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1. In his Complalnt “duly verified -on 04" Apri, 2092 the Managmg Director,

Punjab State lmdustr:al Development Corporation Ltd Chandigarh (heremafter
referred to as tr)'ze Complamant") made the cerain allegations. against Shrt Navai

- Kishore Bhambn Chandigarh (hereinafter referred to as the ‘Respondent) "The

stant case is as follows: -
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11 That the Punjab State Industrial Development Corporation Ltd. is a wholly owned
Punjab Govt. Undertaking and is a promoter and major shareholder of Punwire

(under liquidation). PMCL (under liquidation promoted by Punwire as a wholly

owned subsidiary. That M/s Serva Associates were the statutory auditors of |

Punwire since 1992-93 tili the date of liquidation. M/s N.K.Bhambri & Associates
were the statutory auditors of PMCL. As per the provisions of the Companies Act,
the Respondent signed the audit reports of these companies on behalf of the
said firms.  That it has been observed that the Respondent, while performing
the duties as Statutory Auditor of these companies has either failed to report the
material facts or intentionaliy/deliberately concealed the reality which has bearing
on the true and fair character of the Annual Accounts of the Companies. Some of
the facts as brought out into the Investigative Audit Report of Mfs Price
Waterhouse and in the Inquiry Report of Mrs. Justice H.K.Sandhu, Retd. Judge
of High Court.

2. Against the aforesaid background the allegations raised against the Respondent are as
under: :

21 Charge no_ 1. There was no compliance of Accouniing Standard-9 of Revenue

Recognition which was to be cbserved mandatorily. The company booked sales at ihe time of
raising invoices on the party through the goods against these were dispatched at the later
date or not dispatched at all. No qualification note was given in this regard by the Respondent
who was the statutory auditor of Punwire and its subsidiaries since 1992-93 till the date of

liguidation.

5992 Charge no.2: The Respondent being the statutory auditors failed to report over

statement of sales and profit. As per the report of the Price Waterhouse who verified the
records over the five years, there was over fictilious sales and had to pay excise duty

amounting to Rs.13.09 crores and sales {ax of Rs.1.36 crores resulting in financial foss to the

company.

23  Charge no.3: The Respondent being the statutory auditors have been reporting in

every balance sheet that the internal control procedures were adequate and commensurate
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’ wuth the size of the company and nature of its business with regard to purchase of stores and

spares, raw materials and components, plant & machinery, equipment and other assets. Price

" Waterhouse detected various discrepancies in respect of purchases. The Respondent failed

to gualify his report in this regard. On the other hand he reported that in every balance sheet

that the internal control procedures were adequate and commensurate with the size of the

- Company.

24 !t has infact been reported that the Company had been reversmg purchase and

~rebooking the same in the next year. Purchases of Rs. 5.48 Crores in respect of goods

received in the year 1997-98 were reversed and then rebooked in the year 1998-88. These
purchases were shown in the inventory for the year 1897-98. This way expendiiure was
reduced to inflate the profit of the year. In the year 1997-98, plant and machinery worth Rs.

' 4425 crores were shown to have been purchased from H & P by showing sales of certain

items from Hyderabad Office and later on this amount was debited to the account of H&P by
showing sales of certain items from the Hyderabad Office for the same amouni There was no
document in support of these purchase/sales. To infiate profits, sales of Rs.26.94 Crores
(including sales to H&P of Rs. 11.25 Crores) was shown in the account books. Further the
company has reduced certain expense amounting to Rs.5 Crores by capitalization of fixed

" assets there by increasing the profit to that extent. These transactions were recorded in the

" last month of the year and as such could not escape the notice of the auditors who have not

qualified the report oh this point. From 1994 onwards purchases worth Rs. 22. 13 Crores were
alleged to have been made for which there was no proof of receipt of material by the

company. 'n most of the cases there was no MRN or gate entry stamp. The Respondent

failed to qualify their report with respect to these transactions.

2.5 Charge no.4: The Company incurred expend‘iture in the name of business promotion
under promotional expenses for an amount of Rs. 1.38 crores for which there were no

supportmg bills/receipts leading to siphoning of huge funds under the garb of business

'promotlon The Respondent being the statutory auditor failed ‘to qualify his report on the

annual accounts of the Company till 1997-98 as regard this wasteful expenditure wherein

maost of the items of personal nature have been charged to the revenue. The Respondent
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remained satisfied by obtaining certificate from the management with whom he connived for

extraneous reasons.

2.6 Charge no 5: PWC have pointed out many frauds and misappropriations in their report
bul none have been reported by the Respondent who was the statutory auditers of Punwire
since 1992-93 tiil the date of liquidation.

2.7 Charge no.6: The Respondent failed to qualify the over valuation in the stock
amounting to Rs. 118.24 lacs during the four years. There were differences in the valuation of
the inventories between stock sheets and excise records in the year ended 31° March 1995,
1986, 1987 and 1898.in all these In ali the cases, the stock used for valuation purposes was
more than the RGI stock which resuited in over valuation of stock amounting to Rs.118.24
lacs during the four years which have not been qualified by the Respondent who was the

statutory auditors of Punwire since 1992-83 till the date of liquidation.

2.8 Charge no.7: The Sundry debtors increased from Rs. 67.19 Crores as on 31 March
1997 to Rs.84.74 Crores as on 31% March 1998 and to Rs. 101.16 Crores as on 31% March
19%9. The Respondent did not qualify his report in respect of increase in sundry debtors till
1897-88 and it was only in 1998-99 that the Respondent qualified his report by mentioning
that some of the balances in the sundry debtors may become doubtful of recovery due to non
recenciliation and non confirmation and may require the requisite provision in the books of
accounts and may have an adverse impact may have an adverse impact on the profitability of
the company as some of these balances were outstanding since long. The Respondent did not
qualify the earfier reports and the reason given by him was that the management was hopeful
of recovery. The auditors qualified their report for the first time for the year 1998-99

considering the financial condition of the company and safeguards their own interest.

2.9 Charge no 8: Cheques received after 31% March, though of a prior date could not be
shown as cheques in hand as on 31% March. Details of cheques /drafts wrongly shown as
cheques/drafts in hand as on 31 March 1995 amounting to Rs.9.53 Crores, as on 31 March
1998 amounting to Rs.4.51 Crores as on 31% March 1999 amounting to Rs. 0.78 Crores.
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These discrepancies led to understatement of debters which Respondent failed to qualify in

" his report. The Respondent relied on the certificate from the Management to this effect.

2.10 Charge no.9: Non- disclosure of payment of brokerage and fees amounting to crores to
M/s Innovative Fincaps and CHB Financial Services in which the Respondent was one of the

director.

211 Charge no.10: Non- disclosure of terms of redemption of debentures together with

earliest date of redemption of debentures in the balance sheets for the years ended 31%

March 1897, 1998 and 1999 as required under Schedule V! of the Companies Act 1956.

212 Charge no.11: in the balance sheet for the year 1988-99, the auditors qualified that

some of the balances regarding money advanced by the company to its subsidiaries become
doubtful of recovery keeping in view the present financial status of these
subsidiaries/associates companies. No such quzlification was given by the auditors in their

earlier balances sheets though the subsidiaries were suffering losses from the very inception.

213" Charge no 12: PUNWIRE invested Rs.158.43 Crores in its unlisted subsidiaries/

associate which suffered losses and faced adverse financial status. The \)a!ue of Investment

depleted but no provision was made for the same. The Respendent qualified their report on
this aspect only for the year ended 34% March, 1999. PWC assessed the total diminution in

. the value of the Investment of PUNWIRE in its subsidiaries at Rs. 37.25 Crores..

Allegations relating to PMCL

2.14 Charge no 1: in the meeting of the shareholder held cn 18" Nov., 1898, a resolution
was passed for allotment of shares of the value of Rs.110 crores to Punwire Holdings Limited.
Subsequent[y, the directors in a board meeting held on 19" Nov., 1998, approved the
allotment of shares and transfer of share application money of Rs.47 crores and unsecured
loan of Rs.63 crores from Punwire to Punwire Holding Ltd., as consideration for the issue.
However, in its books transferred only Rs.62 crores from the loans due from PMCL to
investment in Punwire Holdings Limited. As a resuit of this, Punwire transferred _@utotai

consideration of Rs.109.00 crores against which PMCL issued equity shares of Rs.110 crores

>
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0 Punwire Holding Limited. Thus, shares of Rs.1.00 crore were issued without receipt of any
consideration. in this way, the auditors failed to perform their duty as they did not inquire into

the matter which they were required to inquire as statutory auditors.

215 Charge 2: There was loss of Rs. 7.84 crores on trading of pagers from April, 1996 for
which no separate trading, profit and loss account was prepared and the loss was reflected
under pre-operative expenses pending allocation. Trading of pagers and loss suffered on sale
of pagers and payment of commission on sale of pagers should have been shown separately
more so when it was treated as a separate activity in the income tax return of the Company
for the A.Y.1997-88 and the loss was claimed as a revenue loss. In this way the loss of the
Company was reduced by Rs. 7.84 Crores and the Respondent intentionalily did not present a

true state of affairs of the Company.

2.16 Charge no 3: Punwire sold equipments at inflated rates to PMCL and booked excess
profits. The gross block of plant & machinery as on 31% March 1998 was over stated by
Rs.15.40 cores on account of excess profits as observed by Price Waterhouse in its Special
Review Report. Thus the PUNWIRE exploited PMCL as it was its fully owned subsidiary. The
Respondent failed to point out this fact in their report on the balance sheet which leads to the
inference that that he was not only negligent but connived with the management. PMCL has
been meeting all its requirement of pagers from PUNWIRE and also sales of pagers by
PUNWIRE were made at maximum sales tax rate of 10% which is chargeable from
unregistered dealers. PUNWIRE should have charges sales tax @4% as PMCL purchased
pagers in the course of business and was a dealer of this item. The total purchases of pagers
at 30" Sep 1998 amounted to RS. 32.38 Crores and the extra tax paid by PMCL resulted in
cash loss of Rs. 1.76 Crores. The Respondent failed 1o bring this fact to the notice of the

Management and failed to qualify his report to the shareholders.

2.17 Charge no 4: The auditors for the balance sheet as on 30™ Sept., 1997 commented
that the stock of trading goods of the company had been physically verified during the year by
the management. They further mentioned that the frequency of such verification was
reasonable having regard to the size of the company and nature of its business. This note

stands belied by the observation made by Price Waterhouse in its special Review Report who

®



.

r¥

also recorded the statement of A.M. accounts that no physical verification of stock either at
the head office or the branches was carried out. Quantities of stock were calculated and
arrived at after adjusting opening stock, purchases, sales and head office transfers. These
were never tallied with actual stock at head office or branches. The Respondent intentiona‘llly
gave the note referred above without proper verification of supporting papers relating to stock

verification of the pages.

2.18 Charge no 5: The auditors in their report for the year ended 30" Sebtember 1997
stated that the company has maintained proper records showing full particulars including
quantitative details and situation of fixed assets. The company has programme of physically
verifying all fixed assets in a year, which according to them is reasonable. However, Price

Waterhouse observed that except verification of 33 computers and printers, no other

‘verification of fixed assets was carried out. If has further mentioned that no fixed asset

register was being maintained, thus the question of verifying the assels at regular interval did

not arise and the comments given by the Respondent as the statutory auditor appears to be

false,

2.19 Charge no 6: As per Article 12 of the terms of agreement with PUNWIRE for supply
and installation of equipment, the ownership of all risks of damage to the goods passed to the
company from the date of delivery. PUNWIRE was showing equipments és goods sold in its
books of accounts on the raising of invoice whereas PMCL did not account for the equipment
in its books of accounts. The Respondent being the auditors did not point out the violation of
the terms of agreement. As a result, the amounts payable to PUNWIRE were not correctly
reflected and the total assets and liabilities in the-balance sheet were under stated. This may
be cne of the reasons for an opening difference of Rs.104 Crores approx. in intér-company
Iaccounts.as per the reert of the PW.C.

2.20 Charge no_7: The Respondent obtained pecuniary advantage apart fro:ﬁ the statutory
audit fee without disclosing his interest and without due approval. The Respondent was aiso
the Director of M/s Innovative Fincaps and CHB Financial Services received fees and

brokerage amounting to crores of rupees from the Companies.
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221 Charge no 8. The Respondent in connivance with the internal management did not
report true facts in the audit reperts as a result; innocent investors have been cheated by the
Respondent in connivance with the M.D. and E.D. of the Company just to earn brokerage and

commission on the deposits.

2.22 The aforesaid charges, if proved, would render the Respondent guilty of “Other

misconduct” within the meaning of Section 22 of the Chartered Accountants Act, 1849,

3. The full pariculars of the complaint as filed in Complaint Form '8 which is
enclosed as Annexure "A" to this report.

4. The Respondent has submilted written statement dated 13.03.2006. As written
statement has been submifted, therefore, there is also rejoinder and comments as Annexure

"B", "C" and "D" to this report.

5. Thereafter, in accordance with the provisions of Regutation 12(11) of the Chartered
Accountants Regulations, 1988, the above papers containing the complaint was considered
by the Council at its meeting held in 13", 14™ January, 2009 at New Delhi. The Council being
prima facie of the opinion that the Respondent was guilty of professional and/or other
misconduct, decided to cause an enguiry fo be made in the matter by the Disciplinary

Committee.

6. The details of the hearings fixed and held/adjourned in the said matter is provided as

follows:-
i T
H {
! ,
i Particulars Date(s) of Hearing | Remarks
' |
Case referred to| 12"  and 13"
Disciplinary January, 2009
Commitiee
Hearing fixed for | 28" Juiy, 2009 Due to unavoidable circumstances
the first time meeting got cancelied
Hearing fixed for 14" March, 20414 . Fixed and adjourned at the request
® e
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the second time of the Respondent

Hearing fixed for | 06" April, 2011 Fixed and adjourned at the request

the third {ime of the Complainant

Hearing fixed for | 10" January, 2012 | Fixed and adjourned at the request

the fourth time of the Complainant and the
' Respondent

Hearing fixed for | 10" April, 2012 Fixed and adjourned at the request

the fifth time ' of the Respondent

Hearing fixed for{ 11" May, 2012 Fixed and adjourned at the request

the sixth time of the Complainant

Hearing fixed for 16™ July, 2012 Adjourned on the reguest of the

the seventh time both the Complainant and the

Respondent

Hearing fixed for | 07" March, 2013 Part heard and adjourned

the eight time

Hearing fixed for | 02™ April, 2013 Fixed and adjourned at the request

the ninth time of the Respondent

Hearing fixed for | 237 Aprit, 2013 Due to unavoidable circumstances

the tenth time meeting got cancelled

Hearing fixed for | 30" April, 2013 Fixed and adjourned at the request

the eleventh time of the Compiainant

?;. At the time of hearing the Commitiee noted that the Respondent was not present
" however, his Counsel was present to appear on his behalf. The representative from the
Complainant Depariment was also present. The Comnﬁittee noted that the hearing in the
instant case has been fixed for many number a times and the Respondent has sought
various adjournment on different pretext which were granted to him as well. However, he

has chosen not to appear personally at the time of hearing. -

'8 The Committee noted the following submissions made by the Counsel for the

Respondent:

8.1 There is a huge difference between the scope of investigation audit conducted by Price
Water House and the statutory audit conducted by the Respondent.The irregularities and
frauds pointed out by the investigation team while conducting an investigation audit of Price
Water House were outside the ambit of the statutory audit conducted by the Respondent. It
is very pertinent to mention here that since the company in question was a multi-division,
"multi-product, multi-location Company maintaining only manual books of accounts ingiﬂding

voluminous records running into thousands of vouchers and hundreds of ledgers etc.

B
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Therefore a statutory auditor can neither be expected nor was even it humanely possible to
conduct 100% checking of books of accounts and accounting records thereof within the
prescribed time frame at his disposal. Since it was a listed company and the AGM of |
shareholders was supposed to be held every year latest by 30" September, the practical
time span for conducting the statutory audit used to be in the range of 25-30 days.

8.2 The complainant had appointed Price Water House to conduct the investigation audit
of the said company for which they charged a professional fee of Rs.65 lakhs. In the scope
of their investigation audit, it was clearly mentioned to review the working papers and audit
reports of the statutory auditor for the period from 1% April 1994 to 31* July, 1999 and to fix
the responsibility. The Company in guestion was a well established and reputed company
and operating since 1975 as one of the leading and professionally run companies in the
region. The Company since inception was wholly owned company of Punjab Gowt. and
managed by a high profile board of directors consisting of 3-4 senior IAS officers of State
Gowvt, on its Board. The Secretary of Industries Department of the State of Punjab was

appointed as ex-officio chairman of the Company.

8.3 The Managing Director of PSIDC along with other 2-3 senior 1AS Officers of the State of
Punjab like Director, Industries, Govt. of Punjab etc. were always on the Board of Directors
of the Company. The Board of Directors of the Company were weil assisted by a team of
technical and other professional in the fields of marketing, Finance, Production and
Accounting. Since there was an absolute divorce between the ownership and the
management of the Company, it was almost impossible for any outsider or any outside
agency to know what was simmering inside the high prefile think tank of the company. As
the company in question was also a listed company, therefore as per the mandatory listing
guidelines of stock exchanges, the summarized unaudiled accounts of the company were
being published on quarterly basis in the leading newspapers, after these results were duly

approved by the Board of Directors of the Company.

8.4 The Company in question had its own internal audit cell for conducting the internal
audit of its accounts throughout the year. The internal audit reports generated by this

department for ail these years have never ever mentioned any irregularity in the working of .
B>
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" the company. As the statutory auditor, he was supposed to reply on the authenticity of

these internal auditor reports and te raview the remedial steps to be taken on the
irregularities mentioned therein which he had thoroughly done. Morecver, he had been
cbtaining all the required and necessary cerificates from the management of both these

companies at the year end. As regards the payments received by his companies for project

financing assignments on behalf of the company in question, he stated that these were 12-

15 other arrangers who had also arranged funds for the expansion projects of the company
and the fees paid to all those other arrangers was much more {as % of arranged funds) as

compared to fees paid to his companies. Therefore, there was no breach of any fiduciary

relationship cn his part.

9  The Committee further noted that the instant complaint has been made by the
Managing Director of Punjab State Industrial Development Corporation Ltd., Chandigarh
(hereinafter referred to as PSIDC) which is a wholly owned Punjab Govt Undertaking and a
promoter and major sharehotder of PUNWIRE (under liquidation) and PMCL. PUNWIRE
which was incorporated as a wholly owned subsidiary of PSIDC in 1975 was enéaged in the
manufacture and sale of Wireless communication eguipments. Thereafter as a part of

diversification strategy, PUNWIRE setup PMCL. Thereafter Appointment of PWC was made

“to conduct Investigative audit. P.W.C. was engaged by PUNWIRE vide letter dated 4™

February, 2000 to examine and audit the accounts of PUNWIRE vide decision taken at the

Board Mesating of 10" August 1999 to present a special Review Report. The Scope of the

~Inquiry as per the terms of reference approved on February 4, 2000, the following scope of

work was mutually agreed to by Punwire and PWC.

« An examination of the audited financial statements / accounts / balance sheetls
for the years ended March 31, 1985 to March 31, 1998 and the unaudited

accounts for the period April 1, 1998 to July 31, 1998.

« Review of significant accounting policies followed by the Company. Verification
of assets and liabilities and profit / loss as at each year / period end between
April 1, 1894 and July 31, 1999 and identification of any deviation therein from
Generally Accepted Accounting Practices. '

« To establish the financial position of Punwire from April 1, 1984 til July 31, 1889
and determine, identify and specify the reasons for the down slide during this

=
11



10.

period. Study and analysis of various agreements entered into and assessment
of future commitments.

To review the loan agreements with a specific reference to the assets / shares /
equity pledged.

Review of fixed asset records maintained by Punwire with special emphasis on
existence and ownership of assets and to also review the adequacy of insurance
cover for the assets.

Review of investments held by Punwire during the period under review.

Review and evaluation of current assets and liabililies to ensure reasonableness
with special emphasis on:-

v Review of Income Tax and Sales Tax Returns filed and the net position of
the surplus /deficit for the company for the above mentioned years, to
assess the adequacy of provisions made in the books of account and
identification of contentious issues, if any.

v Detailed study of the Balance Sheets of Punwire and ifs subsidiary
gompanies with a view to ascertaining sources of flow of investments, the
actual investments made, their method of purchase and the procedure of
purchase and comment on whether these have been in accordance with
business accounting norms.

Review the- present financial and business status and suggest possible
recommendations for organization structure and to review the existing system of
accounts, purchase etc. and to make suitable recommendations for improvement
and also to recommend an appropriate authority / responsibility structure.

Carry out any such other examination of documents as is necessary in order fo
be able to crystallize findings on issues raised on the above scope of work.

The Committee further noted that at the time when there was great

dissatisfaction with the working of the Management of PUNWIRE and numerous

complaints were received from various employees of the workers Union and others

concerned with PUNWIRE, PSIDC considered it appropriate to initiate enquiry into
the affairs of the compeany for which the said Justice was appointed as the Inquiry

Officer vide letler dated 24.3.2000. The Scope of the inquiry of Justice Mrs H.K.

Sandhu was appointed to conduct enquiry into:
@ \__%
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o Specific allegation / charges pertaining to corruption / mismanagement/
omission / commission / misconduct submitted by employees /various
unions of PUNWIRE or such charges as may be submitted in future by the
employees / unions / public in general within such period as may be
spepiﬁed by the Inquiry Letter.

» Any act relating to misconduct / mismanagement/ corruption / omission /
commission made against Executive Director of the PUNWIRE, Mr. Ved
Parkash and the then Managing Director - Mr. Gufpal Singh or against any
cther person connected with the affairs of the management of the
PUNWIRE as may be brought o the notice of the Inquiry Officer or which

 may come to the notice of inquiry Officer during the course of inquiry.

» To fix responsibility on individuai officer on the basis of any findings of
irregularity / corruption / mismanagement etc. as may be brought out in the
investigative audit, being conducted by Price Water House pertaining to

PUNWIRE and its subsidiaries.

In view of the aforesaid charges alleged against the Respondent and on perusal of the

documents on recard, the Commitiee gives its findings as under:-

11, Charge no 1: Non-compliance of Accounting Standard-9 of revenue recognition.
The sales were booked by the company at the time of raising invoices on the party
though the goods were dispatched at a later date or not dispatched at all. No

qualification was given in this regérd by the Respondent.

11.1 Submissions of the Respandent: Since the company was fulfilling all the

- requirements of AS-9, the sales were correctly booked for those years and there was no

violation of any of the reguirements of AS - 9. The said company has recognized sales

for ali the accounting years only after making strict compliance of above requirements

“as per the AS-3, The Company had booked all the invoices raised by it till the closing

date of an accounting year for which the excise duty has been paid before 31°* March
and the necessary entries regarding sale of goods has been made in the Gate Pass

register as per the Excise Records. Mcreover for the said saie, as per the invoices

% >



raised the sales tax has heen deposited with the Sales Tax Authorities and these sales
were duly reflected in the Sales Tax Returns of the Company for these accounting
years. All these sales invoices were booked under the head "Sales” of the Company
sir‘wce the excise records produced before as maintained by the company showed that
for these goods sold the gate pass has already been made and the dispatch of goods
has therefore taken place before the closing date of and accounting year. Since the
Company was fulfilling all the requirements of AS-9, the sales were correctly booked for
those years and there was no violation of any of the requirements of AS-9. A statutory
Auditor is not supposed to go to the premises of his client to physically monitor whether
the dispatch of goods sold has taken place or not each time the goods are sold and
before the closing date of the accounting year and he is required tc from his opinion on
the records produced before him during the course of his audit which normally starts
after 4 months of the closing date of an accounting year. A Statutery Auditor has to
form his opinion on the basis of the documents produced before him and if on the basis
of all these documents i.e. sales services, Sales Register, Debtors Registers, Excise
Records, Production Records, Sales Tax Challans Excise Duty Paid Challans, Sales
Tax Returns and other relevant records which were produced before the Respendent, it
was quite evident that dispatch of goods has taken piace before the closing date of an
accouating year then, an auditor has to form his opinion accordingly and as per AS-9,

all these sales has to be recognized and booked in that particular accounting year itself.

11.2 As Reported by PWC and its related references: PW in its Special report

has reported that certain cases of equipment sold by Punwire fo ifs subsidiaries and
certain other parties which are not supported by adeguate dispatch details on the
invoices. In the absence of dispatch details and alsc purchase orders in certain cases,
the genuineness of these sales cannot be ascertained. It appears that either the actual
dispatch of the equipment never took place from Punwire or was directly supplied to the
consignee from the supplier. PWC in its report has given a detailed listing of the above
sales of Rs. 55.55 Crores whereby instances of sales have been narrated which have

been made without dispatch details and for purchase order reference. It has further
@ .
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" mentioned the details of the sales of the pagers made to PSTL as per books of

accounts but to PMCL as per excise invoices.

