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 Professional Ethics  

(Chartered Accountants Act, 1949) 
 
 

5.1 - OVERVIEW OF THE CODE OF ETHICS 

Material 

contained in 

the Code 

The Code contains the following material: 

Part 1 Complying with the Code, Fundamental Principles and Conceptual 

Framework 

The part includes the fundamental principles and the conceptual framework 

and is applicable to all professional accountants. 

Part 2 Professional Accountants in Service 

 This part sets out additional material that applies to professional 

accountants in service when performing professional activities.  

 Professional accountants in service include professional accountants 

employed, engaged or contracted in an executive or nonexecutive capacity 

in, for example: 

 commerce, industry or service. 

 the public sector. 

 education. 

 the not-for-profit sector. 

 regulatory or professional bodies. 

 This part is also applicable to individuals who are professional accountants 

in public practice when performing professional activities pursuant to their 

relationship with the firm as an employee. 

Part 3 Professional Accountants in Public Practice 

This part sets out additional material that applies to professional accountants in 

public practice when providing professional services. 

Part 4 Independence Standards (Part 4A and 4B) 

This part sets out additional material that applies to professional accountants in 

public practice when providing assurance services, as follows: 

Part 4A: Independence for Audit and Review Engagements, which applies when 

performing audit or review engagements. 

Part 4B: Independence for Assurance Engagements Other than Audit and 

Review Engagements, which applies when performing assurance engagements 

that are not audit or review engagements. 

Glossary This part contains defined terms (together with additional explanations where 

appropriate) and described terms which have a specific meaning in certain 

parts of the Code. 
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Structure of 

the Code 

The Code contains sections which address specific topics. Some sections contain subsections 

dealing with specific aspects of those topics. Each section of the Code is structured, where 

appropriate, as follows:  

Introduction  It sets out the subject matter addressed within the section, and introduces 

the requirements and application material in the context of the conceptual 

framework.  

 Introductory material contains information, including an explanation of 

terms used, which is important to the understanding and application of each 

Part and its sections.  

Requirements It establishes general and specific obligations with respect to the subject matter 

addressed. 

Application 

material 

It provides context, explanations, suggestions for actions or matters to consider, 

illustrations and other guidance to assist in complying with the requirements. 

Compliance 

with the 

Code – Sec. 

100 

 A professional accountant shall comply with the Code.  

 There might be circumstances where laws or regulations preclude an accountant from 

complying with certain parts of the Code. In such circumstances, those laws and regulations 

prevail, and the accountant shall comply with all other parts of the Code. 

 

5.2 - OVERVIEW OF SCHEDULES OF CA ACT, 1949 COVERING PROFESSIONAL & OTHER MISCONDUCT 

Schedule Part Title & Coverage 

First 

I Professional Misconduct in relation to members in Practice (12 Clauses) 

II Professional Misconduct in relation to members in Service (2 Clauses) 

III Professional Misconduct in relation to members generally (3 Clauses) 

IV Other Misconduct in relation to members generally (2 Clauses) 

Second 

I Professional Misconduct in relation to members in Practice (10 Clauses) 

II Professional Misconduct in relation to members generally (4 Clauses) 

III Other Misconduct in relation to members generally (1 Clause) 

 

5.3 - FUNDAMENTAL PRINCIPLES TO BE FOLLOWED BY AN ACCOUNTANT 

Fundamental 

Principles – Sec. 

100 

 

Integrity A professional accountant should be straightforward and honest in all 

professional and business relationships. 

Objectivity A professional accountant should not compromise professional or business 

judgments because of bias, conflict of interest or undue influence of others. 

Professional 

Competence 

and Due Care 

 A professional accountant has a continuing duty to attain and maintain 

professional knowledge and skill at the level required to ensure that a 

client or employing organization receives competent professional 

service, based on current technical and professional standards and 

relevant legislation.  

 A professional accountant should act diligently and in accordance with 

applicable technical and professional standards. 
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Confidentiality A professional accountant should respect the confidentiality of information 

acquired as a result of professional and business relationships. 

Professional 

Behavior 

A professional accountant should comply with relevant laws and 

regulations and avoid any conduct that the professional accountant knows 

or should know might discredit the profession. 

Compliance 

with the 

Fundamental 

Principles – 

Section 110 

 A professional accountant shall comply with each of the fundamental principles.  

 The fundamental principles of ethics establish the standard of behaviour expected of a 

professional accountant.  

 The conceptual framework establishes the approach which an accountant is required to 

apply to assist in complying with those fundamental principles. 

 A professional accountant might face a situation in which complying with one fundamental 

principle conflicts with complying with one or more other fundamental principles. In such a 

situation, the accountant might consider consulting, with:  

(a) Others within the firm or employing organization.  

(b) Those charged with governance.  

(c) Institute  

(d) Legal counsel.  

However, such consultation does not relieve the accountant from the responsibility to 

exercise professional judgment to resolve the conflict or, if necessary, and unless prohibited 

by law or regulation, disassociate from the matter creating the conflict.  

 The professional accountant is encouraged to document the substance of the issue, the 

details of any discussions, the decisions made and the rationale for those decisions 

Integrity – 

Subsection 111 

 A professional accountant shall comply with the principle of integrity, which requires an 

accountant to be straightforward and honest in all professional and business relationships.  

 Integrity implies fair dealing and truthfulness.  

 A professional accountant shall not knowingly be associated with reports, returns, 

communications or other information where the accountant believes that the information: 

(a) Contains a materially false or misleading statement;  

(b) Contains statements or information provided negligently; or  

(c) Omits or obscures required information where such omission or obscurity would be 

misleading.  

If a professional accountant provides a modified report in respect of such a report, return, 

communication or other information, the accountant will not be considered to be in breach 

of matters referred above.  

 When a professional accountant becomes aware of having been associated with information 

described above, the accountant shall take steps to be disassociated from that information. 

Objectivity – 

Subsection 112 

 A professional accountant shall comply with the principle of objectivity, which requires an 

accountant not to compromise professional or business judgment because of bias, conflict 

of interest or undue influence of others.  

 A professional accountant shall not undertake a professional activity if a circumstance or 

relationship unduly influences the accountant’s professional judgment regarding that 

activity. 
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Professional 

Competence and 

Due Care – 

Subsection 113 

 A professional accountant shall comply with the principle of professional competence and 

due care, which requires an accountant to:  

(a) attain and maintain professional knowledge and skill at the level required to ensure 

that a client or employing organization receives competent professional service, based 

on current technical and professional standards and relevant legislation; and  

(b) act diligently and in accordance with applicable technical and professional standards.  

 Serving clients and employing organizations with professional competence requires the 

exercise of sound judgment in applying professional knowledge and skill when undertaking 

professional activities.  

 Maintaining professional competence requires a continuing awareness and an 

understanding of relevant technical, professional and business developments. Continuing 

professional development enables a professional accountant to develop and maintain the 

capabilities to perform competently within the professional environment.  

 Diligence encompasses the responsibility to act in accordance with the requirements of an 

assignment, carefully, thoroughly and on a timely basis.  

 In complying with the principle of professional competence and due care, a professional 

accountant shall take reasonable steps to ensure that those working in a professional 

capacity under the accountant’s authority have appropriate training and supervision.  

 Where appropriate, a professional accountant shall make clients, the employing 

organization, or other users of the accountant’s professional services or activities, aware of 

the limitations inherent in the services or activities. 

Confidentiality – 

Subsection 114 

A professional accountant shall comply with the principle of confidentiality, which requires an 

accountant to respect the confidentiality of information acquired as a result of professional and 

employment relationships. An accountant shall:  

(a) be alert to the possibility of inadvertent disclosure, including in a social environment, and 

particularly to a close business associate or an immediate or a close family member;  

(b) maintain confidentiality of information within the firm or employing organization;  

(c) maintain confidentiality of information disclosed by a prospective client or employing 

organization;  

(d) not disclose confidential information acquired as a result of professional and employment 

relationships outside the firm or employing organization without proper and specific 

authority, unless there is a legal or professional duty or right to disclose;   

(e) not use confidential information acquired as a result of professional and employment 

relationships for the personal advantage of the accountant or for the advantage of a third 

party;  

(f) not use or disclose any confidential information, either acquired or received as a result of 

a professional or employment relationship, after that relationship has ended; and  

(g) take reasonable steps to ensure that personnel under the accountant’s control, and 

individuals from whom advice and assistance are obtained, respect the accountant’s duty 

of confidentiality. 

Circumstances 

where 

disclosure is 

appropriate  

(a) Disclosure is required by law, for example:  

(i) production of documents or other provision of evidence in the 

course of legal proceedings; or  

(ii) disclosure to the appropriate public authorities of infringements 

of the law that come to light;  
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(b) Disclosure is permitted by law and is authorized by the client or the 

employing organization; and  

(c) There is a professional duty or right to disclose, when not prohibited 

by law:  

(i) To comply with the requirements of peer review or quality 

review of the Institute  

(ii) To respond to an inquiry or investigation by a professional or 

regulatory body;  

(iii) To protect the professional interests of a professional accountant 

in legal proceedings; or  

(iv) To comply with technical and professional standards, including 

ethics requirements. 

Considerations 

before 

disclosing 

information  

In deciding whether to disclose confidential information, factors to 

consider, depending on the circumstances, include:  

(i) Whether the interests of any parties, including third parties whose 

interests might be affected, could be harmed if the client or employing 

organization consents to the disclosure of information by the 

professional accountant.  

(ii) Whether all the relevant information is known and substantiated, to 

the extent practicable.  

(iii) The proposed type of communication, and to whom it is addressed.  

(iv) Whether the parties to whom the communication is addressed are 

appropriate recipients. 

Points to remember 

A professional accountant shall continue to comply with the principle of confidentiality 

even after the end of the relationship between the accountant and a client or employing 

organization.  

When changing employment or acquiring a new client, the accountant is entitled to use 

prior experience but shall not use or disclose any confidential information acquired or 

received as a result of a professional or employment relationship. 

Professional 

Behaviour -  

Subsection 115 

 

 

 A professional accountant shall comply with the principle of professional behaviour, which 

requires an accountant to comply with relevant laws and regulations and avoid any conduct 

that the accountant knows or should know might discredit the profession.  

 A professional accountant shall not knowingly engage in any employment, occupation or 

activity that impairs or might impair the integrity, objectivity or good reputation of the 

profession, and as a result would be incompatible with the fundamental principles.  

 Conduct that might discredit the profession includes conduct that a reasonable and 

informed third party would be likely to conclude adversely affects the good reputation of 

the profession.  

 When promoting himself and his work, a professional accountant shall not bring the 

profession into disrepute. A professional Accountant is required to conduct his affairs in a 

manner that he remains outside the boundaries of professional and other misconduct. A 

professional accountant shall be honest and truthful and shall not make:  
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(a) Exaggerated claims for the services offered by, or the qualifications or experience of, 

the accountant; or  

(b) Disparaging references or unsubstantiated comparisons to the work of others.  

(c) Any direct or indirect measures to advertise any professional/other facts which are in 

violation of Advertisement Guidelines issued by the Council of the Institute from time 

to time.  

 The professional accountant should ensure that the contents of an advertisement are true 

to the best of his knowledge and belief, and are in conformity with the Advertisement 

Guidelines, and be aware that the Institute does not own any responsibility, whatsoever, for 

such contents or claims by him. However, if a professional accountant is in doubt about 

whether a form of proposed advertising is appropriate, the accountant is encouraged to 

consult with the Ethical Standards Board of ICAI. 

 

5.4 – THREATS, EVALUATION OF THREATS AND SAFEGUARDS 

Threats 

involved in 

compliance with 

fundamental 

principles 

Threats to compliance with the fundamental principles fall into one or more of the following 

categories: 

Self-interest 

threats 

The threat that a financial or other interest will inappropriately influence a 

professional accountant’s judgment or behaviour. 

Self-review 

threats 

The threat that a professional accountant will not appropriately evaluate 

the results of a previous judgment made; or an activity performed by the 

accountant, or by another individual within the accountant’s firm or 

employing organization, on which the accountant will rely when forming a 

judgment as part of performing a current activity. 

Advocacy 

threats 

The threat that a professional accountant will promote a client’s or 

employing organization’s position to the point that the accountant’s 

objectivity is compromised. 

Familiarity 

threats 

The threat that due to a long or close relationship with a client, or 

employing organization, a professional accountant will be too sympathetic 

to their interests or too accepting of their work. 

Intimidation 

threats 

The threat that a professional accountant will be deterred from acting 

objectively because of actual or perceived pressures, including attempts to 

exercise undue influence over the accountant. 

Circumstances 

that may create 

Threats 

Self-Interest 

Threats 

(a) Having a direct financial interest in a client. 

(b) Undue dependence on total fees from a client. 

(c) Having a close business relationship with a client. 

(d) Concern about the possibility of losing a client. 

(e) Potential employment with a client 

(f) Having access to confidential information of the client that might be 

used for personal gain.  

(g) A loan to or from an assurance client or any of its directors or officers. 

Author’s Note: 

As per Sec. 200.6 of Code of Ethics, examples of facts and 

circumstances that might create self-interest threats for a 
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professional accountant when undertaking a professional activity 

includes the following: 

 A professional accountant holding a financial interest in, or 

receiving a loan or guarantee from, the employing organization.  

 A professional accountant participating in incentive compensation 

arrangements offered by the employing organization.  

 A professional accountant having access to corporate assets for 

personal use.  

 A professional accountant being offered a gift or special treatment 

from a supplier of the employing organization. 

Self-review 

threats 

(a) A professional accountant issuing an assurance report on the 

effectiveness of the operation of financial systems after implementing 

the systems.  

(b) A professional accountant having prepared the original data used to 

generate records that are the subject matter of the assurance 

engagement. 

Advocacy 

Threats 

(a) Promoting shares in a listed entity when that entity is a financial 

statement audit client. 

(b) Acting as a representative on behalf of an assurance client in litigation 

or disputes with third parties. 

(c) Lobbying in favour of legislation on behalf of a client. 

Familiarity 

Threats 

(a) A professional accountant having a close or immediate family member 

who is a director or officer of the client.  

(b) A member of the engagement team is a relative of an employee of the 

client who is in a position to exert direct and significant influence over 

the subject matter of the engagement. 

(c) A former partner of the firm being a director or officer of the client or 

an employee in a position to exert direct and significant influence over 

the subject matter of the engagement. 

(d) Long association of senior personnel with the assurance client. 

Intimidation 

Threats 

(a) A professional accountant being threatened with dismissal from a 

client engagement or the firm because of a disagreement about a 

professional matter.  

(b) A professional accountant feeling pressured to agree with the 

judgment of a client because the client has more expertise on the 

matter in question.  

(c) A professional accountant being informed that a planned promotion 

will not occur unless the accountant agrees with an inappropriate 

accounting treatment.  

(d) A professional accountant having accepted a significant gift from a 

client and being threatened that acceptance of this gift will be made 

public. 

Evaluation of 

Threats 

 When the professional accountant identifies a threat to compliance with the fundamental 

principles, the accountant shall evaluate whether such a threat is at an acceptable level. 
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  Acceptable Level: An acceptable level is a level at which a professional accountant using 

the reasonable and informed third party test would likely conclude that the accountant 

complies with the fundamental principles. 

Factors 

Relevant in 

Evaluating the 

Level of Threats 

 The consideration of qualitative as well as quantitative factors is 

relevant in the professional accountant’s evaluation of threats, as is the 

combined effect of multiple threats, if applicable.  

 The existence of various conditions, policies and procedures might also 

be factors that are relevant in evaluating the level of threats to 

compliance with fundamental principles. Examples of such conditions, 

policies and procedures include:  

1. Corporate governance requirements.  

2. Educational, training and experience requirements for the 

profession.  

3. Effective complaint systems which enable the professional 

accountant and the general public to draw attention to unethical 

behaviour.  

4. An explicitly stated duty to report breaches of ethics requirements.  

5. Professional or regulatory monitoring and disciplinary procedures. 

Addressing 

Threats  

If the professional accountant determines that the identified threats to compliance with the 

fundamental principles are not at an acceptable level, the accountant shall address the threats 

by eliminating them or reducing them to an acceptable level. The accountant shall do so by:  

(a) Eliminating the circumstances, including interests or relationships, that are creating the 

threats;  

(b) Applying safeguards, where available and capable of being applied, to reduce the threats 

to an acceptable level; or  

(c) Declining or ending the specific professional activity 

Actions to 

Eliminate 

Threats 

Depending on the facts and circumstances, a threat might be addressed by 

eliminating the circumstance creating the threat. However, there are some 

situations in which threats can only be addressed by declining or ending 

the specific professional activity. This is because the circumstances that 

created the threats cannot be eliminated and safeguards are not capable of 

being applied to reduce the threat to an acceptable level. 

Safeguards Safeguards are actions, individually or in combination, that the professional accountant takes 

that effectively reduce threats to compliance with the fundamental principles to an acceptable 

level. 

Examples of 

Safeguards 

Safeguards vary depending on the facts and circumstances. Examples of 

actions that in certain circumstances might be safeguards to address 

threats include:  

(a) Assigning additional time and qualified personnel to required tasks 

when an engagement has been accepted might address a self-interest 

threat.  

(b) Having an appropriate reviewer who was not a member of the team 

review the work performed or advise as necessary might address a 

self-review threat. 
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(c) Using different partners and engagement teams with separate 

reporting lines for the provision of non-assurance services to an 

assurance client might address self-review, advocacy or familiarity 

threats.  

(d) Involving another firm to perform or re-perform part of the 

engagement might address self-interest, self-review, advocacy, 

familiarity or intimidation threats.  

(e) Separating teams when dealing with matters of a confidential nature 

might address a self-interest threat. 

 

IMPORTANT QUESTIONS 

Q. No. 1:  What are the fundamental principles as per code of ethics of ICAI? What are the threats involved 

while complying with the fundamental principles?                                                          [Nov. 16 (4 Marks)] 

HINT: Refer the topic “Fundamental Principles”. 

Q. No. 2:  Distinguish: Self- interest threat from self – review threat in an assurance engagement.  

[May 18 – New Syllabus (4 Marks)] 

Q. No. 3:  A professional accountant in public practice is always subject to various threats in compliance 

with fundamental principles of his profession and you, as a professional accountant, is worried 

about threats in your audit assignment of M/s Soft Ltd. and want to implement some measures to 

eliminate and reduce the same. Enumerate some safeguards which you may introduce to ward off 

such threats.            [May 19 – New Syllabus (5 Marks)] 

HINT: Refer the topic “Safeguards”. 

Q. No. 4:  The audit team is preparing to conduct audit for ABC Company for the period ending 31.3.2021. 

However, the audit team has not received its audit fees from ABC Company for its audit concluded 

for ended 31.3.2020. The audit team might be tempted to issue a favorable report so that ABC 

Company is able to secure a loan to settle the fees outstanding for their 31.3.2020 audit. The audit 

team is not complying the fundamental principles of auditing hence hindering the Auditor's 

Independence. Explain the types of threats that may hinder Auditor's Independence while issuing 

Audit Report.            [Jan. 21 – New Syllabus (5 Marks)] 

 HINT: Refer the topic “Threats involved in compliance with fundamental principles”. 
 

 

5.5 - RELEVANT PROVISIONS OF CA ACT, 1949 

Members 

deemed to be in 

Practice – Sec. 

2(2) 

A member of the Institute shall be deemed “to be in practice” when individually or in 

partnership with Chartered Accountants in practice, or in partnership with members of such 

other recognised professions as may be prescribed, he, in consideration of remuneration 

received or to be received- 

(i) engages himself in the practice of accountancy; or 

(ii) offers to perform or performs service involving the auditing or verification of financial 

transactions, books, accounts or records, or the preparation, verification or certification of 

financial accounting and related statements or holds himself out to the public as an 

accountant; or 

(iii) renders professional services or assistance in or about matters of principle or detail 

relating to accounting procedure or the recording, presentation or certification of financial 

facts or data; or 

(iv) renders such other services as, in the opinion of the Council, are or may be rendered by a 

Chartered Accountant in practice. 
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Management 

Consultancy 

and Other 

Services 

Pursuant to Section 2(2)(iv), the Council has passed a resolution permitting 

a CA in practice to render entire range of “Management Consultancy and 

other Services”.  

Accordingly, “Management Consultancy and other Services” shall not 

include the function of statutory or periodical audit, tax representation or 

tax advice or acting as liquidator, trustee, executor, administrator, 

arbitrator or receiver, but shall include the following 

1. Financial management planning and financial policy determination. 

2. Capital structure planning and advice regarding raising finance. 

3. Working capital management. 

4. Preparing project reports and feasibility studies. 

5. Preparing cash budget, cash flow statements, profitability statements, 

statements of sources and application of funds etc. 

6. Budgeting including capital budgets and revenue budgets. 

7. Inventory management, material handling and storage. 

8. Market research and demand studies. 

9. Price-fixation and other management decision making. 

10. Management accounting systems, cost control and value analysis. 

11. Control methods and management information and reporting. 

12. Personnel recruitment and selection. 

13. Setting up executive incentive plans, wage incentive plans etc. 

14. Management and operational audits. 

15. Valuation of shares and business and advice regarding amalgamation, 

merger and acquisition; Acting as Registered Valuer under the 

Companies Act, 2013 read with The Companies (Registered 

Valuers and Valuation) Rules, 2017. 

16. Business Policy, corporate planning, etc. 

17. Organisation structure and behavior. 

18. Systems analysis and services relating to EDP. 

19. Acting as advisor or consultant to an issue, including such matters as: 

(a) Drafting of prospectus and listing agreement and completing 

formalities with Stock Exchanges, ROC and SEBI. 

(b) Preparation of publicity budget. 

(c) Advice regarding selection of various agencies connected with 

issue. 

(d) Advice on the post issue activities. 

Explanation - For removal of doubts, it is hereby clarified that the 

activities of broking, underwriting and portfolio management are 

not permitted. 

20. Investment counseling in respect of securities. 

21. Acting as registrar to an issue and for transfer of shares/other 

securities. 

22. Quality Audit. 

23. Environment Audit. 

24. Energy Audit. 

25. Acting as Recovery Consultant in the Banking Sector. 

26. Insurance Financial Advisory Services including Insurance Brokerage. 
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27. Acting as Insolvency Professional in terms of Insolvency and 

Bankruptcy Code, 2016. 

28. Administrative Services. 

Administrative services involve assisting clients with their routine 

or mechanical tasks within the normal course of operations. Such 

services require little to no professional judgment and are clerical 

in nature.  

Examples of administrative services include:  

 Word processing services.  

 Preparing administrative or statutory forms for client 

approval.  

 Submitting such forms as instructed by the client.  

 Monitoring statutory filing dates, and advising an audit client 

of those dates. 

For example, the functions of a GST practitioner as specified under 

Rule 83(8) of Central Goods and Services Tax Rules, 2017: 

(a) furnish the details of outward and inward supplies; 

(b) furnish monthly, quarterly, annual or final return; 

(c) make deposit for credit into the electronic cash ledger; 

(d) file a claim for refund; 

(e) file an application for amendment or cancellation of 

registration; 

(f) furnish information for generation of e-way bill; 

(g) furnish details of challan in form GST ITC-04; 

(h) file an application for amendment or cancellation of 

enrolment under rule 58; and 

(i) file an intimation to pay tax under the composition scheme or 

withdraw from the said scheme. 

Point to remember 

 It is necessary to note that a person is deemed to be in practice not only when he is 

actually engaged in the practice of accountancy but also when he offers to render 

accounting services whether or not he in fact does so. In other words, the act of 

setting up of an establishment offering to perform accounting services would 

tantamount to being in practice even though no client has been served. 

 Services so specified above need to be correlated with the provisions of Sec. 144 of 

the Companies Act, 2013 which prohibits an auditor of the company from rendering 

certain services directly or indirectly to the company or its holding company or its 

subsidiary company. 

 

IMPORTANT QUESTIONS 

Q. No. 5:  Comment on the following with reference to the Chartered Accountants Act, 1949, Code of Ethics 

and Schedules to the Act: P, a Chartered Accountant in practice provides management 

consultancy and other services to his clients. During 2021, looking to the growing needs of his 

clients to invest in the stock markets, he also advised them on Portfolio Management Services 

whereby he managed portfolios of some of his clients.      [Study Material – ICAI]                                                                    

Or 

Mr. Sam, a Chartered Accountant in practice, provides guidance on post-issue activities to his 

clients e.g. follow up steps which include listing of instruments, dispatch of certificates and 
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refunds etc. with the various agencies connected with the work. During the year 2021, looking to 

the growing needs of his clients to invest in the stock markets, he also started advising them on 

Portfolio Management Services whereby he managed portfolios of some of his clients.          

HINT: P would be guilty of professional misconduct under the Chartered Accountants Act, 1949, as a 

practicing CA is not permitted to render portfolio management services.   

Q. No. 6:  Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. A, a practicing Chartered Accountant agreed to select and recruit personnel, conduct 

training programmes for and on behalf of a client.     [Study Material – ICAI, May 15 (4 Marks)] 

HINT: There is no misconduct on part of Mr. A as personnel recruitment and selection is covered under 

management consultancy and other services.  

Q. No. 7:  Mr. S, a practicing CA agreed to provide “Portfolio management Services” to his client M/s. D 

Limited. Comment with reference to the Chartered Accountants Act, 1949.          [Nov. 15 (4 Marks)] 

HINT: P would be guilty of misconduct under the Chartered Accountants Act, 1949 as a practicing CA is 

not permitted to render portfolio management services.  

Q. No. 8:  CA Natraj, in practice, accepted an assignment as advisor and consultant to the public issue of 

shares by his client M/s Super Ltd. Besides helping the company as an advisor, he also 

underwrote the public issue of the company to the extent of 25% at a commission of 1%. 

Remaining shares were underwritten by banks and other financial institutions at the same rate of 

commission. He contends that above assignments are part of management consultancy work 

permitted by the council of the Institute. Do you agree with the view of CA Natraj? Decide in the 

light of applicable code of conduct.                                                            [May 19 – New Syllabus (4 Marks)] 

HINT: CA Natraj would be guilty of misconduct under the Chartered Accountants Act, 1949 as a 

practicing CA is not permitted to render underwriting services.  
 

Certificate of 

Practice – Sec. 6 

No member of the Institute shall be entitled to practice (whether in India or elsewhere) unless 

he has obtained from the Council a certificate of practice. 

Points to Remember 

(a) Once a person becomes a member of ICAI, he is bound by the provisions of CA Act 

and its regulations. 

(b) If he appears before the Income Tax Tribunal as an Income tax representative after 

becoming a member he could appear so only in his capacity as a CA and a member 

of ICAI.  

(c) A member of ICAI can have no other capacity in which he can take up such practice, 

separable from his capacity to practice as a member of the Institute.   

(d) A member not in practice cannot accept any engagement for services prescribed for 

a practicing CA. Therefore, if a CA has surrendered his certificate of practice due to 

misconduct he cannot in any other capacity take up any practice separable from his 

capacity to practice as a member of the institute.  

Cancellation of 

COP – 

Regulation 10  

Certificate of Practice (COP) shall be liable for cancellation, if: 

(i) the name of the holder of the certificate is removed from the Register; or 

(ii) the Council is satisfied, after giving an opportunity of being heard to the person concerned, 

that such certificate was issued on the basis of incorrect, misleading or false information, or 

by mistake or inadvertence; or 

(iii) a member has ceased to practise; or 

(iv) a member has not paid annual fee for COP till 30th day of September of the relevant year.  

Where a COP is cancelled, the holder shall surrender the same to the Secretary 



Professional Ethics                                                             Chapter 5 

5.15 

Restoration of 

COP – 

Regulation 11 

The Council may restore the COP, on an application made in the approved Form and on 

payment of prescribed fee, w.e.f. the date on which it was cancelled, to a member whose 

certificate has been cancelled due to non-payment of the annual fee for the COP and whose 

application, complete in all respects, together with the fee, is received by the Secretary before 

the expiry of the relevant year. 

 

Important Questions 

Q. No. 9: Discuss the following with reference to the CA Act, 1949 and schedules thereto: Mr. A, CA in 

practice has been suspended from practice for a period of 6 months & he had surrendered his COP 

for the said period. During the said period of suspension, though he did not undertake any audit 

assignments, he undertook representation assignments for income tax whereby he would appear 

before the tax authorities in his capacity as a CA. 

 [Study Material – ICAI, Nov. 02, Nov. 11 (4 Marks)] 

HINT: A would not be allowed to represent before the income tax authorities for the period he remains 

suspended. Accordingly, in the present case, he is guilty of professional misconduct. 

Q. No. 10: Mr. Dice, a practicing Chartered Accountant was ordered to surrender his certificate of practice 

and he was suspended for one year on certain professional misconduct against him. During the 

period of suspension, Mr. Dice, designating himself as GST consultant, did the work of filing GST 

returns and made appearance as a consultant before various related authorities. He contended 

that there is nothing wrong in it as he, like any other GST consultant, could take such work and his 

engagement as such in no way violate the order of suspension inflicted on him. Is he right in his 

contention?                                                                                                           [May 18 – New Syllabus (4 Marks)] 

HINT: Contention of Mr. Dice is correct as long as he is not working in his capacity as a CA, during the 

period he was suspended from practice as CA.  

 
Members to be 

known as 

Chartered 

Accountants – 

Sec. 7 

Using 

designation of 

“Chartered 

Accountant” 

 Every member of the Institute in practice shall, and any other 

member may, use the designation of a “Chartered Accountant”. 

 No member using such designation shall use any other description, 

whether in addition thereto or in substitution thereof. 

 In case a member has more than one Certificate of practice, (subject to 

permission), for matters involving practice as Chartered Accountant, they 

should use designation “Chartered Accountant”.   

Use of other 

description 

indicating 

Membership and 

degrees 

Members are entitled to indicate membership of such other Institute of 

accountancy, whether in India or elsewhere, as may be recognised in this 

behalf by the Council, or any other qualification that he may possess. 

Use of Prefix 

“CA” 

All members of the Institute are permitted to use the word 'CA' as prefix 

before their name irrespective of the fact that they are in practice or not. 

Points to remember 

Merchant Banker / Advisor to an issue: The members may apply for and obtain registration as 

category IV Merchant Banker under the SEBI’s rules and regulations and act as Advisor or 

Consultant to an issue. In client Companies’ offer documents and advertisements regarding 

capital issue, name and address of the Chartered Accountant or firm of Chartered Accountants 

acting as Advisor or Consultant to the Issue could be indicated under the caption 

“Advisor/Consultant to the Issue”. However, the name and address of such Chartered 

Accountant/firm of Chartered Accountants should not appear prominently. 
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Disabilities –

Sec. 8 

A person shall not be entitled to have his name entered in or borne on the Register if he -- 

(i) has not attained the age of 21 Years at the time of his application; or 

(ii) is of unsound mind and stands so adjudged by a competent Court; or 

(iii) is an undischarged insolvent; or 

(iv) being a discharged insolvent, has not obtained from the Court a certificate stating that his 

insolvency was caused by misfortune without any misconduct on his part; or 

(v) has been convicted by a competent Court, of an offence involving moral turpitude and 

punishable with imprisonment or of an offence, not of a technical nature, committed by him 

in his professional capacity unless he has been granted a pardon or, on an application made 

by him in this behalf, the Central Government has, by an order in writing, removed the 

disability; or 

(vi) has been removed from membership of the Institute being found guilty of professional or 

other misconduct. 

Provided that a person who has been removed from membership for a specified period, 

shall not be entitled to have his name entered in the Register until the expiry of such period. 

Removal of 

name from 

Register of 

Member – Sec. 

20 

 The Council may remove from the Register the name of any member of the Institute -- 

(a) who is dead; or 

(b) from whom a request has been received to that effect; or 

(c) who has not paid any prescribed fee required to be paid by him; or 

(d) who is found to have been subject at the time when his name was entered in the Register, 

or who at any time thereafter has become subject, to any of the disabilities mentioned in 

Sec. 8, or who for any other reason has ceased to be entitled to have his name borne on 

the Register. 

 The Council shall remove from the Register the name of any member in respect of whom an 

order has been passed under this Act removing him from membership of the Institute. 

 If the name of any member has been removed from the Register due to non-payment of 

prescribed fees, then, on receipt of an application, his name may be entered again in the 

Register on payment of the arrears of annual fee and entrance fee along with such additional 

fee, as determined, by the Council. 

Restoration to membership – Regulation 19 

(1) The Council may, on an application in the appropriate Form, received in this behalf from a 

member whose name has been removed from the Register for non-payment of fees, restore 

his name, if he is otherwise eligible to such membership, on his paying the arrears of annual 

membership fee, entrance fee and additional fee determined by the Council under the Act.  

(2) The restoration shall be with effect from the date on which the application and fee are 

received:  

Provided that where such an application for restoration, complete in all respects, is 

received within the same year in which the name was removed, the Council may restore the 

name on his paying the annual membership fee due for that year, entrance fee and the 

additional fee for restoration, with effect from the date on which it was removed from the 

Register:  

Provided further that the restoration of a member’s name which was removed under the 

orders of the Board of Discipline or the Disciplinary Committee or the Appellate Authority 

or the High Court shall be effected only in accordance with such orders. 
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Disciplinary 

Mechanism – 

Sec. 21 

Flow Chart of Discipline Procedure Mechanism 

Complaint against member of ICAI of allege misconduct along with prescribed fee. 

 

 

 

The Director (Discipline) shall arrive at a prima facie opinion on the occurrence of alleged 

misconduct and decide whether he is guilty of professional or other misconduct falling in 

 

 

  

                

Place the matter before      Place the matter before 

 

                                              
 

           If found guilty, it can     If found guilty, it can 

 (i)     reprimand the member  (i)   reprimand the member 

 (ii)    remove name of the member (ii)  remove the name of member 

           upto 3 months         permanent or for any duration 

 (iii)   impose fine upto ₹1,00,000  (iii) impose fine upto ₹5,00,000  
 

 

Any member aggrieved by order of Board of Discipline/Disciplinary Committee can prefer an 

appeal within 90 days before 
 

Appellate Authority 

 

 

 

Professional & 

Other 

Misconduct – 

Sec. 22 

For the purpose of this Act, the expression “professional or other misconduct” shall be deemed to 

include any act or omission provided in any of the Schedules, but nothing in this section shall be 

construed to limit or abridge in any way the power conferred or duty cast on the Director 

(Discipline) u/s 21(1) to inquire into the conduct of any member of the Institute under any other 

circumstances. 

Penalty for 

falsely claiming 

to be a member 

– Sec. 24   

Circumstance 

imposing penalty 

Any person who: 

(i) Not being member of ICAI represents that  

 he is a member of Institute, or  

 uses the designation Chartered Accountant, or 

(ii) Being member of ICAI but not having COP represents that  

 he is in practice, or  

 practices as CA. 

Disciplinary Directorate 

First Schedule Second schedule or Both Schedule 

(i) Confirm, modify or set aside the order; 

(ii) Impose, set aside, reduce or enhance penalty; 

(iii) remit the case to the Board of Discipline or Disciplinary Committee for reconsideration; 

or 

(iv) Pass such order as the Authority thinks fit. 

Board of Discipline  Disciplinary Committee 
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Amount of Penalty  For First Conviction: Fine upto ₹1,000. 

 For subsequent conviction:   Fine upto ₹5,000 or imprisonment upto 

6 Months or both. 

Companies not 

to engage in 

accountancy - 

Sec. 25 

 No company, whether incorporated in India or elsewhere, shall practise as chartered 

accountants. 

 If any company contravenes this provision, then, without prejudice to any other proceedings 

which may be taken against the company, every director, manager, secretary and any other 

officer thereof who is knowingly a party to such contravention shall be punishable with fine 

which may extend on first conviction to ₹1,000 and on any subsequent conviction to ₹ 5,000. 

Points to remember 

 The term “company” shall include any LLP which has company as its partner for the 

purpose of this section. Hence, LLPs having company as its partner cannot be engaged 

into practice as per the Chartered Accountants Act, 1949.  

 LLPs not having any company as its partner, can be engaged into practicing and thus 

take audit assignments. 

Unqualified 

persons not to 

sign documents 

– Sec. 26  

 

 No person other than a member of the Institute shall sign any document on behalf of a 

chartered accountant in practice or a firm of such chartered accountants in his or its 

professional capacity. 

 Any person who contravenes this provision shall, without prejudice to any other proceedings, 

which may be taken against him, be punishable: 

 on first conviction with a fine not less than ₹ 5,000 but which may extend to ₹1 Lac, and  

 in the event of a 2nd or subsequent conviction with imprisonment for a term which may 

extend to one year or with fine not less than ₹10,000 but which may extend to ₹2 Lacs or 

both. 

Maintenance of 

Branch office -  

Sec. 27 

 

Office A Place where a name board is fixed or where such place is mentioned in 

the letterhead or any other documents as a place of business. 

Use of Name 

Board at 

residence 

Name board can be put in place of residence of member provided it is a 

name board of individual member and not of firm. 

Requirement of 

Separate In-

charge 

 If a CA in practice or a firm of CA has more than one office in India, 

each one of such offices should be in the separate charge of a member 

of the institute, who may be either partner/employee. 

 The requirement of Sec. 27 in regard as to a member being in-charge 

of an office of a CA or a firm of such CAs shall be satisfied only if the 

member is actively associated with such office.  

 Such association shall be deemed to exist if the member resides in the 

place where the office is situated for a period of not less than 182 days 

in a year or if he attends the said office for a period of not less than 

182 days in a year. 

Exemption from Separate In-charge 

Members 

practicing in 

Hilly area 

Members practicing in hilly areas may open a temporary 

office in plains subject to following conditions: 
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 Temporary office in plains may be opened for a period 

not exceeding 3 Months in winter season.   

 Name board of firm to be displayed at temporary office 

only during these 3 months. 

 Temporary office should not be mentioned as place of 

Business on office documents, 

 Regular office need not be closed and all 

correspondence may continue at permanent office,  

 Before commencement of every winter and at the close 

of such temporary office, it shall be obligatory on 

member to inform ICAI 

Second office If it is situated in  

 same premises in which first office is situated, or 

 in the same city, or 

 within 50 kms. from the municipal limits of city in 

which first office is situated 

Regulation 189 requires that a CA in practice or a firm of such CAs 

shall inform the Council within one month of the opening or closing of 

a branch office. 

 

Important Questions 

Q. No. 11: Is there any misconduct on the part of a Chartered Accountant in the following circumstances: Mr. 

G, a Chartered Accountant in practice as a sole proprietor has an office in Mumbai near Church 

Gate. Due to increase in professional work, he opens another office in a suburb of Mumbai which 

is approximately 80 kilometers away from the municipal limits of the city. For running the new 

office, he employs three retired Income-tax Officers.         [Study Material – ICAI]                                                                                            

HINT: As the second office is situated beyond 50 kms of municipal limits of Mumbai city, Mr. G would 

be liable for committing a professional misconduct.  

Q. No. 12: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: XY & Co., a firm of Chartered Accountant having 2 partners X & Y, one in charge of Head 

Office and another in charge of Branch at a distance of 80 kms, puts up a name-board of the firm 

in both premises and also in their respective residences.                          [Study Material – ICAI] 

HINT: The chartered accountants are guilty of misconduct as name board of the firm cannot be put in 

place of residence.  

Q. No. 13: Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: K, Chartered Accountant in practice as a sole proprietor at Chennai has an office in the 

suburbs of Chennai. Due to increase in the income tax assessment work, he opens another office 

near the income tax office. For running the new office, he has employed a retired Income Tax 

Commissioner.                                                                                                                                    [Nov. 12 (4 Marks)] 

HINT: Assuming that the distance between new office and municipal limits of Suburbs (area where 

existing office is situated) is greater than 50 Km., Mr. K would be liable for committing a professional 

misconduct.  
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Q. No. 14: Mr. K, Chartered Accountant in practice as a sole proprietor at Chennai has an office in the 

suburbs of Chennai. Due to increase in the income tax assessment work, he opens another office 

near the income tax office, which is within the city and at a distance of 30 kms. from his office in 

the suburb. For running the new office, he has employed a retired Income Tax Commissioner who 

is not a Chartered Accountant. Comment.          

[Study Material – ICAI, Nov. 15 (4 Marks), May 19 – Old Syllabus (4 Marks)] 

HINT: No professional misconduct as distance between municipal limits of first office and second office 

does not exceed 50 Kms.  

Q. No. 15: M & Co., a sole proprietary Chartered Accountant firm in practice with an office in a busy belt of a 

city, had great difficulty in regularly attending to the consultancy needs of his client who are 

mostly located in an industrial cluster in a nearby outskirt which is situated at a distance of 26 

kms from the office of the firm. To mitigate the difficulty and to have ease of business, a 

facilitation centre was opened in the industrial cluster. The proprietor managed both the office 

and the facilitation centre, by himself. No intimation was made to the institute of chartered 

accountants of India. Examine whether there is any professional misconduct in this respect.    

[May 18 – New Syllabus (5 Marks)] 

HINT: Misconduct arises due to non-intimation to ICAI.  

 

5.6 - FIRST SCHEDULE PART I – PROFESSIONAL MISCONDUCT IN RELATION TO MEMBERS IN PRACTICE 

Clause Details Remarks 

Clause 1 A CA in Practice is deemed to be guilty of professional Misconduct 

if he: 

 allows any person to practice in his name as a Chartered 

Accountant, 

 unless such person is also a Chartered Accountant in practice, 

and  

 is in partnership with, or  

 employed by himself. 

This clause ensures that the 

work of accountant will be 

carried out by a practicing 

CA. 

 

IMPORTANT QUESTIONS 

Q. No. 16: CA Sant, a newly qualified professional with certificate of practice, approached CA Pant, the 

auditor of his father’s company M/s Max Ltd., to allow him to have some practical and professional 

knowledge and experience in his firm before he can set up his own professional practice. CA Pant 

allowed him to sit in his office for 6 months and allotted a small chamber with other office 

infrastructure facility. In the course of his association with CA Pant’s office, he used to provide tax 

consultancy independently to the client of the firm and also filed few IT and GST return and 

represented himself before various tax authorities on behalf of the firm although no documents 

were signed by him. During his association in CA Pant’s office he did not get any salary or share of 

profit or commission but only re-imbursement of usual expenses like conveyance, telephone etc. 

was made to him. After the end of the agreed period, he was given a lump sum amount of Rs. 

3,00,000 by CA Pant for his association out of gratitude. 

Examine the case in the light of code of professional misconduct.  

[May 19 – New Syllabus (5 Marks)] 
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HINT: Mr. Pant will be guilty of professional Misconduct by virtue of Clause 1 of Part I of First Schedule as 

he allows another person to practice in his firm name, whereas other person (Mr. Sant) is neither a 

partner nor an employee. 

 

Clause 2 

 

A CA in Practice is deemed to be guilty of professional Misconduct 

if he: 

 Pays or allows or agrees to pay or allow,  

 directly or indirectly,  

 any share, commission or brokerage in  

 fees or profits of his professional business to any person 

other than 

 a member of the Institute, or  

 partner, or  

 retired partner, or  

 legal representative of deceased partner, or 

 member of any other professional bodies, or 

 with such other persons having prescribed qualifications. 

 for the purpose of rendering such professional services from 

time to time in or outside India. 

 This clause ensures that 

the practicing CA should 

get his professional work 

not through services of 

agents or third parties but 

due to his own competent. 

 This clause also enables 

the members to form 

multi disciplinary firms 

and offer multi 

professional services. 

Points to remember 

(a) Sharing of profits by Widow or legal representative of deceased partner:  Widow or legal 

representative of deceased partner can continue to receive a share of profits in the firm provided 

the partnership agreement provides the same. 

(b) Sale of Goodwill: In case of sole proprietorship, the Council of ICAI has resolved that the sale / 

transfer of goodwill shall be permitted in respect of cases where the death of the proprietor 

occurred on or after 30.08.1998 provided: 

 ICAI’s permission to practice in the deceased’s firm name is sought within a year of death. (In 

such a case, name of the firm is kept in abeyance till one year from the date of death).  

 In case there exist a dispute as to the legal heir of the deceased proprietor, information as to 

the existence of the dispute is received by the Institute within a year of the death. (In such a 

case, name of the firm is kept in abeyance till one year from the date of settlement of 

dispute). 

Note: Consideration towards sale of goodwill should be determined in lumpsum amount, 

though payment may be made in parts. Consideration determined as a percentage of 

future realisation is not permitted.    

Note: In case of a partnership firm when all the partners die at the same time, the above 

council decision would also be applicable.   

(c) Other professional Bodies (Regulation 53A): ICSI, ICWAI, Bar Council of India, Indian Institute 

of Architects, Institute of Actuaries of India.  

(d) Persons with prescribed qualifications (Regulation 53A): CS, Cost Accountant, Actuary, B.E. 

Bachelor in Technology, Bachelor in Architecture, Bachelor in Law and MBA.      

(e) Accepting the assignments wherein a percentage of professional fee is deducted by the 

Government to meet the administrative and other expenditure will not amount to professional 

misconduct.  



Chapter 5                            Professional Ethics 

5.22 

IMPORTANT QUESTIONS 

Q. No. 17: A CA obtained a loan from a finance company for purchase of office building agreeing to pay 

interest at 6% p.a. and 10% of his gross professional receipts till the loan is repaid. 

[May 94 (5 Marks)] 

 HINT: Professional misconduct by virtue of Clause 2, Part 1 of First Schedule.  

Q. No. 18: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: A CA Firm pays share of profits to widow of deceased partner.                 [June 09 (4 Marks)] 

 HINT: As per Clause 2, Part I, of the First Schedule to the CA Act, 1949, a legal representative or widow of 

a deceased partner would be entitled to share the profits only where the partnership agreement provides 

the same. Hence, if the agreement so provides, there would not be any professional misconduct on part of 

the firm, otherwise, it amounts to professional misconduct.  

Q. No. 19:  Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: K, a practicing Chartered Accountant gave 50% of the audit fees received by him to L, who 

was not a Chartered Accountant, under the nomenclature of office allowance and such an 

arrangement continued for a number of years. 

[Study Material – ICAI, May 12 (4 Marks), MTP-Oct. 19] 

HINT: Mr. K will be deemed to be guilty of professional misconduct under Clause 2 of Part I of First 

Schedule.  

Q. No. 20: Mr. X who passed his CA examination of ICAI on 18th July, 2020 and started his practice from 

August 15, 2020. On 16th August 2020, one female candidate approached him for articleship. In 

addition to monthly stipend, Mr. X also offered her 1% profits of his CA firm. She agreed to take 

both 1% profits of the CA firm and stipend as per the rate prescribed by the ICAI. The Institute of 

Chartered Accountants of India sent a letter to Mr. X objecting the payment of 1% profits. Mr. X 

replies to the ICAI stating that he is paying 1% profits of his firm over and above the stipend to 

help the articled clerk as the financial position of the articled clerk is very weak. Is Mr. X liable to 

professional misconduct.                                                                  [Study Material – ICAI, Nov. 13 (4 Marks)] 

Or 

Mr. Ankit, who passed his CA examination of ICAI on 18th July, 2020 had started his practice from 

15th August, 2020. On 16th August, 2020 one candidate approached him for article ship. Mr. Ankit 

decided to give her 1% profits of his CA firm in addition to monthly stipend. She agreed to take 

both 1% of profits and prescribed stipend. The ICAI had sent a letter to Mr. Ankit objecting the 

payment of 1% profits.  

Mr. Ankit replied stating that sharing 1% profits is over and above the stipend to help the articled 

clerk to overcome her financial crisis.  

Is Mr. Ankit liable for Professional mis-conduct?                                                                [May 16 (4 Marks)] 

HINT: Mr. X will be guilty of professional misconduct in terms of Clause 2 of Part I of First Schedule and 

reply of Mr. X that he is paying 1% profits over and above the stipend to help the article clerk is not 

tenable.  

Q. No. 21: Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: A Chartered Accountant who was in practice since last 20 years died in a road accident. 

His widow sold the practice to another Chartered Accountant in practice for Rs. 30 lakhs. The 

price also included the right to use the firm name.  [Nov. 12 (4 Marks)] 
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Or 

Mr. Qureshi, Chartered Accountant, in practice died in a road accident. His widow proposes to sell 

the practice of her husband to Mr. Pardeshi, Chartered Accountant, for Rs. 5 lakhs. The price also 

includes right to use the firm name-Qureshi and Associates. Can widow of Qureshi sell the practice 

and can Mr. Pardeshi continue to practice in that name as a proprietor?                   

[Study Material – ICAI, Nov. 04 (4 Marks)] 

HINT: Widow of deceased member can sell the goodwill provided sale is completed within one year from 

the death of member and permission of ICAI is obtained. 

 

Clause 3 A CA in Practice is deemed to be guilty of professional Misconduct if he: 

 Accepts or agrees to accept  

 any part of the profits of the professional work  

 of a person who is not a member of the Institute.  

However, such a restriction does not apply in respect of following:  

 member of any other professional bodies (as specified in Clause 2), or 

 with such other persons having prescribed qualifications (as specified 

in Clause 2). 

This clause enables 

the members to 

form multi 

disciplinary firms 

and offer multi 

professional services 

to face global 

competition.  

Points to remember 

Referral fees amongst members: It is not prohibited for a member in practice to charge Referral Fees, 

being the fees obtained by a member in practice from another member in practice in relation to 

referring a client to him. 
 

 

 

 

IMPORTANT QUESTIONS 

Q. No. 22: Mr. X is a practicing Chartered Accountant. Mr. Y is a practicing Advocate representing matters in 

the court of law. X and Y decided to help each other in the matters involving their professional 

expertise. Accordingly, Mr. X recommends Mr. Y in all litigation matters in the court of law and Y 

consults X in all matters relating to finance and other related matters, which comes to him in 

arguing various cases. Consequently, they started sharing profits of their professional work. Is Mr. 

X liable for professional misconduct?                                                              [May 16 (4 Marks), RTP-Nov. 18] 

 HINT: Mr. X will not be deemed to be guilty of professional misconduct as Clauses 2 & 3 permits a CA in 

practice for profit sharing with members of any other professional bodies or with such other persons 

having prescribed qualifications and advocates are prescribed under Regulation 53A.  

Q. No. 23: CA. P is a newly qualified Chartered Accountant in practice and in order to increase his 

professional practice and client base, entered into an agreement with Mr. A, a qualified and 

experienced registered valuer to share 20% professional fees for all cases of valuation referred to 

him by CA. P. Based on this, CA. P received ₹1,20,000 during the year 2020-21 from Mr. A. Is CA. P 

guilty of misconduct under the Chartered Accountants’ Act, 1949?  

[Nov. 19 – Old Syllabus (4 Marks)] 

HINT: Mr. P will be deemed to be guilty of professional misconduct by virtue of Clause 3, Part I of First 

Schedule as he accepts professional fees from a person who is not a member of ICAI. Further, registered 

valuers are not recognised for profit sharing purpose under Regulation 53A and 53B. 
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Clause 4 A CA in Practice is deemed to be guilty of professional Misconduct if he: 

 Enters into partnership in or outside India  

 with any person other than the following: 

1. C.A. in practice, or  

2. Member of any other professional body having prescribed qualifications, or 

3. a person, who but for his residence abroad would be entitled to be registered as member 

under Clause (v) of Sec. 4(1), or 

4. a person whose qualifications are recognized by CG or Council for the purpose of 

permitting such partnerships. 

Points to remember 

Persons Qualified in India for purpose of Membership (Regulation 53A): Company Secretary, Cost 

Accountant, Actuary, B.E., B. Tech, B. Arch, LLB or MBA (from recognised Universities or Institutes).  

Permitted memberships for Partnership (Regulation 53B): Members of ICSI, ICWAI, Bar Council of 

India, Institution of Engineers, Indian Institute of Architects, Institute of Actuaries of India and 

professional Bodies or Institutions outside India whose qualifications relating to accountancy are 

recognised by the Council. 

 

IMPORTANT QUESTIONS 

Q. No. 24: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. P, a Chartered Accountant in practice entered into a partnership with Mr. L, an 

advocate for sharing of fees for work sent by one to the other. However, due to some disputes, the 

partnership was dissolved after 1 month without any fees having been received. 

[Nov. 05 (4 Marks), RTP-Nov. 18] 

HINT: Mr. P will not be deemed to be guilty of professional misconduct as clause 4 permits a CA in 

practice for entering into partnership with members of any other professional bodies or with such other 

persons having prescribed qualifications and members of bar council of India and persons having 

Bachelor of Law are prescribed. 

 

Clause 5 A CA in Practice is deemed to be guilty of professional Misconduct if he: 

 Secures any professional business  

 through the services of a person who is not an employee or not his partner or  

 by means which are not open to a CA.  

Points to remember 

 Nothing contained in Clause 5 shall be construed as prohibiting any arrangement permitted 

in clause (2), (3) and (4). 

 The acts of partners and employees of the Firm towards securing professional work are 

subject to the provisions of Clauses (6) and (7) of Part-I of First Schedule of Chartered 

Accountants Act, 1949. 

 

 



Professional Ethics                                                             Chapter 5 

5.25 

Clause 6 

 

A CA in Practice is deemed to be guilty of professional Misconduct if he: 

 Solicits clients or professional work  

 either directly or indirectly,  

 by circular, advertisement, personal communication or interview 

or by any other means. 

However, solicitation is relaxed in following cases: 

 Securing professional work from another CA in practice.  

 Responding to tenders or enquiries issued by various users of 

professional services or organizations. 

This clause prohibits the 

members to advertise or 

solicit work so as to 

ensure independence of 

judgement. 

Council Guidelines w.r.t. Permitted and Prohibited forms of Solicitation 

Advertisement & 

note in press 

 As a general rule a member can’t advertise.   

 However, a member may advertise change in partnership, address of practice and 

telephone numbers provided it contains a bare statement of facts and area of 

distribution and number of insertions in newspaper should be limited. 

 A Member is permitted to give classified advertisements in journal / news letter 

of institute for sharing professional work or seeking partnership or salaried 

employment of accountancy nature provided it contains only CA’s name, address, 

tel. no., fax or e-mail address and address(es) of social Networking sites of 

members.  

 Mere factual position of experience and area of specialization, relevant to 

seek response to the advertisement, are permissible. 

Empanelment 

for allotment of 

audit/ 

professional 

work 

 In respect of organisations, where a panel of CA’s exists, a member is free to 

request to place his name on the panel.  

 Roving enquiries for existence of such panel is not permitted.  

 It is permissible to quote fees on enquiries being received from such 

organisations, which maintains such panel.  

 Printed or Xerox copies of scale of fees in reply to such enquiries is not permitted. 

Responding to 

Tenders, 

Advertisements 

and Circulars 

 It is not prohibited to the members to respond to tenders and requests made by 

users of professional work.  

 This is however subject to conditions that may be issued by the Council from time 

to time. 

 ICAI on 7th April 2016 issue the following guidelines for compliance by the 

members of the Institute:  

 A member of the Institute in practice shall not respond to any tender 

issued by an organization or user of professional services in areas of 

services which are exclusively reserved for chartered accountants, 

such as audit and attestation services.  

 However, such restriction shall not be applicable where minimum fee 

of the assignment is prescribed in the tender document itself or where 

the areas are open to other professionals along with the Chartered 

Accountants.  

 The “minimum fee” for this purpose should be such that it 

commensurate with size, value, volume, manpower requirement and 

nature of work. 
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 EMD/Security Deposit: The Council is of the view that while interference with 

the practices prevailing for requirement of EMD/Deposit is not required. 

