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CA Ravi Taori

CARO 2016 Short Notes

Q20 How to remember all clauses of CARO with numbers?

Ea

(Flipkart to buy professional

SLIDE 1 (After Passing CA)

livecom”

(Live.com to send emails for jobs) | Cl 4
| Loans given under Sec 185 186

accessories) | Cl 1 | Fixed Assets
. (Directors & Others)

Dropbox
(Dropbox to get soft copy of his
documents) | CL 5 | Deposits Taken

(Indian Airlines to book flight tickets) | Cl
2 | Inventory

NN

(CNN to get updated about current
affairs) | Cl & | Cost Records

(LinkedIn to search contacts for
job application) | CI 3 |

Loans given to

Sec 189 Parties

SLIDE 2 (Job
In terviews)

(SBlbiggestbank of India) [CI7 | Statutory Dues

(LIC biggest insurance companyofindia)| Cl18 |
Loan Repayment

5 e S R 5

@ (InfosysIndia’s Biggest Software Company) | CI19 |
II’ l'm/s Applicationoffunds from IPO / FPO
FI no‘ex (Finolex biggest cable com pany of India) | CI110 |

Cables Limited Ffraud

(Micromax India's biggest Mobile Company) | Cl 11
Cromax | Managerial Remuneration
rathing (ke anythog

(India's biggest network, Network 18} | Cl 12 |
Nidhi Company

clarao k [I -!

Slide 3 (Fruits between interviews)

i

(Raisin) | Cl 13 | Related Party Transactions

(Pineapple) | Cl 14 | Private
Placement

(Nuts) | Cl 15 | Non Cash
Transaction

(Carrot) | Cl 16 | Certificate of
Registrations by RBI

Register for AUDIT Quick Revision for Nov 2016 Exams @ www.CAclubindia.com/auditseminar pg. 5




CA Ravi Taori CARO 2016 Short Notes

——

"\\CA Final AUDIT Quick ReviSion" s

125+ Very IMP Ques (Exam Oriented)

For Nov A Ravi Taori

b,

Seminar Related Details :

@Coverage of 125 + Very Important Questions in "6 Hours" from IMP Topics.
Coverage of CARO 2016, amendments & practice manual.

@ Focusing on how to write answers in exam.

@ Coverage of SAs & RTPs.

@ Exam Oriented Revision,

IMPORTANT NOTE:

*For On Spot Registrations Rs 100 extra will be charged
*Physical Notes will be distributed before the seminar

Link for Online Registration : hitp://www.caclubindia.com/auditseminar

2nd Oct 16 (B1) 3rd Oct 16 (B2) 5th Oct 16 (B3) 7th Oct 16 (B4)

Venue: Pune Venue: Ahmd. Venue: Mumbai Venue: Jaipur
Time: 10am - 4pm @ Time: 10am - 4pm @ Time: 10am - 4pm@ Time: 10am - 4pm
Fees: Rs. 300/- Fees: Rs. 400/- Fees: Rs. 400/- Fees: Rs. 400/

9th Oct 16 (B5) [ 12th Oct 16 (B6) W 13th Oct 16 (B7) B 15th Oct 16 (B8
Venue: Delhi Venue: Nagpur Venue: Nagpur* Venue: Hyd.

Time: 10am - 4pm f§ Time: 10am - 4pm @ Time: 10am - 4pm @ Time: 10am - 4pm
Fees: Rs. 400/- Fees: Rs. 300/- Fees: Rs. 300/- Fees: Rs. 400/

N.B: On 13th Oct, seminar will be conducted for IPC Course at Nagpur *

For more details, Regi Onli
Call :1800-3000-0505 (Toll Free) or egft‘g |!1 g
CA Ravi Taori : 09322011915 o 1e Ehrieetll
L]
) CCI Online Coaching Change the way you learn with CCI Online Coaching CAclubindia’
e LA e X www.CAclubindia.com/coaching it

Register for AUDIT Quick Revision for Nov 2016 Exams @ www.CAclubindia.com/auditseminar
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CA Ravi Taori CARO 2016 Short Notes
Clause I/ 1 (Flipkart)

