation Act, 

1949, corresponding requirement for scheduled banks is contained in the Reserve Bank of India Act, 

1934. The RBI, from time to time, reviews the evolving liquidity situation and accordingly decides 

the rate of CRR required to be maintained by scheduled commercial banks. Therefore, the auditor 

needs to refer the master circular issued from time to time in this regard to ensure the compliance 

of CRR requirements. 

 

STATUTORY LIQUIDITY RATIO (SLR) REQUIREMENTS:  

SLR is the requirement that every scheduled commercial bank in India is required to maintain in the 

form of certain liquid assets such as gold, cash and government approved securities before 

providing credit to the customers. The Reserve Bank of India requires statutory central auditors of 

banks to verify the compliance with SLR requirements of 12 ODD DATES in different months of a 

fiscal year not being Fridays. The objective of maintaining SLR is to have an amount in the form of 

liquid assets which can be used to handle a sudden increase in demand for the amount from the 

depositors.  

The resultant report is to be sent to the top management of the bank and to the Reserve 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 an understanding of the relevant circulars/ instructions of the RBI, particularly regarding 

composition of items of DTL.  

 

2. Request the branch auditors to send their weekly trial balance as on Friday and these are 

consolidated at the head office. Based on this consolidation, the DTL position is determined for 

every reporting Friday. The statutory central auditor should request the branch auditors to verify 

the correctness of the trial balances relevant to the dates selected by him/her. The branch 
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auditors should also be specifically requested to examine the cash balance at the branch on the 

selected dates. 

 

3. Examine, on a test basis, the consolidations regarding DTL position prepared by the bank with 

reference to the related returns received from branches. The auditor should examine whether 

the valuation of securities done by the bank is in accordance with the guidelines prescribed by 

the RBI. 

 

4. While examining the computation of DTL, specifically examine that the following items have 

been excluded from liabilities, some of these are: 

a. Paid up capital, reserve, any credit balance in profit & loss account of bank, amount of 

loan taken from RBI and amount of refinance taken from EXIM bank, NHB, SIDBI and 

NABARD [NEWLY ADDED IN 2021 ς APPLICABLE FROM MAY 2022 ONWARDS] 

b. Part amounts of recoveries from the borrowers in respect of debts considered bad and 

doubtful of recovery. 

c. Amounts received in Indian currency against import bills and held in sundry deposits 

pending receipts of final rates. 

d. Un-adjusted deposits/balances lying in link branches for agency 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 deposits for funded facilities. 

 

5. Similarly, specifically examine that the following items have been included in liabilities, some of 

these are: 

a. Net credit balance in branch adjustment accounts including these relating to foreign 

branches. 

b. Interest on deposit as at the end of the first half year reversed in the beginning of the 

next half-year. [REMOVED FROM 2021 ς NOT APPLICABLE FOR MAY 2022 EXAM 

ONWARDS] 

c. Borrowings from abroad by banks in India ƴŜŜŘǎ ǘƻ ōŜ ŎƻƴǎƛŘŜǊŜŘ ŀǎ ΨƭƛŀōƛƭƛǘƛŜǎ ǘƻ ƻǘƘŜǊΩ 

and thus, needs to be considered at gross level unlike ΨƭƛŀōƛƭƛǘƛŜǎ ǘƻǿŀǊŘǎ ōŀƴƪƛƴƎ ǎȅǎǘŜƳ 

ƛƴ LƴŘƛŀΩΣ ǿƘƛŎƘ ŀǊŜ ǇŜǊƳƛǘǘŜŘ ǘƻ ōŜ ƴŜǘǘŜŘ ƻŦŦ ŀƎŀƛƴǎǘ ΨŀǎǎŜǘǎ ǘƻǿŀǊŘǎ ōŀƴƪƛƴƎ ǎȅǎǘŜƳ ƛƴ 

LƴŘƛŀΩΦ ¢ƘǳǎΣ ǘƘŜ adverse balances in Nostro Mirror Account needs to be considered as 

Ψ[ƛŀōƛƭƛǘƛŜǎ ǘƻ ƻǘƘŜǊΩΦ 

d. The reconciliation of Nostro accounts (with Nostro Mirror Accounts) needs to be 

scrutinized carefully to analyze and ascertain if any inwards remittances are received on 

behalf of the customers / constituents of the bank and have remained unaccounted and 

/ or any other debit (inward) entries have remained unaccounted and are pertaining to 

any liabilities for the bank. 

 

6. Examine whether the consolidations prepared by the bank include the relevant information in 

respect of all the branches. It may be noted that, even though interest accrues daily, it is 
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recorded in the books only at periodic intervals. Thus, examine whether such interest accrued 

but not accounted for in books is included in the computation of DTL. 

 

7. The auditor at the central level should apply the audit procedures listed above to the overall 

consolidation prepared for the bank as a whole. Where such procedure is followed, the central 

auditor should adequately describe the same in the report.  

 

8. While reporting on compliance with SLR requirements, the auditor should specify the number of 

unaudited branches and state that he/she has relied on the returns received from the 

unaudited branches in forming an opinion.  

 

NOTE: Recently, 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.11 WRITE ABOUT VERIFICATION OF ASSETS OF A BANKING COMPANY? 

ANSWER: 

REFER CONCEPT NO. 7 IN ICAI STUDY MATERIL FOR FULL LENGTH DISCUSSION OF AUDIT OF 

ASSETS. [PAGE NO. 14.23 TO 14.44]. ICAI SM 2023 EDITION. 

 

Q.NO.12 WRITE ABOUT VERIFICATION OF CAPITAL AND LIABILITIES? 

ANSWER: 

REFER CONCEPT NO. 8 IN ICAI STUDY MATERIL FOR FULL LENGTH DISCUSSION OF AUDIT OF 

LIABILITIES. [PAGE NO. 14.44 TO 14.56]. ICAI SM 2023 EDITION. 

 

Q.NO.13 WRITE ABOUT ISSUANCE OF AUDITORS REPORT BY CENTRAL STATUTORY AUDITORS AND 

BRANCH AUDITORS OF BANKING COMPANIES? 

ANSWER: 

!¦5L¢hwΩǎ w9thw¢Υ 

1. In the case of a nationalised bank, the auditor is required to make a report to the Central 

Government in which the auditor should state the following: 

a. ²ƘŜǘƘŜǊΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƻǇƛƴƛƻƴΣ ǘƘŜ ōŀƭŀƴce sheet is a full and fair balance sheet 

containing all the necessary particulars and is properly drawn up so as to exhibit a true 

and fair view of the affairs of the bank. 

b. In case the auditor had called for any explanation or information, whether it has been 

given and whether it is satisfactory. 
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c. Whether or not the transactions of the bankΣ ǿƘƛŎƘ ƘŀǾŜ ŎƻƳŜ ǘƻ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ƴƻǘƛŎŜΣ 

have been within the powers of that bank. 

d. Whether or not the returns received from the offices and branches of the bank have 

been found adequate for the purpose of audit. 

e. Whether the 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 considers should be brought to the notice of the 

Central Government. 

 

2. The report of auditors of State Bank of India is also to be made to the Central Government and 

ƛǎ ŀƭƳƻǎǘ ƛŘŜƴǘƛŎŀƭ ǘƻ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ in the case of a nationalised bank. 

 

Chwa!¢ hC !¦5L¢hwΩǎ w9thw¢Υ 

1. STANDARDS ON AUDITING: The auditors, central as well as branch, should also ensure that the 

audit report issued by them complies with the requirements of SA 700Σ άCƻǊƳƛƴƎ ŀƴ hǇƛƴƛƻƴ ŀƴŘ 

wŜǇƻǊǘƛƴƎ ƻƴ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎέΣ {! тлрΣ άaƻŘƛŦƛŎŀǘƛƻƴǎ ǘƻ ǘƘŜ hǇƛƴƛƻƴ ƛƴ ǘƘŜ LƴŘŜǇŜƴŘŜƴǘ 

!ǳŘƛǘƻǊΩǎ wŜǇƻǊǘέΣ {! тлсΣ ά9ƳǇƘŀǎƛǎ ƻŦ aŀǘǘŜǊ tŀǊŀƎǊŀǇƘǎ ŀƴŘ hǘƘŜǊ aŀǘǘŜǊ tŀǊŀƎǊŀǇƘǎ ƛƴ ǘƘŜ 

LƴŘŜǇŜƴŘŜƴǘ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘέΣ {! тмлΣ ά/ƻƳǇarative Information-Corresponding Figures and 

/ƻƳǇŀǊŀǘƛǾŜ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎέ ŀƴŘ {! тнлΣ ¢ƘŜ !ǳŘƛǘƻǊΩǎ wŜǎǇƻƴǎƛōƛƭƛǘȅ wŜƭŀǘƛƴƎ ǘƻ hǘƘŜǊ 

Information in Documents Containing Audited Financial Statements.  

 

2. DISCLOSURES ς UN AUDITED BRANCHES: The auditor should ensure that not only the 

information relating to number of unaudited branches is given but quantification of advances, 

deposits, interest income and interest expense for such unaudited branches has also been 

disclosed in the audit report.  

 

3. ADDITIONAL REPORTING REQUIREMENTS UNDER COMPANIES ACT:  

a. The auditor of a banking company is also required to state in the report the matters 

covered by Section 143 of the Companies Act, 2013. However, it is pertinent to mention 

that the reporting requirements relating to the /ƻƳǇŀƴƛŜǎ ό!ǳŘƛǘƻǊΩǎ wŜǇƻǊǘύ hǊŘŜǊΣ 

2020 is NOT APPLICABLE to a banking company as defined in clause (c) of section 5 of the 

Banking Regulation Act, 1949. 

 

b. As per reporting requirements cast through Rule 11 of the Companies (Audit and 

Auditors) Rules, 2014 the ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘŀƭƭ ŀƭǎƻ ƛƴŎƭǳŘŜ ǘƘŜƛǊ ǾƛŜǿǎ ŀƴŘ ŎƻƳƳŜƴǘǎ on 

the following matters, namely: [143(3)] 

i. Whether the bank has disclosed the impact, if any, of pending litigations on its 

financial position in its financial statements. 

ii. Whether the bank has made provision, as required under the law or accounting 

standards, for material foreseeable losses, if any, on long term contracts including 

derivative contracts. 
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iii. Whether there has been any delay in transferring amounts, required to be 

transferred to the investor education and protection fund. 

iv.  

1. ²ƘŜǘƘŜǊ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ Ƙŀǎ ǊŜǇǊŜǎŜƴǘŜŘ ǘƘŀǘΣ ǘƻ ǘƘŜ ōŜǎǘ ƻŦ ƛǘΩǎ 

knowledge and belief, other than as disclosed in the notes to the 

accounts, no funds have been advanced or loaned or invested (either from 

borrowed funds or share premium or any other sources or kind of funds) 

by the company to or in any other person(s) or entity(ies), including 

ŦƻǊŜƛƎƴ ŜƴǘƛǘƛŜǎ όάLƴǘŜǊƳŜŘƛŀǊƛŜǎέύΣ with the understanding, whether 

recorded in writing or otherwise, that the Intermediary shall, whether, 

directly or indirectly lend or invest in other persons or entities identified in 

any manner whatsoever by or on behalf of the bank όά¦ƭǘƛƳŀǘŜ 

.ŜƴŜŦƛŎƛŀǊƛŜǎέύ ƻǊ ǇǊƻǾƛŘŜ ŀƴȅ ƎǳŀǊŀƴǘŜŜΣ ǎŜŎǳǊƛǘȅ ƻǊ ǘƘŜ ƭƛƪŜ ƻƴ ōŜƘŀƭŦ ƻf 

the Ultimate Beneficiaries. 

2. Whether the management has represented, that, to the best of its 

knowledge and belief, other than as disclosed in the notes to the 

accounts, no funds have been received by the bank from any person(s) or 

ŜƴǘƛǘȅόƛŜǎύΣ ƛƴŎƭǳŘƛƴƎ ŦƻǊŜƛƎƴ ŜƴǘƛǘƛŜǎ όάCǳƴŘƛƴƎ tŀǊǘƛŜǎέύΣ ǿƛǘƘ ǘƘŜ 

understanding, whether recorded in writing or otherwise, that the bank 

shall, whether, directly or indirectly, lend or invest in other persons or 

entities identified in any manner whatsoever by or on behalf of the 

CǳƴŘƛƴƎ tŀǊǘȅ όά¦ƭǘƛƳŀǘŜ .ŜƴŜŦƛŎƛŀǊƛŜǎέύ ƻǊ provide any guarantee, 

security or the like on behalf of the Ultimate Beneficiaries. 

3. Based on such audit procedures that the auditor has considered 

reasonable and appropriate in the circumstances, nothing has come to 

their notice that has caused them to believe that the representations 

under sub-clause (1) and (2) contain any material misstatement. 

 

v. Whether the dividend declared or paid during the year by the company is in 

compliance with section 123 of the Companies Act, 2013. 

 

vi. [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 operated 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 step-by-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. 
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[hbD Chwa !¦5L¢hwΩǎ w9thw¢Υ 

1. Besides the audit report as per the statutory requirements discussed above, the terms of 

appointment of auditors of public sector banks, private sector banks and foreign banks (as well 

as their branches), require the auditors to also furnish a long form audit report (LFAR).  

2. The long form audit report is to be given by statutory branch auditors as well as statutory central 

auditors. The LFAR for branch auditors is in form of questionnaire where 

observations/comments have to be provided on range of matters including cash, balance with 

banks, investments, advances, deposits etc. These are submitted by the statutory branch 

auditors to statutory central auditors. 

3. The consolidation is done at head office level and LFAR for bank is submitted by statutory central 

auditors to management.  

4. The LFAR, on the bank, after due examination, should be placed before the ACB of the bank 

indicating the action taken/proposed to be taken for rectification of the irregularities, if any, 

mentioned therein; and  

5. A copy of the LFAR and the relative agenda note, together with the Board's views or directions, 

is submitted to RBI within 60 days of submission of LFAR by statutory auditors. 

 

OTHER REPORTING REQUIREMENTS: [REPORTING ABOUT FRAUD] 

1. The RBI issued a Circular relating to implementation of recommendations of Committee on 

Legal Aspects of Bank Frauds applicable to all scheduled commercial banks (excluding Regional 

Rural Banks). The said circular provides details regarding liability of accounting and auditing 

profession including the professional conduct, non-disclosure of client information and need to 

report fraud.  

