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Chapter 3: Code of Ethics
A. Continuance of proceedings by ICAI against CA after settlement of matter before CLB is faul
After the complainant settled the matter before Company Law Board and then wrote to the petitioner tha
he does not press his complaint against the contesting respondent, the disciplinary committee and th
‘council were not justified in continuing with the procecdings as the very basis of the proceedings, i.c., th
‘complaint on the basis of which the proceedings had been initiated, had become non-existent [/CAI vs. K
K. Sindwani, HC of Punjab & Haryana).
B. Appointment of LLP as Statutory Auditors:
The MCA through its Circular (2011) clarified that from the date of its publication in official gazette th
LLP shall not be deemed as Body Corporate for the purpose of section 226(3) of the Companies Act

1956 and hence the LLP would be qualificd to be appointed as statutory auditors
//www.mea, gov.in/Ministry/notific 17/8.0.1152%28E%29 23man2011

Considering the letter and spirit of this Circular, the LLP Firms are being appointed as statutory auditor
of the Company(s). For example, the statutory auditors of Bharti Airtel Limited for the financial yea
20122013 were M/s. S. R. Batliboi & Associates LLP, Chartered Accountants. It should be noted tha
only CA partners in such LLP are allowed to sign and authenticate the financial statements

C. Clarifications by Ethical Standards Board (ESB) of ICAL
Q1. Can a Chartered Accountant firm give advertisement in relation to Silver, Diamond, Platinun
‘or Contonary colobration of the firm?



[image: image2.png]Answer: Yes, while considering the implications of Clause (6) & (7) of Part I of the First Schedule of the:
Act in relation to such advertisements and having regard to the need of interpersonal
socialization/relationship of the members through such get-together occasions, the advertisement for
Silver, Diamond, Platinum and Centenary celebrations of the firms has been permitted to be published in
any newspaper or in the newsleters.

Q2. Whether sponsorship or prizes can be instituted in the name of Chartered Accountants or a
firm of Chartered Accountants?

Answer: Yes, an individual Chartered Accountant or a firm of Chartered Accountants can institute or
sponsor prizes, provided that the designation * Chartered Accountants”, is not appended to the prize and
Clause (6) of the First Schedule regarding advertisement and publicity is complied with.




[image: image3.png]Q3. Can a practicing Chartered Accountant solicit clients or professional work by, advertisement?

Answer: No, Clause (6) of Part-1 of the First Schedule to the Act prohibits a practicing Chartered

Accountant from soliciting clients or professional work either directly or indirectly by circular,

‘advertisement, personal communication o interview or by any other means.

However, there are following exceptions to it:

(i) A member can respond to tenders or enquiries issued by various users of professional services or
organizations from time to time and securing professional work as a consequence.

A member may advertise changes in partnerships or dissolution of a firm, or of any change in the
‘address of practice and telephone numbers, the advertisement being limited to a bare statement of
facts and consideration given to the appropriateness of the area of distribution of newspaper o
magazine and number of inscrtions.




[image: image4.png](iii) A member is permitted to issuc a classificd advertisement in the Journal/Newspaper of the Institute.
intended to give information for sharing professional work on assignment basis or for seeking
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provided it only contains the accountant’s name, address, telephone, fax number and e-mail
address.

Q4. Can a Chartered Accountant in practice give the date of setting up the practice or date of
establishment on the letterheads and other professional documents, ete.?

Answer: No, Council direction under Clause (7) of Part I of the First Schedule to the Act prescribes that
the date of setting up of the firm on the letterheads and the professional documents, ete. should not be
mentioned. However, in the Website, the year of establishment can be given on a specific “pull” request.
Q5. Whether a member can appear on television/Radio or give lectures at forums?

Answer: Yes, Council direction under Clause (7) of Part I of the First Schedule to the Act prescribes that
‘a member may appear on television/Radio or give lectures at forums and may give his name and deseribe
himself as chartered accountant. 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. 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.

