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Companies Auditor’s Report Order (CARO, 2003)

It shall apply to every company including a foreign company as defined in Sec 591 of the Act, except the following :- 


1) Banking Company.
2) Insurance Company 
3) Section 25 Companies.
4) CARO will not be applicable if all the below conditions are satisfied    

Together: - Private POT
a) Private limited company

b) Outstanding loan from Banks or Financial Institutions is 25 lacs or less
c) Paid up capital & reserves is 50 lacs or less
d) Turnover is 5 crores or less.
CARO Report includes the following: - Rule - 4
CLAUSE i TO v – FI LIC (Financial Institution is LIC)
1) Fixed Assets
· Maintenance of proper records including quantitative details & situation of fixed assets.
· Physical Verification of Fixed Assets conducted by management at reasonable Intervals. If material discrepancies are noticed then whether they are suitably dealt with in the books of accounts

· Substantial part of Fixed Assets is disposed off which affects Going Concern.

       2) Inventory
· Maintenance of proper records of Inventory.

· Physical verification of Inventory conducted by Management at reasonable intervals. If material discrepancies are noticed then whether they are suitably dealt with in the books of accounts

· Procedures followed for Physical verification are reasonable & adequate or not.
3) Loans 

· Loans given to parties’ u/s 301 of the Act (Any Loan – Secured or Unsecured). Number of parties involved & amounts thereof.

· Whether Rate of Interest & other conditions are prima facie prejudicial to the interest of the Company.
· Whether receipt of principal & interest are regular.
· If overdue amt more than Rs 1 Lakhs, steps that have been taken for the recovery of principal & interest.
=========================================

· Loans taken from parties’ u/s 301 of the Act. Number of parties involved & amounts thereof.

· Whether Rate of Interest & other conditions are prima facie prejudicial to the interest of the Company.

· Whether Payment of principal amount & interest are regular.
4) Internal control system
· Adequate Internal Control System commensurate with the size of the company & Nature of its business for purchase of Fixed Assets & Inventory & sale of its goods & services.

· Whether any continuing failure to correct major weaknesses in internal control system.
       5) Contracts under Sec 301

· Details of contracts & arrangements u/s 301 included in register to be maintained. 
· Contracts made at reasonable prices having regard to prevailing MP at relevant time. Details required only if transactions exceed 5 lacs Rs in a year.
CLAUSE vi TO ix – PICS (PICTURES)

    6) Public Deposits
· Directives of RBI are complied
· Provisions & rules framed under Sec 58A & 58AA or any other relevant prov. Of Co’s Act are complied.
· Orders of CLB/ NCLAT/Any Court/ Tribunal are complied.

· If not complied then discrepancies should be stated. 
     7) Internal Audit
· IA Should Commensurate with size & nature of its business.

· This info is required only if – 

· Listed Companies

· Co’s having paid up capital + reserves more than Rs 50 Lacs as at the commencement of year concerned. 
· Co’s having Average annual T/O more than 5 crores for preceding 3 years consecutively.
      8) Cost records

· Sec 209 (1) (d) – Cost records have been maintained if prescribed by CG
      9) Statutory Dues
· Whether Co is regular in depositing statutory dues like sales tax, VAT, Custom Duty, provident fund, ESIC etc.
· O/s Dues of more than 6 months to be reported.
· In case of nonpayment due to dispute, the amount & forum where dispute is pending shall be mentioned.
CLAUSE x TO xiii – ADAM
     10) Accumulated Losses (Loss Making Co’s)
· Companies registered for 5 years or more
· Accumulated losses Exceeds 50 % of its net worth (reporting)
· Cash losses in immediately preceding financial year. (reporting)
      11) Repayment of Dues

· Whether Default in repayment of dues to Financial Institutions or Bank or Debenture Holders, if yes period & amount of default to be reported.