However, on having received complaint/ instance of exorbitant EMD/Deposit, the 

Ethical Standards Board may look into the matter on case to case basis.  

Publications of 

Books or articles 

 It is not permissible for a member to mention in a book or an article published by 

him, or a presentation made by him, any professional attainment(s), whether of 

the member or the firm of chartered accountants, with which he is associated.  

 However, he may indicate in a book, article or presentation the designation 

“Chartered Accountant” as well as the name of the firm. 

Issue of Greeting 

Cards or 

Invitations 

 A member is permitted to use designation “Chartered Accountant” as well as 

name of firm in  

 greeting cards, 

 invitations for marriages and religious ceremonies and any invitation for 

opening or inauguration of office, or  

 letters regarding change in office premises or telephone numbers  

 provided these are sent only to clients, relatives and friends of the members 

concerned.  

Advertisement 

for Silver, 

Golden, Platinum 

or Centenary 

celebrations 

 To advertise the events organised by a Firm of CAs is not permitted.  

 However, considering the need of interpersonal socialization/relationship of the 

members through such get together occasions, the advertisement for Silver, 

Golden, Diamond, Platinum or Centenary celebrations of the Chartered 

Accountants Firms may be published in newspaper or newsletter. 

Sponsoring 

Activities 

 A member in practice or a Firm of CAs is not permitted to sponsor an event. 

However, such member or Firm may sponsor an event conducted by a 

Programme Organizing Unit (PoU) of the ICAI, provided such event has the prior 

approval of Continuing Professional Education (CPE) Directorate of the ICAI.  

 Members sponsoring activities relating to Corporate Social Responsibility may 

mention their individual name with the prefix “CA”. However, the mention of Firm 

name or CA Logo is not permitted. 

Advertisement 

of Teaching / 

Coaching 

activities by 

members 

 An advertisement of Coaching /teaching activities by a member in practice may 

amount to indirect solicitation, as well as solicitation by any other means, and 

may therefore be violative of the provisions of Clause (6) of Part I of the First 

Schedule to the Chartered Accountants Act, 1949.  

 In view of the above, such members are advised to abstain from advertising their 

association with Coaching /teaching activities through hoardings, posters, 

banners and by any other means, failing which they may be liable for disciplinary 

action.  

 Subject to the above prohibition, such members may put, outside their Coaching 

/teaching premises, sign board mentioning the name of Coaching/teaching 

Institute, contact details and subjects taught therein only. 

Sharing Firm 

Profile with 

prospective 

Client 

It is not permitted to share Firm profile with a prospective Client unless it is in 

response to a proposed client’s specific query, and otherwise not prohibited to be 

used by the client. 
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Television or 

Movie Credits 

While sharing name of the member or Firm of CAs for inclusion in Television or 

Movie Credits, it must be taken care of that exhibition of name is not made 

differently as compared to other entries in the credits. 

Soliciting 

professional 

work by making 

roving enquiries 

It is not permissible for a member to address letters, emails or circulars specifically 

to persons who are likely to require services of a Chartered Accountant since it 

would tantamount to advertisement. 

Seeking work 

from 

Professional 

Colleagues 

The issue of an advertisement or a circular by a Chartered Accountant, seeking work 

from professional colleagues on any basis whatsoever except as provided above 

would be in violation of this clause. 

Scope of 

representation 

u/s 140(4) of 

Companies Act, 

2013 

 Representation should not be used to secure needless publicity and soliciting for 

his continuance as an auditor.  

 However, it may set out in a dignified manner how he has been acting 

independently through his term of office and his willingness to continue as an 

auditor if reappointed by shareholders.  

Acceptance of 

original 

professional 

work  

 Acceptance of original work emanating from a client introduced by another 

member is not permitted.  

 However, if any professional work of such client comes to him directly, it should 

be his duty to ask the client that he should come through the other member 

dealing generally with his original work. 

Public 

Interviews 

 While giving any interview or otherwise furnishing details about themselves or 

their firms in public interviews or to the press or at any forum, the members 

should ensure that, it should not result in publicity.  

 Due care should be taken to ensure that such interviews or details about the 

members or their firms are not given in a manner highlighting their professional 

attainments.  

 Any detail which is given must, in addition to meeting the above requirements, 

be given only as a response to a specific question, and of factual nature only. 

Advertisements 

under Box 

Numbers 

Members/Firms are prohibited from inserting advertisements for soliciting clients 

or professional work under box numbers in the newspapers. 

Educational 

Videos 

While the videos of educational nature may be uploaded on the internet by members, 

no reference should be made to the Chartered Accountants Firm wherein the 

member is a partner/ proprietor. Further, it should not contain any contact details or 

website address. 

GUIDELINES FOR POSTING THE PARTICULARS ON WEBSITE 

The Chartered Accountants and/or CAs Firms would be free to create their own Website. The following 

stipulations will be applicable on such websites: 

1. No standard format of the Website is being given to provide independence to the Members.  

2. Ensure that their Websites are run on a “pull” model and not a “push” model of the technology to 

ensure that any person who wishes to locate the CA or CA firms would only have access to the 

information and the information should be provided only on the basis of specific “pull” request.  
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3. Ensure that none of the information contained in the Website be circulated on their own or through 

E-mail or by any other mode or technique except on a specific “pull” request.  

4. Soliciting people to visit the website by means of any circular or any other advertisement or any 

other material of any kind whatsoever is not permitted. However, website address may be 

mentioned on the professional stationery and email.  

5. The following information may be displayed on the Firms/Members’ Websites:  

(i) Member/Trade/Firm name.  

(ii) Year of establishment.  

(iii) Member/Firm’s address (both Head Office and Branches), tel. no(s), fax no(s) and email ID(s).  

(iv) Nature of services rendered (to be displayable only on specific “pull” request)  

(v) Partners details like name, year of qualification, other qualification(s), tel. no.(s), e-mail 

address, area of Experience (to be displayable only on specific “pull” request).  

(vi) Details of employees like name, designation, area of experience (to be displayable only on 

specific “pull” request)  

(vii) Job vacancies for the CA/firm of Chartered Accountants (including articleship).  

(viii) No. of articled assistants. (to be displayable only on specific “pull” request).  

(ix) Nature of assignments handled (to be displayable only on specific “pull” request).  

(x) Name of clients and fee charged cannot be given.  

Note: Disclosure of names of clients and/or fees charged, on the website is permissible only where it 

is required by a regulator, whether or not constituted under a statute, in India or outside India, 

provided that such disclosure is only to the extent of requirement of the regulator and is made only 

till such period that the member works under the purview of such Regulator/ such requirements of 

the Regulator are in force. Where such disclosure of names of clients and/or fees charged is made on 

the website, the member/ firm shall ensure that it is mentioned on the website [in italics], below 

such disclosure itself, that “This disclosure is in terms of the requirement of [name of the regulator] 

having jurisdiction in [name of the country/ area where such regulator has jurisdiction] vide [Rule/ 

Directive etc. under which the disclosure is required by the Regulator].  

6. Display of Passport style photograph is permitted.  

7. The members may include articles, professional information, bulletin boards, professional updation 

and other matters of larger importance or of professional interest on the website.  

8. Educational videos on topics of professional relevance are permissible.  

9. The chat rooms can be provided which permit chatting amongst members of the ICAI and between 

Firms and its clients. The confidentiality protocol would have to be observed.  

10. The Firms can provide document management facility with distinct log in and password facility to 

the clients to access copies of their documents on the Firm website.  

11. The Firm can provide link of its page on Social Networking site. However, the members should not 

solicit people to visit or like their respective page(s) on such social Networking site.  

12. The members/firms can provide on line advice to their clients who specifically request for the advice 

whether free of charge or on payment.  

13. The details in the Website should be so designed that it does not amount to soliciting client or 

professional work.  

14. The Website should ensure adequate secrecy of the matters of the clients handled through Website.  

15. No Advertisement in the nature of banner or any other nature will be permitted on the Website.  
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16. The Website should be befitting the profession of Chartered Accountants and should not contain any 

information or material which is unbecoming of a Chartered Accountant.  

17. The Website may provide a link to the Website of ICAI, its Regional Councils and Branches and also 

the Website of Govt./Govt. Departments/Regulatory authorities/other Professional Bodies.  

18. The Website address should be as near as possible to the individual name/trade name, firm name of 

the Chartered Accountant in practice or firm of Chartered Accountants in practice. But it should not 

amount to soliciting clients or professional work or advertisement of professional attainments or 

services. The Ethical Standards Board (ESB) of ICAI will decide in case there is any difficulty.  

19. The Website should mention the information which is not at material variance from the information 

as per the ICAI’s records. 

 

Important Questions 

Q. No. 25: Comment on the following with reference to the Chartered Accountants’ Act, 1949 and schedules 

thereto: A Partner of a firm of Chartered Accountants during a T.V. interview handed over a bio-

data of his firm to the Chairperson. Such bio-data detailed the standing with International firm 

and also his achievements and recognition as an expert in the field of Taxation. The bio-data was 

read out during the said interview.                                                   [Study Material – ICAI]                                                                                                            

HINT: Partner is guilty of professional misconduct under Clause 6 of Part I of the First Schedule to the 

Chartered Accountants Act, 1949. 

Q. No. 26: Mr. A, a newly qualified Chartered Accountant, started his practice and sought clients through 

telephone calls from his family and friends, almost all of them employed in one or the other retail 

trade business. One of his friends Mr. X gave him an idea to start online services and give stock 

certifications to traders with Cash Credit Limits in Banks. Mr. A started a website with colorful 

catchy designs and shared the website address on his all social media posts and stories and tagged 

30 traders of his local community with the caption “Easy Online Stock Certification Services”. 

Besides, Mr. A entered in an agreement with a Digital Marketer to give him 5% commission on 

each service procured through him. Discuss if the actions of Mr. A are valid in the light of the 

Professional Ethics and various pronouncements and guidelines issued by ICAI. 

[Study Material – ICAI] 

  HINT: Mr. A would be guilty of professional misconduct under Clause 6 of Part I of the First Schedule to 

the Chartered Accountants Act, 1949. 

Q. No. 27: Can a practicing CA be held guilty of professional misconduct under the following circumstance: Z, 

a Chartered Accountant wrote several letters to Government Department, pointing out seniority of 

his firm, sending his life sketch and stating that he had a glorious record of service to the country 

as well as to the organisation of accountancy profession with a view to get the audit work. 

                       [Nov. 03 (4 Marks)]  

HINT: Guilty of professional misconduct by virtue of clause 6 of Part I of First Schedule which prohibits a 

member in practice to solicits professional work by means of advertisement, circular, personal 

communication or roving enquiries, etc. 

Alternatively, answer may be based on Clause 7, Part I to First Schedule referring to advertisement 

of professional attainments.  

Q. No. 28: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: M/s XYZ, a firm of Chartered Accountants created a website “www.xyzindia.com”. The 

website besides containing details of the firm and bio-data of the partners also contains the 

photographs of all the partners of the firm. [Study Material – ICAI, May 05 (5 Marks)] 

HINT: M/s XYZ had complied with all the guidelines and there does not appear any violation of the 

Chartered Accountants Act, 1949 and its Regulations.   
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Q. No. 29: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. S, a Chartered Accountant published a book and gave his personal details as the 

author. These details also mentioned his professional experience and his present association as 

partner with M/s RST, a firm.   [Study Material – ICAI, Nov. 05 (5 Marks)] 

HINT: Mr. S has violated the restriction imposed under Clause 6 of Part I of First Schedule by mentioning 

the professional experience and hence held to be guilty of professional misconduct.  

Q. No. 30: Comment on the following with reference to the Chartered Accountants Act, 1949, Code of Ethics 

and Schedules to the Act: XYZ & Associates, a firm with 5 partners developed a website 

www.xyzassociates.com. The website also contained a link to “All India Chartered Accountants 

Association”, a voluntary association where X, a partner of the firm is currently the Vice-

president.                                                                                                                                              [May 06 (4 Marks)] 

HINT: As per guidelines issued by ICAI for development and contents of website, a website may provide 

a link to website of ICAI, its regional councils, branches and government departments and other 

professional bodies like AICPA, ICAEW etc. In the present case, website provide a link to the “All India 

Chartered Accountants Association” which is not permitted. Hence the firm is guilty of professional 

misconduct by virtue of Clause 6 of Part I of First Schedule. 

Q. No. 31: Comment on the following with reference to the Chartered Accountants Act, 1949, Code of Ethics 

and Schedules to the Act: M/s LMN, a firm of Chartered Accountants responded to a tender from a 

State Government for computerization of land revenue records. For this purpose, the firm also 

paid ₹50,000 as earnest deposit as part of the terms of the tender. 

[Study Material – ICAI, May 06 (4 Marks), MTP-Aug. 18, Jan. 21 – Old Syllabus (4 Marks)] 

 HINT: Clause 6 of Part I of First Schedule allows a practicing CA to respond to tenders. As per the 

guidelines w.r.t. responding to tenders, if a matter relates to any non-exclusive area, members can 

respond to any tender and are permitted to pay reasonable amount towards earnest money/security 

deposits.  

 In the present case, since computerisation of property records does not fall within exclusive areas for 

CAs, M/s LMN can respond to tenders as well as deposit Rs. 50,000 as earnest deposit and shall not have 

committed any professional misconduct. 

Q. No. 32: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: A CA in practice created his own website in attractive format and colours and circulated 

information contained in the website through E-mail.                                                      [May 07 (5 Marks)] 

Or 

Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto:  Mr. Brilliant, a chartered accountant in practice, created his own website in attractive 

format and highlighted the contents in blue colour. He also circulated the information contained 

in the website through E-mail to acknowledge public at large about his expertise. However, due to 

shortage of time, he could not intimate his website address to the Institute.   [RTP-May 18, May 19] 

HINT: Member would be held guilty of professional misconduct as circulation of information contained in 

the website through e-mail would amount to solicitation. However, no misconduct arises on his part 

towards failure to intimate the website address to the Institute.  

Q. No. 33: CA. S and CA. M are two partners of the CA firm ‘SM & Co. Being very pious, CA. S organised a 

religious ceremony at his home for which he instructed his printing agent to add his designation 

“Chartered Accountant” with his name in the invitation cards. Later on, the invitations were 

distributed to all the relatives, close friends and clients of both the partners.                 [RTP-Nov. 20]                 
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HINT: Using the designation “Chartered Accountant” in invitation cards is permitted under Guidelines 

issued in Clause 6 of Part I of First Schedule provided cards are distributed to relatives, close friends and 

clients of the concerned member. In the present case, invitations are also given to relatives, close friends 

and clients of partner also; hence misconduct arises on part of CA. S. 

Q. No. 34: Comment on the following with reference to the Chartered Accountants Act, 1949, and Schedules 

thereto: Mr. X, a CA in practice, provides part-time tutorship under the coaching organization of 

the Institute. On 30th June 2020, he was awarded ‘Best Faculty of the year’ as gratitude from the 

Institute. Later on, he posted his framed photograph on his website wherein he was receiving the 

said award from the Institute.                                                                                                                             

HINT: Mr. X will be guilty of professional misconduct as the guidelines for the website issued under 

Clause 6 of Part I of First Schedule, no photograph of any sort (except passport size photograph of 

member) is permitted to be displayed on website.  

Q. No. 35: Comment on the following with reference to the CA Act, 1949, and Schedules thereto: A special 

notice has been issued for a resolution at 6th AGM of F Ltd. providing expressly that CA. S shall not 

be re-appointed as an auditor of the company. Consequently, CA. S submitted a representation in 

writing to the company as provided under section 140(4)(iii) of the Companies Act, 2013. In the 

representation, CA. S incorporated his independent working as a professional throughout the 

term of office and also indicated his willingness to continue as an auditor if reappointed by the 

shareholders of the Company.                                                                                                                 [MTP-May 18]                                                               

  HINT: There is no misconduct on Part of CA. S as guidelines issued under Clause 6 of Part I of First 

Schedule allows a CA in practice to make the representation u/s 140(4) of Companies Act, 2013 which is 

not used by the auditor to secure needless publicity.  

Q. No. 36: Comment on the following with reference to the Chartered Accountants Act, 1949, and its 

Schedules to the Act: CA. N, in practice, started project consultancy work as a part of his practice 

and to advance the same, sent mail to all the CAs in the country informing them of his services and 

for securing professional work.                                                                                                                    

  HINT: There is no misconduct on Part of CA. N as exceptions to Clause 6 of Part I of First Schedule allows 

a CA in practice to secure professional work from another CA in practice.  

Q. No. 37: M/s LMN & Associates, a firm of Chartered Accountants responded to a tender issued exclusively 

for Chartered Accountants by an organisation in the area of tax audit. However, no minimum fee 

was prescribed in the tender document.                                                                                             [RTP-May 20]                                                                                       

  HINT: LMN & Associates shall be guilty of professional misconduct as responding to tenders in exclusive 

area in which minimum fees is not prescribed amounts to solicitation of work. 

Q. No. 38: Discuss the following with reference to the Chartered Accountants Act, 1949 and the schedules 

thereto: M/s XYZ a firm in practice develops a website “XYZ.com”. The colour chosen for the 

website was a very bright green and the website was to run on a “push” technology where the 

name of the partners of the firm and the major clients were to be displayed on the web site 

without any disclosure obligation from any regulator.                     [Study Material-ICAI, RTP-May 20]                                                 

  HINT: As per guidelines of ICAI in relation to development of website, there is no restriction on the use of 

colours. However, the website is required to run on a “pull” technology and not on “push” technology; and 

the name of clients and fees charged from them is not permitted to be appearing on the website unless 

required by any regulator. Hence the firm would be liable for professional misconduct.  

Q. No. 39: Give your comments with reference to the CA Act, 1949 and schedules thereto: An advertisement 

was published in a Newspaper containing the photograph of Mr. X, a member of the institute 

wherein he was congratulated on the occasion of the opening ceremony of his office.          

[Study Material – ICAI, Nov. 09 (4 Marks)] 

HINT: Mr. X would be guilty under Clause 6 of Part-I of the First Schedule to the Chartered Accountants 

Act, 1949 as advertisement in the newspaper amount to solicitation. 
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Q. No. 40: Give your comments with reference to the Chartered Accountants Act, and schedules thereto: Mr. 

X, a Chartered Accountant and the proprietor of X & Co., wrote several letters to the Assistant 

Registrar of Co-operative Societies stating that though his firm was on the panel of auditors, no 

audit work was allotted to the firm and further requested him to look into the matter. 

                             [Study Material – ICAI, Nov. 09 (4 Marks)] 

HINT: Mr. X would be held guilty under clause 6 of Part I of the Act, as roving inquiries for solicitation of 

work is not allowed. 

Q. No. 41: Comment with reference to the CA Act, 1949 & schedules thereto: PQR & Associates, Chartered 

Accountants have their website and on the letterhead of the firm it is mentioned that "Visit our 

website: www.pqr.com". In the website the nature of assignments handled, names of prominent 

clients and fees charged is also displayed.                                                  [Nov. 10 (4 Marks)] 

 HINT: PQR & Associates will be held guilty of Professional Misconduct under Clause 6 of Part I of First 

Schedule to the Chartered Accountants Act, 1949. The name of clients and fees charged from them is not 

permitted to be appearing on the website unless required by any regulator. 

Q. No. 42: Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. Sodhi, a Chartered Accountant in practice, who is proposed to be removed as the 

auditor of a company makes unsubstantiated and derogatory remarks against the management of 

the company in his representation u/s 140 of the Companies Act, 2013.                 [May 11 (4 Marks)]  

 HINT: In the present case, Mr. Sodhi is guilty of professional misconduct as he makes derogatory remarks 

against the management of the company. 

Q. No. 43: Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: A letter is sent by a Chartered Accountant in practice to the Ministry of Finance inquiring 

whether a panel of auditors is being maintained by the Ministry and if so to include his name in 

the panel (CV enclosed).                                                                        [May 11 (4 Marks)]  

Or 

A CA firm M/s GST & Associates, has sent a letter to the Goods and Service Tax Council stating that 

the firm has 2 partners who specialize in the law of Goods and Service Tax and asked the said 

Council to include their name in the panel, whenever formed, for providing advisory to the 

Chartered Accountants Act, 1949.                                                                                              [Nov. 17 (4 Marks)]                                                                                               

HINT: The member is guilty of misconduct in terms of the Clause 6, Part I of First schedule as he has 

solicited professional work from the Finance Ministry, by inquiring about the maintenance of the panel.  

Q. No. 44: Give your comments with reference to the CA Act, 1949 and Schedules thereto: M, a practicing 

Chartered Accountant sent a letter to another firm of Chartered Accountants, claiming himself to 

be a pioneer in liasoning with Central Government Ministries and its allied Departments for 

getting various Government clearances for which he had claimed to have expertise and had given 

a list of his existing clients and details of his staff etc.   [May 12 (4 Marks)] 

HINT: Mr. M was guilty of professional misconduct as per clause 6 of part I of First Schedule of the 

Chartered Accountants Act, 1949. 

Q. No. 45: Mr. Honest, a Chartered Accountant in practice, wrote two letters to M/s XY Chartered Accountants 

a firm of CA’s; requesting them to allot him some professional work. As he did not have a 

significant practice or clients he also wrote a letter to M/s ABC, a firm of Chartered Accountants 

for securing professional work. Mr. Clever, another CA, informed ICAI regarding Mr. Honest’s 

approach to secure the professional work. Is Mr. Honest wrong in soliciting professional work?  

 [Nov. 13 (4 Marks)] 

HINT: Mr. Honest is not wrong in soliciting professional work from another CA, hence there is no 

professional misconduct. 
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Q. No. 46: During the opening ceremony of a new branch office of CA. Young, his friend CA. Old introduced to 

CA. Young, his friend and client Mr. Rich, the owner of an Export House whose accounts had been 

audited by CA. Old for more than 15 years. After few days, Mr. Rich approached CA. Young and 

offered a certification work which hitherto had been done by CA. Old CA. Young undertook the 

work for a fee which was not less than fee charged by CA. Old in earlier period.  

Comment whether CA. Young had done any professional misconduct.  

[Nov. 18 – New Syllabus (5 Marks)] 

HINT: Acceptance of original professional work emanating from a client introduced by another member 

is not permitted. Mr. Young will be deemed guilty of professional misconduct under clause 6, Part I of 

First Schedule.  

Q. No. 47: Comment with reference to the Chartered Accountants Act, 1949 and schedules thereto: 

A special notice has been issued for a resolution at 3rd AGM of LED Ltd., providing expressly that 

CA. Anoop shall not be re-appointed as an auditor of the company. Consequently, CA. Anoop 

submitted a representation in writing to the company with a request to circulate to the members. 

In the detailed representation, CA. Anoop included the contributions made by him in 

strengthening the control procedures of the company during his association with the company 

and also indicated his willingness to continue as an auditor if reappointed by the shareholders of 

the company.                                                                                                        [Nov. 19 – New Syllabus (4 Marks)] 

HINT: Mr. Anoop will be guilty of professional misconduct under Clause (6) of Part I of the First Schedule 

to the Chartered Accountants Act, 1949, as including contributions made by him in strengthening the 

control procedures of the company, amounts to solicitation of work which is not permitted. 

Q. No. 48: M/s ABC & Co., a firm of Chartered Accountants responded to a tender from a State Government 

for appointment of GST Auditor wherein no minimum fee was prescribed. For this purpose, the 

Firm also paid ₹ 50,000 as earnest deposit as part of the terms of the tender. Comment on the 

above with reference to the Chartered Accountants Act, 1949, Code of Ethics and Schedules to the 

Act.                [Nov. 20 – Old Syllabus (5 Marks)] 

 HINT: Clause 6 of Part I of First Schedule allows a practicing CA to respond to tenders. As per the 

guidelines w.r.t. responding to tenders, if a matter relates to any non-exclusive area, members can 

respond to any tender and are permitted to pay reasonable amount towards earnest money/security 

deposits.  

 In the present case, since GST audit does not fall within exclusive areas for CAs, M/s ABC & Co. can 

respond to tenders as well as deposit ₹ 50,000 as earnest deposit and shall not have committed any 

professional misconduct. 

Q. No. 49: Comment with reference to the Chartered Accountants Act, 1949 and schedules thereto: Mr. 

Vineet, a chartered accountant in practice, created his own website in attractive format and 

highlighted the contents in purple colour. The website also displayed the nature of assignments 

handled along with the names of clients without such requirement from any of the regulator. He 

also circulated the information contained in the website through e-mail to acknowledge public at 

large about his expertise. However, he did not intimate his website address to the Institute. 

[Nov. 20 – New Syllabus (4 Marks)] 

HINT: Mr. Vineet is guilty of professional misconduct under Clause 6 of Part I of First Schedule as name of 

clients are displayed on the website without any requirement of regulator, and website information is 

circulated through e-mail. 
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Clause 7 A CA in Practice shall be deemed to be guilty of professional 

Misconduct if he: 

 Advertises his professional attainments or services,  

or 

 uses any designation or expressions other than the 

Chartered Accountant on professional documents, visiting 

cards, letter heads or sign boards.  

However, recognized degree of university or title indicating 

membership of ICAI or other recognized institution may be used. 

A member in practice may advertise through a write up, setting 

out the services provided by him or his firm and particulars of his 

firm subject to such guidelines as may be issued by the Council. 

This clause prohibits advertising 

of professional attainments or 

services of a member and 

restrains a member from using a 

designation other than that of a 

CA on professional documents. 

GUIDELINES FOR ADVERTISEMENT 

(a) Advertisement through write–up: is allowed subject to guidelines issued by the Council. (For 

detailed guidelines refer topic 5.18). 

(b) Other Designations:  

 Use of words like income-tax consultant, corporate lawyer, cost consultant or management 

consultant is not allowed. 

 Use of designation like ‘Member of Parliament’, etc. in addition to that of Chartered Accountant 

is not permissible. 

 A member empanelled as Insolvency Professional or Registered Valuer can mention “Insolvency 

Professional” or “Registered Valuer” respectively on his visiting card and letter head. 

(c) Permission to mention qualifications of certain Institutions: The members are permitted to 

mention a title on their visiting cards to indicate membership of a foreign Institute of Accountancy, 

which has been recognised by the Council e.g. South African Institute of Chartered Accountants 

(SAICA), Institute of Certified Public Accountants (CPA Ireland) and ICAEW. 

(d) Date of Setting up of practice: The date of setting up the practice by a member or the date of 

establishment of the firm on the letter heads and other professional documents etc. should not be 

mentioned. 

(e) Practice as Advocate: Persons eligible otherwise, subject to permission may practice as advocates 

but can’t use designation “Chartered Accountant” and “Advocate” simultaneously. 

(f) Practice as Company Secretary/Cost Management Accountant: Members of the Institute in 

practice who are otherwise eligible may also practice as Company Secretaries and/or Cost 

Management Accountants. 

Such members shall, however, not use designation/s of the aforesaid Institute/s simultaneously 

with the designation “Chartered Accountant”.  

It is clarified that in the event of the permission being granted to a member in practice to also hold 

COP of sister Institute(s)/Bar Council, such a member be treated as a member in full-time practice. 

(g) Mention of Firm name except on Professional Documents: It is not proper to use the designation 

‘Chartered Accountant’ except on professional documents, visiting cards, letter heads or sign boards. 

(h) Notice in the Press relating to the Success in an Examination: Notice in the press relating to the 

success in an examination of an individual candidate, should not contain any element of undesirable 

publicity either in relation to the articled/audit assistant or an employee or the member or the firm 

with whom he was served. 
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(i) Reports and Certificates: It is incumbent upon members to ensure that the extent and manner of 

publication of certificates are limited to what is necessary to enable the report or certificate to serve 

its proper purpose. The members may however note that they should use letterhead of their Firm 

for issuing reports and certificates. 

(j) Appearance of Chartered Accountants on Electronic Media (including Internet): Members may 

appear on television, films and Internet and agree to broadcast in the Radio or give lectures at 

forums and may give their names and describe themselves as Chartered Accountants.  

Special qualifications or specialised knowledge directly relevant to the subject matter of the 

programme may also be given.  

Firm name may also be mentioned, however, any exaggerated claim or any kind of comparison is not 

permissible. 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.  

(k) Important Appointments or views of Public Importance: Publicity is permitted for appointments 

to positions of local or national importance or for the views of members on matters of similar 

importance. Mention of the membership of the Institute is desirable in such cases. However, 

reference to the professional firm of the member should not be given. 

(l) Organising Training Courses, Seminars etc. for his staff: A Chartered Accountant in practice 

holding training courses, seminars etc. for his staff may also invite the staff of other Chartered 

Accountants and clients to attend the same. However, undue prominence should not be given to the 

name of the Chartered Accountant in any booklet or document issued in connection therewith. 

(m) Writing Articles or Letters to the Press: Members writing articles or letters to the Press on 

subjects connected with the profession may give their names and use the description Chartered 

Accountants. 

(n) Size of Sign Board: With regard to the size of sign board for his office that a member can put up, it is 

a matter in which the members should exercise their own discretion and good taste while keeping in 

mind the appropriate visibility and illumination (limited to the sake of visibility). 

However, use of glow signs or lights on large-sized boards as is used by traders or shop-keepers is 

not permissible.  

A member can have a name board at the place of his residence with the designation of a Chartered 

Accountant, provided it is a name plate or name board of an individual member and not of the firm. 

(o) Public Announcements with details of Directors: Name of CA acting as director in the company is 

permissible to appear in the prospectus of the company, however descriptions regarding his 

expertise, specialisation and knowledge in any particular field is not permitted.   

It is advisable for a member that as soon as he is appointed as a director on the Board of a Company, 

he should specifically invite the attention of the management of the Company to the aforesaid 

provisions and should request that before any such prospectus or public announcements or public 

communication mentioning the name of the member concerned, is issued, the material pertaining to 

the member concerned should, as far as practicable be got approved by him. 

(p) Network Firms and Networking Guidelines: Refer topic 5.17. 

(q) Use of logo: Use of logo/monogram of any kind/form/style/design/colour etc. whatsoever on any 

display material or media e.g. paper stationery, documents, visiting cards, magnetic devices, 

internet, sign board, be prohibited.  

(r) Common CA Logo: Common logo is prescribed by ICAI. Any other logo is not permissible. Use of CA 

logo in the stamp is permissible, subject to CA logo guidelines. For details refer topic 5.18. 
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IMPORTANT QUESTIONS 

Q. No. 50: Discuss whether the following action by a Chartered Accountant would amount to misconduct or 

not: A practising Chartered Accountant uses a visiting card in which he designates himself, besides 

as Chartered Accountant, as 

 (a) Tax Consultant 

  (b) Cost Accountant.                                                                                       [Study Material-ICAI, MTP-Aug.18]                                                                                                                                               

 HINT: Refer Clause 7 of Part I of First Schedule read with Sec. 7. 

  Members are not permitted to use designation of Tax Consultant.  

  Members are permitted to use letters indicating membership of the Institute of Cost Accountants of India 

but not the designation “Cost Accountant”. 

Q. No. 51: Is there any misconduct on the part of a Chartered Accountant in the following circumstances: The 

offer document of a listed company in which Mr. D, a practising Chartered Accountant is a director 

mentions the name of Mr. D as a director along with his various professional attainments and 

spheres of specialisation.                 [Study Material-ICAI]                                                                                                                               

 HINT: Refer Clauses 6 & 7 of Part I of First schedule. If a public Company, in which a CA in practice is a 

Director issues a prospectus or gives any announcement that gives descriptions about the CA’s expertise, 

specialization and knowledge in any particular field, it will attract professional misconduct under clauses 

6 & 7. In the given case, the CA is guilty of professional misconduct. 

Q. No. 52: Comment on the following with reference to the Chartered Accountants Act, 1949, Code of Ethics 

and Schedules to the Act: B, a Chartered Accountant in practice is a partner in 3 firms. While 

printing his personal letter heads, B gave the names of all the firms in which he is a partner.               

[Study material – ICAI, June 09 (4 Marks)] 

Or 

Mr. Adnan, a Chartered Accountant in practice, is a partner of 4 firms. While printing his personal 

letter heads, Mr. Adnan gave the names of all the firms in which he is a partner. Comment.     

[Nov. 15 (4 Marks)] 

HINT: There is no restriction as to mentioning of firm’s name on personal letter heads under Clause 7 of 

Part I of First Schedule, hence Mr. B (Adnan) is not guilty of any professional misconduct. 

Q. No. 53:  Give your comments with reference to Chartered Accountants Act, 1949 and schedules thereto: 

Mr. B, a practicing Chartered Accountant as well as a qualified lawyer, was permitted by the bar 

council to practice as a lawyer also. He printed his visiting card where he mentioned his 

designation as Chartered Accountant and Advocate.  [May 13 (4 Marks)] 

HINT: Mr. B is guilty of professional misconduct due to simultaneous use of designation as Chartered 

Accountant and Advocate.  

Q. No. 54: Mr. Nigal, a Chartered Accountant in practice, delivered a speech in the national conference 

organized by the Ministry of Textiles. While delivering the speech, he told to the audience that he 

is a management expert and his firm provides services of taxation and audit at reasonable rates. 

He also requested the audience to approach his firm of chartered accountants for these services 

and at the request of audience he also distributed his business cards and telephone number of his 

firm to those in the audience. Comment.        [Study Material – ICAI, Nov. 13 (4 Marks), MTP-Oct. 19] 

 HINT: Mr. Nigal will be held guilty of professional misconduct under Clauses 6 & 7 of Part I of First 

Schedule to the CA Act 1949, due to solicitation of professional work and advertisement of services 

rendered by his firm. 
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Q. No. 55: Comment with respect to Chartered Accountant Act, 1949: Mr. SP, a Chartered Accountant obtains 

registration as category IV merchant banker under the SEBI’s Rules and Regulations and act as 

Advisor to a capital issue of MB Co. Ltd. He designated himself under the caption “Merchant 

banker” in client offer documents and ‘Advisor to issue’ in his own letterheads, visiting cards and 

professional documents.                                                                                                                  [May 15 (4 Marks)] 

 HINT: Guilty of Professional Misconduct under Clause 7 of Part I of First Schedule due to use of 

designation other than Chartered Accountant. 

Q. No. 56: Mr. M, a chartered accountant in practice, has printed visiting cards which besides other details 

also carries a Quick Response (QR) code. The visiting card as well the QR code contains his name, 

office and residential address, contact details, e-mail id and name of the firm’s website. Comment 

with reference to the Chartered Accountants Act, 1949 and schedules thereto.        

[May 17 (4 Marks), MTP-Aug. 18, RTP-May 19] 

 HINT: No misconduct arises on part of Mr. M in get the visiting cards printed which contains his name, 

address, contact details, e-mail id and name of the firm website. Also, no misconduct arises in printing QR 

code on visiting card if it does not contain any information that is not otherwise permissible to be printed 

on visiting card. 

Q. No. 57: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: A Chartered Accountant in practice, empanelled as IP (Insolvency Professional) has 

mentioned the same on his visiting cards, letter heads and other communications also. Mr. A, who 

is residing in his neighbourhood has filed a complaint for professional misconduct against the said 

member for such mention of insolvency professional on circulations.                                    

[RTP-Nov. 18, May 19 – Old Syllabus (4 Marks)] 

HINT: Refer Clause 7 of Part I of First Schedule. No misconduct arises as 'Insolvency Professional' is a title 

recognised by the Central Government.   

Q. No. 58: Comment with the reference to the Chartered Accountants Act, 1949 and schedules thereto: R, a 

practicing Chartered Accountant, is a Director in X Ltd; a Public Company. The prospectus of X Ltd. 

mentions the name of Mr. R as a director along with his various professional attainments, his 

areas of specialization and expertise in the fields of international taxation. 

[Nov. 18-Old Syllabus (4 Marks)] 

HINT: Name of CA acting as director in the company is permissible to appear in the prospectus of the 

company, however descriptions regarding his expertise, specialisation and knowledge in any particular 

field is not permitted.  Hence Mr. R will be deemed to be guilty of professional misconduct under Clause 7, 

Part I of First Schedule.  

 

Clause 8 A member in practice shall be deemed to be guilty of professional 

misconduct if he 

 accept a position as Auditor  

 previously held by another chartered accountant or certified 

auditor without  

 first communicating with him  

 in writing.  

This clause enables a 

member to know the reasons 

for the change, in order to 

safeguard his own interest, 

public interest and to ensure 

independence. 

Points to remember 

(a) Professional reasons for not accepting Audit: 

(i) Non-compliance of provisions of Sec. 139 and 140 of Companies Act, 2013. 
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(ii) Non-payment of undisputed audit fee (except sick unit). Provision for Audit fees in accounts 

signed by auditor and the client shall be considered as undisputed.  

(iii) Issuance of a qualified Report. 

In first two cases, acceptance of audit amounts to professional misconduct. In (iii) case, member 

may accept audit if he thinks that attitude of retiring auditor wasn’t proper and justified. But if the 

report was qualified for good and valid reasons, non-acceptance of audit would be a healthy 

practice. 

(b) Fees pending due to non-availability of Previous Auditor: Where the Previous Auditor is not 

available for accepting payment of undisputed audit fees, and it is not otherwise possible to 

transfer the payment to him electronically, the Incoming Auditor may advise the client to purchase 

Demand Draft of the amount equivalent to undisputed Audit Fees of retiring auditor, and may 

accept the Audit assignment after verifying the same.  

(c) Course of action in case of change of Auditorship: The object of the incoming auditor, in 

communicating with the retiring auditor is to ascertain from him whether there are any 

circumstances which warrant him not to accept the appointment.  

(d) Duty of Retiring Auditor: On the request of the Incoming Auditor to the retiring auditor for 

providing known information regarding any facts or other information of which, in the opinion of 

the retiring auditor, the Incoming auditor needs to be aware before deciding whether to accept the 

engagement, the retiring auditor shall provide the information diligently.  

(e) Positive Evidence of Delivery required: Members should communicate with a retiring auditor in 

such a manner as to retain in their hands positive evidence of the delivery of the communication to 

the addressee. In the opinion of the Council, the following would in the normal course provide such 

evidence: 

 Communication by a letter sent through “Registered Acknowledgement due”, or  

 By hand against a written acknowledgement, or  

 Acknowledgement of the communication from retiring auditor’s vide email address registered 

with the Institute or his last known official email address, or  

 Unique Identification Number (UDIN) generated on UDIN portal (subject to separate guidelines 

to be issued by the Council in this regard) 

(f) Certificate of Posting not a conclusive proof of communication: Mere posting of a letter under 

certificate of posting is not sufficient to establish communication. 

(g) Premises found Locked: The communication received back by the Incoming Auditor with “Office 

found Locked” written on the Acknowledgement Due shall be deemed as having been delivered to 

the retiring auditor. 

(h) Firm not found at the given Registered address: If the Communication sent by the Incoming 

auditor is received back with remarks “No such office exists at this address”, and the address of 

communication is the same as registered with the Institute on the date of dispatch, the letter will 

be deemed to be delivered, unless the retiring auditor proves that it was not really served and that 

he was not responsible for such non-service. 

(i) Special Audit under Income Tax Act, 1961: It would be a healthy practice if a Tax Auditor 

appointed for conducting special audit under the Income Tax Act, 1961 communicates with the 

member who has conducted the Statutory Audit.  

(j) Communication required for all kinds of audit: The requirement for communicating with the 

previous auditor being a Chartered Accountant in practice would apply to all types of Audit viz., 

Statutory Audit, Tax Audit, GST Audit, Internal Audit, Concurrent Audit or any other kind of audit.  
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(k) Communication in case of Assignments done by other professionals: A Communication is 

mandatorily required for all types of Audit/Report where the previous auditor is a Chartered 

Accountant. In case of assignments done by other professionals not being Chartered Accountants, it 

would also be a healthy practice to communicate.  

(l) Lack of time in acceptance of Government Audits: Although the mandatory requirement of 

communication with previous auditor being Chartered Accountant applies, in uniform manner, to 

audits of both government and Non-Government entities, yet in the case of audit of government 

Companies/ banks or their branches, if the appointment is made well in time to enable the 

obligation cast under this clause to be fulfilled, such obligation must be complied with before 

accepting the audit. However, in case the time schedule given for the assignment is such that there 

is no time to wait for the reply from the outgoing auditor, the incoming auditor may give a 

conditional acceptance of the appointment and commence the work which needs to be attended to 

immediately after he has sent the communication to the previous auditor in accordance with this 

clause. In his acceptance letter, he should make clear to the client that his acceptance of 

appointment is subject to professional objections, if any, from the previous auditors and that he 

will decide about his final acceptance after taking into account the information received from the 

previous auditor.  

 

Important Questions 

Q. No. 59: Mr. X a chartered Accountant accepted his appointment as tax auditor of a firm under Sec. 44AB of 

the Income Tax Act and commenced the tax audit within two days of his appointment since the 

client was in a hurry to file return of income before the due date. After commencing the audit, Mr. 

X realised his mistake of accepting this tax audit without sending any communication to the 

previous tax auditor. In order to rectify his mistake, before signing the tax audit report, he sent a 

registered post to the previous auditor and obtained the postal acknowledgement. Will Mr. X be 

held guilty under the CA Act?                             [Study Material – ICAI]                                                                                                                                                

  HINT: Guilty by virtue of clause 8 of Part I of First Schedule as communication to previous auditor is 

required before commencement of audit.  

Q. No. 60: Can a practicing Chartered Accountant be held guilty of professional misconduct under the 

following circumstance: W, a Chartered Accountant has sent letters under certificate of posting to 

the previous auditor informing him about his appointment as an auditor before the 

commencement of audit by him.                    [Study Material – ICAI]                                                                                                                                 

  HINT: Guilty of professional misconduct by virtue of clause 8 of Part I of first schedule in accordance with 

which communication need to be sent “Registered Post Acknowledgement Due (RPAD)” or by “hand 

against a written acknowledgement”.    

Q. No. 61: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: BC & Co, a firm of Chartered Accountants, accepted an assignment for audit under State 

GST Act, without any prior communication with the previous auditor.                              

 HINT: BC & Co., the firm is guilty of professional misconduct due to non- compliance of requirement as 

stated in Clause 8 of Part I of First Schedule.    

Q. No. 62: M/s CD & Co., a firm of Chartered Accountants, accepted an assignment for audit under State level 

GST Act and communicated the same over phone to the previous auditor, M/s AB & Co., Chartered 

Accountants. Comment.                                                                                                                             

 HINT: Guilty of professional misconduct by virtue of clause 8 of Part I of first schedule, as Incoming 

auditor is required to sent his communication by RPAD or by hand against an acknowledgement in 

writing. Mere communication over phone is not sufficient to establish written communication. 



Chapter 5                            Professional Ethics 

5.40 

Q. No. 63: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. B was appointed as auditor of XYZ Ltd. in place of Mr. A. Mr. B had send a letter of 

communication to Mr. A under certificate of posting and proceeds to conduct the audit. A makes a 

complaint to the Institute on the basis of non-receipt of communication.                                                                                                                       

 HINT: Guilty of professional misconduct by virtue of clause 8 of Part I of first schedule, as incoming 

auditor is required to sent his communication by Registered post acknowledgement due or by hand 

against an acknowledgement in writing. Mere posting of a letter under certificate of posting is not 

sufficient to establish communication. 

Q. No. 64: Comment on the following with reference to the Chartered Accountants Act, 1949 and its 

Schedules: CA. T, in practice, was appointed to carry out internal audit of a stock broker, listed 

with BSE. However, he failed to intimate his appointment to the statutory auditors of the company. 

The statutory auditor feels this is violation of professional ethics.                                  [MTP-March 19]                     

  HINT: There is no violation of professional ethics as Clause 8 of Part I of First schedule applies in case of 

replacement positions and not in case of parallel positions.  

 

Clause 9 A CA in practice shall be deemed to be guilty of professional 

misconduct if he- 

 accepts an appointment as auditor of a company,  

 without ascertaining whether requirements of Sec. 225 of 

Companies Act, 1956 (Sec. 139 & 140 of Companies Act 2013 read 

with Sec. 141),  

 in respect of such appointment have been duly complied with. 

The purpose of this clause 

is to ensure that no 

shareholder or retiring 

auditor may, at a later day, 

challenge the validity of 

such appointment.  

Note: Details as to Sec. 139 and 140 are covered in Chapter 6.   

 

Important Questions 

Q. No. 65: Can a practicing Chartered Accountant be held guilty of professional misconduct under the 

following circumstance: P, a Chartered Accountant had accepted appointment as an auditor of QRS 

Company limited without ascertaining from the company whether the requirements of Sec. 139 

and 140 of the Companies Act, 2013 had been complied with. However, he realised this defect only 

after acceptance.                

HINT: P will be held to be guilty of professional misconduct under clause 9 of Part I of First Schedule to 

the Chartered Accountants Act, 1949. Realisation of defect subsequent to acceptance of audit is 

immaterial.  

Q. No. 66: Comment on the following with reference to the C. A. Act, 1949 and schedules there to: CA X was 

appointed as the Auditor of ABC Ltd. for 2020-21. Since he declined to accept the appointment, the 

Board of Directors appointed CA Y as the auditor in the place of CA X, which was also accepted by 

CA Y.                                                                                                            [Study Material – ICAI, Nov. 08 (4 Marks)] 

 HINT: CA. Y is guilty of professional misconduct as per Clause 9 of Part I of the First Schedule as he 

accepted the appointment without verification of statutory requirements of Sec. 139 of Companies Act, 

2013. 
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Q. No. 67: Comment with reference to the Chartered Accountants Act, 1949 and Schedules thereto: P, a 

Chartered Accountant in practice, accepts appointment as statutory auditor for LMN Pvt. Ltd. Q, 

brother of P has substantial interest in LMN Pvt. Ltd.                         [May 09 (5 Marks)] 

 HINT: Guilty of professional misconduct under Clause 9 of Part I of First Schedule due to accepting 

appointment as statutory auditor of the entity in which his relative is having substantial interest.  

Q. No. 68: XYZ Ltd. appoints you as the auditor of the company. You observe that previous auditor’s A & Co., 

resigned. Also Balance Sheet as at 31-03-2020 shows an audit fee payable of ₹ 25,000. What 

precautions you will take before commencing the audit work?                                 [Nov. 10 (4 Marks)]                                                 

HINT: Ensure compliance of Section 139 and 140 of Companies Act, 2013 and clause 8 and 9 of Part I of 

First Schedule of Chartered Accountant Act, 1949. 

Q. No. 69: Give your comments with reference to the Companies Act, 2013 and the CA Act, 1949 and 

Schedules thereto: Mr. A has been appointed statutory auditor of a private limited company where 

his spouses’ sister’ husband is having 75% ownership.         [Nov. 12 (4 Marks)] 

 HINT: Mr. A is qualified to be appointed as auditor, as spouse sister husband is not covered within the 

definition of term relative under the provisions of Companies Act, 2013, hence no professional 

misconduct arises. 

 

Clause 10 A CA in Practice shall be deemed to be guilty of professional misconduct 

if he -  

 Charges or offers to charge,  

 accepts or offers to accept  

 in respect of any professional employment,  

 fee which is based on a %age of profits or  

 which are contingent upon findings, or results of such employment,  

 except as permitted under regulations.  

This clause tries to 

ensure ethical 

standards, integrity and 

independence of 

profession.  

Points to remember 

 Fees will not be treated as contingent if fixed by a court or other public authority. 

 Regulation 192 (Restriction on Fees): In respect of below mentioned cases fees may be fixed as 

specified below: 

(a) In the case of receiver or liquidator: on the basis of %age of realisation or disbursement of 

assets. 

(b) In the case of co-operative society: on the basis of %age of paid up capital or working capital 

or gross/net income or profits.  

(c) In the case of valuer for purposes of direct taxes and duties: on the basis of %age of value of 

property valued. 

(d) In the case of management consultancy services:  on the basis of %age which may be 

contingent upon the findings, or results of such work; 

(e) In the case of certain fund-raising services: on the basis of a %age of the fund raised; 

(f) In the case of debt recovery services: on the basis of %age of the debt recovered; 

(g) In the case of services related to cost optimization: on the basis of %age of benefit derived; 

and 

(h) Any other service or audit: as may be decided by the Council. Following activities have been 

decided by the Council for this clause: (i) Acting as Insolvency Professional (ii) Non-Assurance 

Services to Non-Audit Clients 
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IMPORTANT QUESTIONS 

Q. No. 70: Comment with reference to the CA Act, 1949 and schedules thereto: CA D, a Chartered Accountant 

prepared a project report for one of his clients to obtain bank finance (long-term) of Rs. 50 lakhs 

from a Commercial Bank. Consequent to the sanction of the loan by the bank CA. D raised a bill for 

his services @ 2% of the loan sanctioned.         [Nov. 08 (4 Marks)] 

  HINT: Charging fees on a %age basis amounts to misconduct under Clause 10 of Part I of First Schedule 

except as permitted under regulation 192. Mr. D is guilty of professional misconduct as he charges fees on 

a %age basis. 

Note: It is assumed that Bank finance is not covered within the meaning of Fund raising service.  

Q. No. 71: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: An auditor of a cooperative society has agreed to charge fees @ 5% of the profits of the 

society.                      

HINT: Audit of Co-operative society is included in the exceptions stated in regulation 192, the auditor is 

not guilty of any professional misconduct.           

Q. No. 72: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: PQR Pvt Ltd. approached CA. Whai, a Chartered Accountant in Practice, for debt recovery 

services. CA Whai accepted the work and insisted for fees to be based on 2% of the debt recovered.  

[RTP-May 20] 

HINT: No misconduct arises as charging fees in case of debt recovery services on the basis of percentage 

of the debt recovered is permitted under Regulation 192.  

Q. No. 73: Comment with respect to Chartered Accountant Act, 1949: Mr. P a practicing Chartered 

Accountant acting as liquidator of AB & Co. charged his professional fees on percentage of the 

realization of assets.                                                                                           [May 15 (4 Marks)] 

 HINT: No Misconduct on part of Mr. P under Clause 10 of Part I to First schedule as charging fees as a 

percentage of realisation of assets while acting as a liquidator is permitted by Regulation 192.       

Q. No. 74: Efficient Ltd. is running into loses and in order to optimize resource utilization and cost reduction, 

approaches you to carry out the assignment and offers a fee of 5% of benefits derived from the 

suggestions made by you. Comment with respect to Chartered Accountants Act, 1949 and 

Regulations there to.                                                                                           [May 18 – Old Syllabus (4 Marks)] 

 HINT: No Misconduct arises under Clause 10 of Part I to First schedule as charging fees as a percentage of 

benefits received in case of cost optimisation services is permitted by Regulation 192.       

 

Clause 11 A CA in practice shall be deemed to be guilty of professional misconduct 

if he 

 engages in any Business or occupation  

 other than the profession of chartered accountant 

 unless permitted by Council so to engage. 

Note: However, a member may become director (not being M.D. or 

Whole-time director) in a company provided he or any of his partner is 

not interested in such company as an auditor. 

The purpose of this 

clause is to ensure that 

a member in practice 

should not involve in 

other business to take 

advantage for his 

practice indirectly.  

Points to remember 

(a) Regulation 190A: A CA in practice is not entitled to engage in any other business or occupation 

other than the profession of accountancy except with the permission of the Council. Accordingly, 

the various occupations have been specified for which general permission is granted and the 

occupations for which specific and prior approval of council is required. 



Professional Ethics                                                             Chapter 5 

5.43 

Occupations for which permission has been granted generally: 

1. Employment under C.A. in practice or firms of such CAs. 

2. Private tutorship. 

3. Authorship of Books/Articles. 

4. Holding of Life Insurance Agency license for limited purpose of Renewal Commission. 

5. Attending class and appearing for any exams. 

6. Holding of public elective offices such as MP or MLA. 

7. Honorary office of charitable – educational or other non-commercial institute. 

8. Notary public, Justice of peace, Special Executive Magistrate and like.  

9. Part time tutorship under coaching organization of institute. 

10. Valuation of paper, acting as paper setter, head-examiner or moderator for any exam.  

11. Editorship of professional journal. 

12. Acting as Surveyor/Loss Assessor under Insurance Act. 

13. Acting as Recovery Consultant in the Banking Sector. 

14. Owning agricultural land and carrying out agricultural activity. 

Occupations for which specific and Prior approval is required: 

1. Full time/Part time employment in Business concerns provided he/his relative do not hold 

substantial interest in such concerns. The Term relative means Husband, wife, brother or 

sister or any lineal ascendant or descendent.  

2. Full time/Part time employment in non-business concern.  

3. Office of Managing Director/Whole-time Director of a body corporate provided that the 

member and/or any of his relatives do not hold substantial interest in such concern. 

4. Interest in family business concerns. 

5. Interest in any educational institute. 

6. Part time/Full time lectureship for courses other than ICAI Examinations. 

7. Part time/Full time tutorship under any educational institution other than coaching 

organisation of institute. 

8. Editorship of journals other than professional journals. 

9. Any other Business/Occupation for which Executive Committee considers that permission 

may be granted.  

(b) Acquiring interest in family business: A member of the Institute can acquire interest in family 

business in any of the following manner:  

(i) as a proprietary firm  

(ii) as a partnership firm  

(iii) in the name and style of Hindu Undivided Family as its Karta or a member.  

It would be necessary for the members to provide evidence that interest in the family business 

concern devolved on him as a result of inheritance/succession/partition of the family business. It is 

also necessary for the member to show that he was not actively engaged in carrying on the said 

business and that the family business concern in question was not created by himself. 

(c) General permission (for private tutorship, and part-time tutorship under Coaching 

organization of the Institute) and specific permission (for part-time or full time tutorship 

under any educational institution other than Coaching organization of the Institute) is 

subject to the condition that the direct teaching hours devoted to such activities taken together 

should not exceed 25 hours in a week in order to be able to undertake attest functions. 
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IMPORTANT QUESTIONS 

Q. No. 75: A Chartered Accountant holding certificate of practice and having four articled clerks registered 

under him accepts appointment as a full-time lecturer in a college. Also he becomes a partner with 

his brother in a business. Examine his conduct in the light of Chartered Accountants Act, 1949 and 

the regulations thereunder.                     [Study Material – ICAI]                                                                                                                                                                     

 HINT: Guilty of professional misconduct by virtue of Clause 11 of Part I of First Schedule. 

Q. No. 76:  Mr. J started his practice as Chartered Accountant in 2013. During 2020, he got an offer for the 

post of Chief Accountant of a Software Development Company, as a fulltime employee for a salary 

of ₹ 60,000 p.m. On accepting the offer, Mr. J converted his practice into a partnership firm by 

taking a fresh Chartered Accountant as his partner. Mr. J neither intimated the Institute nor 

obtained permission from the Institute about his employment. Will Mr. J be held guilty under the 

CA Act?  

 HINT: Guilty of professional misconduct by virtue of Clause 11 of Part I of First schedule, as he has 

accepted the employment in addition to the practice without obtaining permission of the Institute.     

Q. No. 77: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto:  Mr. J.J. a practicing Chartered Accountant engages himself as part time finance manager 

of Quick Return Securities Ltd. He is of the view that as both functions are independent, he need 

not take permission from the Institute.                                                                                                       

HINT: Guilty of professional misconduct by virtue of Clause 11 of Part I of First schedule, as he has 

accepted the employment in addition to the practice without obtaining permission of the Institute.     