11.3 Findings of the Disciplinary Committee:
11.3.1 On perusal of the documents made available on record by hoth the

Complainant Department and the Respondent and after hearing the submissions made
before it by both the parties, the Committee is of the cecnsidered view that as per
Accounting Standard 9, the sale is performed if,

(i) The seller of goods has transferred the property in the goods for a price of all
significant risks and rewards of ownership have been transferred to the buyer and

(ii) The seller retains no effective control of the goods transferred to a degree usually

associated with the ownership.
{ii)  There is no significant uncertainty as regard the consideration to be derived from

the sale of goods.
(i.e.) transfer of property in goods for a price. It further noted that the Sale of Goods Act
- recognizes the transfer of property in goods only by actual or constructive delivery.
Therefore, the sale could take piace only when goods have been dispatched and buyer
or his agent has taken delivery thereof either actual or constructive for a definite price.
Theugh the Respondent in his Written Statement has referred numerous records which
he examined to arrive at conciusion that sale tock place but failed tc exercise
reasonable care by examining the reiated documents to actually verify the sales of the
Company and to ensure the due compliance of AS-9. The Committee alsc noted that
M/s. Price Water House in its special audit report has detected sales of Rs.87.25 crores
in excess of stock available with the company under reference. It is strange to note that
though Respondent has admitted that he had considered the RG-1 register while
arriving at sale, however, he failed to take the closing stock of RG-1 into consideratien
- during the finalization of the statutory audit of the Company in question. The Coemmittee
further noted that the Company has recognized the sales at the time of raising invoices
“on the party though the goods against these were dispatched at a later date or not
dispatched at ail. The Committee also noted that the PWC in its report has given a_long

list of the sales amounting fo Rs. 55.55 Crores whereby instances of sales have been

¥
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" narrated which have been made without dispatch details and for purchase order
reference. It has further mentioned the details of the sales of the pagers made to PSTL

as per books of accounts but to PMCL as per excise invoices.

11.3.2 The Committee further noted that it has also been reported in the report
submitied by the Inquiry Commission about the non-compliaince of AS-9/that Thus,
company under reference i.e. PUNWIRE has failed to comply with the requirements of
AS-9 which was required to be observed mandatorily. Since no qualification was made
by the Respondent in his statutory report as regard violation of AS-9 by the Company
for the Financiat Years ending 31% March 2005, 31* March 2006, 31% March 2007 and
31% March 2008.Thus the Committee is of the considered view that the Respondent has
failed to perform his professional duties with reasonable care and also failed to gather
sufficient information to express an opinion or to negate any expression. Thus, in light of
the above, the Committee is of the considered opinion that the Respondent is guilty of
‘Professional Misconduct under clauses (7) and (8) of Part | of the Second schedule to
the Chartered Accountant-Act 1848.

12._Charge no 2: The Respondent did not qualify his report on Overstatement of sales

and profit. As per the report of the PWC, there was overstatement of sales by Rs.87.26
Crores resulting in impact on profit besides sale of Rs.42.67 Crores were reversed by
the new management. The company booked fictitious sales and had to pay excise duty
amounting to Rs 13.09 Crores and sales fax of Rs.1.36 Crores resulting in financial loss
to the Company.

12.1 Submissions of the Respondent:

12.1.1 A Statutory Auditor is supposed to form his opinion on the basis of documents
produced before him during the course of his audit. As far as the sale checking of this

company was concerned, he used to check the foliowing documents / records of the

company,
1. Szles (nvoices prepared by marketing Department.
2 Sales Register, prepared by Accounts Department.
3. Sales Tax Returns prepared by the management and submitted to the Sales

Tax authorities on monthly and gquarterly basis.
L
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T4, Sales Tax Depesit challans prepared and submitted to the relevant authorities.
5. Production Records ie. RG-1, Register efc. under the Excise Laws,

prepared by the Production Department. ,

8. Excise Duty deposit receipts, prepared and deposited by Production
Department, ‘

7. Debtors’ Ledger, prepared by the Accounts Department.

8. Quartered unaudited result for 4 quarters duly published in the leading
newspapers after these were approved by the Board of Directors of the Company

indicating figures of sales and profits of the Company.

12.1.2 On the basis of the above documents and records, a Statutory Auditor has to
form his opinion regarding the overall reconciliation of the sales figures with the related
records like Sales Tax Returns, filed with the Sales Tax Department and unaudited
published results of the 4 quarters of & particular year. In addition to this, as a Statutory
Auditor an overall purchase consumption Ratio vis-a-vis sales of the company on yearly
comparative basis was also being done by the Respondent which showed, no divergent
trends in any particuiar year as compared to the previous year. Statutory Auditor during ~
the course of his audit has to rely on the reports submitted by the Internal Auditor of the
Company. In this case, it is pertinent to mention here that the Internal Audit repotts for

these years did not mention any adverse remarks about infiating of sales and profiles

thereof in those years.

12.1.3 It is an accepted fact that the Intemal /Concurrent Auditor is suhposed to de
100% checking of all the vouchers, sales invoices, etc which is solely and exclusively
his responsibility whereas a Statutory Auditor has to form his opinicn on the basis of
random sample test checks basis only. Mcreover, ih normal circumstances, during the
course of audit , a statutery auditor has no reason to put any suspicion on any Szles
Invoices duty raised by a company more so in case, the sales Tax amouht and the
Excise Duty has zlready been paid by the Company with the respective authorities and
the sales figures for that particular year taliies with the amount of sales shown as per
the Sales Tax Returns filed with the Sales Tax Authorities and published unaudited

results duly approved by the Board of Directors of the Company.
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12.1.4 Itis quite clear that it was impossible for any Statutory Auditor of a company to
delect overstatement of sales as he can form his opinion only on the basis of the
relevant records produced before him. Further, regarding the sales of Rs.42.67 crores,
which were reversed by the new management in the financial year 1988-99, the
Respcndent, stated that it was exclusively and entirely the decision of the management.
The management had issued him a certificate in this regard stating that the earlier sales
tax returns were erroneously filed with the Sales Tax Authorities on the basis of the
proforma invoices. Therefore, the company has filed revised sales tax returns of its
Chandigarh office for the last three quarters of the current year i.e. for the pericd from
01.07.1998 10 31.03.1899. The said fact was also clearly stated in the schedule “M" of
Notes to Accounts and significant Accounting Policies at Note No. 7(b) page 26 of
Annual Accounts for the year ending as on 31.03,1998 due which states that:-

“The Company has filed revised Sales Tax Returns for Chandigarh office

for three quarters during the year for the period from 01.09.1998 to

31.03.1998 (o certain discrepancies noticed subseguently”
12.1.5 The Statutory Auditor has to form his opiniocn on the basis of random sample
Test Checks basis only. Moreover in normal circumstances, during the course of audit
a Statutory Auditor has no reason to put any suspicion on any Sales Invoices culy
raised by a company more so in case the Sales Tax amount and the Excise Duty has
already been paid by the company with the respective authorities and the sales figures
for that particular year tallies with the amount of sales shown as per the Sales Tax
Returns filed with the Sales Tax Authorities and Published unaudited results duly
approved by the Board of Directors of the company. it is quite clear that it was
impossible for any Statutory Auditor of a company to detect overstatement of sales as

he can form his opinion only on the basis cf the relevant records produced before him. '

12.2 As Reported by PWC and its related references: "An exercise was carried out

to compare the billing / invoicing done in a year with the total production / purchase
(stock available) for certain products and observed cases where sale in excess of stock
avaiiable has been booked by the Company resulting in overstatement of sales by
Rs.87.26 crores over the 5 years and resultant impact on profit. Excise duty of Rs.13.09
M
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crores and sales tax Rs.1.36 crores has been paid on the excess sales booked by the

Company which is a financiai loss to the company.”

12.3 Findings of the Disciplinary Commitiee:

12.3.1 The Disciplinary Committee with respect to this charge noted that there has been
an overstatement of sales to the tune of Rs. 87.26 Crores meaning thereby that sales in
excess of the stock availabie has been booked by the Company resulting in
overstatement of sales over a pericd of 5 years which has had a huge resultant impact
on the profits as well. The Committee further noted that the submissions made by the
Respondent w.r.t this charge is not tenable as despite verifying various related records
of the Company as narrated above , like sale invoices, RG-I register, eic , he failed to
detect the overstatement of sales which resulted in overstatement of profits as well. It
further noted that PWC has reporied the over statement of sales and has given a
detailed working on the instances observed by it whereby sales of various products like
RSVPS , Microwave refay, TOMA , RTS, Trunk and paging equipment have been
shown in excess of production/purchase/cispatch during the years under review.
Further the computation of the excise duty and sales tax paid on the excess sales of the
aforesaid products amounting to Rs. 136 Crores was noted by the Committee. On
perusal of the said reperting, the Committeé was of the view that the Respondent has
not only failed to perform his professional duties with reasonable care but has infact
connived with the Management of the Company by over - stating the sales when in fact,
amount of the sales booked as per sales day book and the amount of the sales as per
the production/purchase dispatch for each product were at great variance to the tune of
Rs. 87.26 Cores. The Committee further noted that in the year 1994-95 , the total sales
effected by Punwire as reflected in the halance sheet were of Rs. 120.51 Crores which
further showed an upward trend in the year 1997-98 when as per the balance sheet, it
were of Rs.171.32 Crores. It was infact in 1998-99, however that the sales were
reduced to Rs. 40.42 Crores as the new management found that the sales to the extent
of Rs.42.67 Crores were fictitious and the same were reversed. The Committee also

noted that the report of inquiry’ Commission w.r.t this charge wherein it has-been

reported as below!
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" "The company was showing fictitious sales to maintain its image in the share market is
further evidenced by the fact that it was maintaining two parallel sets of records for sale
and that no proper books of account were maintained and false records were prepared
fo show inflated sales so as to conceal true financial position of the company and to
boost its images in the share market. This was done to deceive the banks and the
financial institutions which were duped to advance further loans.”

12.3.2 The Committee thus felt that had the Respondent conducted the statutory
audit of the Punwire with reasonable care as was expected of him, he was very much
sufficient and equipped to unearth the aforesaid irreqularity which was an intentional
fraud being committed by the Management. Thus the Respondent has deliberately
suppressed the said fact which was quite material to be reported to the shareholders in
the statutory report. Thus, in light of the above, the Committee is of the considered
opinion that the Respondent is guilty of “Professional Misconduct” falling within the
meaning of clauses (5).(7) and (8) of part | of the Second schedule and Other
Misconduct under section 22 read with section 21 of the Chartered Accountant Act

1949.

12.3.3 The Committee further noted that the Statutory Auditor is accountable to
shareholders only and it is his duty to comment on the working of Board of Directors, if
something wrong / against accepted norms / unlawful comes to his notice. Thus,
Respondent cannot take excuse that unaudited results duly approved by the Board
have been taken as basis of checking sales account. Moreover, the reply of the
Respondent that that Statutory Auditor has relied on the Internal Auditor of ihé
Corporation is not acceptable. In fact, Statutory Auditor has to comment whether thé
Internal Audit System is commensurate with the size of the Company? The
Respondent in the instant case has certified in the report for the year 1894 onward til}
1898 that internal audit is commensurate with the size of the Company thereby falsely

reporting the facts relating to the Company.

13. Charge no 3: The Respondent failed to qualify his report as regard various

discrepancies in respect of purchases. On the other hand he reported that in every
balance sheet that the internal control procedures were adequate and commensurate

with the size of the Company. The Company had been reversing purchase and

®
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" rebooking the same in the next year. Purchases of Rs. 5.48 Crores in respect of goods

received in the year 1997-08 were reversed and then rebooked in the yéar 1998-99.
These purchases were shown in fhe inventory for the year 1997-98. This way
expenditure was reduced to inflate the profit of the year. In the year 1997-98, plant and
machinery worth Rs. 11.25 Crores were shown to have been purchased from H & P by
showing sales of certain items from Hyderabad Office and later on this amount was

debited to the account of H&P by showing sales of certain items from the Hyderabad

Office for the same amount. There was nc document in support of these

purchase/sales. To infiate profits, sales of Rs26.94 Crores (including sales to H&P of
Rs. 11.25 Crores) was shown in the account books. Further the company has reduced
certain ‘expense amounting to Rs.5 Crores by capitalization of fixed assets there by
increasing the profit to that extent. These transactions were recorded in the last month
of the year and as such could not escape the notice of the auditors who have not
qualified the report on this point. From 1894 onwards purchases worth Rs. 22,13
Crores were alleged to have been made for which there was no proof of receipt of
material by the company. In most of the cases there was no MRN or gate entry stamp.

Tne Respondent failed tc qualify their report with respect to these transactions.

13.1 Submissions of the Respondent:
13.1.1 A statutory Auditor has to give his comments on the overall purchase

procedures adopted by the company on the basis of his discussions . with the
management and other documents information's and explanations provided to him.

While ferming his opinion, a Statutory Auditor is also‘supposed to rely on the Internal
audit Reporis submitted by the Internal Auditor of the company. The Internal audit
reports for these years did not mention any discrepancy whatsoever ih the purchases
made by the company during these years.The Company was following a documented

route to complete the transactions relating to purchase and sale of goods etc. and the

- transactions were completed with the final approval of the respective sancticning

authorities who had the delegated powers from the Board of Directors of the Company
for examples regarding purchase of stores and Raw Materials, the purchase depa‘rt'ment
was looking into the aspects of calling quotation /tenders etc. and keeping in view, the
b
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inventory levels required to he maintained by the company as per the requisitions of the

production depariment.

13.1.2 As far as the allegation of reversal of a purchase of Rs.5.48 crores in the year
1897-98 and then rebooking in the year 1998-99 and thereby resuiting in profit inflation
by that amount is concerned, it is stated that this allegation is absolutely unjustified. At
the end of the year as on 31% March every year there are some transactions, which
though related to that particular year but are treated as cutoff transactions. In this case
also, although the purchase bill may be of a date in the year 1997-98 i.e. before 31%
March 1998, but the goods and purchase inveices must not have been received by the
company till 31% march 1998 i.e. no Material Receipt Nole (MRN) must have been
prepared by the company till 31% march, 1998. Therefore, although the purchase of
Rs.5.48 crores relates to the year 1997-98 but unless and until the goods and purchase
invoices against those purchase are actually received by the company before 31!
march, 1998, these purchases cannot be hooked in the year 1997-98 and shall be
booked only in the year 1998-99 and there is no impact on the overall profitability of the
company as the purchase were supposed to be bocked only in the year in which the
goods have actually been received by the company as these could be taken into stock

records of the company only in that particular year.

13.1.3 As regards entry of Hewlett & Packard, the Respondent mentioned that it
was a routine statutory audit which was not investigative in nature and during the audit
nothing came before him to indicate any discrepancy in this transaction as the
Respondent relied on the documents and other related records provided to the
Respondent by the Management. This transaction on going through the vouchers, sale
invoices, sales Tax Returns, Sales Regisier and other records provided to the
Respondent by the management did not give any indication of any apparent irregularity,
during the routine conduct of their audit wherein the Respondent had apptied the
established accounting and auditing practices as laid out by the Institute of Chartered

Accountants.
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T 13.1.4 Regarding other allegations of reducing certain expenses amounting to

Rs.5.00 crores by capitalization of Fixed Assets thereby increasing the profit to that

" extent, it is stated that since the company was in the proceés of implementing new

projects at that stage therefore, the expenditure incurred by the.Company towards

~ implementation of those new projects has to be capitalized fo the Fixed Assets and

these expenditure like salaries, interest, travelling etc. are part of the project cost and
the capitalization of expenses to Fixed Assets was done sirictly as per the guidelines

issued by the Institute of Chartered Accountants of India in this respect.

13.1.5 During the year 1997-88 PUNWIRE undertook massive expansion project

to add new telecom project and telecom services. The company also during the year

'1997-98 obtained secured loans in the shape of debentures and term iloans from

financial institutions amounting to Rs.105.45 crores which were towards purchase of
Fixed Assets and working capital for implementation of these projects. This fact is aiso
corroborated from the Schedule of Fixed Assets for the F.Y. 1997-88 and Balance
Sheet which shows addition of Rs.3282.06 lakhs of fixed assets. The Guidance Note on
treatment of expenditure during the construction period issued by the Institute of
Chartered Accountants of India ciearly stated that the expenditure mentioned above

amotunting to Rs.498.83 lakhs which in normal course should have been treated as

revenue expenditure.

13.1.6 The allegation that the profits of the year 1997 -98 have been overstated
by this amount of purchases is absolutely baseless as these purchases were duly
reflected in the year 1998-99 and there is no impact on the overall profitability of the
company as the purchases were supposed to be booked cnly in the year in which the

goods have actually been received by the company as these could ke faken into stock

records of the company cnly in that particular year. A certificate to this effect was

obtained from the management of the company stating that “all the fixed assets shown
in the company's books of accounts amounting to Rs.132.34 crores were owned by the

company and physical verification of fixed assets had been carried out at the ye~a"r end

no material discrepancy have been noticed thereof”

° L
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13.2 As Reported by PWC and its related references: Purchases of components

&raw materials amounting to Rs 5.48 Crores were reversed in the year 1997-98 and
th“en re-booked in the year 1998-99. The material against these was received in the
year 1997-98. The entries passed in the books vide voucher no JV-2429 dated 31.3.98
at the time of reversal of these sales in 1987-98 has been detailed at page 144 of the
Special review report. The reason and details for the reversals were not attached with
the vouchers for reversal and re-booking the purchases. We were provided a list
detailing these purchases from the accounts department. The material purchased and
booked vide this voucher has been included in inveniories of the company during 1997-
98. As per our understanding, these purchases were reversed (o reduce the

expenditure of 1997-98 and therety inflate the profit of that year.”

13.3 Findings of the Disciplinary Committee: The Commiitee noted that M/s. Price

Water House has detected large scale irregularities in purchase account in their report

of which the glaring ones have been mentioned as helow:

13.3.1 Purchase of raw material & components (imported) amounting to
Rs.5,48,36,863/- were reversed in the year 1997-1988, and then re-booked in the year
1998-1998. However, the material against these was received in the year 1997-98. The
entry passed in the books dated 31.3.1898 at the time of reversal of these sales in

1987-98 was as follows:

Particulars Debit(Rs.) Credi{{Rs.)
Sundry Creditors(Kenwood | 3,58,60,285/-
Corp)
SBI CWC Alc 1,85,10,224/-
Other liabilities  (Skyline 1:12,481#
! Cargo)
MPrepaid expenses 3,53,873/-
Purchase of Comp & RM | 5,48,386,863/-
{Importec)
.@ =



" The Report further states that the reason and details for the reversals were not attached

with the vouchers for reversal and re-booking the pUrchases.

13.3.2 M/s PWC has further reported following cases where purchases were not
booked although material has been received by the Company. A corresponding debit

balance is alsc outstanding in the creditors account.

- Party name Amount in Amount in ltem Purchased Year
Foreign RS.
Currency(JY) '
Hertz Tech. 3,90,000 1,22,811 Crystal Filter 1987-1998
Eribs Engg. 30,083,000 11,056,608 Tran received 1998-1999
Erbis Engg. 1,80,500 66,824 Chargers 1998-1999
- 13.33 A purchase of material amounting to Rs. 11,93,141/- (USD 33,629) has
been booked in the year 1998-1999 against which the material has not been received .
13.34 H has further reported that AS-11 was not complied with e.g. Exchange

rate variation or Rs. 9,.01,695 was provided in 18988, out of which Rs. 2,65,979 pentains
to the puschases for the year 1896-1997 & their payment in 1997-1998, which should
have been accounted in the year 1997-1598 & not in 1998-1989.

13.3.5 The purchase of plant & machinery for Rs. 1125.34 Lacs has been shown from
M/s Hewlett Packard (india} Ltd. In March 1998 -and same amount of sale has been
recorded in their name to inflate the profits. The following'entries were passed to show

the purchase and sale from the same party L.e. Hewlett Packard India Limited.

Debit (Rs. in lacs) Credit (Rs. in
lacs)

IJV - 2526 (VHF - March, 1998) -
voucher not there in the voucher pad

Plant & Machinery { Indigenous)
162417

Hewleti Packard india Lid. 1195 34

Repair & Maintenance (Building) . 30.8C

Repair & Maintenance (Plant & Machinery) | 10.16

Cartage Inward 7.89

Insurance on fixed assets 1.05
Interest on term loan 448.03
Total | 1624.17 1624.17

¥
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Net effect of JV- 2605 (supports
attached) & 2628 (no supports
attached) - VHF — March, 1998
PMCL- Current Alc 1046.62
PPSL — Current Alc 188.67
Punwire Trunking Services Lid. — Current| 324.00
Alc
Hewlett Packard India Ltd. 1125.34 B
Sale of transreceiver (H'bad off.) 405.10
Sale of Setphone (H'bad off.) 2.43

' Sale of Paging Eq. Imp. (H'bad off.) 227.61
Sale of Microwave radio (H'bad oif.) 360.29 .
Sale of Pagers (H'bad off.} 107.84
Sale of Software & H/W (H'bad off ) ' 846.07 '
AMC Charges (M'bad off.) 551.62
installation Charges {(H'bad off.} 171.60
Sales tax payable (H'bad off) 22.07

Total | 2694.63 2694.63

13.3.6 The Commiitee further noted from the report of the PWC that the

Company has recorded a purchase of ptant and machinery from Hewlett Packard (India)
Limited for Rs., 1125.34 lacs vide voucher number JV - 2526, The same amount was
debited to Hewlett Packard (India) Limited by showing a sale from Hyderabad office.
The details in form of supports/invoices for the purchase/sale vide the above menticned
vouchers were not made available to us. Only, a list of sale invoices raised from
Hyderabad has been attached with voucher number JV - 2605 which has been
enclosed in Annexure 1 — 19, In the absence of details of sale made from Hyderabad
office viz sales invoice, challans etc. and the invoice for purchase from Hewlett Packard
(India) Limited, the transaction of purchase and‘sale from the same party for exactly the

same amount appears to be questionable.

13.3.7 Furiher, cerain expensés amount to Rs. 498.83 lacs have been
capitalized in the above mentioned vouchers, the basis of which has not been provided
to us. This has resuited in reduction of total expenditure and thereby increase in the
profits. Further, foz; the balance sales of Rs. 1569.29 lacs shown from Hyderabad, no
details are available. The impact of the above transactions is as follows:
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a) Increase in sales by Rs. 2694.63 lacs by showing sales from Hyderabad to
Hewlett Packard (India) Limited and the subsidiaries. '

b) Capitalization to fixed assets of the foillowing expenses:

Particulars Amount (Rs. in lacs)
Repair & Maintenance (Building) - 30.80
Repair & Maintenance (Plant & Machinery) 10.16
Cartage Inward ' 7.89
Insurance on fixed assets 1.05
Interest cn term loan 448,93

Total 498.83

¢) Additions tc Fixed assets amounting to Rs. 1125.34 lacs by showing purchase of
Rs. 1125.34 lacs from Hewlett Packard (India) Limited.

13.3.8 The Committee noted that the allegation with respect to this cﬁarge is quite grave
and the plea taken by the Respondent that he relied upon the Internal Auditor of the
Company is not acceptable. It further noted that in fact he was to comment upon the
Internal audit system prevalent in the Company in his report & he was commenting that
internal audit system was commensurate with the size of the Company till the year
1997-1998. Further Respondent has certified that internal centrol system/procedures
were commensurate with the size of the Company under reference. Number of
instances had been quoted by M/fs. Price Water House in their report indicating that
there was not any internal control system. The Commitiee was of the further view that
looking into the seriousness of the allegation levelled, it appears that the Respondent
was fully aware of the fact that there was not existing any internal controi system in the
Company under reference since 1992 & internal audit system was not commensurate
with the size of undertaking but deliberately giving the clean reports till 1987-1998 due

to his connivance with the internal management.

13.3.9 Thus, in light of the above, the Committee noted that the Respondenf failed to
report the material facts and material misstatement app'earing in the fihancial

statements for al! the years under review, disclosure of which were necessary to make

®
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“the financial statements not misleading. ft further feli that the Respondent had
deliberately connived with the management to doctor the financial statements to the
detriment of the sharehciders and thus is of the considered opinion that the Respondent
is guilty of "Professional Misconduct” falling within the meaning of clauses (5),(6).(7)
and (8) of part | of the Second schedule and "Other Misconduct” under section 22 read
with section 21 of the Chartered Accountant Act 1948 with respect to this charge.

14 Charge no 4: The Company incurred expenditure in the name of business

promotion under promotional expenses for an amount of Rs. 1.38 crores for which
there were no supporting bills/receipts leading to siphoning of huge funds under the
garb of business promotion. The Respondent being the statutory auditor failed to
qualify his report on the annual accounts of the Company till 1997-98 as regard this
expenditure wherein most of the items of persenal nature have been charged to the
revenue. The Respondent remained satisfied by obtaining certificate from the

management with whem he connived for extraneous reasons.

14,1 Submissions of the Respondent:

14.1.1 Regarding spending of 2 sum of Rs.1.38 crores on business promotion by
the company in these years, the Respondent submitted that in the annual accounts of
each and every vyear, the amount of business promotion was specifically being
disclosed as a separate head in the Profit And Loss Account as per the requirement of

Schedule VI of the Companies Act, 1956.