Q6. Can a Chartered Accountant in practice useffix a monogram of the Institute on any
column/wall located inside the office or on professional documents?
Answer: No, in view of the Council dir under Clause (7) of Part 1 of the First Schedule to the Act,
a Chartered Accountant in practice is not permitted to use/fix a monogram of the Institute on any
column/wall located inside the office or on any professional documents.




[image: image6.png]Further, the use of logo/monogram of any kind/form/style/design/colour ctc. whatsoever on any display
material or media e.¢. paper stationery, documents, visiting cards, magnetic devices, intemet, signboard
by the Chartered Accountant, or firm of Chartered Accountants is prohibited. Use/printing of
member/firm name in any other manner tantamounting to logo/monogram s also prohibited. However, a
common CA logo has been allowed to the members, provided it is used in the correct manner within
terms of the Council guidelines.

Q7. Whether the office of a Chartered Accountant is permitted to go in for 1SO 9001: 2000
certification or other similar certifications?

Answer: Yes, there is no bar for a member to go in for ISO 9001:2000 certification or other similar
certifications. However, the member cannot use the expression like *ISO Certified” on his professional
documents, visiting cards, letter-heads or sign boards etc.

Q8. Whether a Chartered Accountant is qualified to be appointed as statutory auditor of one
subsidiary company when he is the internal auditor of another subsidiary of the same holding
company?

Answer: No, a member in practice in not qualified to be appointed as statutory auditor of one subsidiary
‘company when he is the internal auditor of another subsidiary of the same holding company.

As per Council’s views:

“Public conscience is expected to be ahead of the law. Members, therefore, are expected 1o interpret the
requirement as regards independence much more strictly than what the law requires and should not place
themselves in positions which would either compromise or jeopardize their independence.”




[image: image7.png]Q9. Whether the statutory auditors consisting of ten or more members can conduct the branch
audits of the same company?

Answer: The Council has prescribed certain self-regulatory measures in order to ensure a healthy growth
of the profession and an equitable flow of professional work among the members. One of the
recommendations of this nature is that the branch audits of a company should not be conducted by its




[image: image8.png]statutory sudiors consisting of ton or more mombors, bt showid be conductod by the local firms of
auditors consisting of less than ten members. This should not be understood to mean any restriction on the
right of the statutory auditors to have access over branch accounts conferred under the Companies Act,

1956, This restriction may not apply in the following cases:

(i) where the accounting records of the branches are maintained at the head office of the respective
‘companies; and

(i) where significant operations of an undertaking or a company are carried out at ts branch office.

Q.10. Can 2 member in practice be a sleeping partner in family business concern?



[image: image9.png]Answer: Yes, a member in practice can be a sleeping partner in a family business concern provided he
takes specific permission from the Council in terms of Regulation 190A of Chartered Accountants
Regulations, 1988,

Q.11. Can a Concurrent Auditor of a Bank also undertake the assignment of quarterly review of
the same bank?

Answer: No, the Concurrent audit and the Assignment of quarterly review of the same entity cannot be
taken simultancously as the concurrent audit is a kind of internal audit and the quarterly review is a kind
of statutory audit. It is prohibited in terms of the *Guidance Note of Independence of Auditors’.

Q.12. Whether the members are required to intimate his website address to the Institute?

Answer: No, members are not required to intimate the Website address to the Institute. However, the
Website has to comply with the Guidelines issued by the Institute in this regard.

Q.13. Can a member act as an Insurance Agent and arrange business for Insurance Company?

Answer: No, members are permitted to render Insurance Financial Advisory services. It is not
permissible to the members to do any kind of marketing and business procurement for any insurance
company. There services should remain limited to professional services in the form of advisory and
consultancy services. But there is no prohibition if they accept renewal commission.

Q.14. What are the “Know Your Client” (KYC) guidelines for members?

