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In terms of clause……. of part I of the First Schedule to chartered accountant Act, 1949 a C.A in practice shall be deemed to be guilty of professional misconduct if he---
Clause 1. Allows any person to practice in his name as a chartered accountant unless such person is also a chartered accountant in practice and is in partnership with or employed by him.
Clause 2. 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 (as may be prescribed) or 
· with such other persons having such qualifications (as may be prescribed), 
for the purpose of rendering such professional services from time to time in or outside India. (nov 09)
Clause 3. Accepts or agrees to accept any part of the profits of the professional work of a person who is not 
· a member of the Institute or
· a member of any other professional body (as may be prescribed) or 

· with such other persons having such qualifications (as may be prescribed).
Clause 4. Enters into partnership, in or outside India, with any person other than 
· a chartered accountant in practice or 
· a member of any other professional body (as may be prescribed) or 

· a resident who but for his residence abroad would be entitled to be registered as a member under clause (v) of sub section (1) of section 4 or 
· whose qualifications are recognized by the Central Government or the council for the purpose of permitting such partnerships.
Clause 5. Secures, either through the services of a person who is not an employee of such chartered accountant or who is not his partner or by means which are not open to a chartered accountant, any professional business.
Clause 6. Solicits clients or professional work either directly or indirectly by circular, advertisement, personal communication or interview or by any other means:
Provided that nothing herein contained shall be construed as preventing or prohibiting-

(i). Any chartered accountant from 
· applying or 
· requesting for or 
· inviting or 
· securing professional work from another chartered accountant in practice or

(ii). A member from responding to
· tenders or 
· enquiries 
issued by various users of 
· professional services or 
· organizations from time to time and 
       securing professional work as a consequence.
Clause 7

Advertises his professional attainments or services, or uses any designation or expressions other than chartered accountant on professional documents, visiting cards, letter heads or sign boards, unless it be 
· a degree of University established by law in India or recognized by the Central Government or 
· a title indicating membership of the Institute of chartered accountant of India or of any other Institution that has been recognized  by the Central Government or may be recognized by the Council :
Provided that a member in practice may advertise through a write up, setting out the services provided by him or his firm and particulars of his firm subject to guidelines as issued by the Council.

Clause 8. If he accepts a position as auditor ( Statutory, Internal, Tax Auditor, Concurrent Auditor) which was previously held by another C.A or restricted State Auditor without first communicating with him in writing. 09
Clause 9. Accepts an appointment as auditor of a company without first ascertaining from it whether the requirements of section 225 of the Companies Act, 1956 in respect of such appointment have been duly complied with.
Clause 10. Charges or offers to charge, 
                  Accepts or offers to accepts,

 in respect of any professional employment, fees which are based on a percentage of profits or 
 which are contingent upon the findings, or results of such employment, 
 except as permitted under any regulation made under this Act. (nov 09)
Clause 11. Engages in any business or occupation other than the profession of chartered accountant unless permitted by the Council so to engage:

Provided that nothing contained herein shall disentitle a chartered accountant from being a director of a company (not being a MD or a WTD ) unless he or any of his partners is interested in such company as an auditor.
Clause 12. 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.

Part II
A member of the Institute (other than a member in practice) shall be deemed to be guilty of professional misconduct, if he —

being an employee of any company, firm or person 

(a.)  pays or allows or agrees to pay directly or indirectly to any person any share in the emoluments of the employment undertaken by him.
(b.) accepts or agrees to accept any part of fees, 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.
Part III

A member of the Institute, whether in practice or not, shall be deemed to be guilty of professional misconduct, if he --
(1.)  not being a fellow of the Institute, acts as a fellow of the Institute.

(2.) 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 of the Appellate Authority.

(3.)  while inviting professional work from another chartered accountant or while responding to tenders or enquires or while advertising through a write up or anything as provided for in items 6 and 7 of part I of this schedule, gives information knowing it to be false.
Part IV
A member of the Institute, whether in practice or not, shall be deemed to be guilty of other misconduct, if he:
(1.)  is held guilty by any civil or criminal court for an offence which is punishable with imprisonment for a term not exceeding 6 months.
(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.


In terms of clause……. Of part I of the Second Schedule to chartered accountant Act, 1949 a C.A in practice shall be deemed to be guilty of professional misconduct if he---

Clause 1. 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.
Clause 2. 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.
Clause 3 If he permits his name or name of his firm to be used in connection with the estimate of earnings contingents upon future transactions in a manner which may lead to the belief that he vouches for accuracy of the forecast. (june 09)
Clause 4 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.

Clause 5 Fails to disclose a material fact known to him which is not disclosed in a financial statement, but disclosure of which is necessary in making such financial statement where he is concerned with that financial statement in a professional capacity. (june 09)
Clause 6 Fails to report a material misstatement known to him to appear in a financial statement with which he is concerned in a professional capacity.
Clause 7 Does not exercise due diligence, or is grossly negligent in the conduct of his professional duties. (june 09)
Clause 8 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.
Clause 9 Fails to invite attention to any material departure from generally accepted audit procedures applicable to the circumstances.