Q. No. 78: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: A CA in practice takes up the appointment as managing director of a public limited 

company.     

HINT: Appointment requires prior and specific approval from Council. In absence of such approval, 

member will be held to be guilty of professional misconduct (by virtue of clause 11 of Part I of First 

Schedule and Regulation 190A), otherwise not. 

Q. No. 79: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: M, a Chartered Accountant in practice, is the Statutory Auditor of S Ltd. for the year ended 

31st March 2021. In January 2021, he was appointed as a Director in H Ltd., which is the holding 

Company of S Ltd.  

HINT: Auditor of a subsidiary should not accept the position as a director in holding company as it might 

affect his independence. 

Q. No. 80: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto Mr. A, a Chartered Accountant in practice has been appointed editor of a monthly journal 

which analyses performance of the Stock Market and Mutual Fund Schemes.                                                                                        

HINT: Clause 11 permits editorship of professional journals, but in the instant case journal related to 

performance analysis of stock market and mutual fund schemes cannot be treated as professional journal 

hence, Mr. A would be held guilty of professional misconduct by virtue of Clause 11 of Part I of First 

Schedule.   

Q. No. 81: Comment on the following with reference to the Chartered Accountants Act, 1949, and Schedules 

thereto: CA. Sufi is practicing since 2008 in the field of company auditing. Due to his good practical 

knowledge, he was offered editorship of a ‘Company Audit’ Journal which he accepted. However, 

he did not take any permission from the council regarding such editorship.                    [RTP-Nov. 20] 

HINT: Clause 11 permits editorship of professional journals; hence no misconduct arises on part of Mr. S.  
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Q. No. 82: CA. Preeti is a leading Income Tax Practitioner in Delhi. She is very much fond of cooking. Due to 

this passion of her, she also wrote a cookery book “Delight your tummy” during the year. But, she 

didn’t take any permission from the Council of the Institute for engaging herself into authorship of 

such book. Comment.                                                                                                                               

HINT: Clause 11 permits authorship of any book, hence no misconduct arises on part of CA. Preeti.  

Q. No. 83: Give your comments with reference to CA Act and schedules thereto: Mr. A, a practicing CA, took 

over as the executive Chairman of a software company on 01.04.2020. On 10.04.2020 he applied to 

the council for permission.   [Study Material – ICAI, May 10 (4 Marks), MTP-May 18] 

HINT: Mr. A is guilty of professional misconduct in terms of Clause 11 of Part I of First Schedule of the 

Chartered Accountants Act, 1949, as he accepted the employment without obtaining permission from 

Council. 

Q. No. 84:  Give your comments with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. B is a practising Chartered Accountant holding a valid certificate of practice. He 

accepted the appointment as Director of the Green WorId Co. Ltd. Mr. C, a partner of Mr. B is 

statutory auditor of the said company.     [Nov. 10 (4 Marks)] 

HINT: Mr. B will be held for Professional Misconduct under Clause 11 of Part 1 of First Schedule to the 

Chartered Accountants Act, 1949. 

Mr. C, a partner of Mr. B, should vacate the office as per requirement of Sec. 141(4) of Companies act, 

2013, being disqualified u/s 141(3)(c). 

Q. No. 85: CA. Z, is a leading income tax practitioner and consultant for derivative products. He resides in 

Mumbai near to the ABC commodity stock exchange and does trading in commodity derivatives. 

Every day, he invests nearly 50% of his time settle the commodity transactions. Is CA Z liable for 

professional misconduct?                              [Study Material – ICAI, Nov. 13 (4 Marks), RTP-May 2018] 

Or 

Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

there to: CA Z who is a leading Income Tax Practitioner and consultant in Jaipur is also trading in 

derivatives.                                                                                                                   [Nov. 08 (4 Marks)] 

Or 

Z, a Chartered Accountant holding Certificate of Practice, is a leading Income Tax Practitioner in 

Gurugram. He is also trading in derivatives. Comment with reference to the Chartered Accountant 

Act, 1949 and schedules thereto.                                                                                                 [May 17 (4 Marks)] 

HINT: If Mr. Z has obtained specific permission of the council, then there is no misconduct, otherwise he 

will be deemed to be guilty of professional misconduct under clause 11 of Part I of First Schedule of CA 

Act, 1949. 

Q. No. 86: Comment with respect to Chartered Accountant Act, 1949: A Chartered Accountant having COP 

entered into partnership with persons, who are not the members of the institute, for the purpose 

of carrying on business. The share of the chartered account in the profit and losses was 25%. He 

was to take part in the business and was entitled to represent the firm before Govt. authorities etc. 

he was operating the bank account of the firm was receiving moneys from the customers and was 

also looking after the affairs of the partnership.                                 [May 15 (4 Marks)] 

 HINT: Guilty of Professional Misconduct by virtue of clauses 4 & 11 of Part I of First Schedule due to 

entering into partnership with persons other than prescribed under Clause 4 and carrying on a business 

without obtaining permission from Council of ICAI.   
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Q. No. 87: CA Raghu is practicing in the field of Income–tax over a period of 12 years. He has gained 

experience in this domain over others. 

 Sam, a student of Chartered Accountancy Course is very much impressed with the knowledge of CA 

Raghu. He approached CA Raghu to take guidance on some topics of Income-tax related to his 

course. CA Raghu, on request decided to spare time and started providing private tutorship to Sam 

and some of his friends along with. However, he forgot to take specific permission from the ICAI, 

for such private tutorship, 

 Is CA Raghu, professionally liable for misconduct?                               [May 16 (4 Marks), MTP-April 18] 

 HINT: Mr. Raghu will not be liable for professional misconduct as for imparting private tutorship no 

specific permission is required to be obtained from Council of ICAI as provided under Regulations 190A. 

Q. No. 88:  CA. AB, a practicing chartered accountant, is a promoter director of ABG Pvt. Ltd. and moreover he 

is also a sleeping partner in his family business of garments manufacturing firm. Is CA. AB liable 

for professional misconduct as per Chartered Accountant Act 1949? 

[Jan. 21 – New Syllabus (4 Marks)] 

HINT: No misconduct arises on part of CA. AB if prior approval from council obtained as to acquiring 

interest in family business.  

 

Clause 12 A CA in practice shall be deemed to be guilty of professional misconduct 

if he allows— 

 a person not being a member of the institute in practice or  

 a member not being his partner  

 to sign on his behalf or on behalf of his firm,  

 any Balance Sheet, P&L A/c, Report or Financial Statements 

The clause ensures 

that professional work 

of practicing member 

of ICAI shall only be 

signed by a practicing 

member of ICAI. 

Points to remember 

 The Financial Statements and the Reports referred to in this clause means the financial 

statements and reports as ultimately finalised and submitted to the outside authorities.  

 Council has clarified that power to sign routine documents on which a professional opinion 

or authentication is not required to be expressed may be delegated and such delegation will 

not attract provisions of this clause. Examples of such instances are  

(i) Issue of audit queries during the course of audit.  

(ii) Asking for information or issue of questionnaire.  

(iii) Letter forwarding draft observations/financial statements.  

(iv) Initiating and stamping of vouchers and of schedules prepared for the purpose of 

audit.  

(v) Acknowledging and carrying on routine correspondence with clients.  

(vi) Issue of memorandum of cash verification and other physical verification or 

recording the results thereof in the books of the clients.  

(vii) Issuing acknowledgements for records produced.  

(viii) Raising of bills and issuing acknowledgements for money receipts.  

(ix) Attending to routine matters in tax practice, subject to provisions of Section 288 of 

Income Tax Act.  

(x) Any other matter incidental to the office administration and routine work involved in 

practice of accountancy. 
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Important Questions 

Q. No. 89: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: S. a practicing Chartered Accountant gives power of attorney to an employee Chartered 

Accountant to sign reports and financial statements, on his behalf.                   [Study Material – ICAI]                                        

 HINT: S is guilty of professional misconduct under clause 12 of Part I of First Schedule. 

Q. No. 90:  Mr. S, the auditor of ABC Pvt. Ltd. has delegated following works to his articles and staff: 

(i) Issue of audit queries during the course of audit. 

(ii) Issue of memorandum of cash verification and other physical verification. 

(iii) Letter forwarding draft observations/financial statements. 

(iv) Issuing acknowledgements for records produced. 

(v) Signing financial statements of the company. 

Is this correct as per the Professional Ethics and ICAI’s guidelines and pronouncements? 

[Study Material – ICAI] 

HINT: Mr. S would be guilty of professional misconduct for allowing the person signing the financial 

statements on his behalf to his articles and staff under Clause 12 of Part 1 of First Schedule of the 

Chartered Accountants Act, 1949. 

Q. No. 91: Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: CA Smart, a practicing Chartered Accountant was on Europe tour between 15-9-20 and 

25-9-20. On 18-9-20 a message was received from one of his clients requesting for a stock 

certificate to be produced to the bank on or before 20-9-20. Due to urgency, CA Smart directed his 

assistant, who is also a Chartered Accountant to sign and issue the stock certificate after due 

verification, on his behalf.                                                                 [Study Material – ICAI, May 11 (4 Marks)]        

 HINT: CA Smart is guilty of professional misconduct under clause 12 of Part I of First Schedule of the CA 

Act, 1949. 

Q. No. 92: Mr. 'A' is a practicing Chartered Accountant working as proprietor of M/s A & Co. He went abroad 

for 3 months. He delegated the authority to Mr. 'Y' a Chartered Accountant his employee for taking 

care of routine matters of his office. During his absence Mr. 'Y' has conducted the under 

mentioned jobs in the name of M/s A & Co. 

(i) He issued the audit queries to client which were raised during the course of audit. 

(ii) He issued production certificate to a client under GST Laws. 

(iii) He attended the Income Tax proceedings for a client as authorized representative before 

Income Tax Authorities. 

Comment on eligibility of Mr. 'Y' for conducting such jobs in name of M/s A & Co. and liability of 

Mr. 'A' under the Chartered Accountants Act, 1949.        

[Study Material – ICAI, May 14 (5 Marks), MTP-April 18, RTP-Nov. 19] 

HINT:  

(i) Issuing audit queries during the course of audit falls under routine work, which can be delegated by 

the auditor. Therefore, there is no misconduct in this case. 

(ii) Issuance of production certificate to a client under GST Laws by Mr. “Y” is not a routine work and it 

is outside his authorities. Thus, CA ‘A’ is guilty of professional misconduct under clause 12 of Part I 

of First Schedule of the Chartered Accountants Act, 1949. 

(iii) Attending Income tax proceedings for a client as authorized representative before Income Tax 

Authorities falls under routine work, hence Mr. Y, the employee of M/s A & Co. can attend to routine 

matter in tax practice. Therefore, there is no misconduct in this case. 
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Q. No. 93: Mr. ‘K’, a practicing Chartered Accountant is the proprietor of M/s K & Co. since 1995. He went 

abroad in the month of December 2020. He delegated the authority to Mr. ‘Y’ a Chartered 

Accountant, his employee for taking care of the important matters of his office.  

During his absence Mr. ‘Y’ has conducted the under mentioned jobs in the name of M/s K & Co. 

(i) He issued Net worth certificate to a client for furnishing to a Bank. 

(ii) He attended the GST proceedings for a client as authorized representative before GST 

Authorities. 

Please comment on eligibility of Mr. ‘Y’ for conducting such jobs in name of M/s K & Co. and 

liability of Mr. ‘K’ under the Chartered Accountants Act, 1949.     [Nov. 19 – New Syllabus (5 Marks)] 

HINT:  

(i) Issuance of Net Worth Certificate to a client for furnishing to Bank by Mr. “Y” is not a routine work 

and it is outside his authorities. Thus, CA ‘K’ is guilty of professional misconduct under clause 12 of 

Part I of First Schedule of the Chartered Accountants Act, 1949. 

(ii) Attending GST proceedings for a client as authorized representative before GST Authorities falls 

under routine work, hence Mr. Y, the employee of M/s K & Co. can attend to routine matter in tax 

practice. Therefore, there is no misconduct in this case. 

 

5.7 - FIRST SCHEDULE, PART II – PROFESSIONAL MISCONDUCT IN RELATION TO MEMBERS IN SERVICE 

Clause Details Remarks 

Clause 1 A CA in service is guilty of professional misconduct if he:  

 pays or allows or agrees to pay 

 directly or indirectly to any person  

 any share in the emoluments of the employment 

undertaken by him.  

This clause ensures that job must be 

procured and retained with own 

professional capabilities & not by any 

financial deal impairing professional 

dignity.  

Clause 2 A CA in service is guilty of professional misconduct if he: 

 accepts or agrees to accept  

 any part of fees, profits or gains from  

 a lawyer, a CA or broker engaged by such company, firm 

or person or 

 agent or customer of such company, firm or person  

 by way of commission or gratification. 

This clause ensures that a member 

must maintain high level of ethics & 

should not accept any amount from 

anyone for which he is not entitled 

from employer under contractual 

agreement of service  

 

Important Questions 

Q. No. 94: Give your comments with reference to Chartered Accountants Act, 1949 and Schedules thereto: 

Mr. 'C', a Chartered Accountant holds a certificate of practice while in employment also, 

recommends a particular lawyer to his employer in respect of a case. The lawyer, out of the 

professional fee received from employer paid a particular sum as referral fee to Mr. 'C'.    

[Study Material – ICAI, May 14 (4 Marks)] 

HINT:  Mr. C is guilty of professional misconduct by virtue of clause 2 of Part II of First schedule for 

accepting referral fees from the lawyer of his employer. 

Q. No. 95: Mr. ‘C’, a Chartered Accountant employed as Senior executive in charge of Tax in a company, and 

not holding certificate of practice recommends a particular lawyer to his employer in respect of a 

case. The lawyer, out of the professional fee received from the employer of Mr. ‘C’ paid a particular 

sum as referral fee to Mr. ‘C’. Comment with reference to the Chartered Accountants Act, 1949 and 

schedules thereto.                                                                                             [Nov. 19 – New Syllabus (5 Marks)] 
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Or 

A, a member of the Institute of Chartered Accountants of India, not holding certificate of practice, 

is employed with a firm of Chartered Accountants. He recommends a particular lawyer to his firm 

for some client related litigation being handled by the firm. The lawyer, out of the professional fee 

received by him from the said client, paid a certain sum as referral fee to A. Is A guilty of 

misconduct under the Chartered Accountants’ Act, 1949?             [Nov. 19 – Old Syllabus (4 Marks)] 

HINT: Mr. C (Mr. A) is guilty of professional misconduct by virtue of clause 2 of Part II of First schedule 

for accepting referral fees from the lawyer of his employer. 

 

5.8 - FIRST SCHEDULE, PART III - PROFESSIONAL MISCONDUCT IN RELATION TO MEMBERS GENERALLY 

Clause Details 

Clause 1 A CA is deemed to be guilty of professional misconduct if he 

 Not being a fellow of the Institute but acts as a fellow of the Institute.    

Clause 2 A CA is deemed to be guilty of professional misconduct if he 

 does not supply the information called for, or  

 does not comply with the requirements asked for by  

 the Institute, Council or any of its committees, Director (Discipline), Board of Discipline, 

Disciplinary Committee, Quality Review Board or the appellate authority.  

Clause 3 A CA is deemed to be guilty of professional misconduct if he 

 while inviting professional work from another chartered accountant or  

 while responding to tenders or enquiries or  

 while advertising through a write up or anything as provided for in clauses (6) and (7) of Part I 

of this schedule,  

 gives information knowing it to be false.   

 

Important Questions 

Q. No. 96: Give your comments with reference to CA Act and schedules thereto: Mr. X, a Chartered accountant, 

employed as a paid assistant with a Chartered Accountant firm. On 31st Dec. 2020, he leaves the 

services of the firm. Despite many reminders from ICAI he fails to reply regarding the date of 

leaving of the services of the firm.   [Study Material-ICAI, May 10 (4 Marks)] 

HINT: Mr. X is held guilty of professional misconduct as per Clause 2 of Part III of the First Schedule to the 

Chartered Accountants Act, 1949. 

Q. No. 97: Give your comments with reference to Chartered Accountants Act, 1949 and Schedules there to: 

Mr. 'G', while applying for a certificate of practice, did not fill in the columns which solicit 

information about his engagement in other occupation or business, while he was indeed engaged 

in a business.                                                              [Study Material – ICAI, May 14 (3 Marks)] 

 HINT: Mr. G will be held guilty for professional misconduct under the Clause 2 of Part III of First Schedule 

for not providing the information to the institute. 

Q. No. 98: XYZ Associates, a Chartered Accountants Firm is having a relationship with a multi-national 

accounting firm in India. The ICAI required that all firms having networking relationship with any 

other entity need to furnish information online within the stipulated time. XYZ Associated failed to 

respond. Comment on this with reference to professional misconduct, if any.    

[Nov. 18-New Syllabus (4 Marks)] 

HINT: XYZ Associates will be held guilty for professional misconduct under the Clause 2 of Part III of First 

Schedule for not providing the information to the institute. 



Chapter 5                            Professional Ethics 

5.50 

5.9 - FIRST SCHEDULE, PART IV - OTHER MISCONDUCT IN RELATION TO MEMBERS GENERALLY 

A member of the Institute, whether in practice or not, shall be deemed to be guilty of other misconduct, if he  

1. is held guilty of any civil or criminal court for an offence which is punishable with imprisonment for a 

term not exceeding six months.  

2. In the opinion of the Council brings disrepute to the profession or the Institute as a result of his action 

whether or not related to his professional work.   

Some illustrative examples, where a member may be found guilty of “Other Misconduct”, under the aforesaid 

provisions rendering, himself unfit to be member are: 

(i) Where a chartered accountant retains the books of account and documents of the client and fails to return 

these to the client on request without a reasonable cause. 

(ii) Where a chartered accountant makes a material misrepresentation. 

(iii) Where a chartered accountant uses the services of his articled or audit clerk for purposes other than 

professional practice. 

(iv) Misappropriation by office-bearer of a Regional Council of the Institute, of a large amount and utilisation 

thereof for his personal use. 

(v) Non-replying within a reasonable time and without a good cause to the letter of the public authorities. 

(vi) Where a chartered accountant had adopted coercive methods on a bank for having a loan sanctioned to him. 

 

IMPORTANT QUESTIONS 

Q.  No. 99:  Write a short note on - Other Misconduct. [Study Material-ICAI, Nov. 10 (4 Marks)] 

Or 

A Chartered Accountant is liable for disciplinary action under section 21 of CA Act, 1949, if he is 
found guilty of any professional or other misconduct.  

 Explain the meaning of other misconduct with the help of two illustrative example.  

[Nov. 16 (4 Marks)] 

Q. No. 100:  CA D, a chartered accountant in practice availed of a loan against his personal investments from 

a bank. He issued 2 cheques towards repayment of the said loan as per the installments due. 

However, both the cheques were returned back by the bank with the remarks “Insufficient 

funds”. Comment with reference to the Chartered Accountants Act, 1949.          [Nov. 17 (4 Marks)] 

HINT: As the cheques were dishonoured due to insufficiency of funds, the drawer will be held guilty of 
offence under Negotiable Instruments act, 1881 and consequently CA D would be held guilty of “Other 

Misconduct”.  

Q. No. 101:  Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. P, CA, proprietor of M/s P & Co. requests the manager of a Bank branch to sanction 

him a loan for ₹ 10 lakhs. He also offers free services to the manager and the staff for filing 
Income-tax returns for 3 years.              

or 

Comment on the following: Mr. P, a Chartered Accountant in practice approached Manager of a 

Nationalised Bank for a loan of ₹ 25 lakhs. He has also informed the Manager that if the loan is 

sanctioned, the Income Tax return of the Manager and staff will be filed without charging any 
fees, as quid Pro quo for the loan sanctioned.        [Nov. 11 (4 Marks)] 

 HINT: Mr. P will be held guilty of other misconduct under Clause 2 of Part IV of the First Schedule of the 
Chartered Accountants Act, 1949. 

Q. No. 102: Give your comments with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: YKS & Co., a proprietary firm of Chartered Accountants was appointed as concurrent 

auditor of a bank. YKS used his influence for getting some cheques purchased and thereafter 
failed to repay the loan/overdraft.           [Study Material – ICAI, Nov. 10 (4 Marks), MTP-March 19] 

 HINT: YKS & Co will be held guilty of other misconduct under clause 2 of Part IV of First Schedule of the 

Chartered Accountants Act, 1949.  



Professional Ethics                                                             Chapter 5 

5.51 

Q. No. 103:  Give your comments with reference to Chartered Accountants Act, 1949 and schedules thereto: 
Mr. A, a practicing Chartered Accountant, failed to return the books of account and other 
documents of a client despite many reminders from the client. The client had settled his entries 
fees dues also.                                 [May 13 (4 Marks)] 

 HINT: Mr. A would be guilty of Other Misconduct under Part IV of First Schedule and liable to 
disciplinary action under Section 21. 

Q. No. 104:  Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 
thereto: CA Kumar who is contesting Central Council Elections of Institute, engages his Articled 
Assistant for his election campaigning promising him that he will come in contact with 
influential people which will help to enhance his career after completion of his training period.  

[RTP-Nov. 18, Nov. 19] 

HINT: Mr. A would be guilty of Other Misconduct under Part IV of First Schedule and liable to 
disciplinary action under Section 21. 

Q. No. 105: Ms. Preeto, a CA, had an account with a bank. The normal balance in this account remained at a 
level below ₹ 5,000. The bank inadvertently credited this account with a cheque of ₹2,70,000 
belonging to another account holder. When CA. Preeto came to know about this she withdrew 
the amount of ₹ 2,75,000 and closed the bank account. After 1 year the bank noticed the mistake 
and claimed ₹ 2,75,000 with interest. CA. Preeto contested this claim. Can the bank approach the 
Institute of Chartered Accountants of India for disciplinary action against CA. Preeto? 

[RTP-Nov. 20] 

 HINT: Bank can file a suitable complaint under Clause 2 of Part IV of First Schedule of the Chartered 
Accountant Act, 1949 with the Institute of Chartered Accountants of India for a case of “Other 
Misconduct”. 

Q. No. 106:  P, a Chartered Accountant availed a loan against his securities held as investments from a 
nationalised bank. He issued 2 cheques towards repayment of he said loan. Both the cheques 
were returned unpaid by the bank with the remark “Refer to Drawer”. Comment with reference 
to the Chartered Accountants Act, 1949 as amended by the Chartered Accountants (Amendment) 

Act, 2006 and schedules thereto.  [Jan. 21 – Old Syllabus (4 Marks)] 

 HINT: As the cheque was dishonoured with the remark “refer to drawer”, such dishonour need not 
necessarily be only due to insufficiency of funds. If it is proved that the cheques were dishonoured due 
to insufficiency of funds, the CA would be held guilty of “other misconduct”. 

Q. No. 107:  Mr. P, a practicing Chartered Accountant did not reply within a reasonable time and without any 
cause to the letter received from the local Police Station, a public authority, soliciting his 
suggestions as regards some non-professional work. Comment with reference to Chartered 
Accountant Act, 1949. [Jan. 21 – Old Syllabus (4 Marks)] 

 HINT: Mr. P will be deemed to be guilty of other misconduct.  
 

 

5.10- SECOND SCHEDULE, PART I “PROFESSIONAL MISCONDUCT IN RELATION TO MEMBERS IN PRACTICE” 

Clause 1 A CA in practice shall be deemed to be guilty of professional misconduct if he –  

 discloses the information  

 acquired in the course of his professional engagement  

 to any person other than his client so engaging him  

 without the consent of his client or  

 otherwise than as required by any law for the time being in force.   

Points to remember 

Access to Working Papers: 

 An auditor is not required to provide the client or other auditors of the same enterprise or its related 

enterprise such as a parent or a subsidiary, access to his audit working papers.  

 The Principal Auditor of an enterprise do not have right of access to the audit working papers of the 

branch auditors.  
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 An auditor can rely on the work of another auditor, without having any right of access to the audit 

working papers of the other auditor.  

 There is a difference between sharing of working papers and sharing of information. So far as 

the information is concerned, member can provide the same to the client or to a Regulatory body 

after obtaining the consent of the client. 

 

Important Questions 
Q. No. 108:  Tiger Ltd. has applied to a bank for loan facilities. The bank on studying the financial statements 

of the company notices some discrepancies in the books of the company. Upon discussion with 
the auditor of the company, the bank manager requested for detailed information regarding a 
few items in the financial statements. The information is available in the working paper file of 

the auditor. What should be the response of the auditor in this regard? 

[Study Material – ICAI, Nov. 20 – Old Syllabus (5 Marks)]                      

 HINT: There is no requirement compelling the auditor to divulge information obtained in the course of 
audit and included in the working papers to any outside agency except as and when required by any law 
or permitted by the client. 

Q. No. 109:  Give your comments with reference to Chartered Accountants Act, 1949 and schedules thereto:  
Mr. C, a practicing Chartered Accountant, in the course of the audit of a listed company 
discovered serious violations of the provisions of the Companies Act, 2013, informed the 
Registrar of Companies out of public interest.                                                                   [May 13 (4 Marks)] 

 HINT: Mr. C will be guilty of professional misconduct covered by Clause 1 of Part I of Second Schedule to 
the Chartered Accountants Act, 1949. 

Q. No. 110: Comment on the following: Mr. Z, a Chartered Accountant was invited by the Chamber of 
Commerce to present a paper in a symposium on the issues facing Indian Leather Industry.  
During the course of his presentation, he shared some of the vital information of his client’s 
business under the impression that it will help the Nation to compete with other countries at 

international level.   [Study Material – ICAI, Nov. 14 (4 Marks)] 

Or 

Mr. B, a chartered accountant in practice was invited to deliver a seminar on GST which was 
attended by professionals as well as by representatives of various industry to which it pertains. 
Mr. B enthusiastically explained the issue and elaborated how he actually solved this for his 
client facing the same issue with worked out examples from the computer storage device using 
the actual data of one of his clients with full identification of client details being displayed to the 
group for the sake giving clarity on a topic in a real-life situation. Comment his acts in the light of 

code of conduct.                                                                                               [May 18 – New Syllabus (4 Marks)] 

HINT: Disclosing the client’s information without obtaining consent of client amounts to professional 

misconduct under Clause 1 of Part I of Second Schedule to the CA Act, 1949. 

 

Clause 2 A CA in practice shall be deemed to be guilty of professional misconduct if 

he –  

 certifies or submits in his name or in the name of his firm  

 a report of an examination of financial statements  

 unless the examination of such statements and the related records 

has been made by  

1. him or  

2. by a partner or  

3. an employee in his firm or  

4. by another CA in practice.   

This clause ensures 

that work entrusted 

to a member has 

been carried out by 

the member directly 

or under his 

supervision or by 

another member in 

practice. 



Professional Ethics                                                             Chapter 5 

5.53 

Clause 3 A CA in practice shall be deemed to be guilty of professional misconduct if he –  

 permits his name or the name of his firm  

 to be used in connection with an estimate of earnings  

 contingent upon future transactions  

 in manner which may lead to the belief that he vouches for the accuracy of the forecast.  

Points to remember 

Participation in preparation of forecasts & their review: SAE 3400 “The Examination of 

Prospective Financial Information” allows to a member to review the prospective financial information 

subject to following conditions: 

(a) He indicates the source of information. 

(b) He indicates the basis of forecasts.  

(c) He gives in his report the major assumptions made in arriving at the forecasts. 

(d) He does not vouch for the accuracy of the forecasts. 

 

Important Questions 

Q. No. 111: Comment on the following with reference to the CA Act, 1949 and schedules thereto: As a CA in 

practice, you are asked to conduct a review of the “Profit Forecast” prepared by a Company in 

connection with its application for a Term loans from a bank.                                                            

 HINT: A CA in practice is allowed to conduct a review of profit forecast subject to conditions stated in 

SAE 3400.  

Q. No. 112: L, a chartered accountant prepares and certifies projected financial statements of his client 

Abacus Ltd. Abacus Ltd. forwarded the same to their banks to secure some loans and bank, on 

that basis sanctioned a loan. Comment with reference to the Chartered Accountants Act, 1949 

and schedules thereto.                                                                                      [May 17 (4 Marks), MTP-Aug.18]                                       

 HINT: Mr. L will be deemed to be guilty of professional misconduct under Clause 3 of Part I of Second 

Schedule assuming that conditions stated in SAE 3400 are not being fulfilled. 

Q. No. 113: Give your comments with reference to Chartered Accountants Act, 1949 and Schedules thereto: 

Mr. 'E', a practicing Chartered Accountant, was requested by one of his clients to prepare a 

projection for next five years and also a report on the same. Mr. 'E' after having prepared the 

same stated in his report ‘The sources of information, the basis of forecasts and also the major 

assumptions made in arriving at the forecasts. He also stated that he does not vouch for the 

accuracy of the forecasts.                                                                                            [May 14 (4 Marks)] 

 HINT: Mr. E is permitted to prepare projections on behalf of client and make a report over the 

projection subject to fulfillment of conditions as stated in SAE 3400. No misconduct arises on Part of 

Mr. E. 

Q. No. 114: Comment with the reference to the Chartered Accountants Act, 1949 and schedules thereto: D, a 

practicing Chartered Accountant examined and reported on the prospective financial 

statements for one of his clients to obtain a cash credit facility of Rs.75 lakhs from a Private 

Bank. The bank has sanctioned the cash credit facility for Rs. 60 lakhs to his client. Consequent 

to the sanction of loan by Bank, he charged a fee of Rs. 60,000 based on 1% of the credit facility 

sanctioned.                 [Nov. 18-Old Syllabus (4 Marks)] 

 HINT: Mr. D is allowed to examine the prospective financial information of the clients provided 

conditions as stated in SAE are being fulfilled. Assuming that conditions stated in SAE 3400 are being 

fulfilled, no misconduct arises on part of Mr. D under Clause 3 of Part I of Second Schedule. However, 
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charging fees on a %age basis amounts to misconduct under Clause 10 of Part I of First Schedule except 

as permitted under Regulation 192. Charging fees on % age of credit facility is not covered under 

Regulation 192. Hence misconduct arises on part of Mr. D.  

 

Clause 

4 

A CA in practice shall be deemed to be guilty of professional misconduct if he –  

 expresses his opinion  

 on financial statements of any business or enterprise  

 in which he, his firm or a partner in his firm has a substantial interest.  

Points to remember 

(1) The words “financial statements” used in this clause would cover both reports and 

certificates usually given after an examination of the accounts or the financial statement or 

any attest function under any statutory enactment or for purposes of income-tax 

assessments. This would not, however, apply to cases where such statements are prepared 

by members in employment purely for the information of their respective employers in the 

normal course of their duties and not meant to be submitted to any outside authority. 

(2) Member must take care to see that they do not land themselves in situations where there 

could be conflict of interest and duty. 

(3) In this connection, the Council has decided not to permit a CA in employment to certify the 

financial statements of the concern in which he is employed, or of a concern under the same 

management as the concern in which he is employed, even though he holds COP and that 

such certification can be done by any CA in practice. This restriction would not however 

apply where the certification is permitted by any law. The Council has also decided that a 

Chartered Accountant should not by himself or in his firm name: 

(a) accept the Auditorship of a college, if he is working as a part-time lecturer in the 

college.  

(b) accept the Auditorship of a Trust where his partner is either an employee or a trustee 

of the Trust. 

(4) Requirements of Clause (4) are equally applicable while performing all types of attest 

functions by the members.  

(5) Sec. 141 of Companies Act, 2013 also prohibits a member from auditing the accounts of a 

company in various situations.  

(6) A member of the Institute cannot express the opinion in the following cases: 

(a) Where the member himself is owner/partner of concerned business. 

(b) Where the partner/relative of the member has substantial interest in concerned 

business. 

(c) Where the member himself or his partner or relative is a director or in the employment 

of an officer or an employee of the company.    

(7) Members are not permitted to write books of accounts of their auditee clients. 

(8) A statutory auditor cannot be the internal auditor of the same entity. 

(9) An internal auditor cannot be the tax auditor/GST Auditor of the same entity. 

(10) A member shall not accept the assignment of audit of a Company for a period of 2 years from 

the date of completion of his tenure as Director, or resignation as Director of the said 

Company. 
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Important Questions 

Q. No. 115: Mr. D, a practicing CA, is appointed as a Director Simplicitor in XYZ Pvt. Ltd. After one year of 

appointment, Mr. D resigned as the Director and accepted the Statutory Auditor position of the 

company. Is Mr. D right in accepting the auditor position?               [Study Material – ICAI] 

 HINT: Mr. D would be guilty of professional misconduct under Clause 4 of Part I of Second Schedule of 

the Chartered Accountants Act, 1949.  

Q. No. 116: Comment on the following with reference to Chartered Accountants Act, 1949 and Schedules 

thereto: Mrs. X is a Director of ABC Pvt. Ltd. During the year 2020-21, the company appointed CA 

Mr. Y, Mrs. X's spouse, as its statutory auditor. Mr. Y used to deliver audit report without any 

comments or disclosures, thereupon.                 [Study Material – ICAI] 

 HINT: Guilty of professional misconduct under Clause 9 of Part I of First Schedule and Clause 4 of Part I 

of Second Schedule due to accepting appointment as statutory auditor of the entity in which his relative 

is a director and expressing opinion on F.S. of that entity.  

Q. No. 117: Comment on the following with reference to Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. Shah, a Chartered Accountant certified the financial statements of a company in 

which his wife is a Director holding substantial interest.      [May 04 (4 marks)] 

 HINT: Guilty of professional misconduct under Clause 9 of Part I of First Schedule being joining as 

auditor of the entity in which his relative is a director and Clause 4 of Part I of Second Schedule due to 

certification of F.S. of that entity.  

Q. No. 118: A firm of Chartered Accountants was appointed by a company to evaluate the costs of the 

various products manufactured by it for its information system. One of the partners of the firm 

was a Non-Executive Director of the company. Comment with reference to the Chartered 

Accountants Act, 1949 and Schedules thereto. 

        [Study Material – ICAI, Nov. 14 (4 Marks), Nov. 20 – Old Syllabus (5 Marks)] 

Or 

AP & Co., a firm of Chartered Accountants, was appointed by D Ltd., to evaluate the cost of a new 

product manufactured by it for their information system and fixation of fair market price. 

Partner ‘P’ of the CA firm is a non-executive director of the Company. Comment with reference to 

Chartered Accountants act, 1949 and Regulations there to.         [May 18 – Old Syllabus (4 Marks)] 

HINT: There is no professional misconduct in evaluating the costs of a company in which one of the 

partners of firm is a non- executive director.  

 

Clause 5 A CA in Practice shall be deemed to be guilty of professional misconduct if he –  

 fails to disclose a material fact  

 known to him  

 which is not disclosed in a financial statement,  

 but disclosure of which is necessary  

 in making such financial statement not misleading  

 where he is concerned with that financial statement in a professional capacity.  

Points to Remember 

Implications of Financial Statements: 

 Financial statements would cover both reports and certificate usually given after an examination 

of the accounts or of financial statements under any statutory enactment, or/for purposes of 

income tax assessments.  
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 Statements prepared by members in employment purely for the information of their respective 

employers in the normal course of their duties and not meant to be submitted to any outside 

authority are not covered. 

Relevant Case laws: 

 Davar & Sons Ltd. vs M.S. Krishnaswamy: CA had been held guilty for his failure to report to 

shareholders about the non-creation of a sinking fund in accordance with the Debenture Trust 

Deed.  

 Kishori Lal Dutta vs P.K. Mukherjee: CA had been held guilty of professional misconduct by 

Supreme Court for having not disclosed the fact to the beneficiaries that a large amount of loan 

have been given out of the funds of an Employees Provident Fund to the Employer Company in 

contravention of the Rules of the Provident Fund. 

 

IMPORTANT QUESTIONS 

Q. No. 119: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. A was appointed by H Ltd. to audit the PF trust maintained by the company. While 

conducting the audit he noticed that large number of loans have been given out of the trust to the 

employer company in contravention of the rules of the PF Trust. He disclosed the irregularities 

to the trustees and to the company but not to the individual subscribers of the PF. When queried 

on his omission to disclose, he explained that he owed no duty to the individual members.                                 

 HINT: Guilty by virtue of Clause 5 of Part I of Second Schedule to the CA Act, 1949, as he was required to 

disclose the facts to beneficiaries of the fund just like he gives his report to the shareholders of the 

company. 

Q. No. 120: Comment on the following with reference to CA Act, 1949 and schedules thereto: Mr. J, a 

Chartered Accountant has identified that ABC Ltd. has taken a loan of Rs. 15 lakhs from 

Provident Fund Account, during the course of audit. The said loan was not reflected in the books 

of accounts and statements were prepared ignoring the same.                 

[Study Material – ICAI, Nov. 11 (4 Marks)] 

Or 

In the course of his assignment in M/s Bailey Ltd,, CA Soft came to know that the company, due to 

financial crunch and unable to meet employees salary, has taken a loan of Rs. 50 lacs from 

Employees Gratuity Fund. The said loan was not reflected in the books of account of the company 

and the auditor ignored this transaction in his report.                           

Comment with reference to the Chartered Accountants Act, 1949 and Regulations there to. 

[May 18 – Old Course (4 Marks)] 

HINT: If Mr. J fails to disclose the fact in his report, he will be attracted by the provisions of professional 

misconduct under Clause (5) of Part I of Second Schedule to the Chartered Accountants Act, 1949. 

However, if he discloses the fact in his report, there will not be any misconduct. 

Q. No. 121: Comment with the reference to the Chartered Accountants Act, 1949 and schedules thereto: ENI 

Ltd; a company registered under the Companies Act, 2013 has created a separate Trust “ENI 

Employees Gratuity Fund Trust”. Both the Company and Trust are under the same management. 

Mr. A is the auditor of both the entities. Mr. A has observed that some part of the expenditure 

was not applied towards the objects of the Trust. He informed the matter to the Board of 

Trustees through a separate report but did not qualify the Audit Report of the Trust. 

[Nov. 18-Old Syllabus (4 Marks)]                                                                                                                               

HINT: The Chartered Accountant is guilty of professional misconduct if the amount of irregularities is 

proved material for not disclosing the facts in his report. 
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Q. No. 122: Answer the following: Loans were given out of the funds of an Employees Provident Fund to the 

employer company in contravention of the applicable rules. As the auditor of the said Provident 

Fund, M discloses the contraventions to the Trustees of the fund but failed to do so to the 

members of the fund. Comment.                                                              [May 09 (5 Marks)]                                                                                                               

HINT: Guilty by virtue of Clause 5 of Part I of Second Schedule to the CA Act, 1949, as he was required to 

disclose the facts to members of the fund just like he gives his report to the shareholders of the 

company. 

 

Clause 6 A CA in Practice shall be deemed to be guilty of professional misconduct if he –  

 fails to report a material misstatement  

 known to him  

 to appear in a financial statement  

 with which he is concerned in a professional capacity.  

 

IMPORTANT QUESTIONS 

Q. No. 123: Mr. X partner of X & Co. Chartered Accountants, has compiled and signed the balance sheet of 

False Ltd. for submission to the bankers of the said company. Mr. X has also compiled and signed 

at the request of the company another balance Sheet inflating the value of assets by 20%, for 

submission to a term lending institution. Both the Balance Sheets were not in conformity with 

the books of accounts maintained by the company as they were not up-to-date. Comment on Mr. 

X liability.                                                                                              

 HINT: Mr. X would be held guilty under Clauses 5 and 6 of Part I of Second Schedule to the CA Act, 1949 

as Mr. X had compiled the two different balance sheets for the same date without reference to the actual 

books of accounts, but on instructions of the client. As per clause 5 he has failed to disclose material fact 

known to him & as per clause 6 he has also failed to report a material misstatement known to him.    

Q. No. 124:  Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: A practicing Chartered Accountant was appointed to represent a company before the tax 

authorities. He submitted on behalf of his client’s certain information and explanations to the 

authorities, which were found to be false and misleading.   

Or 

D, a Chartered Accountant in practice was appointed by Realty Limited to represent its cases 

before GST Authorities under a duty executed power of representation. In the course of 

proceedings, he submitted certain statements – written as well as oral – which later found to be 

false and materially misleading. Comment this in the light of Professional Code.     

[Nov. 18-New Syllabus (4 Marks)]                                                           

 HINT: The Chartered Accountant would not be held liable for professional misconduct as he was not 

being engaged for examination of any information and he had only submitted the information acting on 

the instructions of the client as authorised representative.  

 

Clause 7 A CA in Practice shall be deemed to be guilty of professional misconduct if he –  

 Does not exercise due diligence, or  

 is grossly negligent  

 in the conduct of his professional duties.  
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Other points to remember 

1. Due Diligence: It implies that work should be performed with skill, care and caution. 

2. Gross Negligence: It implies negligence of high degree, either arising out of reckless or deliberate 

failure to act honestly and reasonably on a material matter.  

3. Examples of Gross negligence:  

 Failure to check the bank balances with the pass books of the banks and to obtain certificates of 

balances from the bankers in respect of those balances. 

 Issuing clean reports on the balance sheets whereas the reports on the special audit conducted 

subsequently revealed certain irregularities which amounted to failure to examine the pass book 

and to verify the cash balance. 

 Not completing his work relating to the audit and non- submission of audit report in due time to 

enable the company to comply with the statutory requirement in this regard. 

 Issuing wrong consumption certificate in respect of raw material and components without 

examination of stock register and other relevant matters. 

 Accepting arbitrary valuation of closing stock without any verification.  

 

IMPORTANT QUESTIONS 

Q. No. 125: Mr. Fair a practicing CA, was appointed to carry out a Balance Sheet Audit of a Non-Profit 

Organisation. The Internal Auditors detected certain irregularities at one of the branches of the 

organization which Mr. Fair had failed to detect.  [Nov. 97 (5 marks)] 

 HINT: Mr. Fair is not guilty as he was appointed to carry out the Balance Sheet Audit, hence he is not 

required to check matters relating to branch in depth.  

Q. No. 126: A search under section 132 of Income Tax Act in the premises of a leading merchant led to the 

discovery of two sets of account books – one set to record all the income correctly and second to 

record only limited income. A CA has issued audit report on the basis of second set of books. 

What would be your answer if the first set of account books carried evidence of checking by the 

CA? 

 HINT: In the first case, he would not be deemed to be guilty of misconduct. But in the second case, he 

would be deemed to be guilty of misconduct. 

Q. No. 127: Mr. X, a CA in practice and statutory auditor of True Ltd., advised the Managing Director of the 

company to include in sales, “Orders under negotiation” to reflect a better financial position for 

obtaining bank loan. Mr. X, thereafter, gave clean reports on the balance sheet prepared 

accordingly without examining the accounts.                                                                                             

 HINT: Guilty of misconduct under Clauses 2 & 7 of Part I, Second Schedule to the CA Act, 1949, as he 

issued the report without examining the accounts and has acted in a negligent manner.     

 He will also be deemed guilty of other misconduct under Clause (2) of part IV of First Schedule for 

advising unethical practice to the client.  

Q. No. 128: The Cashier of a company committed a fraud and absconded with the proceeds thereof. This 

happened during the course of the accounting year. The Chief Accountant of the company also 

did not know about fraud. 

 In the course of the audit, at the end of the year, the auditor failed to discover the fraud. After the 

audit was completed, however, the fraud was discovered by the Chief Accountant. Investigation 

made at that time indicate that the auditor did not exercise proper skill and care and performed 

his work in a desultory and haphazard manner. With this background, the Directors of the 

company intend to file disciplinary proceedings against the auditor. Discuss the position of the 

auditor with regard to the disciplinary proceedings.        

Or 
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You were the statutory auditor of Speed Ltd., a PSU, for the year 2016-17. In the course of your 
audit, you did not observed any fraud having been committed during that year. However, the C & 
AG audit staffs during their routine inspection found that chief cashier of the Company have 
committed a fraud in Debtor’s ledger and absconded with the amount. Investigation made in the 
fraud revealed that the Auditor did not exercise proper skill and care and performed his work in 

an improper way. 

Director of the Company, intends to file disciplinary proceeding against the Auditor with the 
ICAI. Discuss the position of the auditor with regard to the disciplinary proceeding under 

Chartered Accountants Act, 1949 and Regulations there to.             [May 18 – Old Course (4 Marks)]                                                              

HINT: The auditor has been grossly negligent in performing his duties which constitutes professional 
misconduct.  Thus, such instances require reference to Disciplinary Committee of the Council of the 
Institute.   

Q. No. 129: Comment on the following with reference to the Chartered Accountant Act, 1949 and schedules 
there to: Mr. B a practicing CA expressed his opinion on the financial statements of M/s ABC Ltd. 
for the year ended on 31st March 2018. It was later found that the closing stock was valued 
arbitrarily by Management which was accepted by him without verification and large amount of 

revenue expenditure was capitalized.                                                                           [June 09 (4 Marks)]   

 HINT: Mr. B is guilty of gross negligence by virtue of Clause 7 of Part I of Second Schedule.  

Q. No. 130: Give your comments with reference to Chartered Accountants Act, 1949 and schedules thereto: 
Mr. D, a practicing Chartered Accountant, did not complete his work relating to the audit of the 
accounts of a company and had not submitted his audit report in due time to enable the company 
to comply with the statutory requirements.    

[May 13 (4 Marks), RTP-Nov. 18, Nov. 19, MTP-Oct. 20] 

HINT: Mr. D is guilty of professional misconduct by virtue of Clause 7 of Part I of Second Schedule to the 
CA Act, 1949. 

Q. No. 131:  Comment with reference to the Chartered Accountants Act, 1949 and schedules thereto:  

 CA. Dice had signed the Balance sheet of QR Ltd. for the year ended 31st March, 2021 which failed 
to give disclosure of the charge created for ₹ 4.35 crores against the Corporate Guarantee given 
in favour of a Group Company. The Balance Sheet size of the company filed with the Registrar of 

Companies was ₹ 26.12 crores.                          [Nov. 20 – New Syllabus (4 Marks)] 

 HINT: Mr. Z will be held guilty of professional misconduct as per clauses 2 and 7 of Part I of Second 
Schedule of Chartered Accountant Act, 1949. 

 Note: Alternate Answer possible on the basis of Clause 5 and 6 of Part I of Second Schedule of 
Chartered Accountant Act, 1949, taking suitable assumptions. 

 

Clause 8 A CA in Practice shall be deemed to be guilty of professional misconduct if he –  

 fails to obtain sufficient information  

 which is necessary for expression of an opinion or  

 its exceptions are sufficiently material to negate the expression of an opinion.  

 

IMPORTANT QUESTIONS 

Q. No. 132: Comment on the following with reference to the Chartered Accountant Act, 1949 and schedules 
there to: CA Z who conducted ABC audit of a Marathi daily ‘New Era’ certified the circulation 
figures based on Management Information System Report (M.I.S Report) without examining the 
books of Account.                                                                                                             [Nov. 08 (4 Marks)] 

Or 

Give your comments with reference to CA Act and schedules thereto: Mr. Z, a practicing 
Chartered Accountant, issued a circulation certificate for a periodical on the basis of outward 
memos, which was later found to be false.      [May 10 (4 Marks)] 

Or 
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Give your comments with reference to the Chartered Accountants Act, 1949 and schedules 
thereto: Mr. Mohan is a practising Chartered Accountant. He issued a certificate of consumption 
which did not reflect the correct factual position of the consumption of raw material by the 
concerned entity. It is found that the certificate is given on the basis of data appearing in the 
minutes of meeting of the Board of Directors.                                        [Nov. 10 (4 Marks), MTP-Oct. 18] 

Or 

Comment on the following with reference to Chartered Accountants Act, 1949 and schedules 
thereto: Mr. Z, a Chartered Accountant certified the circulation of a weekly magazine without 
examining the records and relevant documents.                                       [Nov. 11 (4 Marks)] 

Or 

Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 
thereto:  Z, a practicing Chartered Accountant issued a certificate of circulation of a periodical 
without going into the most elementary details of how the circulation of a periodical was being 
maintained i.e. by not looking into the financial records, bank statements or bank pass books, by 
not examining evidence of actual payment of printers bills and by not caring to ascertain how 

many copies were sold and paid for.                                                                   [May 12 (4 Marks)] 

HINT: CA Z is guilty of professional misconduct as per Clauses 2, 7 and 8 of Part I of Second Schedule of 
CA Act, 1949 as certificate is issued without examination of related records, failed to exercise due 
diligence and failed to obtain necessary information.  

Q. No. 133: Give your comments with reference to the Chartered Accountants Act, 1949 and schedules 
thereto: Mr. A, a Chartered Accountant was the auditor of 'A Limited'. During the financial year 
2020-21, the investment appeared in the Balance Sheet of the company of Rs. 10 lakhs and was 
the same amount as in the last year. Later on, it was found that the company's investments were 
only Rs. 25,000, but the value of investments was inflated for the purpose of obtaining higher 
amount of Bank loan.   [Nov. 09 (4 Marks), MTP-Oct. 18, Oct. 20] 

HINT: Mr. A, will be held liable for professional misconduct under Clauses (2), (7) and (8) of Part I of the 
Second Schedule to the Chartered Accountants Act, 1949.   

Q. No. 134:  Nam & Co., conducted Stock Audit of DEF Ltd. as per instructions issued by HEG Bank. However 
instead of visiting the site where the stock was lying, the firm relied on the Management 
Information Systems report along with inspections reports and photographs of Stock taken by 
the employees of DEF Ltd. The photographs were also carrying the date and time printed on 

them. Comment with reference to the Chartered Accountants Act, 1949 and its schedules thereto. 

[Jan. 2021 – New Syllabus (4 Marks)] 

HINT: Nam & Co. is guilty of professional misconduct as per Clauses 2, 7 and 8 of Part I of Second 
Schedule of CA Act, 1949 due to the reason that stock audit is being done without examination of related 

records, failure to exercise due diligence and failure to obtain necessary information.  

  

Clause 9 A CA in Practice shall be deemed to be guilty of professional misconduct if he –  

 Fails to invite attention to any material departure 

 from the generally accepted procedure of audit applicable to the circumstances.  

Points to remember 

 If the auditor fails to perform the audit as per generally accepted procedures and standards, 

his report should draw attention to the material departure from such procedures.  

 Failure to perform certain statutory functions and duties is not excused merely by giving a 

qualification or reservation in auditor’s report. On failure he should clearly indicate reasons 

for failure to perform audit as per generally accepted procedures and standards.  

 What constitutes “generally accepted audit procedure” would depend upon the facts and 

circumstances of each case, but guidance is available from the various pronouncements of the 

Institute issued from time to time by way of Engagement and Quality Control Standards, 

Statements, General Clarifications, Guidance Notes Technical Guides, Practice Manuals, 
Studies and Other Papers. 
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Clause 10 A CA in Practice shall be deemed to be guilty of professional misconduct if he –  

 Fails to keep moneys of his client  

 other than fees or remuneration or money meant to be expended,  

 in a separate banking account or  

 to use such moneys for purposes for which they are intended within a reasonable time.  

Points to remember 

In connection with compliance of Clause 10, Council has considered some practical difficulties 

of the members and the following suggestions have been made to remove these difficulties: 

(a) An advance received by a Chartered Accountant against services to be rendered does not 

fall under Clause (10) of Part I of the Second Schedule.  

(b) Moneys received for expenses to be incurred, for example, payment of prescribed 

statutory fees, purchase of stamp paper etc., which are intended to be spent within a 

reasonably short time need not be put in a separate bank account. For this purpose, the 

expression reasonably short time, would depend upon the circumstances of each case.  

(c) Moneys received for expenses to be incurred which are not intended to be spent within a 

reasonably short time as aforesaid, should be put in a separate bank account immediately.  

(d) Moneys received by a Chartered Accountant, in his capacity as trustee, executor, 

liquidator, etc. must be put in a separate bank account immediately. 
 

IMPORTANT QUESTIONS 

Q. No. 135: Comment on the following with reference to Chartered Accountants Act, 1949 and schedules 
thereto: A charitable institution entrusted ₹ 10 lakhs with its auditor’s M/s Ram and Co., a 
Chartered Accountant firm, to invest in some specified securities. The auditors pending 
investment of the money deposited it in their Savings bank account and no investment was 
made in the next three months.                                                                                                                                                                 

HINT: M/s Ram & Co. will be held guilty of professional misconduct as he deposited the client money in 
his saving bank account. 

Q. No. 136: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 
thereto: M/s XYZ a firm of Chartered Accountants received ₹ 2 lakhs in January 2021 on behalf 
of one of their clients, who has gone abroad and deposited the amount in their Bank account, so 
that they can return the money to the client in July 2021, when he is due to return to India.  

[RTP-Nov. 19] 

HINT: Guilty of professional misconduct by virtue of Clause 10 of Part I of Second Schedule as the 
money is required to be kept in a separate bank account.  

Q. No. 137: Mr. Ram, a Chartered Accountant in practice, received Rs. 15,00,000 on 15th December 2020 on 
behalf of one of his clients, who has gone to USA. Mr. Ram deposited the said amount in his 
saving bank account (SB Account). As per instruction of the client, the said amount is to be 
returned to the client on March 31, 2021 when he will return to India. On the occasion of 
birthday of his wife Sita, Mr. Ram withdrew Rs. 5,00,000 and spent on Birthday party. He re-
deposited Rs. 5,00,000 in the said SB account on 25th March 2021 and then returned the entire 
amount of Rs. 15,00,000 to the client on March 31, 2021.                                                                                                                                       

HINT: Mr. Ram will be guilty of professional misconduct under Clause 10 of Part I to Second Schedule 
due to utilisation of Rs. 5 Lacs for personal purposes.  

Q. No. 138: Give your comments with reference to CA Act and schedules thereto: Mr. Z, a practicing 
Chartered Accountant received a sum of Rs. 1 lac on 01.09.2020 from a client who intends to 
leave abroad for a period of year, with a request that his advance tax liabilities to be paid over 
the three installments, on 15th Sep. 2020, 15th Dec. 2020 and 15.03.2021. After remitting the 1st 
installment of advance tax on 15.09.2020, Z did not keep the money in a separate bank account 
and he is of the opinion that he will remit the money within reasonable time as per schedule of 
advance tax.   [May 10 (4 Marks)] 
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HINT: Mr. Z is guilty of professional misconduct as per Clause 10 of Part I of Second Schedule of the 
Chartered Accountants Act, 1949. 

Q. No. 139: Comment: M/s. ABC, a firm of Chartered Accountants received Rs. 2 lakhs in March 2021 from a 
client to pay the Advance Tax. However, the firm has used that money for its own purpose and 

later on adjusted the same with the outstanding fee payable.     [Nov. 14 (4 Marks)] 

 HINT: Since M/s. ABC have failed to keep the sum of `2 lakhs received on behalf of their client in a 
separate Bank Account, it amounts to professional misconduct under clause 10 of part I of Second 

Schedule. 

Q. No. 140: A film artist who was going abroad for long shooting, deposited a sum of Rs. 20 lakhs with his tax 
consultant Mr. G, a practicing Chartered Accountant for payment of GST monthly when they 
were due. Mr. G duly remitted all but one installment. He utilized the amount of instalment 
which he did not pay, to remit his own advance of income tax. However, while filing return of 
GST of the film artist, he duly remitted on her behalf the tax payable with interest due for late 
payment of GST out of money lying with him. He also bore for himself the interest due to short 
fall in remittance of tax of his client. Comment on the above in the light of Code of Conduct. 

[May 18 – New Course (4 Marks)] 

HINT: Mr. Z is guilty of professional misconduct as per Clause 10 of Part I of Second Schedule of the 

Chartered Accountants Act, 1949. 

