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1. Nature of Liability: A chartered accountant is a member of a valued profession. When he is appointed under 
an act statue or under an agreement to carry out some professional assignment, it is to be presumed that 
he shall carry out his professional duty completely, and with due care as well as the diligence expected from 

Civil Liability
Criminal Liability

the work of an auditor being of a personal character, must be performed either by him or by other persons 

work. The principals, however, are expected to guide and supervise their work, and they are personally 

3. Professional Negligence: 

3.1 Meaning of Professional Negligence:

3.2 Existence of Duty: A professional will be deemed to be negligent, only if he owes some duty to another 

determined on the basis of the terms of engagement. However, when a third party incurs loss, it is necessary 

ought to have known, to rely on those statements. 

3.3 Breach of Duty or Negligence: Breach of duty can be established to charge a professional person for his 

performance procedures and the standards which he was expected to exercise in the performance of his 

expected to possess a certain amount of knowledge and experience, and he must exercise a reasonable 

something wrong. He is like a watch dog, but not a ‘blood hound’. However, if there is anything that excites 
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3.4 Led to Losses: The established rule of law is, that there will be no damages incurred without losses. Thus, the 
auditor will be liable to reimburse any losses incurred to the extent caused due to his negligence. 

of a claim for damages, on account of negligence, or a misfeasance proceeding for breach of trust or duty.

 

Has authorized himself to be named and is named in the prospectus as a director of the company or has 

Has authorised the issue of the prospectus; and 

That, having consented to become a director of the company, he withdrew his consent before the issue of 
the prospectus, and that it was issued without his authority or consent; or 
That the prospectus was issued without his knowledge or consent, and that on becoming aware of its 

of a company or any other person or for any fraudulent purpose, every person referred as above shall be 

report made by him as an “expert”. 

 The term “misfeasance” means breach of trust or duty. The auditor of 
a company would be guilty of misfeasance if he has been guilty of any breach of trust or negligence in the 

4.3 
Penalty on Auditor:  

Sec. 139 (Appointment of auditor), 143 

report),

in his audit report.  
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 Where a prospectus, issued, circulated or 
distributed under this Chapter, included any statement which is untrue or misleading in form or context in 

 Above provision shall not be applicable to a person if he proves that such statement or omission was 

believe that the statement was true or the inclusion or omission was necessary. 

  Save as otherwise provide in this Act,  if in any return, report, 

purposes of complying with the provisions of the Act.  

  without prejudice to any liability including repayment of any debt under 

the amount involved in the fraud. 

6.1 

He has been found guilty of professional misconduct in his professional capacity by the council of the 

6.2  A chartered accountant who acts or induces, in any manner, another person, to 

income chargeable to tax, which he knows to be false, or does not believe to be true.

6.3  Under this rule, a chartered accountant who, as an authorized 

 

assessment, it was discovered that the company had maintained two sets of books of account – the regular 

auditor examined only the regular books of accounts, and prepared the statement of accounts and income 
tax returns on that basis. All the statements were signed by him and there was also endorsement at the foot 
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Director was interested, but the cash book of the bank did not show any corresponding entries on the 
relevant dates. Another charge was that, though the auditor had certain doubts as regard to the loans 

disciplinary proceedings started under Chartered Accountants Act, that he had told the shareholder that 

of the omission to the shareholders. 

secured but the auditor did not inform the same to the shareholders on the fact, but for his own safety 

company, as shown by the books of the company, but also whether the books of the company themselves 

result that the auditor did not have access to it, he is not responsible for its non disclosure to the shareholders. 

which excites suspicion, or ought to excite suspicion of a professional man of reasonable competence.
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  The auditors had audited the accounts of the company, and had 

who passes and approves of whatever is stated to him by the management of the company whose accounts 

of gross negligence.

No. Marks Refer Point/
Ans.

1

2

Discuss.

of Co. Act, 

in the internal control procedure in the payment of wages in a large 

earlier year. The  management wants to sue the auditor for negligence 
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defaults by clients.

Ans-1

to the earlier year. The management of the company desires to sue the statutory auditor for negligence.  

control, the auditor shall determine, on the basis of the audit work performed, whether, individually or in 

be appropriate. Thus, normally speaking, as long as the auditor took due care in performing the audit work, 
he cannot be held liable.  

 Thus, keeping in view all of the above provisions, it can be held that the statutory auditor, by bringing the 

him, in respect to any claim for negligence performance of audit. 

Ans -2: 

to him, he can give his opinion on the basis of those documents only by exercising requisite skill and care 
and observing the laid down audit procedure.    

correctness of the accounts of the assessee. 
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Ans -3:
The auditor’s basic responsibility is to report whether in his opinion the accounts show a true and fair view 

The general thinking with regard to unlawful acts or defaults by clients appears to be that the auditor 

an auditor or an accountant or a consultant.

made to him in the course of and for the purpose of his employment.

advised to make a disclosure. The accountant should also be careful that the past fraud does not in any 

associate himself with the return.

client or unless required by law. Each case has to be judged on its circumstances.

light of the broad parameters given above. 
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