1** Comment-> Maintenance of proper records including Quantity & Situation of FA

(Record should be kept for all assets whether constructed / acquired or taken on finance
lease / It should include fully depreciated, amortised, impaired assets / Location of moving
assets can be kept in separate records, mention it in report / in case assets are located at
home of staff then indicate name & designation in location of field)

2" Comment->Reasonableness of physical verification
(Annual verification is reasonable / it can be extended upto 3 years but in such case mention
it in report)

3" Comment->If there are material discrepancies is it properly adjusted in books of accounts

4™ Comment>Whether title deed of immovable properties is in name of the company if not
details should be given (P&M, TDR are not immovable properties / Discrepancies generally
arise in conversion from proprietor, partnership to company, amalgamation / if documents
are lost see certified copies, FIR, take written representation)

Clause II / 2(Indian Airlines)

1*' Comment->Reasonableness of physical verification of inventory
(Loose tools unless covered by AS 10, Packing Material are part of inventory / Reasonable
interval of time for inventory is generally 1 year)

2" Comment=>Any material discrepancies observed, then whether it is adjusted.

(If perpetual inventory are maintained comparison can be done / If not maintained arrive at
book inventory for comparison by preparing reconciliation / if even reconciliation is not
possible then auditor should report it)

Clause III / 3(LinkedIn)

1! Comment-> Applicable to those companies who has given loan to parties covered in
register maintained under Sec 189 (It covers names of parties covered in Sec 184(2) which are
related to directors & parties covered in Sec 188 / Loan can be in cash or in kind)

2" Comment-> Whether terms of condition are prejudicial (Terms generally includes interest
, security, repayment schedule, restrictive covenants of agreement / Concessional rates of
interest to its employees who are related to directors as per policy of company are not
prejudicial)

3'Y Comment=> Whether schedule of repayment is specified & Whether repayment or receipt
is reqular (f there is no repayment schedule specify in report)

5" Comment> Total amount overdue for more than 90 days then comment on
reasonableness of steps taken for recovery (Steps can be in the form of reminders, meetings,
ceasing transactions, lawyers notice, auction etc / they may not be legal steps, legal steps is
one of steps expected)

Register for AUDIT Quick Revision for Nov 2016 Exams @ www.CAclubindia.com/auditseminar pg. 7




CA Ravi Taori CARO 2016 Short Notes
Clause IV / 4(Live.Com)

1 Comment->Loans, Investments, Guarantee & Security is in Compliance with Sec 185 &
186

(Sec 185:- No loan to directors or any person in which director interested unless it is given to
MD / WTD under employee scheme or approved by special resolution or given under
ordinary course of business provided interest is more than bank rate / WOS for business)

(Sec 186:- Not more than two layers of investment companies shall be used to invest funds of
the company/ Overall limit higher of 60% (Paid up share capital + Free Reserves + Securities
Premium Account) or 100% (Free Reserves + Securities Premium Account) whichever is
higher, to cross this limit special resolution will be required / rate of interest should not be
less than government securities yield)

2" Comment->If non compliance then concerned details (Sec 185 Max amount outstanding
& balance as on sheet date balance / Sec 186 amount involved and balance outstanding at
year end)

Clause V / 5(Dropbox)

- Only applicable if company has accepted deposits

1** Comment->Compliance with RBI Circulars + Sec 73 to 76 & other relevant sections of
company act 2013

2" Comment=> If non compliance explain nature of non-compliance

3 Comment> if order is passed by CLB / NCLT / RBI / Court / Any Other Tribunal
compliance with the same

Clause VI / 6(CNN)

1°! Comment >Whether cost records are applicable
2" Comment>Whether such records-are made and maintained (No detailed examination
only general review & obtain.management representation and specify this in report)

Clause V11 / 7(SBI)

(Government includes foreign government / Payment to government under agreement won't
be covered)

1" Comment->Regularity in depositing undisputed statutory dues including (PF / ESIC /
Direct Taxes / Indirect Taxes etc (Such reporting is required where periodic payments are
required:- monthly, quarterly etc for example no need to comment on custom duty here but
rent & interest to be paid regularly under customs act will be covered / Non Payment of
advance tax on due dates and later on paying it along with interest because of windfall gain
is not irregularity)