Clause 10 Fails to keep money of his client, other than 
· fees or remuneration or 
· money meant to be expended in a reasonably short time, 
in a separate banking account or 
to use such moneys for purposes for which they are intended within a reasonable time.

Part II
Professional misconduct in relation to member of Institute generally.
Clause 1 Contravenes any of the provisions of this Act or the regulations made there under or any guidelines issued by the Council.

Clause 2 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.

Clause 3 Includes in any information, statements, return of form to be submitted to the Institute, Council or any of its Committees, Director (Discipline), Board of Discipline, Disciplinary Committee, Quality Review Board of the Appellate Authority any particulars knowing them to be false.
Clause 4 Defalcates or embezzles moneys received in his professional capacity.
Part III

A member of the Institute, whether in practice or not, shall be deemed to be guilty of professional 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.


Clause (ii) of part II of the second schedule : “ is guilty of such other act or omission as may be specified by the Council in this behalf, by notification in the Gazette of India.”
1. A member who is an employee shall be deemed guilty of professional misconduct if he is willfully and grossly negligent in the conduct of his duties as such employee. 
2. A member shall be guilty of professional misconduct if

i.
 he accepts appointment as cost auditor of company while he is

a)
statutory auditor of company.

b)
Officer or employee of company.

c)
Partner, or is in employment of an officer or employee of company.

d)
Partner, or is in employment of company’s auditor.

e)
Indebted to company for amount exceeding Rs. 1,000. 

     ii.   Or after his appointment, he becomes subject to any of the above disabilities and continues as cost auditor. 
3. A member in practice who is an employee of Cost Auditor of company can not become auditor of company under section 224 of Companies Act. 
4. A member in practice shall be deemed guilty of professional misconduct if he accepts the appointment as statutory auditor of “specified organizations” and accepts any other work(s) or assignment(s) or service(s) in regard to the same “specified organizations” on a remuneration which in total exceeds the fee payable for carrying out the statutory audit of the same “specified organizations”.

•
“specified organizations” means PSU / Govt. companies / listed companies and other public companies    having turnover of Rs. 50 crores or more in a year.

•
The term other work(s) or assignment(s) or service(s) shall include Management Consultancy service but shall not include :

a)
Audit under any other statute.

b)
Certification work required to be done by the statutory auditors, and

c)         Any representation before an authority,
5.
A member in practice shall be deemed guilty of professional misconduct if he does not follow the direction given by the council or an appropriate committee or on behalf of any of them, to the incoming auditors not to accept the appointment as auditors, in the case of unjustified removal of the earlier auditors.
6. A member in practice shall be deemed guilty of professional misconduct if he :
Not. 1  accepts in a financial year more than 30 tax audit assignments  u/s 44AB of Income Tax Act, whether in respect of corporate or non corporate assessee.
Not. 2   holds at any time appointment of more than 20 audit assignments of the companies u/s 224 and/or 228 of Companies Act, whether in respect of private company or other companies.
Provided that in computing the number of audit assignments :
· public companies each of which has a paid up share capital of Rs. 25 lakhs or more, shall not exceed 10.
· the number of partners of a firm on the date of acceptance of audit assignment shall be taken into account.

· A chartered accountant in full time employment elsewhere shall not be taken into account.
Common Provisions :-

· In the case of a firm of chartered accountant specified number of audit assignments shall be construed as the specified number of audit assignments for every partner of the firm.
· Where such member is partner in two or more firms, the number of audit assignments for all the firms in relation to such partner shall not exceed the specified number of audit assignments in the aggregate.

· Where such member accepts appointments in partner capacity and also accepts one or more audit assignments in his individual capacity the total number of such audit assignments shall not exceed the specified number of audit assignments in the aggregate.
· In computing the specified number of audit assignments the number of such assignments which he or any partner of his firm has accepted whether singly or in combination with any other chartered accountant in practice, shall be taken into account.

· The audit of head office and branch office of a concern shall be regarded as one tax audit assignment.
· The audit of one or more braches of the same concern by one chartered accountant in practice shall be construed as only one audit assignment.

· A C.A. in practice shall maintain a record of audit assignments accepted by him in each financial year in the prescribed format.
7. A member in practice shall not accept the appointment as auditor of entity, if undisputed audit fees of another chartered accountant for statutory audit have not been paid. Above notification does not apply to sick units. Sick units means unit which net worth is negative. For this purpose, the provision for audit fees in accounts signed by both the auditee and the auditor shall be considered Undisputed audit fees. 