Q. No. 141: CA N was appointed as an auditor of JAL Ltd. The company has branches all over the state of 
Haryana. CA N, in consultation with management, decided to visit 6 out of 10 branches. 
Management decided to pay him advance of ₹ 2.00 Lacs on visits to be conducted as a part of 
services rendered. As agreed, ₹ 2.00 Lacs was transferred in his bank account from which he 
met all the expenses. Comment with reference to Chartered Accountants Act, 1949 whether the 
action of CA N of receiving the advance money in his saving accounts and not keeping it in 
separate bank account is valid.         [Jan. 21 – New Syllabus (4 Marks)] 

HINT: An advance received by a Chartered Accountant against services to be rendered does not fall 
under Clause (10) of Part I of the Second Schedule, hence no misconduct arises on part of CA. N. 

 

5.11 - SECOND SCHEDULE, PART II “PROFESSIONAL MISCONDUCT IN RELATION TO THE MEMBERS OF THE 

INSTITUTE GENERALLY” 

Clause 1 A member of the Institute shall be deemed to be guilty of professional misconduct if he contravenes any 

of: 

 the provisions of this Act or  

 the Regulations made thereunder or  

 the Guidelines issued by the Council.  

Points to remember 

The Regulations under which cases of contravention have generally come to the notice of the 

Council are the following: 

Regulation 47 Premium from Articled Clerks - prohibited 

Regulation 48 Stipend to Articled Clerks – stipend to be paid on monthly basis. 

Regulation 190A  Chartered Accountants not to engage in any other business or occupation 

(Refer Clause 11, Part I of First Schedule) 

Regulation 192  Restriction on fees (Refer Clause 10 of Part I of First Schedule) 

Relevant Judgments: 

 Entering into an agreement to pay the articles clerk on annual basis, results into violation of 

Regulation 48.  

 Accepting a loan from an article in case of engagement of the article results into violation of 

Regulation 47.  
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Clause 2 A member of the Institute shall be deemed to be guilty of professional misconduct if he  

 being an employee of any company, firm or person,  

 discloses confidential information acquired in the course of his employment  

 except as and when required by any law or except as permitted by the employer.  

Clause 3 A member of the Institute shall be deemed to be guilty of professional misconduct if he 

 includes in any information, statement, return or form to be submitted to  

 the Institute, Council or any of its Committees, Director (Discipline), Board of Discipline, Disciplinary 

Committee, Quality Review Board or the Appellate Authority,  

 any particulars knowing them to be false.   

Clause 4 A member of the Institute shall be deemed to be guilty of professional misconduct if he 

 defalcates or embezzles money received in his professional capacity.  

 

Important Questions 

Q. No. 142: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. Dheeraj, an aspiring student of ICAI, approached Mr. Murli, a practicing CA, for the 

purpose of articleship. Mr. Murli, the principal, offered him stipend at the rate of ₹ 2,000 p.m. to 

be paid every 6th month along with interest at the rate of 10% p.a. compounded monthly to 

compensate such late payment on plea that cycle of professional receipts from clients is 6 

months. Mr. Dheeraj agreed for such late payment in the hope of getting extra stipend in the 

form of interest. Mr. Murli, however, used to disburse salary to all of his employees on time.      

Or 

CA X is a chartered accountant in practice. He has an articled trainee Mr. H. X has informed H 

that since his practice and receipt of fees is seasonal, the stipend would not be paid in the 

months of April to December but would be paid from January to March and the shortfall for the 

earlier 9 months will be made good in these 3 months along with interest @ 5% p.a. Comment 

with reference to the Chartered Accountants Act, 1949.                                              [Nov. 17 (4 Marks)] 

HINT: Mr. Murli (CA X) has violated the Regulation 48 of CA Regulations, 1988, hence would be guilty of 

professional misconduct under Clause 1, Part II of Second Schedule.  

Q. No. 143: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: The manager of ABC (P) Ltd. approached CA. X in the need of a certificate in respect of a 

consumption statement of raw material. Without having certificate of practice (COP), CA. X 

issued the certificate to the manager of the company, acting as a CA in Practice and applied for 

the COP to the Institute on very next day to avoid any dispute.                                      [RTP-May 2018]                                                   

 HINT: Mr. X has violated the provisions of Sec. 6 of CA Act, 1949 and hence would be guilty of 

professional misconduct under Clause 1, Part II of Second Schedule.  

Q. No. 144: Comment on the following with reference to the CA Act, 1949 and schedules thereto: PQ & Co., a 

firm of Chartered Accountants, included the name of R as a partner while filing an application 

for empanelment as auditor for Public Sector bank branches. It was subsequently noticed that 

on the date of application, R was not a partner with PQ & Co.       [Nov. 07 (4 Marks)] 

Or 
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CA P and CA Q are running a firm of chartered accountants in the name of M/s. PQ & Co. On 

21.06.2020 they included the name of CA R a practicing CA, without his knowledge, as a partner 

while submitting an application for empanelment as auditors for public sector banks branches 

to the institute.  

Whether CA P and CA Q are professionally liable for misconduct?                          [May 16 (4 Marks)] 

Or 

Mr. P and Mr. Q are running a firm of Chartered Accountants in the name of M/s PQ & Co. On 

23.05.2020, they included the name of Mr. R, a practicing Chartered Accountant, without his 

knowledge, as a partner while submitting an application for empanelment as auditor for Public 

Sector Bank branches to the Institute. However, they added Mr. R as a partner to their firm 

offering a share of 25% of the profits, on 25.05.2020.                                [MTP-April 18, RTP-May 20]                                                                                   

HINT: CA P & CA Q will be held guilty of professional misconduct as per Clause 3, Part II of Second 

Schedule for submitting false information with the Institute.  

Q. No. 145: Mr. Brilliant, a practicing CA received a major professional assignment. To complete the said 

assignment, he was required to buy four computers. Due to his inability to provide funds for 

acquiring the same he borrowed money from a firm, where one of the articles and his father 

were interested. What will be the Chartered Accountants liability?     

 HINT: Accepting a loan from an article in case of an engagement of the article is prohibited under the 

Regulations. But, in the present case, it appears from the facts that the article is already been engaged 

and serving under him, and thus, Mr. Brilliant will not be held guilty of professional misconduct under 

Clause 1 of Part II of Second Schedule of CA Act, 1949.    

Q. No. 146: Give your comments with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: X, a practicing Chartered Accountant in an application for permission to study 

submitted by his Articled Assistant to the Council had confirmed that the normal working hours 

of his office were from 11 A.M. to 6 P.M. and the hours during which the Articled Assistant was 

required to attend classes were 7.00 A.M. to 9:30 A.M. According to the information from 

College, the Articled Assistant attended the College from 10 A.M. to 1.55 P.M. on all week days. 

About the Articled Assistant attending the classes even during office hours, X pleaded ignorance.     

[May 12 (4 Marks)] 

HINT: Mr. X will be deemed to be guilty of professional misconduct under Clause 1 of Part II of Second 

Schedule for contravention of regulations of the Institute and under Clause 3 of Part II of Second 

Schedule for submission of false information to the ICAI.  

Q. No. 147: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: A Chartered Accountant in practice certified in requisite Form that an articled assistant 

was undergoing training with him, whereas, he was also employed in a company between 10 

a.m. and 6 p.m. on a monthly salary of Rs. 17,000 and attended the office of the Chartered 

Accountant thereafter until 7 p.m. The Chartered Accountant pleaded that the articled assistant 

was on audit of the company.                                                                                               [MTP-Oct. 18, Oct. 19] 

HINT: CA will be guilty of professional misconduct under Clause 1 of Part II of Second Schedule for 

contravention of regulations of the Institute and under Clause 3 of Part II of Second Schedule for 

submission of false information to the ICAI.  
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Q. No. 148: Comment: M/s. XYZ, a firm of Chartered Accountants has taken a loan for acquiring a home from 

a company whose Managing Director’s son is an Articled Assistant with X, a partner of M/s. XYZ. 

The Articled Assistant had no direct interest in the Company and the loan was not related to his 

engagement. [Nov. 14 (4 Marks)] 

 HINT: There will be no professional misconduct on part of M/s XYZ as articled trainee had no interest 

in the company and the loan was not related to engagement. 

 

5.12   -  SECOND SCHEDULE, PART III “OTHER MISCONDUCT IN RELATION TO THE MEMBERS OF THE 

INSTITUTE GENERALLY” 

A member of the Institute, whether in practice or not, shall be deemed to be guilty of other misconduct, if he is 

guilty by any civil or criminal court for an offence which is punishable for a term exceeding 6 months.    

 

5.13   -  COUNCIL GENERAL GUIDELINES, 2008 

No. Heading Provision 

II Conduct of a 

Member being an 

employee 

A member of the Institute who is an employee shall exercise due diligence and shall not be 

grossly negligent in the conduct of his duties. 

III Appointment of a 

member as Cost 

auditor 

Omitted 

IV Opinion on F.S. in 

case of 

substantial 

interest 

Omitted 

V Maintenance of 

books of 

accounts 

 

A member of the Institute in practice or the firm of Chartered Accountants of which he is a 

partner, shall maintain and keep in respect of his / its professional practice, proper books 

of account including the following:  

(i) a Cash Book; and  

(ii) a Ledger. 

VI Tax Audit 

assignments 

under Section 44 

AB 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” u/s 44AB of the Income-tax Act, 

1961. 

 In the case of a firm of CAs in practice, the “specified number of tax audit 

assignments” shall be construed as the specified number of tax audit assignments for 

every partner of the firm. 

 Where any partner of the firm is also a partner of any other firm or firms of CAs in 

practice, the number of tax audit assignments which may be taken for all the firms 

together in relation to such partner shall not exceed the “specified number of tax 

audit assignments” in the aggregate. 

 Where any partner of a firm of CAs in practice accepts one or more tax audit 

assignments in his individual capacity, the total number of such assignments which 

may be accepted by him shall not exceed the “specified number of tax audit 

assignments” in the aggregate. 
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 The audits conducted under Sections 44AD, 44ADA and 44AE of the Income Tax 

Act, 1961 shall not be taken into account for the purpose of reckoning the “specified 

number of tax audit assignments”. 

 “The specified number of tax audit assignments” means - 

(a) in the case of a CA in practice or a proprietary firm of CA, 60 tax audit 

assignments, in a financial year, whether in respect of corporate or non-

corporate assesses. 

(b) in the case of firm of CAs in practice, 60 tax audit assignments per partner in the 

firm, in a financial year, whether in respect of corporate or non-corporate 

assesses. 

 In computing the “specified number of tax audit assignments” each year’s audit 

would be taken as a separate assignment. 

 The audit of the head office and branch offices of a concern shall be regarded as one 

tax audit assignment. 

 The audit of one or more branches of the same concern by one CA in practice shall be 

construed as only one tax audit assignment. 

 A Chartered Accountant being a part time practicing partner of a firm shall not be 

taken into account for the purpose of reckoning the tax audit assignments of the firm. 

 A Chartered Accountant in practice shall maintain a record of the tax audit 

assignments accepted by him in each financial year in the format as may be 

prescribed by the Council. 

Clarification by ICAI w.r.t. Signing of Tax Audit Report 

 Tax Audit Report accepted by the firm of Chartered Accountants can be signed by 

any partner on the behalf of the firm. 

 For example, if there are 10 partners in a firm of Chartered Accountants in 

practice, then all the partners of the firm can collectively sign 600 tax audit 

reports. This maximum limit of 600 tax audit assignments may be distributed 

between the partners in any manner whatsoever. For instance, 1 partner can 

individually sign 600 tax audit reports in case remaining 9 partners are not 

signing any tax audit report. 

VII Appointment of 

an Auditor in 

case of non-

payment of 

undisputed fees 

 

 A member of the Institute in practice shall not accept the appointment as auditor of 

an entity in case the undisputed audit fee of another Chartered Accountant for 

carrying out the statutory audit under the Companies Act, 2013 or various other 

statutes has not been paid: 

 In the case of sick unit, the above prohibition of acceptance shall not apply. 

 For this purpose, the provision for audit fee in accounts signed by both - the auditee 

and the auditor along with other expenses, if any, incurred by the auditor in 

connection with the audit, shall be considered as “undisputed” audit fee. 

 “Sick unit” shall mean a unit registered for not less than 5 years, which has at 

the end of any financial year accumulated losses equal to or exceeding its entire 

net worth. 

VIII Specified number 

of audit 

assignments 

 A member of the Institute in practice shall not hold at any time appointment of more 

than the “specified number of audit assignments” of Companies u/s 141 of the 

Companies Act, 2013. 
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  In the case of a firm of CAs in practice, the “specified number of audit assignments” 

shall be construed as the specific number of audit assignments for every partner of 

the firm. 

 Where any partner of the firm of CAs in practice is also a partner of any other firm or 

firms of CAs in practice, the number of audit assignments which may be taken for all 

the firms together in relation to such partner shall not exceed the “specified number 

of audit assignments” in the aggregate. 

 Where any partner of a firm or firms of CAs in practice accepts one or more audit of 

Companies in his individual capacity, or in the name of his proprietary firm, the total 

number of such assignments which may be accepted by all firms in relation to such 

CA and by him shall not exceed the “specified number of audit assignments” in the 

aggregate. 

 For this purpose, the “specified number of audit assignments” means –  

(a) in the case of a Chartered Accountant in practice or a proprietary firm of 

Chartered Accountant, 30 audit assignments whether in respect of private 

Companies or other Companies, with the exception of OPC and dormant 

companies.  

(b) in the case of Chartered Accountants in practice, 30 audit assignments per 

partner in the firm, whether in respect of private Companies or other 

Companies, with the exception of OPC and dormant companies. 

 In computing the “specified number of audit assignments” the number of audit of 

such Companies, which he or any partner of his firm has accepted whether singly or 

in combination with any other Chartered Accountant in practice or firm of such 

Chartered Accountants, shall be taken into account.  

 The audit of the head office and branch offices of a Company by one CA or firm of 

such CAs in practice shall be regarded as one audit assignment. 

 The audit of one or more branches of the same Company by one CA in practice or by 

firm of CAs in practice in which he is a partner shall be construed as one audit 

assignment only. 

 The number of partners of a firm on the date of acceptance of audit assignment shall 

be taken into account. 

 A CA in practice, whether in full-time or part-time employment elsewhere, shall not 

be counted for the purpose of determination of “specified number of audit of 

Companies” by firms of Chartered Accountants.  

 A CA being a part time practicing partner of a firm shall not be taken into account for 

the purpose of reckoning the audit assignments of the firm. 

 A Chartered Accountant in practice as well as firm of Chartered Accountants in 

practice shall maintain a record of the audit assignments accepted by him or by the 

firm of Chartered Accountants, or by any of the partners of the firm in his individual 

name or as a partner of any other firm, as far as possible, in the following format: 

S. 

No 

Name of the 

Company 

Registration 

No. 

Date of 

Appointment 

Date of 

Acceptance 

1 2 3 4 5 
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IX Appointment as 

Statutory auditor 

 

A member of the Institute in practice shall not accept the appointment as statutory auditor 

of PSU/Government Company/Listed Company and other Public Companies having 

turnover of `50 Crores or more in a year where he accepts any other work or assignment 

or service in regard to the same undertaking/company on a remuneration which in total 

exceeds the fee payable for carrying out the statutory audit of the same 

undertaking/company. 

For the above purpose, the term “other work” or “service” or “assignment” shall include 

Management Consultancy and all other professional services permitted by the Council 

pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949 but shall not include:  

(a) audit under any other statute; 

(b) certification work required to be done by the statutory auditors; and 

(c) any representation before an authority; 

In regard to taking up other work or service or assignment of the undertaking/ 

company referred to above, it shall be open to such associate concern or corporate body to 

render such work or service or assignment so long as aggregate remuneration for such 

other work or service or assignment payable to the statutory auditor/s together with fees 

payable to its associate concern(s) or corporate body do/does not exceed the aggregate of 

fee payable for carrying out the statutory audit. 

Note: Applicability of these guidelines seems to be redundant in case of companies 

as Sec. 144 of Companies Act, 2013 prohibits an auditor of the company from 

rendering certain services including management services directly or indirectly to 

the Company or its holding company or its subsidiary company. 

X Appointment of 

an auditor when 

he is indebted to 

a concern 

A member of the Institute in practice or a partner of a firm in practice or a firm or a 

relative of such member or partner shall not accept appointment as auditor of a 

concern while indebted to the concern or given any guarantee or provided any security in 

connection with the indebtedness of any third person to the concern, for limits fixed in the 

statute and in other cases for amount exceeding ₹ 1,00,000/- 

XI Directions in case 

of unjustified 

removal of 

auditors 

A member of the Institute in practice shall follow the direction given, by the Council or an 

appropriate Committee or on behalf of any of them, to him being the incoming auditor(s) 

not to accept the appointment as auditor(s), in the case of unjustified removal of the 

earlier auditor(s). 

XII Minimum Fees Repealed by Council 

XIII Guidelines on 

Tenders 

 A member of the Institute in practice shall not respond to any tender issued by an 

organization or user of professional services in areas of services which are 

exclusively reserved for CAs, such as audit and attestation services.  

 However, such restriction shall not be applicable where minimum fee of the 

assignment is prescribed in the tender document itself or where the areas are 

open to other professionals along with the CAs. 

XIV Unique 

Document 

Identification 

Number (UDIN) 

Guidelines 

A member of the Institute in practice shall generate Unique Document 

Identification Number (UDIN) for all kinds of the certification, GST and Tax Audit 

Reports and other Audit, Assurance and Attestation functions undertaken/signed 

by him which made mandatory from the following dates through announcements 

published on the website of the ICAI www.icai.org at the relevant time:  
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(i) For all Certificates w.e.f. 1st February, 2019.  

(ii) For all GST and Tax Audit Reports w.e.f. 1st April, 2019.  

(iii) For all other Audit, Assurance and Attestation functions w.e.f. 1st July, 2019. 

XV Guidelines for 

Networking  

Refer topic 5.17 

XVI Logo Guidelines  The logo consists of letter ‘CA’ with a tick mark inside a rounded rectangle with 

white background.  

 The letters CA have been put in blue, the corporate colour which not only stands 

out on the background but also denotes creativity, innovativeness, knowledge, 

integrity, trust, truth, stability and depth.  

 The upside down tick mark typically used by Chartered Accountants, has been 

used to symbolize the wisdom and value of the professional.  

 The green colour in the tick mark signifies growth, prosperity, harmony and 

freshness. 

 Members are encouraged to use the new logo, as published in the guidelines. Do 

not change the design and colours, including the white background. Refrain 

from rotating or tilting the logo. 

XVII Guidelines for 

Corporate Form 

of Practice 

To empower the members to face the emerging challenges in the service sector as 

well as to equip them for the opportunities in the non-audit service area, the 

Council decided to allow members in practice to render Management Consultancy 

and Other Services in Corporate form, subject to the guidelines to be issued by the 

Institute in this regard. 

The Council decided to allow members in practice to hold the office of Managing 

Director, Whole-time Director or Manager of a body corporate within the meaning 

of the Companies Act provided that the body corporate is engaged exclusively in 

rendering Management Consultancy and Other Services permitted by the Council in 

pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949 and complies 

with the conditions(s) as specified by the Council from time to time in this regard. 

Various conditions as stated in the guidelines are: 

Name of the 

Management 

Consultancy 

Company 

The Management Consultancy Company shall have a distinct 

name which shall be approved by the Institute. 

Registration After approval of the name and incorporation under the 

Companies Act, the Management Consultancy Company is 

required to be registered with the Institute in a prescribed 

Form. 

Ethical 

Compliance 

(i) Once the Management Consultancy Company is Registered 

with the Institute as per the Guidelines, it will be necessary 

for such a Company to comply with the following 

requirements:  

(a) If the individual practitioner/sole-proprietorship 

firm/partnership firm is the statutory auditor of an 
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entity then the Management Consultancy Company 

should not accept the internal audit or book-keeping or 

such other professional assignments, which are 

prohibited for the statutory auditor firm.  

(b) Ceiling on Non-audit fees is applicable in relation to a 

Management Consultancy Company.  

(c) The Management Consultancy Company shall comply 

with clauses (6) & (7) of Part-I of the First Schedule to 

the Chartered Accountants Act, 1949 and such other 

directives as may be issued by the Institute from time to 

time.  

(ii) The Management Consultancy Company shall give an 

undertaking that it shall comply with clauses (6) & (7) of 

Part-I of the First Schedule to the Chartered Accountants Act, 

1949 and such other directives as may be issued by the 

Institute from time to time. 

Object of 

Management 

Consultancy 

Company 

The Management Consultancy Company shall engage itself only 

in Management Consultancy & Other Services. The Management 

Consultancy Company shall give an undertaking that it shall 

render only Management Consultancy & Other Services 

prescribed by the Council pursuant to powers u/s 2(2)(iv) of the 

Chartered Accountants Act, 1949. 

 

Important Questions 

Q. No. 149: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. P, a Chartered Accountant, did not maintain any books of account on the ground 

that his income did not exceed the limits prescribed u/s 44AA of the Income-tax Act, 1961. 

[Study Material – ICAI] 

Or 

Comment on the following with reference to the CA Act, 1949, and Schedules thereto: CA. P 

registered his proprietorship firm last year and started practicing in the name of “M/s P & Co.”. 

He is of the view that a professional need to maintain books of accounts only if his earnings 

exceed the minimum prescribed limit as per Sec. 44AA of the Income Tax Act, 1961. Therefore, 

he decided not to maintain his books of accounts as his earnings are below the prescribed limit 

given u/s 44AA of the said Act. 

Or 

Mr. P, a CA in practice runs his proprietorship firm as “M/s P & Co.”. His annual gross receipts 

are in excess of ₹ 50 Lakhs. He maintains a small pocket diary in which he writes the fees 

received from various clients. Based on his record, he prepares and files his income tax return. 

[RTP-May 2018] 

HINT: Mr. P will be held guilty of professional misconduct by virtue of Clause 1 of Part II of Second 

Schedule, due to contravention of Chapter V of Council General Guidelines, 2008 for non-maintenance 

of books of accounts. 
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Q. No. 150: Mr. X, a Chartered Accountant in Practice filed his income tax return for the Assessment Year 

2020-21 u/s 44ADA of the income Tax Act, 1961, declaring his income on presumptive basis. In 

a disciplinary proceeding alleged against him for an alleged misuse of funds of his clients, it was 

asked that he should submit his books of accounts for the financial year ended on 31.03.2020. 

Mr. X refused to submit books of accounts on the ground that he had not maintained any books 

and even for income tax purposes, he submitted his Return of Income on a presumptive basis. Is 

he right in putting such a defence? Analyse the issue in the lights of Professional Code, if any. 

[Nov. 18-New Syllabus (5 Marks)] 

HINT: Defence of Mr. X is not admissible and he will be held guilty of professional misconduct by virtue 

of Clause 1 of Part II of Second Schedule, due to contravention of Chapter V of Council General 

Guidelines, 2008 for non-maintenance of books of accounts.  

Q. No. 151: A member of the institute shall not accept in a year more than the specified number of tax audits 

under section 44AB of the Income Tax Act.  

 Mr. Gaurav is a partner in M/s XYZ & Co., a firm of Chartered Accountants with 6 partners.  

 During the assessment year 2020-21, Mr. Gaurav alone had signed 290 tax audit reports 

consisting of both corporate and non-corporate assessees. Comment.                  

[Study Material – ICAI, Nov. 16 (4 Marks)] 

                       HINT: Mr. Gaurav is eligible to sign 290 tax audit reports on behalf of the firm as the eligibility of the 

firm is to accept 360 tax audits. (Refer Chapter VI of Council General Guidelines, 2008). 

Q. No. 152: M/S PQR & Co. is a partnership firm of 3 partners P, Q and R. All partners are exclusively 

associated with the firm in practice and are not doing practice in individual capacity. For the 

year ended 31st March, 2020, the partners have undertaken audits and signed audit reports 

under section 44AB/ 44AD of the Income Tax Act, 1961 as under:  

 Under Section 44AB Under Section 44AD 

P 10 15 

Q 60 5 

R 100 5 

Discuss whether there is any professional misconduct by the firm in regard to the aforesaid 

audits.                                                                                                                    [Nov. 19 – Old Syllabus (4 Marks)] 

HINT: Refer Chapter VI of Council General Guidelines, 2008. No Misconduct arises on part of Firm or 

partners.  

Q. No. 153: Mr. Z accepted the statutory audit of a sick unit - NCT Ltd., for the year ending 31.03.2021. 

During the course of audit, it was noticed that company’s net worth was negative for the year 

ended 31.03.2020 and there was also a liability of tax audit fees of ₹ 35,000 in favour of the 

previous auditor. Comment.                                                        [Study Material – ICAI, Nov. 16 (4 Marks)] 

 HINT: Mr. Z would not be guilty of professional misconduct since the M/s NCT Ltd. is a sick unit having 

negative net worth for the year 2019-20 (Refer Chapter VII of Council General Guidelines, 2008). 

Q. No. 154: Write short note on: Record of Audit assignments.  

 HINT: Refer Chapter VIII of Council General Guidelines 2008. 

Q. No. 155: J, a practicing Chartered Accountant has not maintained the records of audit assignments of the 

companies on the ground that he is conducting lesser number of audits prescribed under 

Section 141(3) (g) of the Companies Act, 2013.                                    [Nov. 18-Old Syllabus (4 Marks)] 

HINT: Ground of Mr. J is not admissible and he will be held guilty of professional misconduct by virtue 

of Clause 1 of Part II of Second Schedule, due to contravention of Chapter VIII of Council General 

Guidelines, 2008 for not maintaining of record of audit assignments.  
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Q. No. 156: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: A is the auditor of Z Ltd., which has a turnover of ₹ 200 crores. The audit fee for the year 

is fixed at ₹ 50 lakhs. During the year, the company offers A an assignment of management 

consultancy within the meaning of Section 2(2)(iv) of the CA Act, 1949 for a remuneration of ₹ 1 

crore. A seeks your advice on accepting the assignment.                              [Study Material – ICAI]                                                     

or 

 Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Mr. Moon is the auditor of M/s Sun Ltd., which has a turnover of ₹ 100 crores. The audit 

fee for the year is fixed at ₹ 25 lakhs. During the year the company offers Mr. Moon an 

assignment of Management Consultancy for a remuneration of ₹ 50 lakhs.  

 HINT: It would be a misconduct on A’s part due to breach of Chapter IX of Council General Guidelines, 

2008 as he accepts the management consultancy assignment at a fee higher than audit fees.  

 Note: Applicability of Chapter IX of Council General Guidelines, 2008 seems to be redundant in 

case of companies, because as per Section 144 of the Companies Act 2013, auditor of a company 

cannot render management services to the company, its holding company or subsidiary 

company, directly or indirectly.  

Q. No. 157: Comment with reference to the Chartered Accountants Act, 1949 and Schedules thereto: D, who 

conducts the tax audit u/s 44AB of the Income Tax Act, 1961 of M/s ABC, a partnership firm, has 

received the entire audit fees of ₹ 25,000 in April, 2020 in respect of the tax audit for the year 

ended 31.3.2020. The audit report was, however, signed on 25.5.2020. What will be your answer 

if fees were recovered on progressive basis?                       [May 09 (4 Marks)] 

Or 

D, who conducts the tax audit u/s 44AB of the Income Tax Act, 1961 of M/s ABC, a partnership 

firm, has received the audit fees of ₹ 2,50,000 on progressive basis in respect of the tax audit for 

the year ended 31.3.2020. The audit report was, however, signed on 25.5.2020. 

 [Study material – ICAI]  

HINT: Mr. D will be held guilty of professional misconduct by virtue of Clause I of Part II of Second 

Schedule due to breach of Chapter X of Council General Guidelines, 2008 (being disqualified as indebted 

to the assessee due to explanation to Sec. 288 of Income Tax act, 1961). 

 However, if fees were recovered on progressive basis, no professional misconduct arises.  

Q. No. 158: Give your comments with reference to the Companies Act, 2013 and the Chartered Accountants 

Act, 1949 and Schedules thereto: Mr. E, proprietor of M/s. E & Co. is the statutory auditor of a 

company which owns a store dealing in computer equipments. During the year 2020–21, E 

purchased a computer from the store costing ₹ 25,000 for his son.  

 He did not make any payment for the same, but asked the company to adjust the same against 

the audit fees payable of ₹ 50,000.             [Nov. 12 (4 Marks)] 

 HINT: Mr. E is permitted to continue the office as his indebtedness is within the permissible limits of `5 

Lacs as prescribed under Section 141(3)(d)(ii) of Companies Act, 2013 and hence no misconduct arises 

under Chapter X of Council General Guidelines, 2008.  

Q. No. 159: M/s ASKS, a firm of Chartered Accountants, having three partners accepts an audit assignment 

of a private limited company for a fee of ₹ 4,000 only. Comment.  

[May 09 (5 Marks), Nov. 15 (4 Marks), MTP-March 19]   

 HINT: M/s ASKS will not be held liable for guilty of misconduct as minimum fees prescribed is 

recommendatory only. 



Professional Ethics                                                             Chapter 5 

5.73 

Q. No. 160: Comment on the following with reference to the Chartered Accountants Act, 1949, and 

Schedules thereto:  M (P) Ltd. appointed CA. P for some professional assignments like company’s 

ROC work, preparation of minutes, statutory register etc. For this, CA. P charged his fees 

depending on the complexity and the time spent by him on each assignment. 

 Later on, M (P) Ltd. filed a complaint against CA. P to the ICAI that he has charged excessive fees 

for the assignments comparative to the scale of fees recommended by the Committee as well as 

duly considered by the Council of ICAI.                                                                                         [MTP-April 18]                                        

 HINT: Scale of fees recommended by the Committee as well as duly considered by the Council of ICAI is 

only recommendatory and not mandatory, hence no misconduct arise on part of Mr. P.  

Q. No. 161: Mr. Kushal, a practicing Chartered Accountant has signed the GST Audit Reports, Tax Audit 

Reports u/s 44AB of the Income tax Act, 1961 for the financial year 2019-20 that are filed online 

using Digital Signature and without generating UDIN on the ground that there is no field for 

mentioning UDIN on digitally signed online reports. Is the contention of Mr. Kushal valid? Give 

your comments with reference to the Chartered Accountants Act, 1949 and schedules thereto.  

[Nov. 20 – New Syllabus (4 Marks)] 

 HINT: Refer Chapter XIV of Council General Guidelines, 2008. Contention of Mr. Kushal is not valid as 

non-generating of UDIN amounts to professional misconduct under Clause 1, Part II of Second Schedule 

due to non-compliance of Council general Guidelines, 2008. 

 

5.14 - SELF REGULATORY MEASURES (RECOMMENDED BY COUNCIL OF ICAI) 

Branch Audits  The branch audits of a company should not be conducted by its statutory auditors 

consisting of ten or more members, but should be conducted 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, 2013.  

 This restriction may not apply in the following cases. 

1. where the accounting records of the branches are maintained at the head office of the 

respective companies, and 

2. where significant operations of an undertaking or a company are carried out at its 

branch office. 

Joint Audit  In the case of large companies, the practice of associating a practicing firm with less than 

five members as Joint auditors should be encouraged.  

 Where a client desires to appoint such a firm as joint auditor, the senior firm should not 

object to the same. 

Ratio Between 

Qualified and 

Unqualified Staff 

In the Council’s view, a practicing firm of Chartered Accountants engaged in audit work 

should have at least one member for every five non-qualified members of the staff, 

excluding articled and audit assistants, typists, peons and other persons not engaged directly 

in such professional work. 

Disclosure of 

Interest by 

Auditors in other 

Firms 

The Council has decided that as a good and healthy practice, auditors should make a 

disclosure of the payments received by them for other services through the medium of a 

different firm or firms in which the said auditor may be either a partner or proprietor. 

 

IMPORTANT QUESTIONS 

Q. No. 162: Write short note on: Self Regulatory Measures as recommended by Council of ICAI.  
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5.15 - KYC (KNOW YOUR CLIENT) NORMS FOR A CA 

Norms to be 

observed by 

Member in 

Practice (w.e.f. 

01.01.2017) 

Individual 

Client 

General 

Information   

 Name of the Individual 

 PAN No. or Aadhar Card No. of the Individual 

 Business Description 

 Copy of last Audited Financial Statement 

Engagement 

Information   

 Type of Engagement 

Corporate 

Entity  

General 

Information 

 Name and Address of the Entity   

 Business Description 

 Name of the Parent Company in case of Subsidiary 

 Copy of last Audited Financial Statement 

Engagement 

Information 

 Type of Engagement 

 

Regulatory 

Information 

 Company PAN No. 

 Company Identification No. 

 Directors’ Names & Addresses 

 Directors’ Identification No. 

Non- 

Corporate 

Entity  

General 

Information 

 Name and Address of the Entity   

 Copy of PAN No.  

 Business Description 

 Partner’s Names & Addresses (with their 

PAN/Aadhar Card/DIN No.)   

 Copy of last Audited Financial Statement 

Engagement 

Information 

 Type of Engagement 

 

Importance of 

KYC Norms 

 The financial services industry globally is required to obtain information of their clients 

and comply with KYC norms.  

 Keeping in mind the highest standards of Chartered Accountancy profession in India, the 

Council of ICAI recommended such norms to be observed by the members of the 

profession who are in practice.  

 Considering the spirit underlying these measures, it is expected that every Chartered 

Accountant carrying out attest function is encouraged to follow them and implementation 

of these measures would go a long way in ensuring equitable flow of work among the 

members and would also further enhance the prestige of the profession in the society. 

 These Know Your Client (KYC) Norms are also important in order to ensure a healthy 

growth of the profession and an equitable flow of professional work among the members. 
 

IMPORTANT QUESTIONS 

Q. No. 163: Mr. F, a Chartered Accountant, gave advisory services to PQR Pvt. Ltd. Further, he gave them GST 

consultancy and helped in ERP set up. Later, the company turned out to be a part of a group of 

companies involved in money laundering. Mr. F was asked to provide details of the companies. 

Mr. F refused on the grounds that he gave only consultancy services to the company and wasn’t 

supposed to keep any information about the company. Is Mr. F right as per the guidelines issued 

by the ICAI?                      [Study Material – ICAI] 
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HINT: Mr. F is not right as he is required to comply with the KYC Norms which are mandatory in nature 

and shall apply in all assignments. 

Q. No. 164: Write short note on: KYC norms for a Chartered Accountant in practice. 

[May 18 – Old Course (4 Marks)] 

Q. No. 165: Write short note on: Importance of KYC requirements for a Chartered Accountant's practice.  

[Nov. 14 (4 Marks)] 

 

5.16 - RECENT DECISIONS OF ETHICAL STANDARD BOARD 

1. A Chartered Accountant in practice may be an equity research adviser, but he cannot publish retail report, as 

it would amount to other business or occupation.  

2. A Chartered Accountant, who is a member of a Trust, cannot be the auditor of the said trust.  

3. A Chartered Accountant in practice may engage himself as Registration Authority (RA) for obtaining digital 

signatures for clients.  

4. A Chartered accountant can hold the credit card of a bank when he is also the auditor of the bank, provided 

the outstanding balance on the said card does not exceed rupees 10000 beyond the prescribed credit period 

limit on credit card given to him.  

5. A Chartered Accountant in practice can act as mediator in Court, since acting as a “mediator” would be 

deemed to be covered within the meaning of “arbitrator’; which is inter-alia permitted to members in practice 

as per Regulation 191 of the Chartered Accountants Regulations, 1988.  

6. A Chartered Accountant in practice is not permitted to accept audit assignment of a bank in case he has taken 

loan against a Fixed Deposit held by him in that bank.  

7. The Ethical Standards Board in 2013 generally apply the stipulations contained in the then amended Rule 11U 

of Income Tax generally, wherein statutory auditor /tax auditor cannot be the valuer of unquoted equity 

shares of the same entity.  

The Board has at its recent Meeting (January, 2017) has reviewed the above, and decided that where law 

prohibits for instance in the Income Tax Act and the rules framed thereunder, such prohibition on statutory 

auditor/tax auditor to be the valuer will continue, but where there is no specific restriction under any law, the 

said eventuality will be permissible, subject to compliance with the provisions, as contained in the Code of 

Ethics relating to independence.  

8. The Ethical Standards Board had in 2011 decided that it is 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.  

The Board has at its recent Meeting (January, 2017) has reviewed the above, and noted that the Section 141 of 

Companies Act, 2013 on disqualification of auditors does not mention such prohibition; though threats 

pertaining to the said eventuality have been mentioned in Code of Ethics.  

Further, the Board was of the view that a member may take decision in such situation based on the provisions 

of Companies Act, 2013 and provisions of Code of Ethics.  

9. A chartered accountant in practice cannot become Financial Advisors and receive fees/commission from 

Financial Institutions such as Mutual Funds, Insurance Companies, NBFCs etc.  

10. A chartered accountant cannot exercise lien over the client documents/records for non-payment of his fees.  

11. It is not permissible for CA Firm to print its vision and values behind the visiting cards, as it would result in 

solicitation and therefore would be violative of the provisions of Clause (6) of Part-I of First Schedule to the 

Chartered Accountants Act, 1949.  

12. It is not permissible for chartered accountants in practice to take agencies of UTI, GIC or NSDL.  

13. It is permissible for a member in practice to be a settlor of a trust.  
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14. A member in practice cannot hold Customs Brokers Licence under section 146 of the Customs Act, 1962 read 

with Customs Brokers Licensing Regulations, 2013 in terms of the provisions of Code of Ethics.  

15. A Chartered accountant in service may appear as tax representative before tax authorities on behalf of his 

employer, but not on behalf of other employees of the employer.  

16. A chartered accountant who is the statutory auditor of a bank cannot for the same financial year accept stock 

audit of the same branch of the bank or any of the branches of the same bank or sister concern of the bank, for 

the same financial year.  

17. A CA Firm which has been appointed as the internal auditor of a PF Trust by a Government Company cannot 

be appointed as its Statutory Auditor.  

18. A concurrent auditor of a bank ‘X’ cannot be appointed as statutory auditor of bank ‘Y’, which is sponsored by 

‘X’.  

19. A CA/CA Firm can act as the internal auditor of a company & statutory auditor of its employees PF Fund under 

the new Companies Act (2013).  

20. The Ethical Standards Board while noting that there is requirement for a Director u/s 149(3) of the 

Companies Act, 2013 to reside in India for a minimum period of 182 days in the previous calendar year, 

decided that such a Director would be within the scope of Director Simplicitor (which is generally permitted 

as per ICAI norms), if he is non – executive director, required in the Board Meetings only, and not paid any 

remuneration except for attending such Board Meetings. 

21. Internal auditor not to undertake GST Audit simultaneously.  

 

5.17 - GUIDELINES FOR NETWORKING 

Definitions Network A larger structure:  

(a) That is aimed at co-operation; and  

(b) That is clearly aimed at profit or cost sharing or shares common 

ownership, control or management, common quality control policies and 

procedures, common business strategy, the use of a common brand name, 

or a significant part of professional resources. 

Network Firm means a firm or Entity that belongs to a Network. 

Concept of 

Network 

1. To enhance their ability to provide professional services, firms frequently form larger 

structures with other firms and entities. Whether these larger structures create a network 

depends on the particular facts and circumstances and does not depend on whether the 

firms and entities are legally separate and distinct. For example, a larger structure may be 

aimed only at facilitating the referral of work, which in itself does not meet the criteria 

necessary to constitute a network. Alternatively, a larger structure might be such that it is 

aimed at co-operation and the firms share a common brand name, a common system of 

quality control, or significant professional resources and consequently is deemed to be a 

network. 

2. The judgment as to whether the larger structure is a network shall be made in light of 

whether a reasonable and informed third party would be likely to conclude, weighing all the 

specific facts and circumstances, that the entities are associated in such a way that a network 

exists. This judgment shall be applied consistently throughout the network.  

3. Where the larger structure is aimed at co-operation and it is clearly aimed at profit or cost 

sharing among the entities within the structure, it is deemed to be a network. However, the 

sharing of immaterial costs does not in itself create a network. In addition, if the sharing of 

costs is limited only to those costs related to the development of audit methodologies, 

manuals, or training courses, this would not in itself create a network.  
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Further, an association between a firm and an otherwise unrelated entity to jointly provide a 

service or develop a product does not in itself create a network. 

4. Where the larger structure is aimed at cooperation and the entities within the structure 

share common ownership, control or management, it is deemed to be a network. This could 

be achieved by contract or other means. 

5. Where the larger structure is aimed at co-operation and the entities within the structure 

share common quality control policies and procedures, it is deemed to be a network. For this 

purpose, common quality control policies and procedures are those designed, implemented 

and monitored across the larger structure.  

6. Where the larger structure is aimed at co-operation and the entities within the structure 

share a common business strategy, it is deemed to be a network. Sharing a common business 

strategy involves an agreement by the entities to achieve common strategic objectives. An 

entity is not deemed to be a network firm merely because it co-operates with another entity 

solely to respond jointly to a request for a proposal for the provision. 

7. Where the larger structure is aimed at co-operation and the entities within the structure 

share the use of a common brand name, it is deemed to be a network. A common brand 

name includes common initials or a common name. A firm is deemed to be using a common 

brand name if it includes, for example, the common brand name as part of, or along with, its 

firm name, when a partner of the firm signs an audit report. 

8. Even though a firm does not belong to a network and does not use a common brand name as 

part of its firm name, it may give the appearance that it belongs to a network if it makes 

reference in its stationery or promotional materials to being a member of an association of 

firms. 

Accordingly, if care is not taken in how a firm describes such memberships, a perception 

may be created that the firm belongs to a network. 

9. Where the larger structure is aimed at co-operation and the entities within the structure 

share a significant part of professional resources, it is deemed to be a network. 

Professional resources include: 

 Common systems that enable firms to exchange information such as client data, billing 

and time records; 

 Partners and staff; 

 Technical departments that consult on technical or industry specific issues, transactions 

or events for assurance engagements; 

 Audit methodology or audit manuals; and 

 Training courses and facilities. 

10. The determination of whether the professional resources shared are significant, and 

therefore the firms are network firms, shall be made based on the relevant facts and 

circumstances. Where the shared resources are limited to common audit methodology or 

audit manuals, with no exchange of personnel or client or market information, it is unlikely 

that the shared resources would be significant. The same applies to a common training 

endeavour. Where, however, the shared resources involve the exchange of people or 

information, such as where staff are drawn from a shared pool, or a common technical 

department is created within the larger structure to provide participating firms with 

technical advice that the firms are required to follow, a reasonable and informed third party 

is more likely to conclude that the shared resources are significant. 
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Forms of the 

Network 

The different forms of Network can be as under: 

1. A network can be constituted as a mutual entity which will act as a facilitator for the 

constituents of the Network. In such a case the Network itself will not carry out any 

professional practice. 

2. A network can be constituted as a partnership firm subject to the condition that the total 

number of partners does not exceed 20. 

3. A network can be constituted as a Limited Liability Partnership subject to the provision of 

the Chartered Accountant Act and Rules and such other laws as may be applicable. 

4. A network can be constituted as company subject to the guidelines prescribed by Institute 

for corporate form of practice and formation of management consultancy services company. 

5. Network Firms shall consist of sole Practitioner/proprietor, partnership or any such entity 

of professional accountants as may be permitted by the Act 

6. A firm is allowed to join only one network. 

7. Firms having common partners shall join only one Network. 

Approval of 

Name of 

Network 

amongst firms 

registered 

with Institute 

 The Network may have distinct name which should be approved by the Institute. To 

distinguish a “Network” from a “firm” of Chartered Accountants, the words “& Affiliates” 

shall be used after the name of the network and the words “& Co.” / “& Associates” shall not 

be used. The prescribed format of application for approval of Name for Network is at Form 

‘A’.  

 Provisions of Regulation 190 of the Chartered Accountants Regulations, 1988 shall be 

applicable to the name of Network. However, even if a name is approved and subsequently it 

is found that the same is undesirable then, the said name may be withdrawn at any time by 

the Institute. The Institute shall reject 3 any undesirable name and the provisions in respect 

of names of companies as prescribed in the Companies Act, 1956 (Now Companies Act, 

2013) shall be applicable in spirit.  

 The Institute shall approve or reject the name of the Network and intimate the same to the 

Network at its address mentioned in Form ‘A’ within a period which shall not be later than 

30 days from the date of receipt of the said Form.  

 Mere approval of the name of the Network shall not entitle the Network to carry on practice 

in its own name. 

Registration 

of Network 

with entities 

in India 

 

 After the name of a Network is approved as per provision under these Guidelines, the 

Institute shall reserve such name for a period of three (3) months from the date of approval. 

 The Network shall get itself registered with the Institute by applying in Form B within the 

period of 3 months, failing which the name assigned shall stand cancelled on the expiry of 

the said period. 

 Registration of Network with Institute is mandatory. 

 If different Indian firms are networked with a common Multinational Accounting Firm, they 

shall be considered as a part of network. 

Listing of 

Network with 

entities 

outside India 

 The duly authorized representative(s) of the Indian Member firm (s)/Member constituting 

the Network with entities outside India shall file a declaration with the Institute in Form ‘D’ 

for Listing of such Network within 30 days from the date of entering into the Network 

arrangement. 
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  Proprietary/individual members, partnership firms as well as members in LLP or any such 

other entity of members as may be permitted by the Act, shall be permitted to join such 

network with entities outside India provided that the proprietary/individual members, 

partnership firms as well as members in LLP or any such other entity of members are 

allowed to join only one network and firms having common partners shall join only one such 

network. 

Change in 

constitution of 

registered 

Network 

In case of change in the constitution of registered Network on account of any entry into or exit 

from the Network, the network shall communicate the same to the Institute by filing Form ‘C’ 

within a period of thirty (30) days from the date of change in the constitution. 

Ethical 

Compliance 

Once the relationship of network arises, it will be necessary for such a network to comply with all 

applicable ethical requirements prescribed by the Institute from time to time in general and the 

following requirements in particular: - 

1. If one firm of the network is the statutory auditor of an entity then the associate [including 

the networked firm(s)] or the said firm directly/indirectly shall not accept the internal audit 

or book-keeping or such other professional assignments which are prohibited for the 

statutory auditor firm. 

2. The guidelines of ceiling on Non-audit fees is applicable in relation to a Network as follows:  

 For a Network firm who is doing statutory audit (including its associate concern and/or 

firm(s) having common partnership), it shall be the same as mentioned in the said 

notification; and  

 For other firms of the same Network collectively, it shall be 3 times of the fee payable for 

carrying out the statutory audit of the same undertaking/company. 

3. In those cases where rotation of firms is prescribed by any regulatory authority, no member 

firm of the network can accept appointment as an auditor in place of any member firm of the 

network which is retiring. 

4. The Network may advertise the Network to the extent permitted by the Advertisement 

Guidelines issued by Institute. The firms constituting the network are permitted to use the 

words “Network Firms” on their professional stationery. 

5. The constituent member firms of a Network and the Network shall comply with all the 

Ethical Standards prescribed by the Council from time to time. 

Consent of 

Client 

The effect of registration of network with Institute will be deemed to be a public notice of the 

network and therefore consent of client will be deemed to be obtained. 

Framework of 

Internal 

Byelaws of 

Network 

To streamline the networking, a network shall formulate operational bye-laws. Bye-laws may 

contain the following clauses on which the affiliates of the network may enter into a written 

agreement among themselves: 

(1) Appointment of a Managing Committee, from among the managing partners of the member 

firms of the network and the terms and conditions under which it should function. The 

minimum and maximum number of members of the Managing Committee shall also be 

agreed upon. 

(2) Administration of the network 

(3) Contribution of membership fees to meet the cost of the administration of the network. 

(4) Identifying a partner of any of the member firms of the network to be responsible for the 

assignment (engagement partner) 
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(5) Dispute settlement procedures through arbitration and conciliation 

(6) Development of training materials for members of the network 

(7) Issue of News-letters for staff and clients 

(8) Development of softwares for different types of assignments 

(9) Development and maintenance of data bases relevant for different types of assignments 

(10) Library 

(11) Appointment of a technical director to whom references can be made 

(12) Determining the methodology for drawing resources from each member firm 

(13) Determining compensation to member firms for resources to be drawn from them 

(14) Peer review of the member firms These clauses are illustrative. 

 

5.18 – Council Guidelines for Advertisement, 2008 

Guidelines for 

Write-up 

Meaning of 

Write-up 

“Write up” means the writing of particulars according to the information given 

in the Guidelines setting out services rendered by the Members or firms and any 

writing or display of the particulars of the Member(s) in Practice or of firm(s) 

issued, circulated or published by way of print or electronic mode or otherwise 

including in newspapers, journals, magazines and websites, which include social 

Networking Websites (in Push as well as in Pull mode) in accordance with the 

Guidelines. 

Conditions 

to be 

complied 

with 

The write-up shall comply with the following conditions: 

A. It shall be honest and truthful.  

B. There shall be no exaggerated claims for the services offered by the member 

or the Firm, or the qualifications or experience of the member or any of the 

partners or any other person associated with the Firm.  

C. It must not make any disparaging references or unsubstantiated 

comparisons to the work of others.  

D. It should not be of a nature that may bring the profession into disrepute.  

E. It should not contain testimonials or endorsements concerning Member(s) 

or names of clients (both the past and present) or the fees charged.  

F. It should not contain any information about achievements /awards (except 

the awards given by the Central or State Governments or Regulatory bodies) 

or any other position held, or accreditation(s) granted by any organisation.  

G. Monogram of any kind or use of any kind of catch words is not permissible.  

H. The Membership No./FRN (as may be applicable) is mandatory to be 

mentioned in the write-up.  

I. It should not be of font size exceeding 14.  

1. It must not be violative of any provisions of Chartered Accountants Act, 

1949, Chartered Accountants Regulations, 1988, Code of Ethics, 2020 or any 

Guideline of the Council 

Information 

to be 

contained in 

write-ups 

For 

Members 

(i) CA………….. Name  

(ii) Membership No. with Institute  

(iii) Age  

(iv) Date of becoming ACA  
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(v) Date of becoming FCA  

(vi) Date from which COP held  

(vii) Recognized qualifications  

(viii) Languages known 

(ix) Telephone/Mobile/Fax No. 

(x) Professional Address  

(xi) Website  

(xii) E-mail  

(xiii) CA Logo  

(xiv) Passport style photograph  

(xv) Details of Employees (Nos.:)  

(a) Chartered Accountants –  

(b) Other Professionals –  

(c) Articles/Audit Assistants  

(d) Other Employees  

(xvi) Names of the employees and their particulars on the 

lines allowed for a member as stated above.  

(xvii) Services provided  

(a) ………………………………  

(b) ………………………………  

(c) ………………………………  

(xviii) Position held as Director or Managing Director in a 

Management Consultancy Company registered with the 

Institute. 

For Firms (i) Name of the Firm …………………… Chartered Accountants  

(ii) Firm Registration No. with Institute  

(iii) Year of establishment.  

(iv) Professional Address(s) registered with the Institute 

(both Head Office and Branches)  

(v) Working Hours (vi) Tel. No(s)/Mobile No./Fax No(s)  

(vi) E-mail  

(vii) No. of partners  

(viii) Name of the proprietor/partners and their particulars on 

the lines allowed for a member as stated above including 

passport style6 photograph.  

(ix) CA Logo  

(x) Details of Employees (Nos. -) 

(a) Chartered Accountants – 

(b) Other professionals –  

(c) Articles/Audit Assistants  

(d) Other employees  
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(xi) Names of the employees of the firm and their particulars 

on the lines allowed for a member as stated above.  

(xii) Services provided:  

(a) ……………………………….  

(b) ………………………………  

(c) ………………………………  

(xiii) Affiliation with a Network registered with the Institute  

Points to remember 

The write-up may have the Signature, Name of the Member/Name of the 

Partner signing on behalf of the firm, Place and Date. 

Guidelines for 

Websites 

Already covered along with Clause 6 of Part I of First Schedule 

Online Third 

Party 

Platforms 

A number of non-Chartered Accountants’ firms, corporates including banks, finance Companies 

and newspapers have set up their own Websites providing advisory services on taxation and 

other areas where Chartered Accountants are rendering professional service. Some of such 

Websites may request Chartered Accountants or Chartered Accountants’ firms to provide 

consultation and advice through their Websites. No other service, besides consultancy and advice 

can be rendered through such websites.  

This would be permitted subject to the condition that on the Website, contact address of the 

Chartered Accountant concerned is not provided nor such Website will contain any material 

which advertises professional achievements or status of such Chartered Accountant except 

making a statement that they are Chartered Accountants. The name of Chartered Accountants’ 

firm with suffix “Chartered Accountants” would not be permitted. 

Publication of 

Name or Firm 

Name in the 

Telephone or 

other 

Directories  

The Chartered Accountants and Chartered Accountants Firms may have entries made in a 

Telephone Directory (in printed and electronic form) either by making a special request or by 

means of an additional payment.  

The Council has also considered the question of permitting entries in respect of Chartered 

Accountants and their firms under specified groups in telephone/trade directories subject to the 

following additional restrictions: 

(i) The entry should not appear in any other section/category except that of ‘Chartered 

Accountants’.  

(ii) The member/firm should belong to the town/city in respect of which the directory is being 

published.  

(iii) The order of the entries should not be in any manner other than alphabetical.  

(iv) The entry should not be made in a differential or prominent manner giving the impression 

of publicity/advertisement.  

(v) The entries should not be restricted and should be open to all the Chartered 

Accountants/firms of Chartered Accountants in the particular city/town in respect whereof 

the directory is published.  

(vi) The members can also include their names in trade/ social directories. 

Application 

based Service 

provider 

Aggregators 

It is not permissible for members to list themselves with online Application based service 

provider Aggregators, wherein other categories like businessmen, technicians, maintenance 

workers, event organizers etc. are also listed. 
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Specialised 

Directories 

for limited 

circulation 

 The name, description and address of member (or firm) may appear in any directory or list of 

members of a particular body in which the names are listed alphabetically.  

 For a specialised directory or a publication such as a “Who’s Who” (including those compiled 

on purely local basis), a member should use his discretion in supplying information, bearing 

in mind the nature and purpose of the publications.  

 In addition to his name, description and address and those of his firm, a member may give 

where appropriate, directorships held and reasonable personal details and may state his 

outside interests. He should not, however, give the names of any of his clients. 

Exemptions  A special exemption has been made as regards publication of the name and address of a 

member or that of his firm, with the description Chartered Accountant(s), in an 

advertisement appearing in the press in the following circumstances, provided that the 

advertisement is not displayed more prominently than is usual for such advertisements or 

the name of the member or that of his firm with the designation Chartered Accountant(s) 

appears in type not bolder than the substance of the advertisement: 

(a) Advertisement for recruiting staff in the member’s own office.  

(b) Advertisement inserted on behalf of clients requiring staff or wishing to acquire or 

dispose of business or property.  

(c) Advertisement for the sale of a business or property by a member acting in a 

professional capacity as trustee, liquidator or receiver.  

 When advertising for staff, it is desirable that members should avoid the expression such as 

“a well-known firm”, since this would savour of advertisement. Similar considerations apply 

to advertisements for articled assistants. The advertisements should not contain any 

promotional element nor should there be any suggestion that the services offered by the 

Chartered Accountant or his firm are superior to those offered by other accountants. 