Answer: Chartered Accountant should obtain the following additional information/data along with the
other necessary documentation as per existing client acceptance policy of ICAL

1ENTITY INFORMATIONS
A General Information
© Name of the Enity

© Type of Entity
« Business Description



[image: image10.png]B. Corporate Structure
« Name of ultimate parent company.
« Name of Parent company.
o Name of Affiliates



[image: image11.png]C. Regulatory Information
+ Company PAN No
+ Company Identification No
+ Dircctors’ Identification No
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[image: image13.png] In how many companies, the above named are Directors along with the Name and Addresses of
those

 companies
D. Engagement Information
© Type of Engagement
2. OTHER INFORMATIONS
« Enities financial Information
« Name of the ultimate parent Auditor
« Anyknown violation of any Law/Regulations
 Past Performance
« Significant Transactions of the company

However, these Guidelines are recommendatory in nature but every Chartered Accountant carrying out
the attest function is expected to follow these Guidelines in the national interest.

Itis 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 [ESB of ICAI)

Chapter 5: Tax Audit

A. Number of tax audits reports that can be signed by each partner in a financial year

As per Council General Guidelines, 2008 (Tax Audit Assignments under Section 44AB of the Income.
Tax Act, 1961), a member of the Institute in practice shall not accept, in a financial year, more than the
specified number of tax audit assignments as prescribed under Section 44AB of the Income Tax Act,
1961. The specified number of tax audit assignments under Section 44AB of the Income Tax Act, 1961 is
4s.

Itis further provided in Council General Guidelines, 2008 that in case of firm of Chartered Accountants
in practice, specified number of tax audit assignments means 45 tax audit assignments per partner of the
fiem, in & fiuancial vesr.




[image: image14.png]‘Therefore, if there are 10 partners in a firm of Chartered Accountants in practice, then all the partners of
the firm can collectively sign 450 tax audit reports. This maximum limit of 450 tax audit assignments
may be distributed between the partners in any manner whatsoever. For instance, | partner can
individually sign 450 tax audit reports in case remaining 9 partners are not signing any tax audit report.
(FAQs on e filing of Tax Audit Reports issued by Direct Taxes Committee of ICAI in consultation with the
Offcials of Directorate of Income-Tax (Systems)]

B. Applicability of SA 700 on Tax Audit Report under Section 44AB of the Income-Tax Act, 1961:



[image: image15.png]All audit reports in respect of audits of financial statements for period beginning on or afier 1st April
2012 are to be issued in accordance with the requirements of SA 700 (Revised) - Forming an Opinion
and Reporting on Financial Statements. In this regard, ICAI considered issuing a clarification regarding
applicability of SA 700 on tax audit reports, i.c. Form No. 3CA/3CB.



[image: image16.png]Considering the fact that all tax audit reports are now mandatorily required to be filed online and that the
format of tax audit report is prescribed by the Central Government, the Council in its 325th meeting
decided to defer the applicability of SA-700 (Revised) on the tax audit report under section 44AB of the

Income-tax Act, 1961 by one year ic. the requirements of S4-700 (Revised) are not applicable for tax
audit reports filed up to 31st March, 2014.



[image: image17.png]Chapter 13: Audit of General Insurance Companies
A.REQUIREMENTS AS TO CAPITAL (Section 6)




[image: image18.png]+ No insurer carrying on the business of life insurance, general insurance or re-insurance in India
shall be registered unless he has:
(i) a paid-up equity capital of * one hundred erores, in case of a person carrying on the business

of life insurance o general insurance; or

(i) a paid-up equity capital of * two hundred crores, in case of a person camying on exclusively
the business of reinsurance.

B. Deposits [Section 7]:
« Every insurer shall, in respect of the insurance business carried on by him in India, deposit and
keep deposited with the Reserve Bank of India in one of the offices in India of the Bank for and
on behalf of the Central Government the amount hereafter specified, either in cash or in approved
securities estimated at the market value of the securities on the day of deposit, or partly in cash

and partly in approved securities so estimated:—

Class of insurance “Amount of deposits
business
Tife Insurance 1% of total gross premium written in India i any financial year, not

exceeding " ten crores
General Insurance | 3% of total gross premium written in India i any financial year, not
exceeding " ten crores

Re-insurance A sum of * twenty crores

Gross premiums are the total gross amount of premiums, membership fees, dues, and any other
considerations on insurance written on each and every kind of property or risk.