 

2. Auditor should also consider the compliance with provisions of Standards on Auditing. 

EXAMPLE: {! нрлΣ ά/ƻƴǎƛŘŜǊŀǘƛƻƴ ƻŦ [ŀǿǎ ŀƴŘ wŜƎǳƭŀǘƛƻƴǎ ƛƴ ŀƴ !ǳŘƛǘ ƻŦ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎέΣ 

explains that the duty of confidentiality is over -ridden by statute, law or by courts. Whereas an 

auditor conducting an audit in accordance with SAs is responsible for obtaining reasonable 

assurance that the financial statements taken as a whole are free from material misstatement, 

whether caused by fraud or error according to SA 240. 

 

3. Further, as per sub-section 12 of section 143 of the Companies Act, 2013, if an auditor of a 

company, in the course of the performance of duties as auditor, has reason to believe that an 

offence of fraud involving such amount or amounts as may be prescribed, is being or has been 

committed in the company by its officers or employees, the auditor shall report the matter to 

the Central Government within such time and in such manner as may be prescribed. It must be 

noted that auditor is not expected to consider each and every transaction but to evaluate the 

system as a whole. Therefore, if the auditor while performing normal duties comes across any 

instance, he/she should report the matter to the RBI in addition to Chairman/Managing 

Director/Chief Executive of the concerned bank. 
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Q.NO.14 WRITE ABOUT CONCURRENT AUDIT OF BANKS? 

ANSWER: 

INTRODUCTION: 

1. Concurrent audit, as the name suggests, is an audit or verification of transactions or activities of 

an organisation concurrently as the transaction/activity takes place. It is not a pre-audit. The 

concept in this audit is to verify the authenticity of the transaction/activity within the shortest 

possible time after the same takes place. It is SIMILAR to internal audit which is a concept 

recognised under the Companies Act.  

 

2. In view of the complexities of economic activities it is now well recognised that there must be a 

system of someone, other than the person involved in the operations, verifying the authenticity 

of the transaction/activity on a regular basis, so that any deviation from the laid down 

procedures can be noticed in the shortest possible time and remedial action can be taken. 

 

3. The concept of concurrent audit in the public as well as the private sector banks has gained 

acceptance in recent years. In some banks, this task has been entrusted to the internal 

inspection staff who are not engaged in operational activities. In other banks, this work is 

allotted to outside professional firms of chartered accountants. The Reserve Bank of India (RBI) 

has issued certain guidelines for the conduct of this audit.  

 

4. The Reserve Bank of India (RBI) has issued certain guidelines for the conduct of this audit. 

 

 

SCOPE OF CONCURRENT AUDIT: 

1. The detailed scope of the concurrent audit should be clearly and uniformly determined for the 

Bank as a whole by ǘƘŜ .ŀƴƪΩǎ LƴǎǇŜŎǘƻǊ ŀƴŘ !ǳŘƛǘ 5ŜǇŀǊǘƳŜƴǘ in consultation with the .ŀƴƪΩǎ 

Audit Committee of the Board of Directors (ACB). In determining the scope, importance should 

be given to checking high-risk transactions having large financial implications as opposed to 

transactions involving lesser amounts. The detailed scope of the concurrent audit may be 

determined and approved by the ACB. 

 

2. Further, the guidelines issued by the RBI cover all the key areas of activities of the branch which 

is under concurrent audit. Most banks have prepared an Audit Manual for this purpose. Broadly 

stated, the following areas are covered by these guidelines: 
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CONCURRENT AUDIT SYSTEM IN COMMERCIAL BANKS: 

It hardly needs to be stressed that the concurrent audit system is to be rŜƎŀǊŘŜŘ ŀǎ ǇŀǊǘ ƻŦ ŀ ōŀƴƪΩǎ 

early-warning system to ensure timely detection of irregularities and lapses which helps in 

preventing fraudulent transactions at branchesΦ Lǘ ƛǎΣ ǘƘŜǊŜŦƻǊŜΣ ƴŜŎŜǎǎŀǊȅ ŦƻǊ ǘƘŜ ōŀƴƪΩǎ 

management to give serious attention to the implementation of various aspects of the system such 

as selection of branches/coverage of business operations, appointment of auditors, appropriate 

reporting procedures, follow-up/rectification processes and utilisation of the feedback from the 

system for appropriate and quick management decisions. 

The bank should once in a year review the effectiveness of the system and take necessary measures 

to correct the lacunae in the implementation of the programme. 

 

 

 

 

COVERAGE OF BUSINESS/BRANCHES: 

1. The scope of work to be entrusted to concurrent auditors, coverage of business/branches, etc. is 

left to the discretion of the head of internal audit of banks with the due prior approval of the 

Audit Committee of the Board of Directors (ACB). 

2. Banks may, however, ensure that risk sensitive areas identified by them as per their specific 

business models are covered under concurrent audit. The detailed scope of the concurrent audit 

may be determined and approved by the ACB. 

3. The broad areas of coverage under concurrent audit shall be based on the identified risk of the 

unit and must include random transaction testing of sufficiently large sample of such 

transactions wherever required. 
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TYPES OF ACTIVITIES TO BE COVERED: 

REFER CONCEPT - 10.4 IN ICAI STUDY MATERIAL [PAGE NO. 9.55 TO 9.57] 

 

APPOINTMENT OF /hb/¦ww9b¢ !¦5L¢hwΩǎ !b5 !//h¦b¢ABILIY: 

1. BANKS DISCRETION: The option to consider whether concurrent audit should be done by 

ōŀƴƪΩǎ ƻǿƴ ǎǘŀŦŦ ƻǊ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊǎ is left to the discretion of individual banks. 

 

2. OWN STAFF: In case the bank has engaged its own officials, they should be experienced, well 

trained and sufficiently senior. The staff engaged on concurrent audit must be independent of 

the branch where concurrent audit is to be conducted. 

 

3. a!·La¦a ¢9b¦w9 hC 9·¢9wb![ /hb/¦ww9b¢ !¦5L¢hwΩ{Υ ACB of the bank shall decide the 

maximum tenure of external concurrent auditors with the bank. Generally, tenure of external 

concurrent auditors with a bank shall not be more than 5 years on continuous basis. However, 

no concurrent auditor shall be allowed to continue with a branch/business unit for a period of 

more than 3 years. 

 

4. LAPSES IN WORKINGS: If external firms are appointed and any serious acts of omissions or 

commissions are noticed in their working their appointments may be cancelled and the fact 

may be reported to RBI & ICAI. 

 

REMUNERATION OF CONCURRENT AUDITOR: 

Terms of appointment of the external firms of Chartered Accountants for the concurrent audit and 

their remuneration may be fixed by ACB of banks keeping in view various factors such as coverage 

of areas, skill sets required, number of staff required and time to be devoted to audit. 

 

REPORTING SYSTEMS: 

1. There should be proper reporting of the findings of the concurrent auditors. For this purpose, 

each bank should prepare a structured format. The major deficiencies/ aberrations noticed 

during audit should be highlighted in a special note and given immediately ǘƻ ǘƘŜ ōŀƴƪΩǎ 

branch/controlling offices. A quarterly review containing key features brought out during the 

concurrent audits should be placed before the ACB.  

 

2. There should be zone-wise reporting of the findings of the concurrent audit to ACB 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 auditor should discuss the important issues on which he/she 

wishes to report with the branch manager and concerned officers. This will enable the auditor to 

take into consideration the opposite viewpoint  and clarify any doubts.  

 

4. Minor irregularities pointed out by the concurrent auditors are 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 detected, they should immediately be reported to 

Inspection & Audit Department (Head Office) as also the Chief Vigilance Officer as well as Branch 

Managers concerned (unless the branch manager is involved).  

 

6. Follow-up action on the concurrent audit reports should be given high priority by the controlling 

office/Inspection and Audit Department and rectification of the features done without any loss 

of time. 

 

Q.NO.15 WRITE ABOUT AUDIT COMMITTEE IN THE CONTEXT OF BANKS? 

ANSWER: 

Banks are required to constitute an Audit Committee of their Board in pursuance of RBI guidelines. 

One of the functions of this committee is to provide direction and also oversee the operations of the 

total audit function in the bank.  

The committee also has to review the internal inspection/audit function in 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, therefore, connected with the functioning of the system of concurrent 

audit. The method of appointment of auditors, their remuneration and the quality of their work is to 

be reviewed by the Audit Committee. It is in this context that periodical meetings by the members 

of the audit committee with the concurrent auditors and statutory auditors help the audit 

committee to oversee the operations of the total audit function in the bank.  
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PRACTICAL QUESTIONS 

[TEST YOUR KNOWLEDGE / ILLUSTRATIONS] 

Q.NO.1 Your firm has been appointed as Central Statutory Auditors of a Nationalised Bank. The 

Bank follows financial year as accounting year. Your Audit Manager informed that the bank 

has recognised on accrual basis income from dividends on securities and Units of Mutual 

Funds held by it as at the end of financial year. The dividends on securities and Units of 

Mutual Funds were declared after the end of financial year. Comment. 

 

ANSWER: 

 

Banks may book income from dividend on shares of corporate bodies on accrual basis, provided 

dividend on the shares has been declared by the corporate body in its annual general meeting 

and the owner's right to receive payment is established. This is also in accordance with AS 9. In 

this case the dividends have been declared after the financial year end. Therefore, the recognition 

of income by the bank on accrual basis is not in order. 

 

In respect of income from government securities and bonds and debentures of corporate bodies, 

where interest rates on these instruments are pre-determined, income could be booked on 

accrual basis, provided interest is serviced regularly and as such is not in arrears. It was further, 

however, clarified that bank may book income on accrual basis on securities of corporate 

bodies/public sector undertakings in respect of which the payment of interest and repayment of 

principal have been guaranteed by the central government or a State government. 

 

Q.NO.2 In 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. When 

queried the bank management replied that this account was guaranteed by the central 

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 a 

State Government? 

όōύ ¢ƘŜ ōŀƴƪΩǎ advance portfolio comprised of significant loans against Life Insurance Policies. 

Write suitable audit program to verify these advances. 
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ANSWER: 

 

(a) Government Guaranteed Advance: If a government guaranteed advance becomes NPA, then 

for the purpose of income recognition, interest on such advance should not to be taken to 

income unless interest is realized. However, for purpose of asset classification, credit facility 

backed by Central Government Guarantee, though overdue, can be treated as NPA only when 

the Central Government repudiates its guarantee, when invoked. 

 

Since the bank has not invoked the guarantee, the question of repudiation does not arise. Hence 

the bank is correct to the extent of not applying the NPA norms for provisioning purpose. But 

this exemption is not available in respect of income recognition norms. Hence the income to the 

extent not recovered should be reversed. 

The situation would be different if the advance is guaranteed by State Government because this 

exception is not applicable for State Government Guaranteed advances, where advance is to be 

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- 

(i) The auditor should inspect the policies and see whether they are assigned to the bank 

and whether such assignment has been registered with the insurer. 

(ii) The auditor should also examine whether premium has been paid on the policies and 

whether they are in force. 

(iii) Certificate regarding surrender value obtained from the insurer should be examined. 

(iv) The auditor should particularly see that if such surrender value is subject to payment 

of certain premium, the amount of such premium has been deducted from the surrender 

value. 

 

Q.NO.3 Your firm has been appointed as Central Statutory Auditors of a Nationalised Bank. The 

bank is a consortium member of Cash Credit Facilities of Rs. 50 crores to X Ltd. Bank's own 

share is Rs. 10 crores only. During the last two quarters against a debit of Rs. 1.75 crores 

towards interest the credits in X Ltd's account are to the tune of Rs. 1.25 crores only. Based 

on the certificate of lead bank, the bank has classified the account of X Ltd as performing. 

The Bank follows financial year as accounting year. Advise your views on the issue which 

were brought to your notice by your Audit Manager. 
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ANSWER: 

 

The bank is a consortium member of cash credit facilities of Rs. 50 crores to X Ltd. Bank's own 

share is Rs. 10 crores only. During the last two quarters against a debit of Rs. 1.75 crores towards 

ƛƴǘŜǊŜǎǘΣ ǘƘŜ ŎǊŜŘƛǘǎ ƛƴ · [ǘŘΦΩǎ ŀŎŎƻǳƴǘ ŀǊŜ ǘƻ ǘƘŜ ǘǳƴŜ ƻŦ Rs. 1.25 crores only. Sometimes, several 

banks form a group (the 'consortium') under the leadership of a 'lead bank' to make advance to 

a large customer on same conditions and security with proportionate rights. In such cases, each 

bank may classify the advance given by it according to its own experience of recovery and other 

factors.  

Since in the last two quarters, the amount remains outstanding and, thus, interest amount should 

be reversed. This is despite the certificate of lead bank to classify that the account as performing. 

Accordingly, the amount should be shown as non-performing asset. 

 

Q.NO.4 You have been appointed as an auditor of LCO Bank, a nationalized bank. LCO Bank also 

deals in providing credit card facilities to its account holder. The bank is aware of the fact 

that there should be strict control over storage and issue of credit cards. How will you 

evaluate the Internal Control System in the area of Credit Card operations of a Bank? 

 

ANSWER: 

 

Refer Q No. 9 [Point ς I] 

 

Q.NO.5 You 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 concurrent 

audit. 

 

ANSWER: 

 

Refer Q No. 14 on Concurrent Audit 

 

Q.NO.6 While auditing FAIR Bank, you observed that a lump sum amount has been disclosed as 

contingent liability collectively. You are, therefore, requested by the management to guide 

them about the disclosure requirement of Contingent Liabilities for Banks. Kindly guide. 

 

ANSWER: 

 

Refer ICAI SM ς Audit of Liabilites 
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Q.NO.7 ABC Chartered Accountants have been appointed as concurrent auditors for the 

branches of Effective Bank Ltd. for the year 2019-20. You are part of the audit team for Agra 

branch of the bank and have been instructed by your senior to verify the advances of the 

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.8 In the course of audit of Skip Bank Ltd., you found that the Bank had sold certain of its 

non-performing assets. Draft the points of audit check that are very relevant to this area of 

checking. 