 
IMPORTANT QUESTIONS 

Q. No. 166: A Chartered Accountant in service agrees to entrust the work of investment broker to Mr. X on 

the specific understanding that 20% of commission Mr. X earns would be paid to him. 

 HINT: Guilty of professional misconduct by virtue of clause 2 of Part II of First Schedule. 

Q. No. 167: As a Practising CA do you approve the following: In a representation to be submitted to a 

company u/s 140(4) of the Companies Act, 2013, the partner of the firm of auditors wants to 

include the contributions made by the firm in strengthening the control procedures of the 

company during their association with the company. If not, why? 

HINT: Action proposed by a partner could not be approved since it would lead to his being held guilty 

of professional misconduct under Clause (6) of Part I of the First Schedule to the Chartered Accountants 

Act, 1949. 

Q. No. 168: As a practising chartered accountant do you approve the following: The Chairman of an Audit 

Committee of a Bluechip Company, who is a Chartered Accountant asked the firm in which he 

was previously a partner to quote their fee on a success fee basis so as to ensure that a 

professional work is assigned to such firm. 

 HINT: Not approved as it will amounts to professional misconduct by virtue of clause 10 of Part I of 

First Schedule. 
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Q. No. 169: X & Co. Chartered Accountants were informed by True & Co. Ltd. that they have been appointed 

as auditor of the company in place of ABC & Co. who have been removed, subject however to the 

approval of the shareholders in the ensuing AGM. X & Co. accepted the appointment and 

commenced the work without their appointment being approved by the shareholders of the 

company. 

 HINT: Guilty of professional misconduct by virtue of clause 9 of Part I of First Schedule. 

Q. No. 170: Mr. X, a practicing Chartered Accountant, accepts appointment as a valuer of goodwill of a 

business for the purpose of determining the value of gift under the Income Tax Act on the 

condition that he would be paid 5% of the value of the goodwill so determined as his fees. 

 HINT: Permitted under Regulation 192, hence not guilty of professional misconduct. 

Q. No. 171: Is there any misconduct on the part of a Chartered Accountant in the following circumstances: 

 Mr. X has charged a fee for representing his client in an income tax appeal based on the expected 

relief as a result of the appeal. 

 HINT: Professional misconduct by virtue of Clause 10 of Part I of First Schedule. 

Q. No. 172: A CA in practice, inspite of repeated requests from the secretary of the Institute, fails to submit 

Form 18. Is he liable for misconduct.      [May 17 (4 Marks)] 

 HINT: Guilty of professional Misconduct by virtue of Clause 2 of Part III of First Schedule. 

Q. No. 173: Discuss the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. R, a Chartered Accountant in practice has been elected as the treasurer of a 

Regional Council of the Institute. The Regional Council had organized an international tour 

through a tour operator during the year for its members. During the audit of the Regional 

Council, it was found that Mr. R had received a personal benefit of ` 50,000 from the tour 

operator.         [MTP-Oct.20] 

 HINT: Guilty of Other Misconduct under Part IV of First Schedule read with Sec. 21 of CA Act, 1949. 

Q. No. 174: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: Z, a Chartered Accountant, certifies a financial forecast of his client which was 

forwarded to the client’s bank based on which the bank sanctioned a loan to the client. 

 HINT: Guilty of professional Misconduct by virtue of clause 3 of Part I of Second Schedule, if he has 

certified the financial forecast without taking adequate safeguards as specified in SAE 3400. 

Q. No. 175: Comment on the following with reference to CA Act, 1949 and schedules thereto: A is a partner 

of 2 firms, M/s ABC & Company and M/s A & Associates. For most of the audits handled by him, 

the appointment is in the name of M/s ABC & Company. The visiting cards of A carries the names 

of both the firms. 

 HINT: Firms name can be printed on the visiting cards, hence not guilty of professional misconduct. 

Q. No. 176: Bahadur was an auditor of a firm M/s Manmeet Corporation. He retained the books of account 

and voucher files and failed to hand over them to the firm regardless of their repeated requests. 

Is he guilty of professional misconduct. 

 HINT: Retention of clients’ books of account and documents and failure to return these to the client on 

request, without reasonable cause would constitute Other Misconduct. Hence the CA would be liable for 

disciplinary action. 
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Q. No. 177: Ajay is a practising Chartered Accountant. Vijay is a practising Advocate representing matters in 

courts of law. Ajay and Vijay agree to help each other in matters involving their professional 

expertise. Accordingly, Ajay recommends Vijay in all tax litigations in courts of law. Vijay 

consults Ajay on all matters relating to finance and related matters, which come to him for 

arguing in various courts of law. Ajay seeks your advice whether he and Vijay can 

 (i) remunerate each other 

 (ii) ‘share’ the remuneration. 

 HINT: Ajay and Vijay can share the remuneration with each other with or without being entered into 

partnership as sharing of profits as well as partnership with Advocates are permitted by clauses 2, 3 

and 4 of Part I of First Schedule. 

Q. No. 178: A CA in practice entered into partnership with his uncle in Textile business, which, however, did 

not take off. Will he be held guilty of professional misconduct? 

 HINT: A CA in practice cannot engage in any business or occupation other than the profession of 

Chartered Accountant unless permitted by the council so to engage. Even if the agreement is not acted 

upon, the mere fact that he entered into partnership by such an agreement would constitute 

misconduct. Hence the CA will be guilty under clauses 4 & 11. 

Q. No. 179: A CA in practice appearing on television on budget proposals was introduced to the viewers, on 

the basis of the bio-data furnished by him, as the senior most partner of M/S Tick & Tag a 

leading firm of CA’s established in Delhi in 1948. See whether there is any professional 

misconduct in this case. 

 HINT: As per Clause 7 of Part I of First Schedule, (1) Reference to name of the firm, (2) Use of adjective 

expressions such as “a leading firm of CA’s and Senior Most Partner”, and (3) Reference to the date of 

establishment of firm, violate the code of conduct. Hence the CA will be guilty of professional 

misconduct. 

Q. No. 180: Z, a Chartered Accountant wrote several letters to Government Department, pointing out 

seniority of his firm, sending his life sketch and stating that he had a glorious record of service 

to the country as well as to the organization of accountancy profession with a view to get the 

audit work. 

 HINT: Applying Clauses 6 & 7 of Part I of First Schedule, the CA is guilty of professional misconduct. 

Q. No. 181: X & Co., CAs informed selected multinational organizations, who are not their clients that Mr. Y, 

the former Partner - in - charge of taxation of one of the largest accounting firms of the world, 

had joined them as a partner. Is this action liable for professional misconduct? 

 HINT: According to the provisions of Clauses 6 & 7 of Part I of First Schedule. 

1. Issuing circular to persons who are not clients but may likely requires services of a CA would 

tantamount to advertisements since it is solicitation of professional work by making roving 

enquiries. 

2. Usage of the words “one of the largest accounting firms of the world” and the specification of 

specialization in Taxation would amount to advertisement and thus, constitute professional 

misconduct. 

Q. No. 182: A junior CA in practice requests in writing to a senior member of his profession who is 

overburdened with professional work to divert some of his work to him on profit sharing basis. 

 Is there any offence in seeking professional work by a member from another member/Give 

reasons for your answer. 
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 HINT: As per Clause 6 of Part I of first Schedule, a CA can solicit the work from another CA, hence there 

is no professional misconduct in the above case. 

Q. No. 183: T, a practicing CA uses the designation, ‘Municipal Councilor’ apart from the expression ‘FCA’ on 

his visiting card. Comment. 

 HINT: A member is not permitted to use the designation such as ‘Member of Parliament’, Municipal 

Councilor’ or any other functionary in addition to that of CA. Therefore as per Clause 7, Part I of First 

Schedule, T is guilty of professional misconduct. 

Q. No. 184: Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 

thereto: M/s ABC, a partnership firm carrying on business has complained to the Institute of 

Chartered Accountants of India (ICAI) that Mr. M, a Chartered Accountant has charged the firm 

excessive fees for a professional assignment. 

 HINT: Mr. M is not liable for any professional misconduct under the Chartered Accountants Act, 1949. 

Q. No. 185: Comment on the following with reference to CA Act, 1949 and schedules thereto: M/S PQR a firm 

of Chartered Accountants responded to a tender from a State Government department for 

switching over to double entry system of accounting. For the purposes the firm also paid ` 

20,000 as earnest money deposit as per the terms of the tender. 

 HINT: M/S PQR have not committed any professional misconduct. 

Q. No. 186: Comment on the following with reference to CA Act, 1949 and schedules thereto: X was 

appointed statutory auditor in ABC Ltd. for the year ended 31st March 2021. On inquiry X found 

that his wife had acquired before a few years, 100 shares in the said company. She was holding 

the shares with the name of X as joint holder. Can X accept the appointment? 

 HINT: X should decline the acceptance, as being disqualified u/s 141(3) of Companies Act, 2013. 

Q. No. 187: Is there a professional misconduct in the following case in the context to CA Act and its 

regulations: Mr. X, a CA in practice and a lawyer agree to pay to each other 12% of the gross fees 

received by them from clients referred to each other. It is agreed that both of them will maintain 

a record in respect of such clients and the account will be settled at the end of year. 

 However, at the end of first year, CA refuses to pay the referral fees as per the agreement and 

tells the lawyer that the agreement stands terminated. 

 HINT: Mr. X will not be deemed to be guilty of professional misconduct as clauses 2 & 3 permits a CA in 

practice for profit sharing with members of any other professional bodies or with such other persons 

having prescribed qualifications and advocates are prescribed under Regulation 53A. 

Q. No. 188: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. Rahul, a locally based CA, accepted an audit assignment at a fee lower than that 

charged by the previous auditor, who was stationed in another town and had to spend a lot of 

money on travel for which he did not charge separately. 

 HINT: No misconduct arises on part of Mr. Rahul towards undercutting of fees as it appears from the 

fact of the case that fees charged by previous auditor is inclusive of travel expenses. 

Q. No. 189: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Alora Pvt. Ltd. approached CA. Neha, a practicing Chartered Accountant since 1998, for 

recovery of debts amounting ` 20 crore. CA Neha accepted the work and requested to charge fees 

@ 1.5% of the debt recovered. Later on, she raised a bill for debts recovered and charged ` 27 

lacs for recovering 90% of the debts. 
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 HINT: No misconduct arises on part of CA. Neha under Clause 10 of Part I of First Schedule as charging 

fees in case of debt recovery services on the basis of percentage of the debt recovered is permitted 

under Regulation 192. 

Q. No. 190: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: CA. Aman, a practicing Chartered Accountant, took over as the executive chairman of 

Signora IT Ltd. on 01.04.2020. However realizing about obtaining prior approval from the 

Council of the ICAI for engaging into other business, he applied to Council for permission within 

10 days. 

 HINT: CA. Aman will be deemed to be guilty of Professional Misconduct under Clause 11 of Part I of 

First Schedule as he accept the position of chairman of a company for which prior permission from 

Council is required. 

Q. No. 191: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: INFRO Foundation decided to review its historical financial statements. For this, it 

proposed a tender exclusively for Chartered Accountants to obtain assurance, primarily by 

performing inquiry, and analytical procedures about whether the financial statements as a 

whole are free from material misstatement. However the foundation did not prescribe the 

minimum fee in the tender document. M/s Soni & Sons, a Chartered Accountant firm, responded 

to such tender. 

 HINT: Firm will be deemed to be guilty of Professional Misconduct under Clause 6 of Part I of First 

Schedule as responding to tender in exclusive area in which minimum fees is not prescribed is not 

permitted. 

Q. No. 192: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: CA. Raagi, a practicing Chartered Accountant, certifies a financial forecast of Capex Ltd. 

one of her clients, which was forwarded to the company’s bank based on which the bank 

sanctioned a loan amounting ` 2.5 crore to the company. CA. Raagi, however, mentioned in the 

report that her responsibility is to examine the evidence supporting the assumptions and other 

information in the Prospective financial information, her responsibility does not include 

verification of the accuracy of the projections, therefore, she does not vouch for the accuracy of 

the same. 

 HINT: No misconduct arises on part of CA. Raagi for certifying financial forecast under clause 3 of Part I 

of Second Schedule as she certifies the forecast in compliance of SAE 3400. 

Q. No. 193: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: Mr. Raj, a renowned practicing CA, decided to tie his knot with Ms. Anjali. While giving 

order for marriage invitation cards, Mr. Raj instructed to add his designation “Chartered 

Accountant” with his name. Later on, the cards were distributed to all his relatives, close friends 

and clients. 

 HINT: Using the designation “Chartered Accountant” in invitation cards is permitted under Guidelines 

issued in Clause 6 of Part I of First Schedule provided cards are distributed to relatives, close friends 

and clients. Hence no misconduct arises on part of Mr. Raj. 

Q. No. 194: Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 

thereto: WCP & Co. LLP are the internal auditors of DEF Ltd. WCP & Co. LLP also agreed to 

undertake Goods and Services Tax (GST) Audit of DEF Ltd. simultaneously.                 [RTP-May 19] 

 HINT: An Internal Auditor of an entity cannot undertake GST Audit of the same entity. WCP & Co. LLP 

will be held guilty for misconduct. 
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Summary of Examination Weightage (New Syllabus) 

Attempt Marks Topics covered 

May 2018 22 Sec. 6, Sec. 27, Clauses 1 and 10 of Part I of 2nd Schedule, Self Review and Self Interest 

Threats.  

Nov. 2018 18 Clause 6 of Part I of 1st Schedule, Clause 2 of Part III of 1st Schedule, Clause 6 of Part I of 

2nd Schedule, Chapter V of Council General Guidelines, 2008 

May 2019* 14 Engagement Specific Safeguards, Management Consultancy Services, Clause 2 and 3 of 

Part I of First Schedule  

Nov. 2019* 14 Clauses 6 and 11 of Part I of 1st Schedule, Clause 2 of Part II of 1st Schedule, 

May 2020 Exams Cancelled due to Covid-19 

Nov. 2020* 12 Clause 2 & 7 of Part I of 2nd Schedule, Chapter XIV of Council General Guidelines, 2008, 

Clause 6 of Part I of 1st Schedule  

Jan. 2021* 17 Types of threats, Clause 11 of Part I of 1st Schedule, Clause 2, 7 & 8 of Part I of 2nd 

Schedule, Clause 10 of Part I of 2nd Schedule 

* Only Descriptive Questions 
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17.1 

 
 

 Peer Review & Quality Review 
 

SECTION A – PEER REVIEW 
 

17.1 - MEANING, OBJECTIVES AND SCOPE OF PEER REVIEW 

Meaning and 
Concept of 
Peer review 

• The term “peer” means a person of similar standing. 

• The term “Review” means conduct of re-examination or retrospective evaluation of the subject 
matter. 

General 
Meaning 

• It means review of work done by a professional, by another professional of 
similar standing.  

• It is a regulatory mechanism for monitoring the performance of 
professionals for maintaining quality of service expected of them for 
enhancing the reliance placed by the users of financial statements for 
economic decision making. 

Meaning as 
defined in 
Statement of 
Peer Review of 
ICAI 

An examination and review of the systems and procedures to determine 
whether the same have been put in place by the Practice Unit for ensuring the 
quality of assurance services as envisaged by the Technical, Professional and 
Ethical Standards as applicable including other regulatory requirements 
thereto and whether the same were consistently applied during the period 
under review. 

• The examination and review of a practice unit would be carried out by a "reviewer". 

• Reviewer: A member duly approved and empanelled by the Board on fulfilling the 
qualifications prescribed for a Reviewer. 

• Practice Unit (PU): "Practice Unit" means a firm of Chartered Accountants or a member in 
Practice, practicing whether in an individual name or a trade name or such other entity as 
recognized by the Institute of Chartered Accountants of India from time to time.  

Authority of 
Statement 
on Peer 
Review 

The Statement on Peer Review shall be deemed to be a guideline of the Council under clause (1) of 
Part II of Second Schedule to the Act and it is obligatory for the Practice Unit to comply with the 
provisions contained in this Statement. 

Points to remember 

The Statement of Peer Review also makes it clear that the peer review, "does not seek to 
redefine the scope and authority of the Technical, Professional and Ethical Standards 
specified by the Council but seeks to enforce them within the parameters prescribed by the 
Technical Standards but only seeks to ensure that they are implemented, both in letter and 
spirit." 

Objectives of 
Peer Review 

The main objective of Peer Review is to ensure that in carrying out the assurance service 
assignments, the members of the Institute –  

(a) comply with Technical, Professional and Ethical Standards as applicable including other 
regulatory requirements thereto and  

(b) have in place proper systems including documentation thereof, to amply demonstrate the 
quality of the assurance services. 

Note: Primary objective of peer review is not to find out deficiencies but to improve the quality of 
services rendered by members of the profession. 

The key objective of peer review exercise is not to identify isolated cases of engagement failure, 
but to identify weaknesses that are pervasive and chronic in nature. 

17 
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Scope of 

Peer Review 

The Peer Review process shall apply to all the assurance services provided by a Practice Unit. 

While carrying out review, the reviewer examines the assurance engagement records of the 

Practice Unit so as to cover the following:  

1. Compliance with Technical, Professional and Ethical Standards: 

2. Quality of reporting. 

3. Systems and procedures for carrying out assurance services. 

4. Training programmes for staff (including articled and audit assistants) concerned with 

assurance functions, including availability of appropriate infrastructure. 

5. Compliance with directions and/or guidelines issued by the Council to the Members, including 

Fees to be charged, Number of audits undertaken, register for Assurance Engagements 

conducted during the year and such other related records. 

6. Compliance with directions and/or guidelines issued by the Council in relating to article 

assistants and/or audit assistants, including attendance register, work diaries, stipend 

payments, and such other related records. 

Statement of Peer Review aims to confine the scope of review to preceding 3 years since this 

would establish the consistency or deviations, if any, in respect of procedures followed by 

the PU. 

Technical, 

Professional 

and Ethical 

Standards 

(i) AS issued by ICAI that are applicable for entities other than companies under the Companies 

Act,2013;  

(ii) AS prescribed u/s 133 of the Companies Act; 2013 by the C.G. based on the recommendation 

of ICAI and in consultation with the NFRA and notified as Accounting Standards Rules 2006, 

as amended from to time;  

(iii) Indian Accounting Standards prescribed u/s 133 of the Companies Act 2013 by the C.G. based 

on the recommendation of ICAI and in consultation with NFRA and notified as Companies 

(Indian AS) Rules, 2015, as amended from time to time;  

(iv) Standards issued by the ICAI including  

(a) Engagement and Quality Control Standards  

(b) Statements  

(c) Guidance notes  

(d) Standards on Internal Audit  

(e) Guidelines/ Notifications / Directions / Announcements / Pronouncements / 

Professional Standards issued from time to time by the Council or any of its Committees.  

(v) Framework for the preparation and presentation of financial statements, Preface to the 

Standards on Quality Control, Auditing, Review, Other Assurance and Related Services and 

Framework for Assurance engagements;  

(vi) Provisions of the relevant statutes and / or rules or regulations which are applicable in the 

context of the specific engagements being reviewed including instructions, guidelines, 

notifications, directions issued by regulatory bodies as covered in the scope of assurance 

engagements. 

Assurance 

Engagement  

An engagement in which a practitioner expresses a conclusion designed to enhance the degree of 

confidence of the intended users other than the responsible party about the outcome of the 

evaluation or measurement of a subject matter against criteria but does not include:  

(i) Management Consultancy Engagements; 

(ii) Representation before various Authorities; 

(iii) Engagements to prepare tax returns or advising clients in taxation matters; 

(iv) Engagements for the compilation of financial statements; 

(v) Engagements solely to assist the client in preparing, compiling or collating information other 

than financial statements; 
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(vi) Testifying as an expert witness; 

(vii) Providing expert opinion on points of principle, such as Accounting Standards or the 

applicability of certain laws, on the basis of facts provided by the client; and 

(viii) Engagement for Due diligence  

The phrase 'Assurance Services' is used in this Statement interchangeably with Audit Services, 

Attestation Functions, and Audit Functions 

 

IMPORTANT QUESTIONS 

Q. No. 1: Explain the objectives of Peer Review.   

[Study Material – ICAI, Nov. 08, Nov. 18-New Syllabus (4 Marks)] 

Q. No. 2:  Write short note on: Focus of Peer Review. [May 10 (3 Marks)] 

Or 

Write short note on: Scope of Peer Review  

[Study Material – ICAI, Nov. 11, Nov. 13, Nov. 18-Old Syllabus (4 Marks), RTP-May 20] 

Q. No. 3: Write short note on: Technical, Ethical and Professional Standards as per Statement of Peer 

Review.  [Study Material – ICAI, May 13 (4 Marks), RTP-May 19] 

Or 

“The Statement defines the scope of peer review which revolves around compliance with 

technical, ethical and professional standards; quality of reporting; office systems and procedures 

with regard to compliance of assurance engagements; and, training programmes for staff 

including articled and audit assistants involved in assurance engagements.” You are required to 

explain the meaning assigned to Technical, Ethical and Professional Standards as per Peer Review 

Statement.   [MTP-May 20] 

Q. No. 4:  What are the areas excluded from the scope of Peer Review.      

[Study Material – ICAI, May 14 (3 Marks), MTP-March 19] 

Or 

Write short note on: Areas not to be examined in Peer Review.      [Nov. 17 (4 Marks)] 

Q. No. 5: CA. M appointed as a Peer Reviewer for M/s. K Associates has asked for all the compilation and 

the Due Diligence engagements carried out by M/s. K Associates for her peer review during the 

period considered for peer review purposes by the board. She has also sent out a mail to Peer 

Review Board regarding her selections. Mr. K, the managing partner of the firm seeks your advise 

on this matter.             [Nov. 20 – Old Syllabus (5 Marks)] 

 HINT: Compilation and Due Diligence engagements are not covered within the meaning of assurance 

engagements and hence outside the scope of Peer Review.  

 

17.2 - APPLICABILITY OF PEER REVIEW 

Once in three 

years 

Applicable for LEVEL – I Entities which covers a PU which has undertaken any of the under-

mentioned assurance services in the period under review: 

(i) Central Statutory Audit of Public Sector Banks, Private Sector Banks, Foreign Banks, 

Cooperative Banks and PFI; 

(ii) Central Statutory Audit of Central or State PSU & Central Cooperative Societies as may 

be decided by the Board; 

(iii) Central Statutory Audit of Insurance Companies; 

(iv) Statutory Audit of asset management companies or mutual funds; 

(v) Statutory Audit of enterprises whose equity or debt securities are listed in India or 

abroad; 
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(vi) Statutory audit of any body corporate including trusts which are covered under public 

interest entities. 

(vii) Statutory Audit of Entities which have raised funds from public or banks or financial 

institutions of over ₹50 Crores during the period under Review; 

(viii) Statutory Audit of Entities which have raised donations and/or contributions over ₹50 

Crores during the period under Review; 

(ix) Statutory Audit of entities having Net Worth of more than ₹250 Crores at any time 

during the period under Review; 

(x) Statutory Audit of entities which have been funded by CG and/or SG(s) schemes of over  

₹50 Cores during the period under Review. 

(xi) Statutory Audit of Non – Banking Financial Companies (NBFCs) as may be defined by the 

Board.  

(xii) Central Statutory Audit of Regional Rural Banks.  

(xiii) Statutory Audit of parent, subsidiary, associate, and joint venture of the above entities. 

Once in Four 

Years 

Applicable for LEVEL – II Entities which covers a PU which has undertaken any of the under-

mentioned assurance services in the period under review: 

(i) Statutory/Internal/Concurrent/Systems/Tax audit and/or Departmental Review of 

Branches/Offices of  

(a) Public Sector undertaking 

(b) Public Sector or Private Sector and/or Foreign Banks  

(c) Insurance Companies  

(d) Co-operative Banks  

(e) Regional Rural Banks  

(ii) Statutory Audit of Non – Banking Financial Companies (NBFCs) as may be defined by the 

Board. 

(iii) Statutory Audit of entities having Net Worth of over ₹5 Crores or an annual turnover of 

more than ₹ 50 Crores during the period under Review. 

(iv) UDIN’s generated by the Practice Units more than the specified number determined by 

the Board from time to time.  

(v) Statutory Audit of entities which have raised funds from public or banks or financial 

institutions of more than ₹25 Crores but less than ₹ 50 Crores during the period under 

review.  

(vi) Any other Practice Unit providing assurance or other services not covered under (i) (ii), 

(iii), (iv) and (v) hereinabove. 

Special Case 

Review 

The Board, based on specific information received from Secretary, ICAI or any other 

Committee of the Institute including Disciplinary directorate or any other Regulator, 

which in the opinion of the Board requires a special review of the Practice Unit, may 

conduct a special review of the Practice Unit. 

Others • Any PU not selected for Peer Review, may suo moto apply to the Board for the conduct of 

its Peer Review. The Board shall act upon the same within 30 days from the date of 

receipt of such request. 

• An Auditee (Client) may request the Board for the conduct of Peer Review of its auditor 

(Practice Unit). The Board shall act upon the same within 30 days from the date of 

receipt of such request. 

• The Board may, with the approval of the Council, modify any of the above criteria. 

Note: If the Board so decides or otherwise at the request of the PU, the Peer Review for a Practice Unit can 

be conducted at shorter intervals. 
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17.3 - PEER REVIEW BOARD (PRB)  

Constitution The PRB shall be constituted by the Council of ICAI.  

Composition • The Board shall consist of a maximum of 12 members to be appointed by the Council, of 

whom not less than 50% shall be from amongst the members of the Council.  

• The Council may nominate members to the Board from outside bodies and from amongst 

prominent individuals of high integrity and reputation, including but not limited to 

regulatory authorities, bankers, academicians, economists, legal Professionals and 

business executives.  

• The Council shall appoint the Chairman and the Vice-Chairman from amongst its elected 

Council members appointed on the Board.  

Tenure of 

Members 

• The term of 2/3rd members shall be for 3 years or end of the term of the member in the 

Council whichever is earlier, or such other period as may be prescribed by the Council 

from time to time.  

• The Chairman and the Vice-Chairman of the Board may be rotated every year by the 

Council of the Institute. 

• Casual vacancies on the Board shall be filled by the Council.  

Persons 

Disqualified 

Members of the Disciplinary Committee or the Disciplinary Board of the ICAI shall not be a 

member of the Board. 

Meetings of the 

Board 

• No business shall be transacted at any meeting of the Board unless there are present at 

least 1/3rd members of the Board but not less than 3 members, including the Chairman or, 

in his absence, the Vice-Chairman.  

• If there is no quorum within half an hour of the time fixed for the meeting, the meeting 

shall stand adjourned to a date, time and place fixed by the Chairman or, in this absence, 

the Vice-Chairman.  

• The Board shall meet as and when required for transaction of the business before it. 

However, at least one meeting shall be held in every 3 months. 

Reporting The Board shall submit a report to the Council prior to the date of every meeting of the 

Council. 

Eligibility to be a 

Reviewer 

• A Peer Reviewer:  

(a) shall be a member in practice with at least 10 years of experience for Level I entities 

and 7 years of experience for Level II entities.  

(b) in case a member has moved from industry to practice and is currently in practice he 

should have at least 15 years of experience in industry and at least 5 years experience 

in practice for Level I entities and an experience of at least 10 years in industry and at 

least 3 years experience in practice, for Level II entities.  

(c) should have undergone the requisite training and cleared the requisite test for Peer 

Review as prescribed by the Board.  

(d) should have conducted audit of Level I Entities for at least 7 years or got his entity 

audited for at least 7 years which should be a Level I entity to be eligible for 

conducting Peer Review of Level I Entities.  

• A member on being appointed as a Reviewer shall be required to:  

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

Review appointment.  

(b) sign a Declaration of Confidentiality.  

• A member shall not be eligible for being appointed as a Reviewer, if –  

(i) any disciplinary action / proceeding is pending against him  
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(ii) he has been found guilty of professional or other misconduct by the Council or the 

Board of Discipline or the Disciplinary Committee at any time  

(iii) he has been convicted by a competent court whether within or outside India, of an 

offence involving moral turpitude and punishable with imprisonment  

(iv) he or his partners or personnel has any obligation or conflict of interest in the 

Practice Unit.  

• A Reviewer shall not accept any professional assignment from the Practice Unit for a 

period of two years from the date of appointment. Further, he should not have accepted 

any professional assignment from the Practice Unit for a period of two years before the 

date of appointment as reviewer of that Practice Unit. 

Qualified 

Assistant 

• The reviewer may take the help of a qualified assistant while carrying out peer review. In 

this context, the Board decided to clarify that a reviewer is permitted to take the 

assistance of only one assistant who shall be a chartered accountant and a person who 

does not attract any of the dis-qualifications prescribed under Section 8 or Section 21 of 

the Chartered Accountants Act, 1949.  

• The name of the qualified assistant which the reviewer would like to assist him shall be 

identified and intimated to the Board as well as the practice unit before the 

commencement of the peer review.  

• Such a qualified assistant shall also have to sign the declaration of confidentiality as 

annexed to the Statement.  

• He shall have no direct interface either with the practice unit or the Board. Further the 

person chosen for assisting the reviewer shall be from the firm of the reviewer as a 

partner or paid assistant as per the records of ICAI.  

Confidentiality • Strict confidentiality shall be maintained by all those involved in the Peer Review process, 

namely, Reviewers, members of the Board, any Qualified Assistants or Practice Unit.  

• All persons governed by the secrecy provisions shall at all times preserve and aid in 

preserving secrecy with regard to any matter arising in the performance or in assisting in 

the performance of any function, directly or indirectly related to the process and conduct 

of Peer Reviews. 

• Reviewer shall not make use of or disclose the contents of Review report or any 

confidential information about the process of Review unless as required by the Board or 

the Council.  

• Non-compliance with the secrecy provisions shall amount to professional misconduct as 

defined u/s 22 of the Chartered Accountants Act, 1949.  

• A Declaration of Confidentiality shall be signed by the persons who are responsible for the 

conduct of Peer Review i.e., Reviewers and his Qualified Assistants and be filed with the 

Board. All members of the Board shall also sign a declaration of Confidentiality in a 

manner as may be prescribed by the Board. 

 

Important Questions 

Q. No. 6:  Write short note on: Eligibility criteria to be a Peer Reviewer.         [May 18-Old Syllabus (4 Marks)] 

Or 

The elements of skill, experience and independence of reviews are ensured before initiating them 

in Peer Review process. In the above light, state few eligibility criteria fixed for a person to be 

empaneled and also for being appointed as a peer Reviewer.           

[Study Material – ICAI, May 18 – New Syllabus (4 Marks)] 

Or 

What is the eligibility to be a ‘Peer Reviewer’?                                       [May 19 – Old Syllabus (4 Marks)] 
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17.4 – APPROACH OF THE REVIEWER 

Stepwise 

Approach 

adopted by the 

Peer Reviewer 

Step 1 - Obtain 

an 

understanding 

of assignment 

The reviewer should obtain an understanding of the engagement letter. 

This understanding would help him in planning the review of 

documentation. 

Step 2 - Selection 

of assurance 

engagements 

Reviewer should ascertain the number of assurance engagements to be 

reviewed based on the evaluation of replies given in the questionnaire and 

the size of the practice unit. 

Step 3 - Examine 

the Policies and 

procedures of 

Practice Unit 

The reviewer should, wherever possible, examine that the policies and 

procedures for acceptance of audit have been complied with and necessary 

documentation with regard to the same exists. 

Step 4 - Review 

and Evaluation 

of records – 

Compliance and 

Substantive 

Checking 

• The reviewer would conduct adequate compliance procedures to gain 

evidence that those general controls on which the reviewer intends to 

rely upon, actually exists and functioning effectively throughout the 

period of reliance.  

• Based on the results of compliance procedures, the reviewer concludes 

either to rely or not to rely on the general controls. In case the reviewer 

decides to rely on the general controls, he would also need to determine 

the extent of reliance to be placed on such controls. In such a situation, 

the NTE of substantive procedures would be, normally, less extensive 

and vice versa. 

• The substantive approach involves application of such review 

procedures that provide the reviewer with the evidence as to the 

appropriateness of the factors on which the review is required to be 

focused on. 

Considerations while evaluating the records 

(i) Determine that any significant issues, matters, problems that arose 

during the course of the engagement have been appropriately 

considered, resolved and documented; 

(ii) Determine that adequate audit evidence or other relevant evidence 

in relation to the engagement is obtained to support the 

reasonableness of the conclusions drawn; and 

(iii) Determine that significant decisions relating to the engagement, use 

of professional judgement, resolution of significant matters have 

been properly documented. 

Obligations of 

parties  

Practice Unit Any Practice Unit, in addition to the prescribed information to be 

furnished including the questionnaire, statements and such other 

particulars as the Board may deem fit, shall comply with the following.  

(i) Produce to the Reviewer or allow access to, any record, document or 

prescribed register maintained by the Practice Unit or any other 

record or document which is of a class or description so specified, and 

which is in the possession or under the control of the Practice Unit.  

(ii) Provide to the Reviewer such explanation or further particulars/ 

information in respect of anything produced in compliance with a 

requirement under sub clause (1) above, as the Reviewer shall specify.  
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(iii) Provide to the Reviewer all assistance in connection with Peer 

Review;  

(iv) Where any information or matter relevant to a Practice Unit is 

recorded otherwise than in a legible form, the Practice Unit shall 

provide and present to the Reviewer a reproduction of any such 

information or matter, or of the relevant part of it in a legible form, 

with a translation in English or Hindi, if the matter is in any other 

language, and if such translation is requested for by the Reviewer. The 

Practice Unit shall be responsible and accountable for the accuracy 

and truthfulness of the translation so provided. 

Reviewer (i) The Reviewer shall not take any extracts of the Practice Units clients’ 

file or records examined by him while conducting Peer Review, as a 

part of his working papers.  

(ii) The Reviewer shall complete the Review within the prescribed time 

frame. 

 

17.5 - PEER REVIEW PROCESS 

Stage I –

Selection of PU 

and 

Appointment of 

Reviewer 

 

1. Notification 

to PU 

PU should be notified of its selection for peer review. 

2. Submission 

of 

declaration 

A declaration in the form approved by the Board shall be submitted by the 

PU within 7 days from the date the PU has been notified by the Board so 

that Reviewer to be allotted from the Panel of the reviewers can be 

identified by the Board as per Level submitted by Practice Unit, in the 

declaration form. 

3. Selection of 

Reviewer 

Names of 3 Reviewers shall be recommended by the Board to the Practice 

Unit so selected.  

The PU shall select one out of the 3 Reviewers and intimate to the Board 

within 7 days of receipt of the name. 

4. Consent of 

Reviewer 

The Board shall intimate the Reviewer so selected and seek his consent 

within 7 days. 

Stage II –  

Planning 

1. Information 

to be 

furnished by 

the PU 

On intimation by the Board, of the Reviewer’s consent, the PU shall within 

15 days furnish the following information to the Reviewer: 

• Duly filled-in Questionnaire sent by the Board. 

• Complete list of assurance service clients indicating the nature of 

service provided and the fees charged. 

• A note on the policies and procedures adopted by the PU in relation to 

Independence, Staff Supervision & Development, ‘Second Person’ 

Review & the process generally followed in carrying out assurance 

services. 

• Details of any proceedings against the PU or any of its partners or 

qualified assistants relating to investigation or allegation of deficiency 

in the conduct of Attest function by them during the period of 3 years 

preceding the period of Review or at any time thereafter i.e. till the 

date of submission of the duly filled-in Questionnaire. 
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2. Information 

to be 

furnished by 

PRB  

The PRB shall call for relevant information from the UDIN Directorate and 

share the concerned details with Peer Reviewer which shall form part of 

Peer Review. 

3. Selection of 

Sample by 

the 

Reviewer 

• The Reviewer shall within 15 days of receiving the information from 

the PU select a sample of the assurance services that he would like to 

Review and intimate the same to the Practice Unit. 

• The Reviewer may also seek further/additional clarification from the 

PU on the information furnished/not furnished. 

4. Plan for 

Initial 

Meeting 

• The Reviewer shall plan for an on–site Review visit or initial meeting 

in consultation with the PU. The Reviewer shall give the PU at least 15 

days’ time to keep ready the necessary records of the selected 

assurance services. 

• The Reviewer and PU shall mutually cooperate and ensure that the 

entire Review process is completed within 90 days from the date of 

notifying the PU about its selection for Review. 

Stage III- 

Execution Stage 

 

The execution stage involves the actual conduct of review and, thus, begins with initial meeting 

and ends with review of records by the reviewer. 

1. Peer Review 

Visit 

• Peer Review visits will be conducted at the Practice Unit's head office 

or /and branch(es) or any other locations.  

• This on-site review should not extend beyond 7 to 15 working days 

based on the size of the Practice Unit. 

2. Compliance 

Review 

To begin with, the reviewers expected to carry out the compliance review 

of the key controls,  

• Independence,  

• Maintenance of professional skills and standards,  

• Outside consultation,  

• Staff selection & supervision and  

• Office administration  

for evaluating the degree of reliance to be placed upon them for effective 

Review. 

3. Selection of 

Assurance 

Service 

Engagements 

The number of assurance service engagements to be reviewed shall 

depend upon: 

• Standard of quality controls generally prevailing; 

• The size and nature of assurance service engagements undertaken by 

the PU. 

• The methodology generally adopted by the PU in providing assurance 

services. 

• The number of partners/members involved in assurance service 

engagements in the PU; 

• The number of locations/branch offices of the practice Unit; 

• The Fees charged/received/GST paid by the Practice unit. 

From the initial sample selected at the planning stage, the Reviewer, 

in consultation with the Peer Review Board, may reduce or enlarge 

the initial sample size of assurance service engagements for Review. 
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4. Review of 

Records - 

Compliance 

and 

Substantive 

Approach 

Compliance 

Approach 

The compliance approach is to assess whether proper 

control procedures have been established / followed 

by the Practice Unit to ensure that assurance services 

are being performed in accordance with Technical, 

Professional and Ethical Standards. 

The following areas shall be considered:  

(i) Assurance services records for Administration  

(ii) Review and Evaluation of System of Internal 

controls  

(iii) Substantive Tests  

(iv) Financial Statements Presentation and 

Disclosures 

(v) Assurance Services Conclusions  

(vi) Assurance Services Reporting 

Substantive 

Approach 

This approach requires a Review of the assurance 

working papers in order to establish the extent of 

compliance, whether the assurance work has been 

carried out as per the Technical, Professional, and 

Ethical Standards. 

Stage IV - 

Reporting stage 

in Peer Review 

1. Preliminary 

Report of 

Reviewer 

• At the end of review, the reviewer is required to send a preliminary 

report to the PU (before making any report to the Board) in case 

systems and procedures of the PU have been found to be deficient or 

where noncompliance with reference to any other matter has been 

noticed by the reviewer.  

• No preliminary report is required in case no deficiencies or non- 

compliance are noticed by the reviewer. 

2. Response to 

Preliminary 

Report 

The Practice Unit shall, within 15 days of the date of receipt of the findings, 

make its submissions or representations, in writing to the Reviewer. 

3. Peer review 

Report 

At the end of an on-site Review if the Reviewer is satisfied with the reply 

received from the PU, he shall submit a Peer Review Report to the Board 

along with 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 PU. 

4. Modified  

Report 

• In case the Reviewer is of the opinion that the response by the PU is 

not 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 modified 

report. 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. 
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Illustrative Disqualifications in case of modified reports 

• It was observed during examination of engagement files that the 

staff deployed lacked industry expertise and was, in general, 

inexperienced. The PU does not have a system of supporting and 

encouraging its resources to undergo relevant professional 

education necessary to execute audits of entities in specialised 

industries. Moreover, there was no evidence in the working papers 

prepared by articled assistants of any review performed by a 

senior resource. 

• No evaluation of the control environment of the entities audited 

was seen to have been done to identify risks due to deficiencies or 

weaknesses in the audited entities internal control in accordance 

with SA 315, Identifying and Assessing the Risk of Material 

Misstatement through Understanding of the Entity and its 

Environment. Moreover, no attempt was made to test internal 

control over financial reporting in order to determine if the 

controls are implemented and operating effectively in accordance 

with SA 330, The Auditor’s Response to Assessed Risks. 

Peer Review 

Certificate  

On receipt of the Peer Review Report, the Board shall within 3 months:  

• issue a Peer Review Certificate to the PU mentioning the next due date for Review.  

• inform the PU that a Peer Review certificate cannot be issued along with the reasons 

therefor as well inform the PU about the due date for conducting a follow-on review. 

Validity of Peer 

Review 

Certificate 

• A PU cannot continue with the existing certificate, whose validity has expired. All 

documents signed by the PU during the intervening period (i.e. expiry of previous 

certificate and issuance of new certificate) will be invalid.  

• Therefore, it is the responsibility of the PU to complete the Peer Review of the firm and 

submit all necessary documents at least 1 month before the date of expiry of the 

previous certificate. 

 

Important Questions 

Q. No. 7:  Write short note on: Reporting stage in peer Review. [June 09 (4 Marks)] 

Or 

Write a short note on: Preliminary Report under Peer review.                                                                

Q. No. 8:  Explain the stepwise approach adopted by the Peer Reviewer.   [May 15 (4 Marks), RTP-Nov. 18] 

Q. No. 9: Write short note on: Selection of sample by the Reviewer in case of Peer Review.        [RTP-Nov. 20] 

Q. No. 10: ABC & Co LLP is a large firm of Chartered Accountants based out of Chennai. ABC & Co. LLP is 

subject to peer review which was last conducted 3 years back. For the peer review of the financial 

year ended 31 March 2020, the firm got an intimation on 31 May 2020. The process of peer review 

got started and was completed on 29 September 2020. In view of peer reviewer, the systems and 

procedures of ABC & Co. LLP are deficient / non-compliant. The peer reviewer did not share any 

of his observations with ABC & Co LLP as draft and final report was submitted to the Board. 

Comment. [MTP-Oct. 20] 

HINT: Contention of ABC & Co. LLP is correct. Peer reviewer should not submit the report directly to the 

Board as systems and procedures of ABC & Co. LLP are deficient.  



Peer Review & Quality Review Chapter 17 

17.12 

Q. No. 11:  CA S has been appointed as peer reviewer of Shivam & Co. LLP. Shivam & Co. LLP submitted a list 

of its assurance and due diligence services for the peer review. CA S is in the process of deciding 

as to how many assurance services should be reviewed. Guide CA S in deciding the number of 

assurance services engagement to be reviewed.   [Jan. 2021 – New Syllabus (5 Marks)] 

 HINT: Refer the topic “Selection of Assurance Service Engagements”. 
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17.6 - COMPLIANCE REVIEW PROCEDURES 

Independence  • Does the PU have a policy to ensure independence, objectivity and integrity, on the part of 

partners and staff? Who is responsible for this policy?  

• Does the PU communicate these policies and the expected standards of professional 

behavior to all staff?  

• Does the PU monitor compliance with policies and procedures relating to independence?  

• Does the PU periodically review its association with clients to ensure objectivity and 

independence?  

• How does the PU deal with the threats to independence? 

Professional 

Skills and 

Standards 

 

• Does the PU have an established plan for personnel needs at all levels, based on current and 

anticipated clientele, business growth, impending retirements, etc.? 

• Does the PU have an established recruitment policy? 

• Are applicants and new personnel informed of the personnel policies and procedures 

relevant to them? 

• Does the PU have continuing education programmes for partners and staff? 

• How easily are current and relevant professional literature, including accounting and 

auditing standards and pronouncements by professional bodies, available to partners and 

staff? 

• Does the PU conduct programmes for developing expertise in specialized areas and 

industries? 

Outside 

Consultation  

 

• Is there any policy for consulting experts (both internal and external)? 

• Has the PU built up a network of other accountants, solicitors and advocates, and technical 

consultants in industries in which its clients operate? 

Staff 

Supervision and 

Development 

 

• Does the PU have written guidelines on the responsibility at each level, and on the expected 

performance and qualifications necessary for advancement to the next level? 

• Does the PU have a system for gathering and evaluating information on the performance of 

personnel?  

• Does the PU have a system of assigning an audit to the most appropriate personnel? 

• Are requirements of specialized expertise and personnel skills given due consideration? 

• Does the PU have written guidelines for maintaining working papers (form and content)? 

• Does the PU have standardized forms, checklists, questionnaires to assist conduct of audit? 

Office 

Administration 

 

• Does the PU have established procedures for record retention, including security aspects? 

• Does the PU maintain a record containing particulars like client name, nature of 

engagement, particulars regarding date of commencement of audit, date of audit report, 

billing, etc.? 

• Does the PU maintain staffs register? 

• Does the office have a proper library containing relevant book and all publications of ICAI. 

 

IMPORTANT QUESTIONS 

Q. No. 12: A, a practicing Chartered Accountant is appointed to conduct the peer review of another 

practicing unit. What areas A should review in the assessment of independence of the practicing 

unit?   [Study Material – ICAI, May 12 (4 Marks), MTP - Oct. 19, Jan. 2021 – Old Syllabus (5 Marks)] 

Or 

Write short note on: Area to be reviewed in the assessment of independence of the practicing 

unit while conducting peer review.  [May 16 (4 Marks)] 
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17.7 – MISCELLANEOUS TOPICS OF PEER REVIEW 

Collection of 

Evidence by 

Peer Reviewer 

 

A Peer Reviewer collects evidence by applying the following methods: 

(a) Inspection: It includes scrutiny of documentation and other records of the practicing unit. 

(b) Observation: He observes the procedures/processes followed in the production unit. 

(c) Enquiries: He enquires and collects required information from the responsible person of 

practice unit, even by the use of questionnaire. 

Inherent 

Limitations of 

Peer Review 

• The reviewer conducts the review in accordance with the Statement on Peer Review.  

• The review would not necessarily disclose all weaknesses in compliance of technical 

standards and maintenance of quality of assurance services since it would be based on 

selective tests.  

• As there are inherent limitations in the effectiveness of any system of quality control which 

happens to be subject-matter of review, departure from the system may occur and may not be 

detected. 

Difference 

between Peer 

Review and 

Quality 

Review  

 

• Peer review is a review of the systems and procedures of an audit firm. Although sample audit 

files are inspected by the peer reviewer, it is done for the purpose of testing the effectiveness 

of the systems and procedures. The intention is to not to find faults but to help the firm 

develop effective systems. It is a kind of mentoring process. Peer review is a part of the 

activities of ICAI aimed at improving the quality of service.  

• A quality review normally pertains to one particular audit conducted by an audit firm. The 

main objective quality review is to find errors or inadequacies, if any, committed by the 

auditor while conducting the audit. Serious errors detected in quality review lead to 

disciplinary action against the member. 

 

IMPORTANT QUESTIONS 

Q. No. 13: Briefly explain: Collection of evidences by Peer reviewer.                                               [Nov. 09 (4 Marks)] 

Q. No. 14: What are the inherent limitations of Peer Review?                            

[Study Material – ICAI, Nov. 18 – New Syllabus (4 Marks)] 

 
SECTION B – QUALITY REVIEW [NOT RELEVANT FOR STUDENTS OF OLD SYLLABUS] 

 
17.8 - MEANING, OBJECTIVES AND SCOPE OF QUALITY REVIEW 

Introduction SQC 1 “Quality Control for Firms that perform Audits and Reviews of Historical Financial 

Information, and Other Assurance and Related Services Engagements” requires that a 

practitioner firm should establish a system of quality control designed to provide it with 

reasonable assurance that the firm and its personnel comply with professional standards and 

regulatory and legal requirements, and that reports issued by the firm or engagement partner(s) 

are appropriate in the circumstances. 

Significant aspects to be looked into to ensure existence of effective quality control system are:  

(1) Whether the audit firm establishes and implements policies and procedure on all the 

element of system of quality control. 

(2) Whether the engagement quality control reviewer review at an appropriate time for the 

planning of an audit, significant audit judgement, and expressions of an audit opinion. 

(3) Whether the audit firm assigns as the person responsible for the monitoring of the system 

of quality control a person with appropriate experience for the role, vest the assigned 

person with sufficient and appropriate authority. 
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(4) Whether the audit firm obtain, at least annually, a confirmation letter concerning 

compliance with policies and procedure for the maintenance of independence from all 

person required to maintain independence.  

(5) Whether the audit firm perform the independence confirmation procedure set forth in its 

internal rules before acceptance and continuance of an audit engagement, and when issuing 

the auditor’s report appropriately confirms that there was no change in the status of 

independence. 

(6) Whether the audit firm develop and provides education/ training program that fully take 

into account the knowledge, experience, competence and capabilities of the professional 

staff. 

Objectives of 

Quality 

Review 

• Quality Review is directed towards evaluation of audit quality and adherence to various 

statutory and other regulatory requirements.  

• It would involve assessment of the work of auditors while carrying out their audit function so 

that the Board is able to assess  

(a) the quality of audit and reporting by the Statutory auditors; and  

(b) the quality control framework adopted by the Statutory auditors/Audit firms in 

conducting audit.  

• Quality reviews initiated by the QRB are designed to identify and address weaknesses and 

deficiencies related to how the audits were performed by the Audit firms. To achieve that 

goal, quality reviews included reviews of certain aspects of selected statutory audits 

performed by the firm and reviews of other matters related to the firm’s quality control 

system.  

• In the course of reviewing aspects of selected audits, a review may identify ways in which a 

particular audit is deficient, including failures by the firm to identify, or to address 

appropriately, aspects in which an entity’s financial statements do not present fairly the 

financial position or the results of operations in conformity with the applicable Generally 

Accepted Accounting Principles (GAAP) and other technical standards. 

• It is not the purpose of a review, however, to review all of a firm’s audits or to identify every 

aspect in which a reviewed audit is deficient. Accordingly, a review should not be understood 

to provide any assurance that the firm’s audits, or its clients’ financial statements or 

reporting thereon, are free of any deficiencies. 

Scope of 

Quality 

Review 

The scope of the quality review includes: 

(a) examining whether the Statutory Auditor has ensured compliance with the applicable 

technical standards in India and other applicable professional and ethical standards and 

other relevant guidance.  

(b) examining whether the Statutory Auditor has ensured compliance with the relevant laws 

and regulations as required under applicable auditing standard.  

(c) examining whether the AFUR has implemented a system of quality control with reference to 

the applicable quality control standards.  

(d) examining whether there is no material misstatement of assets and liabilities as at the 

reporting date in respect of the selected entity. 

Meaning of 

Technical 

Standards 

The term “Technical Standards” include: 

1. Preface to the Statements of Accounting Standards; 

2. Preface to the Standards on Quality Control, Auditing, Review, Other 

Assurance and Related Services; 
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3. The Accounting Standards notified u/s 133 of the Companies Act, 2013; 

4. The Accounting Standards issued by the ICAI; 

5. The Framework for the Preparation and Presentation of Financial 

Statements issued by the ICAI; 

6. The applicable Quality Control and Standards on Auditing issued by the 

ICAI and those notified under the relevant statute; 

7. The Statements on Auditing issued by the ICAI; 

8. The Notifications/Directions/Guidelines issued by the ICAI including 

those of a self-regulatory nature; and 

9. Other relevant legal and regulatory requirements. 

Other Relevant 
Guidance 

“Other Relevant Guidance” include: 

1. The Guidance Notes on accounting and auditing matters issued by the 

ICAI;  

2. The Code of Ethics issued by the ICAI. 

 

IMPORTANT QUESTIONS 

Q. No. 15:  What are the important areas for evaluation while conducting quality reviews in terms of SQC -1 

Standard on Quality Control?                                  [Study Material – ICAI] 

 HINT: Refer the topic “Significant aspects to be looked into to ensure existence of effective quality 

control system” 

Q. No. 16:  Write short note on: Objectives of Quality Review.                                         [RTP-Nov. 18] 

Or 

What are the objectives of the Quality review?                [Study Material – ICAI] 

Q. No. 17:  Write short note on: Scope of Quality Review.                                                                               [RTP-Nov. 19] 

 

17.9 - QUALITY REVIEW BOARD – ESTABLISHMENT, COMPOSITION, FUNCTIONS AND POWERS  

Establishment 

& Composition 

– Sec. 28A of CA 

Act, 1949 

(a) The Quality Review Board has been set up by the C.G. u/s 28A of the Chartered Accountants 

Act, 1949.  

(b) The Board comprises of a Chairperson and 10 other members.  

(c) C.G. nominates the Chairperson and 5 members. Remaining 5 members are nominated by 

the Council of the ICAI. 6 out of 11 Members of the Board, including Chairperson, are 

nominated by the Central Government.  

(d) Members are nominated from amongst the persons of eminence having experience in the 

field of law, economics, business, finance or accountancy. 

Functions of 

QRB– Sec. 28B 

(a) To make recommendations to the Council with regard to the quality of services provided by 

the members.  

(b) To review the quality of services provided by the members of the Institute including audit 

services, and 

(c) To guide the Members of the Institute to improve the quality of services and adherence to 

the various statutory and other regulatory requirements.  

Scope of Review 

by QRB 

• MCA has clarified to the QRB that in view of Sec. 132(2) of the Companies Act, 2013 read 

with Rule 9(4) of NFRA Rules, 2018, the issue of QRB reviewing audits of the 

companies/bodies corporate specified under rule 3 of the above referred rules will only 

arise in case a reference is so made to QRB by NFRA, and not otherwise. 
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• Accordingly, QRB can now initiate review of quality of audit services provided by the 

members of the Institute in respect of:  

(i) entities other than those specified under Rule 3(1) of NFRA Rules, 2018 and  

(ii) entities referred to QRB by NFRA under Rule 9(4) of NFRA Rules, 2018. 

Details of Sec. 132(2) of Companies Act, 2013 and Rule 3(1) and Rule 9(4) of NFRA Rules, 

2018 are covered in topic 6.16 in Chapter 6 “Company audit” 

Powers of QRB Rule 6 of Chartered Accountants (Procedures of Meetings of QRB, and Terms and Conditions of 

Service and Allowances of the Chairperson and Members of the Board) Rules, 2006 specifies 

that the Board may, in discharge of its functions: 

(a) evaluate and review the quality of work and services provided by the members of the 

Institute in such manner as it may decide;  

(b) lay down the procedure of evaluation criteria to evaluate various services being provided 

by the members of the Institute and to select, in such manner and form as it may decide, 

the individuals and firms rendering such services for review;  

(c) call for information from the Institute, the Council or its Committees, Members, Clients of 

members or other persons or organizations, in such form and manner as it may decide;  

(d) invite experts to provide expert/technical advice or opinion or analysis on any matter or 

issue which the Board may feel relevant for the purpose of assessing the quality of work 

and services offered by the members of the Institute;  

(e) make recommendations to the Council to guide the members of the Institute to improve 

their professional competence and qualifications, quality of work and services offered and 

adherence to various statutory and other regulatory requirements and other matters 

related thereto. 

Points to remember 

Where the Board does not receive the information called for by it from any Member of 

the Institute, the Board may request the Institute to obtain the information from the 

member and furnish the same to the Board.  

Where the Board does not receive the information called for by it from any company 

registered under the Companies Act, the Board may request the C.G. in the MCA for 

assistance in obtaining the information.  

Coverage of 

Services for 

Quality Review 

• Quality Review in terms of the provisions under the Chartered Accountants Act, 1949 is 

directed towards review of audit quality and adherence to various statutory and other 

regulatory requirements.  