A deposit made in cash shall be held by RBI to the credit of the insurer and shall be returnable (o
the insurer in cash in any case where a deposit is to be returned; and any interest due and
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‘normal commission chargeable for the realization of interest.

‘The insurer may at any time replace any securities deposited by him under this section with RBI,
cither by cash or by other approved securities or partly by cash and partly by other approved
securities, provided that value of such cash or other approved securities is not less than the value
of the securities replaced estimated at the prevailing market rates.

RBI shall, if so requested by the insurer:




[image: image20.png]() sell any securities deposited by him and hold the cash realized by such sale as deposit, or
(B) invest in approved sccurities specified by the insurer; and
(¢) may charge the normal commission on such sale or such investment.

C. SEPARATION OF ACCOUNTS AND FUNDS (Section 10)

* Where the insurer carries on business of more than one of the following classes, namely, life
insurance, fire insurance, marine insurance or miscellaneous insurance, he shall keep a separate
account of all receipts and payments in respect of cach class of insurances business

* Where the insurer carries on business of miscellancous insurance, he shall keep a separate
account of all receipts and payments in respect of each sub-classes of miscellancous insurance
‘business as prescribed.




[image: image21.png]Chapter 14: Audit of NBFC
A. Prohibition on NBFC to become partners in a LLP and AOP:




[image: image22.png]SEBI vide its Circular, Dated 6-11-2013, advised all the Stock Exchanges to keep track of findings of
system audits of all brokers on quarterly basis and ensure that all major audit findings, specifically in
eritical areas, are rectified/complied in a time bound manner failing which follow up inspection of such
brokers may be taken up for necessary corrective steps/actions thereafter, if any.

Stock Exchange should report all major non-compliances/observations of system auditors, broker wise,

ona quarterly basis to SEBL.

Chapter 20: Other Aspects
A. Peer Review:
igibility to be a Reviewer:
A Peer Reviewer shal

@ Be a member with at least 10 years of experience in practice;

() lsin Practice as per the Chartered Accountants Act, 1949.

© ‘Should have undergone the requisite training as prescribed by the Board.

(&) Should furnish a declaration as prescribed by the Board, at the time of acceptance of Peer

Review appointment.
© ‘Should have signed the Declaration of Confidentiality as prescribed by the Board.
® Should have conducted audit of Level I Entities for at least 7 years to be eligible for

conducting Peer Review of Level I Entities as referred to in Para Il of this Statement,

12  For being a Reviower s member should not have: -
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(i) been found guilty by the Council or the Disciplinary Board or Committee at
any time.

(i) been convicted by a Competent Court whether within or outside India, of an
offence involving moral turpitude and punishable transportation or

imprisonment.

(v)  any Obligation or conflict of interest in the Practice Unit or its Partners /
Personnel.

13 A Reviewer shall not accept any professional assignment from the Practice Unit for a period two
‘years from the date of appointment.

2. Periodicity of Peer Review:
21 The Periodicity of Peer Review will be

(@ Stage 1/ Level -  Practice Units - Once in 3 years.

(b)  Stage IV Level - Il Practice Units - Once in 4 years

(¢)  Stage IV Level - Il Practice Units ~ Once in 5 Years
However, if the Board so decides or otherwise at the request of the Practice Unit, the Peer Review for a
Practice Unit can be conducted at shorter intervals.
3. Reporting
3.1. Peer Review Report to state about the system of quality control for the assurance services of the
Practice Unit: The Peer Review Report should state that the system of quality control for the assurance
services of the Practice Unit for the period under Review has been designed so as to carry out the
assurance services in a manner that ensures compliance with Technical, Professional and Ethical
standards.