14.1.2 As a Statutory Auditor he cannot challenge the sanctioning authority of
passing any expenditure claimed by an officer of a company even without support olr not
with proper support, of the sanctioning authority has done it within the financial powers
delegated to him by the Board of Directors of the company. All these revenue expenses
of business promotions were culy passed and sanctioned by the persons to whom the
financial powers were delegated by the Board of Directors of the Company. The amount
spent by the officials of the company on business premotions was commensurate with
the amount of sales made by the company in those particular years. As a Statutory
Auditor, he used to take Representation Letter from the management. Moreover, a

>
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" statutory auditor cannot comment in his report that these funds spent by responsible
- company cfficials on the business promotion have been misappropriated by these
officials and therefore the allegation is absolutely false and baseless. The role of
‘Statutory Auditors is limited and confined only to test checking of the historic accounting
‘ransactions and does not extend to the detection of the weli conceived frauds on the
part of the officers and employees of the company, and that can only be done by the

auditors who are entrusted with the job of conducting the internal, concurrent of special

investigation auditor of the company.

14.1.3 The company in question was a multi-division, multi-products and muiti-
location company maintaining only manual books of accounts inctuding voluminous
manual stock records running inte thousand of vouchers and hundred of ledgers etc.
and this being so, the Statutory Auditors can neither be expected and nor even
suppesed to conduct a 100% checking thereof, and nor is it physically or humanly
_possible to do so, within the prescribed time frame at his disposal and during which
pericd he has to complete the entire exercise of‘ his professional responsibility.
Moreover, the scope of Investigation Audit done by the Price Water House was

investigative in nature.

14.2 As Reported by PWC and its related references: "Expenses have been
booked into this account either through notings that were not supported by any bills /
receipts or through nothings’ which did not describe the purpose adequately though
supported by bilis / receipts. Most of the instances noted by us indicate that expenses

incurred are of personal nature. in absence of adequate noting it cannot be said with

clarity whether these expenses are of personal nature or not. In our opinion all of the

-expenses in the summary are of questionable nature and against the interest of the

Company”

14.3 Findings of the Disciplinary Committee:
14.3.1 The Committee noted that M/s. Price Water House had reported large

scale of irregularities in their report in this context besides stating that the expenses

have been booked into this account either through noting that were not supported by
@ o ,
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) any bills/ receipts. Most of the instances indicated (hat expenses incurred were of
personal nature. It has further listed out various entries under following heads while

pointing out the discrepancies in the business promotion head:

 Observations - Amount

Vouchers not supported by any | 52,14 583/

bills/receipts but authorized

J E—

Vouchers not supported by any|17,06,457/-

bills/receipts and not authorized

Expenses, the purpose of which was not | 27,84,23%/-

described adequately, but authorized

| Expenses, the purpose of which was not 35,68,381/-

| described adequately, but not authorized

Expenses supported by photocopies bills | 1,70,747/-

or approval and authorized

Expenses supported by photocopies bills | 1,43,822/-

‘ or approval and unauthorized

{Tampered bills or approvals 1,86,158/-

! TOTAL 1,37,74,497/-

14.3.2 The Committee further noted that although the Respondent has qualified his
report for the year 1998-1999 on the issue of expenses but failed to do so, in the similar
situated situation in the report for the year 1994-1995 which has not been explained by
the Respondent to the satisfaction of the Committee. The Committee further noted that
the Respondent has gualified his audit report for the year 1898-99 by giving below
mentioned qualifications. Note No.24 of Notes on Accounts of the management's notes
reads as follows:-

“The Company has incurred certein expenses of revenue nature under
various heads for which proper supporting documents were not available
and the same have been reimbursed on the basis of claim made by the
employee of the company. In the opinion of the management, these
expenses were genuine and reasonable for the business of the company”
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1433 The Committee further noted that the Respondent has also stated in the

Annexure to his audit report at Point No. 19 that

“We are unable to verify the authenticity of certain expenses charged fo revenue
account due fo want of supporting documents. In the Respondent’s opinion, some
expenses charged to Revenue Account under various heads are on a higher side
keeping in view, the level of operations of the company during the year. In view of the
above, the Respondent is unable to ascertain that if any personal expenses have been
charged to revenue records”

14.3 4 The Committee notes that the Respondent has appropriately qualified his audit
report in this context for the F.Y. 1998-9¢ but failed to do the same for the earlier years
spacially when similar circumstances where then prevaient as well as brought out by the
investigative audit. Thus the Committee is of the considered opinion that the
Respondent not only failed to discharge his professional duties with reasonable care but
infact was hand in glove with the management to portray a rosy picture of the state of

affairs of Punwire for all the years in question which was infact not the case.

14.3.5 Thus in light of the above and in the considered opinion of the Committee, the
Respondent is guilty of “Professional Misconduct” falling within the meaning of clauses
(5),(6),(7) and (8) of part | of the Second schedule and “Other Misconduct” under

© secticn 22 read with section 21 of the Chartered Accountant Act 1848 with respect to

this charge.

15, Charge no 5: PWC have pointed out many frauds and misappropriations in their

report but none have been reported by the Respondent.

151 Submissions of the Respondent: The role of Statutory Auditors is limited and
confined only to test checking of the historic accounting transactions and does not

extend to the detection of the well conceived frauds on the part of the officers and

‘employees of the company, and that can oniy be done by the auditors who are
entrusted with the job of conducting the internal, concurrent or special investigation
auditor of the company. The company in question was a multi-division, multi-products
and multi-location company maintaining only manual bocks of accounts inclﬁding
voiuminous manual stock records running into thousand of vouchers and hund"r"ed of
®
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" ledgers etc. and this being so, the Statutory Auditors can neither be expected and nor
even supposed to conduct a 100% checking thereof, and nor is it physically or humanly
possibie to do so, within the prescribed time frame at his disposal and during which
périod he has to complele the entire exercise of his professional responsibility.
Moreover, the scope of Investigation Audit done by the Price Water House was
investigative in nature. The Respondent further mentioned that during his audit, any
irregularity which came to his notice on the basis of Sample Test check was either
rectified by passing a rectification journal vouchers or its disclosure was got made
adequately in the "Notes to Accounts” appended with the Annual Accounts of the
company, which should have been carefully studied before leveling any allegation on
the Statutory Auditors of the Company. Moreover, the Respondent's audit report
contained the qualifications in the report in those years wherever required either in the
main report or in the Annexure to the report. For exampie, in the Respondent's main
Audit Report for the annual accounts as on 31.03.1999, there are more than 20

qualificatory remarks regarding the adverse working of the Company.

15.2 As Reported by PWC and its related references:

15.2.1 Repair and maintenance Invoices of one party booked twice

“Certain invoices pertaining to cabling of compufers, software purchases were
capitalized in the computer accounts in the year 1996-97. The same invoices appears {0
have been reused and booked as repair and maintenance through cash vouchers by
using photocopies in the year 1598-99. This has resuited in double booking of these
invoices amounting to Rs. 20 lacs and misappropriation of the cash for the same
amoumnt.”

15.2.2 Branch PMCL Account

‘the company maintained a PMCL account in its books through which all transactions
between the Company and the PMCL were passed. In 1998-99, the Company opened
another account as Branch PMCL account to deal with the cash transfers made (o
various PMCL sites by the Company .Certain discrepancy were noted in the books of
the said account for the year 1998-99

The amount of cash transfers of Rs. 66.5 Lacs during 1998-99 have not been
accounted by PMCL in its books of accounts...... !

B e



"15.2.3 . Expenses booked more than once usind Photocopy of Qctori receipts

15.2.4 |mproper settlement of advance to staff

“instances have been observed where the amount of advances taken has been
refunded in cash at a later date”

‘15.2‘5 Pending consignment for custom clearance

1526 Claim recoverable of Rs,6.91 Crores as regard confract with M/s Nuvo
Holdings

15.2 7 Purchases entered in purchase book but incorrect effect taken in the ledger

15.2.8 Misappropriation of cash through purchase of software

15.2.9  Loan from PSIDC under equipment Refinance scheme

153 Findings of the Disciplinary_Committee; The Disciplinary Committee noted

that the PWC its réport has given a detailed examination of various instances
mentioned below which the Respondent who has acted as the statuiory auditor of
Punwire has failed to report some of which are quite grave considering its materiality
aspect disclosure fo which were necessary to make the financial statements not

misleading and further to enable it to convey the true state of affairs of the Company at

its subsidiaries.

15.3.1 Repair and maintenance Invoices of one party booked twice

Certain invoices pertaining to cabling of computers, software purchases were
capitalized in the computer accounts in the year 1986-97. The same invoices appears {0
have been reused and booked as repair and maintenance through cash vouchers by
. using photocopies in the year 1998-99. This has resulted in double booking of these

invoices amounting to Rs. 20 lacs and misappropriation of the cash for the same

amount.

15.3.2 Branch PMCL Account -
The company maintained a PMCL account in its books through which all transactions .

between the Company and the PMCL were passed. In 1998-99 , the Company opened
another account as Branch PMCL account to deal with the cash transfers made to
various PMCL sites by the Company .Certain discrepancy were noted in the books of
the said account for the year 1998-99.The amount of cash transfers of Rs. 66.5 Lacs
- during 1998-99 have not been accounted by PMCL in its books of accounts.

>
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15.3.3 Expenses booked more than once using Photocopy of Octori receipts: The
review revealed that expenses have been booked through cash more than once in the
Octroi account using photocopy of the same octroi receipts within the same year and
also over years. The signature of the claimants in most of the cases appeared forged to
the special auditors.Thus cash amounting to Rs. 75,34,351 appears to have been
misappropriated/diverted elsewhere in these cases.

15.3.4 Improper settlement of advance to staff. Advance of staff is provided to the
employees of the Company for incurring expenses on behalf of the Company.
Instances have been observed where the amount of the advance taken has been
refunded in cash at a later date. In one instance, an amount of Rs. 3,00,000 has been
transferred from the staff advance account of Ashok Jerath vide VHF JV No. 38 of
February, 1998 to his building locan account., In another instance, an amount of Rs.
50,000 has been transferred from the staff advance account of Kuldeepak Sharma vide
VHF JV No. 1740 of March, 1998 to his vehicle ioan account. There was no approval
note attached to the voucher for this transfer. In many cases, employees have been
given huge cash advance, fresh advances have been given in spite of not clearing of
previous advance and cases where expenses not proportionate to the amount of
advance given.

15.3.5_Pending consignment for custom clearance: A statement of consignments
received from foreign suppliers, pending customs clearance has been provided by the
purchase department. As per the statement, these consignments are pending due to
non-payment of customs duty. It was informed that out of these consignments some
have been auctioned by the customs authorities to realize their dues. The Company
has made payments for these consignments, as supplier accounts show debit balances.
An exercise to check whether consignments have been received by the Company out of
the above pending with customs was carried out and it was confirmed that most of
these consignments have not been received by the Company amounting to Rs, 2.76
crores till the date of the review. Further, amounts of cerzain consignments could not be
co-refated to the accounts of creditors amounting (o Rs. 4.22 crores. Some
consignments in addition to the list given by the Company which appear to be pending
for customs clearance and against which debit balances are outstanding in the accounts
of suppliers amounting to Rs. 5.67 crores (due to payments made to suppliers) (The list
of these consignments have been presented in Appendix 1-7).Since the materia!
against these censignments has been dispatched by the suppliers, the debit balances in
the creditors accounts need to be written off  These transactions refiect
mismanagement on the part of the personnel responsible for purchases and who have
made payment for the material, but could not clear the compoenents from the customs.

15.3.6 Claim recoverable of Rs5,6,91 Crores as reqard contract with M/s Nuvo

Holdings
Punwire had entered into the foliowing contracts with M/s Nuvo Holdings of America
> Contract No. 410A dated July 3, 1992
> Contract No. 410B dated September 15, 1992

w":.s
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> Contract No. 410C dated January 29, 1993

Under the aforesaid confracts, Punwire was required to import all the parts and
components for manufacturing modems from Nuvo, assemble the same, test and pack
the finished modems and export them to Nuvo for further sale to customers in the

United States QfAmerica.

During 1993-1984, Punwire effected the supplies of finished modems worth Rs. 8.75
crores approximately to Nuvo. Nuvo defaulted in payment of Rs. 6,91,30,736 in respect
of the aforesaid supplies. The Company filed a suit for recovery in the Superior Court,
the State of California Country of Los Angeles, USA. The Company obtained judgment
in its favour for an amount of USD 27,82,138.72. However, the Company couid not get
the judgment executed as the overseas Company ceased to exist. The Company,
consequently, filed the claim with Export Credit Guarantee Corporation of India Limited
(ECGS). The claim was rejected by ECGC on October 23, 1897. However, according
to the management, the Company is planning to file a civil suit for recovery of this
amount against ECGC'’s order.  As per the qualification in the Auditor's Report to the
accounts for the year ended 315 March, 1998 “Since the ECGC has refected the
Company’s claim and no civil suit fras yet peen filed by the Company against
ECGC order, in our opinion, this amount of Rs. 691.31 facs is very much doubtful
of recovery and thus should have been written off and to the above extent the
loss figure in the Profit and Loss Account is understand.”

Since the ECGC has rejected the Company's claim and no civil suit has yet been filed
by the Company against ECGC crder, the amount of Rs. 691.31 lacs is unlikely to be
recovered; however no provision for this amount is there in the books of the Company.

15.3.7 Purchases entered in purchase book but incorrect effect taken_in the
ledger: Purchases of components and raw materials amounting to Rs. 1,88,01,308/-
from Motorola Limited Bangalore vide purchase voucher no. 5 and 8 (March, 1998 —
Pager project) of 1998-1999 were posted to the account but were later reversed and
debited in provision for purchase account, as a result of which the balance of provision
for purchase account Rs. 1,70,78,327/- debit which had an opening balance of Rs.
17.30,255 credit. The above mentioned voucher were not availab'e but the bill numbers
mentioned in the purchase book pertain to 1998-1899, which suggests that the
purchase pertains to 1898-1998. The impact of the above is that the provision for
previous years expense has been squared up by current year purchase. |

. 15.3.8 Misappropriation of cash through purchase of software: Cash amounting to
Rs. 30,00,000 was withdrawn from 10B-Mohali vide cheque numbers 177047 & 177048
on March 31, 1998. Qut of this withdrawal, Rs. 5,00,000 was shown as actual cash
withdrawal and the balance Rs. 25,00,000 was shown as payment to the following

parties:

(a) An amount of Rs. 20,00,000 was shown as payment for purchase of seftware
from ‘Usha Electrenics' vide voucher number 02/415B/MAR 98. We observed
the following in this transactions:

® =
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The invoice for this purchase pertained to year 1996-1997 dated March 29 for
which payment was made on March 31, 1998. The purchase was not routed
through the party account,

» The entry passed in the books reflected that payment was made by cheque

number 177047, though as per the bank statement, cash against the above

cheque was withdrawn on March 31% 1998.

Purchase approval was not atlached with the voucher and the approval for

cheque signing was cash withdrawal and also tampered. Photocopy of the

approval attached to voucher number 02.415/MAR 1998 was for cash
withdrawal.

» Further, the invoice was in the name of Punwire Telecom Services Limited
and the rationale of booking this purchase in Punwire Telecom Services
Limited and the rationale of booking this purchase in Punwire accounts is not
clear.

> The invoice is of Rs. 20,57,710 which was reduced to Rs. 20.,00,000 by hand

showing a rebate of Rs. 57,710.

Y/

Y

(b} Another amount to Rs. 5,00,000 was shown as purchase of software from
‘Tekinfo Consultants' vide voucher number 02/415A/MAR 1998, The
following observations were made in relation to this transaction:

» The invoice is dated August 21, 1997 and the entry was passed directly by
showing it as a Purchase of Software and payment being made through Bank
and not routed through the party account. The entry passed in the books
reflected that payment was made vide cheque number 177048, though as per
bank statement, cash against the above cheque was withdrawn on March 31,
1998.

» The invoice of the party attached to the voucher is a photocopy and not in
original.

» Thg invoice has been raised on Punwire, Hyderabad and the party is located
in Delthi and so the rationale of withdrawing cash in Punwire, Mohali tc make
this payment is not clear. _

» Purchase approval was not attached with the voucher and the approval for
chegue signing was for cash withdrawal and also tampered. Refer Annexure
1-28.

It appears in the above mentioned two cases, that cash withdrawn from the bank

amounting to Rs. 25 lacs has been utilized/diverted elsewhere and to

compensate these eniries have been passed in the books.

15.3.€. Lean from PSIDC under equipment Refinance scheme;

The Company was sanctioned a ican of Rs. 500 lacs by PSIDC under the Equipment
Refinance Scheme with refinancing from IDBI vide PSIDC.s letter dated March 27,
1988. Further, as per the sanction letter, the loan of Rs. 500 lacs was to bg secured by
éuay of first charge on paripassu basis with IFC!, on all moveable and immoveable
=
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" assets both present and future, subject to the prior charge created in favour of the
Company,s bankers for working capital. However, this charge has not been created by
the Company and the loan has been disclosed as an unsecured loan from PSICC in the

accounts for the year ending March 31, 1999.

16 Charge no 6: The Respondent failed to qualify the over valuation in the stock
amounting to Rs. 118.24 lacs during the four years. There were differences in the
valuation of the inventories between stock sheets and excise records in the year ended
31 March 1995, 1996, 1997 and 1998. In all the cases, the stock used for valuation
purposes was more than the RG-! stock which resulted in over valuation of stock
amounting to Rs.'118.24 lacs during the four years which have not been quaiified by the
‘Respondent who was the statutory auditors of Punwire since 1992-93 till the date of

liguidation.

16.1 Submissions of the Respondent: As far as the difference in valuation of

“Stock” is concerned, it is stated that this difference can be due to the fact that different
valuation methods might have been taken into consideration in this regard. For
example, some overheads might not have been included in the stock valuation as per
the Excise Records like marketing expenses or so which were ;onsidered for the
purpose of valuation of stocks as per the stock sheets for balance sheet purposes.
Moreover keeping in view, the total cumulative value of stocks amounting to approx.
Rs.200 crores in those 4 years, a difference of just Rs.1.18 crores for valuation purpose
can easily be overlooked from the point of Qiew of materiality concept. A Statutory
‘Auditor has to rely fully on the stock certificates issued by the management at the year
end. It is pertinent to mention here that in this, company's case, the management
certificates obtained by the Respondent regarding inventories / stocks were strictly as
per the sample representation letter for inventories as suggested in Appendix [V of
Guidance Note on Audit of inventories issued by the Institute of Chartered Accountants
of India and all the accounting and disclosure requirement as per Accounting Standing -

2 (AS-2) were duly taken care by the Respondent during the course of his audit.

16.2 As Reported by PWC and its related references: “There are differences in ithe

finished goods stock between stock sheets and the excise records as at year ended 31,
®
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1995, 1996, 1997 and 1998. In all these cases, the stcck used for a valuation purposes
is more than the RG-/ stock as given in Appendix [-21 which appears to have resulted in

over valuation of sfock amounting to Rs.. 118.24 Lacs during the 4 year period”

16.3 Findings of the Disciplinary Committee: The Disciplinary Commitiee

considered all the documents and submissions avaiiable on record and noted that with
respect to this allegation, the plea of Respondent that he need not check the
poésession of the stock by the Company is not maintainable and if he obtains certificate
from the management and the certificate agrees with company's accounting & stock
record he has discharged his duty in this regard. The Committee further noted that in
the present case M/s. Price Water House has in its report has given a detailed
calculation as regard the huge difference that has arisen as regard the quantity of
finished goods as per the stock sheet and RG-1 Register which led to the overvaluation
of WIP at the value of finished goods. The Committee further noted that the said
overvaluation had a resultant impact on the profit/ioss as well for the respective years.
The Committee thus noted that the Respondent was not only negligent in performing his
professional duties but aiso failed to report the material discrepancies appear in the
financial statements. Thus Respondent failed {o perform his duties as per requirement
of the Companies Act. Thus in light cf the above and in the considered opinion of the
Committee, the Respondent is guilty of "Professional Misconduct” faliing within the
meaning of clauses (5),(6).(7) and (8) of part | of the Second scheduie and "Other
Misconduct” under section 22 read with section 21 of the Chartered Accountant Act

1949 with respect to this charge.

17 Charge no 7: The Sundry debtors increased from Rs. 7.19 Crores as on 31* March

1997 to Rs.84.74 Crores as on 31™ March 1998 and to Rs. 101.16 Crores as on 31%
March 1998. The Respondent did not qualify his report in respect of increase in sundry
debtors till 1997-88 and it was only in 1998-29 that the Respondent qualified his report
by mentioning that some of the balances in the sundry debtors may become doubtful of
recovery due to non reconciliation and non confirmation and may require the requisite
provision in the books of accounts and may have an adverse impact may have an

adverse impact on the profitability of the company as some of these balances were

®» o
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" cutstanding since long.The Respondent did not gualify the earlier reports and the
reason given by him was that the management was hopeful of recovery. The auditors
qualified their report for the first time for the year 1998-99 considering the financial

condition of the company and safeguards their own interest.

17.1 Submissions of the Respondent:

171 The amount of Sundry Debtors of the Company has increased over the
years due to increase in the sales amount of the company. The comparative figures of

sundry debtors and sales of the company for 5 years period as below:
(Rs. In creres)

Year Sundry Debtors Sales
1993-94 30.03 69.99
1594-95 47.75 120.05
1895-95 59.99 143,13
1996-97 87.18 150.33
1997-98 84.74 171.32

Thus, there has been a gradual increase in the amount of sundry debtors’ vis-a-vis
corresponding sales figure for these years. However, during the last 2-3 years, the
compaﬁy's sales figures included besides sales to Army and Govt. undertaking the
amount of sales to its subsidiaries and associate companies by way of supply of
egquipments and services etc. on account of turnkey implementation of projects of its
: subsidiary and associate companies since these subsidiary and associate companies
were putting up infrastructure projects like Paging And Trunking services having iong
gestation periods therefore, PUNWIRE could not recover these amounts due from these
companies and the outstanding balances of sundry debtors as ¢n 31.03.1999 included
the amounts recoverable from these subsidiaries / associate companies besides other
sundry debtors,

17.1.2 As a Statutory Auditor the Respondent also used to obtain a certificate
from the management every year regarding recoverability of these sundry debtors at the
year end. This fact was also clearly stated in the Notes on Accounts by the
management in Annual Accounts of each of these years. A specimen of Note N, 9 at
page 25 of Annual Accounts for the year ending 31.03.1998 is enclosed at Annexure 27

which reads as follows:-
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"“The balance confirmation letters have been issued to the Sundry Debtors

but some number of balances remained unconfirmed. The management

is of the view that other than the provisions for bad and doubtful debts and

the bad debis written off, the debtors outstanding are good and

recoverable. The fotal amount ascertained as bad and doubtful debts is

Rs.34.31 lakhs (previous year 23.15 lakhs) and has been wriften off during

the year. These Sundry Debtors include Rs.301.16 lakhs which is

outstanding for more than 3 years and management is confident to

recover these amounts through process of law under the respective

contractual obligations of the said Debtors."”
17.1.3 Therefore, keeping in view of all the above facts, the Respondent as
Statutory Auditors were at no fault when the Respondent guaiified his audit report for
the year ending 31.03.1999 regarding reliability of these Sundry Debtors. The amount of
Sundry Debtors of the company has increased over the years due to increase in the
Sales amount of the company. As a Statutory Auditor he had rightly pointed out about
Sundry Debtors in Audit Report for the year 1998-99 that “in our opinion, some of these
balance may become doubtful of recovery due to non-reconciliation and non
confirmation and hence may require requisite provisions in the books of accounts and
therefore may have an adverse impact on the profitability of the company as some of
these balances are outstanding since long”. The said qualification in the Auditor's
Report in the earlier years was not required to be made as till 31.03.1998 as the
working of company was nermal and there was no danger of non-reafisibility of
company's debts from its subsidiaries although these subsidiaries were incurring losses
in those years aiso.

17.2 As Reported by PWC and its related references:

Age Analysis as on March 31, 1999
Year -1998-98Debtors-101.16 Crores
More than six months old:93. 78 Crores
Less than six months old:7.38 Crores
Ason 31.3.1897.

More than 3 years 0ld:18.80 Crores

The auditors in their report to the financial statements for the year ended March 31,
1999, for the first time qualified their opinion on the recoverability of debfors.”
>

40



' 17.3 Finding of the Disciplinary Committee:
17.3.1 The Committee noted that as on 31.3. 1998, there were sundry debtors to
the tune of Rsr.84.74 Crores. Prior to that, sundry debtors were fo the extent of Rs 67.19
Crores which increased to Rs 101.16 Crores as on 31.3.1999.1t further noted that the
auditors’ report were not qualified in this respect till 1997-98 and it was only in the year
1998-89 that the auditor qualified the report. The reply of the Respondent in this context

was noted by the Committee but was not found justifiable as PWC in its special report
has listed number of instances whereby details of debtor balance cutstanding for more
than 3 years has been listed which altogether amounts to Rs. 16.58 Crores which the
Respondent has failed to report. The Committee thus noted that the Respendent was
not only negligent in performing his professional duties but also failed to report the
material discrepancies appear in the financiai statements. Thus in light of the above and
in the considered opinion of the Committee, the Respondent is guilty of “Professional
Misconduct” falling within the meaning of clauses (5),(6).(7) and (8) of part | of the
Second schedule and “Other Misconduct” under section 22 read with section 21 of the

Chartered Accountant Act 1948 with respect to this charge.