 

ANSWER: 

 

Refer Audit of Assets in ICAI SM 

 

Q.NO.9 Banks, because of certain characteristics, are distinguished from other commercial 

enterprises and hence it needs special audit consideration. As an auditor of a bank, specify 

the various peculiarities which may necessitate special audit consideration to be taken care 

by you? 

 

ANSWER: 

 

wŜŦŜǊ v bƻΦ м ά{ǇŜŎƛŀƭ !ǳŘƛǘ /ƻƴǎƛŘŜǊŀǘƛƻƴǎέ 

 

Q.NO.10 ABC 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 the 

statutory branch audit for the year ended 31st March 2020, you find that the renewal has 

not been done even though 180 days are over. The bank says that the renewal process has 

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 shows a letter 

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 the 

audit all over again. The limit was not renewed till 31/3/2020. However, the 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 not 

renewed as on 31/3/2020. What is your opinion? 

 

ANSWER: 
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As per Guidelines of Reserve Bank of India the account should be classified as NPA if renewal is 

not done in 180 days. However, in the present case, operations in the account are excellent. The 

bank has shown a letter from that company that due to certain reasons the audited financial 

statements are delayed. Further, the limit has been renewed before signing the audit report. 

 

Thus, even if the sanction was issued after the balance sheet date, it relates to the position as on 

the balance sheet date. Therefore, it is an adjusting event under AS 4, Contingencies and Events 

Occurring After the Balance Sheet Date. It is also a matter of substance over form. 

 

The auditor would consider classifying the account as a standard asset. 

 

Q.NO.11 You are auditing a small bank branch with staff strength of the manager, cashier and 

three other staff S1, S2 and S3. Among allocation of work for other areas, S1 who is a peon 

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 

possession of all banƪ ŦƻǊƳǎ όŜΦƎΦ /ƘŜǉǳŜ ōƻƻƪǎΣ ŘŜƳŀƴŘ ŘǊŀŦǘκǇŀȅ ƻǊŘŜǊ ōƻƻƪǎΣ ǘǊŀǾŜƭŜǊǎΩ 

cheques, foreign currency cards etc.). He maintains a record meticulously which you have 

test checked also. However, no one among staff regularly checks that. You are informed 

that being a small branch with shortage of manpower, it is not possible to always check the 

work and records. Give your comments. 

 

ANSWER: 

 

Banks are required to implement and maintain a system of internal controls for mitigating risks, 

maintain good governance and to meet the regulatory requirements. Given below are examples 

of internal controls that are violated in the given situation: 

 

In the instant case, S1 who is a peon opens all the mail and forwards it to the concerned person. 

Further, he does not have a signature book so as to check the signatures on important 

communications is not in accordance with implementation and maintenance of general internal 

control. As the mail should be opened by a responsible officer. Signatures 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. 
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All bank forms (e.g., /ƘŜǉǳŜ ōƻƻƪǎΣ ŘŜƳŀƴŘ ŘǊŀŦǘκǇŀȅ ƻǊŘŜǊ ōƻƻƪǎΣ ǘǊŀǾŜƭŜǊǎΩ ŎƘŜǉǳŜǎΣ ŦƻǊŜƛƎƴ 

currency cards etc.) should be kept in the possession of an officer, and another responsible officer 

should verify the issuance and stock of such stationery. In the given case, S2 has possession of all 

bank forms (e.g., ŎƘŜǉǳŜ ōƻƻƪǎΣ ŘŜƳŀƴŘ ŘǊŀŦǘκǇŀȅ ƻǊŘŜǊ ōƻƻƪǎΣ ǘǊŀǾŜƭŜǊǎΩ ŎƘŜǉǳŜǎΣ ŦƻǊŜƛƎƴ 

currency cards etc.). He maintains a record meticulously which were also verified on test check 

basis. 

 

Further, contention of bank that being a small branch with shortage of manpower they are not 

able to check the work and records on regular basis, is NOT TENABLE as such lapses in internal 

control pose risk of fraud. 

 

The auditor should report the same in his report accordingly. 
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4B. !¦5L¢ hC b.C/Ω{ 

 

AMENDMENT IN NBFC 

Pursuant to the announcement of Scale Based Regulation (SBR): A Revised Regulatory Framework 

for NBFCs on 22 October 2021 to be effective from 01 October 2022, RBI has revised different 

facets of existing NBFC Classification and regulation like Capital Requirements, Governance 

Standards, Prudential Regulations, etc. based on four layers that are defined based on their size, 

activity, and perceived riskiness.  

These four layers are NBFC ς Base Layer (NBFC-BL), then NBFC- Middle Layer (NBFC-ML), NBFC 

Upper Layer (NBFC-UL) and lastly NBFC ς Top Layer (NBFC-TL). The Top layer is ideally expected to 

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) non-ŘŜǇƻǎƛǘ ǘŀƪƛƴƎ b.C/ǎ ōŜƭƻǿ ǘƘŜ ŀǎǎŜǘ ǎƛȊŜ ƻŦ мллл ŎǊƻǊŜ 

and (b) NBFCs undertaking the following activities- (i) NBFC-Peer to Peer Lending Platform (NBFC-

P2P), (ii) NBFC-Account Aggregator (NBFC-AA), (iii) Non-Operative 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 (NBFC-Ds), irrespective of asset size, 

(b) non-ŘŜǇƻǎƛǘ ǘŀƪƛƴƎ b.C/ǎ ǿƛǘƘ ŀǎǎŜǘ ǎƛȊŜ ƻŦ мллл ŎǊƻǊŜ ŀƴŘ ŀōƻǾŜ ŀƴŘ όŎύ b.C/ǎ ǳƴŘŜǊǘŀƪƛƴƎ 

the following activities (i) Standalone Primary Dealers (SPDs), (ii) Infrastructure Debt Fund - Non-

Banking Financial Companies (IDF-NBFCs), (iii) Core Investment Companies (CICs), (iv) Housing 

Finance Companies (HFCs) and (v) Infrastructure Finance Companies (NBFC-IFCs).  

Upper Layer  

The Upper Layer shall comprise of those NBFCs which are specifically identified by the Reserve 

Bank as warranting enhanced regulatory requirement based on a set of parameters and scoring 

methodology as provided in the Appendix to this circular. The top ten eligible NBFCs in terms of 

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 is of the 

opinion that there is a substantial increase in the potential systemic risk from specific NBFCs in 

the Upper Layer. Such NBFCs shall move to the Top Layer from the Upper Layer.  

Categorisation of NBFCs carrying out specific activity  
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As the regulatory structure envisages scale based as well as activity-based regulation, the 

following prescriptions shall apply in respect of the NBFCs  

a) NBFC-P2P, NBFC-AA, NOFHC and NBFCs without public funds and customer interface will 

always remain in the Base Layer of the regulatory structure.  

b) NBFC-D, CIC, IFC and HFC will be included in Middle Layer or the Upper Layer (and not in the 

Base layer), as the case may be. SPD and IDF-NBFC will always remain in the Middle Layer.  

c) The remaining NBFCs, viz., Investment and Credit Companies (NBFC-ICC), Micro Finance 

Institution (NBFC-MFI), NBFC-Factors and Mortgage Guarantee Companies (NBFC-MGC) could lie 

in any of the layers of the regulatory structure depending on the parameters of the scale based 

regulatory framework.  

d) Government owned NBFCs shall be placed in the Base Layer or Middle Layer, as the case may 

be. They will not be placed in the Upper Layer till further notice.  

References to NBFC-ND, NBFC-ND-SI & NBFC-D - From October 01, 2022:  

All references to NBFC-ND shall mean NBFC-BL and all references to NBFC-D and NBFC-NDSI shall 

mean NBFC-ML or NBFC-UL, as the case may be. 

 

Q.NO.1. WRITE ABOUT DEFINITION, CRITERIA AND REGISTRATION OF NBFC AS PER RBI ACT? 

ANSWER: 

A. DEFINITION: 

45 I(f) of Reserve Bank of India (Amendment) Act, 1997 defines a non-banking financial company 

as: 

I. A financial institution which is a company. 

II. A non-banking institution which is a company, and which has as its principal business the 

receiving of deposits, under any scheme or arrangement or in any other manner, or 

lending in any manner. 

III. Such other non-banking institution or class of such institutions, as 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 Non-Banking Financial Company (NBFC), RBI will consider 

both assets and income pattern as evidenced from the last audited balance sheet of the 

company to decide its principal business.  

 

2. The company will be treated as NBFC when:  
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a. a company's financial assets constitute more than 50 % of the total assets (netted off 

by intangible assets) and  

b. income from financial assets constitute more than 50 % of the gross income.  

 

3. A company which fulfils both these criteria shall qualify as an NBFC and would require to be 

registered as NBFC by RBI. 

 

C. REGISTRATION AND REGULATION OF NBFC: 

 

1. COMPLSORY REGISTRATION: Under Section 45ςIA of the Reserve Bank of India 

(Amendment) Act, 1997, NO non-banking financial company is allowed to commence or 

carry on the business of a non-banking financial institution without: 

a. Obtaining a certificate of registration issued by the Reserve Bank of India. 

b. Having a net owned fund (NOF) of Rs. 25 lakhs (Rs. 2 crore since April 1999) not 

exceeding Rs. 200 lakhs, as the RBI may, by notification in the Official Gazette, 

specify. 

NOTE: A company incorporated under the Companies Act and desirous of commencing business 

of non-banking financial institution as defined under Section 45ςIA of the RBI Act, 1934 can 

apply to the Reserve Bank of India in prescribed form along with necessary documents for 

registration. The RBI issues Certificate of Registration after satisfying itself that the conditions as 

enumerated in Section 45-IA of the RBI Act, 1934 are satisfied. 

2. DIRECTIONS TO NBFC: The Reserve Bank of India has issued directions to non-banking 

financial companies on: 

a. Acceptance of public deposits,  

b. Prudential norms like capital adequacy,  

c. Income recognition,  

d. Asset classification,  

e. Provision for bad and doubtful debts,  

f. Risk exposure norms and  

g. Other measures to monitor the financial solvency and  

h. Reporting by NBFCs. 

 

3. DIRECTIONS TO AUDITORS: Directions were also issued to auditors to report non-

compliance with the RBI Act and the Regulations to the RBI, Board of Directors, and 

shareholders.  

 

Q.NO.2. ²I!¢ !w9 ±!wLh¦{ ¢¸t9{ hC b.C/ΩǎΚ 

ANSWER: 
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1. INCLUDES: In terms of the Section 45-I(f) read with Section 45-I(c) of the RBI Act, 1934, as 

amended in 1997, non-banking financial company (NBFC) is a company 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 local 

authority or other marketable securities of a like nature,  

c. Leasing,  

d. Hire-purchase,  

e. Insurance business,  

f. Chit business  

 

2. DO NOT INCLUDE: but does not include any 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 non-banking institution which is a company and has principal business of receiving deposits 

under any scheme or arrangement in one lump sum or in installments by way of contributions or 

in any other manner, is also a non-banking financial company (Residuary non-banking company). 

 

4. NBFCs registered with RBI are categorized as follows: 

a. D / ND: In terms deposit acceptance or otherwise into Deposit and Non-Deposit accepting 

NBFCs. 

b. SI / NON-SI: Non - deposit taking NBFCs by their size into systemically important and non-

systemically important (NBFC-NDSI and NBFC-ND) and 

c. ACTIVITIES: By the kind of activities, they conduct namely: 

i. Investment and Credit Company (ICC). 

ii. Infrastructure Finance Company (IFC). 

iii. Systematically Important Core Investment Company (CIC-ND-SI). 

iv. Infrastructure Debt Fund-Non-Banking Financial Company (IDF-NBFC). 

v. Non-Banking Financial Company ς Micro Finance Institution (NBFC-MFI). 

vi. Non-Banking Financial Company ς Factors (NBFC-Factors). 

vii. NBFC-Non-Operative Financial Holding Company (NOFHC). 

NOTE: All NBFCs are either deposit taking or non-deposit taking. If they are non-deposit taking, 

ND is suffixed to their name (NBFC-ND). 

 

Q.NO.3. ²wL¢9 !.h¦¢ b.C/Ωǎ 9·9at¢95 Cwha w9DL{¢w!¢Lhb ¦b59w w.LΚ 

ANSWER: 
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Companies that do financial business but are regulated by other regulators are given specific 

exemption by the Reserve Bank from its regulatory requirements for avoiding duality of regulation. 

Following NBFCs have been exempted from the requirement of registration under Section 45-IA of 

the RBI Act, 1934 subject to certain conditions. 

1. Housing Finance Institutions (regulated by National Housing Bank). 

2. Merchant Banking Companies (regulated by Securities and Exchange Board of India). 

3. Stock Exchanges (regulated by Securities and Exchange Board of India). 

4. Companies engaged in the business of stock-broking/sub-broking (regulated by Securities and 

Exchange Board of India). 

5. Venture Capital Fund Companies (regulated by Securities and Exchange Board of India). 

6. Nidhi Companies (regulated by Ministry of Corporate Affairs, Government of India). 

7. Insurance companies (regulated by Insurance Regulatory and Development Authority) and 

8. Chit Companies (as defined in clause (b) of section 2 of the Chit Funds Act, 1982 (Act 40 of 

1982)). 

9. Micro Finance Companies [MFI]. 

10. Securitisation and Reconstruction Companies.  

11. Mutual Benefit Companies. 

12. Mortgage Guarantee Companies. 

13. Core Investment Companies i.e., a non-banking financial company being a Core Investment 

Company referred to in the Core Investment Companies (Reserve Bank) Directions, 2016, which 

is not a Systemically Important Core Investment Company, as defined in sub-paragraph (xxv) of 

paragraph 3 of the Core Investment Companies (Reserve Bank) Directions, 2016. 

14. Alternative Investment Fund (AIF) Companies. 

NOTE:  

1. It may also be mentioned that Mortgage Guarantee Companies have been notified as Non-

Banking Financial Companies under Section 45 I(f)(iii) of the RBI Act, 1934. 

2. Core Investment Companies with asset size of ƭŜǎǎ ǘƘŀƴ  млл ŎǊƻǊŜ, and those with asset size of 

 млл ŎǊƻǊŜ ŀƴŘ ŀōƻǾŜ but not accessing public funds are exempted from registration with the 

RBI. 