2" Comment> Arrears of outstanding statutory dues outstanding more than 6 months as
on balance sheet date. (Date till which we can pay amount without attracting penalties or
interest should be considered as due date / if authority has granted additional time, stay
then last date of such stay can be considered as due date)

Register for AUDIT Quick Revision for Nov 2016 Exams @ www.CAclubindia.com/auditseminar pg. 8




CA Ravi Taori CARO 2016 Short Notes

3 Comment> Details of taxes not been deposited on account of any dispute, specify
amount & forum (Mere Representation, clarification will not be considered as dispute there
should be positive evidence to prove that appeal is pending or sustainable appeal can be
made / application to rectify order passed u/s 154 is also considered as dispute as we are
going against order / details of dispute should be given irrespective of whether provision is
made in books or not / report only if amount is not deposited)

All amounts disclosed should include penalty & interest amount.

Clause VIII / 8(LIC)

1°' Comment-> If there is default of loan from FIs / Bank / Govt or Debenture Holders (Only
default of principal in case of borrowings & dues (principal & interest) in case of debentures
should be covered / Here government doesn't include Govt Co, PSUs, Foreign Government /
In case of disputes present prevailing terms should be considered & also explain dispute / all
defaults should be reported even if later on reschedulement or restructuring happens fact
should be specified)

2" Comment->If there is default then period & amount of default. (Continuing defaults of
previous years as on balance sheet date & current year defaults should be specified)

Clause IX / 9(Infosys)

—Applicable for IPO / FPO of all kind of securities also TERM Loans (GDR, ADR are not
covered here because they are not IPOs but offer for sale / Term loans means beyond 36
months as per banking industry)

1° Comment> Application for purpose for which they were raised (No need to see one to
one relationship, its ok if money is deposited in common account, overall receipts of fund
and utilization should be appropriate./ Spending on improved version of asset is proper
application)

2" Comment>IF not applied for proper purpose Delays / Defaults / Subsequent
Rectification should be specified (If loan is not yet utilised and kept in short term investments
then such fact should be disclosed in report)

Clause X / 10 (Finolex Cable)

-2 types of fraud are covered by the company or fraud on the company by officers or
employees (Other frauds if observed should be dealt with SA 240)

1*' Comment->whether any fraud is noticed or reported (These frauds can noticed or
reported by either auditor or management, internal auditor or cost auditor or others)

2" Comment>1If yes nature & amount involved (This is apart from reporting under Sec
143(12)

Clause XI / 11 (Micromax)

1! Comment=> Whether managerial remuneration is approved & paid within limits as per
Sec 197 & Schedule V (Sec 197 gives % limits & Sec 198 shows how to compute profits /
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Schedule V is applicable if there are inadequate profits or losses / these sections are
applicable only to public companies)

2" Comment->If there is unauthorised or over payment then what are steps taken for refund
of such amount (Remuneration doesn't include sitting fees & payment for professional
nature services not given in director’s capacity / if there is default specify payment made,
excess payment, amount due for recovery as on balance sheet date & steps of recovery )

Clause XII /12(Network 18)

- Applicable only to Nidhi Company (mutual benefit company)

2> 1% Comment> Maintaining Net Owned Funds: Deposits = 1:20 (Net Owned funds= Paid
up Eq Sh Cap + Free Res — Acc Loss-- Intangible Assets)

22" Comment> 10% Unencumbered Term Deposits (In Scheduled commeicial bank (other
than a co-operative bank or a regional rural bank), or post office deposit / Term Deposits
should be as outstanding on last working day of second preceding month)

Clause XIV /13(Raisin)

1">1ts only about transactions with related parties [Related Party means as defined under
Sec 2 (76)]

2">We have to comment on compliance with'Sec 177 & Sec 188 (177—Approval of Audit
Committee / Sec 188—Approval of BOD / Ordinary Resolution if specific limit is crossed)

3"“>We have to comment on disclosures of related party in financial statement (Compliance
of AS 18 disclosures)

(Clause XV / 14(Pineapple)

1" Comment>whether there is_preferential allotment / private placement of shares /
convertible debentures.