      12) Advances & Loans against securities.
· Adequate documents & records to be maintained when Loans & Advances are given by way of pledge of shares, debentures & other securities. If not, deficiencies to be pointed.
      13) Mutual Benefit Fund/ Chit/ Nidhi/ Societies – (Provisions Applicable)
· Net Owned Funds to Deposit Liability Ratio is more than 1:20 as on balance sheet date.
· Compliance with Prudential norms in relation to IP – 
· I = Income Recognition

· P = Provision for Sub – standard, Bad & doubtful Debts

· Adequate procedures for CAR – 

· C = Credit proposal/requests appraisal

· A = Assessment of credit needs
· R = Repayment capacity of borrowers.
· Whether Repayment schedule of various loans granted by nidhi is based on repayment capacity of borrower.
CLAUSE xiv TO xxi – SGTFPDEF (Shares Guarantee Termloan & Funds Preferably Debentures, but End use should not lead to Fraud) 
       14) Company Dealing in Shares, Securities, Debentures & other Investments:
· Whether Proper records & timely entries have been made. 
· Investments held in own name except to extent of exemption u/s 49 of the Act.

15) Guarantee given for Loans taken by others from Banks or Financial Institution
· Whether or not terms & conditions are prejudicial to the interest of the company, it has to be reported.

16) Whether Term Loans are applied for the purpose for which it is obtained.
17) Funds raised on Short Term used for Long Term
· If yes nature & amount to be indicated.
18) Preferential allotment of shares to parties u/s 301
· If yes whether price of issue of shares is prejudicial to the interest of company.
 19) Whether Security or Charge has been created in respect of issue of Debentures.
 20) Whether the Management has disclosed on the End use of money raised by public issue & the same has been verified.
  21) Fraud noticed or reported

· If yes the nature and the amount involved.

-------------------------------------------------------------------------------------------
Para 5
· In case of unfavorable or qualified opinion, Auditor shall state the reasons.

· If Auditor is not in the position to express an opinion, he shall indicate such fact, together with reasons why it is not possible for him to give an answer to such a question.   
-------------------------------------------------------------------------------------------

Important Points: {Points to be mentioned in addition to point covered in CARO}
	Sr.No
	Question
	
	Answer

	1.
	Question on Guarantee point 15 
	:
	· Examine M/A to determine Co’s power to give guarantee.
· Verify Minutes to ensure that guarantee has been given by competent authority.

· Compliance with Sec. 295 & 372A
· Guarantees disclosed = Contingent Liability


	2.
	Question on Internal Audit System point 7
	:
	· The Non – existence of IAS will mean more substantive audit procedures are required since the efficacy of ICS would itself be questionable. 
· CARO does not mandate to compulsorily have an IAS; However, Auditor has to state the fact that Co does not have IAS.


	3.
	Question on Money raised by Public issue point no 20.
	:
	· Public issue = Eq Shares, Pref Shares, Debentures & other Securities.
· Schedule VI = Unutilized amount of any public issue to be disclosed in FS.
· Obtain representation from mgmt as to the end use of money raised.

· Auditor opinion = no adequacy of disclosure = Stating such fact in Auditor’s report.
· Para 5 – point 2


	4.
	Question on Inventory Point no 2.
	:
	· AS – 2: Any change in A/c policy having material effect in current as well as later period should be disclosed. 
· Financial effect shall also be disclosed of such change in A/c policy. 



	5.
	Question on Term Loan Point No 16.
	:
	· Where the term loans are temporarily invested to reduce cost of capital because of some delay etc in the project & the same is then used for the desired purpose would not constitute a reason for auditor’s qualification.
· However such fact should be reported.

	5.
	Question on Statutory Dues like Provident fund or ESIC point no 9.
	:
	· Auditor to report on regularity of deposit of PF/ ESI – whether or not they are in arrears as on B/S date.

· Details of each instance not required.
· O/s Dues of more than 6 months to be reported.
· Alternative Drafts
· “PF/ ESI dues have generally been regularly deposited with appropriate authorities in all cases during the year”. 
· “PF/ ESI dues have generally been regularly deposited with appropriate authorities, though there has been a slight delay (less than 6 months) in a few cases”.
· Large Companies

· Collection of data regarding PF/ ESI & co’s contribution thereto may take some time.

· To avoid delayed payments – Co can deposit estimated amount – & Adjust excess or deficit in following month’s deposit.

· If method followed consistently & there is no material difference then no qualification required.   
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