 

 

Q.NO.4. 5LCC9w9b/9 .9¢²99b .!bY{ !b5 b.C/ΩǎΚ 

ANSWER: 

NBFCs lend and make investments and hence, their activities are similar to that of banks, however, 

there are a few differences between the two as given below: 

1. NBFC cannot accept demand deposits, however some NBFCs can accept Term Deposits. 

2. NBFCs do not form part of the payment and settlement system and cannot issue cheques drawn 

on itself. 

3. Deposit insurance facility of Deposit Insurance and Credit Guarantee Corporation (DICGC) is not 

available to depositors of NBFCs, unlike in case of banks. 
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4. No Minimum Exposure to Priority Sector required by NBFCs. 

 

Q.NO.5. WRITE ABOUT CAPITAL REQUIREMENTS UNDER tw¦59b¢L![ bhwa{ Chw b.C/ΩǎΚ 

ANSWER: 

1. Every applicable NBFC as defined in the Master Direction- Non-Banking Financial Company ς 

Systemically Important Non-Deposit Taking Company & Deposit Taking Company (Reserve Bank) 

Directions, 2016 shall maintain a minimum capital ratio consisting of Tier I and Tier II capital 

which shall not be less than 15 % of its aggregate risk weighted assets on-balance sheet and of 

risk adjusted value of off-balance sheet items. 

 

2. The Tier I capital in respect of applicable NBFCs (other than NBFC-MFI and IDF-NBFC), at any 

point of time, shall not be less than 10% by March 31, 2017. 

 

3. Applicable NBFCs primarily engaged in lending against gold jewellery (such loans comprising 50 

percent or more of their financial assets) shall maintain a minimum Tier l capital of 12 %. 

 

4. However, in the case of Non-Systemically Important Non-Deposit Taking Company (Reserve 

Bank) Directions, 2016, Net Owned Fund requirements have to be complied. 

Explanations: In these Directions, degrees of credit risk expressed as percentage weightages have 

been assigned to balance sheet assets. For example, percentage weights assigned to Fixed Assets is 

100, Cash & Bank Balances is 0, etc. Hence, the value of each asset / item requires to be multiplied 

by the relevant risk weights to arrive at risk adjusted value of assets. The aggregate shall be taken 

into account for reckoning the minimum capital ratio. The risk weighted asset shall be calculated as 

the weighted aggregate of funded items as detailed hereunder: 

S No Weighted Risk Assets ς B/S Items % Weight 

1 Cash and bank balances including fixed deposits and certificates of 

deposits with banks. 

0 

2 Investments:  

 a) Approved securities [Except at (c) below] 0 

 b) Bonds of public sector banks. 20 

 c) Fixed deposits/certificates of deposits/bonds of public 

financial institutions. 

100 

 d) Shares of all companies and debentures / bonds/ commercial 

papers of all companies and units of all mutual funds. 

100 

 e) All assets covering PPP and post commercial operations date 

(COD) infrastructure projects in existence over a year of 

commercial operation. 

50 

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 [Except at 

(6) below] 

100 

 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 the Central Government 0 

 b) Direct loan / credit / overdraft exposure and investment in 

State Government securities 

0 

 c) Central Government guaranteed claims 0 

 d) State Government guaranteed claims, which have not 

remained in default / which are in default for a period not 

more than 90 days 20 

20 

 e) State Government guaranteed claims, which have remained in 

default for a period of more than 90 days 

100 

 

Q.NO.6. WRITE ABOUT INCOME RECOGNITION AND ASSET CLASSIFICATION bhwa{ Chw b.C/Ωǎ 

ANSWER: 

A. INCOME RECOGNITION: 

1. The income recognition shall be based on recognized accounting principles i.e., Accrual Basis. 

2. Income on NPA shall be recognized only when it is actually realized.  

3. Any such income recognized before the asset became non-performing and remaining 

unrealized shall be reversed. 

 

B. ASSET CLASSIFICATION:  

The asset classification norms as given below shall apply to every applicable NBFC (except NBFC-

MFIs): 

1. Every NBFC shall, after taking into account the degree of well-defined credit weaknesses and 

extent of dependence on collateral security for realisation, classify its lease/hire purchase 

assets, loans and advances and any other forms of credit into the following classes, namely: 
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a. Standard assets. 

b. Sub-standard assets. 

c. Doubtful assets and 

d. Loss assets. 

 

2. The class of assets referred to above shall not be upgraded merely as a result of 

rescheduling, unless it satisfies the conditions required for the upgradation. 

 

3. DEFINITIONS OF ASSETS UNDER NPA CLASSICATION: 

a. Standard asset shall mean the asset in respect of which, no default in repayment of 

principal or payment of interest is perceived and which does not disclose any 

problem or carry more than normal risk attached to the business. 

 

b. ά{ǳō-{ǘŀƴŘŀǊŘ !ǎǎŜǘέ ǎƘŀƭƭ ƳŜŀƴΥ 

i. An asset which has been classified as non-performing asset for a period not 

exceeding 18 months (in case of NBFCs covered in Non-Banking Financial 

Company ς Non-Systemically Important Non-Deposit taking Company 

(Reserve Bank) Directions, 2016). 

¢ƘŜ ǇŜǊƛƻŘ Ψƴƻǘ ŜȄŎŜŜŘƛƴƎ му ƳƻƴǘƘǎΩ ǎǘƛǇǳƭŀǘŜŘ ƛƴ ǘƘƛǎ ǎǳō-clause shall be 

Ψƴƻǘ ŜȄŎŜŜŘƛƴƎ мн ƳƻƴǘƘǎΩ ŦƻǊ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ȅŜŀǊ ŜƴŘŜŘ aŀǊŎƘ омΣ нлму ŀƴŘ 

thereafter for NBFCs covered in Non-Banking Financial Company - 

Systemically Important Non-Deposit taking Company and Deposit taking 

Company (Reserve Bank) Directions, 2016. 

ii. An asset where the terms of the agreement regarding interest and / or 

principal have been renegotiated or rescheduled or restructured after 

commencement of operations, until the expiry of 1 YEAR of satisfactory 

performance under the renegotiated or rescheduled or restructured terms. 

Provided that the classification of infrastructure loan as a sub-standard asset 

shall be in accordance with the provisions of paragraph 25 of these Directions. 

c. Doubtful Asset shall mean: 

NBFC NON ς SI ID: A term loan, or a lease asset, or a hire purchase asset, or any other 

asset, which remains a sub-ǎǘŀƴŘŀǊŘ ŀǎǎŜǘ ŦƻǊ ŀ ǇŜǊƛƻŘ ΨŜȄŎŜŜŘƛƴƎ му ƳƻƴǘƘǎΩ for 

NBFCs covered in Non-Banking Financial Company ς Non-Systemically Important 

Non-Deposit taking Company (Reserve Bank) Directions, 2016. 

NBFC SI-ID: A term loan, or a lease asset, or a hire purchase asset, or any other asset, 

which remains a sub-standard asset for a period ΨŜȄŎŜŜŘƛƴƎ мн ƳƻƴǘƘǎΩ ŦƻǊ ǘƘŜ 

financial year ended March 31, 2018, and thereafter for NBFCs covered in Non-

Banking Financial Company - Systemically Important Non-Deposit taking Company 

and Deposit taking Company (Reserve Bank) Directions, 2016. 

d. Loss Asset shall mean: 
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i. an asset which has been identified as loss asset by the applicable NBFC or its 

internal or external auditor or by the Bank during the inspection of the 

applicable NBFC, to the extent it is not written off by the applicable NBFC and 

ii. an asset which is adversely affected by a potential threat of non-recoverability 

due to either erosion in the value of security or non-availability of security or 

due to any fraudulent act or omission on the part of the borrower 

 

4. Non-tŜǊŦƻǊƳƛƴƎ !ǎǎŜǘ όǊŜŦŜǊǊŜŘ ŀǎ άbt!έύ ǎƘŀƭƭ ƳŜŀƴΥ 

a) An asset, in respect of which, interest has remained overdue for a period of 6 months or 

more. 

b) A term loan inclusive of unpaid interest when the instalment is overdue for a period of 6 

months or more or on which interest amount remained overdue for a period of 6 months 

or more. 

c) A demand or call loan, which remained overdue for a period of 6 months or more from 

the date of demand or call or on which interest amount remained overdue for a period of 

6 months or more. 

d) A bill which remains overdue for a period of 6 months or more. 

e) The interest in respect of a debt or the income on receivables ǳƴŘŜǊ ǘƘŜ ƘŜŀŘ ΨƻǘƘŜǊ 

ŎǳǊǊŜƴǘ ŀǎǎŜǘǎΩ ƛƴ ǘƘŜ ƴŀǘǳǊŜ ƻŦ ǎƘƻǊǘ-term loans/advances, which facility remained 

overdue for a period of 6 months or more. 

f) Any dues on account of sale of assets or services rendered or reimbursement of 

expenses incurred, which remained overdue for a period of 6 months or more. 

IMP NOTE: NBFCs covered in Non-Banking Financial Company - Systemically Important 

Non-Deposit taking Company and Deposit taking Company (Reserve Bank) Directions, 

нлмсΣ ǇŜǊƛƻŘ ƻŦ Ψс ƳƻƴǘƘǎ ƻǊ ƳƻǊŜΩ ǎǘƛǇǳƭŀǘŜŘ ƛƴ ǎǳō-clauses όŀύ ǘƻ όŦύ ǎƘŀƭƭ ōŜ Ψо ƳƻƴǘƘǎ 

ƻǊ ƳƻǊŜΩ, for the financial year ended March 31, 2018 and thereafter]. 

 

This implies for NBFCs covered in Non-Banking Financial Company ς Non-Systemically 

Important Non-Deposit taking Company (Reserve Bank) Directions, 2016, the criteria is 6 

months only. 

 

g) The lease rental and hire purchase instalment, which has become overdue for a period 

of 12 months or more. 

 

IMP NOTE: NBFCs covered in Non-Banking Financial Company - Systemically Important 

Non-Deposit taking Company and Deposit taking Company (Reserve Bank) Directions, 

нлмсΣ ǘƘŜ ǇŜǊƛƻŘ ƻŦ Ψ12 ƳƻƴǘƘǎ ƻǊ ƳƻǊŜΩ ǎǘƛǇǳƭŀǘŜŘ ƛƴ ǘƘƛǎ ǎǳō-ŎƭŀǳǎŜ ǎƘŀƭƭ ōŜ Ψ3 months or 

ƳƻǊŜΩ ŦƻǊ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ȅŜŀǊ ŜƴŘŜŘ aŀǊŎƘ омΣ нлму ŀƴŘ ǘƘŜǊŜŀŦǘŜǊϐΦ 

 

It implies that as per Non-Banking Financial Company ς Non-Systemically Important Non-

Deposit taking Company (Reserve Bank) Directions, 2016, the criteria is 12 months only. 
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h) In respect of loans, advances and other credit facilities (including bills purchased and 

discounted), the balance outstanding under the credit facilities (including accrued 

interest) made available to the same borrower/beneficiary when any of the above credit 

facilities becomes non-performing asset. 

 

[Provided that in the case of lease and hire purchase transactions, an applicable NBFC 

shall classify each such account on the basis of its record of recovery]. 

 

Q.NO.7. ²wL¢9 !.h¦¢ twh±L{LhbLbD bhwa{ Chw b.C/ΩǎΚ 

ANSWER: 

![[ b.C/Ωǎ ώ9·/9t¢ baC. - MFI]: 

Every applicable NBFC shall, after taking into account the time lag between an account becoming 

non-performing, its recognition as such, the realisation of the security and the erosion over time in 

the value of security charged, make provision against sub-standard assets, doubtful assets and loss 

assets as provided hereunder: 

The provisioning requirement in respect of loans, advances and other credit facilities including bills 

purchased and discounted shall be as under: 

1. LOSS ASSETS: The entire asset shall be written off. If the assets are permitted to remain in the 

books for any reason, 100% of the outstanding shall be provided for. 

 

2. DOUBTFUL ASSETS: 

a) 100% provision to the extent to which the advance is not covered by the realisable value 

of the security to which the applicable NBFC has a valid recourse shall be made. The 

realisable value is to be estimated on a realistic basis. 

b) In addition to item (a) above, depending upon the period for which the asset has 

remained doubtful, provision to the extent of 20% to 50% of the secured portion (i.e., 

Estimated realisable value of the outstanding) shall be made on the following basis: 

Period for which the asset has been considered as 

doubtful 

Percent of provision 

Up to 1 year 20 

1 to 3 years 30 

More than 3 years 50 

 

3. SUB-STANDARD ASSETS: A general provision of 10 percent of total outstanding shall be made. 

 

4. STANDARD ASSET PROVISIONING: Every NBFC (covered under Non-Banking Financial Company 

- Systemically Important Non-Deposit taking Company and Deposit taking Company (Reserve 

Bank) Directions, 2016) shall make provisions for standard assets at 0.40 % by the end of March 

2018 and thereafter, of the outstanding, which shall not be reckoned for arriving at net NPAs. 
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Note: As per Non-Banking Financial Company ς Non-Systemically Important Non-Deposit taking 

Company (Reserve Bank) Directions, 2016, every applicable NBFC shall make provision for 

standard assets at 0.25 % of the outstanding amount. 

The provision towards standard assets need not be netted from gross advances but shall be shown 

ǎŜǇŀǊŀǘŜƭȅ ŀǎ Ψ/ƻƴǘƛƴƎŜƴǘ tǊƻǾƛǎƛƻƴǎ ŀƎŀƛƴǎǘ {ǘŀƴŘŀǊŘ !ǎǎŜǘǎΩ in the balance sheet. 

 

Q.NO.8. WRITE ABOUT STEPS INVOLVED IN AUDIT OF NBFC? 

ANSWER: 

STEP 1: ASCERTAINING THE BUSINESS OF THE COMPANY:   

1. MOA AND AOA: The first step in carrying out the audit of a NBFC is to scan through the 

Memorandum and Articles of Association of the company, so as to understand with the type of 

business that the company is engaged into.  

2. BUSINESS POLICY: An auditor should make a careful study of the business policy of the company 

so as to ascertain its principal business activities.  

