MCA issues CARO, 2016, effective from FY 2015-16, excludes applicability to banking
co./insurance co./OPC/small co.

MCA issues Cos. (Auditor’s Report) Order, 2016 (‘CARO, 2016°); States that CARO, 2016
is applicable to every co. including foreign co., except banking co., insurance co., Sec. 8 Co.,
OPC, Small Co. and prescribed class of private company (thresholds prescribed);

States that every Auditors’ Report shall contain the prescribed matters under CARO, 2016 for
financial years commencing on or after April 1, 2015;

Major changes in the CARO Report are as follows:
Clauses Added

Clause (i) (c) whether the title deeds of immovable properties are held in the name of the
company. If not, provide the details thereof;

Clause (iii) Whether co. has granted any loans (secured/unsecured) to cos., firms, LLPs ot
other parties covered in register maintained u/s 189,

(a) whether the terms and conditions of the grant of such loans are not prejudicial to the
company’s interest;

(c) 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;

Clause (iv) in respect of loans, investments, guarantees, and security whether provisions of
section 185 and 186 of the Companies Act, 2013 have been complied with. If not, provide the
details thereof.

Clause (viii) whether the company has defaulted in repayment of loans or borrowing to a
financial institution, bank, Government or dues to debenture holders? If yes, the period and
the amount of default to be reported (in case of defaults to banks, financial institutions, and
Government, lender wise details to be provided).

Clause (ix) whether moneys raised by way of initial public offer or further public offer
(including debt instruments) and term loans were applied for the purposes for which those are
raised. If not, the details together with delays or default and subsequent rectification, if any,
as may be applicable, be reported,

Clause (xi) whether managerial remuneration has been paid or provided in accordance with
the requisite approvals mandated by the provisions of section 197 read with Schedule V to
the Companies Act? If not, state the amount involved and steps taken by the company for
securing refund of the same;

Clause (xii) whether the Nidhi Company has complied with the Net Owned Funds to
Deposits in the ratio of 1: 20 to meet out the liability and whether the Nidhi Company is
maintaining ten per cent unencumbered term deposits as specified in the Nidhi Rules, 2014 to
meet out the liability;

Clause (xiii) whether all transactions with the related parties are in compliance with sections
177 and 188 of Companies Act, 2013 where applicable and the details have been disclosed in
the Financial Statements etc., as required by the applicable accounting standards;



Clause (xiv) whether the company has made any preferential allotment or private placement
of shares or fully or partly convertible debentures during the year under review and if so, as
to whether the requirement of section 42 of the Companies Act, 2013 have been complied
with and the amount raised have been used for the purposes for which the funds were raised.
If not, provide the details in respect of the amount involved and nature of non-compliance;

Clause (xv) 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;

Clause (xvi) whether the company is required to be registered under section 45-1A of the
Reserve Bank of India Act, 1934 and if so, whether the registration has been obtained.

Clauses dropped

Old clause (ii)(b) (b) are the procedures of physical verification of inventory followed by the
management reasonable and adequate in relation to the size of the company and the nature of
its business. If not, the inadequacies in such procedures should be reported;

Old clause (iv) is there an adequate internal control system commensurate with the size of the
company and the nature of its business, for the purchase of inventory and fixed assets and for
the sale of goods and services. Whether there is a continuing failure to correct major
weaknesses in internal control system.

Old clause (vii) (c) whether the amount required to be transferred to investor education and
protection fund in accordance with the relevant provisions of the Companies Act, 1956 (1 of
1956) and rules made thereunder has been transferred to such fund within time.

Old clause (viii) whether in case of a company which has been registered for a period not less
than five years, its accumulated losses at the end of the financial year are not less than fifty
per cent of its net worth and whether it has incurred cash losses in such financial year and in
the immediately preceding financial year;

Old clause (x) whether the company has given any guarantee for loans taken by others from
bank or financial institutions, the terms and conditions whereof are prejudicial to the interest
of the company;

4. Reasons to be stated for unfavourable or qualified answers.-

(1) Where, in the auditor’s report, the answer to any of the questions referred to in paragraph
3 is unfavourable or qualified, the auditor’s report shall also state the basis for such
unfavourable or qualified answer, as the case may be.

(2) Where the auditor is unable to express any opinion on any specified matter, his report
shall indicate such fact together with the reasons as to why it is not possible for him to give
his opinion on the same.



