Disclosure Required as per CARO-2003

                        (Shubham R. Sharma)


The Auditor’s Report under sec 227(2) of Companies Act, 1956, is general in nature, whereas specific observation of the statutory auditor are considered necessary for better understanding of the financial statement by the user. Therefore, the Central Govt.has was given powers under sec.227 (4A) to prescribe the issue on which the Auditor has to express his opinion. The utility of reporting on certain specific issues can be better understood with reference to report by a doctor to patient. If a doctor after thoroughly examining a patient, issues a report that he is healthy, may still leave many doubts in the mind of patient. The patient may ask the doctor about his blood pressure, sugar level, heart functioning etc. If the doctor while conforming healthy state of affairs of his patient also express his opinion on his blood pressure, sugar level, heart functioning etc., then the same enhance the confidence of the patient and the report become more meaningful.  

The Ministry of company Affairs (earlier known as Department of Company Affairs) in June 2003 issued the Companies (Auditor’s Report) Order, 2003, replacing the Manufacturing and Other Companies (Auditor’s Report) Order 1988.The CARO, 2003 introduced some new reporting requirement for the auditor in respect of certain critical issues on which the auditors were hitherto not required to report explicitly. 

Subsequently on the 25th November 2004 the ministry of Company Affairs, in exercise of the power conferred by sub-section (4A) of sec227 of Companies Act 1956 and after consultation with the Institute Of Chartered Accountant of India made certain amendments to the principle Order issued on   June 2003. The CARO 2003 as amended by the                         CARO (Amendment) Order 2004 shall come into force with effect from the 25th November 2004.

Applicability.

The Order shall apply to every company including a foreign company as defined in sec.591 of the Act, except the following.

· A Banking company as defined in clause(c) of sec.5 of the Banking Regulation Act, 1949.

· An insurance company as defined in clause (21) of sec.2 of the Act.

· A company licensed to operate under sec.25 of the Act.

· A Private limited company with a paid up capital and reserves not more than Rs.50 lakh and which does not have loan outstanding exceeding Rs.25 lakh from any bank or financial institution and does not have a turnover exceeding Rs.5 crore at any point of time during the financial year. (Exemption is not at all available to a private unlimited company)

Matters to be included in the Auditor’s Report as per CARO, 2003.

There are 21 clauses under the Order which detail the matters to be included in the auditor’s report in respect of certain critical issues, namely: -

1.Clauses 4(i) (a) to (c) – Fixed Assets
* Maintenance of proper records showing full particulars, including quantitative details and situation of fixed assets;

* Physical verification of fixed assets by the management at reasonable interval. If any material discrepancies were noticed on such verification and the same have not been properly dealt with in the books of accounts, then the same should be reported;

*If substantial parts of fixed assets have been disposed of during the year whether it has affected the going concern.

2. Clauses 4(ii) (a) to (c) - Inventory
* Whether physical verification of inventory has been conducted at reasonable intervals by the management.

* Whether the procedures for physical verification of inventory are adequate in relation to size of the company and nature of its business. If not, inadequacies are to be reported.

* Maintenance of proper records of inventory and whether any material discrepancies were noticed on physical verification and if so, whether the same have been properly dealt with in the books of accounts.

3 Clauses 4(iii) (a) to (g) - Loans to/from director and                                                                     

                                         Interested parties.

* Has the company granted or taken any loans, secured or unsecured to/from companies, firm or other parties concerned in the register maintained u/s 301 of the Act? If so, give the number of parties and amounts involved in the transaction.

* Whether the rate of interest and other terms and condition of loans given or taken by the company, secured or unsecured are prima-facie prejudicial to the interest of the company.

* Whether receipt of the principal amount and interest is also regular.

* If overdue amount is more than Rs.1,00,000 whether reasonable steps have been taken by the company for recovery of the principal and interest.

4 Clauses 4(iv) - Internal Control System.

* Is there an internal control procedure commensurate with the size of the company and the nature of business for following transaction:- 

· Purchase of inventory and fixed assets

· Sale of good and services

* Whether there is a continuing failure to correct major weaknesses in internal control.

5 Clauses 4(v) - Transaction covered by Sec.301

* Whether the particulars of contracts or arrangements referred to in sec.301 of the Act have been entered in the registered required to be maintained under that section.

* Whether the transaction made in pursuance of such contracts or arrangements have been made at price that are reasonable having regard to the prevailing market prices.

6 Clauses 4(vi) - Public Deposit
*If the company has accepted deposit from public, whether it has complied with the following;

· Sec.58A, 58AA or any other relevant provision of the Company Act, 1956 and the rules framed there under.

· Directive issued by RBI.   

If not, nature of contravention is to be stated.

* Has the Company Law Board or NCLT or RBI or any Court or any other Tribunal passed any order in respect of public deposit? If so, whether the same has been complied with?

7 Clauses 4(vii) – Internal Audit System

In respect of the following companies, the auditor has to report whether the company has an internal audit system commensurate with its size and nature of the business:

· Listed Companies.

· Unlisted Companies which satisfy one of the following two condition;

(a) Company’s paid up capital and reserve as at the commencement of financial year concerned exceeds Rs.50 lakhs;or 

(b) Company whose average annual turnover for three consecutive immediately preceding financial years exceeds Rs.5 crores.