3. MINUTES: For this purpose, an auditor may also scan through the minutes of the 

Board/Committee Meetings and hold discussions with the top-level management to ascertain 

the corporate business plan/strategy which would give him a clear picture as to the principal 

objects of the company.  

4. ACTUAL BUSINESS: An auditor should then independently corroborate his findings with the 

actual business done by the company, ŀǎ ǊŜŦƭŜŎǘŜŘ ōȅ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŦƛƴŀƴŎƛŀƭ ǊŜǎǳƭǘǎ. 

NOTE: The task of ascertaining the principal business activity of any NBFC is of paramount 

importance since the very classification of a company as 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 in the NBFC Public Deposit Directions. 

 

STEP 2: EVALUATION OF INTERNAL CONTROL SYSTEM:   

1. MANAGEMENT RESPONSIBILITY: The responsibility of maintaining an adequate accounting 

system incorporating various internal controls to the extent appropriate to the size and nature 

of its business vests with the management. A sound internal control system would enable an 

organisation to plug loopholes in its workings, particularly in the detection of frauds and would 

also aid in timely decision making.  

2. An auditor should gain an understanding of the accounting system and related internal controls 

adopted by the NBFC to determine the nature, timing and extent of his audit procedures. An 

auditor should also ascertain whether the internal controls put in place by the NBFC are 

adequate and are being effectively followed. 
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3. CHECK PERIODICAL REVIEW BY MANAGEMENT: In particular, an auditor should review the 

effectiveness of the system of recovery prevalent at the NBFC. He should ascertain whether the 

NBFC has an effective system of periodical review of advances in place which would facilitate 

effective monitoring and follow up.  

4. The absence of a periodical review system could result in non-detection of sticky advances at 

their very inception which may ultimately result in the NBFC having an alarmingly high level of 

NPAs. 

 

STEP 3: CHECK REGISTRATION WITH THE RBI:  

1. REGISTRATION COPY: An auditor should obtain a copy of the certificate of registration granted 

by the RBI or in case the certificate of registration has not been granted, a copy of the 

application form filed with the RBI for registration.  

2. DUAL CONDITIONS: An auditor should verify whether the dual conditions relating to registration 

with the RBI and maintenance of minimum net owned funds have been duly complied with by 

the concerned NBFC. 

3. CHECK MANDATORY INVESTMENTS IN LIQUID ASSETS:  

a. Every NBFC holding public deposits is required to invest a specified percentage (as the 

RBI may specify from time to time). The RBI has also prescribed a format for reporting to 

ensure compliance with the requirement of maintenance of liquid assets on a quarterly 

basis.  

b. This quarterly return (duly signed by an officer of the NBFC) is required to be submitted 

within prescribed time limit from the end of the relevant quarter and with reference to 

investments held in approved securities during the relevant quarter.  

c. The auditor should ascertain whether investment in prescribed liquid assets have been 

made and whether quarterly returns as mentioned above have been regularly filed with 

the RBI by the concerned NBFC. 

STEP 4: CHECK NBFC ACCEPTANCE OF PUBLIC DEPOSIT DIRECTIONS (NON-BANKING FINANCIAL 

COMPANIES ACCEPTANCE OF PUBLIC DEPOSITS (RESERVE BANK) DIRECTIONS, 2016):   

The auditors must ascertain whether the company properly classified as per the requirements of 

various regulations.  

In case, the NBFC has not been classified by the RBI, the classification of a company will have to be 

determined after a careful consideration of various factors such as particulars of earlier registration 

ƎǊŀƴǘŜŘΣ ƛŦ ŀƴȅΣ ǇŀǊǘƛŎǳƭŀǊǎ ŦǳǊƴƛǎƘŜŘ ƛƴ ǘƘŜ ŀǇǇƭƛŎŀǘƛƻƴ ŦƻǊƳ ŦƻǊ ǊŜƎƛǎǘǊŀǘƛƻƴΣ ŎƻƳǇŀƴȅΩǎ 

Memorandum of Association and its financial results. Thereafter, it must be ascertained whether 

the company has complied with the following aspects in relation to the activity of mobilisation of 

public deposits: 

1. Credit rating:  

(a) The ceiling on quantum of public deposits has been linked to its credit rating as given by 

an approved credit rating agency. Obtain a copy of the credit rating assigned to NBFC and 
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check whether the public deposits accepted/held by it are in accordance with the level of 

credit rating assigned to it. 

(b) In the event of a upgrading/downgrading of credit rating, the auditor should bear in mind 

that the NBFC will have to increase/reduce its public deposits in accordance with the 

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 of downgrading of credit rating below the minimum specified investment 

grade, a non-banking financial company, being an investment and credit company or a 

factor, shall regularise the excess deposit as provided hereunder: 

i. With immediate effect, stop accepting fresh public deposits and renewing existing 

deposits. 

ii. All existing deposits shall run off to maturity and  

iii. Report the position within 15 working days, to the concerned Regional Office of 

the RBI where the NBFC is registered. 

Provided no matured public deposit shall be renewed without the express and 

voluntary consent of the depositor. 

 

2. INTEREST CALCULATIONS: Test check the interest calculations in respect of public deposits 

mobilised by a NBFC to ascertain that the NBFC has not paid interest in excess as per 

specification. 

Likewise, test check the brokerage/ commission/ incentive calculations with the bills and 

vouchers for reimbursement of out of pocket expenses submitted by the parties to ascertain 

that the NBFC has not paid brokerage/ commission/ incentive/ reimbursement of expenses in 

excess as per specification. 

3. WRITTEN APPLICATION: Ascertain whether the NBFC has accepted or renewed any public 

deposit only after a written application form the depositor in the form to be supplied by the 

company and shall contain all particulars specified in the Non-Banking Financial Companies and 

Miscellaneous Non-Banking Companies (Advertisement) Rules, 1977. Further ensure whether it 

contain the specific category of depositor, i.e., whether depositor is a shareholder or a director 

or a promoter or a member of public. 

 

4. REGISTER OF DEPOSITORS: Verify the deposit register maintained by a NBFC and test check the 

particulars that have been entered therein in respect of each depositor with supporting receipts 

issued to the depositors. Also 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 of 

payment. 

 

5. INVESTMENT IN APPROVED LIQID ASSETS: Check whether the investments made in approved 

liquid assets by a NBFC holding public deposits have been lodged in safe custody with a 

designated scheduled commercial bank as required by the NBFC Acceptance of Public Deposits 

Directions and also whether certificate was obtained from the RBI to that effect. 
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6. TIMELY FILING OF RETURNS: Check whether the NBFC has filed its prescribed returns in a timely 

manner. 

 

7. NO DEPOSITS ς BOARD RESOLUTION: In the case of NBFCs not accepting/holding public 

deposits, check whether a board resolution has been passed by the NBFC to the effect that it has 

neither accepted any public deposits nor would it accept any public deposits during the year. 

 

8. GROUP HOLDING INVESTMENT COMPANIES: Check whether the NBFC has passed a board 

resolution to the effect that the company has invested or would invest/hold its investments in 

share and securities of group companies specifying the names of the companies. In addition to 

the above, group holding investment companies are required to give a further undertaking that 

it would not trade in such shares/securities and that it has neither accepted nor would it accept 

any public deposits during the year. 

 

STEP 5: NBFC PRUDENTIAL NORMS: 

1. Check compliance with prudential norms encompassing income recognition, income from 

investments, accounting standards, accounting for investments, asset classification, provisioning 

for bad and doubtful debts, capital adequacy norms, prohibition on granting of loans by a NBFC 

against its own shares, prohibition on loans and investments for failure to repay public deposits 

and norms for concentration of credit/investments. 

 

2. An auditor should ensure that the Board of Directors of every NBFC granting/intending to grant 

demand/call loans shall frame and implement a policy for the company. 

 

3. An auditor should assess on the basis of examinations conducted by him whether the NBFC has 

complied with the prudential norms. In particular, he should verify that advances and other 

credit facilities have been properly classified as standard/substandard/doubtful/loss and that 

proper provision has been made in accordance with the Directions. 

 

4. In respect of Non-Performing Assets, an auditor should check whether the unrealised income in 

respect of such assets has not been taken to the Profit & Loss Account on an accrual basis. 

Income from NPAs should be accounted for on realisation basis only. 

 

5. Check whether all accounts which have been classified as NPAs in the previous year also 

continue to be shown as such in the current year also. If the same is not treated as an NPA in the 

current year, the auditor should specifically examine such accounts to ascertain whether the 

account has become regular and the same can be treated as performing as per the Directions.  

 

Q.NO.9. ²wL¢9 !.h¦¢ /[!{{LCL/!¢Lhb hC Cw!¦5{ .¸ b.C/Ω{Κ 

ANSWER: 
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In order to have uniformity in reporting, frauds have been classified as under based mainly on the 

provisions of the Indian Penal Code: 

a) Misappropriation and criminal breach of trust. 

b) Fraudulent encashment through forged instruments, manipulation of books of account or 

through fictitious accounts and conversion of property. 

c) Unauthorised credit facilities extended for reward or for illegal gratification. 

d) Negligence and cash shortages. 

e) Cheating and forgery. 

f) Irregularities in foreign exchange transactions. 

g) Any other type of fraud not coming under the specific heads as above. 

NOTE: /ŀǎŜǎ ƻŦ ΨƴŜƎƭƛƎŜƴŎŜ ŀƴŘ ŎŀǎƘ ǎƘƻǊǘŀƎŜǎΩ ŀƴŘ ΨƛǊǊŜƎǳƭŀǊƛǘƛŜǎ ƛƴ ŦƻǊŜƛƎƴ ŜȄŎƘŀƴƎŜ ǘǊŀƴǎŀŎǘƛƻƴǎΩ 

referred to in items (d) and (f) above are to be reported as fraud if the intention to cheat/ defraud is 

suspected/ proved. However, the following cases where fraudulent intention is not suspected/ 

proved, at the time of detection, will be treated as fraud and reported accordingly: 

1. Cases of cash shortages more than Rs. 10,000/ - and 

2. Cases of cash shortages more than Rs. 5000/- if detected by management/ auditor/ 

inspecting officer and not reported on the occurrence by the persons handling cash. 

OVERSEAS BRANCHES: NBFCs, covered in Master Direction - Monitoring of Frauds in NBFCs 

(Reserve Bank) Directions, 2016, having overseas branches/offices should report all frauds 

perpetrated at such branches/offices also to the Reserve Bank as per the prescribed format and 

procedures. 

 

Q.NO.10. ²wL¢9 !.h¦¢ {t9/L![ !¦5L¢ /I9/Y[L{¢ Chw b.C/ΩǎΚ 

ANSWER: 

Some important points that may be covered in the audit of NBFCs, in addition to the audit points 

that may be covered for companies in general, are given below: 

SAMPLE AUDIT CHECKLIST FOR NBFC ς ICC: [INVESTMENT AND CREDIT COMPANY]: 

1. Physically verify all the shares and securities held by a NBFC. Where any security is lodged with 

an institution or a bank, a certificate from the bank/institution to that effect must be verified. 

 

2. Verify whether the NBFC has not advanced any loans against the security of its own shares. 

 

3. INCOME RECOGNITION ON SECURITIES:  

 

a. Verify that dividend income wherever declared by a company, has been duly received by 

an NBFC and interest wherever due [except in case of NPAs] has been duly accounted 

for.  
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b. NBFC Prudential Norms require dividend income on shares of companies and units of 

mutual funds to be recognised on cash basis. However, the NBFC has an option to 

account for dividend income on accrual basis, if the same has been declared by the body 

corporate in its Annual General Meeting and its right to receive the payment has been 

established.  

c. Income from bonds/debentures of corporate bodies is to be accounted on accrual basis 

only if the interest rate on these instruments is predetermined and interest is serviced 

regularly and not in arrears. 

 

4. INVESTMENTS BY NBFC: 

a. CLASSIFICATION OF INVESTMENTS: Verify the Board Minutes for purchase and sale of 

investments. Ascertain from the Board resolution or obtain a management certificate to 

the effect that the investments so acquired are current investments or Long-Term 

Investments. 

b. VALUATION OF INVESMENTS: Check whether the investments have been valued in 

accordance with the NBFC Prudential Norms and adequate provision for fall in the 

market value of securities, wherever applicable, have been made there against, as 

required by the Directions. 

c. INVESTMENT IN GROUP COMPANIES: Obtain a list of subsidiary/group companies from 

the management and verify the investments made in subsidiary/group companies during 

the year. Ascertain the basis for arriving at the price paid for the acquisition of such 

shares and whether the Valuation is as per Prudential norms. 

d. ACCOUNTING STANDARDS: An auditor will have to ascertain whether the requirements 

of AS 13 ά!ŎŎƻǳƴǘƛƴƎ ŦƻǊ LƴǾŜǎǘƳŜƴǘǎέ ƻǊ ƻǘƘŜǊ ŀŎŎƻǳƴǘƛƴƎ ǎǘŀƴŘŀǊŘΣ ŀǎ ŀǇǇƭƛŎŀōƭŜΣ όǘƻ 

the extent they are not inconsistent with the Directions) have been duly complied with 

by the NBFC. 

e. CONFIRMATION CERFICIATE: In respect 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. 

f. Check whether investments in unquoted debentures/bonds have not been treated as 

investments but as term loans or other credit facilities for the purposes of income 

recognition and asset classification.  

g. LIMITS SINGLE BORROWER: Check whether the NBFC has not lent/invested in excess of 

the specified limits to any single borrower or group of borrowers as per NBFC Prudential 

Norms. 

 

5. LOANS AND ADVANCES:  

a. PROPER SANCTION: An auditor should examine whether each loan or advance has been 

properly sanctioned. He should verify the conditions attached to the sanction of each 

loan or advance i.e., limit on borrowings, nature of security, interest, terms of 

repayment, etc. 

b. REVIEW OF SECURITY: An auditor should verify the security obtained and the 

agreements entered into, if any, with the concerned parties in respect of the advances 
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given. He must ascertain the nature and value of security and the net worth of the 

borrower/guarantor to determine the extent to which an advance could be considered 

realisable. 

c. CONFIRMATIONS: Obtain balance confirmations from the concerned parties. 