2" Comment->whether requirements of section 42 of company act 2013 are fulfilled.

3'Y Comment>whether money is used for the purpose for which it was raised.

4™ Comment=> Give details of non-compliance & non-utilisation for proper purpose.

Check compliance of requirements of Sec 42

Offer letter by names, recorder prior to
offer. No public ad / media / marketing
/ distribution to public at large.
Keep complete record & submit to ROC
within 30 days of circulation

Company Persons not exceeding 200.

. . (Don’t consider QIBs / ESOP)
ed/Unlisted L
{Listed/Unlist Earlier offer / invitation should

be completed / withdrawn /

ahandanad

Payment through Cheque /DD /

Keep in separate Banking Channels
bank account, use
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Clause XIV / 15

1 Comment>Whether there is non-cash transactions with directors or persons connected
with him (Transactions for cash or cash equivalent are not covered / Credit transactions
cannot be called non cash / Mergers not covered here subject to approval by court /

2" Comment-=>If answer to first question is yes then whether there is compliance of section

192
Non Cash
Transactio

ﬂDirectOf etc acquires assets or is to acquire assets for

Director ofC / H /S/A \ consideration other than cash
Or Persons connected

Company

with SUCh Directors Company acguires assets or is to acquire assets for
consideration other than cash

Above transactions / agreements are allowed only if there is prior approval by
shareholders in general meeting and if such director or connected person is director in
holding company then resolution will be required in holding company also.

Clause XVI/ 16

1 Comment>whether company supposed to get registered as per requirements of RBI
2" Comment->If answer to first question is yes then we are supposed to comment whether
registration is obtained and if it is not obtained reason for the same should be specified

1.As on today company should be registered if it is 1 NBFC and 2" Net Owned fund is 2
Crores or more. ***

2.Company will be NBFC if principle business is financing. Now we have to determine
whether financing in principle business, as per FAQ issued by RBI we will have to apply 50-50
test. As per this test if financial assets constitute more than 50% of total assets AND financial
income constitutes more than 50% of total income then principle business is financing. ***
(No need to specify this example in answer unless specifically asked.)

Eg Fixed Assets 50 lakhs, Non Current Investments 80 lakhs, Current Investments 40 lakhs,
Stock 20 lakhs, Debtor 10 lakhs, Cash 45 lakhs, Bank 25 Lakhs, Loans given 200 lakhs.

Sales 10 lakhs, Interest Income 20 Lakhs, Commission earned through financing 15 lakhs.
Answer

Total Assets=> 50 + 80 + 40 + 20 + 10 + 45 + 25 + 200= 674

Financial Assets>80 + 40 + 45 + 25 + 200 = 390

% of financial assets in total assets is 390 / 674 X 100 = 57.86 %

Total Income 210 + 20 +15 = 45

Financial Income—> 20+15=35

% of financial income in total income is 35/45 X 100 = 77.77%
As both conditions are satisfied it is a NBFC.
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3. Now we should compute net owned fund as per latest balance sheet
Eg Figures in lakhs***
PAID UP SHARE CAPITAL

"Equity” Share Capital 400

(-) Calls in Arrears (20)

Paid up "Equity” share capital 380

FREE RESERVES

(+)General Reserves 40
420

FCITICIOUS ASSETS

(-)Debit balance of P&L (10)

(-)Deferred Revenue Expenditure (5)

(-)Intangible Assets (Eg Goodwill / Patent etc) (8)
397

INVESTMENT IN SHARES

(-) Subsidiary (15)

(-)Companies of same group (25)

(-)Other NBFCs (35)
322

“Book Value” of DEBENTURES, BONDS, OUTSTANDING LOANS &

ADVANCES (INCLUDING HIRE PURCHASE & FIANANCE LEASE) &

DEPOSITS~>

Subsidiary 50

Companies 20

Total 70

(Please note Other NBFCs not covered as like given above in investment of

shares)

To the extent such amount exceed 10% of (Paid up Capital + Free Reserves)

i.e 70— 10 % (420) = 70-42 =28 (28)

NET OWNED FUNDS 294

As it is above 200 lakhs / 2 cores registration will be required
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