18 Charge no 8: Cheques received after 31% March, though of a prior date could
not be shown as cheques in hand as on 31% March. Details of cheques /drafts wrongly
shown as cheques/drafts in hand as on 31% March 1995 amounting to Rs.9.53 Crores,
as on 31% March 1998 amounting to Rs.4.51 Crores as on 3% March 1989 amounting
to Rs. 0.78 Crores. These discrepancies led to understatement of deptors which

Respondeht failed to qualify in his report. The Respondent relied on the certificate from

the Management to this effect.

18.1 Submissions of the Respondent: As far as the cheques in hand received by
the company before the closing date ie. 31% March of a particular year, a Statutory
Auditor has to rely fully on the certificate issued by the management in that respect.

Since all those cheques as shown by the Management in their certificates issued to him
at the year end were subsequently cleared and duly credited in the company's
respective bank accounts before the start of his audit of that particular year, there was

no ground or reason with him to report that matter in his audit repcrt. Maoreover, since

&
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" majority of these cheques / drafts in hand heid by the company at the year end on 31%
March were credited in the bank in the first week of April next year i.e. within a period of
7 days as reported by Price Water House in their annexure, therefore these was no
question of understatement of debtors for these years and thus this aliegation "is

absolutely faise and baseless.

18.2 As Reported by PWC and its related references: "/t was chserved that the

following amounts of cheques / drafts in hand appearing in the Balance Sheets of the
Company as March 31, 1995, March 51, 1998 and March 31, 1999 were actually
received subsequent to March 31% but were credited to the respective debtor accounts
in the previous year so as to reduce the balances oultstanding from debtors.

As at 31-3-1995-9.53 crores
As at 31-3-1998=4.51 Cores
As at31-3-1999-0.78 Crores”

18.3 Opinion of the Disciplinary Committee:

18.3.1 The Disciplinary Committee noted that the Special Auditors in their report has
mentioned that the folfowiﬁg amount of chegues/draft in hands appearing in the balance
sheets of the company as on March 31% 1895, March 31% 1898 and March 31% 1989
were actually received subseguent to march 31 but were credited to the respecti\/e

debtor accounts in the previcus year so as to reduce the balance outstanding from

debtors:

As At Chegues in hand appearing Amount of cheques wrongly i
| in the balance sheet (in|{shown as cheques in I
| Crores) hand(in Crores)

March 31, 1295 10.34 9.53

March 31, 1988 7.09 4.51

March 31, 1999 8.62 0.78

} Total 26.25 14.82 (

18.3.2 The Committee in this regard noted submission of the Respondent and is of the
view that he is simply shifting his duty & responsibility on the part of management when

in fact had he examined the Bank Reconciliation Statements, he would have come to
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" know the real picture. It further noted that this has resulted in understating the Sundry
‘Debtors of the Company under reference. It was further noted by the Disciplinary
Committee that the Respondent has not only failed to perform his duties with utmost
care as was expected but has infact connived with the internal management by not
reporting, the malpractices irregularities in the successive Audit Reports thereby
allowing them to perpetuate the irregular practices to the detriment of the shareholders
‘and the Society at jarge. The Committee further noted that the Respondent with respect
to this charge canrnot take shelter of the certificate if any issued by thé internal
management as he was required to verify the reconciliation during the course of which
he would have unearthed the said discrepancy. The Committee thus noted that the
Respondent was not oniy negligent in performing his profe'ssional duties but aiso failed
to report the material discrepancies appear in the financial statements. Thus in light of
the above and in the considered opinion of the Committee, the Respondent is guilty of
“Professional Misconduct' falling within the meaning of clauses (5),(6),(7) and (8) of
part | of the Second schedule and “Cther Misconduct” under section 22 read with

section 21 of the Chartered Accountant Act 1949 with respect to this charge.

19. Charge no 9: Non- disclosure of payment of brokerage and fees amceunting to
Crores to M/s Innovative Fincaps and CHB Financial Services in which the Respondent

was one of the director.

19.1 Submissions of the Respondent:

19.1.1 A Statutory Auditor is governed by the Companies Act, 1956 and it does not
require under any section to disclose the payments received for other activities
especially so in case the Audit firm and the companies which received payments are
absolutely separate legal entities [t is pertinent tc mention here that all the payments
received by these two companies was paid by way of Acccunt Payee Cheqdes after
~ deduction of Tax Deducted at Source as per the provision of Income Tax Act, 1867 and
each every penny received by these companies was reflected in their books of accounts
and Income Tax Returns for those respective years. The two companies namely,
Innovative Fincap and CHB Financial Services are separate legal entities and were not
N :
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" the auditors of PUNWIRE and thus there was absolutely no disclosure requirements to
separately disclose the payment made to these companies and hence there was no

violation at all of any disclosure requirements under the provisions of the Companies

Act, 19856.

19.1.2 As regards the allegation that there was no specific approval by the Board of
Directors in this case, it is stated that the Board of Directors of PUNWIRE had
delegated the financial powers regarding payment of fees to arrangers of funds
severally to its MD and ED. The certified ccpies of resolutions passed at the meeting of
the Board of Directors cof the Compzany held on 26" March 1997 and 13" June 1997 .
which clearly states that the MD or ED of the company are severally authorized to
discuss /negotiate and finalize the terms and conditions of fees / commission payable to

the arrangers.

19,2 As Reported by PWC and its related references; “though a few biﬂs‘of

Innovative Fincaps and CHB (companies in which partners of the audit firm of the groﬁp )
Serva Associates. Chadha and N.K. Bhambri are inlerested) were made available to
us directiy fotaling to Rs.4.55 Crores as summarized in Appendix -87, by the respective
parties, we are unable to correlale these bills with the payments made by PUNWIRE as
the bank vouchers for payments of these bills contained no reference for them. These
payments have not routed through the party accounts but have been directly debited to
the expense head. A summary of such instances nolices is given at the relevant page”

19.3 OQOpinion of the Disciplinary Committee: The Committee noted that the PWC

has given in the appendix to their report detail of certain bills made available to them
totaling to Rs. 4.55 Crores by the respective parties. The Committee noted the reply of
the Respondent in this context and noted that he has enclosed along with his reply a
copy of the Board Resolution dated 13" June 1997 whereby inter-alia it has been
resolved that MD and ED were authorized to discuss / negotiate and finalize the terms
and conditions of fees/commission payabie to arrangers and also to convey acceptance
of the same or modification thereof. In this context, the Committee noted that although

there is no specific requirement as regard the disclosure of the amount received by the
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; statutery auditor under the provisions of the Companies Act or otherwise but the
Committee has considered that the same had not been accorded a sanction/approval
by the Board of Directors of the Company. It further noted that besides the copy of the
aforesaid resolution the Respondent has not produced or submitted anything to defend
or explain his contention. The Committee thus noted that the Respondent has infact
admitted that prior to 13.06.1997 no one in the Company was authorized to sanction the
commission/brokerage except Board of Directors or shareholders. It has further been

_noted by the Committee that the role of statutory auditor was analysed by the Inquiry
Commission setup in January 2001 whereby it was been brought cut during
investigation that in fact the Respondent has heen charging fee & commission since

1992 in connivance with Mr. Ved Prakash Executive Director of the Company. The
inquiry commission further observed that Mr. Ved Prakash was making payment in

driblets on single day splitting chegues to avoid overriding his limit to sign cheque over

& above Rs. 2 lacs. Thus, the Respondent was infact certifying their fraudulent

transactions as obsarved inquiry Commissicn. The details as provided by PWC reveals’
that certain bills were made available to them whereby payment have been made to the
one of the Company of the Respondent way back in 1994 as well. Thus, the Committee

was of the view that the Respondent has failed to substantiate his contention that the
payments by way of brokerage and commission were duly authorized by earlier years
as well and is thus of the opinion that the Respondent has mis-used his fiduciary
position for his personal benefit which is highly un-becoming of a Chartered

Accountant. Thus in light of the above, the Committee is of the considered opinion that

the Respondent is guilty of “Other Misconduct” under section 22 read with section 21 of

the Chartered Accountant Act 1949 with reépect to this charge.

20. Charge no 10: Non- disclosure of terms of redemption of debentures together with

earliest date of redemption of debentures in the balance sheets for the years ended 31

March 1097, 1998 and 1999 as required under Schedule VI of the Companies Act 1956.

20.1 Submissions of the Respondent: As far as the disclosure is concerned, ‘_t]he has

disclosed all the relevant and important aspects like number of Debentures, Rate of

Interest, Nominal value of Debentures, Security created against these debentures,

g
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"~ Redemption Fund, Non creation of charge in favour of such Debenture holders with the
Register cf Companies, Jalandhar etc. in his Audit Report in his Audit Report, Notes on
Account as well as in Schedule 'C’ of secured loans alongwith list of each and every
debenture placed with the company. However, due to oversight, the management has
failed to disclose the earlier date of Redemption of debentures while preparing the
Annual Accounts of the Company. As far as the disclosure is concerned, he has
disclosed all the relevant and important aspects like No of Debentures, Rate of Interest,
Nominal value of Debentures, Security created against these debentures, Redemption
Fund, Non creation of charge in favour of such Debenture hoiders with the Register of
Companies, Jalandhar etc. in his Audit Report in his Audit Report, Notes on Account as
well as in Schedule ‘C’ of secured loans alongwith list of each and every debenture

placed with the company. However, due to oversight, the management has failed to |
disclose the earlier date of Redemption of debentures while preparing the Anncal

Accounts of the Company.

20.2 _As Reported by PWC and its related references: “As per the requirement of

Schedule VI to the Indian Companies Act 1956, the terms of Redemption of
Debentures together with earliest date of redemption of the debeniures should be
disclosed in the Balance Sheel. We noted that this requirement was not fulfilled for the
three years in which Debentures were ouistanding i.e. year ended March 31, 1997,
1698 and 1999.”

20.3  Opinion of the Disciplinary Committee: The Committee noted that as per the

requirement of Schedule VI to the Companies Act, 1956, the terms of Redemption of
Debentures together with earliest date of redemption of the debentures should be
disclosed in the Balance Sheet which was not disclosed for the three years in which
Debentures were ouistanding i.e. year ended March 31, 1987, 1998 and 1999. The
Committee further noted that the Respondent who was the statutory auditor failed to
qualify the non-disclosure of the same. The Committee thus is of the opinion that the
Respondent is guilty of professional misconduct falling within the meaning of ctauses (7)
and (8) of part | of the Second Schedule to the Chartered Accountant Act 1849.
L
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“21. Charge no 11: In the balance sheet for the year 1998-99, the auditors qualified

that some of the balances regarding money advanced by the Company to its
subsidiaries become doubtful of recovery keeping in view the present financial status of
| these subsidiaries/associates companies. No such qualification was given by the
auditors in their earlier balances sheets though the subsidiaries were suffering losses
from the very inception. '

241.1 Submissions of the Respondent.

21.1.1 As a statutory Auditor, the Respondent had pointed out about balance of

loans and advances recoverable from its subsidiaries in the Respondent's Audit Report

' for the year 1998 -99 that :

“In our opinion, some of these balances may become doubtful of recovery
bkee,ofng, in view of the present financial status of these subsidiaries, and
associate companies. As no provision has been made for the aforesaid
amounts doubtful of recovery, the same may have an adverse impact on
the profitability of the company”
21.1.2 The Said qualification in the Auditor's Repont in the earlier years
was not required to be made as till 31.03.1998 as till then, the working of the
company was normal and there was no danger of non-realisability of company's
debts from its subsidiaries although these subsidiaries were incurring losses in
those years also. The company started making defaults with financial institutions
and from October 1998 onwards it started making defaults even in the payment
of its statutory dues like Provident Fund etc. This fact was clearly mentioned in
Management's Note No. 35 in the Annual Accounts for the year ending
31.03.1999 which reads as follows:-
‘Due to precarious financial situation in the company, there is no
production in the manufacturing units of the company since October 1998
and there was a labour unrest on account of non payment of emp!oyée’s
dues. The Managing Director of the Company has been put under .

suspension w.e.f. 03.12.1999.”
LN
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"21.1.3 From the above note of the management, it is quite evident that during the
year 1988-1899 there was a total collapse of the company as well as its subsidiaries.
The condition of subsidiaries of PUNWIRE was even worse as there was virtually no
management of the company due to non availability of ail the three directors of the
subsidiary companies. There was no financiai control over the funds and property of
these subsidiary companies. In the earlier years, tilf 31.03.1998 although these
subsidiary companies were making losses but the overall scenario and financial position
of these subsidiary companies was healthy and thus there was no reason to qualify the
Respondent's report regarding the realisability of these debts by PUNWIRE from its
subsidiaries. Since all the subsidiary companies were in the process of implementation
of “Infrastructure Projects” like Paging and Trunking Services and as such those
projects have a long gestation period and absolutely a normal thing and it does not
require a Statutory Auditor to gualify his report regarding the non realisabitity of debtars
only on one account that these subsidiaries were incurring losses. However, when the
financial position and overail scenario changed during the year 1998-89 a Statutory

Auditor is supposed to qualify his report on this aspect.

2114 The parent company PUNWIRE and all its subsidiaries were maintaining
financial discipline with all the Financial Institutions, Banks, Debentures Holders, etc till
31.03.1998 and there was not even a single rupee default with any of these lenders by
the company with respect to principal as well as interest repayments.The company till
31.03.1998 was regular in payments of its statutory dues, like Salaries and Wages,
Provident Fund, Income Tax, Sales Tax, ESI, Excise Duty etc. and there were no
defaults at all in the company till 31.03.1988. However, the overall scenario in the
parent company as well as in subsidiarnies changed dramatically during the year 1998-
98. The Company started making defaults even in the payment of its statutory dues like
Provident Fund etc. When the financial pesiticn and overall scenario changed during the
year 1988-89, a Statutory Auditor is supposed to qualify his report on this aspect. It is
pertinent to mention here another Management Note No. 16 of Notes of Accounts in the

Annual Accounts ending as on 31.03.1999 was added.

%o

48



- 21.2_As Reported bv PWC and its related references:” The following are outstanding

as advance to subsidiaries.-

Punwire Telecom Services Lid: 9,01,08 622/~
Punwire Paging Services Ltd: 4,30,99,124/-
Punwire Holdings Ltd: 17,17,557/-
Punwire Trunking Services Ltd: 3,50,66,173/-
Procall Private Ltd: 33,25,658/-
Punwire Mobile Communications Ltd: 25,37,89,433/
Punwire Telesystems Ceflular Ltd: 1,09,78 612/-

We were not rmade available reconciliation/confirmations of the balances outstanding as
on 31.3.1999 for the subsidiary companies. The nature, purpose and reliability status of
these advances was not available. In view of these subsidiaries, these amounts appear
doubtful of recovery. Hence adequate provision should have been made in the books of
accounts. Inspite of the notes and qualifications, provision has not been made in the
books of account for the doubtful advances in respect of subsidiary companies. In the
absence of reconciliation/confirmations from these companies, it Is practicable to

compute the provision requires in the books of accounts. !

21.3 Findings of the Disciplinary Committee: The Committee noted in detail the

documents available on record and the submissicns made by the Respondent in this
| context and noted that the contention of the Respondent that till 1968 the working of
subsidiaries was good but changed dramatically during 1958-1999. In fact, it was noted
by it on perusal of the audited Accounts of Punwire Telecom Services Limited ( a
subsidiary of Company under reference) was in loss ofRs. 3,72,41,048/- in 1996-1997
'& Rs. 9,35,76,067/- in 1897-1998 against Capital of Rs. 50,00,000/- & share application
money Rs. 5,82,15,000 /- indicating almost whole of the Equity Capital was wiped outin
the year 1997 itself. Further it has been stated in the Director's Report attached to the
accounts for the year 1997-1998 that Company has closed its paging services in all
cities. Thus clearly indicating that Punwire Mobile Communications has become a
defunct Company in 1997-1998 itself resuiting in total loss of Share Capital Including
share application money. Similar is the case of M/s. Proceli Ltd. In case of Procall Ltd!
As per audited accounts as on 31.03.1998, M/s. Punwire was holding 51% of paid up

capital of Rs, 53,00,000 ( i.e. Rs. 27.030,000) and the loss at the end of year was
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" Rs.39,064,728 (i.e. more than 75% was wiped of).The Committee thus noted that
Punwire had advanced mcney to its subsidiary, the balances of which were subject to
reconcifiation and confirmation. In the balance-sheet for the year ended 1998-09 | the
Respondent gave a qualification to the effect that some balances may become doubtfut
of recovery. However nc such qualification was given in earlier year though the
subsidiaries were suffering losses from their very inception. The Committee thus was of
the view that the Respondent failed to exercise reascnable care in discharging his
du:cies and has also failed to disclose the material facts which were necessary {0 make
the financial statements not misleading and is thus guilty of professional misconduct
falling within the meaning of clauses (5), (7) and (8) of part | of the Second Schedule to
the Chartered Accountant Act 1948,

22 Charge no 12: PUNWIRE invested Rs.158.43 Crores in its unlisied subsidiaries/

associate which suffered losses and faced adverse financial status. The value of
Investment depleted but no provision was made for the same. The Respondent qualified
their report on this aspect only for the year ended 31% March, 1999, PWC assessed the
total diminution in the value of the Investment of PUNWIRE in its subsidiaries at Rs.

37.25 Crores.

22.1 Submissions of the Respondent: As far as depletion in the value of investment

made by PUNWIRE in its subsidiaries is concerned he had also pointed this aspect in
his Audit Report for the year ending as on 31.03.1999 at point No. B(3) (photocopy

enclosed as Annexure) {1 page) which reads as follows:

“The amount shown as investmenis amounting to Rs.15843 lacs made by the
company in its unlisted subsidiary and associate companies as shown in Schedule " F “
are shown at cost to the Comparny. No provision has been made by the company on
account of depletion in the value of these investments due to adverse financial status of
these companies. In our opinion, the same may have an adverse impact on the
profitability of the company”

The exact amount of value of depletion of these investments in subsidiary companies

~could not be ascertained as lhese were unlisted companies and thus there is no

P@oncrete parameter to evaluate the exact value of depletion of these investments.

L
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22.2 As Reported by PWC and its related references:
“The subsidiaries of Punwire have been making losses during the past few years due fo

which the value of the investments of Punwire and its subsidiaries have been making
. Josses during the past few years due to which the value of Investment of Punwire in its
subsidiaries has reduced considerably. We performed an exercise to calculate the

diminuation in the value of investments made by Punwire in its subsidiaries on the basis

of the equity shareholding and the accumulated losses *

22.3 Findings of the Disciplinary Committee: That is wrong to say that lapses

pointed out were out of purview of Respondent. M/s. Price Water House has observed
that the Accounts of Punwire were doctored so as to depict rosy picture and the
Respondent was verifying the same without gualifying the same till 1898 with ulterior -
motive. The Inquiry Commission has specifically found guilty of not performing his
duties in its report. The Respondent was acting as Auditor on behalf of Share holders,
thus he was required to comment upon the working of Directors alse. Which, he failed
to do so. After cbtaining the report from M/s. Price Water House, Government of Punjab
- constituted Inguiry Cemmission to fix the responsibilities etc. The Inguiry Commission
indicated Respondent. It is apparent that Respondent connived with the internal
‘management to show the rosy picture of affairs of the Punwire & its subsidiaries till
1998. The Report of the Inquiry Commission contains a finding in this respect that
PUNWIRE invested Rs.158.43 Creres in its unlisted subsidiari.es/r associate which
suffered losses and faced adverse financial status. The value of Investme.nt depleted
but no provision was made for the same by PUNWIRE. The auditors qualified their
report on this'aspect only for the year ended 315 March, 1989. The auditors did not
qualify the report as regard the diminution in the vaiue of investments and non-
provisioning for the same. The Commitiee noted that the financial statement so certified
for the related years by the Respondent does not portray a true and fair view of the
state of affairs and on the contrary the Respondent has given clean unqualified reporis
for all the years except the F.Y. 1998-99 when the inquiry at various levels were aneady
triggered for Punwire. The Commitiee thus noted that the Respondent was not- oniy

negligent in performing his professional duties but also failed to report the material

-
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- discrepancies appear in the financial statements. Thus in light of the above and in the
considered opinion of the Committee, the Respondent is guilty of “Professional
Misconduct” falling within the meaning of clauses (5).(6),(7) and (8) of part | of the
Second schedule and “Other Misconduct” under section 22 read with section 21 of the
Chartered Accountant Act 1948 with respect to this charge.

23. The Committee thereafter dealt with the charged relating ot PMCL:

24. Charge no 1: Punwire transferred a total consideration of Rs.109.00 crores

against which PMCL issued equity shares of Rs.110 crores {o Punwire Holding Limited.

Thus, shares of Rs.1.00 crore were issued without receipt of any consideration.

241 Submissions of the Respondent: The transaction relating to routing of equity of
PMCL through PUNWIRE Haoiding Limited was done as per the shareholders’ resolution
of PMCL as on 18.11.1898 and Board's Resolution as on 19.11.1998 whereas he has

conducted the last Statutory Audit of PUNWIRE Holdings Limited therefore, it is amply

clear that since he has not done any audit of PUNWIRE Mobiles Communication
Limited since 01.10.1897 onwards he is not supposed to give his comments on this
transaction which had taken place on 18.11.1998 and 19.11.1998.

24.2 As Reported by PWC and its related references: "In a meeting of the

shareholder held on 18.11.1898, a resoluticn was passed for allotment of shares of the
value of Rs.110 Crores to Punwire Holdings Lid. Subsequently the Directors in the BOD
Meeting held on 19.11.1998 approved the allotment of shares and the transfer of share
application of Rs.47 Crores and unsecured loans of Rs. 63 Crores from Punwire to
Punwire Holdings as consideration for the issue. However, Punwire as per its books
transferred only Rs.62 Crores from the loans due from PMCL to investments in Punwire
holdings Ltd. As a resuit of this, Punwire fransferred a fotal consideration of Rs.109.00
crores against which PMCL issued equity shares of Rs.110 crores to Punwire Holding

Limited. Thus, shares of Rs.1.00 crore were issued without receipt of any consideration.”

24,3 Findings of the Disciplinary Committee: The Committee noted that the

Respondent has not acted as the statutory auditor of the said company for the said

e
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- period .Hence this charge no. 1 relating to PMCL is not tenable against the Respondent.

The Committee therefore has held him not guilty with respect to this charge.

25. Charge.z: There was loss of Rs. 7.84 crores on trading of pagers from April,
1986 for which no separate trading, profit and loss a.ccount was prepared and the loss
was reflected under p're'—operative expenses pending allocation. Trading of pagers and
loss suffered on sale of pagers and payment of commission on sale of pagers should
have been shown separately more so when it was treated as a separate activity in the
income tax return of the Company for the A.Y.1897-98 and the loss was claimed as a
revenue loss. In this w'ay the loss of the Company was reduced by Rs. 7.84 Crores and

the Respondent intentionally did not present a true state of affairs of the Company.

25.1 Submissions of the Respondent:
25.1.1 Since the main activity of business of this company was not trading in

sales and purchase of pagers, but was to provide Paging Services to its customers for
the initia! period of 10 years as per the terms of Paging Licenses issued to the company
from the Department of Telecommunication (DoT), Government of India therefore the
company was supplying these pagers to its customers at a subsidized rate in order to
meet the competition and to make initial penetration in the subscribers market. The fact
was clearly disclosed in the Management's Notes on Accounts at Note No. 10 of the
Annual Accounts of PMCL as on 30.09.1897.This fact of treating of this loss on trading
“of Pagers as pre-operative expenses was clearly disclosed vide a further Not_e No. 18 of
the Management Noté in the Annual Accounts of the company as on 30.08.1887, which

Teads as under:-

“During the year, pagers have been scold free of cost / subsidized rates to
increase the number of subscribers resulting in a loss of Rs.153.67 lacs
on account of pagers sale and the same amount has been freated as pre-
operative expenses pending capitalization.”

25.1.2 The loss figure on account of trading of pager as reported in the complaint
. as Rs.7.84 crores is not a correct figure, as in the last audited balance sheet of PMCL
as on 30.09.1897, the amount of loss suffered by the company on Account of Trading of

Pagers is Rs.1.53 crores and not Rs.7.84 crores as has been wrongly alleged. Now,
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" regarding the treatment of this loss figure of Rs.1.53 crores in the Annual Accounts of
the company as pre-operative expenses is absoluiely justified and correct. Since the
company by 30th September 1997 had not started its commercial operaticns of
providing paging services in any of the cities, therefore there was no question of
preparation of any Separate Trading and Profit Loss Account. This fact was clearly
disclosed in the Management's Notes on Account at Note No. 10 of the Annual
Accounts of PMCL as on 30.09.1997 Moreover, this fact of treating of this loss of trading
of Pagers as pre-operative expenses was clearly disclosed vide a further Note No. 18 of

the Management Note in the Annual Accounts of the company as on 30.09.1997.