 

6. BILLS DISCOUNTED:  

a. Verify that proper records/documents have been maintained for every bill 

discounted/rediscounted by the NBFC.  

b. Test check some transactions with reference to the documents maintained and ascertain 

whether the discounting charges, wherever, due, have been duly accounted for by the 

NBFC. 

 

7. NON-PERFORMING ASSETS:  

a. An auditor should verify whether the NBFC has an adequate system of proper appraisal 

and follow up of loans and advances.  

b. In addition, he may analyse the trend of its recovery performance to ascertain that the 

NBFC does not have an unduly high level of NPAs. 

c. Check the classification of loans and advances (including bills purchased and discounted) 

made by a NBFC into Standard Assets, Sub-Standard Assets, Doubtful Assets and Loss 

Assets and the adequacy of provision for bad and doubtful debts as required by NBFC 

Prudential Norms. 

 

Q.NO.11. ²wL¢9 !.h¦¢ !55L¢Lhb![ 5¦¢L9{ hC !b !¦5L¢hw Chw !¦5L¢ hC b.C/Ωǎ ¦b59w w.L 

DIRECTIONS? 

ANSWER: 

The following are the important duties of an auditor - 

/hat[L!b/9 ²L¢I b.C/ !¦5L¢hwΩ{ w9thw¢ - RBI DIRECTIONS: 

The RBI Directions have considerably increased the responsibility of auditors of NBFCs. A very 

onerous task of reporting to the Board of Directors on certain specified matters and to the RBI on an 

exception basis has been imposed upon him. This reporting requirement is in addition to the normal 

reporting requirements to the shareholders under section 143 of the Companies Act, 2013.  

Auditors will have to be very careful whilst carrying out audits of NBFCs to ensure that all matters 

which they are required to take into consideration for the purposes of reporting to the RBI have been 

taken due care of. 

REPORT TO RBI FOR NBFC ς DEPOSITS [NON-COMPLIANCES]:  

1. As per Section 45MA of the Reserve Bank of India Act, the auditor of a non-banking financial 

company or a non-banking miscellaneous company which has accepted public deposits, has to 

inquire whether or not the company has furnished to the Reserve Bank of India statements, 
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information of particulars relating to the deposits as are required to the furnished under Chapter 

IIIB of the Reserve Bank of India Act, 1934.  

 

2. The provision further states that if on inquiry the auditor is not satisfied about the compliance 

by the company, it is his duty to make to the Reserve Bank of India giving the aggregate amount 

of deposits held by the company. The auditor is also required to incorporate the report or 

intended to be made to the Reserve Bank of India in his report to the company under Section 

143 of the Companies Act, 2013. 

REPORT TO BOARD OF DIRECTORS AS PER RBI DIRECTIONS: 

1. The Reserve Bank of India (RBI) has issued Non-Banking Financial Companies !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘ 

(Reserve Bank) Directions, 2016 (the Directions) to auditor of every non-banking financial 

companies. The Directions shall apply to every auditor of a non-banking financial company as 

defined in section 45 I(f) of the Reserve Bank of India Act, 1934. 

 

2. Auditors to submit additional Report to the Board of Directors: In 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 non-banking financial company examined for 

every financial year ending on any day on or after the commencement of these Directions, the 

auditor shall also make a separate report to the Board of Directors of the Company on the 

matters specified in paragraphs 3 and 4 below. 

 

3. a!¢9wL![ ¢h .9 Lb/[¦595 Lb ¢I9 !¦5L¢hwΩ{ w9thw¢ ¢h ¢I9 .h!w5 hC DIRECTORS: The 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ƻƴ ǘƘŜ ŀŎŎƻǳƴǘǎ ƻŦ ŀ ƴƻƴ-banking financial company shall include a statement 

on the following matters: 

a. FOR ALL NON-BANKING FINANCIAL COMPANIES:  

i. Conducting Non-Banking Financial Activity without a valid Certificate of 

Registration (CoR) granted by the RBI is an offence under chapter V of the RBI Act, 

1934. Therefore, if the company is engaged in the business of non-banking 

financial institution as defined in section 45-I (a) of the RBI Act and meeting the 

Principal Business Criteria (Financial asset/income pattern), the auditor shall 

examine whether the company has obtained a Certificate of Registration (CoR) 

from the RBI. 

ii. In case of a company holding CoR issued by the RBI, whether that company is 

entitled to continue to hold such CoR in terms of its Principal Business Criteria 

(Financial asset/income pattern) as on March 31 of the applicable year. 

iii. Whether the non-banking financial company is meeting the required net owned 

fund requirement as laid down in Master Direction - Non-Banking Financial 

Company ς Non-Systemically Important Non-Deposit taking Company (Reserve 

Bank) Directions, 2016 and Master Direction - Non-Banking Financial Company - 

Systemically Important Non-Deposit taking Company and Deposit taking Company 

(Reserve Bank) Directions, 2016. 
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NOTE: Certificate of statutory auditor: Every non-banking financial company shall submit a 

Certificate from its Statutory Auditor that it is engaged in the business of non-banking 

financial institution requiring it to hold a Certificate of Registration under Section 45-IA of 

the RBI Act and is eligible to hold it. 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 be submitted to the Regional Office of the Department of Non-Banking Supervision 

under whose jurisdiction the non-banking financial company is registered, within 1 month 

from the date of finalization of the balance sheet and in any case not later than December 

30th of that year.  

b. FOR NON-BANKING 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 LIMITS: Whether the public deposits accepted by the company 

together with other borrowings: 

1. From public by issue of unsecured non-convertible debentures/bonds. 

2. From its shareholders (if it is a public limited company) and 

3. Which are not excluded from the ŘŜŦƛƴƛǘƛƻƴ ƻŦ ΨǇǳōƭƛŎ ŘŜǇƻǎƛǘΩ in the Non-

Banking Financial Companies Acceptance of Public Deposits (Reserve 

Bank) Directions, 2016, are within the limits admissible to the company 

as per the provisions of the Non-Banking Financial Companies Acceptance 

of Public Deposits (Reserve Bank) Directions, 2016. 

ii. REGULARISED: Whether the public deposits held by the company in excess of the 

quantum of such deposits permissible to it under the provisions of Non-Banking 

Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 

2016 are regularised in the manner provided in the said Directions. 

iii. WITHOUT GRADE CREDIT RATING: Whether the non-banking financial company 

is ŀŎŎŜǇǘƛƴƎ ϦǇǳōƭƛŎ ŘŜǇƻǎƛǘέ ǿƛǘƘƻǳǘ ƳƛƴƛƳǳƳ ƛƴǾŜǎǘƳŜƴǘ ƎǊŀŘŜ ŎǊŜŘƛǘ ǊŀǘƛƴƎ 

from an approved credit rating agency as per the provisions of Non-Banking 

Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 

2016. 

iv. CRAR: Whether the capital adequacy ratio as disclosed in the return submitted to 

the Bank in terms of the Non-Banking Financial Company - Systemically Important 

Non-Deposit taking Company and Deposit taking Company (Reserve Bank) 

Directions, 2016 has been correctly determined and whether such ratio is in 

compliance with the minimum CRAR prescribed therein. 

v. In respect of non-banking financial companies referred to in clause (iii) above, 

1. whether the credit rating, for each of the fixed deposits schemes that has 

been assigned by one of the Credit Rating Agencies listed in Non-Banking 

Financial Companies Acceptance of Public Deposits (Reserve Bank) 

Directions, 2016 is in force and 

2. whether the aggregate amount of deposits outstanding as at any point 

during the year has exceeded the limit specified by the such Credit Rating 

Agency. 
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vi. RESTRICTIONS ON ACCEPTANCE OF DEPOSITS: Whether the company has 

violated any restriction on acceptance of public deposit as provided in Non-

Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) 

Directions, 2016. 

vii. DEFAUTS IN REPAYMENT: Whether the company has defaulted in paying to its 

depositors the interest and /or principal amount of the deposits after such 

interest and/or principal became due. 

viii. PRUDENTIAL NORMS: Whether the company has complied with the prudential 

norms on income recognition, accounting standards, asset classification, 

provisioning for 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 Company - Systemically Important Non-Deposit taking 

Company and Deposit taking Company (Reserve Bank) Directions, 2016; 

ix. LIQUID ASSETS REQUIREMENT: Whether the company has complied with the 

liquid assets requirement as prescribed by the Bank in exercise of powers under 

section 45-IB of the RBI Act and whether the details of the designated bank in 

which the approved securities are held is communicated to the office concerned 

of the RBI in terms of NBS 3; Non-Banking Financial Company Returns (Reserve 

Bank) Directions, 2016. 

x. RETURN ON DEPOSITS: Whether the company has furnished to the RBI within the 

stipulated period the return on deposits as specified in the NBS 1 to ς Non- 

Banking Financial Company Returns (Reserve Bank) Directions, 2016. 

xi. QUARTERLY RETURN: Whether 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. 

xii. NEW BRANCHES / AGENTS: Whether, in the case of opening of new branches or 

offices to collect deposits or in the case of closure of existing branches/offices or 

in the case of appointment of agent, the company has complied with the 

requirements contained in the Non-Banking Financial Companies Acceptance of 

Public Deposits (Reserve Bank) Directions, 2016. 

 

c. IN THE CASE OF A NON-BANKING FINANCIAL COMPANY NOT ACCEPTING PUBLIC 

DEPOSITS: Apart from the aspects enumerated in (A) above, the auditor shall include a 

statement on the following matters: 

i. Whether the Board of Directors has passed a resolution for non- acceptance of 

any public deposits. 

ii. Whether the company has accepted any public deposits during the relevant 

period/year. 

iii. Whether the company has complied with the prudential norms relating to income 

recognition, accounting standards, asset classification and provisioning for bad 

and doubtful debts as applicable to it in terms of Non- Banking Financial Company 

ς Non-Systemically Important Non-Deposit taking Company (Reserve Bank) 

Directions, 2016 and Non-Banking Financial Company - Systemically Important 
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Non-Deposit taking Company and Deposit taking Company (Reserve Bank) 

Directions, 2016. 

iv. In respect of Systemically Important Non-deposit taking NBFCs as defined in Non-

Banking Financial Company - Systemically Important Non-Deposit taking Company 

and Deposit taking Company (Reserve Bank) Directions, 2016: 

1. Whether the capital adequacy ratio as disclosed in the return submitted to 

the RBI in form NBS - 7, has been correctly arrived at and whether such 

ratio is in compliance with the minimum CRAR prescribed by the RBI. 

2. Whether the company has furnished to the RBI the annual statement of 

capital funds, risk assets/exposures and risk asset ratio (NBS-7) within the 

stipulated period. 

v. whether the non-banking financial company has been correctly classified as NBFC 

Micro Finance Institutions (MFI) as defined in the Non-Banking Financial Company 

ς Non-Systemically Important Non-Deposit taking Company (Reserve Bank) 

Directions, 2016 and Non-Banking Financial Company - Systemically Important 

Non-Deposit taking Company and Deposit taking Company (Reserve Bank) 

Directions, 2016. 

 

d. IN THE CASE OF A COMPANY ENGAGED IN THE BUSINESS OF NON-BANKING FINANCIAL 

INSTITUTION NOT REQUIRED TO HOLD COR SUBJECT TO CERTAIN CONDITIONS: 

Apart from the matters enumerated in (A)(I) above where a company has obtained a 

specific advice from the RBI that it is not required to hold CoR from the RBI, the auditor 

shall include a statement that the company is complying with the conditions stipulated as 

advised by the RBI. 

4. REASONS TO BE STATED FOR UNFAVOURABLE OR QUALIFIED STATEMENTS: Where, in the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǘƘŜ statement regarding any of the items referred to in paragraph 3 above is 

unfavourable or qualifiedΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ shall also state the reasons for such unfavourable 

or qualified statement, as the case may be. Where the auditor is unable to express any opinion 

his report shall indicate such fact together with reasons therefor. 

 

5. OBLIGATION OF AUDITOR TO SUBMIT AN EXCEPTION REPORT TO THE RBI: 

I. Where, in the case of a non-banking financial company, the statement regarding any of the 

items referred to in paragraph 3 above, is unfavorable or qualified, or in the opinion of the 

auditor the company has not complied with: 

a. The provisions of Chapter III B of RBI Act (Act 2 of 1934) or 

b. Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) 

Directions, 2016 or 

c. Non-Banking Financial Company ς Non-Systemically Important Non-Deposit taking 

Company (Reserve Bank) Directions, 2016 and Non-Banking Financial Company - 

Systemically Important Non-Deposit taking Company and Deposit taking Company 

(Reserve Bank) Directions, 2016. 
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It shall be the obligation of the auditor to make a report containing the details of such 

unfavourable or qualified statements and/or about the non-compliance, as the case may be, in 

respect of the company to the concerned Regional Office of the Department of Non-Banking 

Supervision of the RBI under whose jurisdiction the registered office of the company is located 

as per first Schedule to the Non-Banking Financial Companies Acceptance of Public Deposits 

(Reserve Bank) Directions, 2016. 

II. REPORT ONLY CONTRAVENTIONS AND NOT ABOUT COMPLIANCES: The duty of the Auditor 

under sub-paragraph (I) shall be to report only the contraventions of the provisions of RBI 

Act, 1934, and Directions, Guidelines, instructions referred to in sub-paragraph (1) and such 

report shall not contain any statement with respect to compliance of any of those provisions. 

 

Q.NO.12. WRITE ABOUT AUDITORS DUTY RELATING TO COMPLIANCE WITH CARO, 2020? 