• Accordingly, the Quality Review would involve assessment of the work of statutory auditors 

while carrying out statutory audit so that the Board is able to assess: 

(a) Quality of statutory audit and reporting by statutory auditors; and  

(b) Quality control framework adopted by the audit firm under review in conducting 

statutory audit. 

Exclusions 

Quality Review Procedure would not extend to:  

(i) Review of internal audit, tax audit, GST audit and other such special purpose audits 

conducted by the members of the Institute which may be covered by the Board at a later 

stage or unless otherwise specified; and  

(ii) Review of services provided by the members of the Institute in employment. 

 

IMPORTANT QUESTIONS 

Q. No. 18: Write short note on: Powers entrusted to Quality Review Board in discharge of its functions. 

HINT: Refer the topic “Procedures to be followed by the Quality Review Board” 
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17.10 – CRITERIA FOR SELECTION OF AUDIT FIRMS 

Criteria based 

on entities 

audited 

(i) The entities other than those specified under Rule 3(1) of NFRA Rules, 2018 may be 

selected on the basis of one or more of the following: 

• risk based selection including regulatory concerns pointing towards stakeholder risks. 

• on account of being part of a sector otherwise identified as being susceptible to risk on 

the basis of market intelligence reports. 

• reported fraud or likelihood of fraud. 

• serious accounting irregularities in the financial statements highlighted by the media 

and other reports. 

• major non-compliances under relevant statutes highlighted in past reviews. 

(ii) In case of joint audits, if required, all joint auditors may be reviewed, as may be decided by 

the Board on case to case basis. 

(iii) The Board may also review the quality of the statutory audit services of audit firm under 

review with a view to assessing the quality of statutory audit and reporting by the statutory 

auditors and their quality control framework on a reference made to it by any regulatory 

body like RBI, SEBI, IRDA, MCA, NFRA under Rule 9(4) of NFRA Rules, 2018 etc. 

(iv) The Board shall not consider cases of complaints received from individuals, firms, 

companies, other entities and their partners, directors and other officers etc. which shall be 

continued to be dealt with in accordance with the mechanism available under the 

Chartered Accountants Act, 1949.  

(v) The selection for suo moto quality reviews may, however, be done using methods such as 

random sampling, selection of particular class or classes of entities/audit firms, in the 

manner as specified at (i) above. 

(vi) The QRB secretariat should place the details of the entities and audit firms, which may be 

selected for quality review before the Board for its consideration. The Board, at this stage, 

may consider whether the case warrants a quality review by a Technical Reviewer and may 

refer the cases selected for quality review to the relevant Technical Reviewer.  

Criteria based 

on Audit 

Firms 

Selection of audit firms should also be made for quality review of their statutory audit work on 

following criteria: 

• random basis,  

• the volume of work handled by them represented by the number and nature of clients,  

• sectors that may be identified as facing high risk, or  

• on account of fraud or likelihood of fraud. 

Quality 

Review Cycle 

(i) The following quality review cycle of Audit firms may be followed generally or as may be 

decided by the Board: 

• Once in 3 years for Audit firms having 20 or more Partners 

• Once in 4 years for Audit firms having 10 or more but less than 20 Partners 

• Once in 5 years for Audit firms having less than 10 Partners. 

(ii) Upto 3 audit engagements of an audit firm under review may be selected by the Board, as 

may be considered appropriate, during a particular quality review cycle covering entities of 

varied industries, size, geographical spread and regulatory concerns. However, in the 

absence of any adverse finding in a past review, not more than one audit engagement of the 

same engagement partner/ proprietor of an audit firm under review may be selected for 

quality review by the Board during a particular quality review cycle. 

(iii) However, in case of any adverse findings in past review/s or in any other situation, QRB 

may conduct quality review of any particular audit firm or of a particular engagement 

partner at more frequent interval and/or select more than 3 audit engagements. 
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17.11 - QUALITY REVIEW PROCESS 

Stages 

Involved in 

Quality Review 

Assignment 

 

1 QRB selects Audit Firm and the audit file for review and identifies Technical Reviewer 

(TR) to conduct Quality Review. 

2 QRB sends Offer Letter of Engagement to TR. 

3 TR conveys his acceptance of Letter of Engagement to QRB by sending necessary 

declarations for meeting eligibility conditions and furnishing statement of 

confidentiality by himself and his assistant/s, if any. 

4 QRB intimates Audit firm under review (AFUR) about the proposed Quality Review. 

QRB also sends a copy of this intimation letter to TR and provides them contact details 

of each other for further communication. 

5 TR sends the specified Quality Review Questionnaire to the AFUR for filling-up. He also 

calls for additional information from the AFUR, if required. 

6 TR & his team carry out the Quality Review by starting their off-site review by making 

proper planning for the review and then visiting the office of the AFUR by fixing the 

date as per mutual consent ensuring that review exercise gets completed within 

specified time frame. 

7 On completion of on-site review, TR to send the preliminary report to AFUR. TR shall 

send a copy of preliminary report to QRB as well. 

8 AFUR to submit representation on the preliminary report to the TR and TR to 

immediately send the reply of the AFUR to QRB. 

9 TR to submit final report alongwith a copy of Annual report of the entity for the year 

under review, to the QRB in the specified format, on his (individual) letterhead, duly 

signed and dated within specified time frame or as extended by the QRB. In addition, 

he shall also send a copy of the final report to the AFUR, requesting them to send their 

final reply thereon to the QRB within 7 days of receipt of the final report. AFUR shall 

also send a copy of their final reply to TR. 

10 AFUR to submit to QRB their reply on the final report and feedback, in prescribed 

format, regarding their experience of the quality review. 

11 Upon receipt of the final reply from the AFUR, TR shall submit to QRB within next 7 

days a summary of his findings, in the specified format, containing his findings, 

technical requirements, final reply of the AFUR and his final comments thereon. 

12 QRG to consider the report of the TR and responses of AFUR and make 

recommendations to QRB. QRG may also call for additional 

details/information/explanations, if required, from TR/AFUR or issue such directions 

to TR, as it may deem appropriate, enabling it to assess the quality of audit and 

reporting by the AFUR. 

13 QRB to consider report and recommendations of QRG and decide further course of 

action. 

 
 

 Composition of 

the Review 

Team 

• The composition of the review team would depend on the size of the AFUR/entity/(ies) 

under review.  

• The composition of the team, mandatorily headed by a TR empanelled with the QRB, may 

also include upto 5 Assistants engaged by the TR, as may be fixed by the Board in each case 

on need basis.  

• No firm of Chartered Accountants may be included as a member of the review team. 
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Constitution of 

Quality Review 

Groups (QRG) 

 

• The Board may constitute one or more Quality Review Groups, to examine final reports of 

TRs, with a view to assessing the quality of audit and reporting by the AFUR, in consultation 

with the Board.  

• There could be two categories of the Review Groups:  

(a) Industry Specific; and  

(b) Generic. 

• Each of the QRG would be assisted by TRs. The job of the Technical Reviewer(s) would be to 

prepare a report on the review of statutory audit function of AFUR, with a view to assessing 

the quality of audit and reporting, and the review of quality control framework adopted by 

the them in conducting audit. 

Stage wise 

approach of 

Quality Review 

Process 

Submission of 

Reports  

• The TR, after completion of his on-site review, is required to submit a 

preliminary report to the AFUR on the review of the quality of audit 

and reporting by the AFUR on the financial statements and the AFUR’s 

quality control framework.  

• After obtaining comments of AFUR on his preliminary report, TR 

would submit his final report to the Board in a specified format and 

within specified period of time.  

• The Board may, however, extend the time limit for submission of final 

report.  

• Report should be issued on the TRs (individual) letterhead and duly 

signed by the TR.  

• The report should be addressed to the Chairperson of the Board and 

should be dated as of the date of the conclusion of the review.  

• The TR, based upon his satisfaction from the representation by the 

AFUR, may decide to issue either an interim report or a final report to 

the Board.  

• TR shall also forward a copy of his final report to the AFUR requesting 

them to submit to the Board their final comments on the observations 

made by him in the Final Report. 

Consideration of 

report by QRB 

(a) The report, so prepared by the TR, and the AFUR’s final comments on 

the observations made by TR in the Final Report shall be considered 

by the QRG. QRG may issue such directions to the TRs as may be 

considered necessary enabling QRG to make recommendations to the 

Board on the review. The QRG may also consult the Board on any 

issue, on which QRG feels that the guidance of the Board is necessary 

(b) QRG may also call for additional details/ information from the 

concerned TR and/or Audit Firm, if needed.  

(c) QRG may also interact with the concerned TR, if needed, and request 

him to explain/present his final report to the QRG in certain 

circumstances including:  

• Where interaction with the TR is necessarily warranted to seek 

clarifications/further details on certain issues in the report 

enabling the QRG to make necessary recommendations to the 

QRB.  

• Where there are complete differences between the observations 

of the TR and the views of the AFUR to the extent that an 

interaction with the TR and/or AFUR is considered necessary.  
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• Where the QRG is dissatisfied with the quality of the review 

report of the TR enabling the TR to have a better understanding 

of the expectations from him.  

(d) QRG may also interact with the AFUR, if needed, in certain special 

circumstances and request the AFUR to explain/present their views 

enabling the QRG to make necessary recommendations to the QRB. 

Considerations in 

case of joint audit 

• Generally, review reports in respect of all the joint auditors of an 

entity should be considered together by the QRG, as far as practicable.  

• In view of SA 299 ‘Joint Audit of Financial Statements, if TR finds that 

response of other joint auditor is required on any particular 

observation(s) as the concerned area was allocated to them, he may, 

through the office of QRB, communicate with the concerned audit 

firm.  

• TR shall submit his final report after giving reasonable opportunity to 

the requisite audit firm for obtaining their response, 

Recommendations 

to the Board 

• QRG shall consider the reports of TRs in respect of the quality reviews 

referred to it and submit its recommendations on the same to the 

Board within a reasonable period of time.  

• The recommendations of the QRG may expressly state the following:  

(a) Particulars of the enterprise and AFUR;  

(b) A detailed description of the non-compliance with the matters 

stated in the terms of engagement to TRs, if any;  

(c) A detailed description of the evidences that support the non-

compliance; and  

(d) QRG’s recommendations about the actions that are required to 

be taken in a particular case. 

Considerations for 

determining the 

actions to be 

recommended to 

the Board 

QRG may consider the following broad parameters for determining the 

action to be recommended to the Board upon consideration of the 

observations of the TRs: 

(a) In situations where the F.S. are not materially prepared in 

accordance with the requirements of the applicable FRF considering 

qualitative aspects of the entity’s accounting practices as would 

affect the truth and fairness of the F.S.; auditor has not obtained 

reasonable assurance about whether the F.S. as a whole are free 

from material misstatements, whether due to fraud or error; auditor 

does not express a qualified opinion when, having obtained 

sufficient appropriate audit evidence, concludes that misstatements, 

individually, or in aggregate, are material; and in other cases of 

material non-compliances of technical standards, other relevant 

guidance, ethical standards and other relevant laws and regulations 

as would affect the truth and fairness of the financial statements; the 

matter may be recommended to the Council of the ICAI for referring 

to the Disciplinary Directorate of the Institute for consideration and 

appropriate action.  

(b) In other cases of non-compliances to various requirements of 

technical standards, other relevant laws and regulations and other 

relevant guidance which are not so material in nature as would 

affect the truth and fairness of the financial statements, individually 

or in aggregate, an advisory/guidance to the AFUR may be issued by 

the QRB.  
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(c) In respect of other observations of trivial nature, and where the 

AFUR has also agreed to take effective corrective steps in future or 

has already taken corrective steps, the report may be taken on 

record and the matter may be closed. 

Reporting • TR, based on the conclusions drawn from the review, shall issue a preliminary report and 

subsequently the final report. The final report shall be issued in the format as may be 

specified by the Board from time to time.  

• A clean report indicates that the TR is of the opinion that the statutory audit is being 

conducted in a manner that ensures the quality of audit services rendered.  

• However, TR may qualify the report due to one or more of the following: 

(a) non-compliance with technical standards and other relevant guidance;  

(b) non-compliance with relevant laws and regulations as required under applicable 

auditing standard;  

(c) quality control system design deficiency; or  

(d) non-compliance with quality control policies and procedures. 

Reporting 

Responsibilities of 

Technical 

Reviewer  

• Technical Reviewers to express an opinion on whether the system of 

quality control for the attestation services of the firm under review 

has been designed so as to carry out professional attestation services 

assignments in a manner that ensures compliance with the applicable 

Technical standards and maintenance of the quality of attestation 

service work, they perform. 

• The Technical Reviewer’s review would not necessarily disclose all 

weaknesses in the quality of attestation work or all instances of lack 

of compliance with applicable Technical Standards. 

• There are inherent limitations in the effectiveness of any system of 

quality control, departure from the system may occur and not be 

detected. 

• Projection of any evaluation of system of quality control to future 

periods is subject to the risk that the system of quality controls may 

become inadequate because of changes in conditions, or that the 

degree of compliance with the policies and procedures may 

deteriorate. In the process, the Technical Reviewers also identified 

what they considered to be deficiencies and any defects in, or 

criticisms of the firm’s quality control system. 

Basic elements of 

the Reviewer’s 

Report 

The report should contain: 

(a) Elements relating to audit quality of entities: 

(i) A reference to the description of the scope of the review and 

the period of review of AFUR conducted alongwith existence of 

limitation(s), if any, on the review conducted with reference to 

the scope as envisaged. 

(ii) A statement indicating the instances of lack of compliance with 

technical standards, other professional and ethical standards 

and other relevant guidance. 

(iii) A statement indicating the instances of lack of compliance with 

relevant laws and regulations. 

(b) Elements relating to quality control framework adopted by the 

AFUR in conducting audit: 

(i) An indication of whether the AFUR has implemented a system 

of quality control with reference to the quality control 

standards. 
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(ii) A statement indicating that the system of quality control is the 

responsibility of the AFUR. 

(iii) An opinion on whether the AFUR's system of quality control 

has been designed to meet the requirements of the quality 

control standards for attestation services and whether it was 

complied with during the period reviewed to provide the 

reviewer with reasonable assurance of complying with 

technical standards, other professional and ethical standards, 

other relevant guidance and relevant laws and regulations in 

all material respects. 

(iv) Where the TR concludes that a modification in the report is 

necessary, a description of the reasons for modification. The 

report of the TR should also contain the suggestions. 

(v) A reference to the preliminary report. 

(vi) An attachment which describes the quality review conducted 

including an overview and information on planning and 

performing the review. 

The Quality Review Report should be issued on the reviewer’s 

(individual) letterhead and signed by the reviewer. The report 

should be addressed to the Board and should be dated as of the date 

of the conclusion of the review. 

Considerations in 

determining the 

type of report 

In deciding on the type of report to be issued, TR should consider the 

evidence obtained and should document the overall conclusions with 

respect to the year being reviewed in respect of following matters: 

(a) Whether the policies and procedures that constitute the AFURs 

system of quality control for its attestation services have been 

designed to ensure quality control to provide with reasonable 

assurance of complying with technical standards, other relevant 

guidance and other relevant laws and regulations.  

(b) Whether personnel of the AFUR complied with such policies and 

procedures in order to provide the firm with reasonable assurance 

of complying with technical standards, other relevant guidance and 

other relevant laws and regulations.  

(c) Whether independence of AFUR is maintained in conducting audit.  

(d) Whether the AFUR has instituted adequate mechanism for training 

of staff.  

(e) Whether the AFUR ensures the availability of expertise and/or 

experienced individuals for consultation.  

(f) Whether the skill and competence of assistants are considered 

before assignment of attestation engagement.  

(g) Whether the progress of attestation service is monitored and work 

performed by each assistant is reviewed by the service in-charge 

and necessary guidance is provided to assistants.  

(h) Whether the AFUR has established procedure to record the audit 

plan, the nature, timing and extent of auditing procedures 

performed and the conclusions drawn from the evidences obtained.  

(i) Whether the AFUR maintains the audit documentation as per the 

relevant standards.  



Peer Review & Quality Review Chapter 17 

17.26 

(j) Whether the AFUR verifies compliance with relevant laws and 

regulations to the extent it has material effect on financial 

statements.  

(k) Whether the internal controls within the AFUR contribute towards 

maintenance of quality of reporting. 

Changes to the 

Reporting 

Formats/ 

Questionnaire 

Whenever the QRB is of such a view, in the light of international practices, 

changes in domestic laws & regulations and through experience gained, it 

may, amend, or modify the Quality Review Questionnaire/ reporting 

formats, from time to time, as it may deem appropriate. 

Consideration 

of the Reports 

of QRGs 

• The QRG’s recommendations on the quality of audit by the auditor of a PSU should be 

furnished to the Office of the CAG, on case to case basis, and the C&AG’s views, if any, shall be 

put-up before the Board along with the recommendations of the QRG. In all other cases, the 

QRG’s recommendations alongwith the decision of the Board on the quality of audit by the 

auditor of a PSU shall be furnished to the Office of the C&AG for information.  

• The recommendations of the QRG on the quality of statutory audits by the auditors of entities 

(other than those covered above) shall be placed before the Board for its consideration 

directly.  

• The Board may, after due consideration of the recommendations and comments of Office of 

the C&AG, wherever applicable, decide whether the recommendation made by the QRG 

should be accepted or otherwise. The Board may, suo moto, take such further action, as it may 

deem appropriate. If the Board decides against the recommendations made by the QRG in its 

report, the Board shall record the reasons for doing so. 

Actions that 

may be 

recommended 

by the QRB  

The actions that the Board may take, based upon consideration of recommendations of the QRG, 

include one or more of the following: 

(a) Make recommendations to the Council of ICAI for referring the case to the Director 

(Discipline) of the Institute for consideration and necessary action under the Chartered 

Accountants Act, 1949.  

(b) Issue advisory and guidance to the AFUR for improvement in the quality of services and 

adherence to various statutory and other regulatory requirements. A copy of such advisory 

may also be sent to the ICAI for information.  

(c) Inform the details of the non-compliance to the regulatory bod(y)/ies relevant to the entity 

as may be decided by the Board.  

(d) Intimate the AFUR as to the findings of the Report as well as action initiated as above.  

(e) In case of review arising out of a reference received from a regulatory body, inform the 

results of review and the details of action taken to the concerned regulatory body.  

(f) Consider the matter complete and inform the AFUR accordingly. 

Mechanism for 

Follow-up of 

Review 

Findings 

• QRB shall require AFUR to submit a compliance report to the Board within specified period 

for adopting necessary measures to avoid recurrence/corrective steps in respect of 

advisories and guidance issued to AFUR by the QRB for improvement in the quality of 

services and adherence to various statutory and other regulatory requirements.  

• QRB may follow-up and review effectiveness of corrective actions taken by AFURs. The 

results of reviews shall be used for off-site monitoring as well as for next on-site review.  

• In case of lack of effective corrective actions by AFURs, next onsite review might be 

organized earlier.  

• Cases of continued non-compliance may be recommended to the Council of the ICAI for 

taking necessary action.  

• Horizontal and in-depth analysis of results of individual off-site monitoring and on-site 

review will be conducted to identify industry-wide issues across audit firms.  

• QRB may also share results of such analysis with relevant stakeholders, as may be decided 

by the Board. 
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IMPORTANT QUESTIONS 

Q. No. 19: Briefly discuss the various stages involved in the conduct of the quality review assignments. 

[Study Material – ICAI] 

Q. No. 20: Reviewers, based on the conclusions drawn from the review, shall issue a preliminary report and 
subsequently the final report. A clean report indicates that the reviewer is of the opinion that the 
affairs are being conducted in a manner that ensures the quality of services rendered. However, a 
reviewer may qualify the report due to one or more reasons. In view of above Give example of 
some of the situations when Reviewer of Quality Review Board may qualify the report.  

[MTP-Aug. 18] 

 HINT: Refer the topic “Reporting”. 

Q. No. 21: What are the reporting responsibilities of the technical reviewer while carrying out a Quality 
review assignment?                    [Study Material – ICAI] 

 HINT: Refer the topic “Reporting Responsibilities of Technical Reviewer”. 

Q. No. 22: Reviewers, based on the conclusions drawn from the quality review, shall issue a preliminary 
report and subsequently the final report. As a quality reviewer briefly discuss the basic elements 
of Quality Review Report.                                                                                                                       [MTP-April 18] 

 HINT: Refer the topic “Basic elements of the Reviewer’s Report”. 

Q. No. 23: What are the consequences if the Quality review board notices major non-compliances with the 
requirements of the Standards on quality control or standards on auditing or accounting 
standards?                     [Study Material – ICAI] 

 HINT: Refer the topic “Actions that may be recommended by the Board”. 

 

17.12 - TECHNICAL REVIEWER AND ASSISTANT 

Empanelment The Board has specified the following basic minimum criteria for empanelment of TRs with the 

Board, applications in respect whereof are invited through an on-line empanelment process at 

the website of QRB: 

(e) He should have minimum 15 years of post qualification experience as a chartered 

accountant and be currently active in the practice of accounting and auditing;  

(f) He should have handled as a signing partner/proprietor at least 3 statutory audit 

assignments as a Central Statutory Auditor of Banks/Public Limited 

Companies/Government Companies/Private Limited Companies having annual turnover 

of ₹ 50 crores and above during the last 10 financial years; Provided that out of the 

aforesaid 3 statutory audit assignments, at least 1 must be in respect of entities other than 

Private Limited Companies;  

(g) He should not have any disciplinary proceeding under the Chartered Accountants Act, 

1949 pending against him or any disciplinary action under the Chartered Accountants Act, 

1949 / penal action under any other law taken/pending against him during last 3 financial 

years and/or thereafter; and  

(h) He should not currently be a Member of the QRB or ICAI’s Central Council/Regional 

Council/Branch level Management Committee. 

Points to remember 

• The Board may specify any other criteria, from time to time, apart from the aforesaid 

basic minimum criteria for empanelment of TRs with the Board. The Board reserves 

the right to reject any application for empanelment as TR without assigning any 

reason whatsoever. 

• The empanelment of TRs, so made, shall be for the on-going block period of 3 years 

subject to obtaining annual declarations from each of the empanelled TR for 

continuing to meet the basic criteria of empanelment. However, it may be noted that 

empanelment as a TR with the QRB does not, in any way, guarantee allotment of 

quality review work to TR which shall be at the sole discretion of the QRB. 
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• TRs shall be required to undergo training on emerging areas such as Ind-AS, 

Amendments in Companies Act, other technical standards, Valuation Standards, 

other relevant laws and regulations etc. TRs shall regularly participate in training 

workshops/programmes organized by various POUs on the aforesaid areas and will 

update their knowledge. Further, they shall submit 6 annual declarations alongwith 

relevant evidences, to the QRB regarding their participation in such training 

workshops/programmes. 

• After completion of the initial block period of empanelment, the Board may decide to 

offer renewal of empanelment to TR, subject to his consent, for another block period 

and so on based upon assessment of the quality of review work performed by the TR 

during the period, if any, his meeting the basic minimum criteria for empanelment, 

participation in training workshops and other such factors as may be considered 

appropriate by the Board. 

Independence 

& Qualification 

of TRs 

The QRB, from time to time, shall specify the requirements to ensure independence of TRs and 

avoid conflict of interest including: 

(a) He should not have any disciplinary proceeding under the Chartered Accountants Act, 

1949 pending against him or any disciplinary action under the Chartered Accountants Act, 

1949 / penal action under any other law taken/pending against him during last 3 financial 

years and/or thereafter;  

(b) He or his firm or any of the network firms or any of the partners of his firm or that of the 

network firms should not have been the statutory auditor of the entity, as specified, or 

have rendered any other services to the said entity during last financial years and /or 

thereafter; 

(c) He or his firm or any of the network firms or any of the partners of his firm or that of the 

network firms should not have had any association with the specified AFUR, during the 

last 3 financial years and /or thereafter;  

(d) He should comply with all the eligibility conditions laid down for appointment as an 

auditor of a company u/s 141(3) of the Companies Act, 2013 which apply mutatis 

mutandis in respect of the review of the quality of statutory audit of the entity, as 

specified, so far as applicable; and  

(e) He does not belong to the city/region of head office of the AFUR. 

Independence 

of Assistants 

The QRB, from time to time, shall specify the requirements for engaging Assistants by the TR 

for ensuring their independence and avoiding conflict of interest including: 

(a) He shall be member of the ICAI.  

(b) He does not attract any of the disqualifications prescribed under the Chartered 

Accountants Act, 1949;  

(c) He shall have to sign the statement of confidentiality in the prescribed format;  

(d) He shall have no direct interface either with the AFUR or the Board;  

(e) He should have been working with TR for atleast 1 year as a Member of the ICAI/ a 

Partner in the CA firm with him;  

(f) He should not have been associated with the AFUR and the concerned entity, whose audit 

is being reviewed, during last 3 financial years and/or thereafter;  

(g) He should not have any disciplinary proceeding under the Chartered Accountants Act, 

1949 pending against him or any disciplinary action under the Chartered Accountants Act, 

1949 / penal action under any other law taken/pending against him during last 3 financial 

years and/or thereafter;  

(h) He should not be a member of current QRB/ICAI’s Central Council/Regional 

Council/Branch level Management Committee; and  

(i) He should not himself be empanelled as a TR with the QRB. 
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Confidentiality Statement of 

Confidentiality 

• QRB considers confidentiality of information pertaining to the quality 

review assignments to be of paramount importance.  

• Hence, Technical Reviewers are required to ensure that all 

information, papers, materials, documents etc. relating to the 

company/audit firm, as selected and assigned to them, that they will 

gain during the course of assignment are kept in strict confidence.  

• Accordingly, they were required to send duly signed statement of 

confidentiality including by each one of their assistants in a 

prescribed format.  

No conflict of 

interest 

• QRB also viewed that there should be no conflict of interest of all 

those connected with the entire review process.  

• The Board decided that all persons involved with the entire review 

process including members of Board/Group, Technical Reviewers, 

his/her assistants and QRB secretariat shall maintain confidentiality 

of information obtained during reviews and also appropriately 

disclose to the Board, from time to time, their interests or that of the 

partners of their firm or their relatives, if any, in relation to statutory 

audit firm being reviewed by Board or entity concerned whose audit 

was selected for review. 

Guidelines for 

the Technical 

Reviewers 

TR should adhere to the principle requirements mentioned while preparing his report. It may 

be noted that the requirements mentioned apply to the interim as well as the final reports of 

the TR. TR should also adhere to the various guidelines given to him by the Board, from time to 

time, including: 

(a) TR shall himself make on-site visit, alongwith his Assistant/s, if any, to the AFUR for 

conducting the review of audit working papers as defined under the relevant standards;  

(b) TR shall follow Technical Guide on conducting Quality Review as brought out by the QRB 

while conducting the review;  

(c) TR, including his Assistant/s, will have access to or take abstracts of the records and 

documents maintained by the AFUR in relation to the review; However, in order to 

maintain confidentiality, the TR, including his Assistant/s, shall not make any 

copies/extracts of the AFUR’s Clients’ file or records examined by them while conducting 

review, as part of their working papers;  

(d) TR shall provide detailed comments giving proper justification and explanation in respect 

of the various matters required to be commented upon by TRs in the final report 

including its Appendices;  

(e) TR shall also refer other guidance provided by the QRB from time to time such as Audit 

Quality Review Reports of the QRB appearing at the website of the QRB, other reports of 

international bodies or any other guidance as may be provided by the QRB from time to 

time as well as industry specific Technical Guide/s, if any, brought out by the ICAI while 

conducting the review;  

(f) TR shall be required to segregate his observations into those material and non-material;  

(g) TR should build in a review process to be able to review audit documentation maintained 

by the AFUR in electronic form in line with the requirements of SA 230; and  

(h) TR shall specifically include a suitable paragraph in the review report on the adequacy of 

fraud reporting by the Statutory Auditors in their Independent Auditor’s Report. 
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17.12 – MISCELLANEOUS TOPICS OF QUALITY REVIEW 

Illustrative 

Qualifications 

on Non-

Compliance 

with Standards 

on Auditing 

• Independence declaration from audit members received on sign off date of auditors’ report. 

Independence confirmation not received from all members. 

• No process of maintaining standard checklists, manuals, working papers to ensure 

consistency in the quality of each engagement.  

• No audit evidences for evaluation of estimates made by the management. 

• No presentations were made to the Audit Committee about the audit plan, audit strategy 

and the audit findings.  

• It was difficult to conclude whether fraud risk factors were considered during the audit of 

the Company’s financial statements. Audit process in relation to fraud inquiry procedures 

were not performed and hence not documented. 

• As envisaged by Para 13 of SA 250 that the firm shall obtain sufficient appropriate audit 

evidence, however no copy of legal advice was available in auditor’s file with regard to the 

legal advice obtained against crystallization of liability on account of demand raised by 

fiscal authorities which had been disputed.  

• There was no documentation to substantiate communication by the auditor with 

management in writing, about significant deficiencies in internal control that the auditor 

has communicated or intends to communicate to those charged with governance, unless it 

would be inappropriate to communicate directly to management in the circumstances. 

• No hard copies were kept for identification to obtain sufficient and appropriate audit 

evidence for all subsequent events up to the date of the auditor’s report that requires 

adjustments/ disclosures in the financial statements.  

• No confirmations of balances have been obtained pertaining to parties to Debtors, 

Creditors, Advances and related party balances. 

• Management representation letter had been obtained for the general points covering the 

financial statements not on other specific items of the financial statements.  

• Provisions of AS-10 and AS-16 had not been complied with, however, the auditor in their 

audit report under the head Basis for Qualified opinion and in addition to this para 2(d) of 

report on other legal and regulatory requirements had stated that qualification constitutes 

departure from accounting standards but in the report there was no clear mention of which 

AS were not complied with. 

Illustrative 

Qualifications 

on Non-

Compliance 

with Accounting 

Standards  

• Significant Accounting Policies did not include disclosures of policies in respect of:  

(i) Recognition of Insurance claims.  

(ii) Accounting of Leases.  

(iii) Treatment of IPO Expenses. 

• Inventory of traded goods was not shown separately from that of finished goods.  

• Method of preparation of cash flow statement had not been disclosed in standalone 

financial statements and consolidated financial statements. Company had not disclosed the 

components of Cash and Cash Equivalent in the Cash Flow Statement in consonance of the 

AS 3. 

• Accounting policy on revenue recognition did not capture the point of recognition where 

significant risks and rewards were transferred.  

• Disclosures relating to previous year figures in regard to related parties were not given. 

 

Important Questions 

Q. No. 24: Give examples of areas on which the reviewer may qualify the report?            [Study Material – ICAI] 

 HINT: Refer the topic “Illustrative Qualifications on Non-Compliance with Standards on Auditing” 
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SUMMARY OF EXAMINATION WEIGHTAGE 

Attempt Marks Topics Covered 

May 2018 4 Eligibility criteria to be appointed as a reviewer for Peer Review 

Nov. 2018 4 Objectives of Peer Review OR Limitations of Peer Review 

May 2019* 0 - 

Nov. 2019* 0 - 

May 2020* - Exams cancelled due to Covid-19 

Nov. 2020* 0 No Questions asked 

Jan. 2021* 5 Factors to be considered in selection of Assurance Service Engagements 

*Only Descriptive Questions 
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20.1 

 

 Insolvency and Bankruptcy Code, 2016 
 

20.1 - INSOLVENCY VS BANKRUPTCY VS LIQUIDATION 

Insolvency Insolvency is defined as a financial condition or state experienced when: 

 a legal entity or a person’s liabilities (debts) exceeds their assets, commonly referred to as 

'balance-sheet' insolvency 

or 

 when a legal entity or person can no longer meet their debt obligations on time as they 

become due, commonly referred to as 'cash-flow' insolvency. 

Upon becoming insolvent immediate action must be taken to rectify the situation as soon as 

possible in order to avoid possible bankruptcy, by generating cash, minimizing overhead costs, 

cutting back on living expenses and settling or renegotiating current debts and debt repayments. 

Bankruptcy Bankruptcy is defined as a successful legal procedure that resulted from: 

1. an application to the relevant court by a legal entity or a person in order to have themselves 

declared bankrupt; or 

2. an application to the relevant court by a creditor of a legal entity or a person in order to have 

the legal entity or person declared bankrupt; or 

3. a special resolution which a legal entity files with the Registrar of Companies in order to be 

declared bankrupt. 

Insolvency 

leads to 

bankruptcy 

Insolvency in this Code is regarded as a “state” where assets are insufficient to meet the 

liabilities. If untreated, insolvency will lead to  

 bankruptcy for non-corporates  

and  

 liquidation of corporates. 

A state of insolvency can lead to bankruptcy but the condition may also be temporary and fixable 

without legal protection from creditors.  

Hence, it is evident that insolvency is a state and bankruptcy is a conclusion. A bankrupt would 

be a conclusive insolvent whereas all insolvencies will not lead to bankruptcies. Typically, 

insolvency situations have two options: 

 resolution and recovery  

or  

 liquidation of corporates and bankruptcy of non-corporates. 

Liquidation Liquidation is the winding up of a corporation or incorporated entity. There are many entities 

that can initiate proceedings that will lead to Liquidation, those being: 

 the regulatory bodies;  

 the directors of a company;  

 the shareholders of a company; and  

 an unpaid Creditor of a Company 

Relationship  Insolvency is common to both bankruptcy and liquidation.  

 Insolvency leads to Bankruptcy in case of Natural persons (Individual) 

 Insolvency leads to Liquidation in case of corporation or Incorporated entity. 

21 
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20.2 – INTRODUCTORY TOPICS OF IBC, 2016 

Regulatory 

Mechanism 

The regulatory mechanism as per IBC, 2016 would be based on the following five pillars:  

1. Insolvency and Bankruptcy Board of India (IBBI) 

2. Adjudicating Authority  

3. Insolvency Professional Agencies (IPA) 

4. Insolvency Professionals (IP) 

5. Information Utilities (IU) 

 

 

 

 

 

 

 

Insolvency &  

Bankruptcy 

Board of India 

(IBBI) 

Function of the Board is to exercise regulatory oversight over insolvency 

professionals, insolvency professional agencies and information utilities. 

Insolvency 

Professional 

Agencies (IPA) 

These agencies will develop professional standards, code of ethics and be first 

level regulator for insolvency professional members. This will lead to 

development of a competitive industry for such professionals. 

Insolvency 

Professionals 

(IP) 

In the resolution process, the insolvency professional verifies the claims of the 

creditors, constitutes a creditors committee, runs the debtor's business during 

the moratorium period and helps the creditors in reaching a consensus for a 

revival plan. In liquidation, the insolvency professional acts as a liquidator and 

bankruptcy trustee 

Information 

Utilities (IU)  

The information utility shall provide services as may be specified by Board. 

Information Utility will collect, collate, authenticate and disseminate financial 

information to be used in insolvency, liquidation and bankruptcy proceedings. 

Adjudicating 

Authority 
 The adjudicating authority for corporate insolvency and liquidation is the 

NCLT. Appeals arising out of NCLT orders lie to the National Company Law 

Appellate Tribunal and, thereafter, to the Supreme Court of India. 

 For individuals and other persons, the adjudicating authority is the Debt 

Recovery Tribunal (DRT). Appeals arising out of DRT orders lie to the Debt 

Recovery Appellate Tribunal and thereafter, to the Supreme Court. 

Structure of 

the Code 

The IBC has been divided in to Five parts comprising of 255 sections and 12 Schedules.  

Part I  Preliminary Section 1-3 

Part II Insolvency Resolution & Liquidation for Corporate Persons Section 4 - 77 

Part III Insolvency Resolution & Bankruptcy for Individuals and 

Partnership firms 

Section 78 - 187 

Part IV 

 

Regulation of Insolvency Professionals, Agencies and 

Information Utilities 

Section 188 - 223 

Part V Miscellaneous Section 224-255 
 

Insolvency and Bankruptcy Code, 2016 

Insolvency and Bankruptcy Board of India (IBBI) 

 

Adjudicating 

Authority 

 Insolvency 

Professional Agencies 

 

Insolvency 

Professionals 

 

Information 

Utilities 
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Applicability 

of IBC, 2016  

– Sec. 2 

 

Provisions of IBC, 2016 applies to the following, in relation to their insolvency, liquidation, 

voluntary liquidation or bankruptcy, as the case may be: 

(a) Companies incorporated under Companies Act, 2013 or under any previous company law;  

(b) Companies governed under special Act (so far as of IBC, 2016 is consistent with those 

special Acts i.e., provisions of Special Act will prevail over IBC, 2016);  

(c) Limited Liability Partnership (LLP)  

(d) Other body corporates as may be notified by Central Government  

(e) Personal guarantors to corporate debtors; 

(f) Partnership firms and proprietorship firms; and 

(g) Individuals, other than persons referred to in clause (e). 

Code not applicable to financial service providers 

 IBC is not applicable to corporates in finance sector.  

 Section 3(7) of IBC, 2016 states that “Corporate person” shall not include any financial 

service provider. Thus, the Code does not cover Bank, Financial Institutions, Insurance 

Company, Asset Reconstruction Company, Mutual Funds, Collective Investment Schemes or 

Pension Funds. 

 However, NBFC is engaged in various activities and hence NBFC is not ipso facto excluded 

from definition of 'corporate person' under section 3(7) of Insolvency Code. NBFC can be a 

'corporate debtor' [Jindal Saxena Financial Services v. Mayfair Capital (2018)] 

 C.G. in consultation with the RBI notifies that the insolvency resolution and liquidation 

proceedings of the NBFC (which include housing finance companies) with asset size of ₹ 

500 crore or more, as per last audited balance sheet, shall be undertaken in accordance 

with the provisions of the IBC, 2016 read with the Insolvency and Bankruptcy (Insolvency 

and Liquidation Proceedings of Financial Service Providers and Application to 

Adjudicating Authority) Rules, 2019 and the applicable Regulations.  

Corporate 

Insolvency 

Resolution 

Process 

(CIRP) 

 CIRP a process during which financial creditors assess whether the debtor's business is viable 

to continue and the options for its rescue and revival.  

 The Insolvency Resolution Process provides a collective mechanism to lenders to deal with the 

overall distressed position of a corporate debtor.  

 If the insolvency resolution process fails or financial creditors decide that the business of 

debtor cannot be carried on profitably and it should be wound up, the debtor will undergo 

liquidation process and the assets of the debtor are realized and distributed by the liquidator.  

 Provisions relating to Insolvency and Liquidation process for corporate persons are covered in 

Part II of the code, which comprises of Sec. 4-77, divided into Seven Chapters. 

Structure of 

IBC, 2016 – 

Part II  

 

Chapter I  Preliminary  Sec. 4-5 

Chapter II Corporate Insolvency Resolution Process Sec. 6-32 

Chapter III Liquidation Process Sec. 33-54 

Chapter IV Fast Track Insolvency Resolution Process Sec. 55-58 

Chapter V Voluntary Liquidation of Corporate Persons Sec. 59 

Chapter VI Adjudicating Authority for Corporate Persons Sec. 60-67* 

Chapter VII Offences and Penalties Sec. 68-77* 

* Not in Syllabus 
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Applicability 

of Part II of 

IBC, 2016 – 

Sec. 4 

Provisions relating to the insolvency and liquidation of corporate debtors shall be applicable only 

when the amount of the default is Rs. 1 Lac or more. However, C.G. may, by notification, specify 

the minimum amount of default of higher value which shall not be more than Rs. 1 crore. 

Points to remember 

MCA vide notification dated 24-03-2020, specifies ₹ 1 crore as the minimum amount of 

default for the purpose of Sec. 4. 

Bankruptcy of 

individuals 

and firms - 

Part III of IBC, 

2016 

Part III of IBC. 2016 (containing sections 78-187) deals with insolvency resolution and 

bankruptcy for individuals and partnership firms.  

This Part shall apply to matters relating to fresh start, insolvency and bankruptcy of individuals 

and partnership firms.  

Debt Recovery Tribunal (DRT) will be the Adjudicating Authority and Debt Recovery Appellate 

Tribunal (DRAT) will be the Appellate Authority for individuals and firms.  

Flow of insolvency resolution process for individuals 

• The process will be managed by 'resolution professional' under the direction of 'Adjudicating 

Authority'.  

• Insolvency Resolution Process will be initiated.  

• Finalise 'repayment plan' with concurrence of debtor and committee of creditors.  

• Upon consensus on repayment plan the individual or firm will get a discharge order.  

• On failure to finalize the repayment plan, the creditors/debtor can file an application for 

'bankruptcy' and the Adjudicating Authority may pass the bankruptcy order.  

• The resolution professional who is a bankruptcy trustee will take over estate of the bankrupt. 

He will sell or dispose it off and satisfy payments of creditors to the extent possible.  

• After that, the bankrupt will get a 'discharge order'.  

• The discharge order will be registered with Board (IBBI) in a register referred to in section 

196 of the Code.  
 

Important Questions 

Q. No. 1: When will the provisions of insolvency and liquidation of corporate persons be applicable on a 

corporate person?                    [Study Material – ICAI] 

 HINT: Refer Sec. 4. 
 

20.3 - Important Definitions (Section 3 and 5) 

Claim Sec. 3(6) means  

(a) a right to payment, whether or not such right is reduced to judgment, fixed, 

matured, unmatured, disputed, undisputed, legal, equitable, secured or 

unsecured. 

or 

(b) right to remedy for breach of contract under any law for the time being in 

force, if such breach gives rise to a right to payment whether or not such 

right is reduced to judgment, fixed, matured, unmatured, disputed, 

undisputed, legal, equitable, secured or unsecured. 

Corporate 

Person 

 

Sec. 3(7) means  

(a) a company as defined u/s 2(20) of the Companies Act, 2013;  

(b) a LLP as defined u/s 2(1)(n) of Limited Liability Partnership Act, 2008; or,  

(c) any other person incorporated with limited liability under any law for the 

time being in force but shall not include any financial service provider. 



Chapter 20 Insolvency and Bankruptcy Code, 2016 

20.5 

Corporate 

Debtor 

Sec. 3(8) means a corporate person who owes a debt to any person. 

Creditor Sec. 3(10) means any person to whom a debt is owed and includes  

 a financial creditor,  

 an operational creditor,  

 a secured creditor,  

 an unsecured creditor and  

 a decree holder.  

Debt  Sec. 3(11) means a liability or obligation in respect of a claim which is due from any person 

and includes  

 a financial debt  

and  

 operational debt.  

Default Sec. 3(12) means non-payment of debt when whole or any part or instalment of the amount 

of debt has become due and payable and is not paid by the debtor or the corporate 

debtor, as the case may be. 

Financial 

information 

 

Sec. 3(13) in relation to a person, means one or more of the following categories of 

information, namely: 

(a) records of the debt of the person;  

(b) records of liabilities when the person is solvent;  

(c) records of assets of person over which security interest has been created;  

(d) records, if any, of instances of default by the person against any debt;  

(e) records of the balance sheet and cash-flow statements of the person; and  

(f) such other information as may be specified. 

Corporate 

applicant 

Sec. 5(5) means— 

(a) corporate debtor; or  

(b) a member or partner of the corporate debtor who is authorised to make an 

application for the corporate insolvency resolution process under the 

constitutional document of the corporate debtor; or  

(c) an individual who is in charge of managing the operations and resources of 

the corporate debtor; or  

(d) a person who has the control and supervision over the financial affairs of the 

corporate debtor. 

Corporate 

Guarantor 

Sec. 5(5A)  means a corporate person who is the surety in a contract of guarantee to a 

corporate debtor. 

Dispute Sec. 5(6) includes a suit or arbitration proceedings relating to—  

(a) the existence of the amount of debt;  

(b) the quality of goods or service; or  

(c) the breach of a representation or warranty. 

Financial 

creditor 

Sec. 5(7) means any person to whom a financial debt is owed  

and  

includes a person to whom such debt has been legally assigned or transferred to. 
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Financial Debt Sec. 5(8) means a debt along with interest, if any, which is disbursed against the 

consideration for the time value of money and includes–  

(a) money borrowed against the payment of interest;  

(b) any amount raised by acceptance under any acceptance credit facility or its 

dematerialised equivalent;  

(c) any amount raised pursuant to any note purchase facility or the issue of 

bonds, notes, debentures, loan stock or any similar instrument;  

(d) the amount of any liability in respect of any lease or hire purchase contract 

which is deemed as a finance or capital lease under the Indian Accounting 

Standards or such other accounting standards as may be prescribed;  

(e) receivables sold or discounted other than any receivables sold on non-

recourse basis;  

(f) any amount raised under any other transaction, including any forward sale 

or purchase agreement, having the commercial effect of a borrowing; 2 

Explanation: For the purposes of this sub-clause,  

(i) any amount raised from an allottee under a real estate project shall be 

deemed to be an amount having the commercial effect of a borrowing; 

and  

(ii) the expressions, “allottee” and “real estate project” shall have the 

meanings respectively assigned to them in clauses (d) and (zn) of 

section 2 of the Real Estate (Regulation and Development) Act, 2016, 

(g) any derivative transaction entered into in connection with protection 

against or benefit from fluctuation in any rate or price and for calculating the 

value of any derivative transaction, only the market value of such 

transaction shall be taken into account;  

(h) any counter-indemnity obligation in respect of a guarantee, indemnity, bond, 

documentary letter of credit or any other instrument issued by a bank or 

financial institution;  

(i) the amount of any liability in respect of any of the guarantee or indemnity 

for any of the items referred to in sub-clause (a) to (h) of this clause. 

Financial 

position 

Sec. 5(9) in relation to any person, means the financial information of a person as on a 

certain date. 

Initiation date Sec. 5(11) means the date on which a financial creditor, corporate applicant or operational 

creditor, as the case may be, makes an application to the Adjudicating Authority 

for initiating corporate insolvency resolution process. 

Insolvency 

commencement 

date 

Sec. 5(12) means the date of admission of an application for initiating corporate insolvency 

resolution process by the Adjudicating Authority u/s 7, 9 or 10, as the case may 

be. 

Provided that where the interim resolution professional is not appointed in the 

order admitting application under section 7, 9 or 10, the insolvency 

commencement date shall be the date on which such interim resolution 

professional is appointed by the Adjudicating Authority. 

Insolvency 

resolution 

process period 

Sec. 5(14) means the period of 180 days beginning from the insolvency commencement date 

and ending on 180th day. 

Liquidation 

commencement 

date 

Sec. 5(17) means the date on which proceedings for liquidation commence in accordance 

with section 33 or section 59, as the case may be. 
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Operational 

creditor 

Sec. 5(20) means a person to whom an operational debt is owed  

and 

includes any person to whom such debt has been legally assigned or transferred. 

Operational 

Debt 

Sec. 5(21) means a claim in respect of the provision of goods or services including 

employment or a debt in respect of the payment of dues arising under any law for 

the time being in force and payable to the Central Government, any State 

Government or any local authority. 

Related party 

in relation to a 

corporate 

debtor 

Sec. 5(24) means—  

(a) a director or partner or a relative of a director or partner of the corporate 

debtor  

(b) a KMP or a relative of a KMP of the corporate debtor; 

(c) a LLP or a partnership firm in which a director, partner, or manager of the 

corporate debtor or his relative is a partner;  

(d) a private company in which a director, partner or manager of the corporate 

debtor is a director and holds along with his relatives, more than two per 

cent. of its share capital;  

(e) a public company in which a director, partner or manager of the corporate 

debtor is a director and holds along with relatives, more than two per cent. 

of its paid-up share capital;  

(f) anybody corporate whose board of directors, managing director or 

manager, in the ordinary course of business, acts on the advice, directions or 

instructions of a director, partner or manager of the corporate debtor;  

(g) any limited liability partnership or a partnership firm whose partners 

or employees in the ordinary course of business, acts on the advice, 

directions or instructions of a director, partner or manager of the corporate 

debtor;  

(h) any person on whose advice, directions or instructions, a director, partner 

or manager of the corporate debtor is accustomed to act;  

(i) a body corporate which is a holding, subsidiary or an associate 

company of the corporate debtor, or a subsidiary of a holding company to 

which the corporate debtor is a subsidiary;  

(j) any person who controls more than twenty per cent. of voting rights in the 

corporate debtor on account of ownership or a voting agreement;  

(k) any person in whom the corporate debtor controls more than twenty per 

cent. of voting rights on account of ownership or a voting agreement;  

(l) any person who can control the composition of the board of directors or 

corresponding governing body of the corporate debtor;  

(m) any person who is associated with the corporate debtor on account of—  

(i) participation in policy making processes of the corporate debtor; or  

(ii) having more than two directors in common between the corporate 

debtor and such person; or  

(iii) interchange of managerial personnel between the corporate debtor and 

such person; or 

(iv) provision of essential technical information to, or from, the corporate 

debtor. 
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Related Party 
in relation to an 
individual 

Sec. 
5(24A) 

means-  

(a) a person who is a relative of the individual or a relative of the spouse of the 
individual;  

(b) a partner of a LLP, or a LLP or a partnership firm, in which the individual is a 
partner;  

(c) a person who is a trustee of a trust in which the beneficiary of the trust 
includes the individual, or the terms of the trust confers a power on the 
trustee which may be exercised for the benefit of the individual;  

(d) a private company in which the individual is a director and holds along with 
his relatives, more than two per cent. of its share capital;  

(e) a public company in which the individual is a director and holds along with 
relatives, more than two per cent. of its paid-up share capital;  

(f) a body corporate whose board of directors, managing director or manager, in 
the ordinary course of business, acts on the advice, directions or instructions 
of the individual;  

(g) a LLP or a partnership firm whose partners or employees in the ordinary 
course of business, act on the advice, directions or instructions of the 
individual;  

(h) a person on whose advice, directions or instructions, the individual is 
accustomed to act;  

(i) a company, where the individual or the individual along with its related party, 
own more than 50%. of the share capital of the company or controls the 
appointment of the board of directors of the company. 

Points to remember 

Meaning of Relative: For purposes of Sec. 5(24A),  

(a) “relative”, with reference to any person, means anyone who is related to 
another, in the following manner, namely: 

(i) members of a HUF,  

(ii) husband,  

(iii) wife,  

(iv) father,  

(v) mother,  

(vi) son,  

(vii) daughter,  

(viii) son’s daughter and son,  

(ix) daughter’s daughter and son,  

(x) grandson’s daughter and son,  

(xi) granddaughter’s daughter and son,  

(xii) brother,  

(xiii) sister,  

(xiv) brother’s son and daughter,  

(xv) sister’s son and daughter,  

(xvi) father’s father and mother,  

(xvii) mother’s father and mother,  

(xviii) father’s brother and sister,  

(xix) mother’s brother and sister; and  

(b) wherever the relation is that of a son, daughter, sister or brother, their 
spouses shall also be included. 
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Resolution 

Applicant  

Sec. 5(25) means a person, who individually or jointly with any other person, submits a 

resolution plan to the resolution professional pursuant to the invitation made u/s 

25(2)(h). 

Resolution Plan Sec. 5(26) means a plan proposed by resolution applicant for insolvency resolution of the 

corporate debtor as a going concern in accordance with Part II. 

Points to remember 

Explanation to Sec. 5(26) clarifies that a resolution plan may include 

provisions for the restructuring of the corporate debtor, including by way of 

merger, amalgamation and demerger 

 

IMPORTANT QUESTIONS 

Q. No. 2: The financial creditor, Mr. Raman, was an investor and a debenture holder of ‘Optionally 

Convertible Debenture Bond (OPDB)’ payable on maturity, was issued by the M/s Asset Ltd. 

(corporate debtor). The zero interest OCD bonds amounted to 2 crore matured in 2019. The 

liability to redeem the debentures on maturity along with a redemption premium lay on the 

debtor, which was not made. Mr. Raman filed the Corporate Insolvency resolution process before 

the NCLT. Advise in the light of the given facts, the following situations:  

(i) State whether Mr. Raman is eligible for filing of application for initiation of CIRP?  

(ii) Do the redemption of debenture payable on the maturity date amounts to debt?    

[RTP-May 19] 

HINT: Refer Sec. 5(7) and 5(8). Mr. Raman is eligible for filing of application for initiation of CIRP. 

Q. No. 3: MF Capital Private Limited accepted inter-corporate deposits from JS financial Services Private 

Limited. MF Capital Private Limited is a Non-banking financial company which has obtained a 

certificate from the Reserve Bank of India for carrying on the business of providing financial 

services. As there was a default in repayment of deposits. JS Financial Services Private Limited 

filed an application with the NCLT under Section 7 of the Insolvency and Bankruptcy Code, 2016. 

Examine the validity of the Application.                                                   [May 19 – Old Syllabus (4 Marks)] 

 HINT: Refer Sec. 3(7). Corporate Person as defined u/s 3(7) shall not include financial service providers. 

MF Capital Private Limited is a NBFC carrying on the business of providing financial services. Hence 

application filed u/s 7 will be treated as invalid.  
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20.5 - CORPORATE INSOLVENCY RESOLUTION PROCESS (SEC. 6 – SEC. 32) 

Overview of 

Corporate 

Insolvency 

Process 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Commitment of Default 

Initiation of Insolvency Resolution Process 

Application to Adjudicating Authority – AA (NCLT)  

By Financial Creditor 
(Sec.7) 

By Operational Creditor 
(Sec. 9) 

By Corporate Applicant 
(Sec. 10) 

AA - Pass an Order u/s 13 

Declaring a Moratorium 
(for purpose of Sec.14) 

Cause a Public 
Announcement of initiation 

of Insolvency Resolution 
process (Sec.15) 

Appoint an Interim 
Resolution professional 

(IRP) in the manner 
prescribed u/s 16 

Constitution of 
Committee of Creditors 
(CoC) by IRP (Sec. 21) 

Appointment of Resolution 
Professional (RP) by CoC 

(Sec. 22) 

RP to conduct Corporate Insolvency Resolution Process (Sec. 23) 

RP shall Prepare Information Memorandum for formulation of a 
Resolution Plan (Sec. 29) 

Resolution Applicants proposed Resolution Plan and RP shall 
present the Plan to CoC for its approval (Sec. 30) 

Resolution Plan approved by CoC with 66% majority (Sec. 30) 

RP shall submit approved Resolution Plan to AA (Sec. 30) 

AA satisfied with the resolution plan 
(Sec. 31) 

AA shall approve the resolution plan 
(Sec. 31) 

AA not satisfied with resolution plan 
(Sec. 31)  

AA may reject the resolution plan     
(Sec. 31) 

LIQUIDATION PROCESS will follow IMPLEMENT the Plan 
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Persons who may 

initiate 

corporate 

insolvency 

resolution 

process  (CIRP)  

- Sec. 6 

Where any corporate debtor commits a default, following persons:  

(a) a financial creditor (any person to whom a finacial debt is owed & includes a person to 

whom such debt legally assigned or transferred);. 

(b) an operational creditor (a person to whom an operational debt is owed & includes any 

person to whom such debt legally assigned or transferred); or  

(c) the corporate debtor itself  

may initiate corporate insolvency resolution process in respect of such corporate debt. 

Filing of 

application by 

Financial 

Creditor  

- Sec. 7 

Persons eligible 

to file 

application – 

Sec. 7(1) 

A financial creditor either by itself or jointly with other financial 

creditors, or any other person on behalf of the financial creditor, as may 

be notified by the Central Government may file an application for 

initiating CIRP against a corporate debtor before the Adjudicating 

Authority (NCLT) when a default has occurred.  