26.2 As Reported by PWC and its related references: “The Company has

purchased and sold pegers from April 1996 onwards for which no Trading Profit & Loss
Account has been prepared. The loss on sale of pagers and dealer commission
thereon has been reflected under ‘Pre-operative Expenses’ pending allocation and
capitalized on commencement of commercial services. As per Note 13 to the Notes (o
Account for the year ended March 31, 1998, the loss on sale of pagers has been treated
as deferred revenue expenditure to be written off over five years. Trading in pagers is a
separate activity and the Company should have prepared a profit/loss account for all
related income and expenses. In the Income Tax Return of the Company for the
assessment year 1997-98, trading on pagers has been treated as separate activity and
the loss has been claimed as a revenue loss (refer para 5.1(a) of Section V-ll). The
loss of the Company would have been higher by Rs.7,84,37,313, if a Trading Profit &
Loss Account had been prepared.”

25.3 Finding of the Disciplinary Committee: On perusat of the documents available

on record, the Committee noted that the trading in pagers was itself an activity and loss
suffered on sale of pagers and payment of commission on sale of pagers should have
been shown separately, more so, when it was treated as separate activity in the Income
Tax Return of the company for the assessment year 1997-98 and loss was claimed as
revenue loss. Under section 211 of the Companies Act, every balance sheet of the
company shall give a true and fair state of affairs of the company as at the end of the

financial year and every profit and loss account of the company shail also give a true
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" and fair view of profit and loss account. The Committee further noted the resultant
financial impact whereby by showing this loss on sale of pagers under pre-operative
expenditure, the loss of the company was reduced by Rs.7.84 crores and in this way,
the Financial Statements of the Company didn’t portray the correct true and fair view.
Thus the Respondent being the statutory the auditors were not only negligent in
presenting a true state of affairs of the company but suppressed the correct affair to the
benefit of management whereby rosy picture was portrayed. Thus in light of the above
and in the considered opinion of the Committee, the Respondent is guilty of
“Professional Misconduct” faliing within the meaning of clauses (5),(6),(7) and (8) of
part | of the Second schedule and “Cther Misconduct” under section 22 read with

section 21 of the Chartered Accountant Act 1949 with respect to this charge.

' 26. Charge no 3: Punwire sold equipments at inflated rates to PMCL and booked
‘excess profits. The gross block of plant & machinery as on 31% March 1898 was over
stated by Rs.15.40 cores on account of excess profits as observed by Price
Waterhouse in its Special Review Report. Thus the PUNWIRE exploited PMCL as it
was its fully owned subsidiary. The Respondent failed to point out this fact in their
report on the balance sheet which leads te the inference that that he was not only
negligent but connived with the management. PMCL has been meeting all its
requirement of pagers from PUNWIRE and also sales of pagers by PUNWIRE were
made at maximum sales tax rate of 10% which is chargeable from unregistered
dealers. PUNWIRE should have charged sales tax @4% as PMCL purchased pagers
in the course of business and was a dealer of this item. The tctal purchases of pagers
at 30" Sep 1998 amounted to Rs. 32.38 Crores and the extra tax paid by PMCL
resulted in cash loss of Rs. 1.76 Crores. The Respondent failed to bring this fact to the

notice of the Management and failed to qualify his report to the shareholders.

.26.1 Submissions of the Respondent: As per the Annual Accounts of PMCL, the
gross black as on that date was to the tune of Rs.3.78 crores only and all those goocds
and equipments supplied by PUNWIRE to PMCL were strictly as per the agregfnent
'duly signed and approved by the Board of Directors of both the companies and ihere

was no question of any supply of equipments at inflated rates by PUNWIRE to PMCL.
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* Since upto 30.09.1897 as per the last zudited balance sheet of PMCL, the total gross
block of Fixed Assets was Rs.3.78 crores only therefore there cannot be overbooking
of Rs.15.40 crores in the gross block of the company. Regarding allegation of charging
of Sales Tax @ 10% instead of 4% for sales period of year ending 30" September,
1998 the Respondent reiterated that since the Respondant’s ffrm has conducted the last
statutory audit of PMCL till 30.09.1997 and not thereafter, thus this transaction is
outside his review period and therefore the Respondent is not required to offer any
co;ﬂment on this. Therefore keeping in view the above factors and documants the
Respondent had rightly pointed out in Audit Report that the stocks of trading goods of
the company have been physically verified by the management. The prerogative of
taking financial decisions was that of the Board of Directors of both the companies and
the role of Statutory Auditer in questioning the decisions taken in the Board Meeting
does not arise as the Statutory Auditor is never a part of such meeting. The Auditor can
give his opinion only on the subject matters in its preview and within the scope of his

assignment,

26.2 As Reported by PWC and its related references: “An analysis of the cost of

equipment sold to PMCL and the actual purchase price reveals that Punwire sold the
equipment at inflated rates to PMCL and booked excess profits. Further, the gross block
of Plant and Machinery as on March 31, 1998 is overstated by Rs.15,40,16,736/-*

"As PMCL was effectively a fully owned subsidiary of Punwire, the only source of long

term funds (equity) for the Company was Punwire. Hence, the entire purchase cost of

equipment was fo bhe paid to Punwire from funds provided to PMCL by Punwire itself

and the funds received as equity wers to be refurned to Punwire through the purchase

of paging equipment. This amounts to Punwire booking profits by selling equipments. If

the equipment had been ordered by PMCL directly, the cost of the project and the profit

of Punwire would have been lower.”

26.3 Finding of the Disciplinary Committee: The Commitiee on perusal of the

documents available on record and after noting the submissions of the Respondent was
of the view that the Respondent being the auditors failed to point out this fact in their

report by qualifying this aspect which leads to an inference that he was not only
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negligent in performing their duties, but was also conniving with the Management. Thus
the Respondeht being the statutory the auditors were not only negligent in presenting a
true state of affairs of the company but suppressed the correct affair to the benefit of
management whareby rosy picture was portrayed. Thus in light of the above and in the
considered opinion of the Committee, the Respondent is guilty of "Professional
Misconduct’ faliing within the meaning of clauses (5},(6),(7) and (8) of part | of the
Second schedule and “Other Misconduct” under section 22 read with section 21 of the

Chartered Accountant Act 1949 with respect to this charge.

27. Charge no 4: The auditors for the balance sheet as on 30" Sept., 1997

commented that the stock of trading goods of the company had been physically verified
during the year by the management. They further mentioned that the frequency of such
verification was reasonable having regard to the size of the company and nature of its
business. This note stands belied by the observation made by Price Waterhouse in its
special Review Report who also recorded the statement of AM. accounts that no
physical verification of stock either at the head office or the branches was carried out,
Quantities of stock were calculated and arrived .at after adjusting opening stock,
purchases, sales and head office transfers,. These were never tallied with actual stock at
head office or branches. The Respondent intentionally gave the note referred above

without proper verification of supporting papers relating to stock verification of the pages.

27.1 Submissions of the Respondent: A Statutory Auditor is supposed to reply on

the certificate given by the management regarding physical verification of stock done by
the management at the year end. These stock certificate issued by the management
clearly stated that the stock of Pagers has been physically verified by the management
as on 30.08.1997 énd the physical verificaticn of the stocks was carried out by the
management including technically competent persons of the Company. Therefere
keeping in view the above factors and documents the Respondent had rightly pointed
out in Audit Report that the stocks of trading goods of the company have been

'physically verified by the management.
2 <
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© 27.2 As Reported by PWC and its related references: The auditors for the balance

sheet as on 30" Sept., 1997 have stated that the company has physically verified the
stock at the year end and that the procedure for such verification was reasonable having
regard to the size of the company and nature of its business. However, we were not
provided any papers or documents in supporl of such verification. Further, we were
informed by the slaiutory auditors that they had not observed any physical verification of
pager stock.”

27.3 Finding of the Dis¢iplinary Committee: The Commitiee noted that the auditors

failed fo peint out this fact in their report, in the balance sheet by qualifying this aspect
which leads to an inference that they were not only negligent in performing their duties,
but they were also conniving with the Management. Thus the Respondent being the
statutory the auditors were not only negligent in presenting a true state of affairs of the
company but suppressed the correct affair {o the benefit of management whereby rosy
picture was portrayed. Thus in light of the above and in the considered opinion of the
Committee, the Respondent is guilty of "Professional Misconduct" falling within the
meaning of clauses (5),(6),(7) and (8) of pant | of the Second schedule and "Other
Misconduct” under section 22 read with section 21 of the Chartered Accountant Act

1949 with respect to this charge.

28 Charge no.5: The auditors in their report for the year ended 30" Septembeér

1997 stated that the company has maintained proper records showing full particulars
including quantifative details and situation of fixed asseis. The company has
programme of physically verifying all fixed assets in a year, which according to them is
reasonable. However, Price Waterhouse observed that except verification of 33
computers and printers, no other verification of fixed assets was carried out. It has
further mentioned that no fixed asset register was being maintained , thus the questien
of verifying the assets at regular interval did not arise and the comments given by the
Respondent as the statutory audilor appears {o be false.

28.1 Submissions of the Respondent:

28.1.1 The Company was maintaining proper Fixed Assets Register of all the

assets amounting to Rs.3.78 crores as on 30.09.1987 and these were properly seen
® s
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and examined by him during the course of his audit. He had received a certificate as
below from the management in-this regard.

“Physical Verification of Fixed Assets
We hereby certify that all the fixed assets shown in the company’s books of account at

Rs.3,78, 32,752/- {Gross Block) were owned by the Company

“Physical verification of fixed assets had been carried out at the year end

and no material discrepancies have been noticed thereof. We further,

certify that the proper Fixed Assets Registers on the formats as prescribed

under the Companies Act 1956 have been maintained at all the branches

as well as head office”
28.1.2 It is absolutely clear that the company had carried out a physical
verification of all the fixed assets and proper records regarding thereof were maintained
in the company which might not have been produced before Price Water House as
reported by them. Thus the Respondent has rightly pointed out in his Audit Report that
the company has maintained proper records showing full particulars inciuding the
quantitative details and situation of Fixed Assets and the management has physically

verified the Fixed Assets at the year end.

28.2 As Reported by PWC and its related references: “No fixed assets register has
been maintained by the Company since inception. However, the statutory auditers
" while reporting have stated that such a register has been maintained. In the absence of

such a register we are unable to comment upon the existence and validity of the block

of assets shown in the books of accounts and additions made by the company during

the period under review.”

28.3 Finding of the Disciplinary Committee: The Commitiee perused the

documenis available on record and noted that the that as the register was not being
maintained, which a company was mandaterily required to maintain as | per the
provisions of Section 227(4A) of the Companies Act, the question of verifying the assels
at reguiar intervals did not arise and the comments given by the Respondent are false
and donot portray the correct picture. The Committee further noted the reply of the
Respondent in this regard that he has obtained the certificate from the Management in
o
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- this regard which do not seems tenable as physical verification was warranied in such
circumstances which he failed to do and has thus performed his professional duties
negligently. Thus the Committee is of the view that the Respondent being the statutory
the auditors were not only negligent in presenting a true state of affairs of the company
but suppressed the correct affair to the benefit of management whereby rosy picture
was portrayed. Thus in light of the above and in the considered opinion of the
Committee, the Respondent is guilty of "Professional Misconduct” falling within the
meaning of clauses (5),(6),(7) and (8) of part | of the Second schedule and “Other
Misconduct” under section 22 read with section 21 of the Chartered Accountant Act

1948 with respect to this charge.

29. Charge no 6: As per Article 12 of the terms of agreement with PUNWIRE for

supply and installation of equipment, the ownership of all risks of damage to the goods

passed to the company from the date of delivery. PUNWIRE was showing equipments
as goods sold in its books of accounts on the raising of invoice whereas PMCL did not
account for the equipment in its books of accounts. The Respondent being the auditors
did not point out the viclation of the terms of agreement. As a result, the amounts
payable to PUNWIRE were not correctly reflected and the total assets and liabilities in
the balance sheet were under stated. This may be one of the reasons for an opening
difference of Rs.104 Crores approx. in inter-company accounts as per the report of the
PW.C.

28.1 Submissions of the Respondent: This fact has been cleared and amply point

out in Schedule - “G" of Notes to Accounts and significant Accounting Policies in the last
audited Annual Accounts of the Company as on 30.09.1997 vide Note No. 4 which
reads as beiow:

“The Company has awarded turnkey order vide Contract Agreement dated 8" day of
February 1996 to its promoter company, Punjab Wireless Systems Limited for design,
supply, installation and commissioning of the entire paging network at different
locations. The contract is under execution and the contractor is supplying equipments
at various sites. The contractor has supplied eguipment in tune of Rs.80.00 crores {ill
30.08.1997. However, the company shall be taking the equipments in its books of
accounts on the successful completion of the contract on site-to-site basis. Hence, no
Fixed Assels/work in progress has been shown on this account. The amount paid o

L
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- contractor towards the supply of these equipments has been shown as ‘Advance (o

Supplier towards Capital Expenditure’ under Schedule ‘D’ of Current Assets, Loans and
Advances. The amount outstanding in the books of accounts of the company as on
30.06.1997 is not in agreement with the promoter company on account of the above

accounting treatment”.

The above treatment was done in pursuance to a Guidance Note on treatment of

expenditure during construction period.

29.2 As Reported by the Inguiry Commission: As per Arficle 12 of the terms of
- agreement with PUNWIRE for supply and installation of equipment, the ownership of all
risks of damage to the goods passed tc the company from the date of detivery.

PUNWIRE was showing equipments as goods sold in its books of accounts on the
raising of invoice whereas PMCL did not account for the equipment in its books of
accounts. The auditors did not point out the violation of the terms of agreement. As a
result, the amounts payable o PUNWIRE were not correctly reflected and the total
assets and liabilities in the balance sheet were under stated. This may be one of the

reasons for an opening diffidence of Rs.104 Crores approx. in inter-company accounts.

29.3 Finding of the Disciplinary Committee: The Committee with respect to this

charge noted the reply of the Respondent which was noted to be unacceptable as the
Respondent who had acted as the statutory auditor of Punwire since inception ﬁl! the
date of liquidation failed to disclose the said irregularity that as per Article 12 of the
terms of agreement with PUNWIRE for supply and installation of equipment, the
ownership of all risks of damage to the goods passed {o the company from the date of
delivery. PUNWIRE was showing equipments as goods sold in its books of accounts on
the raising of invoice whereas PMCL did net account for the equipment in its books of
accounts. The auditors did not peint out the violation of the terms of agreement. As a
result, the amounts payable to PUNWIRE were not correctly reflected and'the total;
assets and liabilities in the balance sheet were under stated. The Committee thus of
the view that the Respondent being the statutory the auditors were not only negligent in
presenting a true state of affairs of the company but suppressed the correct affair to the
benefit of management whereby rosy picture was portrayed. Thus in light of the above
¥ B
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“ and in the considered opinion cof the Committee, the Respondent is guilty of
“Professional Misconduct” falling within the meaning of clauses (5),(6),{7) and (8) of
part | of the Second schedule and “Other Misconduct” under section 22 read with
Section 21 of the Chartered Accountant Act 1249 with respect to this‘charge.

30. Charge no.7: The Respondent obtained pecuniary advantage apart from the
statutory audit fee without disclosing his interest and without due approval. The
Respondent was also the Director of M/s innovative Fincaps and CHB Financial
Services received fees and brokerage amounting to crores of rupees from the

Companies.(it is same as charge no 9 with respect to Punwire)

30.1 Submissions of the Respondent: All the allegations regarding negligence and

misappropriations are false and baseless,

30.2 As Reported by PWC and its related references: “though a few bills of -

Innovative Fincaps and CHE (companies in which pariners of the audit firm of the group
Serva Associates. Chadha and N.K. Bhambri are interested) were made available to
us directly fotaling to Rs.4.55 Crores as summarized in Appendix -87 , by the respective
parties, we are unable fo correlate these bills with the payments made by PUNWIRE es
the bank vouchers for payments of these bills contained no reference for them. These
payments have not been routed through the party accounts but have been directly
debited to the expense head ‘A summary of such instances notices is given at the

relevant page.

30.3 As Reported by the Inquiry Commission: The amount received by M/s

Innovative Fincaps and CHB by way of brokerage and fees runs into crores. The
Respondent was one of the Directors of both the said companies. There was no
disclosure of payment received by them in the audited accounts. Admittedly, the
auditors were having a fiduciary relationship with the shareholders. Had the amount
been insignificant and small, such non-disclosure couid be ignered but since the amount
received was in crores of rupees, it was the duty of the auditors to bring this fact to t'he
notice of the shareholders. Besides, there was no specific approval by the Board of

® s
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* Directors for payment of such huge fees and commission. Since the Respondent had
complete access to the records of the Company, he could have verified whether the

huge remuneration that he was receiving was with the approval of the Board.

30.4 Finding of the Disciplinary Committee: The Committee ncted that the PWC

has given in the appehd'ix to their report detail of certain bills made avaiiable to them
totaling to Rs. 4.55 Crores by the respective parties. The Committee noted the reply of
the Respondent in this context and noted that he has enclosed along with hié reply a
copy of the Board Resolution dated 13" June 1997 whereby inter-alia it has been
" resolved that MD and ED were authorized to discuss / negotiate and finalize the terms
and conditions of fees/commission payable to arrangers and also to convey acceptance
of the same or modification thereof. In this context, the Committee noted that although
there is no specific requirement as regard the disclosure of the amount received by the
- statutory auditor under the provisions of the Companies Act or otherwise but the
Committee has considered that the same had not been accerded a sanction/approval
by the Board of Directors of the Company. It further noted that besides the copy of the
aforesaid resolution the Respondent nas not produced or submitted anything to defend
or explain his contention. The Committee thus noted that the Respondent has infact
admitted that prior to 13.06.1997 no one in the Company was authorized to sanction the
commission/brokerage except Board of Directors or shareholders. It has further been
noted by the Committee that the role of statutory auditor was analysed by the inquiry
Commission setup in January 2001 whereby it was been brought out during
investigation that in fact the Respbndent has been cha'rging fee & commission since
1892 in connivance with Mr. Ved Prakash Executive Director of the Company. The
inquiry commission further observed that M/s. Ved Prakash was making payment in
driblets on single day splitting cheques fo avoid overriding his limit to sign cheque over
& above Rs.2 lacs. Thus, the Respondent was infact certifying their fraudulent
“transactions as observed inquiry Commission. The details as provided by PWC reveals
that certain bills were made available to them whereby payment have beén made to the
one of the Company of the Respondent way back in 1994 as well. Thus, the Committee
was of the view that the Respondent has failed to substantiate his contention that the

==
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payments by way of brokerage and commission were duly authorized by earlier years
as well and is thus of the opinion that the Respondent has mis-used his fiduciary
position for his personal benefit which is highly un-becoming of a Charered
Accountant. Thus in light of the above, the Committee is of the considered opinion that
the Respondent is guilty of “Other Misconduct” under section 22 read with section 21 of

the Chartered Accountant Act 1948 with respect to this charge.

31, Charge no 8: The Respondent in connivance with the internal management did
not report true facts in the audit reports as a result innocent investors have been
cheated by the Respondent in connivance with the M.D. and E.D. of the Company just

to earn brokerage and commission on the deposits.

31.1 Submissions of the Respondent: An earlier inquiry conducted by Price Water

House, an apex professional accounting body intc the affairs of this company had not
fixed any responsibility for any misconduct on him. The professional team of Price
Water House had detailed discussions with him and had thoroughly gone through the
working papers maintained by him for conduciing the statutory audit for the above said
period and thereafler no responsibility whatsoever has been fixed by them for any

misconduct on him.

31.2 As Reported by the Inquiry Commission: As Reported by the Inquiry

Commission: In total disregard to the ethics of the profession and the duties, the
auditors connived with the M.D. and E.D. in concealing the true state of affairs. They
fraudulently acted time and again for personal material benefit and exploited their

position as auditors.

31.3 FEinding of the Disciplinary Committee: The Disciplinary Commitiee noted that

the Respondent who had acted as the statutory auditor of Punwire and its subsidiaries
for all the years had issued clean unqualified report especially when lots of irregularities
were prevalent in the accounts and internal management of the Company were required
to be seriously reporied in that audit report by the Respondent , which he not only failed

to disclose but on the contrary gave clean and unqualified report. Thus the Commiittee
=
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is of the firm view that the Respondent in total disregard to the ethics of the profession
and the duties has connived with the M.D. and E.D. in concealing the true state of
affairs and has also exploited his fiduciary position as statutory audilors which is highly -
unbecoming of a Chartered Accountant. Thus in light of the above and in the considered
‘opinicn of the Committee, the Respondent is guilty of “Cther Misconduct” under sectién
22 read with section 21 of the Chartered Accountant Act 1949 with respect to this

charge.

32 Charge no.9: The Respondent on number of occasions had intentionally

prepared the record of the Company which was factually incorrect which was done in
connivance with Sh. Gurpal Singh and Mr. Ved Prakash, inter-aiia to misiead the
financial institutions and other institution at large to raise funds which were later on
. misappropriated. The said act amounted to tampering with the official records of the

Company and presenting in a form which is factually incorrect has caused huge loss to

the Company.

321 Submissions_of the Respondent: All the allegations regarding negligence and

misappropriations are false and baseless.

32,2 Finding of the Disciplinary Committee; The disciplinary Committee in this

context noted that there are no evidence with respect to this charge.

33.  The Committee also records that it was brought to its notice that a separate
“information” case has been referred to the Discipiinary Cemmitiee against the same

Respondent under the new mechanism (i.e. under Section 21B) and the said |
Committee at its hearing held on 7" October, 2013 had taken a considerad view that
this matter could be deaﬁ with by tnis Committee as there appeared to be certain

similarity of allegations in both the matters. However, while finalizing this report, the
Committee upon a perusai of the papers relating to the case is of the view that the
allegations in the said ‘information’ case are different and requires a separate
examination by the new Committee to which the matter has been referred for enquiry
and as such decided not to give any views on the said case in this report.
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CONCLUSION:

34.  Thus, in light of the above, the Committee is of the considered opinion that the

Respondent is guilty of "Professional Misconduct” falling within the meaning of clauses

(5).(6),(7} and (8) of part | of the Second schedule and "Other Misconduct” unde{'
section 22 read with section 21 of the Chartered Accountant Act 1849

Sd/-
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The Chairman, - _ g;fcg:ﬁ, rj/c“ SHE
Discipiinary Action Comimittee,
The Institute of Chartered Accountants of Indig,

Indreprastha Marg,

New Delhi

l

Sub: Information for disciplinary action against Sh.N.K.Bhambri, paviner
of Mfs Serva Associates and M/s N .Bhambri & Associc ates.
St atutory Auditors of DLnJaMVSLSE_Q_LId (Puniwre) 2
Punwire Mchile. Com. ‘unicati ors_Ltd for professional misconduct,
Sir,

That the Punjab Stete Industrial Development Corporation Lid. is a wk@ﬁv
owned Punjab Govt. underteking and is & promoter 2nd major Shc.lChOld"ly
of Punwire (under liguidation). PMCL (under lsau;g*v"\ % oﬁwt’ém>

' Punwne 2sa wi*o'lv ow—zﬂd subsmlauy y,,

o e

" That. Mfs 'S'e'rva Associa:es were the siatutory auditors of Punwire since.