1) Acting as advisor or consultant to an issue, including such matters as

· Drafting of prospectus and memorandum containing salient features of prospectus, 

· Drafting and filling of listing agreement and completing formalities with stock exchanges, ROC and SEBI.

· Preparation of publicity budget, 

· Advice for selection of ad media, bankers, collection centers, underwriters, brokers, centers for holding conferences of brokers, investors, etc., 

· Advice for distribution of publicity and issue material including application form & prospectus and deciding on the quantum of issue material 

· Advice on the post issue activities e.g. dispatch of certificates and refunds.

For removal of doubts it is hereby clarified that the activities of broking, underwriting and portfolio   management are not permitted.

2) Development of human resources e.g. designing and conducting training programmes, Personnel recruitment and selection, work study, job description, job evaluation and evaluation of work loads, .

3) computer related services including systems analysis, selection of hardware, 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.

4) Management audit, operational audit, Quality audit, environmental audit, energy audit

5) Advice regarding amalgamations and mergers
6) Preparing budgets, cash flow statements, profitability statements, fund flow statements

7) Preparing project reports and feasibility studies

8) Working capital management, inventory management, material handling and storage.

9) Price fixation and other management decision making

10)  Investment counseling in respect of securities.#
11)  Capital structure planning and advice regarding raising finance by issue of capital or by way of borrowings.

12)  Acting as registrar to an issue and for transfer of shares/ other securities.#
13)  Acting as recovery consultants in the banking sector
14)  Market research and demand studies

15)  Management accounting systems, cost control and value analysis.

16)  Business policy, corporate planning, organization development, growth and diversification.
17) Financial management planning and financial policy determination.
18) Control methods and management information and reporting

# ( in doing so, the relevant provisions of the code of ethics must be kept in mind)

Some illustrative examples, where a member may be found guilty of “other misconduct”, under section 21 of the chartered accountant act :
I. Where a c.a. retains the books of accounts and documents of the client and fails to return these to the client on request without a reasonable cause.
II. Misappropriation by office bearer of a regional council of the institute, of a large amount and utilization thereof for his personal use.

III. Where certain assessment records of income tax department belonging to the client of c.a. were found in the almirah of the bed room of the c.a.

IV. Where a c.a. had adopted coercive methods on a bank for having a loan sanctioned to him.

V. Where a c.a. uses the services of his articled or audit clerk for purposes other than professional practice.

VI. Non replying within a reasonable time and without a good cause to the letter of the public authorities.
VII. Where a c.a. makes a material misrepresentation.

VIII. Conviction by a competent court of law for any offence u/s 8(v) of the c.a. act 1949.
The Regulations under which cases of contravention under clause (i) of part II of the second schedule, have generally comes to the notice of the council are the following :
	Regulations
	topics

	43

46

47
48
56
60
65

66
67
68 to 80
125
190 

192

	Engagement of article clerks

Registration of articled clerks

Premium from articled clerks
Stipend to articled clerks

Termination of articles
Working hours of an articled clerk
Article clerks not to engage in any other occupation

Enquiries against articled clerk
Complaint against the employer from articled clerk
Audit clerks
Disciplinary action against member in connection with conduct of election
Register of offices and firms
Restriction on fees.


Applicability of Companies (Auditor’s Report) Order, 2005
This order applies to every company (including a foreign company), except the following –

· a Banking company as defined in the Banking Regulation Act,

· an insurance company as defined in the Companies Act;

· a company licensed to operate under section 25 of the Act; and

· a private limited company which fulfill all the following conditions:

· its paid up capital and reserves are not more than Rs. 50 lakhs.
· it does not have outstanding loan exceeding Rs. 25 lakhs from any bank or FI and
· its turnover does not exceed Rs. 5 crores at any point of time during the f.y.
	Paid up capital
	Turnover
	Loan outstanding
	

	Subscribed capital for which consideration received in cash or otherwise                               …..

+ bonus shares                       …..

+ amount on forfeited shares …..

-- amount of calls unpaid       …..

Paid up cap. = equity  +  pref.

Note Share application money is not a part of paid up capital.  
Reserves and capital
Reserves means: revenue reserve, revaluation reserve, 
	Exclude collected Sales tax or excise duty, if they are credited separately to sales tax a/c or excise duty a/c.

Less: trade discount

Less: sales return even if the return are from earlier years sales.

Note Don’t deduct commission allowed to third parties.

Cr. Balance of p & l a/c
Less: dr. balance of p & L a/c

Not deduct. Mis. Exp. 
	Loans from bank or FI are normally in form of : demand loan, export credit, O.D. , working capital, C/C, B/R, Non fund based credit to the extent converted in Fund based credit, Term Loan (include intt. Accrued & due, exclude Intt. Accrued but not due) Note (1) A non banking financial com. is not a FI. (2) The limit of 25 lakhs applies in aggregate to all loan & not with reference to each bank or FI.
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