Points to remember 

Central government notifies following persons who may file an 

application for initiating CIRP against a corporate debtor before the 

Adjudicating Authority, on behalf of the Financial Creditor:  

(i) a guardian;  

(ii) an executor or administrator of an estate of a financial creditor;  

(iii) a trustee (including a debenture trustee); and  

(iv) a person duly authorized by the Board of Directors of a 

Company. 

Explanation to 

Sec. 7(1) 

For the purpose of Sec. 7(1), a default includes a default in respect of a 

financial debt owed not only to the applicant financial creditor but to any 

other financial creditor of the corporate debtor. 

Filing of 

Application  

– Sec. 7(2)  

The financial creditor shall make an application u/s 7(1) in such form and 

manner and accompanied with such fee as may be prescribed. 

Evidence in 

support of 

default – Sec. 

7(3) 

The financial creditor shall, along with the application furnish— 

(a) record of the default recorded with the information utility or such 

other record or evidence of default as may be specified; 

(b) the name of the resolution professional proposed to act as an 

interim resolution professional; and 

(c) any other information as may be specified by the Board. 

Process by 

Adjudicating 

Authority – Sec. 

7(4) to Sec. 7(7) 

 The Adjudicating Authority shall, within 14 days of the receipt of the 

application, ascertain the existence of a default from the records of an 

information utility or on the basis of other evidence furnished by the 

financial creditor.  

 Adjudicating Authority if, satisfied that a default has occurred and 

complying with other requirements of the section, it may, by order, 

admit such application; or if, default has not occurred, it may, by 

order, reject such application. 

Provided that the Adjudicating Authority shall, before rejecting the 

application, give a notice to the applicant to rectify the defect in his 

application within 7 days of receipt of such notice from the 

Adjudicating Authority. 

 The corporate insolvency resolution process shall commence from the 

date of admission of the application.  
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 The Adjudicating Authority shall communicate the order to the 

financial creditor within 7 days of admission or rejection of such 

application and to the corporate debtor. 

Insolvency 

resolution by 

operational 

creditor  

– Sec. 8 

 An operational creditor may, on the occurrence of a default, deliver a demand notice of 

unpaid operational debtor or copy of an invoice demanding payment of the amount 

involved in the default to the corporate debtor in such form and manner as may be 

prescribed. 

 The corporate debtor shall, within a period of 10 days of the receipt of the demand notice 

or copy of the invoice bring to the notice of the operational creditor— 

(a) existence of a dispute, if any, or record of the pendency of the suit or arbitration 

proceedings filed before the receipt of such notice or invoice in relation to such 

dispute; 

(b) the payment of unpaid operational debt. 

Points to remember 

For the purposes of Sec. 8 a “demand notice” means a notice served by an operational 

creditor to the corporate debtor demanding payment of the operational debt in respect 

of which the default has occurred. 

Application for 

initiation of CIRP 

by operational 

creditor  

– Sec. 9 

 After the expiry of the period of 10 days from the date of delivery of the notice or invoice 

demanding payment u/s 8, if the operational creditor does not receive payment from the 

corporate debtor or notice of the dispute u/s 8, the operational creditor may file an 

application before the Adjudicating Authority for initiating a CIRP. 

 The operational creditor shall, along with the application furnish— 

(a) a copy of the invoice demanding payment or demand notice delivered by the 

operational creditor to the corporate debtor; 

(b) an affidavit to the effect that there is no notice given by the corporate debtor relating 

to a dispute of the unpaid operational debt; 

(c) a copy of the certificate from the financial institutions maintaining accounts of the 

operational creditor confirming that there is no payment of an unpaid operational 

debt by the corporate debtor, if available; 

(d) a copy of any record with information utility confirming that there is no payment of 

an unpaid operational debt by the corporate debtor, if available*; and  

(e) any other proof confirming that there is no payment of any unpaid operational debt 

by the corporate debtor or such other information, as may be prescribed. 

 The Adjudicating Authority shall, within 14 days of the receipt of the application, by an 

order:  

(i) admit the application and communicate such decision to the operational creditor and 

the corporate debtor if:  

(a) the application made is complete; 

(b) there is no payment of the unpaid operational debt; 

(c) the invoice or notice for payment to the corporate debtor has been delivered by 

the operational creditor; 

(d) no notice of dispute has been received by the operational creditor or there is no 

record of dispute in the information utility; and 

(e) there is no disciplinary proceeding pending against any Resolution Professional 

(RP) proposed, if any. 
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(ii) reject the application and communicate such decision to the operational creditor and 

the corporate debtor, if— 

(a) the application made is incomplete; 

(b) there has been payment of the unpaid operational debt; 

(c) the creditor has not delivered the invoice or notice for payment to the corporate 

debtor; 

(d) notice of dispute has been received by the operational creditor or there is a 

record of dispute in the information utility; or 

(e) any disciplinary proceeding is pending against any proposed RP. 

Initiation of CIRP 

by corporate 

applicant  

– Sec. 10 

 Where a corporate debtor has committed a default, a corporate applicant thereof may file 

an application for initiating CIRP with the Adjudicating Authority. 

 The corporate applicant shall, along with the application, furnish-  

(a) the information relating to its books of account and such other documents for such 

period as may be specified;  

(b) the information relating to the resolution proposed to be appointed as an interim 

resolution professional; and  

(c) the special resolution passed by shareholders of the corporate debtor or the 

resolution passed by at least three-fourth of the total number of partners of the 

corporate debtor, as the case may be, approving filing of the application.  

 The Adjudicating Authority shall, within a period of 14 days of the receipt of the 

application, by an order-  

(a) admit the application, if it is complete and no disciplinary proceeding is pending 

against the proposed resolution professional; or  

(b) reject the application, if it is incomplete or any disciplinary proceeding is pending 

against the proposed resolution professional. 

Provided that Adjudicating Authority shall, before rejecting an application, give a notice to 

the applicant to rectify the defects in his application within 7 days from the date of receipt 

of such notice from the Adjudicating Authority. 

Suspension of 

initiation of CIRP 

– Sec. 10A* 

Notwithstanding anything contained in sections 7, 9 and 10, no application for initiation of 

CIRP of a corporate debtor shall be filed, for any default arising on or after 25th March, 2020 

for a period of 6 months or such further period, not exceeding 1 year from such date, as may 

be notified in this behalf:  

Provided that no application shall ever be filed for initiation of CIRP of a corporate debtor for 

the said default occurring during the said period.  

*inserted by IBC (Second Amendment) Act, 2020 

Points to remember 

Central Government vide notification dated 24.09.2020 notifies further period of 3 

months from the 25th September, 2020 for the purposes of the Sec. 10A. 

Persons not 

entitled to make 

Application  

– Sec. 11 

The following persons shall not be entitled to make an application to initiate CIRP under this 

Chapter, namely: 

(a) a corporate debtor undergoing a corporate insolvency resolution process; or 

(b) a corporate debtor having completed CIRP, 12 months preceding the date of making of 

the application; or 

(c) a corporate debtor or a financial creditor who has violated any of the terms of resolution 

plan which was approved 12 months before the date of making of an application; or 

(d) a corporate debtor in respect of whom a liquidation order has been made. 
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Time-limit for 

completion of 
CIRP  

– Sec. 12 

 The CIRP shall be completed within a period of 180 days from the date of admission of the 
application to initiate such process. 

 The resolution professional shall file an application to the Adjudicating Authority to 
extend the period of the corporate insolvency resolution process beyond 180 days, if 

instructed to do so by a resolution passed at a meeting of the committee of creditors by a 
vote of 66% of the voting shares. 

 On receipt of an application, if the Adjudicating Authority is satisfied that the subject 
matter of the case is such that CIRP cannot be completed within 180 days, it may by order 
extend the duration of such process beyond 180 days by such further period as it thinks 

fit, but not exceeding 90 days. 

 Provided that any extension of the period of corporate insolvency resolution process 
under this section shall not be granted more than once. 

 Provided further that the CIRP shall mandatorily be completed within a period of 330 
days from the insolvency commencement date, including any extension of the period of 
CIRP granted under this section and the time taken in legal proceedings in relation to such 

resolution process of the corporate debtor. 

Withdrawal of 
application 
admitted under 

section 7, 9 or 10 
– Sec. 12A 

The Adjudicating Authority may allow the withdrawal of application admitted under section 7 
or section 9 or section 10, on an application made by the applicant with the approval of 90% 
voting share of the committee of creditors, in such manner as may be specified. 

Declaration of 

moratorium and 
public 
announcement  

– Sec 13 

The Adjudicating Authority, after admission of the application u/s 7 or 9 or 10, shall, by an 

order:  

(a) declare a moratorium for the purposes referred to in Sec. 14; 

(b) cause a public announcement of the initiation of corporate insolvency resolution process 
and call for the submission of claims u/s 15; and 

(c) appoint an interim resolution professional in the manner as laid down in section 16. 

The public announcement shall be made immediately after the appointment of the interim 

resolution professional. 

Moratorium  

– Sec. 14 

Moratorium 
order 

– Sec. 14(1) 

On the insolvency commencement date, the Adjudicating Authority shall 
by order declare moratorium for prohibiting all of the following, namely: 

(a) the institution of suits or continuation of pending suits or 
proceedings against the corporate debtor including execution of any 

judgment, decree or order in any court of law, tribunal, arbitration 
panel or other authority; 

(b) transferring, encumbering, alienating or disposing of by the 

corporate debtor any of its assets or any legal right or beneficial 
interest therein; 

(c) any action to foreclose, recover or enforce any security interest 
created by the corporate debtor in respect of its property including 

any action under the SARFAESI Act, 2002; 

(d) the recovery of any property by an owner or lessor where such 
property is occupied by or in the possession of the corporate debtor. 

Point to remember 

For the purposes of Sec. 14(1), it is hereby clarified that 

notwithstanding anything contained in any other law for the time 
being in force, a licence, permit, registration, quota, concession, 
clearance or a similar grant or right given by the C.G., S.G., local 

authority, sectoral regulator or any other authority constituted 
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under any other law for the time being in force, shall not be 

suspended or terminated on the grounds of insolvency, subject to 
the condition that there is no default in payment of current dues 

arising for the use or continuation of the license or a similar grant or 
right during moratorium period. 

Exemptions The following act shall not be prohibited during moratorium:  

(1) Supply of essential goods or services to the corporate debtor as may 

be specified shall not be terminated or suspended or interrupted 

during moratorium period.  

(2) Such transactions, agreements or other arrangement as may be 

notified by the C.G. in consultation with any financial sector 

regulator or any other authority.  

(3) A surety in a contract of guarantee to a corporate debtor.  

Points to remember 

Where the interim resolution professional or resolution 

professional, as the case may be, considers the supply of goods or 

services critical to protect and preserve the value of the corporate 

debtor and manage the operations of such corporate debtor as a 

going concern, then the supply of such goods or services shall not be 

terminated, suspended or interrupted during the period of 

moratorium, except where such corporate debtor has not paid dues 

arising from such supply during the moratorium period or in such 

circumstances as may be specified. 

Date of effect of 

order 
 The order of moratorium shall have effect from the date of such order 

till the completion of the CIRP.  

 Provided that where at any time during the CIRP, if the Adjudicating 

Authority approves the resolution plan u/s 31(1) or passes an order 

for liquidation of corporate debtor u/s 33, the moratorium shall cease 

to have effect from the date of such approval or liquidation order, as 

the case may be. 

Public 
announcement of 

corporate 
insolvency 
resolution 

process  

– Sec. 15 

The public announcement of the corporate insolvency resolution process shall contain the 

following information, namely: 

(a) name and address of the corporate debtor under the corporate insolvency resolution 

process; 

(b) name of the authority with which the corporate debtor is incorporated or registered; 

(c) the last date for submission of claims, as may be specified; 

(d) details of the interim resolution professional who shall be vested with the management 

of the corporate debtor and be responsible for receiving claims; 

(e) penalties for false or misleading claims; and 

(f) the date on which the corporate insolvency resolution process shall close, which shall be 

the one hundred and eightieth day from the date of the admission of the application 

under sections 7, 9 or section 10, as the case may be. 

Insolvency and Bankruptcy Board of India (Insolvency Resolution Process for 

Corporate Persons) Regulations, 2016 (Regulation 6) 

Time Limit to 

make public 

announcement 

Interim Resolution Professional shall make the Public Announcement 

immediately after his appointment. “Immediately” refers to not more 

than 3 days from the date of appointment of the Interim Resolution 

Professional.  
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Protocol of the 

announcement 

The public announcement shall:  

(a) be in Form A of the Schedule to the Regulations;  

(b) be published: 

(i) in one English and one regional language newspaper with wide 

circulation at the location of the registered office and 

principal office, if any, of the corporate debtor and any other 

location where in the opinion of the IRP, the corporate debtor 

conducts material business operations;  

(ii)on the website, if any, of the corporate debtor; and  

(iii) on the website, if any, designated by the Board for the 

purpose,  

(ba)  state where claim forms can be downloaded or obtained from, as 

the case may be  

(bb) offer choice of three insolvency professionals identified under 

regulation 4A to act as the authorised representative of creditors 

in each class 

(c) provide the last date for submission of proofs of claim, which shall 

be fourteen days from the date of appointment of the interim 

resolution professional. 

Expenses of 

Public 

Announcement 

The expenses of public announcement shall be borne by the applicant 

which may be reimbursed by the Committee of Creditors, to the extent, 

it ratifies them 

Appointment and 

tenure of Interim 

Resolution 

professional 

(IRP) 

– Sec. 16 

 The Adjudicating Authority shall appoint an IRP within 14 days from the insolvency 

commencement date. 

 Where the application for corporate insolvency resolution process is made by a financial 

creditor or the corporate debtor, as the case may be, the resolution professional, as 

proposed respectively in the application under section 7 or section 10, shall be appointed 

as the IRP if no disciplinary proceedings are pending against him. 

 Where the application for corporate insolvency resolution process is made by an 

operational creditor and 

(a) no proposal for an interim resolution professional is made, the Adjudicating 

Authority shall make a reference to the Board for the recommendation of an 

insolvency professional who may act as an IRP; 

(b) a proposal for an IRP is made, the resolution professional as proposed, shall be 

appointed as the IRP if no disciplinary proceedings are pending against him. 

 The Board shall, within 10 days of the receipt of a reference from the Adjudicating 

Authority, recommend the name of an insolvency professional to the Adjudicating 

Authority against whom no disciplinary proceedings are pending. 

 The term of the IRP shall continue till the date of appointment of the resolution 

professional u/s 22. 

Management of 

affairs of 

corporate debtor 

by IRP – Sec. 17 

From the date of appointment of the IRP:  

(a) the management of the affairs of the corporate debtor shall vest in the IRP; 

(b) the powers of the board of directors or the partners of the corporate debtor, as the case 

may be, shall stand suspended and be exercised by the IRP; 

(c) the officers and managers of the corporate debtor shall report to the IRP and provide 

access to such documents and records of the corporate debtor as may be required by the 

IRP; 



Chapter 20 Insolvency and Bankruptcy Code, 2016 

20.17 

(d) the financial institutions maintaining accounts of the corporate debtor shall act on the 

instructions of the IRP in relation to such accounts and furnish all information relating to 

the corporate debtor available with them to the IRP. 

Duties of IRP  

– Sec. 18 

The IRP shall perform the following duties, namely: 

(a) collect all information relating to the assets, finances and operations of the corporate 
debtor for determining the financial position of the corporate debtor.  

(b) receive and collate all the claims submitted by creditors to him, pursuant to the public 
announcement made under sections 13 and 15; 

(c) constitute a committee of creditors; 

(d) monitor the assets of the corporate debtor and manage its operations until a resolution 
professional is appointed by the committee of creditors; 

(e) file information collected with the information utility, if necessary; and 

(f) take control and custody of any asset over which the corporate debtor has ownership 
rights as recorded in the balance sheet of the corporate debtor, or with information utility 
or the depository of securities or any other registry that records the ownership of assets. 

(g) to perform such other duties as may be specified by the Board. 

Committee of 
Creditors (CoC)  

– Sec. 21 

Constitution of 
CoC by IRP – Sec. 
21(1) 

The IRP shall after collation of all claims received against the corporate 
debtor and determination of the financial position of the corporate 
debtor, constitute a committee of creditors. 

Composition of 
CoC 

(a) Where Financial Creditors Exists – Sec. 21(2) 

 The CoC shall comprise all financial creditors of the corporate 
debtor:  

 First proviso to Sec. 21(2) - A financial creditor or the 
authorised representative of the financial creditor referred to in 
Sec. 21(6), 21(6A) or Sec. 24(5), if it is a related party of the 
corporate debtor, shall not have any right of representation, 
participation or voting in a meeting of the CoC.  

 Second Proviso to Sec. 21(2) - First proviso shall not apply to a 
financial creditor, regulated by a financial sector regulator, if it is 
a related party of the corporate debtor solely on account of 
conversion or substitution of debt into equity shares or 
instruments convertible into equity shares or completion of such 
transactions as may be prescribed, prior to the insolvency 
commencement date. 

(B) In case of Joint Financial creditors – Sec. 21(3), 21(6), 21(6A) 

 Sec. 21(3) – Consortium Finance: Where the corporate debtor 
owes financial debts to 2 or more financial creditors as part of a 
consortium or agreement, each such financial creditor shall be 
part of the CoC and their voting share shall be determined on the 
basis of the financial debts owed to them.  

 Sec. 21(6) – Single trustee to act for all financial creditors: 
Where the terms of the financial debt extended as part of a 
consortium arrangement or syndicated facility provide for a 
single trustee or agent to act for all financial creditors, each 
financial creditor may-  

(a) authorise the trustee or agent to act on his behalf in the 
committee of creditors to the extent of his voting share;  

(b) represent himself in the CoC to the extent of his voting 
share;  
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(c) appoint an insolvency professional (other than the 
resolution professional) at his own cost to represent 
himself in the CoC to the extent of his voting share; or  

(d) exercise his right to vote to the extent of his voting share 
with one or more financial creditors jointly or severally. 

 Sec. 21(6A) – Nature of Financial Debt in case of Joint 
Financial Creditors: Where a financial debt—  

(a) is in the form of securities or deposits and the terms of 
the financial debt provide for appointment of a trustee or 
agent to act as authorised representative for all the financial 
creditors, such trustee or agent shall act on behalf of such 
financial creditors;  

(b) is owed to a class of creditors exceeding the number as 
may be specified, other than the creditors covered under 
Sec. 21(6A)(a) or Sec. 21(6), the interim resolution 
professional shall make an application to the Adjudicating 
Authority along with the list of all financial creditors, 
containing the name of an insolvency professional, other 
than the interim resolution professional, to act as their 
authorised representative who shall be appointed by the 
Adjudicating Authority prior to the first meeting of the CoC;  

(c) is represented by a guardian, executor or 
administrator, such person shall act as authorised 
representative on behalf of such financial creditors, and 
such authorised representative under clause (a) or clause 
(b) or clause (c) shall attend the meetings of the committee 
of creditors, and vote on behalf of each financial creditor to 
the extent of his voting share.   

Where a person 

is both financial 

creditor and 

operational 

creditor - Sec. 

21(4) 

Where any person is a financial creditor as well as an operational 

creditor, -  

(a) such person shall be a financial creditor to the extent of the 

financial debt owed by the corporate debtor, and shall be included 

in the committee of creditors, with voting share proportionate to 

the extent of financial debts owed to such creditor;  

(b) such person shall be considered to be an operational creditor to 

the extent of the operational debt owed by the corporate debtor to 

such creditor.  

Assignment of 

operational debt 

– Sec. 21(5) 

Where an operational creditor has assigned or legally transferred any 

operational debt to a financial creditor, the assignee or transferee shall 

be considered as an operational creditor to the extent of such 

assignment or legal transfer.  

Voting in the 

meeting – Sec. 

21(7) and 21(8) 

 The Board may specify the manner of voting and the determining of 

the voting share in respect of financial debts covered u/s 21(6) and 

21(6A).  

 All decisions of the CoC shall be taken by a vote of not less than 51% 

of voting share of the financial creditors: 

Provided that where a corporate debtor does not have any financial 

creditors, the committee of creditors shall be constituted and shall 

comprise of such persons to exercise such functions in such manner 

as may be specified. 
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Insolvency and Bankruptcy Board of India (Insolvency Resolution Process for 

Corporate Persons) Regulations, 2016 – Regulation 16 

Committee with 

only operational 

creditors 

Where the corporate debtor has no financial debt or where all financial 

creditors are related parties of the corporate debtor, the committee 

shall consist of members as under: 

(a) 18 largest operational creditors by value (If the number of 

operational creditors is less than 18, the committee shall include 

all such operational creditors); 

(b) one representative elected by all workmen; and  

(c) one representative elected by all employees. 

Appointment 

of resolution 

professional (RP) 

– Sec. 22 

 The first meeting of the committee of creditors shall be held within 7 days of the 

constitution of the committee of creditors. 

 The committee of creditors, may, in the first meeting, by a majority vote of not less than 

66% of the voting share of the financial creditors, either resolve to appoint the IRP as a RP 

or to replace the IRP by another RP. 

 Where the committee of creditors resolves to continue the IRP as RP subject to a written 

consent from the IRP in the specified form, it shall communicate its decision to the IRP, the 

corporate debtor and the Adjudicating Authority. 

 Where the committee of creditors resolves to replace the IRP, it shall file an application 

before the Adjudicating Authority for the appointment of the proposed RP, along with a 

written consent from the proposed resolution professional in the specified form. 

 The Adjudicating Authority shall forward the name of the RP to the Board for its 

confirmation and shall make such appointment after confirmation by the Board. 

 Where the Board does not confirm the name of the proposed RP within 10 days of the 

receipt of the name of the proposed RP, the Adjudicating Authority shall, by order, direct 

the IRP to continue to function as the RP until such time as the Board confirms the 

appointment of the proposed RP. 

Eligibility for resolution professional – Regulation 3 of Insolvency and Bankruptcy 

Board of India (Insolvency Resolution Process for Corporate Persons) Regulations, 

2016 

 An insolvency professional shall be eligible to be appointed as a resolution professional 

for a corporate insolvency resolution process of a corporate debtor if he, and all partners 

and directors of the insolvency professional entity of which he is a partner or director, are 

independent of the corporate debtor.  

 A person shall be considered independent of the corporate debtor, if he:  

(a) is eligible to be appointed as an independent director on the board of the corporate 

debtor u/s section 149 of the Companies Act, 2013, where the corporate debtor is a 

company;  

(b) is not a related party of the corporate debtor; or  

(c) is not an employee or proprietor or a partner:  

(i) of a firm of auditors or secretarial auditors in practice or cost auditors of the 

corporate debtor; or  

(ii) of a legal or a consulting firm, that has or had any transaction with the corporate 

debtor amounting to 5% or more of the gross turnover of such firm,  

in the last 3 financial years. 
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Resolution 

professional to 

conduct CIRP – 

Sec 23 

 Subject to Sec. 27, the resolution professional shall conduct the entire CIRP and manage 

the operations of the corporate debtor during the CIRP period:  

Provided that the resolution professional shall continue to manage the operations of the 

corporate debtor after the expiry of the CIRP, until an order approving the resolution plan 

u/s 31(1) or appointing a liquidator u/s 34 is passed by the Adjudicating Authority. 

 The resolution professional shall exercise powers and perform duties as are vested or 

conferred on the interim resolution professional.  

 In case of any appointment of a resolution professional u/s 22(4), the interim resolution 

professional shall provide all the information, documents and records pertaining to the 

corporate debtor in his possession and knowledge to the resolution professional. 

Meeting of 

committee of 

creditors  

– Sec. 24 

The members of the committee of creditors may meet in person or by such electronic means 

as may be specified. 

All meetings of the committee of creditors shall be conducted by the RP. 

The RP shall give notice of each meeting of the committee of creditors to— 

(a) members of Committee of creditors, including the authorised representatives; 

(b) members of the suspended Board of Directors or the partners of the corporate persons, 

as the case may be; 

(c) operational creditors or their representatives if the amount of their aggregate dues is 

not less than 10% of the debt. 

The directors, partners and representative of operational creditors, may attend the meetings 

of committee of creditors, but shall not have any right to vote in such meetings. 

Insolvency and Bankruptcy Board of India (Insolvency Resolution Process for 

Corporate Persons) Regulations, 2016 

Voting Rights – 

Regulation 16 

A member of the committee formed under this Regulation shall have 

voting rights in proportion of the debt due to such creditor or debt 

represented by such representative, as the case may be, to the total debt. 

Constitution of 

committee – 

Regulation 17 

 The IRP shall file a report certifying constitution of the committee to 

the Adjudicating Authority within two days of the verification of 

claims received under regulation 12(1).  

 The IRP shall hold the first meeting of the committee within 7 days of 

filing the report under this regulation.  

 Where the appointment of RP is delayed, the IRP shall perform the 

functions of the RP from the 14th day of the insolvency 

commencement date till a resolution professional is appointed u/s 22. 

Meetings of the 

committee – 

Regulation 18 & 

19 

 A resolution professional may convene a meeting of the committee as 

and when he considers necessary, and shall convene a meeting if a 

request to that effect is made by members of the committee 

representing 33% of the voting rights. 

 A meeting of the committee shall be called by giving not less than 5 

days’ notice in writing to every participant, at the address it has 

provided to the resolution professional and such notice may be sent 

by hand delivery, or by post but in any event, be served on every 

participant by electronic means in accordance with Regulation 20.  

 The committee may reduce the notice period from 5 days to such 

other period of not less than 24 hours, as it deems fit. 

Provided that the committee may reduce the period to such other 

period of not less than 48 if there is any authorised representative. 
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Contents of the 

notice for 

meeting – 

Regulation 21 

 The notice shall inform the participants of the venue, the time and 

date of the meeting and of the option available to them to participate 

through video conferencing or other audio and visual means, and 

shall also provide all the necessary information to enable 

participation through video conferencing or other audio and visual 

means.  

 The notice of the meeting shall provide that a participant may attend 

and vote in the meeting either in person or through an authorised 

representative. 

 The notice of the meeting shall contain the following-  

(i) a list of the matters to be discussed at the meeting;  

(ii) a list of the issues to be voted upon at the meeting; and  

(iii) copies of all documents relevant to the matters to be discussed 

and the issues to be voted upon at the meeting. 

 The notice of the meeting shall: 

(a) state the process and manner for voting by electronic means and 

the time schedule, including the time period during which the 

votes may be cast:  

(b) provide the login ID and the details of a facility for generating 

password and for keeping security and casting of vote in a secure 

manner; and  

(c) provide contact details of the person who will address the 

queries connected with the electronic voting. 

Quorum at the 

meeting – 

Regulation 22 

 A meeting of the committee shall be quorate if members of the 

committee representing at least 33% of the voting rights are present 

either in person or by video conferencing or other audio and visual 

means.  

 Where a meeting of the committee could not be held for want of 

quorum, unless the committee has previously decided otherwise, the 

meeting shall automatically stand adjourned at the same time and 

place on the next day.  

 In the event a meeting of the committee is adjourned, the adjourned 

meeting shall be quorate with the members of the committee 

attending the meeting. 

Duties of RP  

– Sec. 25 

It shall be the duty of the RP to preserve and protect the assets of the corporate debtor, 

including the continued business operations of the corporate debtor. For this purpose, the 

resolution professional shall undertake the following actions, namely: 

(a) take immediate custody and control of all the assets of the corporate debtor, including 

the business records of the corporate debtor; 

(b) represent and act on behalf of the corporate debtor with third parties, exercise rights for 

the benefit of the corporate debtor in judicial, quasi-judicial or arbitration proceedings; 

(c) raise interim finances subject to the approval of the committee of creditors u/s 28; 

(d) appoint accountants, legal or other professionals in the manner as specified by Board; 

(e) maintain an updated list of claims; 

(f) convene and attend all meetings of the committee of creditors; 

(g) prepare the information memorandum in accordance with Sec. 29; 
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(h) invite prospective resolution applicants, who fulfil such criteria as may be laid down by 

him with the approval of committee of creditors, having regard to the complexity and 

scale of operations of the business of the corporate debtor and such other conditions as 

may be specified by the Board, to submit a resolution plan or plans; 

(i) present all resolution plans at the meetings of the committee of creditors; and 

(j) such other actions as may be specified by the Board. 

Rights and duties 

of authorised 

representative of 

financial 

creditors  

– Sec. 25A 

Rights – Sec. 

25A(1) 

The authorised representative shall have the right to participate and vote 

in meetings of the committee of creditors on behalf of the financial creditor 

he represents in accordance with the prior voting instructions of such 

creditors obtained through physical or electronic means.  

Duties  To circulate the agenda and minutes [Sec. 25A(2)]: It shall be the 

duty of the authorised representative to circulate the agenda and 

minutes of the meeting of the committee of creditors to the financial 

creditor he represents.  

 To act in accordance with instructions of the financial creditor 

[Sec. 25A(3)]: The authorised representative shall not act against the 

interest of the financial creditor he represents and shall always act in 

accordance with their prior instructions:  

Provided that if the authorised representative represents several 

financial creditors, then he shall cast his vote in respect of each 

financial creditor in accordance with instructions received from each 

financial creditor, to the extent of his voting share:  

Provided further that if any financial creditor does not give prior 

instructions through physical or electronic means, the authorised 

representative shall abstain from voting on behalf of such creditor.  

 To cast the vote in accordance with the decisions of financial 

creditors [Sec. 25A(3A)]: Notwithstanding anything to the contrary 

contained in Sec. 25A(3), the authorised representative u/s 21(6A) 

shall cast his vote on behalf of all the financial creditors he represents 

in accordance with the decision taken by a vote of more than 51% of 

the voting share of the financial creditors he represents, who have cast 

their vote:  

Provided that for a vote to be cast in respect of an application u/s 12A, 

the authorised representative shall cast his vote in accordance with the 

provisions of Sec. 25A(3). 

 Filing of instructions with the CoC [Sec. 25A(4)]: The authorised 

representative shall file with the CoC any instructions received by way 

of physical or electronic means, from the financial creditor he 

represents, for voting in accordance therewith, to ensure that the 

appropriate voting instructions of the financial creditor he represents is 

correctly recorded by the IRP or resolution professional, as the case 

may be.  

Replacement of 

RP by committee 

of creditors 

(CoC) – Sec. 27 

 Where, at any time during the corporate insolvency resolution process, the CoC is of the 

opinion that a RP appointed u/s 22 is required to be replaced, it may replace him with 

another RP in the manner provided under this section. 

 The CoC may, at a meeting, by a vote of 66% of voting shares, resolve to replace the RP 

appointed u/s 22 with another RP, subject to a written consent from the proposed 

resolution professional in the specified form. 
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 The CoC shall forward the name of the insolvency professional proposed by them to the 

Adjudicating Authority. 

 The Adjudicating Authority shall forward the name of the proposed RP to the Board for its 

confirmation and a RP shall be appointed in the same manner as laid down in Sec. 16. 

 Where any disciplinary proceedings are pending against the proposed RP, the RP 

appointed u/s 22 shall continue till the appointment of another RP under this section. 

Approval of 

committee of 

creditors for 

certain actions  

– Sec. 28 

The RP, during the corporate insolvency resolution process, shall not take any of the following 

actions without the prior approval of the committee of creditors namely: 

(a) raise any interim finance in excess of the amount as may be decided by the committee of 

creditors in their meeting; 

(b) create any security interest over the assets of the corporate debtor; 

(c) change the capital structure of the corporate debtor, including by way of issuance of 

additional securities, creating a new class of securities or buying back or redemption of 

issued securities in case the corporate debtor is a company; 

(d) record any change in the ownership interest of the corporate debtor; 

(e) give instructions to financial institutions maintaining accounts of the corporate debtor 

for a debit transaction from any such accounts in excess of the amount as may be 

decided by the committee of creditors in their meeting; 

(f) undertake any related party transaction; 

(g) amend any constitutional documents of the corporate debtor; 

(h) delegate its authority to any other person; 

(i) dispose of or permit the disposal of shares of any shareholder of the corporate debtor or 

their nominees to third parties; 

(j) make any change in the management of the corporate debtor or its subsidiary; 

(k) transfer rights or financial debts or operational debts under material contracts 

otherwise than in the ordinary course of business; 

(l) make changes in the appointment or terms of contract of such personnel as specified by 

the committee of creditors; or 

(m) make changes in the appointment or terms of contract of statutory auditors or internal 

auditors of the corporate debtor. 

Preparation 

of 

information 

memorandum  

– Sec. 29 

 The resolution professional shall prepare an information memorandum in such form and 

manner containing such relevant information as may be specified by the Board for 

formulating a resolution plan. 

 The RP shall provide to the resolution applicant access to all relevant information in 

physical and electronic form. For the purposes of this section, "relevant information" 

means the information required by the resolution applicant to make the resolution plan 

for the corporate debtor, which shall include  

(a) the financial position of the corporate debtor,  

(b) all information related to disputes by or against the corporate debtor and  

(c) any other matter pertaining to the corporate debtor as may be specified. 

Persons not 

eligible to be 

resolution 

applicant – Sec. 

29A 

A person shall not be eligible to submit a resolution plan, if such person, or any other person 

acting jointly or in concert with such person: 

(a) is an undischarged insolvent;  

(b) is a wilful defaulter in accordance with the guidelines of the RBI 

(c) at the time of submission of the resolution plan has an account, or an account of a 

corporate debtor under the management or control of such person or of whom such 
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person is a promoter, classified as non-performing asset in accordance with the 

guidelines of the RBI or the guidelines of a financial sector regulator issued under any 

other law for the time being in force, and at least a period of 1 year has lapsed from the 

date of such classification till the date of commencement of the CIRP of the corporate 

debtor:  

Provided that the person shall be eligible to submit a resolution plan if such person 

makes payment of all overdue amounts with interest thereon and charges relating to 

nonperforming asset accounts before submission of resolution plan:  

Provided further that nothing in this clause shall apply to a resolution applicant where 

such applicant is a financial entity and is not a related party to the corporate debtor.  

(d) has been convicted for any offence punishable with imprisonment –  

(i) for 2 years or more under any Act specified under the Twelfth Schedule; or 

(ii) for 7 years or more under any law for the time being in force: Provided that this 

clause shall not apply to a person after the expiry of a period of 2 years from the 

date of his release from imprisonment:  

(e) is disqualified to act as a director under the Companies Act, 2013 

(f) is prohibited by the SEBI from trading in securities or accessing the securities markets;  

(g) has been a promoter or in the management or control of a corporate debtor in which a 

preferential transaction, undervalued transaction, extortionate credit transaction or 

fraudulent transaction has taken place and in respect of which an order has been made 

by the Adjudicating Authority under this Code. 

(h) has executed a guarantee in favour of a creditor in respect of a corporate debtor against 

which an application for insolvency resolution made by such creditor has been admitted 

under this Code and such guarantee has been invoked by the creditor and remains 

unpaid in full or part;  

(i) is subject to any disability, corresponding to clauses (a) to (h), under any law in a 

jurisdiction outside India; or 

(j) has a connected person not eligible under clauses (a) to (i). 

Points to remember 

The expression "connected person" means: 

(i) any person who is the promoter or in the management or control of the resolution 

applicant; or  

(ii) any person who shall be the promoter or in management or control of the 

business of the corporate debtor during the implementation of the resolution 

plan; or  

(iii) the holding company, subsidiary company, associate company or related party of 

a person referred to in clauses (i) and (ii). 

Resolution Plan  

– Sec. 30 

 A resolution applicant may submit a resolution plan along with an affidavit stating that he 

is eligible u/s 29A to the RP prepared on the basis of the information memorandum. 

 The RP shall examine each resolution plan received by him to confirm that each resolution 

plan:  

(a) provides for the payment of insolvency resolution process costs in a manner specified 

by the Board in priority to the payment of other debts of the corporate debtor; 

(b) provides for the payment of debts of operational creditors in such manner as may be 

specified by the Board which shall not be less than: 

(i) the amount to be paid to such creditors in the event of a liquidation of the 

corporate debtor u/s 53; or  
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(ii) the amount that would have been paid to such creditors, if the amount to be 

distributed under the resolution plan had been distributed in accordance with 

the order of priority in Sec. 53(1), 

whichever is higher, and provides for the payment of debts of financial creditors, who 

do not vote in favour of the resolution plan, in such manner as may be specified by the 

Board, which shall not be less than the amount to be paid to such creditors in 

accordance with Sec. 53(1) in the event of a liquidation of the corporate debtor.  

Explanation 1: For removal of doubts, it is hereby clarified that a distribution in 

accordance with the provisions of this clause shall be fair and equitable to such 

creditors.  

Explanation 2: For the purpose of this clause, it is hereby declared that on and from the 

date of commencement of the IBC (Amendment) Act, 2019, the provisions of this 

clause shall also apply to the CIRP of a corporate debtor: 

(i) where a resolution plan has not been approved or rejected by the Adjudicating 

Authority;  

(ii) where an appeal has been preferred under section 61 or section 62 or such an 

appeal is not time barred under any provision of law for the time being in force; 

or 

(iii) where a legal proceeding has been initiated in any court against the decision of 

the Adjudicating Authority in respect of a resolution plan*; 

(c) provides for the management of the affairs of the Corporate debtor after approval of 

the resolution plan; 

(d) the implementation and supervision of the resolution plan; 

(e) does not contravene any of the provisions of the law for the time being in force; 

(f) conforms to such other requirements as may be specified by the Board. 

For the purposes of clause (e), if any approval of shareholders is required under the 

Companies Act, 2013 or any other law for the time being in force for the implementation 

of actions under the resolution plan, such approval shall be deemed to have been given 

and it shall not be a contravention of that Act or law. 

 The RP shall present to the committee of creditors for its approval the resolution plans.   

 The CoC may approve a resolution plan by a vote of not less than 66% of voting share of 

the financial creditors, after considering its feasibility and viability, and such other 

requirements as may be specified by the Board. 

 The RP shall submit the resolution plan as approved by the CoC to the Adjudicating 

Authority. 

Approval of 

resolution plan  

– Sec. 31 

 If the Adjudicating Authority is satisfied that the resolution plan as approved by the CoC 

meets the specified requirements, it shall by order approve the resolution plan which 

shall be binding on the corporate debtor and its employees, members, creditors, including 

the C.G., any State Government or any local authority to whom a debt in respect of the 

payment of dues arising under any law for the time being in force, such as authorities to 

whom statutory dues are owed, guarantors and other stakeholders involved in the 

resolution plan.  

Provided that the Adjudicating Authority shall, before passing an order for approval of 

resolution plan, satisfy that the resolution plan has provisions for its effective 

implementation. 

 After the order of approval:  

(a) the moratorium order passed by the Adjudicating Authority u/s 14 shall cease to 

have effect; and 
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(b) the RP shall forward all records relating to the conduct of the corporate insolvency 

resolution process and the resolution plan to the Board to be recorded on its 

database. 

 The resolution applicant shall, pursuant to the resolution plan approved, obtain the 

necessary approval required under any law for the time being in force within a period of 1 

year from the date of approval of the resolution plan by the Adjudicating Authority or 

within such period as provided for in such law, whichever is later. 

Provided that where the resolution plan contains a provision for combination, as referred 

to in section 5 of the Competition Act, 2002, the resolution applicant shall obtain the 

approval of the Competition Commission of India under that Act prior to the approval of 

such resolution plan by the committee of creditors. 

 Where the Adjudicating Authority is satisfied that the resolution plan does not confirm to 

the requirements, it may, by an order, reject the resolution plan. 

Appeal  

– Sec. 32 

Any appeal from an order approving the resolution plan shall be in the manner and on the 
grounds laid down in Sec. 61(3). 

Sec. 61(3) – Grounds for appeal 

An appeal against an order approving a resolution plan u/s 31 may be filed on the following 
grounds, namely: 

(i) the approved resolution plan is in contravention of the provisions of any law for the time 
being in force; 

(ii) there has been material irregularity in exercise of the powers by the resolution 
professional during the corporate insolvency resolution period; 

(iii) the debts owed to operational creditors of the corporate debtor have not been provided 
for in the resolution plan in the manner specified by the Board; 

(iv) the insolvency resolution process costs have not been provided for repayment in 
priority to all other debts; or 

(v) the resolution plan does not comply with any other criteria specified by the Board. 

Liability for prior 
offences etc. – 
Sec. 32A* 

[*Inserted by IBC 
(Amendment) 
Act, 2020 w.e.f. 
28.12.2020] 

Ceasing of 
liability for 
prior offences – 
Sec. 32A(1) 

Notwithstanding anything to the contrary contained in this Code or any 
other law for the time being in force,  

(1) the liability of a corporate debtor for an offence committed prior to 
the commencement of the CIRP shall cease, and  

(2) the corporate debtor shall not be prosecuted for such an offence from 
the date the resolution plan has been approved by the Adjudicating 
Authority u/s 31, if the resolution plan results in the change in the 
management or control of the corporate debtor to a person who was 
not—  

(a) a promoter or in the management or control of the corporate 
debtor or a related party of such a person; or  

a person with regard to whom the relevant investigating authority has, on 
the basis of material in its possession, reason to believe that he had 
abetted or conspired for the commission of the offence, and has 
submitted or filed a report or a complaint to the relevant statutory 
authority or Court. 

Points to remember 

 If a prosecution had been instituted during the CIRP against such 

corporate debtor, it shall stand discharged from the date of approval 
of the resolution plan subject to requirements of Sec. 32A(1) having 
been fulfilled.  
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 Every person who was a "designated partner" under the LLP Act, 

2008, or an "officer who is in default", as defined in Sec. 2(60) of the 

Companies Act, 2013, or was in any manner incharge of, or 

responsible to the corporate debtor for the conduct of its business or 

associated with the corporate debtor in any manner and who was 

directly or indirectly involved in the commission of such offence as 

per the report submitted or complaint filed by the investigating 

authority, shall continue to be liable to be prosecuted and punished 

for such an offence committed by the corporate debtor 

notwithstanding that the corporate debtor's liability has ceased u/s 

32A(1).  

Action against 

property of 

corporate 

debtor – Sec. 

32A(2) 

No action shall be taken against the property of the corporate debtor in 

relation to an offence committed prior to the commencement of the CIRP 

of the corporate debtor, where such property is covered under a 

resolution plan approved by the Adjudicating Authority u/s 31, which 

results in the change in control of the corporate debtor to a person, or 

sale of liquidation assets to a person, who was not: 

(i) a promoter or in the management or control of the corporate debtor 

or a related party of such a person; or  

(ii) a person with regard to whom the relevant investigating authority 

has, on the basis of material in its possession reason to believe that he 

had abetted or conspired for the commission of the offence, and has 

submitted or filed a report or a complaint to the relevant statutory 

authority or Court. 

Points to remember 

For the purposes of Sec. 32A(2), it is hereby clarified that, 

(i) an action against the property of the corporate debtor in relation to 

an offence shall include the attachment, seizure, retention or 

confiscation of such property under such law as may be applicable 

to the corporate debtor;  

(ii) nothing in Sec. 32A(2) shall be construed to bar an action against 

the property of any person, other than the corporate debtor or a 

person who has acquired such property through corporate 

insolvency resolution process or liquidation process under this 

Code and fulfils the requirements specified in this section, against 

whom such an action may be taken under such law as may be 

applicable.  

Extending 

Assistance and 

Co-operation – 

Sec. 32A(3) 

Subject to  

 the provisions contained in Sec. 32A(1) and 32A(2), and  

 notwithstanding the immunity given in this section,  

the corporate debtor and any person who may be required to provide 

assistance under such law as may be applicable to such corporate debtor 

or person, shall extend all assistance and co-operation to any authority 

investigating an offence committed prior to the commencement of the 

CIRP. 
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Important Questions 

Q. No. 5: Who may initiate corporate insolvency process against a corporate person? 

 HINT: Refer Sec. 6 

Q. No. 6: State the manner of initiation of corporate insolvency resolution process by financial creditor 

under the Insolvency and Bankruptcy Code, 2016.                                                                 [MTP-March 18] 

Or 

What is the Insolvency Resolution Process for financial creditors?                                             

[Study Material – ICAI, RTP-Nov. 18] 

HINT: Refer Sec. 7 

Q. No. 7:  State the manner of initiation of corporate insolvency resolution process by operational creditor 

under the Insolvency and Bankruptcy Code, 2016.                                                                                       

Or 

 What is the Insolvency Resolution Process for operational creditors?              [Study Material – ICAI] 

 

HINT: Refer Sec. 8 & 9.  

Q. No. 8:  What is the procedure of Insolvency Resolution Process for a Corporate Applicant? 

[Study Material – ICAI] 

 HINT: Refer Sec. 10. 

Q. No. 9:  State the circumstances when persons are not entitled to make an application to initiate 

corporate insolvency resolution process.  

 Suppose a corporate debtor has committed a default and is undergoing a corporate insolvency 

resolution process. A corporate applicant Mr. X thereof files an application for initiating 

corporate insolvency resolution process with an Adjudicating Authority. State whether he (Mr. X) 

is entitled to make an application to initiate corporate insolvency resolution process? 

 HINT: Refer Sec. 11. Mr. X shall not be entitled to make an application to initiate corporate insolvency 

resolution process. 

Q. No. 10: Is there any time limit for completion of the Insolvency Resolution Process?  

[Study Material – ICAI] 

Or 

Explain in the light of the Insolvency and Bankruptcy Code, 2016, time limit for completion of the 

Corporate Insolvency Resolution Process?                                                                                       [MTP-Oct. 18] 

HINT: Refer Sec. 12 

Q. No. 11: Wisdom Ltd. commits a default against the debts taken from the financial creditors. Mr. F, a 

financial creditor initiated the corporate insolvency resolution process (CIRP) against the 

Wisdom Ltd. Mr. X, another financial creditor, thereof files an application for initiating corporate 

insolvency resolution process with the Adjudicating Authority. Examine with reference to the 

validity as to the filing of an application by Mr. X for initiation of corporate insolvency resolution 

process?              [RTP-May 18, MTP-Oct.19] 

 HINT: Refer Sec. 13, 14 & 15. Application for initiation of CIRP cannot be initiated by Mr. X., however he 

is entitled under the law to raise his claim against the Wisdom Ltd. 

Q. No. 12: What is the effect of order of moratorium?                 [Study Material – ICAI] 

 HINT: Refer Sec. 14. 

Q. No. 13: Mr. Madhyam, was appointed as an Interim resolution professional during the Corporate 

Insolvency Resolution Process. What are the duties to be performed by Mr. Madhyam in the given 

capacity? 

 HINT: Refer Sec. 18.  
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Q. No. 14: What are the eligibility criteria for appointment of an Insolvency Professional as a Resolution 

Professional for a corporate insolvency resolution process?                [Study Material – ICAI] 

 HINT: Refer Regulation 3 of Insolvency and Bankruptcy Board of India (Insolvency Resolution Process 
for Corporate Persons) Regulations, 2016. 

Q. No. 15: What is a Resolution plan?                    [Study Material – ICAI] 

HINT: Refer Sec. 5(26) and 30. 

Q. No. 16: Nature India Limited filed a petition under the Insolvency and Bankruptcy Code, 2016 with 
National Company Law Tribunal (NCLT) against Tulip Limited and the petition was admitted. 
After that, Nature India Limited wanted to withdraw the petition based on a settlement arrived 

between the parties. Whether it is permissible to withdraw the petition after it has been 
admitted? Decide.  

 Also explain the rules relating to the admission and rejection of application by an adjudicating 

authority under the Insolvency and Bankruptcy Code, 2016.                                      [Nov. 17 (6 Marks)] 

 HINT: Petition may be withdrawn subject to compliance of conditions as stated in Sec. 12A. For 
provisions related to admission and rejection of application, refer Sec. 9.  

Q. No. 17: Standard International Ltd. who is a foreign trade creditor having its office in Hong Kong wanted 
to file a petition under insolvency and bankruptcy code 2016 on default of the debtor in India. It 

moved a petition under section 9 of the code seeking commencement of insolvency process. The 
foreign company was not having any office or bank account in India. Because of this, it couldn’t 

submit a “certificate from financial institution “as required under the code. Examine whether the 
petition is permissible under the Insolvency & Bankruptcy Code, 2016?                 

[Nov. 17 (4 Marks), RTP-May 18] 

 HINT: Petition u/s 9 of the Code is permissible, as furnishing of certificate from financial institution is 

not mandatory. 

Q. No. 18: M/s TAS Constructions Private Limited, an operational creditor on 2nd April, 2019 being the 
default date issued a demand notice through speed post to M/s Dheeraj Constructions Private 
Limited, an unpaid operational/ corporate debtor demanding payment of its invoice dated 19th 

March, 2019 for Rs. 5,60,000 (15 days payment terms) towards supply of certain works contract 
services as per the provisions of section 8(1) of the insolvency and Bankruptcy Code, 2016 and 

rules framed there under/s. 

 Dheeraj Constructions Private Limited on receipt of the demand notice informed the operational 
creditor, that vide their e-mail dated 30th March, 2019, addressed to the company and all its 
directors, they have disputed the invoice on the quality of the services rendered and were 

withholding payment till the dispute is settled but without initiating any legal proceedings under 
any law for the time being in force. The operational creditor on expiry of the period of 10 days 

from the date of delivery of the demand notice and non-payment of its dues approached the 
Adjudicating Authority for the initiation of the corporate insolvency resolution process under 
section 9(1) insolvency and Bankruptcy Code, 2016. Will the application of the operational 

creditor filed u/s 9(1) of the read with section 8(2)(a) of the insolvency and Bankruptcy Code, 
2016 be permitted?             [May 18 – Old Syllabus (4 Marks)] 

 HINT: Application filed by TAS Constructions Private Limited, operational creditor is not maintainable 

due to existence of dispute. 

Q. No. 19: Rose Garden Ltd. was incurring continuous losses and its financial position went bad to worse. 
Black Stone (Private) Ltd., a trade creditor, issued notice under section 271 of the companies Act, 

2013 for winding up of Rose Garden Ltd. on the ground that Rose Garden Ltd. was unable to pay 
its debts. After some time, Black Stone (Private) Ltd. being an operational creditor filed a petition 
before the Adjudicating Authority to initiate insolvency process under the insolvency and 

Bankruptcy Code, 2016. Demand Notice and copy of invoice were not served to Rose Garden Ltd. 
since a notice was earlier issued for winding up. All other formalities were complied with. The 

adjudicating authority initiated insolvency resolution process by admitting the application and 
appointed resolution professional. After complying required formalities, the adjudicating 
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authority issued orders for moratorium and other relief within the stipulated time. Being 

aggrieved by the order of Adjudicating Authority, Rose Garden Ltd. (Corporate debtor) filed an 
appeal before NCLAT under the insolvency and bankruptcy Code, 2016. Determine will the 

company succeed in its appeal?          [May 18 – New Syllabus (4 Marks), MTP-April 19] 

 HINT: Refer Sec. 8 & 9 of IBC, 2016. As demand notice and copy of invoice was not served, orders issued 
by adjudicating authority does not seems proper. Hence it may be concluded that Rose Garden Ltd. will 

succeed in its appeal. 

Q. No. 20: M/s Systemtek India Private Limited (Appellant-Corporate Debtor) has challenged the order 
dated 3rd July, 2019 passed by the Adjudicating Authority (National Company Law Tribunal) 
Mumbai Bench, Mumbai, in the National Company Law Appellate Tribunal (NCLAT). 

 NCLT had admitted the application preferred by appellant under Section 10 of the Insolvency and 

Bankruptcy Code, 2016 and an order of Moratorium was passed and Insolvency Resolution 
Professional was ordered to be appointed by the Ld. Adjudicating Authority (NCLT). 

 The only grievance of the appellant in its challenge is that the movable and immovable property 

of Guarantor (promotor) has been attached pursuant to a Corporate Insolvency Resolution 
Process initiated u/s 10 against the Appellant by the Ld. Adjudicating Authority (NCLT) which is 
violative of section 14(I)(c) of the Insolvency and Bankruptcy Code, 2016 though the Code 

prescribes a Moratorium for certain types of transactions. Decide.  

   [May 18 – Old Syllabus (4 Marks)] 

 HINT: Appellant will not succeed as moratorium u/s 14(1)(c) of IBC, 2016 is limited to properties of 
corporate debtor, not its promoters. 

Q. No. 21: You are appointed as Interim resolution professional in XYZ company Ltd. under the Insolvency 

and Bankruptcy Code, 2016. State the time limit to make public announcement? Also state the 
protocol for issuance of public notice. Who shall bear the expenses of public announcement? 

[May 18 – New Syllabus (4 Marks)] 

HINT: Refer Regulation 6 of Insolvency and Bankruptcy Board of India (Insolvency Resolution Process 

for Corporate Persons) Regulations, 2016 along with Sec. 15 of IBC, 2016. 

Q. No. 22: Mr. Ramlal, an Insolvency professional was appointed as a resolution professional for a corporate 
insolvency process initiated against the corporate debtor, Monotech Ltd. Mr. Ramlal is a partner 

of consulting firm M/s supervision and company which is entity recognized under the IBBI. It was 
discovered that M/s supervision and company had a transaction with the Monotech Ltd. 
amounting to 11% of its gross turnover in the last financial year 2018-2019.  

 Analyse the given situation as per the Insolvency and Bankruptcy Code, 2016, and advise on the 

validity of appointment of Mr. Ramlal as resolution professional against Monotech Ltd.  

 What if, the creditor of the Monotech Ltd. opines that the resolution professional appointed is 
required to be replaced.                                                                                                                           [MTP-Aug. 18] 

 HINT: Refer Regulation 3 of Insolvency and Bankruptcy Board of India (Insolvency Resolution Process 

for Corporate Persons) Regulations, 2016 along with Sec. 27 of IBC, 2016. Appointment of Ramlal is not 
valid.  

Q. No. 23: Best bank, a financial creditor sent a demand notice for a claim of Rs. 10.2 crores on XYZ ltd., a 

corporate debtor on 6th February, 2019. When the petition was filed before NCLT under 
Insolvency and Bankruptcy Code, 2016, Best Bank claimed that the XYZ limited has defaulted Rs. 
29.8 crores instead of original amount of Rs. 10.2 crores. NCLT appointed an interim insolvency 

resolution professional. XYZ Limited made an appeal with NCLAT demanding that the Best Bank’s 
claim is Not maintainable as there is a difference in the amount mentioned in the demand notice 

and the application filled under the Code. Decide whether the contention of XYZ Limited is 
correct. Also, state who can file Corporate Insolvency Resolution process under the code.   

[Nov. 18-Old Syllabus (6 Marks)] 

HINT: Refer Section 6 & 7. Contention of XYZ Limited is not correct as there is no requirement of demand 

notice in case of financial creditor.  



Chapter 20 Insolvency and Bankruptcy Code, 2016 

20.31 

Q. No. 24: Mr. SP booked office space with Elegant Construction Limited. At the time of booking Rs. 136 
lakhs was paid. Remaining amount of Rs. 710 lakhs was paid at the time of taking delivery. He 
entered into a Memorandum of Understanding (MoU) with the company having various terms 
and conditions of the sale/allotment. According to the MoU, Elegant Construction Limited was 
required to build and deliver the possession of the unit within 2 years from the date of execution 
of the MoU. It also stipulated payment of an assured return of Rs. 4,82,000 per month (subject to 
TDS u/s 194A of IT Act, 1961) till possession of the unit was delivered to MR. SP. Elegant 
Construction Limited failed to pay the assured return. Thereafter, Mr. SP filed an application for 
initiating insolvency resolution process. Decide about the validity of the said application on view 
of the provisions of Insolvency and Bankruptcy Code, 2016 as regards the definition of a 
“Financial Creditor” under Section 5(7) read with Section 5(8) of the Code.                                                                                  

[Nov. 18-Old Syllabus (4 Marks)] 

HINT: Promise to pay the assured return makes Mr. SP as Financial creditor, hence application for 
initiating CIRP against elegant Construction Limited is valid.   