4 1692-93 1]l the dae of liquidation. M/s N.K.Bhambri & Associates. were
ihe statutory auditors ot P‘v CL. As per the pr owsaon: of the Companies Act.
Sh. N.K. Brambii signed the audit reperis of mese companies on behall ¢l
the said firms. |

That it hes been observed that Sh.N.K Bhambri; Chartered—Accouniant.
while performing the ¢uties as Siziutory Auditor of these companies has
either failed to report the material facts or intentionzlly/delibesatehy
concealed he reality which has bearing on the true anc {air characicr v)'the
Annual Accounts of the compenies. Some of the facts as br ougm out inio the
Investicative Audit Report of  M/s Price Walerhouse and in the fnequin
~ Repory of Mys. Justice H.K.Sendhy, -Retd. Judge of High Couyr are
neaioned hereunder. _

' ~

. Telaphones: EPABX : 702881-84, 70279%; Fax :§1-172-704145; Gram - PUNCORP’
E-mail : psidc@chidot.netln pslde @ chd.nlc.in
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i There were ngo. comphance of” Accomtmg Standard 9 of
Reveriue Rﬂcogmtzon which' was to be observed mandatorzly The
company\"booked sales-at. the time of reising invoices on the party
th"-;éoods against these were despatched at a later date or not
despatc--e Fat all. No qual Lﬁcatlon note was given in this regard by the
audltors Refer Annexure L ‘

E{gc‘r’t

_ 2{ -T?' e.;fstatutory audltors falled to éfezt over statement 6f sales

and prof't As per the report of the Price Watethouse who verified the’
records over the five years, there was over statement of sales by
Rs.87.26 crores resulting in impact on profit besides salss of Rs,42,67
crores were reversed by the new managemem The company booked
fictitious sales and had to pay excise duty amounting to Rs. 13.09
crores ‘and, sales tax ofRs 1.36 crores resuliing in financial loss to the

company

3, The aud1tors have been repomng in <=v=ry balance sheet that the

internal control procedures ‘were adequate and commensurate with the
size of the company and nature of its business with regard to purchase

of stores and spares, Taw. materials and components, plant &
machmery, equipment and ‘other assets. Price Waterhouse detected
various. discrepancies .in respect of purchases (Annexure II) The
auditors did not qua 1fy the report on this point.. '

The company had been reversmg purchases and rebookirg the same in

the rext year. Purchases of Rs.5.48 crores in respect of goods received -

in- 1997-98 were reversed and.then rebooked in the year 1998-99.
These purchases were shown'in the i inventory for ¢he year 1697-98. In
this way, expenditurg for the year 1997-98 was reduced to inflate the
profit of the yéar.-In'the year 1997-98; plant & machinery worth Rs,

11.25 crores were. shown .to -have been purchased from Hewlett &
Packard and later on this amqunt was - debited ‘to the account of
Hewlett & Packard . by showing sales of certain. items from
Hyderabad Cifice for the same-amount. There were no documents in
suppolt of this purchase/sale, This glarmc Instance ofaddj tion to fixed
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2 andinflaing profits of the compeny was not pointed cut by the

auditdrs, « a *

-

To inflate the profiss, sfie 07 Rs.26.94 crores (inciuding the sale to
Hewlett Packard of Rs.11.25 ¢ ores from Hyderabad) was shown in
the accounts books. Further, the company has reduced certa'n

; expenditure emounting to Rs.5,00- crores. by capitalisation of fixed

assets thereby | increasing the profit to that extent. These transactions
were recoided in the last month of year-and as suchi could not escape
the notice of the auditors who have not qualified the repoit on this j

point.

From the year 1994 onwards, purchases worth Rs.22.13 Crores were
alleged to have been made for which there was no proof of receipt of
material by the company. In most of the cases, there was no MRN or
gete entry siamp, The auditors did not qualify their re port with respect

to thesetransaciions.

4
promotion amounting 1o about Rs. I’ 38 c"ores for which there wers
notings unsupported by any bills or receipt or. thfough notings which

r
I3

The company incurred °xp°nu1t1:e in the pame of business

were supported by bills/receipts, but, the-purpose was not ‘adequately
described. There was siphoning of huge funds and misappropriate
under the garb of business promotion. Price’ Waterhouse has also dealt
with this issue under the head business promotion (Annexure-II1),
whereln most of Lne iteme of personal nature have been charged to
revenue, 1he ycijor s heve not cu.a if 1ed their reports on the annual.

accounts of pany till.1997-98 with respect to this wasteful
x| noldtwe Tm, aud tors re named satisfied by obtammg cer‘hﬂca.
ﬂ'om ihe management with whom they were conniviag for E\trar°01_s

z
P

€250ns as steted by Mr. Rekesh Kalia in his statement.

Price Waterhouse in "n="' report have poiated out many frauds

and misapprpriations which nok place in the company but none have
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There were diffe*ences in the valuetion of in vemories between
stock sheets and excise records in the year ended 31
Maich, 1995, 1996, 1997 and 1998. In ail the cases, the stock

used for valuation purposes more than the RGI stock which

o’
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- resulted | in- ovér vajuation of stock amounting to Rs.118.24 lacs
. during the four’ years which have not been qualified by the

fvaudltors (Ann°xureIV) : ,' )

g The sundry debtors mcreased from Rs.67.19 crores as on 31"

March; 1997 to Rs:84.74 crores as on 31% March, 1998 and to
Rs:101: 16 crores as on 31" March, 1999. The auditors report were not
quahﬂed in respect of sundry debtors till 1967-98 and it was only in
the year 998 -50 that the audxtors qualified their report by mentioning
that some of the balances in the sundry debtors may become doubtful

of recovery due te non reconciliation and non confirmation and may

require.requsitie provision in the books of:accounts and nfdy have an

adverse: 1mpact on thé profitability of the company as some of these

balances were outstandmg since long. Mr. NK.Bhambri did not
qualify. the earlier reports and the reason given bv him was that the
-rﬁanagement Wwas hopefu of recovery. The auditors qualified their
-report for the first time  for the year 1998-99 considering the financial
condition of the company and safeguards their own mterest

g, . Mr NLK Bhambm partner ofM/s Serva Associates admitte dothat :

cheques received after 31% March, though of a prior date, could not be
shown as icheques.in hand &s 6n 3[" March. He relied: on the
certificate from the management to this effect (Annezxure V). Details
cheques/draﬁs wrongly shown as cheques/drafts in hand as on 31"
March, 1995 amounting to Rs..9.53 crores as on 31% March, 1998
amounting té Rs. 4.51 crores and-as on 31% March, 1999 amounting to

Rs.0.78 crores. These dlscrepdnmes led o understatement of debtors -
_of the respective years fcjr whxch the auduors did. not quahfy their

report,

9, M/S-Imo"vatj.ve Fincaps and CHB Financial Services received
brokerage and fees amounting to crores. Mr. Bhambri, partner, Serva

Assoclates, Statutory Auditors was one of the directors of Innovative

Fincaps' and CHB Financial Services. There was no disclosure of
payment received by them in the aue ied agcounts. Itis a duty of the

statutory auditors who have i duma*yfwnn tke shareholders to disclose
any beneflt received by them, Besides, there was no specific-approval
by the Board of Directors for payment such huge fees/commwsmn it
appears that the MD and ED of the company deliberately avoideg
placement of a matter reqa_rd ng payment of brokerage and fees before
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‘the Bq@-ﬁﬂ‘ for consideration and approval in view of the quantum ou
fees/commissiof nvoived. |

10. As per Schedule VI of the Cornpanies Act, the terms of
redemption of debentures together with earliest date of redemption of
debentures should be disclosed in the balance sheet. However, in
none of years ended 31° March,1997, 1598 and 1999, this requirement
was fulfilled.(Annexure VI). : -

1. In the balence sheet for the year 1898-99, the suditors qualified
inat some of the balances regarding money advanced by the company
to it subsidiariés may become doubtful of recovery keeping in view
the present finencial stalus of these subsi,diaries/assoéiate companies.
No such quelification was given by the auditors "in their ‘earlier
balance sheets though ‘he subsidiaries were suffering losses from the
very inception. o -

17 Punwirc invested Rs. 15243 crores in its unlisted
subsidiari'es/assoéiate companies which suffered losses and faced
adverse financial status. The value of investment depleted but no
provision was made- for the same by Punwire. The auditors qualified
their report on this aspect only for the year ended 31% March, 1999,
Price Waterhouse essessed the total diminution In the value of
investment of Punwire in it subsidiaries at Rs.37.25 crores.

Similarly, following major defalcations were noticed in the case.of
PMCL: R -

In the meeting of the shareholder held on P8 Nov., 1998, 2 resolution
was passed for allotment of shares of the value of Rs. 110 crorgs to
punwire Holdidgs Limited. Subsequently, the directors in. a board
meeting held onl }@_‘h Nov., 1519_98,' approved the allotment QfSha:'es: and
trensfer of share @pplitation money of Rs.47 crores and unsecured
loan of Rs.63 crores from Punwire te Punwire Holding Lid., as
-‘;‘consideratio-n for the issue. However, in its books transferred only
Rs.62 creres from the loans cue rom PMCL to investment in Punwire
Holdings Limited. As 2 result of this, Punwire transferred 2 total
consideration of Ks.109.00 crores against which PMCL issued equity
shares of Rs.110 crores to Punwire Holding Limited: Thus, shares of

ks 1.00 crore were issued without receipt of any consideration, In titis
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. ;»" '.way, the audxtors fal led t0 perfomm their duty as they did not inquire
intd the matter Whlch th\,y WEre requ;rﬂd 10 inquire 'as statutory
N audntors : |
Y | © There'Wwas loss of Rs, 7 84 crores orn Lradmg of pagers from Apnl

1996 for which no seéparate trading, profit and . loss account was
. prepared and the loss was reflected under pre - Operatwe expenses
e - pending allocation. Trading of. pagers - and loss suffered on sale of
T pagers and payment of commission on-sale of pagers should have
"~ been shown separately more so when it was. treated as separate
activity in the income tax return of the company for the Assessment |
Year 1997-98 and the loss was: clalmﬂd as a revenue loss. By showing

a loss on sale of pagers: under pre operative expendnure the loss of
the company was reducgd by Rs.7.84" crores and in this way, the
auditors had mtentlona}ly th Dresentﬂd a lrue state of affairs of the

company

Punwire sold equ1pmems at inflated rates to PMCL and booked excess

- profits. The gross block of plant & machinery as on 31% March,1998
Was over stated By Rs.'15.40 crores on account, of excess profits as
: observed by Price Watethouse in its Speciel Review Repor
- (Annexure VII), Obviously, Punwire exploited PMCL as it wes its
: ' fully owred aubsmnary The auditors failed to point out this fact in
‘their report on the balance shoet which.leads to an inference that they

. were not enly, neghgent in performing their duties but they were also
U conmlvmcr with the management PMCL had been meeting all is
| requirements of pagels from.'Punwire and also sales of pagers by~
Punwire were made at maximum sales tax rate of 10%- which is
| . chargeable. from unreg1stered dealers.Punwire: should have charged
ot sales tax @ 4% as' PMCL purchiased pagérs in the course of busness
‘ and was a daaler of this itern. The total Durchases of pagers 30™ Sept.

o : 1998 amounted to-Rs.32.38 crores “and the extra tax paid by PMCL

1 resulted in cash loss oL Rs. 1.76 crores. ‘The. auditers did not bnno this

Y fact to the riétice of thc management nor qualified lh@lr report {0 the
SR ! shareholders

.

R The auditors: for the balance sheet as or 30St Sept., 1997 commenied

v - that the stock of trmmg goods of the company had been physically
‘ verified during the year by the management. They further mentioned
B : that the frequency of such verification was reasonzble having regard

PR



{0 the size ‘Ofth%‘"comﬁa‘hy and nature of its business. This note stands
ﬁégled by the-observations made by Price’ Waterhouse in its Special
Revigw f@eaor' (Annexure VIII) who alsc recorded the statement of
Mr, Varinder M.Singh, A M (Accounts) which is at Anneuxrs-IX.
According to the statement, no ‘physical veriﬁcation of stock either at
the Head Office or branches was carried out, QLantlt‘GS of stocks were
calculated and arrived at after adjusti ng opening stock, purchases,™
.sales and head office wansfers, These were néver tallied with actual
stocks at head office or branches. The auditors 1ntent1onally gave 'the
note referred above without proper verlﬁcatzon of suppomno papers
relating to s‘tock verification of the pages.

It is mandatory for a a compary to perfonmn physical verification
of fixed assets at reasonable Tﬂtewals to ~determine’ any material
discrepancy for acwmmort in the books of accounts. In the case of
PMCL, the auditors in their report for the vear ended 30" Sep» 1997,
stated.that the company has mam*amed propre records showing full
particulars mclwﬁng quantitative details and situation of fixed assets,
The company has p ogramme of phy smaﬂy verifying all fixed assets
in & year which according to them is reasonable. However, Price
Waterhouse observed ‘that except verification of 33 computers and
printezs, no other verification of fixed assets was carried out, In th
respect Pnce Waterhouse examined Mr..B.8. Mohar 'A.M [Accts)
Mr. Jagmohan Sharma, 40 and Mr. Pankaj, AAO who revealed that
no such verification of assets has ever baen camed out. Price
Watérhouse in its Special Review Report, Annexur e-X has observed
that no fixed assets register was bemo maintained by the company
since incepticn. Since no fixed assets register ¥as being maintained,
the question of verifying the assets at regular iritervals did not  arise.
and’ the commenits given by the auditers prlma facw appear to the
false.

N ' -]
As per Amcie_12 of the terms of agreement with Punwire for
5t

supply and instal llation of equipment, the ownernh ip of all risks of
damage to Lh gooc{s passéd o the company froii the date of daii IVEry.
Punwire was showing e (Llpmhnm as goods sold in its books of

accoun;s ori the raising of .nvcme whereas PMCL did not account for
he equipment in its bool\s of accounts, The violation of  the terms

of agreement were not pdinted out by the auditors in their auditors

rﬂport As aresuls f:hu amounts payable to Punwire wére not correctly
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=S habl.hhcs in lhe baldncc shcc\ were U
reasons for an openiny dlffr:rencc of
) X : 1',
) . tant obtained pc_cummy advanldgc
drsclosmg his interest angd without due
+ WasFaiso diractor of. _M/s lnnovauve
es’, received fees “a;
3 ' -ompamcs._ - )
Y .50 as to cause wiohghul gains 1o
-of-;chargmg blokerage/commtssmn on
i inglyzand” with deliberate intendions in
lid_hot report trie facts i the audit '
\ vestors have beer cheuter) by Shri
|i f\ Hhambn m connivaj Manag,mg Direcior md the Executive
. Dmum of the companyJ éraoe/commass:on on dcp05|ts elc.
o fis Turther subnutled tha ; LIdI[O(S ofilhe company, lh(. said Mr.
3. ML Bhambr on’ numbcn 05 (dlready mentioned. in dclml) had
‘ uu:.momlly prepared  theigeord 4o the | company which as. faclalty -
CR - meodreet and not as pu lh A [dwnwll position of the colmpany, e
E abd et of Shy NUK Bham ohelin connivance with (he NI Cirirpoad
.. ‘ f"i“!-'fl and My, Ved Parka o mlqlL ad the Hnsnid] u| Stions
- el ether tstitdnons i dcr_l_o raise funds which were fater on
5 wiisppropriated by the '1bo i pcus_c_d Ihe conlents of lhc ’1b0\:. suid
. eomphaing would Fuither ;claiih | !
B - . his o MYs Serva :\<socnt
® L diused numerous fltfdh.fl[iOllS |1e company s account. Mot oply lhls

e {there were seribus meﬂui.mues' nd defa!cations - the company's account,
swhich were intentionatly ¢on ¢ cd E "‘he above said persons in order to
suslond the publu at Iamc a llu. pumosc of theiy personal l)unhls The

e gy m——y



sai d act.of the above said acmﬁsed amounts to tampering wzth the official
records of the compary and presenting in g form which 18 facLualiy incorrect
had caused huge loss to the company in firn and the above said accused.
~ have gained huge personzl benefits from Lhe'n By misappropiiating the same.
M. CLrpa‘ Singh, MD and M. Ved T’ar<ash, ED, Punwiré had cheated the
companies with the connivance of Mr. N.K.Bhamorl. :

From the facts mentioned above, it is clear that Sh-NeK BHambri, Chariered
-Accountant was not only regligent in performance of his duties, blt, he
celiberately concealed the rezlities Som the shareholders and the invesiors at
lerge for the reasons 'nenumﬂd above. Thus, Mr. N.K.Bhambri is guilty of
aross misconduct . The efore, it is requesLed that stern 61sc1pimarv aciion
be taken against Sh.N.K, Bhambrl Chartered Accomtart

Thanking vou,

Yours faithfully,
For Punjab State Incustrial I D{avelopmem
Cor poratlonT

[

Enc: Pageq-54
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- . WRITTEN STATEMENT ..

! I TASCEENE | B

The Polnt — wise Reply to the aliegasions ‘leveled acamst me In the matter of
r.compiamt made by the ASSTT. Gener Manc.gement (Co. Affalrs) Pumab State
Ind‘ustrrial Deyelopment Corporation Limited, Chandigarh ungder Sectmn 21 of the

Chartered Accountants Act, 1949 are as below: -

*point N'o 1.‘4/j :

There was absolutely no noni- = compisance of the Accounting standard — 9 (As -

.9) regaromg Revenue recognition.In any of the accounting years as far as the

Sales made by the companies are concerned.

Meaning of Revenue - ‘Revenue’ Is gross inflow of cash, recelvables or other
conslderations arising in the course of ordinary aCtIVItJES of the reporting entity
from sale of goods, rendering’ servlces and from the use of entltys resourcea by

others vielding :nterest dlwder.d and royaities, P ' .

€2

As per Paras 10 = 11 of As ~ 9, revenue from sale of goods is recognised when
the selier transfers the goods to the buyer for a eoﬁ5|de1at|on Gale'is performed
o

i

N The seller of goods has transferred the property in the goods {0 the buyer

e for a price of all signiﬂca‘nt‘riskfs and rewards of ownership have been

transferred to the buyer, and
iy - The seller retains no effective contlol of the goods transferred to a degree

usually associated with Lhe ownershin,

1 There Is no swgnmcant_ uncertainty as regards the consi deratlon fo be

derived from the sale of goods.

‘maklng strict compilance of ‘above requirements as per the As-9- inentloned

]

Al

The said company has recogmbed sales for ali the accounting years only after. |

[ —————
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above. The comoany had Dool-'::d Hithe ano'?ces raised by it LIl the closing dat >~ #
cof an accounung:vear- for which the excise duty has teen paid before 31 March %’f"‘”

enc the necessaky .entries regarding sale of goods :as been made In the Gate -

Fess reglster as: per the Excise records. Moreoyer for the sald sale as per the

nvolces ralretithe séles Tax had been deposited w|‘th the Szles tax Authorities

and these sales were duly refiected in the Szles Tax Returns of the company for

these accounting years. Al these sales invoices were booked under the. hezd

‘szles’ Of the company since the excise records produced before as maintzined

oy the coma.ly snowed hat for these gceds sold the gate pass has alréady

been made aﬂd the dispatch of goods has therefore taken place before the

closing date of end accounting year, Since the co'wpany was {ulfilling ali the

requirements of As - 9 the sales were corre=ct‘y bookad, for those years and these

was no viglation of any of the requirements of As --9. A statutory audho. is not

supposed to go to the premises of his client to physlzally monltor whether the

dispatch of gocds sold has taken place or riot cach time Uhe goods are sold and

before the closing date of the accounting year and ho 15 required to form his

apinion on the records produced before him during the couise of his audit which

normally starts after 4 months ¢i the cosing date of an accounting vear. A

aslalutory auditor has to formi hiz opinton on the basis of the documents produced

before him and ifon the basis of 3l these documents le. sples services, sales
‘ Kaglster, Doblors fedger, Excise Records, production records, sales Tax challans,

Erclie duty pald challans, sales Tex returns and cther relevant records which

“were produced before s, it was quite evident that dlspatch of geods has taken
|| place bafora the closlng ¢ate of an accounting year than dn auitor has to form
. [ hig oplnlon accordingly and as per As - 9 zll thase. sales has to be Recognised
~pand bookud In that particular accounting yeer itselr.

]
|

‘Mcirﬁwﬁl‘ 'I-\cﬁ’ gild -Ff.i{;l; wiar tirorly disclosed in Schedule ‘™Y of Notes on
. Aﬁrmmlé b Fl@mﬂﬁ i AGGunllng polides for each ard every year in the Annual
m EOURLS whmh-rfaﬂti!; g:fllowus
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" The company follows the'-rhérgg?%t’ilg Sysmam of actoURting and ?gognizes
. . k) & ) : ;,‘ ., ) L
income & expenditure as .an _acc’*ruja‘l__basisl._;.-ex?fept in case of significant

uncertainges”, | o B pa %Y A

A Photocopy of Schedure"M’ Page No. 23'of Annual Accounts for the yeaf ending
31.03.1997 is enclosed as spécimen'at Annexure 1.(1 Page) -

. . f
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POINTNO 2

= s
-

A Statutory Auditor is supposed to form his cpinion on the basis of document
-produced before him during.the course of his audit: As far as the sales chacking.

A ——m

of this company was concer_?r‘:fed we used to check the following documents / :

. records of the compény:- - § }

‘ ‘ 1 | Sales Involces pr.epared by marketing Department. ]’
., ) Saies Register,'br‘epa;e:‘ci by Accounts Department. o R lg

3 Sales Tax 'Returﬁs pr'eipareclﬁ by the rnanageme_nt and ‘-subm'itted to the \

Sales Tax authorities ori monthly and quarterly basis.

4, Sales Tax Deposit challans prepared and submitted to the relevant

authorities,

5. Production records i.e. RG - 1 Register etc. under the Excise laws,

‘prepared by the Production Department.

*..f ‘ . b Excise duty depoSIt'réce.i_bts, pr_epared and deposited by Production
\ ' Department. - |
7, . Debtors’ Iédger, prepared by the Accounts Department,

8. Quarterly unaudited resuits for 4 quarters duly published in the lzading
'newspapers after these were approved by the Board of Directgrs'of the
; company indicating figurzs of Sales-and profits of the Comp_an,y.
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- On the bakis of the above documents afd records @ Stawutory Augité ha_sf i .
to frrisHis.opinion regarding the overall reconciliation of the sales figures
- . . L , - — a3
with the related records like sales Tax Returns filed with the Szles Tax i

Depértinent and unaudited published results of the 4 Qquarters of & ;

partidiilarear.

i addition to this as a Statutory suditor an overall purchase consumption

Ratioivis — & = vis saleg,.o‘f the company on yearly comparative basis was
1

also beirig.done by y§, which showed 0 dlvergent trends in any particular

* yéar gs coffipared to the previous years.
The phototopies of Sales Tax Returfié and bublished unautited Resuits of

the Cofripany for thesé relevant years aré enclosed as Annexure 2 (64

Prgés) & Annexura 3 (6 Pages) respectively,
. /' '
Further, "§tatutory Audltor during the course of his audit h;s'to rely on the
reports submitted by the Internat auditor of:the company, In thié case it is -
pertinent to mention here that the E.nterna? Audit reports for these vears

'

(photocopies enclosed 2s Arnexure - 4) (17 Pages +5-Pages) did not

mention any adverse remarks about inflating of Sales and profits thereof

I those vears rather they had categoricaily stated that: -

5

-
" We have verified tha ioveices raised during the period and it

has been found that ail the invoices have been raised as per the

) [}F(&Vlﬁlo'n_é of the relevent ovder/ contract with the buyer.” The

1.

Intﬁffﬁﬂi Audit repost did not commem:iany adverse feature about ‘

plas Accounting checking.

'ﬁébtﬁsd fact thet the internal/Corjcurrent Auditor is Suppesed to

Béking of all the vouchers, Salés Invoices etc. which is solely
i responsibility whereas & statutory Auditor has to form

*t; basls of random semple Test Checks basis oniy.
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s raised by a company more 50 rn Gyt 4he Sales Iax argolnt and ne f
Excise duty has already been pald by the company with the respective
autherities and the- sales ﬂgures for that particular year tallles with the .
amount of sales shown as per the Sales Tex Returns filed with the Sales '

Tax Authorities and qullshed unaudited results duly approved by the
'Board of Directors of the company. - >

Therefore, kegping in Vlew all the above stated facts it is qurte clear ‘that it was
imposslible for any statutory Audltor of a company to detect overstatement of L,
sales as he can form his opinlon only on the basis of the relevant records :
preduced before him. § Statutory Auditor has no power or authorlty to challenge
the records filed by the co npany with the Government authorities like in this
case |t was monthly and quarterly sales tax returns filed' wrth the Sales Tax
Authorities, and publlshlng of Companys unaudited results on guas terly basis in
the leadlng Newspapers whlch were duly approved by the Board of Dlrectors of
the company, which- in this - partlcular cuse included very senior technical

s R
e

e
L eeemmizn

pro.essaonals and senior bureaucrats of Punjab Government S Lo

'-Further regardlng the sales of Rs 42,67 crores; whlcn were reversed by the néw
_management in the financiat: year 1998 G99 we have state that it was excluszvely
and entirely the decision of the management The management had Issued us @
certificate in this regard (coples enclosed at Annexure 5) (1 Page) stating that
the earlier sales Tax Returns were .erroneously filed with ‘the sales Tax .
Authorities on the basis of the preforma invoices. Thererore, the company has. '
| filed Revised sales Tax Return for Its Chandigarh office for the last three quarters
of the current year i.e. for the period from'01 1.07.1998 to 31.03, 1999 The coples
of original as well as revrsed sales tax returns filed by the managgment of the
) company are enclosed al’ Anhexure 6 (6 Pages). 7l'he said fact was also clearly
stated In the schedule "M’ of notes on Accounts & srgnll’cant Accolinting Polrcles
at Ndte No. 7(b) Page 26 (copy enclosed at Anrexure 7) (1 Pages) of Annual

Accounts fordhe year ending as on 31.03,1999 due which states that: - -
. \ ,- " B

v



"The company has Mled revised Sales tax Returns for Chandlgarh offlce for three
quarte"s"'t_ﬁ‘ii“lhg the year for the perlod {rom 01.09.1998 to 31.03,1999 to certain
discreparidies Roticed subsequently”. '

t

The compant’s management had thereafter eés%ed vouchers for the reversal of
thiS salds' riount and entered these voucher No 1250,51,52, 53 & 37(V-SAT) in
the books of accounts of the company 2s on ”1 03.1999 \(Pnotocomes of these
vouchers e@elosed gt Annexure 8) (5 Pages)

We as a s‘ﬁat'utory auditor had clearly mentioned in our audit Report in
para B (7)-Page 7 (Copy enclosed at Anne tiire 9) (1 Pages) that (B)
further té: dur comments in the- Annexure referred to in paragréph 1
above, ahd: sub]ect to the fo[lowmg -

"
-

" Note No. 7 {6) Schedule ‘M’ rehtin'g to Revised Sales Tax Returns
filed by the company. We were in;ormed by the management that the
earlier sales tax returns were erroneous!y submat‘ed on the basjs of the
proforma invoices.” Further, we had also mentioned in Annexure to our _
Audit Repert at Point No. 10 Page 9 (enclosed at Annexure 1('5).'(1.
Pagns) tha"c:\,ﬂ,gi"ch regards to sale of goods, sales transactions and Eash
" transnctions the internal control procedures are weak and needs to be
atrangthened to a gfeat extent.”