‘The Peer Review Report shall address his report of compliance or otherwise on the following areas of
controls:





[image: image24.png]@) Independence
) Maintenance of Professional skills and standards.

©  Outside Consultation

d)  Stffrecruitment, Supervision and Development
€ Office Administration.

() Discussion/Communication of Findings

3.2. Communication of findings to Practice Unit: After completing the on-site Review, the Reviewer,
before making his Report to the Board, shall communicate his findings to the Practice Unit if in his
‘opinion, the systems and procedures are deficient or non-compliant with reference to any matter that has
‘been noticed by him or if there are other matters where he wants to seek clarification.
‘The Practice Unit shall within 15 days after the date of receipt of the findings, make any submissions or
representations, in writing to the Reviewer.
3.3. Peer Review Report of Reviewer:

(a) At the end of an on-site Review if the Reviewer is satisfied with the reply received

from the Practice Unit, he shall submit a Peer Review Report to the Board along with



[image: image25.png])

©

3.4 Working Papers: The Reviewer shall document all his working papers and subi

his initial findings, response by the Practice Unit and the manner in which the
responses have been dealt with. A copy of the report shall also be forwarded to the
Practice Unit.

In case the Reviewer is of the opinion that the response by the Practice Unit is ot
satisfactory, the Reviewer shall accordingly submit a modified Report to the Board
incorporating his reasons for the same. The Reviewer shall also submit initial findings,
response by the Practice Unit and the manner in which the responses have been dealt
with. A copy of the report shall also be forwarded to the Practice Unit.

In case of a modified report, The Board shall order for a “Follow On” Review after a
period of one year from the date of issue of report as mentioned in (b) above. If the
Board so decides, the period of one year may be reduced but shall not be less than six
‘months from the date of issue of the report.

a copy of his

working papers to the Board, if called for by the Board, within 12 months of completion of Review /

sub

ion of Review Report.

4. New topies introduced in Study Material:
(A) Examples of Hidden Liabilities and Overvalued Assets:
Hidden Liabilities:

1. Pending sales tax/ VAT/ Direct Tax/ Excise etc. assessment cases;
2. Future Long term (Finance) lease liablities under AS 19;

3. Third party claims;



[image: image26.png]4. Warranty liabilities;
5. Contingent Consideration under AS 14;



[image: image27.png]6. Show Causc Notice Srom various dopartments undor considoration;
7. Agreement to Buy Back the shares
8. Damages for breach of contract like goods delivered not of agreed quality, ete.
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1. Deferred revenue expenditure;
2. Uncollected and! or uncollectable accounts receivable

3. Assest on which impairment loss has not been provided:

4. Stock valued at Cost despite having lower RV

5. Investments valued at Cost despite having lower NRV;

6. Group Companies balances under reconciliation;

7. Assets damaged but still present in the books

(B) Penalty for non-payment of Dividend in time [Section 207]:

Where a dividend has been declared by a company but has not been paid, or the warrant in respect thereof
has ot been posted, within 30 days from the date of declaration, to any shareholder entitled to the
‘payment of the dividend. every director of the company shall if he is knowingly a party to the default, be
‘punishable with simple imprisonment for a term which may extend to 3 years and shall also be liable to a




[image: image29.png]fine of Rs. 1,000 for every day during which such default continues and the company shall be liable to
pay simple interest at the rate of 18% p.a. during the period for which such default continues

Provided that no offence shall be deemed to have been committed within the meaning of the foregoing
provisions in the following cases, namely:—
1. where the dividend could not be paid by reason of the operation of any law;
2. where a sharcholder has given directions to the company regarding the payment of the dividend
and those directions cannot be complied with;
3. where there is a dispute regarding the right to receive the dividend:

‘where the dividend has been lawfully adjusted by the company against any sum due to it from the
shareholder; or

5. where, for any other reason, the failure to pay the dividend or to post the warrant within the
period aforesaid was not due to any default on the part of the company.