Q. No. 25: XY Ltd. filed a petition under Insolvency and Bankruptcy Code, 2016 with NCLT against DF Ltd. 
(Corporate Debtor) and the petition was admitted. There were only three financial creditors 
including XY Ltd. During the corporate insolvency Resolution process, the Corporate Debtor 
settled the claims of all the 3 financial creditors. Whether such settlement agreement could be 
termed as a valid resolution plan? Also discuss whether a financial creditor in respect of whom 
there is no default can file an application before Adjudicating Authority (NCLT) for initiating 
corporate insolvency resolution process. Discuss.                               [Nov. 18-New Syllabus (6 Marks)] 

 HINT: Refer Sec. 5(26) and Sec. 7. Settlement agreement cannot be termed as a valid resolution plan. A 
financial creditor in respect of whom there is no default can file an application before Adjudicating 
Authority (NCLT) for initiating corporate insolvency resolution process. 

 Note: Answer as given in Suggested Answers issued by ICAI is different stating that a financial 
creditor in respect of whom there is no default, cannot file an application for initiating insolvency 
resolution process.  

Q. No. 26: Mr. IP was proposed to be appointed as a resolution professional for the insolvency resolution 
process initiated against BMR Ltd. Mr. R, a relative of director of BMR Ltd. is a partner in the 
insolvency professional entity in which Mr. IP is partner. In the light of the given facts, examine 
the nature of the proposal of the appointment of Mr. IP for the conduct of the CIRP as per the 
Insolvency and Bankruptcy Code, 2016.                                                                                       [MTP-March 19] 

 HINT: Refer Regulation 3 of the IBBI (Insolvency Resolution Process for Corporate Persons) Regulations, 
2016. Since Mr. R is a partner in IP Entity in which Mr. IP is also a partner, so Mr. IP is not eligible for 
appointment as Resolution Professional as he is not independent of the corporate debtor. 

Q. No. 27: Mr. Ram, an operational creditor filed an application for corporate insolvency resolution process. 
He does not proposed for appointment of an interim resolution professional in the application. 
State the provisions given by the Code in the given situation. State the period of IRP holding the 
said office.                   [Study Material – ICAI, MTP-March 19] 

HINT: Refer Sec. 16. The Adjudicating Authority shall make a reference to the Board for the 
recommendation of an insolvency professional who may act as an interim resolution professional. The 
Board shall recommend the name of an insolvency professional to the Adjudicating Authority against 
whom no disciplinary proceedings are pending, within 10 days of the receipt of a reference from the 
Adjudicating Authority. 

Q. No. 28: Mr. Atul was appointed as the Insolvency Resolution Professional for XYZ Ltd. An application to 
replace the Insolvency resolution professional was filed before the Adjudicating Authority by 
some Financial Creditors. The Financial Creditors propose to appoint Mr. K as the insolvency 
professional instead of Mr. Atul. Referring to the relevant provisions of the Insolvency and 
Bankruptcy Code 2016, decide whether Mr. Atul can be replaced and if so, state the procedure to 
be followed to appoint another IRP in place of existing one.           [May 19 - Old Syllabus (4 Marks)] 

 HINT: Refer Sec. 22. Mr. K can be appointed as Resolution Professional replacing Mr. Atul after 
complying with the requirements of Sec. 22.  
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Q. No. 29: Continental Rubber Limited is a supplier of raw materials to Smooth Latex Limited. It filed a 

petition before the NCLT for the recovery of Rs. 10,00,000 from Smooth Latex Limited. Smooth 

Latex Limited, the Corporate Debtor, has other financial creditors to the extent of Rs. 1,50,00,000 

and they also joined together and filed petitions to NCLT. The Corporate Debtor has a total of 40 

financial creditors and 2 operational creditors. Further, all the financial creditors are having 

equal voting rights/shares. 

 Notice was issued on 1st August, 2018 for the conduct of the first meeting to be held of 5th August, 

2018 at a common venue. The meeting was attended by all 40 financial creditors and 2 

operational creditors. A resolution was passed to appoint Mr. TK as a Resolution Professional. 25 

of the financial creditors voted in favour of the resolution and 10 voted against the resolution and 

5 financial creditors and 2 operational creditors abstained from voting. Decide whether the 

resolution passed is valid? In the light of the provisions of Insolvency and Bankruptcy Code, 2016 

read with rules framed thereunder, explain the requirements of issue of notice and quorum for 

the conduct of the meeting.         [May 19 – New Syllabus (3 Marks)] 

 HINT: Refer Sec. 22 and Regulations 19, 21 & 22. Resolution passed is not valid as resolution was not 

passed by majority of 66% of voting share of financial creditors.  

Q. No. 30: Rose Garden Limited filed its financial statements for the year ending 31st March, 2019 with 

Registrar of Companies, Chennai which disclosed that the liabilities amounted to $ 3.87 crores as 

against the assets of Rs. 1.37 crores. On the basis of the scrutiny of the financial statements, the 

Registrar filed an application for Corporate Insolvency Resolution Process under Insolvency & 

Bankruptcy Code, 2016 against the company that the company is unable to pay its debts on the 

ground that the value of liabilities far exceeded the value of assets. Examine whether the 

company has any case to defend against the application filed by the Registrar.  

[Nov. 19 – Old syllabus (4 Marks)] 

HINT: Refer Sec. 6. Registrar cannot initiate CIRP.  

Q. No. 31: Venus Limited owes a sum of 12,00,000 to Mr. Khan, who assigns this debt to his two creditors 

Viz., Mr. Joseph - to an extent of 4,00,000 and Mr. Pratap to an extent of 8,00,000. Mr. Pratap 

makes a demand for his money from the company by giving a legal notice. The company could not 

meet Mr. Pratap's demand or otherwise satisfy him till the expiry of four weeks from the date of 

notice. Mr. Pratap, therefore, moves to NCLT with an application for initiation of insolvency of the 

company. Referring to the provisions of the Insolvency and Bankruptcy Code 2016, decide 

whether Mr. Pratap’s application can be accepted by the NCLT.   [Nov. 19 – Old syllabus (4 Marks)] 

 HINT: Refer Sec. 5(7). Application of Mr. Pratap can be accepted by NCLT. Application should be 

supported with a copy of the assignment or transfer agreement and other relevant documents as may be 

required to demonstrate the assignment or transfer. 

Q. No. 32: In view of the deep recession prevailing in the market for the past three years, M/s. Infra Limited 

(Corporate Debtor), which was facing the brunt of financial crisis, could not pay salaries and 

wages to its workmen and employees for the past 6 months. The workmen and the employees, 

who are the members of a recognized Trade Union “Infra Labor Federation”, made a complaint in 

this regard. Thereafter, the Trade Union approached and urged the Management of the Company 

in person and through representations in writing to settle the arrears of wages and salaries due 

to its members. The Corporate Debtor neither disputed nor took any actions to settle the amount. 

Under the circumstances, Infra Labor Federation filed an application before the Adjudicating 

Authority i.e. with the National Company Law Tribunal for initiating a Corporate Insolvency 

Resolution Process under the Insolvency and Bankruptcy Code, 2016.  

 In the light of the provisions of the Insolvency and Bankruptcy Code, 2016, examine the following:  

(i) Validity of the Application.  

(ii) What will be the "Initiation date” for initiating the Corporate Insolvency Resolution Process? 

[Nov. 19 – New Syllabus (6 Marks)] 
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HINT:  Refer Sec. 5(11), 5(21), 8 & 9. It was held by Supreme Court in J.K. Jute Mill Mazdoor Morcha v 

Juggilal Kamlapat Jute Mills Company Ltd & Others that a trade union is an operational creditor for the 

purpose of initiating the CIRP. 

Q. No. 33: The Committee of Creditors of M/s XYZ Limited proposes to appoint Mr. Ajit, an Insolvency 

Professional, as Insolvency Resolution Professional in the matter of corporate insolvency process 

of M/s XYZ Limited. Mr. Ajit was a promoter of M/s ABC Limited which is a holding company of 

M/s XYZ Limited. Examine and decide whether Mr. Ajit is eligible for appointment as an 

Insolvency Resolution Professional under the Provisions of Insolvency and Bankruptcy Code, 

2016.            [Nov. 19 – New Syllabus (3 Marks)] 

HINT: Refer Regulation 3 of IBBI (Insolvency Resolution Process for Corporate Persons) Regulations, 

2016. Mr. Ajit is not eligible as he cannot be considered as independent of the corporate debtor.  

Q. No. 34: NYM Garments Limited was incorporated under the Companies Act, 1956. Now, the company is 

under the Insolvency proceedings and the application is pending before the Adjudicating 

Authority. AVR Fabrics Limited is the supplier to NYM Garments Limited and a sum of 10,00,000 

is outstanding as on 31st January, 2020. A notice was issued by the advocate of AVR Fabrics 

Limited to NYM Garments on 1st February, 2020 to make the payments. The notice was delivered 

at the registered office of NYM Garments Limited on 4th February, 2020. AVR Fabrics Limited has 

not received any payment or reply from the corporate debtor, NYM Garments Limited till 13th 

February, 2020. The Corporate Creditor, AVR Fabrics Limited, seeks your advice regarding the 

admission of application by NCLT on the following issues: 

(i) The procedure for filing the application and the documents submitted to the Tribunal.  

(ii) If the Corporate Debtor, NYM Garments Limited, disputed the amount of claim by a reply on 

25th February, 2020, stating the amount outstanding was 8,00,000 only and not Rs. 

10,00,000 as claimed by AVR Fabrics Limited.   

(iii) If the Corporate Debtor, NYM Garments Limited, has paid an amount of Rs. 7,00,000 in full 

settlement of the outstanding due.           [Nov. 20 – Old Syllabus (6 Marks)] 

HINT: Refer Sec. 8 & 9.  

(ii) Application can be admitted as dispute was raised after the specified period.  

(iii) Application will not be admitted as full settlement taken place. 

Note: Alternate answers possible with different assumptions.  

Q. No. 35: Abhi Limited entered into an agreement with Atulya Gas Limited for purchase of natural gas, 

which is not specified as an essential supply. On failure of Abhi Limited to make payments, Atulya 

Gas Limited issued notice to Abhi Limited that further supply of gas would be stopped if payments 

are not made immediately. On further non -payment, Atulya Gas Limited filed a petition before 

NCLT for initiating Corporate Insolvency Resolution process against Abhi Limited. On 15th March, 

2020 the petition was admitted. On 30th April, 2020, Atulya Gas Limited disconnected gas supply 

to Abhi Limited for non-payment. As a result of disconnection of gas supply, operations of Abhi 

Limited came to a halt. The Resolution professional filed a petition to NCLT seeking Atulya Gas 

Limited to resume the supply of natural gas, as natural gas was an important material for 

production of electricity by Abhi Limited. 

Referring to the provisions of Insolvency and Bankruptcy Code, 2016, answer the following:  

(i) When the moratorium period will expire in this case?  

(ii) Whether Resolution Professional will be successful in his petition filed with NCLT? 

[Nov. 20 – New Syllabus (3 Marks)] 

HINT: Refer Sec. 14. (i) Moratorium will expire on completion of CIRP. (ii) RP will not succeed as 

corporate debtor has not paid dues arising from the supply during the moratorium period.  
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Q. No. 36: Oil & Gas Energy Limited (Corporate Debtor) borrowed a loan of ₹ 100 crore for its expansion 

project form State Bank of India (SBI), Bank of India (BOI) and Punjab National Bank (PNB) under 

the consortium arrangement in the proportion of 50%, 30% and 20% respectively. The corporate 

insolvency process has begun by order of the Tribunal on an application made by the Financial 

Creditor. The Interim Insolvency Resolution Professional (IIRP) constituted a Committee of 

Creditor (CoC) which noted that total financial debt owed by the Corporate Debtor is ₹ 500 crore 

in aggregate. You are requested to state which of the members of the consortium shall be the 

member of CoC and what shall be their voting share in the CoC as per the provisions of the 

Insolvency and Bankruptcy Code, 2016.          [Jan. 21 – Old Syllabus (4 Marks)] 

 HINT: Refer Sec. 21 of IBC, 2016. Each of the financial creditor shall be part of the CoC. Voting share shall 

be determined on the basis of the financial debts owed to financial creditors. 

Q. No. 37: As at 31st March, 2020, XYZ Limited had the following debts:  

Creditors 

Name 

Nature of Debt Amount 

(INR in Lakhs) 

A Financial Debt 200 

B Financial Debt 250 

C Financial Debt (Related Party) – Not 

Regulated by the Financial Sector Regulator. 

150 

D Operational Debt 150 

E Operational Debt 250 

 Total 1000 

Due to impact of heavy losses and liquidity crunch, XYZ Limited could not pay the above debts. 

Since the debts were overdue for a long time, creditor A filed an application with the Adjudicating 

Authority (NCLT) to initiate a Corporate Insolvency Resolution Process against XYZ Limited and 

the application was accepted. Stating the provisions of The Insolvency and Bankruptcy Code, 

2016 answer the following with reference to the above financial data:  

(i) Who will all form part of the Committee of Creditors ('COC') from the above list of Creditors?  

(ii) Whether the above Operational Creditors have a right to vote in COC Meeting?  

(iii) What is the compulsory agenda to be discussed in the first meeting of CoC?  

(iv) What shall be the quorum of the CoC meeting if it is conducted through video conferencing? 

[Jan. 2021 – New Syllabus (6 Marks)] 

HINT: Refer Sec. 21 and 22 of IBC, 2016 and Regulations 16 and 22 of IBBI (Insolvency resolution 

Process for Corporate Persons) Regulations, 2016. 

(i) All financial creditors will form part of CoC. 

(ii) Operational creditors do not have a right to vote in CoC Meeting. 

(iii) To appoint IRP as RP or to replace IRP by another RP.  

(iv) Members representing 33% of voting rights.  

 

20.6 - LIQUIDATION PROCESS 

Initiation of 

Liquidation  

– Sec. 33 

(1) Where the Adjudicating Authority:  

(a)  before the expiry of the insolvency resolution process period or the maximum period 

permitted for completion of the CIRP u/s 12 or the Fast track CIRP u/s 56, as the case 

may be, does not receive a resolution plan u/s 30; or 
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(b)  rejects the resolution plan u/s 31 for the non-compliance of the requirements 

specified therein, 

it shall -  

(i)  pass an order requiring the corporate debtor to be liquidated;   

(ii) issue a public announcement stating that the corporate debtor is in liquidation; and  

(iii) require such order to be sent to the authority with which the corporate debtor is 

registered. 

(2) Where the resolution professional, at any time during the CIRP but before confirmation of 
resolution plan, intimates the Adjudicating Authority of the decision of the CoC approved 
by not less than 66% of the voting share to liquidate the corporate debtor, the Adjudicating 

Authority shall pass a liquidation order. 

For this purpose, explanation to Sec. 33(2) declares that the CoC may take the decision to 
liquidate the corporate debtor, any time after its constitution u/s 21 and before the 

confirmation of the resolution plan, including at any time before the preparation of the 
information memorandum. 

(3) Where the resolution plan approved by the Adjudicating Authority is contravened by the 
concerned corporate debtor, any person other than the corporate debtor, whose interests 

are prejudicially affected by such contravention, may make an application to the 
Adjudicating Authority for a liquidation order. 

On receipt of such application, if the Adjudicating Authority determines that the corporate 

debtor has contravened the provisions of the resolution plan, it shall pass a liquidation 
order. 

Other Points 

 When a liquidation order has been passed, no suit or other legal proceeding shall be 
instituted by or against the corporate debtor with the exception that a suit or other 
legal proceeding may be instituted by the liquidator, on behalf of the corporate 

debtor, with the prior approval of the Adjudicating Authority. 

 The order for liquidation shall be deemed to be a notice of discharge to the officers, 
employees and workmen of the corporate debtor, except when the business of the 
corporate debtor is continued during the liquidation process by the liquidator. 

 Once the Adjudicating Authority passes an order of liquidation, a moratorium is 
imposed on the pending legal proceedings against the corporate debtor, and the 

assets of the debtor (including the proceeds of liquidation) vest in the liquidation 
estate. 

Appointment 

of liquidator  

– Sec. 34 

(1) Where the Adjudicating Authority passes an order for liquidation of the corporate debtor 
u/s 33, the resolution professional appointed for the CIRP shall, subject to submission of a 

written consent by the resolution professional to the Adjudicatory Authority in specified 
Form, act as the liquidator for the purposes of liquidation unless replaced by the 

Adjudicating Authority. 

(2) On the appointment of a liquidator, all powers of the board of directors, KMP and the 
partners of the corporate debtor, as the case may be, shall cease to have effect and shall be 

vested in the liquidator. 

Other Points 

 The Adjudicating Authority shall by order replace the resolution professional, if: 

(a) the resolution plan submitted by the resolution professional was rejected for 
failure to meet the requirements; or  

(b) the Board recommends the replacement of a resolution professional to the 

Adjudicating Authority for reasons to be recorded in writing; or 

(c) the resolution professional fails to submit written consent. 
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 For the purposes of clause (a) and clause (c) as stated above, the Adjudicating 

Authority may direct the Board to propose name of another IP to be appointed as a 

liquidator.  

 The Board shall propose the name of another IP along with written consent from the 

IP in the specified Form within 10 days of the directions.  

 The Adjudicating Authority shall, on receipt of the proposal of the Board for the 

appointment of an IP as liquidator, by an order appoint such IP as the liquidator. 

Powers and 

Duties of 

Liquidator  

– Sec. 35 

Subject to the directions of the Adjudicating Authority, the liquidator shall have the following 

powers and duties, namely: 

(a) to verify claims of all the creditors. 

(b) to take into his custody or control all the assets, property, effects and actionable claims of 

the corporate debtor. 

(c) to evaluate the assets and property of the corporate debtor.  

(d) to take measures to protect and preserve the assets and properties of the corporate debtor. 

(e) to carry on the business of the corporate debtor for its beneficial liquidation. 

(f) to sell the immovable and movable property and actionable claims of the corporate debtor 

in liquidation by public auction or private contract. 

(g) to draw, accept, make and endorse any negotiable instruments in the name and on behalf of 

the corporate debtor. 

(h) to take out, in his official name, letter of administration to any deceased contributory and to 

do in his official name any other act necessary for obtaining payment of any money due and 

payable from a contributory or his estate which cannot be ordinarily done in the name of 

the corporate debtor. 

(i) to obtain any professional assistance from any person or appoint any professional, in 

discharge of his duties, obligations and responsibilities. 

(j) to invite and settle claims of creditors and claimants and distribute proceeds in accordance 

with the provisions of this Code. 

(k) to institute or defend any suit, prosecution or other legal proceedings, in the name of on 

behalf of the corporate debtor. 

(l) to investigate the financial affairs of the corporate debtor to determine undervalued or 

preferential transactions. 

(m) to take all such actions, steps, or to sign, execute and verify any paper, deed, receipt 

document, application, petition, affidavit, bond or instrument and for such purpose to use 

the common seal, if any, as may be necessary for liquidation, distribution of assets and in 

discharge of his duties and obligations and functions as liquidator.  

(n) to apply to the Adjudicating Authority for such orders or directions as may be necessary for 

the liquidation and to report the progress of the liquidation process in a manner as may be 

specified by the Board. 

(o) to perform such other functions as may be specified by the Board. 

Other Points 

 The liquidator shall have the power to consult any of the stakeholders entitled to a 

distribution of proceeds.  

 Any such consultation shall not be binding on the liquidator.   

 Records of any such consultation shall be made available to all other stakeholders 

not so consulted, in a manner specified by the Board. 
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Liquidation 

estate  

– Sec. 36 

For the purposes of liquidation, the liquidator shall form an estate of the assets, which will be 

called the liquidation estate in relation to the corporate debtor. The liquidation estate shall 

comprise all liquidation estate assets which shall include the following:  

(a) any assets over which the corporate debtor has ownership rights, including shares held in 

any subsidiary of the corporate debtor;  

(b) assets that may or may not be in possession of the corporate debtor including but not 

limited to encumbered assets;  

(c) tangible assets, whether movable or immovable;  

(d) intangible assets;  

(e) assets subject to the determination of ownership by the court or authority;  

(f) any assets or their value recovered through proceedings for avoidance of transactions  

(g) any asset of the corporate debtor in respect of which a secured creditor has relinquished 

security interest;  

(h) any other property belonging to or vested in the corporate debtor at the insolvency 

commencement date; and  

(i) all proceeds of liquidation as and when they are realised. 

Points to remember 

The following shall not be included in the liquidation estate assets and shall not be used 

for recovery in the liquidation:  

(a) assets owned by a third party which are in possession of the corporate debtor, 

including: 

 assets held in trust for any third party;  

 bailment contracts;  

 all sums due to any workmen or employee from the provident fund, the pension 

fund and the gratuity fund;  

 other contractual arrangements which do not stipulate transfer of title but only 

use of the assets; and  

 such other assets as may be notified by the Central Government in consultation 

with any financial sector regulator;  

(b) assets in security collateral held by financial services providers;  

(c) personal assets of any shareholder or partner of a corporate debtor as the case may 

be provided such assets are not held on account of avoidance transactions that may 

be avoided;  

(d) assets of any Indian or foreign subsidiary of the corporate debtor; or  

(e) any other assets as may be specified by the Board, including assets which could be 

subject to set-off on account of mutual dealings between the corporate debtor and 

any creditor. 

Powers of 

liquidator to 

access 

information  

– Sec. 37 

The liquidator shall have the power to access any information systems for the purpose of 

admission and proof of claims and identification of the liquidation estate assets relating to the 

corporate debtor from the following sources, namely:  

(a) an information utility;  

(b) credit information systems regulated under any law for the time being in force;  

(c) any agency of the Central, State or Local Government including any registration authorities;  

(d) information systems for financial and non-financial liabilities regulated under any law for 

the time being in force;  
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(e) information systems for securities and assets posted as security interest regulated under 

any law for the time being in force;  

(f) any database maintained by the Board; and  

(g) any other source as may be specified by the Board.  

Consolidation 

of claim  

– Sec. 38 

(1) The liquidator shall receive or collect the claims of creditors within a period of 30 days 

from the date of the commencement of the liquidation process.  

(2) A financial creditor may submit a claim to the liquidator by providing a record of such claim 
with an information utility:  

Provided that where the information relating to the claim is not recorded in the 

information utility, the financial creditor may submit the claim in the same manner 

provided for the submission of claims for the operational creditor.  

(3) An operational creditor may submit a claim to the liquidator in such form and in such 

manner and along with such supporting documents required to prove the claim as may be 
specified by the Board.  

(4) A creditor who is partly a financial creditor and partly an operational creditor shall submit 

claims to the liquidator to the extent of his financial debt in the manner as provided in sub-

section (2) and to the extent of his operational debt under sub-section (3).  

(5) A creditor may withdraw or vary his claim under this section within 14 days of its 

submission. 

Verification of 

claims  

– Sec. 39 

(1) The liquidator shall verify the claims submitted u/s 38 within such time as specified by the 

Board (30 days from the last date for receipt of the claims).  

(2) The liquidator may require any creditor or the corporate debtor or any other person to 

produce any other document or evidence which he thinks necessary for the purpose of 
verifying the whole or any part of the claim. 

Admission or 

rejection of 
claims  

– Sec. 40 

(1) The liquidator may, after verification of claims u/s 39, either admit or reject the claim, in 

whole or in part, as the case may be:  

Provided that where the liquidator rejects a claim, he shall record in writing the reasons 

for such rejection.  

(2) The liquidator shall communicate his decision of admission or rejection of claims to the 

creditor and corporate debtor within 7 days of such admission or rejection of claims 

Determination 

of valuation of 

claims  

– Sec. 41 

The liquidator shall determine the value of claims admitted u/s 40 in such manner as may be 

specified by the Board. 

Appeal against 

the decision of 

liquidator  

– Sec. 42 

A creditor may appeal to the Adjudicating Authority against the decision of the liquidator 

accepting or rejecting the claims within 14 days of the receipt of such decision. 

Preferential 

Transactions  

– Sec. 43 

(1) Where the liquidator or the resolution professional, as the case may be, is of the opinion 

that the corporate debtor has at a relevant time given a preference in such transactions and 

in such manner as laid down in sub-section (2) to any persons as referred to in sub-section 

(4), he shall apply to the Adjudicating Authority for avoidance of preferential transactions 

and for, one or more of the orders referred to in section 44. 

(2) A corporate debtor shall be deemed to have given a preference, if 

(a)  there is a transfer of property or an interest thereof of the corporate debtor for the 

benefit of a creditor or a surety or a guarantor for or on account of an antecedent 

financial debt or operational debt or other liabilities owed by the corporate debtor; 

and  
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(b) the transfer under clause (a) has the effect of putting such creditor or a surety or a 

guarantor in a beneficial position than it would have been in the event of a distribution 
of assets being made in accordance with section 53. 

(3) A preference shall not include the following transfers: 

(a) transfer made in the ordinary course of the business or financial affairs of the corporate 

debtor or the transferee;  

(b) any transfer creating a security interest in property acquired by the corporate debtor 
to the extent that –  

(i) such security interest secures new value and was given at the time of or after the 

signing of a security agreement that contains a description of such property as 
security interest, and was used by corporate debtor to acquire such property; and  

(ii) such transfer was registered with an information utility on or before 30 days 

after the corporate debtor receives possession of such property. 

Provided that any transfer made in pursuance of the order of a court shall not, 
preclude such transfer to be deemed as giving of preference by the corporate debtor.  

(4) A preference shall be deemed to be given at a relevant time, if  

(a)  it is given to a related party (other than by reason only of being an employee), during 

the period of 2 years preceding the insolvency commencement date; or  

(b) a preference is given to a person other than a related party during the period of 1 year 
preceding the insolvency commencement date. 

Points to remember 

“New value” means money or its worth in goods, services, or new credit, or release by the 

transferee of property previously transferred to such transferee in a transaction that is 

neither void nor voidable by the liquidator or the resolution professional under this Code, 

including proceeds of such property, but does not include a financial debt or operational 

debt substituted for existing financial debt or operational debt. 

Orders in case 
of preferential 
transactions 

– Sec. 44 

The Adjudicating Authority, may, on an application made by the resolution professional or 
liquidator u/s 43, by an order:  

(a) require any property transferred in connection with the giving of the preference to be 
vested in the corporate debtor;  

(b) require any property to be so vested if it represents the application either of the proceeds 
of sale of property so transferred or of money so transferred;  

(c) release or discharge (in whole or in part) of any security interest created by the corporate 
debtor;  

(d) require any person to pay such sums in respect of benefits received by him from the 
corporate debtor, such sums to the liquidator or the resolution professional, as the 
Adjudicating Authority may direct;  

(e) direct any guarantor, whose financial debts or operational debts owed to any person were 
released or discharged (in whole or in part) by the giving of the preference, to be under 
such new or revived financial debts or operational debts to that person as the Adjudicating 
Authority deems appropriate;  

(f) direct for providing security or charge on any property for the discharge of any financial 
debt or operational debt under the order, and such security or charge to have the same 
priority as a security or charge released or discharged wholly or in part by the giving of the 
preference; and  

(g) direct for providing the extent to which any person whose property is so vested in the 
corporate debtor, or on whom financial debts or operational debts are imposed by the 
order, are to be proved in the liquidation or the CIRP for financial debts or operational 
debts which arose from, or were released or discharged wholly or in part by the giving of 
the preference. 
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Other Points 

 An order u/s 44 shall not –  

(a) affect any interest in property which was acquired from a person other than the 

corporate debtor or any interest derived from such interest and was acquired in 

good faith and for value;  

(b) require a person, who received a benefit from the preferential transaction in good 

faith and for value to pay a sum to the liquidator or the resolution professional.  

 Where a person, who has acquired an interest in property from another person other 

than the corporate debtor, or who has received a benefit from the preference or such 

another person to whom the corporate debtor gave the preference –  

(a) had sufficient information of the initiation or commencement of insolvency 

resolution process of the corporate debtor;  

(b) is a related party,  

it shall be presumed that the interest was acquired, or the benefit was received 

otherwise than in good faith unless the contrary is shown.  

 A person shall be deemed to have sufficient information or opportunity to avail such 

information if a public announcement regarding the CIRP has been made u/s 13. 

Avoidance of 

undervalued 

transactions  

– Sec. 45 

(1) If the liquidator or the RP, as the case may be, on an examination of the transactions of the 

corporate debtor determines that certain transactions were made during the relevant period 

u/s 46, which were undervalued, he shall make an application to the Adjudicating Authority 

to declare such transactions as void and reverse the effect of such transaction. 

(2) A transaction shall be considered undervalued where the corporate debtor— 

(a) makes a gift to a person; or 

(b) enters into a transaction with a person which involves the transfer of one or more assets 

by the corporate debtor for a consideration the value of which is significantly less than 

the value of the consideration provided by the corporate debtor, and such transaction 

has not taken place in the ordinary course of business of the corporate debtor. 

Relevant 

period for 

avoidable 

transactions  

– Sec. 46 

In an application for avoiding a transaction at undervalue, the liquidator or the RP, as the case 

may be, shall demonstrate that:  

(a) such transaction was made with any person within the period of 1 year preceding the 

insolvency commencement date; or 

(b) such transaction was made with a related party within the period of 2 years preceding the 

insolvency commencement date. 

Application by 

creditor in 

cases of 

undervalued 

transactions  

– Sec. 47 

 Where an undervalued transaction has taken place and the liquidator or the RP as the case 

may be, has not reported it to the Adjudicating Authority, a creditor, member or a partner of 

a corporate debtor, as the case may be, may make an application to the Adjudicating 

Authority to declare such transactions void and reverse their effect. 

 Where the Adjudicating Authority, after examination of the application, is satisfied that— 

(a) undervalued transactions had occurred; and 

(b) liquidator or the RP, as the case may be, after having sufficient information or 

opportunity to avail information of such transactions did not report such transaction to 

the Adjudicating Authority, 

it shall pass an order— 

(a) restoring the position as it existed before such transactions and reversing the effects 

thereof; 

(b) requiring the Board to initiate disciplinary proceedings against the liquidator or the 

resolution professional as the case may be. 
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Order in cases 

of 

undervalued 

transaction 

- Sec. 48 

The order of the Adjudicating Authority may provide for the following: 

(a) require any property transferred as part of the transaction, to be vested in the corporate 

debtor; 

(b) release or discharge (in whole or in part) any security interest granted by the corporate 

debtor; 

(c) require any person to pay such sums, in respect of benefits received by such person, to the 

liquidator or the resolution professional as the case may be, as the Adjudicating Authority 
may direct; or 

(d) require the payment of such consideration for the transaction as may be determined by an 
independent expert. 

Transactions 

defrauding 

creditors  

– Sec. 49 

 Where the corporate debtor has entered into an undervalued transaction as referred to in 

Sec. 45 and the Adjudicating Authority is satisfied that such transaction was deliberately 
entered into by such corporate debtor, the Adjudicating Authority shall make an order –  

(i) restoring the position as it existed before such transaction as if the transaction had not 
been entered into; and  

(ii) protecting the interests of persons who are victims of such transactions:  

 An order under this section –  

(a) shall not affect any interest in property which was acquired from a person other than 

the corporate debtor and was acquired in good faith, for value and without notice of the 

relevant circumstances, or affect any interest deriving from such an interest, and  

(b) shall not require a person who received a benefit from the transaction in good faith, for 

value and without notice of the relevant circumstances to pay any sum unless he was a 
party to the transaction. 

Extortionate 

credit 

transactions  

– Sec. 50 

Where the corporate debtor has been a party to an extortionate credit transaction involving the 

receipt of financial or operational debt during the period within 2 years preceding the insolvency 

commencement date, the liquidator or the resolution professional as the case may be, may make 

an application for avoidance of such transaction to the Adjudicating Authority if the terms of 

such transaction required exorbitant payments to be made by the corporate debtor. 

Points to remember 

As per the regulation 5 of the IBBI (Insolvency Resolution process for Corporate Persons) 

Regulations, 2017 and as per regulation 11 of the IBBI (Liquidation Process) Regulations, 

2016, a transaction shall be considered an extortionate credit transaction under section 
50(2) where the terms:  

(a) require the corporate debtor to make exorbitant payments in respect of the credit 
provided; or  

(b) are unconscionable under the principles of law relating to contracts. 

Orders of 

Adjudicating 

Authority in 

respect of 

extortionate 

credit 
transactions  

– Sec. 51 

Where the Adjudicating Authority after examining the application made u/s 50 is satisfied that 

the terms of a credit transaction required exorbitant payments to be made by the corporate 

debtor, it shall, by an order –  

(a) restore the position as it existed prior to such transaction;  

(b) set aside the whole or part of the debt created on account of the extortionate credit 

transaction;  

(c) modify the terms of the transaction;  

(d) require any person who is, or was, a party to the transaction to repay any amount received 
by such person; or  

(e) require any security interest that was created as part of the extortionate credit transaction 

to be relinquished in favour of the liquidator or the resolution professional, as the case may 

be. 
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Secured 

creditor in 

liquidation 

proceedings  

– Sec. 52 

(1) A secured creditor in the liquidation proceedings may 

(a)  relinquish its security interest to the liquidation estate and receive proceeds from the 

sale of assets by the liquidator in the manner specified in Sec. 53; or  

(b) realise its security interest in the manner specified in this section.  

(2) Where the secured creditor realises security interest, he shall inform the liquidator of such 

security interest and identify the asset subject to such security interest to be realised.  

(3) Before any security interest is realised by the secured creditor under this section, the 

liquidator shall verify such security interest and permit the secured creditor to realise only 

such security interest, the existence of which may be proved either –  

(a) by the records of such security interest maintained by an information utility; or  

(b) by such other means as may be specified by the Board.  

(4) A secured creditor may enforce, realise, settle, compromise or deal with the secured assets 

in accordance with such law as applicable to the security interest being realised and to the 

secured creditor and apply the proceeds to recover the debts due to it.  

(5) If in the course of realising a secured asset, any secured creditor faces resistance from the 

corporate debtor or any person connected therewith in taking possession of, selling or 

otherwise disposing off the security, the secured creditor may make an application to the 

Adjudicating Authority to facilitate the secured creditor to realise such security interest in 

accordance with law for the time being in force.  

(6) The Adjudicating Authority, on the receipt of an application from a secured creditor may 

pass such order as may be necessary to permit a secured creditor to realise security 

interest in accordance with law for the time being in force.  

(7) Where the enforcement of the security interest yields an amount by way of proceeds which 

is in excess of the debts due to the secured creditor, the secured creditor shall –  

(a)  account to the liquidator for such surplus; and  

(b) tender to the liquidator any surplus funds received from the enforcement of such 

secured assets.  

(8) The amount of insolvency resolution process costs, due from secured creditors who realise 

their security interests in the manner provided in this section, shall be deducted from the 

proceeds of any realisation by such secured creditors, and they shall transfer such amounts 

to the liquidator to be included in the liquidation estate.  

(9) Where the proceeds of the realisation of the secured assets are not adequate to repay debts 

owed to the secured creditor, the unpaid debts of such secured creditor shall be paid by the 

liquidator in the manner specified in Sec. 53. 

Distribution 

of assets  

– Sec. 53 

Proceeds from the sale of the liquidation assets shall be distributed in the following order of 

priority and within such period and in such manner as may be specified, namely: 

(a) the insolvency resolution process costs and the liquidation costs paid in full; 

(b) the following debts which shall rank equally between and among the following: 

(i) workmen's dues for the period of 24 months preceding the liquidation 

commencement date; and 

(ii) debts owed to a secured creditor in the event such secured creditor has relinquished 

security in the manner set out in Sec. 52; 

(c) wages and any unpaid dues owed to employees other than workmen for the period of 12 

months preceding the liquidation commencement date; 

(d) financial debts owed to unsecured creditors; 
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(e) the following dues shall rank equally between and among the following: 

(i) any amount due to the C.G. and the S.G. including the amount to be received on 

account of the Consolidated Fund of India and the Consolidated Fund of a State, if 

any, in respect of the whole or any part of the period of 2 years preceding the 

liquidation commencement date; 

(ii) debts owed to a secured creditor for any amount unpaid following the enforcement 

of security interest; 

(f) any remaining debts and dues; 

(g) preference shareholders, if any; and 

(h) equity shareholders or partners, as the case may be. 

Other Points 

 Any contractual arrangements between recipients with equal ranking, if disrupting 

the order of priority shall be disregarded by the liquidator.  

 The fees payable to the liquidator shall be deducted proportionately from the 

proceeds payable to each class of recipients and the proceeds to the relevant recipient 

shall be distributed after such deduction. 

 At each stage of the distribution of proceeds in respect of a class of recipients that rank 

equally, each of the debts will either be paid in full, or will be paid in equal proportion 

within the same class of recipients, if the proceeds are insufficient to meet the debts in 

full. 

 Regulation 42 of The IBBI (Liquidation Process) Regulations, 2016:   

(1) Subject to the provisions of Sec. 53, the liquidator shall not commence distribution 

before the list of stakeholders and the asset memorandum has been filed with the 

Adjudicating Authority. 

(2) The liquidator shall distribute the proceeds from realization within 90 days from 

the receipt of the amount to the stakeholders.  

(3) The insolvency resolution process costs, if any, and the liquidation costs shall be 

deducted before such distribution is made. 

Dissolution of 

corporate 

debtor  

– Sec. 54 

 Where the assets of the corporate debtor have been completely liquidated, the liquidator 

shall make an application to the Adjudicating Authority for the dissolution of such corporate 

debtor.  

 The Adjudicating Authority shall on application filed by the liquidator, order that the 

corporate debtor shall be dissolved from the date of that order and the corporate debtor 

shall be dissolved accordingly.  

 A copy of an order shall within 7 days from the date of such order, be forwarded to the 

authority with which the corporate debtor is registered. 

Regulation 44 of The IBBI (Liquidation Process) Regulations, 2016:   

 The liquidator shall liquidate the corporate debtor within a period of one year from the 

liquidation commencement date. 

 If the liquidator fails to liquidate the corporate debtor within one year, he shall make an 

application to the Adjudicating Authority to continue such liquidation, along with a report 

explaining why the liquidation has not been completed and specifying the additional time 

that shall be required for liquidation. 



Insolvency and Bankruptcy Code, 2016 Chapter 20 

20.44 

Important Questions 

Q. No. 38: Can a resolution professional act as a liquidator?                 [Study Material – ICAI] 

 HINT: Refer Sec. 34. A resolution professional can act as a liquidator.  

Q. No. 39: Mr. X, a Resolution professional in a liquidation process, on an examination of sale of property of 

Corporate debtor finds that a transaction was made by the corporate debtor to his relative within 

6 months preceding the Insolvency Commencement date, was undervalued. Give the following 

answers in reference to the above situation:  

(a) State the validity of the conduct of such transaction by corporate debtor to his relative.  

(b) What will be the consequences when resolution professional determines such transactions 

undervalue and fails to report that same to NCLT?  

(c) What order NCLT shall pass when Corporate Debtor entered into an undervalued 

transaction?                     [MTP-April 18] 

HINT: Refer Sec. 45 to Sec. 48.   

Q. No. 40: The following particulars relate to Big Rammy (Private) Ltd. which has gone into Corporate 

Insolvency Resolution Plan (CIRP) 

Sr. No. Particulars Amount in ₹ 

1 Amount realized from the sale of liquidation of assets  14,00,000  

2 Secured creditor who has relinquished the security  5,00,000  

3 Unsecured financial creditors  4,00,000  

4 Income-tax payable within a period of 2 years preceding the 

liquidation commencement date  

50,000  

5 Cess payable to state government within a period of one year 

preceding the liquidation commencement date  

20,000  

6 Fees payable to resolution professional  75,000  

7 

 

Expenses incurred by the resolution professional in running the 

business of the Big Rammy (Private) Ltd. on going concern 

25,000 

 

8 Workmen salary payable for a period of 30 months preceding the 

liquidation commencement date. The workmen salary is equal p.m.  

3,00,000 

 

9 Equity shareholders 10,00,000 

State the priority order in which the liquidator shall distribute the proceeds under the Insolvency 

and Bankruptcy Code.                                                                                                                                [MTP-Oct. 18] 

HINT: Refer Sec. 53. (i) Fees of RP – 75000 (ii) Expenses incurred by RP – 25,000 (iii) Workman salary – 

2,40,000 (iv) Secured creditor – 5,00,000 (v) unsecured financial creditor – 4,00,000 (vi) Income Tax – 

50000 (vii) Cess payable to State Govt – 20,000 (viii) Workman salary – 60,000 (ix) Equity Shareholder – 

30,000. 

Q. No. 41: The following particulars relate to M/s. Star House (P) Limited which has gone into Corporate 

Insolvency Resolution Process (CIRP): 

S. No. Particulars Amount (₹) 

1. Amount realized from the sale of liquidation of Assets 7,00,000 

2. Secured Creditors who has relinquished the security 2,50,000 

3. Unsecured Financial Creditors 2,00,000 

4. Income Tax Payable within a period of two years preceding the 

liquidation commencement date. 

25,000 
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5. Cess Payable to State Government within a period of one year 

preceding the liquidation commencement date. 

10,000 

6. Fees payable to resolution professional 37,500 

7. Expenses incurred by the resolution professional in running the 

business of M/s. Star House (P) Limited on going concern. 

17,500 

8. Workmen salary payable for a period of thirty months preceding 

the liquidation commencement date. The workmen salary is equal 

per month. 

1,50,000 

9. Equity Shareholders/ 5,00,000 

State the priority order in which the liquidator shall distribute the proceeds under the Insolvency 

& Bankruptcy Code, 2016.    [Study Material – ICAI, May 19 – New Syllabus (6 Marks), MTP-Oct. 20] 

HINT: Refer Sec. 53. (i) Fees of RP – 37500 (ii) Expenses incurred by RP – 17,500 (iii) Workman salary – 

1,20,000 (iv) Secured creditor – 2,50,000 (v) unsecured financial creditor – 2,00,000 (vi) Income Tax – 

25,000 (vii) Cess payable to State Govt – 10,000 (viii) Workman salary – 30,000 (ix) Equity Shareholder – 

10,000. 

Q. No. 42: Pursuant to Section 33 of the Insolvency and Bankruptcy Code, 2016 (IBC, 2016) a liquidation 

order was passed against Luci Soya Limited (LSL) (Corporate Debtor) by the Adjudicating 

Authority (NCLT). Mr. Solanki, was appointed as the liquidator by the NCLT. Upon resuming his 

mantle, Mr. Solanki started collecting claims from all the creditors within the time frame as 

prescribed in the IBC, 2016. While initiating the liquidation process as per provisions of the IBC, 

2016, Mr. Solanki proposed to include the equity shares of one of its subsidiary as part of the 

liquidation estate in relation to the corporate debtor. Besides this, one of the unsecured financial 

creditor demanded that, at the time of distribution of liquidation proceeds, his dues may be paid 

before the government dues are paid.' Mr. Solanki also observed that pending legal proceedings 

against the corporate debtor, 'A' Ltd, an operational creditor, has filed a case with the Arbitral 

Tribunal praying for an arbitral award against LSL. 

 On the basis of the above information and in the light of the Insolvency and Bankruptcy Code, 

2016, answer the following:  

(i) Whether the proposal of Mr. Solanki to include the equity shares of the subsidiary Company 

of LSL as part of liquidation estate tenable?  

(ii) How should Mr. Solanki deal with the demand of the unsecured financial creditor?  

(iii) Whether ‘A’ Ltd will succeed in its prayer for an arbitral award against LSL? 

[Nov. 20 – New Syllabus (6 Marks)] 

HINT: (i) Refer Sec. 36 – Proposal to include the equity shares of the subsidiary Company of LSL as part 

of liquidation estate is tenable. (ii) Refer Sec. 53 – Dues of unsecured financial creditor will be paid 

before the payment of government dues. (iii) Refer Sec. 14 – A Ltd. will not succeed. 

Q. No. 43: Omega Limited is undergoing a Corporate Insolvency Resolution Process under the Insolvency 

and Bankruptcy Code, 2016 (IBC Code, 2016). Ravi was appointed as the Resolution Professional. 

On perusal of the books of accounts of Omega Limited, Mr. Ravi noted a few undervalued 

transactions had taken place during a period of six months preceding the insolvency 

commencement date. However, despite having sufficient information, he did not report such 

transactions to the Adjudicating Authority. Now, the members of Corporate Debtors propose to 

make an application to the Adjudicating Authority to report the undervalued transactions. 

Referring to the provisions of IBC Code, 2016, answer the following: 

(i) Whether the members of Corporate Debtors have a legal right to do so? 

(ii) What orders the Adjudicating Authority can pass in such a situation?  

[Jan. 2021 – New Syllabus (3 Marks)] 

HINT: Refer Sec. 47 of IBC, 2016. Members of corporate debtors have a legal right to do so. 
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20.7 - FAST TRACK CORPORATE INSOLVENCY RESOLUTION PROCESS 

Fast track CIRP  

– Sec. 55 

An application for fast track CIRP may be made in respect of the following corporate debtors, 

namely: 

(a) a corporate debtor with assets and income below a level as may be notified by the C.G.; or 

(b) a corporate debtor with such class of creditors or such amount of debt as may be notified 

by the C.G.; or 

(c) such other category of corporate persons as may be notified by the C.G.. 

Points to remember 

C.G. notifies that an application for fast track CIRP may be made in respect of the 

following corporate debtors, namely: 

(a) a small company as defined u/s 2(85) of Companies Act, 2013; or  

(b) a Startup (other than the partnership firm); or  

(c) an unlisted company with total assets, as reported in the financial statement of the 

immediately preceding financial year, not exceeding ₹ 1 crore. 

Time period for 

completion of 

fast track CIRP  

– Sec. 56 

 Fast track CIRP shall be completed within a period of 90 days from the insolvency 

commencement date. 

 The RP shall file an application to the Adjudicating Authority to extend the period of the fast 

track CIRP beyond 90 days if instructed to do so by a resolution passed at a meeting of the 

CoC and supported by a vote of 75% of the voting share. 

 On receipt of an application, if the Adjudicating Authority is satisfied that the subject matter 

of the case is such that fast track CIRP cannot be completed within a period of 90 days, it 

may, by order, extend the duration of such process beyond the said period of 90 days by 

such further period, as it thinks fit, but not exceeding 45 days: 

Points to remember 

Any extension of fast track CIRP under this section shall not be granted more than once. 

Manner of 

initiating fast 

track CIRP 

– Sec. 57 

An application for fast track CIRP may be filed by a creditor or corporate debtor as the case 

may be, along with – 

(a) the proof of the existence of default as evidenced by records available with an information 

utility or such other means as may be specified by the Board; and  

(b) such other information as may be specified by the Board to establish that the corporate 

debtor is eligible for fast track CIRP.  

Points to remember 

The process for conducting a CIRP shall apply to Fast Track CIRP. 

 

Important Question 

Q. No. 44: As on March 31, 2019, the audited balance sheet of M/s Sharp Industries Limited, revealed total 

assets of ₹ 1 crore. M/s Sharp Industries Limited, in the capacity of a Corporate Debtor, filed an 

application on July 1, 2019 with the Adjudicating Authority for initiating a fast track CIRP. Explain 

under the provisions of IBC, 2016 the following: 

(i) Whether the application made by M/s Sharp Industries Ltd. for initiating a fast track CIRP is 

admissible? 

(ii) The time period including the extension of time period, if any, within which the fast track 

CIRP shall be completed?          [Nov. 18 - New Syllabus (4 Marks)] 

HINT: Refer Sec. 55. M/s. Sharp Industries Ltd. can initiate a fast track CIRP as its total asset as reported 

in the financial statement of the immediately preceding financial year, not exceeding ₹1 crore. 
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Q. No. 45: XYZ Limited, an unlisted company with total assets of ₹ 90 lakh as per financial statement as on 

31st March, 2019, defaulted in the payment of the financial debt against the financial creditor Mr. 

A. 

 Mr. A filed an application for initiation of insolvency process against XYZ Limited under the fast 

track corporate insolvency resolution process by 31st May, 2020. Discuss the relevancy for 

disposal through the mechanism of the fast track corporate insolvency resolution process and the 

legal position of holding of fast track corporate insolvency resolution process by Mr. A in terms of 

the IBC, 2016. Compute the time period for completion of the fast track process in the said 

situation.                             [Jan. 21 – Old Syllabus (4 Marks)] 

 HINT: Refer Sec. 55. Mr. A. can initiate a fast track CIRP as total asset of corporate debtor as reported in 

the financial statement of the immediately preceding financial year, not exceeding ₹1 crore. 

Fast track CIRP shall be completed within a period of 90 days from the insolvency commencement date. 

 

20.8 - VOLUNTARY LIQUIDATION OF CORPORATE PERSONS – SEC. 59 

Persons who 

may initiate 

A corporate person who intends to liquidate itself voluntarily and has not committed any 

default may initiate voluntary liquidation proceedings under the provisions of this Chapter 

(Chapter V of Part II of the Code). 

Conditions for 

Voluntary 

Liquidation 

Voluntary liquidation proceedings of a corporate person registered as a company shall meet 

the following conditions, namely: 

(a) a declaration from majority of the directors of the company verified by an affidavit stating 

that— 

(i) they have made a full inquiry into the affairs of the company and they have formed 

an opinion that either the company has no debt or that it will be able to pay its debts 

in full from the proceeds of assets to be sold in the voluntary liquidation; and 

(ii) the company is not being liquidated to defraud any person; 

(b) the declaration under sub-clause (a) shall be accompanied with the following documents, 

namely: 

(i) audited financial statements and record of business operations of the company for 

the previous 2 years or for the period since its incorporation, whichever is later; 

(ii) a report of the valuation of the assets of the company, if any prepared by a registered 

valuer; 

(c) within 4 weeks of a declaration under sub-clause (a), there shall be:  

(i) a special resolution of the members of the company in a general meeting requiring 

the company to be liquidated voluntarily and appointing an insolvency professional 

to act as the liquidator; or 

(ii) a resolution of the members of the company in a general meeting requiring the 

company to be liquidated voluntarily as a result of expiry of the period of its 

duration, if any, fixed by its articles or on the occurrence of any event in respect of 

which the articles provide that the company shall be dissolved, as the case may be 

and appointing an insolvency professional to act as the liquidator: 

Provided that the company owes any debt to any person, creditors representing 2/3rd in 

value of the debt of the company shall approve the resolution passed within 7 days of 

such resolution. 

Notification to 

the Registrar 

The company shall notify the ROC and the Board about the resolution to liquidate the company 

within 7 days of such resolution or the subsequent approval by the creditors, as the case may 

be. 
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Commencement 

of liquidation 

proceedings 

Subject to approval of the creditors, the voluntary liquidation proceedings in respect of a 

company shall be deemed to have commenced from the date of passing of the resolution. 

 

Dissolution of 

corporate 

person 

 Where the affairs of the corporate person have been completely wound up, and its assets 

completely liquidated, the liquidator shall make an application to the Adjudicating 

Authority for the dissolution of such corporate person. 

 The Adjudicating Authority shall on an application filed by the liquidator, pass an order that 

the corporate debtor shall be dissolved from the date of that order and the corporate 

debtor shall be dissolved accordingly. 

 A copy of an order shall within 14 days from the date of such order, be forwarded to the 

authority with which the corporate person is registered. 

 

IMPORTANT QUESTIONS 

Q. No. 46: When can a corporate person initiate voluntary liquidation process?              [Study Material – ICAI] 

 HINT: Refer Sec. 59 

Q. No. 47: X Ltd. was intending to initiate voluntarily liquidation proceedings. A declaration was made on 

affidavit of the some of the directors of the X Ltd. verifying full inquiry of the affairs of the 

company. They gave the opinion that the company will be able to pay its debts in full from the 

proceeds of assets to be sold in the voluntary liquidation.  

 Analysing the given situation, comment whether X Ltd can initiate voluntary liquidation 

proceeding in compliance with the conditions given in the Insolvency and Bankruptcy Code, 2016. 

What are the required documents to be accompanied with the declaration?  

 Also, state the consequences, where if the articles fixed the period of duration for which company 

may be carried and that period expires.                                                                      [MTP-March 18, Oct. 19] 

 HINT: Refer Sec. 59. Declaration made on affidavit of the some of the directors of the X Ltd. verifying full 

inquiry of the affairs of the company, is not in compliance as the majority was the requirement for 

initiation of the voluntary liquidation proceedings. And the further declaration that the company is not 

being liquidated to defraud any person is not given in the affidavit. 

 If the articles fixed the period of duration of continuation and that period expires, X Ltd. after making 

declaration, shall within 4 weeks pass a resolution at a general meeting stating that the company be 

liquidated voluntarily as a result of expiry of the period of its duration as fixed by its articles and 

appointing an insolvency professional to act as the liquidator. 

Q. No. 48: BDLK Limited decided to go for voluntary winding up and accordingly the Board of Directors at a 

meeting of the Board are about to take the necessary steps to initiate the winding up proceedings. 

The Board of Directors of the company approached you for guidance in this regard. Please list out 

the steps required under the Insolvency & Bankruptcy Code 2016 before approval of such 

liquidation proposal with specific reference to meetings and actions of relevant stakeholders. 

[May 18 – Old Syllabus (4 Marks)] 

HINT: Refer Sec. 59 “Topic - Conditions for Voluntary Liquidation” 

 

 

 

 

 

 

 



Chapter 20 Insolvency and Bankruptcy Code, 2016 

20.49 

Scanner of Past Exam Questions – New Syllabus 

Attempt Q. No.  Topic Suggested Answer / Hints* Marks 

May 18 
4(d) Theory question on Public Announcement Refer Q. No. 21 4 

5(c) Practical illustration on Sec. 8 & 9 Refer Q. No. 19 6 

Nov. 18 

4(d) Practical Illustration on Sec. 55 and theory question on 

Sec. 56  

Refer Q. No. 38 4 

5(c) Practical Illustration on Sec. 5(26) and Sec. 7 Refer Q. No. 25 6 

May 19# 5(b) Practical Illustration on Sec. 53 Refer Q. No. 41 6 

6(c)(ii) Requirements of Notice & Quorum for meeting of CoC Refer Q. No. 29 3 

Nov. 19# 5(c) Practical Illustration on Sec. 5(11), 5(21), 8 & 9 Refer Q. No. 32 6 

6(d) Practical Illustration on Regulation 3  Refer Q. No. 33 3 

May 20# Exams cancelled due to Covid-19 - 

Nov. 20# 5(c) Practical Illustration on Sec. 14, 36 and 53 Refer Q. No. 42 6 

6(d) Practical Illustration on Sec. 14 Refer Q. No. 35 3 

Jan. 21# 5(c) Practical Illustration on Sec. 21 and 22;  

Regulations 16 and 22 of IBBI (Insolvency Resolution 

Process for Corporate Persons) Regulations, 2016 

Refer Q. No. 37 6 

6(d) Practical Illustration on Sec. 47 Refer Q. No. 43 3 

*Detailed answers are given in Question Bank (Cracker). 
#From May 2019 exam, questions are covered only for Descriptive Part of Paper.  
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