It

hmerore, keaping In view all the above facts. l\ is quite clear that there is no- ‘

ﬁllure on thcl part of a statutory Audltors rega,dlng overstaternent of szles znd i ' )
l@ﬂlﬂ @f IQVQMQI of' salos as has been wrongly alleged. '

—
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supposed to do, 100% checkmg of ai g@thers& nd all other récords elc. as it 15

" In the scope of internal /concurrent Audltor ofly. A “Statutory Auditor has to giveEERaB 7

‘hls comments on the overall purchase procedures adopted by the company on

&the basis of his discussions wl_,h the management and other doguments,

information’s and explanations -'prov.i"ded to him. ‘While forming his opinion 8

~ Statutory Auditor is also supposed to rely on the Internal Audit Reports

submitfed by the Internal Auditor of the company, In this regard I would like to
mention that the in_temall_ Aydit reportsr for these years did not mentien any
discrepancy whatsoever in the purehases rﬁade by the comipany. guring these
years. The relevant portlons from the Internal Audlt Reports about the' purchase
checking and the opservatlon made be the.Internal Auditor m this regard are
enclosed as Annexure (already énclosed at Anmexure 4), which clearly states
that the Internal Auditer has -oo‘t commented any adverse remarks gbout the

e

surchase Accounting in hls Internal Audit report.

As a statufory auditor of fthe company we had expressed our opinicn on the

Internal control procedures on the lj.a,sls of the decuments and information and’

explanations provided by the management of the company, which were being
followed on the lines of the est'aln Ished aceounting pollcles and guldellnes The
company was .ollowmo a documented route to complete the transactions relating
to purchase and sale of goods ete..and the transactions were completed with the
final approval of the reSpectlve ;si:ahctlonlqg authorities who had the delegated

powers from the board of dlreclors' ol?'th‘e company for examples regardihg

nurchase of stores and Raw matenals, the purchase departmem was looking into
- the aspects of calling quotatlops/ tenders etc, and keeping in view the: lnventory

levels required to be maintained by the company as per the reguisliions of the
proguction department, The company had appointed adequate professional and
technical 'personnel In all the key departments of the company like: Purchase
department, R & D Deptl. Produc}_tlom depit,, Marketing , finance and Bccounts,
stores Deptt., etc. regarding lnterhal control procedures and these In ouh‘oplnlon

“were adequate and commensurate with the size of the compary and nature of

Its husiness.

-}
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As far as th_ aI[Lgatlo.n of reversal of 2 purcnaso of Rs. 5.48 crores in the year

1997 - 98' and Lhen re — bocking in. the yrar 1998 99 and thereby résulting in

profit hﬂauon by Lhc:t amount Is concerned It iS stated that this alleaauon s
A ."_," .

absolute Jus. “hzed At the end of the year as on 31 varch every ycar there

are some transact:ons which though relate to thm particular vear but are treated

as cut — off tra_;_nsaa.o.:s. In this case also although the purchase bill may be of &

date In the year 1957 ~ 98 ie. before 31% March, 1998 but the goods and

purchase Involées must not have been received by the corﬁpany" tli 31% March,
1998 i.e. no meterial receipt Note (MRN) must nave been prepared by the
company till. 317 March, 1998. Therefore, afthough the purchase of Rs. 5.48
crores relates to.the year 1997 —38 but unless and until the goods and purchase
invcicés agalnst these purchases ere actuzlly received by the company before
31% March 1998, these purchases cannot Y booked in the year 1997 ~ 98 and
shall be booked-only in the vear 1998 ~ 99 when the goods have actually been
received agéiz‘js‘t‘those purchases. The a!iega;ion_ that the profits of the vear 1937
— G§ have bﬂ@'} ovarstated by this amount oflpurchases is absoluteiv baseless as‘- |
these. purc:hasea ‘were duly cted in the year 1998 - 9 and there is no impact
on the overall proﬂtability of the compeny &5 the purchases were supp’bsed to be -
booked cnly.in:‘the year in which the goods have ;actua!iy been recelved by tha

company as thgsé could be taken into stock records of the company only in that

" particuler véar, v

- As Tegards enw of Hewleu & Packard’s, would hke to say that it was a routine

statutory audit which was not investigative in hature and during the audit

nothing ca'me before us to indicate any discrepancy In this transaction as we

relied onthe documents and other related records provided to us by the

‘management, This transaction on going. through the vouchers, sale invoices,

tales tax returns, Sales recister and other records provided to us by the
menagement ¢id not give any indication of any apparent irregularity, during the
routine cenduct of otr audit where In we had applied the established accounting

and auditing practices as laid out by our Institute of Charered Accountants. A -

co
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' ‘statutory Audltors is supposed Lo;;fgrm hlS oplmon on the basis of documants

produced before him during the coursa of,his*audit, As far as the sale of Rs.

2694.63 lacs from the Hyderabad Office 1s concerned as an audiior one Can =

check the following documents.

1. Sal.es Invoices prepared bymarketlng Degartment.
2. Sales Register, prepared by Accounts Department.

3. Sales Tax Returns prepared by th‘e‘ management: and submitted to the Sales

Tax authorities on monthly and quarterly basis. ' |

4. Sales Tax Deposit challans.

5, Quarterly unaudited. results for 4 quarters ~duly published In leading

Newspapers after approved by Board of directars of company showing sales

fgure

6. Debtors’ ladger, prepared by the Aecounts Department.

H

In this case also we had checked ail the above gocuments and obtajned a copy

of reconciilation stauement of salgs with the sales tax returns duly s!gned by the

company’s authorized ‘persons, wh|ch aiso Incl uded details of month wise sales
from Hyderabad ofﬂce A copy of this reconciliation chart for sales amountmg to
Rs. 171, 32 crores for the year endmg a5 on 31,03,98 is enclosed at Annexure
112 Pages) AS regards the purrhase of equipment the company has shown at
page 16 in schedule E of fixed assets In the Balance Sheet as on 31.03.98 an
addition of Rs. 22. 17 crores in the ‘vlant & Machinery’. In the seme Balance
Sheet at page 9 point no. 1 of armexure to my audit report. 1 have reported that
the company has carried out physical verification of the fixed assets at the year -
end. A ceriificate to this effect was obtalned from: the managemant of the
company stating that " all the fixed asse*s shown in the companys hooks of-

9
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account. 'amountingi.to Rs, 132.34 crores were .owned by the company and #
chysical verlﬂ:c'_a_tioﬁ-' oF fived assets had been carried out at the year end no -

T R ] . 2 . o n
material discrépancy have been noticed thereof”. A copy of this certificate is

enclosed at Anneiure — 12 (1 Pages).

Regarding other ailegation of reducing certain expenses amounting to Rs. 5.00
crores by cepltalléation of Fixed Assets thereby increasing the profit to that
extent, it is stated that since the company was in the process of implementing
new projects at that stage therefore the expenditure incurred by the company
towards umolementat.on of those new projects has to be capitalized to the Fixed
Assets and these expenditures like salaries, interest, travelting etc. are part of
the projec% ccst and the capitalisation of expenses to Fixed Assets was done
strictly as per the guldelines issued by the institute of Chartered Accountants of
India in this respact. '

During the year 1997 - 98 PUNWIRE under took massive expansion project to
acd new telecom p*oject znd telecom services including V - Sat services and tie
up with Scientific Atlama of USA for manufacturing. and marketing of compleLe .
range of Head end Dasmbuuon and HFC (High Frequency Eou&oment) PUNWIRE
also tied up w]th BOSCH of Cermany for manufacture and marketmg of SDH
eqmpment lhe compary also tied up with Harris of Canada to manufacture -
wireless local looo sysuem to DOT and basic Telecom Operators. In the
directors report of 1997 ~ 98 at page - 2 enciosed as Annexure 13 (1
;Paaes) The Boafd of ‘Directors'of *he cornpany have pointed out that the above
" stated “tie ups hdve bean finalized in the last coupie of years, in some of
the products commerc1a! production has started whare as in some of
the other oroducts implementation is in prograss”. The company 2iso
during the year 1997 --98 obtaihed secured loans i the shape of debentures
and term loans from financial institutions amourting to Rs. 105.45 crores which
were owards purchase of fixed assels and working ca pata& for implementation of
se projects. This fact is also corroboratec from the schedule of fixed assets at
page 16 of 1997 - 98 Balance Sheet, which shows addlitlon of Rs. 3282.06 lacs of

1¢
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fixed assets. The gurdan@’note on treatment of expenditure during the'se? P e

construction period issued by. thE'Inst tuﬁe ol Chartered Accountants of india
Clearly states that the expend! Iture mentioned above amounting tg Rs. 498.83

lacs, which in normal course sheyld have been treated as revenue expenditure. -

“However in this case because the expenditure is incurred during the

construction period and the expenditure is indjrectly related to
construction and is incidenta'l there to, it should be capitalized as part

of construction cost”. The reievant portion of the said guidance note is

enclosed at. Anpexure 14 {3 Paqes) Moreover the Income Tax, Act 1961 under
section 35 B also states that these kird of expenses can not be treated as
revanue expenses but shouid be amortIZed as cleductmn of an amount equal to

1/10 of such expendlture for each of 10 successive years. In view Qf the above
stated facts these expenses are gnot of revenue nature and there fo.re shouid not
be charged to P & L account but should be capitéiized as these ex;:':‘er’rs.es have
been incurred towarads lmplemeﬁtation of new projects. The treatment given to
these expenses was as per the guideline note stated above and a$ provided /s
35 8 of the LT.ACt 1951, (Annékure 15) (1 Pages).

Regarding sliegation about purchases from 1994 onwards worth RS, 22 13 crores
as no specific details are provrded in the complaint for these purchases therefore

we are unable to comment on t_hjS account,

' POINT N 4.

" Regarding spending of a sum of Rs, 1.38 crores on business promot—iorr by the

company in these years, my submissions are as below: -

a. In the Annual Accounts 6f each and every year the amount of business
promotion was speciﬂcallyﬁ being disclosed as a separate head 7 the. Profit

and Loss Account as per the requirements of Schedule VI of the -

Companies Act, 1956,

>y e
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As & Statutory Audjtors we cannot c‘:a[lenge the sanctioning authoraty of

-

&

passing any expenditure claimea by an officer of a coempany even without
s.JpporL or not with proper supoo"t if the sanct oning authority has done it
WIthIn tne financlal powers deleg ted to him.by the board of directors of
the company AII these reve'mm expenses o. business promotion were
duly passed and sanctnoned by thfa oerspns to whom the financial powers
were delegaLed by the Board o7 Diractors of the company. The shotocopy

of chart régarding delegation of financial powers te various officials of the

company Is enclesed at Annexure 15 - A 3 'Pages).

The amount spent by the officials of the Company on business promotion

those particular years.

These was no question of raising any doubts on the responsible officers of
the ccmpany as the notings cf amounts claimed clearly mentioned on the
face of it that they have Incurred expenses in company's interest to
procure orders for which no support could be obtained and these were
duly epproved and sancticned by the persons to whom financial powers
were delegatec by the Board of Directors of the company.

As a"Statutory Auditor we used to take Representation letter
f.om the management wherein it was clearly stated that: - |

* The company has also mcluded certain other expenses of

revenue nature under various heads for whicn the supportmg

_ documents ‘could not be obtained or were misplaced or not

e\)aileb]e, but is hereby certified that these are actual genuine
expenses incurred by the company-in the interest of the compani'y
for procuring cerfa‘in contracts from the government or other
bodies. In addition to the above there ars certain other incidental
expenses wﬁich are included in the revenue expenditure which
were without support.”

{Photocopy of the relevant portichr of Representation letter

enclosed as Annexure 16) (3 Pzges)

-
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weas commensurate with the amount of sales made by the company in
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It is quite pertinent to mention haﬁeﬁhat i out aadrf‘report for%% year end
31.03.1999 which was issued by Us before the report of Price water House Jn the
‘mdnth of July 2000 we had Clearly mentloned at Pol nt No. 15 Page 8 (enclosed
at Annexure 17) (1 Page) that our report s subject to Note No. 24 of schedule
‘M’ regarding want of supporttng documents with regard to some revenue
expenses. In qur opinion expenses incurreg by the company during the year
under various heaos are also 'no't commensurate with the operations of the
company, whi'ch has adversely atfe;cted tne profitablilty of the company. Note
No. 24 of Notes on Accounts of tn'e ma;nagernent’.s notes reads as foilows: -

*The company has Incurred certain expenses of Revenue nature und‘et various
heads for which proper supperting documents were not available and the same
have been re:mbursed on the basis of clalm made oy the employees of .the
company. In the opinion of the. management these expenses were genuine and-
reasonable for the buslness of the company.” '

Further we had aiso ‘stated in the Annexure to our audit report at Point Ne. 19

(Page 10) (enclesed at Annexure 18) (1 Page) that

“ We are unable to verify the authenticity. of certain expenses charged to -
revenue Account due to warit of’ supportl'ng decuments. In our oolnion some
expenses charged to Revenue Account under vanous heads are on a hlgher side

keeping in view the level of operahons of the company dunng the year. In view
of the above we are unable to ascertaln that if any personal expenses have been

charged to revenue accounts.’

N

Keeping in view ail the above said factors a statutory aud}tor‘ cannot comment in
his repert that these funds spent by responsibie company'ofﬂcta!fs' on the
business promoticn have been misappropriated by these officials a.nd"therefo“re
the allegation made by Mr. Rakesh kalia in his statement that statutory auditor -
connlved with them as stated in the complaint is absolutely false,"'fabrlcated,

maticious.and baseless.
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POINT NO 5,

The aI!egatith___against me that Price Water House has pointed cut some frauds

and misappropriatiois but which did riot come to the notice of the statutory

auditors is‘:'atﬁé@"ltﬁéiy baseiess. In this reg_ard I have to state that the rcle of
Statutory auditors i limited and confiried only- to test checking of the istoric

accountihg-'.,tran"sact‘qons and does nat extend to the detection of the well

concelved frauds on the part of the officers and employees of the company, and
that can only be done by the auditors who are entrusted with the job of
conduct'ing the internal, Concurrent’ or special investigation audit of the
company. In this connection it Is pertirient to clte a very relevant and historic
judgment on this aspect of the matter, handed down in the case of Kingston
Cotton Mills Co. wherein it has been Iaid'doWn as:under:-

" Auditors must not be made liable for not tracking out ingenious and
careffully laid down schemes of frauds whare there is nothing to arouse
. suspicion and Where those frauds are perpetrated by tried servants of

the company and are unqetected for years by the directors.”

- A statutory Aﬁd_’itor nes to form his opinich on the basis of his >sa'mple test
- chacking only and he has to give comments stric*;i'y 85 per the speciﬁed format
prescribed by the Companies Act, 1956, and, in fdrmulating his views he has té
weke into consideration only the information revezled by the said sample t_ést
checks and the- other documents Including various certificates, representation
letters etc. produced before him by the management in the course of his audit
and nothing else, meanirg thereby that his opinion has to be based only on
these things and nothing else and he cannot come to any conclusion
independently of what is thus provided to him. It may also be added that a
tatutory Auditer 'nas‘ absciutely no authority to 2ssail or even to question the

=
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decisions already arrived at by the management of the company in any manner ‘
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whatscever at all,
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The company In quesfion was & Multi — division, multi = Product an_df Multi -
location compeny malntaining only manual books of accounts” Including

“voluminous manual stock records running- into thousand of vouchers and

huh'dreds of ledgers etc. and thie‘being 50, the Statutory Audltors can nelther be
expected and nor even supposed to conduct a 100% checking thereof, and norls
it physically or humanly possible to do so, within the prescribed time frame at hls

disposal and during which period‘he has to complete the entire exercise of his

professionai responsibllity, It also:neads to be menti,oried here that the iob of fuli
checking of such vouchers and decuments etc. Is solely and excluslvely that of
Internal /Concurrent Auditor of the cempany and niot of the statutory Auditor,

Moreover the scope of Investigat'lon Audit ddne' by the Price Water House was
nvestigatrve in nature who had”unlimited time frame to complete the job,
whereas [ was Statutory Audltor of the company doing my job as per the scepe
fald down in the Companies Act, 1956 and te give my corjments on a specified
format on the Baiance Sheet pfepared and authenticated by the Board and
Mahagement of the company, on sampie test checking basis In a stipulated time
frame which never spanned more than 20 ~ 25 days after the balance Sheet was
prepared, The role of the statutory guditor starts after the preparation of the
accounts, balance Sheet and Fihanéial statements by various officers and

_.emoloyees of the company, which in this case was normally 4 months after the .

closing of financial year. The specimen letter recelved from the company on

©16,08.1996, 12,08.1997 & 05.08:1998 with regard to the conduct of statutory

audit for the years ending as on 31.03.1996, 31.03.1997 & 31.03.1998 are

enclosed at Annexure 19, 20 é 21 (3 Pages) respectively, intim‘a’t‘n'g us to

commence and compiste the volumlnous jobs, of audit within 12 days, 17 days & ‘

23 days rfespectively, it is pertment to mention here that the

remuneration paid to Price- Water House for carrying - out this
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Investiga_ﬂéh‘:. Audit was Rs. 65 Lics whereas ¥ was being paid a
Statutory..A‘i_i,di’c-.iFees ranging from Rs. 36,00G to Rs. 40,000 per year.

It is very perfiﬁeht to mention here that during my audit any irregulerity which
came to my nodce, on basis of Sample Test Check was euher rectified by passing
a rectification Journal voucher or its disclosure was got made adequately in the
‘Notes to the Accoums appended with the Annuai Accounts of the ‘company,
which should. have been carefully s‘umed before. Ievehng any allegation on the’
Statutery Auditors of the company.

Moreover our audit repcrt contained the qualifications in the rep'o'rt in these

years v-:h’éreve',r.'_ required either in the main report or in the Annexure to the
report. For example in our main audit report for the Annual Accounts as on
31,03.1999 there are more than 20 qualmcatory rema ks regarcing the adverse
- warking of Lh° company,

POINT NO 6.

. Asfarasthe dzﬁerence in valuation of 'Stock’ amounting to Rs. 118.24 lacs in 4
years le. from 1994 — 95 to 1997 - 98 with regard to valuation as per stock
sheets and Exclse records is concerned, 1% is stated that this difference can be
'due to the fact that different veluation methods might have been teken into
consideration in this regerd. For example, some overhezds might not have beén
inc'uded in the stock valuation as per the Excise records like marketihg'expenses
or 50 which were considered for the purpose of valuation of ‘stocks as per the
stock sheets. for balance Sheet purposes. Moreover, kKeeping in view the total
cumuiative value of stocks amounting to approx. Rs. 200 Crores in those 4 years,
a difference of just Rs. 1.18 crores for Vaiﬁa_tion purpose can easily be
overlooked from the point of view of materiality concept as per the guidelines
issued by our Institute of Chartered Accountants of India. A Statutory Auditor
has to rely fully-on the stock certificates issued by the management at the year-
and. Phetccopies of stock ceriificates issued by the management for these 4
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years are endosed as Annextires2? (28 Pages): Phoxogo§§s of reievant

commentary pages as reporteehm Ramaya s Compames act regarding reliance by
the Audltor on stack certificates issued by the management are also enclosed as

Annexure 23 (1 Page),

~In this commentary of section 222" of the companies Act, 1956 it is cIearly stated

that :- Co ,

" An auditor need not check ‘that the company owns or possesses the
stock ~ in = trade stated in :ts accounting or stocks records, nor need
he value its stock - in —~ trade, work = In - progress or finished

.products. However, he should_;.obt,ain a certificate as to the amount-and

value of stock — in - trade, 'work in - progress or finished products
form the officers or empioyees.of the company charged with chegking

it and if this certiﬁcate'agaees with the conipany’s accounting and

stock records, the au_ditor' need not investigate the matter further”.

It is pertinent to mention here ‘that in this, company’s case the management
certificates obtained by us regardmg inventories / stocks were stnctly as per the
sample representatlon letter for inventories as suggested in Appendfx IV of
Gulr:iancr«zI Note on Audit’ of Inventories issue by the Institute of Chartered

Accountants of India and all the: Accountmg and disclosure requirement as per

| Accountlng standard -2 (As - 2) were duly teken care'by us durlng the course

of our audit,

'POINTNO 7

Tne amount of Sundry debtors of'Ehe company‘has increased over the years due

to lncrease in the Sales amount of the company. The comparatve ﬂgurea of

sundry debters and sales of the- company for S years period are as below: -

: (Rs. in crores) -
YEARS ~ SUNDRY DEHTORS SALES




4
1993 - 94 30,03 69.99
1994 -95 - 47.75 120.05 !
1995 - 96 59.99 14343
1996 -97 . ©67.18 | 150.33
1997-98 . 84.74 17132

The above chart:shows that there have been a gradual increase in the amount of
sundry debtors Vis — a ~ vis corresponding sales figure for thase years. However,
during the last 2 — 3 years the company’s sales figures included .besides sales to
Army and Govt. -.undﬂrtaking the amount of sales to its subsiciaries and associate
companies by way Of supply of ecuipments & services etc. on account of turnkeay
' m,)lememation of pro*ﬂcLs of its subsiciary and assaciate companies since these
subsidiery and associate companies were putling up infrastructure projects like
.Pagihg and Trunking services having long gestation periods therefore PUNWIRE
could not recover these amounts due from these companies and the outstanding
balances.of sunary debtors 2s on 31.03.19¢9 included amounts recoverable ir
.these subsidiarles/ associate companies beslies other sundry debtors.

As-a Statutory Auditor we had fightly pointed out about Sundry debtors in Audit
Report for the year 1908 59 that ™ in our opinion some of these balances may
beceme doubtful of recovery due to non - :econcrlidtlon and non - confirmation
and -hence may require requisite provisions in the books of accounts and

therefore may have an adverse impect on the orofitability of the company as

some of these balances are outstanding since fong.” The said q&.ahﬁcauon in the

Auditor's Report in the earlier years was not reguired to be mace as till 31.03.98
as till then the working of company was normal and there was no danger of non
— relisability of company’s debts from its subsidlaries although these subsidiaries
were incurring losses in those vears also, The lossés in the initial years ef the
subsldiaries were owing to the foltow'ing factors: -
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long gestation period.
non Implementation of.‘c-:ompleté projects.
high depreciation In initial years.