8 Clauses 4(viii) – Maintenance of Cost Records
Where maintenance of cost records has been prescribed by the central Govt. under clause (d) of sec209 (1) of the Act, whether such accounts and records have been made and maintained.

9 Clauses 4(ix) – Undisputed & Disputed Statutory Dues

* Is the company is regular in depositing undisputed statutory dues including PF, Investor Education & Protection Fund, ESI, Income Tax, Wealth Tax, Service Tax, Custom Duty, Excise Duty, cess and any other statutory dues with the appropriate authorities? 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 month from the date they become payable, shall be indicated by the auditor.

* In case dues of sales tax/income tax/service tax/custom duty/ wealth tax/ excise duty/cess have not been deposited on account of any dispute, then the amount involved and the forum where dispute is pending may please be mentioned. (Note that this sub clause contains the exhaustive list of statutory dues and is not inclusive in nature).

10 Clauses 4(x) – Incurrence of cash Losses

Whether in case of a company which has been registered for a period not less than 5 year, its accumulated losses at the end of the financial year are not less than 50% of its net worth and whether it has incurred cash losses in such financial year and in the immediately preceding financial year.

11 Clauses 4(xi) – Default in Financial Institution Dues

Whether the company has default in the repayment of dues to a financial institution or bank or debenture holder? If yes, the period and amount of default are to be reported.

12 Clauses 4(xii) – Loans given against pledge of shares

Whether adequate documents and records are maintained in cases where the company has granted loans and advances on the basis of security by way of pledge of shares, debenture and other securities. If not, the deficiencies are to be pointed out. 
13 Clauses 4(xiii) – Chit Funds/Nidhi/Mutual Fund Societies
 Whether the provisions of any special statue applicable to chit fund have been duly complied with in respect of nidhi/mutual benefit fund/societies:

(a) whether the net owned funds to deposit liability ratio is more than 1:20 as on the date of balance sheet;

(b) whether the company has complied with the prudential norm on income recognition and provisioning against sub-standard/ doubtful /loss assets;

(c) whether the company has adequate procedures for appraisal of credit proposals/requests, assessment of credit needs and repayment capacity of the borrowers.

(d) Whether the repayment schedule of various loans granted by nidhi is based on the repayment capacity of the borrower.

14 Clauses 4(xiv) – Records of dealing in shares, securities 

If the company is dealing or trading in shares, securities, debentures and other investments, whether proper records have been maintained of the transaction and contracts and whether timely entries have been made therein; also whether the shares, securities, and other investments have been held by the company, in its own name except to the exemption, if any, granted u/s 49 of the Act.

15 Clauses 4(xv) – Guarantee given for loan taken by others.
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.

16 Clauses 4(xvi) – Application of term loans.

Whether term loans were applied for the purpose for which the loans were obtained.

17 Clauses 4(xvii) – Utilization of short-term funds.

Whether the funds raised on short-term basis have been used for long-term investment; if yes, the nature and amount is to be indicated.

18 Clauses 4(xviii) – Preferential allotments.

Whether the company has made any preferential allotment of the shares to the parties and companies covered in the register maintained under section 301 of the Act and if so whether the price at which shares have been issued is prejudicial to the interest of the company.

19 Clauses 4(xix) – Securities created.

Whether securities or charge has been created in respect of debenture issued.

20 Clauses 4(xx) – Disclosure of end use of public issue

                              money.

Whether the management has disclosed on the end use of money raised by public issues and the same has been verified.

21 Clauses 4(xxi) –Frauds noticed or reported
Whether any fraud on or by the company has been noticed or reported during the year; if yes, the nature and the amount involved is to be indicated.

Reasons to be stated for unfavorable or qualified answer:
Where, in the auditor’s report, the answer to any of the question referred to in paragraph 4 is unfavorable or qualified, the auditor’s report shall also state the reasons for such unfavorable or qualified answer, as the case my be. Where the auditor is unable to express any opinion in answer to a particular question, his report shall indicate such fact together with the reasons why it is not possible for him to give an answer to such question.

Conclusion 1

It can be seem that CARO is stringent. The Provision of CARO is sweeping covering the length and breath of the organization. To succeed in the new mission, there are three pre-requisties; first, the auditor has to keep his sixth sense always on the alert. Second he would need the close cooperation of management and last but not the least he would need qualified assistants who can make their contribution.

                                           OR

Conclusion 2

A close watch of the provisions of CARO 2003 will reveal that there is a paradigm shift in the reporting requirements. The Auditor reports in his main report that audit include examining of evidence supporting the amounts and disclosures in the financial statements, on a test basis. But he may contradict his own statement when reporting under

CARO 2003, as a 100% audit is required for reporting under most of the clauses. The traditional concept of “statutory auditors are watch dogs” will no longer valid, as CARO 2003 makes auditors more accountable. The accounting professionals may contend themselves with observing that with the increased emphasis on greater corporate disclosures, investor and creditors’ protection, the Companies (Auditor Report) Order, 2003 would improve financial discipline and quality of the corporate governance in the Indian Corporate Sector.