ANSWER: 

As per CARO 2020, the auditor is required to report that: 

 

CLAUSE 3 - INVESTMENTS, GUARANTEE, SECURITY, LOANS OR ADVANCES: 

g) APPLICABILITY: Whether 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 PARTIES: The aggregate amount during the year, and balance outstanding at 

the balance sheet date with respect to such loans or advances and guarantees or security 

to subsidiaries, joint ventures and associates. 

ii) TO UNRELATED PARTIES: The aggregate amount during the year, and balance outstanding 

at the balance sheet date with respect to such loans or advances and guarantees or 

security to parties OTHER THAN subsidiaries, joint ventures and associates. 

h) TERMS AND CONDITIONS:  

Whether the investments made, guarantees provided, security given and the terms and 

conditions of the grant of all loans and advances in the nature of loans and guarantees 

provided ŀǊŜ ƴƻǘ ǇǊŜƧǳŘƛŎƛŀƭ ǘƻ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƛƴǘŜǊŜǎǘ. 

i) REPAYMENT REGULARITY: 

In respect of loans and advances in the nature of loans, whether the schedule of repayment 

of principal and payment of interest has been stipulated and whether the repayments or 

receipts are regular. 

j) OVERDUE > 90 DAYS: 
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If the amount is overdue, state the total amount overdue for more than ninety days, and 

whether reasonable steps have been taken by the company for recovery of 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 been renewed or extended or fresh loans granted to settle the overdues of existing 

loans given to the same parties, if so,  

i) Specify the aggregate amount of such dues renewed or extended or settled by fresh loans 

and  

ii) The percentage of the aggregate to the total loans or advances in the nature of loans 

granted during the year [not applicable to companies whose principal business is to give 

loans]. 

l) DEMAND LOANS WITHOUT REPAYMENT PERIOD: 

Whether the company has granted any loans or advances in the nature of loans either 

repayable on demand or without specifying any terms or period of repayment, if so,  

i) Specify the aggregate amount, percentage thereof to the total loans granted,  

ii) Aggregate amount of loans granted to Promoters, related parties as defined in clause (76) 

of section 2 of the Companies Act, 2013 

 

CLAUSE 16 - NON-BANKING FINANCIAL INSTITUTION: 

d) 45IA OF RBI ACT: Whether the company is required to be registered under section 45-IA of 

Reserve Bank of India Act 1934, and If so, whether the registration has been obtained. 

e) NBFC ACTIVITIES (NEW): Whether the company has conducted any Non-Banking Financial or 

Housing Finance activities without a valid Certificate of Registration (CoR) 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 regulations 

made by the Reserve Bank of India, if so,  

v) Whether it continues to fulfil the criteria of a CIC, and in case the company is an 

exempted or unregistered CIC, whether it continues to fulfil such criteria. 

vi) Whether the Group has more than one CIC as part of the Group, if yes, indicate the 

number of CICs which are part of the Group. 

 

 

Q.NO.13. ²wL¢9 !.h¦¢ !tt[L/!.L[L¢¸ hC Lb5 !{ hb b.C/ΩǎΚ 

ANSWER: 
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As per Rule 4 (1)(iv) of the Companies (Indian Accounting Standards) Rules, 2015 and as amended by 

Companies (Indian Accounting Standards) (Amendment) Rules, 2016, NBFCs are required to comply 

with Indian Accounting Standards (Ind AS) as under- 

1. Accounting periods beginning 1 April 2018:  

a. [ƛǎǘŜŘ b.C/Ωǎ and unlisted NBFCs having a net worth of Rs. 500 crore or more and  

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 having a net worth of Rs. 250 crore or more but less than Rs. 500 crore 

and holding, subsidiary, joint venture or associate companies of such NBFCs. 

The net worth shall be calculated in accordance with the standalone financial statements of the 

NBFCs as on 31st March 2016 or the first audited financial statements for accounting period which 

ends after that date. 

NOTE: For Format of Financial Statements of NBFC, Please Refer ICAI SM ς 2023 Edition Page. 

14.110 

 

Q.NO.14. WRITE ABOUT DIFFERENCES BETWEEN SCH III DIVISION II [IND AS ς NON NBFC] AND 

DIVISION III [IND AS ς b.C/Ωǎϐ? 

ANSWER: 

The presentation requirements under Division III for NBFCs are similar to Division II (Non NBFC) to a 

large extent except for the following: 

a) NBFCs have been allowed to present the items of the balance sheet in order of their liquidity 

which is not allowed to companies required to follow Division II.  

 

b) An NBFC is required to separately disclose by way of a note ŀƴȅ ƛǘŜƳ ƻŦ ΨƻǘƘŜǊ ƛƴŎƻƳŜΩ ƻǊ ΨƻǘƘŜǊ 

ŜȄǇŜƴŘƛǘǳǊŜΩ which exceeds 1 % of the total income. Division II, on the other hand, requires 

disclosure for any item of income or expenditure which exceeds 1 % of the revenue from 

operations or Rs.10 lakhs, whichever is higher. 

 

c) NBFCs are required to ǎŜǇŀǊŀǘŜƭȅ ŘƛǎŎƭƻǎŜ ǳƴŘŜǊ ΨǊŜŎŜƛǾŀōƭŜǎΩ, the debts due from any Limited 

Liability Partnership (LLP) in which its director is a partner or member. 

 

d) NBFCs are also required to disclose items comprising ΨǊŜǾŜƴǳŜ ŦǊƻƳ ƻǇŜǊŀǘƛƻƴǎΩ ŀƴŘ ΨƻǘƘŜǊ 

ŎƻƳǇǊŜƘŜƴǎƛǾŜ ƛƴŎƻƳŜΩ ƻƴ ǘƘŜ ŦŀŎŜ ƻŦ ǘƘŜ {ǘŀǘŜƳŜƴǘ ƻŦ ǇǊƻŦƛǘ ŀƴŘ ƭƻǎǎ instead of showing those 

only as part of the notes. 

 

e) Separate disclosure of trade receivable which have significant increase in credit risk & credit 

impaired. 
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f) The conditions or restrictions for distribution attached to statutory reserves have to be 

separately disclose in the notes as 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 much 

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 in his mind while planning 

the audit of NBFC which would help this firm. 

ANSWER: 

WRITE ANSWER TO THEORY Q NO. 1 ς PART C. 

Q.NO.2. Satyam Pvt Ltd is a company engaged in trading activities, it also has made investments in 

shares of other Companies and advanced loans to group companies amounting to more than 50% 

of its total assets. However, trading income constitutes majority of its total income. Whether the 

Company is an NBFC? 

ANSWER: 

RELEVANT PROVISION: In order to identify a particular company as Non-Banking Financial Company 

(NBFC), it will consider both assets and income pattern as evidenced from the last audited balance 

sheet of the company to decide its principal business. The company will be treated as NBFC when a 

company's financial assets constitute more than 50 per cent of the total assets (netted off by intangible 

assets) AND income from financial assets constitute more than 50 per cent of the gross income.  

A company which fulfils both these criteria shall qualify as an NBFC and would require to be registered 

as NBFC by Reserve Bank of India. 

CONCLUSION: In the given case, though Satyam Pvt Ltd is fulfilling the criteria on the asset side, but 

however is not fulfilling the criteria on the income side, the company cannot be classified as a deemed 

NBFC. 

Q.NO.3. Shivam & Co LLP are the auditors of NBFC (Investment and Credit Company). Some of the 

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 continuing with 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 NBFC - Investment and Credit 

Company (NBFC-ICC). 

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 accepting 

and holding public deposits. You are considering your reporting requirement in addition to your 

report made under Section 143 of the Companies Act, 2013 on the accounts 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 you 

to the Board of Directors of this NBFC. 

ANSWER: 

a!¢9wL![ ¢h .9 Lb/[¦595 Lb ¢I9 !¦5L¢hwΩ{ w9thw¢ ¢h ¢I9 .h!w5 hC 5Lw9/¢hw{Υ ¢ƘŜ ŀǳŘƛǘƻǊΩǎ 

report on the accounts of a non-banking financial company shall include a statement on the following 

matters: 

FOR NON-BANKING 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 LIMITS: Whether the public deposits accepted by the company together with other 

borrowings: 

1. From public by issue of unsecured non-convertible debentures/bonds. 

2. From its shareholders (if it is a public limited company) and 

3. Which are ƴƻǘ ŜȄŎƭǳŘŜŘ ŦǊƻƳ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ΨǇǳōƭƛŎ ŘŜǇƻǎƛǘΩ in the Non-Banking 

Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 2016, are 

within the limits admissible to the company as per the provisions of the Non-Banking 

Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 2016. 

ii. REGULARISED: Whether the public deposits held by the company in excess of the quantum of 

such deposits permissible to it under the provisions of Non-Banking Financial Companies 

Acceptance of Public Deposits (Reserve Bank) Directions, 2016 are regularised in the manner 

provided in the said Directions. 

iii. WITHOUT GRADE CREDIT RATING: Whether the non-banking financial company is accepting 

ϦǇǳōƭƛŎ ŘŜǇƻǎƛǘέ ǿƛǘƘƻǳǘ ƳƛƴƛƳǳƳ ƛƴǾŜǎǘƳŜƴǘ ƎǊŀŘŜ ŎǊŜŘƛǘ ǊŀǘƛƴƎ from an approved credit 

rating agency as per the provisions of Non-Banking Financial Companies Acceptance of Public 

Deposits (Reserve Bank) Directions, 2016. 

iv. CRAR: Whether the capital adequacy ratio as disclosed in the return submitted to the Bank in 

terms of the Non-Banking Financial Company - Systemically Important Non-Deposit taking 

Company and Deposit taking Company (Reserve Bank) Directions, 2016 has been correctly 

determined and whether such ratio is in compliance with the minimum CRAR prescribed 

therein. 

v. In respect of non-banking financial companies referred to in clause (iii) above, 

1. whether the credit rating, for each of the fixed deposits schemes that has been assigned 

by one of the Credit Rating Agencies listed in Non-Banking Financial Companies 

Acceptance of Public Deposits (Reserve Bank) Directions, 2016 is in force and 

2. whether the aggregate amount of deposits outstanding as at any point during the year 

has exceeded the limit specified by the such Credit Rating Agency. 

vi. RESTRICTIONS ON ACCEPTANCE OF DEPOSITS: Whether the company has violated any 

restriction on acceptance of public deposit as provided in Non-Banking Financial Companies 

Acceptance of Public Deposits (Reserve Bank) Directions, 2016. 

vii. DEFAUTS IN REPAYMENT: Whether the company has defaulted in paying to its depositors the 

interest and /or principal amount of the deposits after such interest and/or principal became 

due. 
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viii. PRUDENTIAL NORMS: Whether the company has complied with the prudential norms on 

income recognition, accounting standards, asset classification, provisioning for 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 Company - Systemically Important 

Non-Deposit taking Company and Deposit taking Company (Reserve Bank) Directions, 2016; 

ix. LIQUID ASSETS REQUIREMENT: Whether the company has complied with the liquid assets 

requirement as prescribed by the Bank in exercise of powers under section 45-IB of the RBI Act 

and whether the details of the designated bank in which the approved securities are held is 

communicated to the office concerned of the RBI in terms of NBS 3; Non-Banking Financial 

Company Returns (Reserve Bank) Directions, 2016. 

x. RETURN ON DEPOSITS: Whether the company has furnished to the RBI within the stipulated 

period the return on deposits as specified in the NBS 1 to ς Non- Banking Financial Company 

Returns (Reserve Bank) Directions, 2016. 

xi. QUARTERLY RETURN: Whether 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. 

xii. NEW BRANCHES / AGENTS: Whether, in the case of opening of new branches or offices to 

collect deposits or in the case of closure of existing branches/offices or in the case of 

appointment of agent, the company has complied with the requirements contained in the Non-

Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 2016. 

Q.NO.5. Kamna & Co LLP, a firm of Chartered Accountants, was appointed as auditor of an NBFC. The 

audit work has been completed. The audit team which was involved in the fieldwork came across 

various observations during the course of audit of this NBFC and have also limited 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 exceptions in 

his report so that they can conclude their work. Please explain. 

ANSWER: 

OBLIGATION OF AUDITOR TO SUBMIT AN EXCEPTION REPORT TO THE RBI: 

I. Where, in the case of a non-banking financial company, the statement regarding any of the 

items referred to in paragraph 3 above, is unfavorable or qualified, or in the opinion of the 

auditor the company has not complied with: 

a. The provisions of Chapter III B of RBI Act (Act 2 of 1934) or 

b. Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) 

Directions, 2016 or 

c. Non-Banking Financial Company ς Non-Systemically Important Non-Deposit taking 

Company (Reserve Bank) Directions, 2016 and Non-Banking Financial Company - 

Systemically Important Non-Deposit taking Company and Deposit taking Company 

(Reserve Bank) Directions, 2016. 

It shall be the obligation of the auditor to make a report containing the details of such unfavourable 

or qualified statements and/or about the non-compliance, as the case may be, in respect of the 
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company to the concerned Regional Office of the Department of Non-Banking Supervision of the 

RBI under whose jurisdiction the registered office of the company is located as per first Schedule to 

the Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 

2016. 

II. REPORT ONLY CONTRAVENTIONS AND NOT ABOUT COMPLIANCES: The duty of the Auditor 

under sub-paragraph (I) shall be to report only the contraventions of the provisions of RBI Act, 

1934, and Directions, Guidelines, instructions referred to in sub-paragraph (1) and such report 

shall not contain any statement with respect to compliance of any of those provisions. 

Q.NO.6. Karma Pvt Ltd is a Non-Deposit Taking Non-Systemically Important NBFC registered with 

Reserve Bank of India. The Statutory Auditor of the company is required to give a report to the 

.ƻŀǊŘ ƻŦ 5ƛǊŜŎǘƻǊǎΦ ²Ƙŀǘ ǎƘŀƭƭ ōŜ ǘƘŜ ŎƻƴǘŜƴǘ ƻŦ ǘƘŜ !ǳŘƛǘƻǊΩǎ wŜǇƻǊǘ ǘƻ ǘhe Board. 

ANSWER: 

The statutory auditor of Karma Pvt Ltd, being a Non-Deposit Taking Non-Systemically Important NBFC is 

required to submit separate report to the Board of Directors on the matters as specified as below: 

i. Conducting Non-Banking Financial Activity without a valid Certificate of Registration (CoR) 

granted by the RBI is an offence under chapter V of the RBI Act, 1934. Therefore, if the 

company is engaged in the business of non-banking financial institution as defined in section 

45-I (a) of the RBI Act and meeting the Principal Business Criteria (Financial asset/income 

pattern), the auditor shall examine whether the company has obtained a Certificate of 

Registration (CoR) from the RBI. 

ii. In case of a company holding CoR issued by the RBI, whether that company is entitled to 

continue to hold such CoR in terms of its Principal Business Criteria (Financial asset/income 

pattern) as on March 31 of the applicable year. 

iii. Whether the non-banking financial company is meeting the required net owned fund 

requirement as laid down in Master Direction - Non-Banking Financial Company ς Non-

Systemically Important Non-Deposit taking Company (Reserve Bank) Directions, 2016 and 

Master Direction - Non-Banking Financial Company - Systemically Important Non-Deposit 

taking Company and Deposit taking Company (Reserve Bank) Directions, 2016. 

Apart from the aspects enumerated above, the auditor shall include a statement on the following 

matters, namely: - 

i. Whether the Board of Directors has passed a resolution for non- acceptance of any public 

deposits. 

ii. Whether the company has accepted any public deposits during the relevant period/year. 

iii. Whether the company has complied with the prudential norms relating to income recognition, 

accounting standards, asset classification and provisioning for bad and doubtful debts as 

applicable to it in terms of Non-Banking Financial Company ς Non-Systemically Important Non-

Deposit taking Company (Reserve Bank) Directions, 2016. 
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REASONS FOR QUALIFICATIONS TO BE STATED: ²ƘŜǊŜΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘΣ ǘƘŜ ǎǘŀǘŜƳŜƴǘ 

regarding any of the items referred to matters specified above is unfavourable or qualified, the 

ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ ǎƘŀƭƭ also state the reasons for such unfavourable or qualified statement, as the case 

may be. Where the auditor is unable to express any opinion on any of the items referred above, his 

report shall indicate such fact together with reasons thereof. 

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 date i.e., Financial 

Assets are more than 50 % of total assets and Financial Income is more than 50% of Gross Income. 

What shall be the obligation of the Statutory Auditor in such a scenario? 

ANSWER: 

In the given case, Krishna Pvt Ltd is fulfilling the Principal Business Criteria i.e., Financial Assets are more 

than 50 % of total assets and Financial Income is more than 50 % of Gross Income. The company which 

fulfils both these criteria shall qualify as an NBFC and hence is required to obtain Certificate of 

Registration (CoR) with Reserve Bank of India. In such a scenario, the statutory auditor has an obligation 

to submit exception report to the RBI on the following matters:  

REASONS TO BE STATED FOR UNFAVOURABLE OR QUALIFIED STATEMENTS: ²ƘŜǊŜΣ ƛƴ ǘƘŜ ŀǳŘƛǘƻǊΩǎ 

report, the statement regarding any of the items referred to in paragraph 3 above is unfavourable or 

qualifiedΣ ǘƘŜ ŀǳŘƛǘƻǊΩǎ ǊŜǇƻǊǘ shall also state the reasons for such unfavourable or qualified statement, 

as the case may be. Where the auditor is unable to express any opinion his report shall indicate such 

fact together with reasons therefor. 

OBLIGATION OF AUDITOR TO SUBMIT AN EXCEPTION REPORT TO THE RBI: 

I. Where, in the case of a non-banking financial company, the statement regarding any of the 

items referred to in paragraph 3 above, is unfavorable or qualified, or in the opinion of the 

auditor the company has not complied with: 

a. The provisions of Chapter III B of RBI Act (Act 2 of 1934) or 

b. Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) 

Directions, 2016 or 

c. Non-Banking Financial Company ς Non-Systemically Important Non-Deposit taking 

Company (Reserve Bank) Directions, 2016 and Non-Banking Financial Company - 

Systemically Important Non-Deposit taking Company and Deposit taking Company 

(Reserve Bank) Directions, 2016. 

It shall be the obligation of the auditor to make a report containing the details of such unfavourable 

or qualified statements and/or about the non-compliance, as the case may be, in respect of the 

company to the concerned Regional Office of the Department of Non-Banking Supervision of the 

RBI under whose jurisdiction the registered office of the company is located as per first Schedule to 

the Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 

2016. 
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II. REPORT ONLY CONTRAVENTIONS AND NOT ABOUT COMPLIANCES: The duty of the Auditor 

under sub-paragraph (I) shall be to report only the contraventions of the provisions of RBI Act, 

1934, and Directions, Guidelines, instructions referred to in sub-paragraph (1) and such report 

shall not contain any statement with respect to compliance of any of those provisions. 

Q.NO.8. Mr. G. has been appointed as an auditor of LMP Ltd., a NBFC company registered with RBI. 

Mr. G is concerned about whether the format of financial statements prepared by LMP Ltd. is as 

per notification issued by the Ministry of Corporate Affairs (MCA) dated October 11, 2018. The 

notification prescribed the· format in Division III under Schedule III of the Companies Act, 2013 

applicable to NBFCs complying with Ind-AS. Mr. G wants to know the differences in the 

presentation requirements between Division II and Division III of Schedule III of the Companies 

Act, 2013. Help Mr. G. 

ANSWER: 

WRITE ANSWER TO THEORY Q. NO. 14 

Q.NO.9. Abhimanyu Finance Ltd. is a Non Banking Finance Company and was in the business of 

accepting public deposits and giving loans since 2015. The company was having net owned funds 

of Rs. 1,50,00,000/-(one crore fifty lakhs) and was not having registration certificate from RBI and 

applied for it on 30th March 2020. The company appointed Mr. Kabra as its statutory auditors for 

the year 2019-20. Advise the auditor with reference to auditor procedures to be taken and 

reporting requirements on the same in view of CARO 2016? 

ANSWER: 

CLAUSE 16 OF CARO 2016: Whether the company is required to be registered under section 45-IA of 

the Reserve Bank of India Act, 1934 and if so, whether the registration has been obtained. 

RELEVANT PROVISIONS: 

1. The auditor is required to examine whether the company is engaged in the business which attract 

the requirements of the registration. The registration is required where the financing activity is a 

principal business of the company. 

2. The Reserve Bank of India restrict companies from carrying on the business of a non-banking 

financial institution without obtaining the certificate of registration. 

AUDIT PROCEDURES AND REPORTING: 

1. The auditor should examine the transactions of the company with relation to the activities covered 

under the RBI Act and directions related to the Non-Banking Financial Companies. 

2. The financial statements should be examined to ascertain ǿƘŜǘƘŜǊ ŎƻƳǇŀƴȅΩǎ ŦƛƴŀƴŎƛŀƭ ŀǎǎŜǘǎ 

constitute more than 50 % of the total assets and income from financial assets constitute more than 

50 % of the gross income. 

3. Whether the company has net owned funds as required for the registration as NBFC. 

4. Whether the company has obtained the registration as NBFC, if not, the reasons should be sought 

from the management and documented. 
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5. The auditor should report incorporating the following: 

(i) Whether the registration is required under section 45-IA of the RBI Act, 1934. 

(ii) If so, whether it has obtained the registration. 

(iii) If the registration not obtained, reasons thereof. 

ANALYSIS AND CONCLUSION: In the instant case Abhimanyu Finance Ltd. is a Non-Banking Finance 

Company and was in the business of accepting public deposits and giving loans since 2015. The 

company was having net owned funds of Rs. 1,50,00,000/-(one crore fifty lakhs) which is less in 

comparison to the prescribed limit i.e., 2 crore rupees and was also not having registration certificate 

from RBI (though applied for it on 30th March 2020). The auditor is required to report on the same as 

per Clause (xvi) of Paragraph 3 of CARO 2020. 
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5. GROUP AUDIT 
[EARLIER KNOWN AS CONSODIDATED FINANCIAL STATEMENTS] 

Q.NO.1. WRITE BRIEF OVERVIEW ABOUT CONSOLIDATED FINANCIAL STATEMENTS? 

ANSWER: 

1. CFS AFRFW: Accounting Standard (AS) 21 Ψ/ƻƴǎƻƭƛŘŀǘŜŘ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎΩ ŀƴŘ LƴŘƛŀƴ 

Accounting Standard (Ind AS) 110Σ Ψ/ƻƴǎƻƭƛŘŀǘŜŘ CƛƴŀƴŎƛŀƭ {ǘŀǘŜƳŜƴǘǎΩ ƭŀȅ Řƻǿƴ principles and 

procedures for preparation and presentation of consolidated financial statements under AS and 

Ind AS respectively.  

2. In other words, whenever a parent decides to or is required to prepare and present consolidated 

financial statements, it should do so in accordance with the requirements of applicable 

Accounting Standards under the relevant financial reporting framework. 

3. FORMAT OF CFS: Consolidated financial statements are presented, to the extent possible, in the 

same format as adopted by the parent for its separate financial statements. The formats for 

preparation of balance sheet, statement of profit and loss and a statement of change in equity 

(if applicable) are prescribed under the Schedule III of the Companies Act, 2013. 

4. AUDIT OF CFS:  

a. An entity which prepares the consolidated financial statements might be required to or 

otherwise engage the auditor for conducting the audit of consolidated financial 

statements.  

b. However, a law or regulation governing the entity may require the consolidated financial 

statements to be audited by the statutory auditor of the entity (i.e., the auditor who 

audits standalone financial statements of the entity).  

c. GN ON CFS:  

i. The Guidance Note on Audit of Consolidated Financial Statements provides 

guidance on the specific issues and audit procedures to be applied in an audit of 

consolidated financial statements.  

ii. This Guidance Note can also be used while auditing consolidated financial 

statements prepared for special purpose, to the extent applicable but it does not 

deal with accounting matters arising on consolidation of financial statements. 

 

Q.NO.2. WRITE ABOUT PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS UNDER 

COMPANIES ACT, 2013? 

ANSWER: 

1. APPLICABILITY OF CFS: According to Section 129(3) of the Companies Act, 2013, where a 

company has one or more subsidiaries, including associate company and joint venture, it shall, in 

addition to its own financial statements prepare a consolidated financial statement of the 

company and of all the subsidiaries in the same form and manner as that of its own.  
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2. SFS PROVISIONS TO CFS: Further, section 129(4) of the said Act, provides that the provisions 

applicable to the preparation, adoption and audit of the financial statements of a holding 

company shall, mutatis mutandis, also apply to its the consolidated financial statements. 

3. APPROVAL BY BOARD AND MEMBERS: The consolidated financial statements shall also be 

approved by the Board of Directors before they are signed on behalf of the Board, along with its 

standalone financial statements and shall also be laid before the annual general meeting of the 

company along with the laying of its standalone financial statement. 

4. SALIENT FEATURES OF F/S OF SUBSIDIARIES: The company shall also attach along with its 

financial statement, a separate statement containing the salient features of the financial 

statement of its subsidiary(ies) in Form AOC-1. 

5. SCH III FORMAT: According to the Companies (Accounts) Rules, 2014, the consolidation of 

financial statements of the company shall be made in accordance with the provisions of 

Schedule III to the Act and the applicable accounting standards. However, a company which is 

not required to prepare consolidated financial statements under the Accounting Standards, it 

shall be sufficient if the company complies with provisions of consolidated financial statements 

provided in Schedule III of the Act. 

 

6. EXEMPTION FROM CFS: However, the requirement related to preparation of consolidated 

financial statements shall not apply to a company if it meets the following conditions:  

a. CONSENT OF OTHER MEMBERS: it is a wholly-owned subsidiary, or is a partially-owned 

subsidiary of another company and all its other members, including those not otherwise 

entitled to vote, having been intimated in writing and for which the proof of delivery of 

such intimation is available with the company, do not object to the company not 

presenting consolidated financial statements  

b. UNLISTED COMPANIES: it is a company whose securities are not listed or are not in the 

process of listing on any stock exchange, whether in India or outside India and  

c. CHAIN COMPANY: its ultimate or any intermediate holding company files consolidated 

financial statements with the Registrar which are in compliance with the applicable 

Accounting Standards. 

d. BY NOTIFICATION: As per section 129(6) of the Companies Act, 2013, the Central 

Government may, on its own or on an application by a class or classes of companies, by 

notification, exempt any class or classes of companies from complying with any of the 

requirements of section 129 or 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 conditions as may be specified in the 

notification. 

7. INVESTMENT ENTITY:  

a. An investment entity need not present consolidated financial statements if it is required, 

in accordance with paragraph 31 of Ind AS 110, to measure all of its subsidiaries at fair 

value through profit or loss.  

b. A parent shall determine whether it is an investment entity. 

c. MEANING: An investment entity is an entity that:  
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i. Obtains funds from one or more investors for the purpose of providing those 

investor(s) with investment management services 

ii. Commits to its investor(s) that its business purpose is to invest funds solely for 

returns from capital appreciation, investment income, or both and  

iii. Measures and evaluates the performance of substantially all of its investments on 

a fair value basis. 

d. However, as per paragraph 33 of Ind AS 110, parent of an investment entity shall 

consolidate all entities that it controls, including those controlled through an investment 

entity subsidiary, unless the parent itself is an investment entity. 

 

Q.NO.3. WRITE ABOUT RESPONSIBILITY OF PARENT? 

ANSWER: 

1. The responsibility for the preparation and presentation of consolidated financial statements, 

among other things, is that of the management of the parent. This includes:  

a. Identifying components, and including the financial information of the components 

to be included in the consolidated financial statements. 

b. Where appropriate, identifying reportable segments for segmental reporting. 

c. Identifying related parties and related party transactions for reporting. 

d. Obtaining accurate and complete financial information from components. 

e. Making appropriate consolidation adjustments. 

f. Harmonization of accounting policies and accounting framework and  

g. GAAP conversion, where applicable. 

 

2. Apart from the above, the parent ordinarily issues instructions to the management of the 

component specifying the ǇŀǊŜƴǘΩǎ ǊŜǉǳƛǊŜƳŜƴǘǎ relating to financial information of the 

components to be included in the consolidated financial statements. The instructions ordinarily 

cover:  

a. The accounting policies to be applied,  

b. Statutory and other disclosure requirements applicable to the parent,  

c. The identification of and reporting on reportable segments, and  

d. Related parties and related party transactions, and a reporting timetable. 

 

Q.NO.4. ²wL¢9 !.h¦¢ !¦5L¢hwΩǎ w9{thb{L.L[L¢¸ Chw !¦5L¢ hC /hb{h[L5!¢95 CLb!b/L![ 

STATEMENTS? 

ANSWER: 

1. Section 129(4) of the Companies Act, 2013 requires that the provisions of the Act applicable to 

the preparation, adoption and audit of the financial statements of a holding company shall, 

mutatis mutandis, apply to the consolidated financial statements.  

 


















































































































































































































































































































































