R O N

Keeping the above facters In consideration the iﬁvestment made in subsidiaries
till 31.03.1998 In my opinion was realizable, The parent comp:any PUNWIRE and
all’lts subsidiaries were maintalning - financial cﬁscipline with all the financlal
Institutions, banks, Debenture holders etc. till 31.03.1998 and there was not
even a sihgle rdpee defauit with any of these lenders by the company with
respect to principal as well as interest- repayments. The company till
31.03,1998 was quite 'regma‘r‘ in 'payment of its statutory dues, like
Provident fund, Income tax, Sales tax, ESI, Excise duty etc. and"there
were no defaults at all in tﬁ'e cbmpany till 31.03.1998. However, the
cverall scenarld In the parent :co'mp,any as well as In subsidiarles changed
dramatically during the year 1,998-_ 99. The company staried making defaults

with fingncial institutions and froni October 1998 onwards it started making

defaults even with respect to in the péymehtl of its statutory dues like Provident
Fund etc.. This fact was clearly mentioned In Management’s Note Noi 35 in the
Annual Accounts for the year ending 31.03.1999, which reads as follows;:

"Oue to precarious financial situation In the company, there is no production in
the manufacturing units of the company since October, 1998 and there was a
Labour unrest on account of non = payment of employee’s dues. The Managing

~ Directers of the company has been put under suspension w.e.f.03.12,1995".

a photocopy of this note is enclosed as Annexure 24 (1 Page),

From the above note of the management it is quite evident that during the year
1998 ~ 1999 there was @ total‘c-_kjliapse of the company as well its subsidiaries.
The conditions of subsidiaries of PT"UNWIRE was even worse as thare was virtually -..
no Management of the Company due to non - availability .of all the three
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d:rec‘ors of the subsigiary comoanies ﬁ:re was ne financial contro! ovér the
funds and proper‘y of these subsidiary uompanies In the earlier iyaars tl”
31.03,1998 although these subsidiary companles- were making losses but the
overalr scenarlo and financial positlon of these subsldlary companies was healthy
and thus thnre was No reason to qualify our report regarding the relisability of
these debts by: PUI\WLRC rom its subsidiaries. Sirice all the subsidiary companies
were In the procass of implementation of infrastricture projects’ like paging &
Trunking Ser.vi‘ges.and s such these projects have a long gestation period and
therefore h‘év’!hg losses during those initlal 1mplememation state vears is
absolutely a normal thing and it does not require a Stétutory Auditor to gualify

his report rﬂoardlno the non - relisabilily of debtors only on ane account that

- these suos;dlarles were Incurring losses, ‘-ioweven when the financlal position

and overali. scenarlo changed during the voar 1 98 = 99 a Statutory Auditors |s
supposed to quallfy its report on this respect, 1t is pertinent to menticn here

another Managﬂmont Note.No: 16 of Noies n Accounts in the Annual Accounts

ndmg as on 31, 03 1989 which reads as follo.vs:

. The amounts recoverable by the company from the subsidiary companies and

'o*.'er assoclate companies nzmely PUNWIRE MOBILE COMMUNICATIONS

LIMITED, PUNWIRE Telecom Services Lim ited, Procall Limited, PUNWIRE
Trunking Services Limited, PUNWIRE Paging Services limited. PUNWIRE Holding
Limited, and PUNWIRE Electronics Commerce & Internat Limlted on account of
transactions with these companies partelnmg to services and gcods supplied,

expenses Incurred on their behalf and cash ancl funds transferred to these

Companies etc. ares subject to reconciliation ang corﬁrma tion at the year eng”

1

A photocopy of this note is enclosed as Annexure 25 {1 Page).

Therefore from the above Note of Management it becomes absolutely cisar that

in such a sltuation the Auditor has to qualify st report regarding doubtiul

recovery of dues from these sutsidiary cempanies,

¥
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Moreover, As a statutogy Audrters We also used to obtaln a certlf“cate fro&he ~

management every year regardmg recoverability of these sundry debtors at the wd™

vear-end, The photocoples of Lhese certificates obtained for the years ending
31.03.1995, 31.03,1995, 31. 03.1997 & 31.03.1998 are enclosed at Annexure
26 (4 Pages) This fact was aise clear!y stated In the Notes on Acceunts by the
management in Annual Accounts of gach of those years, A specimen Note No. 9
at page 25 of Annua! Accounts for the year end}ng 31.03.1998 Is enciosed at_ -
Annexure 27 which reads as fol!ows.

™ The balance confirmation letters have been Issued to the Sundry debtors, but
some number of balances remain unconfirmed. The management [s of the view =
that other than the p_roxrlsions for bad and doubtful debts and the: bad debts
wrltten off, the debtors outstand! ing are goed and recoverable, The total amount

- ascertzined a5 bad and coubtful debts is Rs, 34.31 lacs (Previous year Rs. 23.15

Iacs) and has been written off during the year. The sundry debtors include Rs.

- 301.16 Jiacs whrch is outstandmg for maore than 3 years and management is

confident to recover these amounts through pracess of law under the respective
contractual cbligations of said debtors "

Therefore, keeping in view all the above factors we as statutory auditers were at
no fault when we qualified our audit report for the year endmg 31 03.1599
regardrng realisabillty of these sundry debtors.

POINT NO 8,

As far as the Cheques In hand received by the company before the clesrng date
l.e. 31% March of a particular year a Statutory Auditor has to reh/ fuily on the
cerfificate issted by the manags =ment in that respect. The work of Statmory
Audltor starts a!most 4 months aﬁter the closmg date of a particulars year e, in

' the month of July next year and-at that time a Statutory Auditor is supposed to

check whether the Cheques in hand shown by the management as on 315‘ March -

“have been duly cleared and credlted In the companys bank accounts m the
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subsequent Baysiahd if it is so then there is no question of étatu%br:y Auditor
mentioning ti5¢dspect in his report. Since all those Cheques as shown by the
management IﬂthEH’ certificates issuzad to us at the year end were subsequently
cleared and dulv éadited In the compahy’s resgect_i\éfe bank accounts before thé
start of our 'ati_:"o':"i"t:"{c"i'_f"'th'a't:__par':lcular vear, there was no ground or reason with us
to report th_a"t"“'i;ﬁé':t"fér m our audit report.'As per the Auditing practices and
guldetines isSU‘éd'-'"bfy the Institute of Chartered Accountants of India, It is quite
clear thzt an. auditer has to rely fully ‘on the certificate issued by the -
management with fespect to Cash in hand Ched_ues in hand and stocks atc. zt
the year end. 'ﬂ'ﬁ"é'fé?ére, I 25 & Statutory Auditor have not done anything wrong
by relying of the ceériificate issued by the management in this respect as I am
- supposed to .ir'o'rmﬁ'my opinion on the basls of dctuments produced before me,
Photocoples of "I:é’ré'rsé*g"ement’s Certificatés Issued to me for those years are

‘enclosed at Anhekilre 28 (3 Pages). -

Méreo(reﬂ since majority of these cheques/ drafts i hand held by the company
at the yaar erd on 315 March were cregited in the bank in the first week of April
next vear i.e, within 2 periaci of 7 days as reported by Price Water House In their
Annexure, therefcre, these was no guestion of understatement of debtars for

these years and thus this allegation is absoluiely false & baseiess.

POINT NO S,

The allzgation that since the Auditor has a fiduciary relationship with
sharenoiders the payments made to companies [nnovative Fincap {India) Limlted
and CHB Financial Services Limited was not disclosed in the Anrual accounts of
the companies is absclutely baseless and incorrect, rn this regard, 1 would like to
suomit that a statutory Auditor is governad by thé Companies- Act, 1956 since
orevisions regarding his Appointiment, Fowears, Duties/ Role, Removal, format of '

Audit report etc. ere all specifically lzid down urider varlous sectlons of ‘he

a7
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. e Compenies Act, 1956 The Companles Act, 1956 does not requlre ‘under an% :

sectlon to disclose the payments race,lved for other.activities’ pecaally s0-In case
the Audit firm and the compaq es which received payments are absolute
separate legal entities, It Is-pertinent to me ntion here that all tha payments

received by these two companieS‘Was paid by way of Account Payees Chegues .-
after deduct on of Tax at aource s per the provision of Income Tax Act, 1961

+ and each every penny recei ved by these companles was reflected In thelr books
,of accounts and Income _Ta_>,< Ratums for..hose respectlve years, Further ali
payments pald to these companies by PUNWIRE and its su_bsldiarl.es were duly
debited and booked by them .under the head ‘Legal and professional Fees’ in
their Dbol{s of accounts and this was clearly disclosed in theAPro,ﬂt and loss;,'

Accounts of those years.
\ o | I. _ |
The disclosuré requir.ements-"as per para 4 - B of Schedule VI - Part II of the
| Companies"Act, 1956 states that the amounts paid to auditors of the company
“are to be shown separately' 'S'ince M/s Serva Associates were the statutory
zuditors of PUNWIRE therefore m the-annuai accounts of the company for all
these years the details about the payments made to M/s Serva Assomates were

duly disclosed separately in Sthedule 'K’ of Manufacturing and other expenses as

follows: -

Payment to Auditors - : : o

I

Statutory Audit
_ TaxAudit 3
B - Others

— —— . =

“Now, since the twor companies namely Innovative Fincap and CHB Flnancsa!-

JE R

Services are separate legal ent!tles and were not.the auditors of PUNWIRE and.
thus there was absolutely no: dlsclosure requirements’ to separately disclose the |
¢ paymen{ made to these compan jas and hence there was ne walatson at all of any
‘dlschsure requirements under the prov-lsmns of the companies Act, 195.6.‘
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As ragards the.allegation that there wes no spéciﬁc approval b\) the board of
directors In this case, it is ctated that the Board of directors of PUNWIRE had
deiégated-the--ﬁn‘gncial powers regarding payment of fees to arrangers of funds
severally to itstME. and £D. The certlﬁedcopies of resolutions passed at the
meetings of the.Board of cirectors of the company-held on 26 March 1997 and
139 June 1997.&re enclosed at Annexure 28 (2 Pages) & Annexure 30 (2
Page). Thesg_-fés_olutlohs clearly stéte that the M:p or ED ¢f the company are
“severally authorlzed to discuss /negotiate and ﬁnaii,ﬁe the terms and conditions of

fees/ commlsalbi Béyable to the arrengers.

' pOINT NO_10

aq far a5 the disclosure of terms and conditions with regard to the Debentures
are concerned we-have disciosed all the relevant and Importént aspects like No.

of Debentures, Rate of Interest, Nominal Value of Debentures, Security created

ggainst these debentures, Redemption Fund, Nen — creation of charge in favour

of such Debenture holders with the Register of Compamés, Jalandhar etc. in our
audic Report, Notes on Account s well in Schedule ‘C' of secured loans
alongwith list of each and every debenture nlaced with the company. HOwever,
due to oversight the management has failed disciose the earlier date of
Redemntion of cebentures while preparing the Annuat Accounts of the company.
Since all the other"'imp_ortant and relevant aspects about the debentures placed
by the company Were guly disclosed and just oné non -~ disclosure about the
earlier date of redempticn of these dehentures is clerical in nature does not have
any financial Impilcatibﬁs ard thus this flaw on the part of the management can

easily be treated as insignificant.
Y ‘

We are enclosing photocopies of Page 7 of Annual Accounté of company 2s on
34.03.1999 at Annexure 31 (1 Page) regarding Point No. B(11) and (12) of our

mai audit report which states that our Audit report is subject to following:-
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' ’ ﬁf"wm T Ce -
(11} Note No, 15 of Schedule"‘{‘éﬁ’ regardmg non - creation of debenture B

redemptlon Reserve,

-(12) Note No, 18 of Schedule ‘M regardmg non - creation of - securlty in favour

of Debenture holders and stiil showmg these as secured loans.

POINT NO.11

As a Statutory Auditor we had rightly pointed out about balance of loans end

" advances recoverable from Its subsidiaries in our Audit Report for the year 1998

~ 99 that " In our opinicn some of these ballances may become doubtful &f
recovery, keeping'in view the present financial status of these subsidiarles. and
essdciate companles. As no provision has been made for the aforesaid amounts
douptful of recovery, 't_he same '(ﬁay' have an adverse impact on the profitability
of the company”. {The said quéjli'r’catidh in the Auditor’s report in the earlier
vears was not requzred toc be made as tili 31 03.98 as tll then the werking of

.Company was normal and there was no danger of non - reallsabhty of

company’s .dems from its subsndeme., although these subsidiaries were incurring
losses in those years also. The perent‘ company PUNWIRE and zll its subsidiaries
were rha}ntainlng financial discipline with all the Financial Insltitutions,' banks,
Debentures holders' etc. till 31.03.98 ana there was not even a single rupee
default with any of these lenders by the company with respect to prin'ci;jal as
well as interest repayments. Th_e compenyitill 31.03.1998 was regular in'r

payments of its statutory dues, like Salaries & Wages, Providert Fund,
, : ,

Income Tax, sales Tax, ESI, Excise Duky etc. and there were no defaults
at all in the company tili 31,03.1998, However, the overall scenaric in the
parent company as well in subsidiaries changed cramatically during the year
1598 - 95. The Company started making defaults with financial instftﬁtidns and
from October 1998 onwards tstarted makmg defaults even in the payment of its .
statutory dues like Prov:dent I-‘-und etc This fact was clearly mentloned in
Management’s Note No. 35 . in the Annual Accounts for the year endmg

-31.03:1999, wh|ch reads as follows!
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Due to prez rlous financial situation in the company, there is no production in
Lne manufecturing units of the company since. Ocnobﬂr 1598 and there was a

Labour unrdst on account of non - payment of' emploveO’s dues, The Managing

Director of the cornpany has been put under sus;aensnon w.e.f. 03.12,1999"

A Photocc:inpy of this note is enclosed as Annexure 32 (1 Page),
?rom the above hote or.the management it is qbite evident that during the year
1998 - 1999 there was 3 total colIapSfa of the company as well its subsidlaries. ;
The COﬂdIt‘OFS of subsidiaries of PUNWIRE was even worse as there was virtually
ne Maragement of the Company due to non - availadility of all the three :
directors of the' subsidiary companies, Tnere was no financial control over the ;
funds and property of thece subsidiary compames. In the earlier years tjl 1
31.03.1998 although these subsidiary companijes were making losses but the
overall scenario and financial position of these subsidiary companies was haalt hy
end thus there was no reason tg qualify our report reoardmg the realisability of
these dabts by PUNWIRE from its subsidiaries. Since all the subsidiary companies
were In the process of implementation of ‘in frastructure DFOJECLS fike Dagmg
*unkmg Services and as such those projects have a long gestation period and
tnerefore having losses guring those initial implementation stage vears is
absolutely a normal thing and it does not reqwr° a Statutory Auditor to cualify
~ his report ragardmc the non ~ reaiisability of debtors only on one account that
these subsidiaries were incurring losses, However when the financial position
and overall scenario changed during the year | 998 ~ 99 a Statutory Auditor is
supposed to qualify his report on this aspect. Tt is pertinent to mention hare
- znother Management Note No: 16 of Notes on Accounts in the Annual Accoums
ending as on 31.03.1999 which reads as fohov
" The amounts recoverable by the corﬁpany frorﬁ the subsidiary compahies- and
other associate companies namely DUNWTRE Nobii° Communications llmrted .
PUNWIRE Trunking Services Limitad, PUNWIRE Paging Services Limited,

[$]
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.an adverse impact on the pror"tabahty of the company.”

PUNWIRE telecom Services Limited, Procall mued PUNWIRE Holdmg Limited,
and PUNWIRE Electropics Commeerce & Internet Limited, on account

 transactions with theseaégrg*rpan les . pertalnmg to services and goods supplled,
expenses incurred on thelr behalf and cash and funds transferred to these

companies etc, are.subject to reconcﬂ:atmn and confirmation at the year end”

2 photocepy of this Note Is encio$ec| as Annexure 33 (1 Page);

'Therefore from the above Note of Management it becomns absciutely clear thaL

In such a situation the Aud|tor has to qualify h:s report regardlng doubtful

recoverynof dues from these sub5|d|ary companies, ]

POINT NO 12,

As far as depletion in the value of Investment made by PUNWIRE in its

subsidiaries is concerned as pointed out by Price Water house, we had also
polnted this aspect in our Audit Report for the year ending as on 31.03.1999 at
point No: B(3) (Photocopy enclosed as Annexure 34) (1 Page) which reads as

foliows:

" The amount shown as Investments amounting to Rs. 15843 lacs made by the
company In its unlisted subsid'iary: and associate companies as shown in Schedule

‘F' are shown at cost to the cdmpany. No provision has been made by the

-company' on account of depletion In the value of these investments due to.

adverse financial status of these compames In our opinion the same rnay have-

I
{

- The exact amount of value of depletion of these Investments I subsidiary -

companies could not be ascertained as these were unlisted companies-and thus

there s no concrete parameter to evaluate the exact value of depletion-of these

Investments. Regarding' no qualification about this in our earlier Audi'g--‘Rgports
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the reasons specufed in my renly of Pomt No -11 shall be taken into
con5|d°rat|on '

Since Qe Investments was made by PU\'W[RE in its- subsidiary /assocmtﬂs

companies which were not listed and thus for want of any quotad rates of these -
nvestment-s we fail to undersiand how Price’ Water House has assessed thé |
depletion Of Rs. 37.25 crores in the value of investments in jts

.-~ oy . [ '
subsidiary/associate companies.

=)
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The pornt ~ wise & paragr@pb}; i wrs.e repty Yo the atiegations regarding major o

defalcators as al!eged in case of PMCL s given below: -

Parag[aph 1 My firm M/s N, K.Bhambri & Asséciates had conaucted the

statutory audit of punwire Mobile Communication Limited, (PMCL)

Tne transaction relating to 'routrnc; of equxt\/ of PMCL through PUNWIRE Holdmg
Limited was done as per the Shareholders resolution of PMCL as on 18.,11.1998

‘and Boards resolution as on i9 11, 1998 whereas I have cond.uc:ted the la.st'

Statutory Audit of PUNWIRE Moblte Communlcatlons Limited as on 30.09. 1997. I
am not the Statutory Auditor of PUNWIR: Holding Limited therefore, It is amply
clear that since 1 havé not done any audit of PUNWIRE Mohiles Communication

* Limited since 01.10,1997 onwards 1 am not supposed to give my comment_s on

this transaction which had taken place on 18.11. 1998 and 19.11.1998,

Therefore, it is ample clear that since the transaction has taken place for 8

period not covered by me I the sudit period thus I can. never be held

responsible for this transaction whi ch is ahsolutely out of my pumew

the loss figure on account of Trading of Pager as reported in
the complaint as 7 g4 crores isnota correct figure, as in the Iast audi ted halance
Shegt of PMCL as on 30.08,1997 the amount of loss suffered by the company on
ading of Pagers is Rs 1.53 crores and not Rs, 7, 84 crores as has .
regardlng the treatment of this loss Fgure of 1.53

Account of Tr
heen wrongly alleged. NOw,

~crores in the Annual Accounts of the company as a pre - operauve expenses is

absolutely justified and correct. Since the matn activity  of business of this

company was not trading in sales and purchase of pagers ‘hut was to provide

Pagxng Servrces to its customers for the initial period of 10 \/ears as per the

seims of Paging Licenses Issued to the company from the Department of

1elecommun|catzon (DCT) ‘Government of India, therefore the company was

supptymg these pagers to its customers at a subs
competauon and to make initial penetratron in the subscribers rnar.ket_,-_Srnce the

‘29
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company by 30™ September 1997 had not started its commercial operations of

providing. paging services in any of the cities, therefore there was no question o

preparaf‘s'fl'j'h"fdf"éhy Separate Tracing and Profit Loss Account. This fact was
clearly disclosed in the Management’s Notes on Account at Note No: 10 of
1 .

the Annual Accounts of PMCL as on 3@,99,?}.997, which reads as below:

* The company. has not started commercial operations and accerdingly,
all expen_dit-gré from January 14, 1994', being the date of incorporation

to  September 30, 1997 have been transferred to pre - operatjve

: expenditufé ‘pending allocation to Fixed Assets in thé year 'of
commeéncement of commercial operations. As there was no commercial
operation dufiﬁg.the year, no Profit & Loss Account nas been prepared.
Howevér, the necessary information as ser Schedule VI Part I of the
Companies Act, 1956 has heen disclosed, to the extent applicable.”
Therefore, instead of preparing a separa"'té?trading Account a separate
Schedu[e. F — II of loss on sale of -Pagers was made which clearly

worked out a loss of Rs. 1.53 crores on {ftis account.

Moreover, this fact of treatihg of this loss on tracling of Pagers as pre — opérative
aXpenses was 'c_learh,r disclosed vide a further Note No: 18 of the
Management's Note in-the Annual Accounts of the company as on 30.09.1997,

which reads as under:-

" During the year, Pager have been sold free of cost/ subsidized rates.

to increase the number of subscribers resulting in a loss of Rs. 153.67
iacs on account of Pagers sale and the same amount has been treated

as pre — operative expenditure pending capitalization.””

Moreover, since the company’s main activity was to provide paging services to its
customers for @ minimum initiai period of 10 yeas as per the License agreement
therefere as per the accounting guicelines the entire foss on Trading of pagers

cannot as such be booked in one vear es the company is going to get the -
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Paragraph 3
" PUNWIRE Mobile Communication Limited (PMCL) was done as on 30.09.1997

“and as per the Annual Accounts bf PMCL the gross block as on.that date was to
the tune of Rs. 3.78 crores only a_nd ali those goods & equipments ‘supplied by

107

feast 10 vyears, thererore this los@,@ﬁer the &tgrnpany starts its commmrd
operatlons, shall have to be apporttnr;ed'oﬁ'er' the life of the license period of 10

- years as deferred Revenue expenses. Thus, our treatment of treating this loss on -

L

Trading of Rs. 1.53 crores as pre - operative  expenses, before the
commencement of commercial op‘erations by the company [s absolutely right and
there Is notning wrong in this treatment and Is in consonance with the

Accountlng Standards, Audrtlng Practices and gurdel nes lard down under the

"Institute of Chartered Accountants of Indla. |

The Photocepies of Schedule ‘F-"r & °F - II' of Pre - operative expenses.pending

capitalization & loss on sale of Pagers respectively showing a loss of Rd. 153.67

- lacs alongwith management’s Notes on Accounts formlng part of annual accounts

of PMCL @s on 30 09,1997 are endosed at Annexure 35 (2 Pages).

- As | have said earlier alsc that the jast Statutory- Audit of

PUMWIRE to PMCL were strictly as per the agreement duly signed and approved

| by the Board of Directors of both the compani jas and there was no questron of
! any supply ofi equrpments at inflated rates by PUNWIRE to PMCL. Since upto
' 30.09.1997 as per the last audited belance Sheet of PMCL the total gross block
© of Fixed Assets was Rs.-3.78 crores only therefore there cannnt be a.overbooking
- 0f Rs, 15.40 crores in the gress block df the Cempany-. It is important:to mention
- here that the p‘rerdgativé of taking Fnalnriat decisions was that of the Board of
- Dlrectors of both the companies and the role of Statutory Auditor in questioning
"the decislons taken in the Board meetrng does riot arise as the Statutory Audrtor

s never a part of such meeting, THe Auditor can give his opinion only on the

- subject rnat'ters in its preview and within the scope of his assignmenpt, '
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block of Rs 3 -?8'(:1 cres is enclosed at Annextre Sm (J_ Page).

‘ er“f‘er Reazlara ng allegation of charglng of Salﬂs Tax @10% instead of 4% for

sates pﬁmod df- y;ar ending 30" September, 1998, I would again relterate that |
since my firm Has conducted the fast statutory audit of PMCL &l 30.09.1997 and
o not thereafter, thus-this trandaction. Is outside my review period and therefore |

am not requlred to offer any comment on this.

Paragraph 4 " A Statutory Auditor is supposed (o rely on the certificate
given by thﬂ management regardln g physical verification of stocks done by tm
management at the vear-end as De~ the gul delines i3sued by the Ipstitute Oa
Charterad Accountants of India, Section 227 of the Companies Act enumerates
the Powers and detles of a Statutory Auditor and it clearly states that the Auditor '
has to rely.on the stock certificate issued by the management. A photocopy of
relevant porton of Guidelines Note on Audit of Inventories issued by the Institute
of Chartered Accountanfs of India is ;nciosed as Annexure 37 (2 Page).

The photocopies of relevant city wise stock certificate and other physical
verification of stocks certmcates issued by Lhe management of PMCL as on
30.09.1997 as enclosed as Annexure 38 (8 Pages). These stock certificate
issued by the management clearly stated that the stock of Pagers has
been physically.verified by the management ;;as on 30.08.1997 and the
physical verification of the stocks was carrieﬁi out by the‘managemént
’ incfudfng technically’ competent persons of the compény. The
managemeht of the company is following & regular review of inveht@r\/ oy

rachnical experts of respective projects to determine the stock.

Therefore keeping in view the above factors and documents [ have rightly
nointed  out in Audit Report that the stocks of trading goeds of the company
heve been physically yerified by the mansgement and while doing so I have not

done anything wrong.
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paragraph § ‘I‘he*ﬁ“" fany was. maintainirg oroper Fxxeg gssets Register ).n

of all the Assets amounting to 3. 28 crotes as on 30.09.1897 and these were

properly seen and examined by us during the course of our audit, T had
received a certificate from the_ management in this regard, whnch reads as

follows: I

N Physical \feraf“catlon of Fixed Assets.
We hereby certify that all the thed Assets shown in the company’s books of
account at Rs.3, 78,32, 752/ (Gross Block) were owned by the company.

Physical verification of fixed Assets had been carrled out at the year

end and no material dlscrepanmes have been notuced thereof, We

further certify that the proper: Fixed Assets Reglsters on the formats as
prescribed under tHe Comoanles Act, 1956 have been malntameg at all

the branches as weil as head o"ﬁce
A p_hotoCoo’y of this certificate is e_r';}otosed as Annexure 39 (1 Page).

Therefore from the above itis absolutely clear that the company .had'carried out
a physica! verification of all the t‘xed agets and proper records regarding ther'eof
were malnta ned in the company’) Wthh rmight not have been prodiced before
Price Water House as reported by them xhus, I have rightly pointed out in my

Audlt report that the company : 'has maintained proper records showmg full

part! cu!ars mciudang the quanntatwe detalls and S|tuatlon of leed Assets and the
management has physically verified the Fixed Aesets at the year end and while

mentioning so I have not done anything wrong.

Pgragragh 6 The ailegatlon that the Auditor has not poinied out the facts

regarding non - treatrnent of equ1oment supplied by PUNWIRE to PMCL in ifs
bocks of accounts is absolutely false and incerréct, This fact has been cleared

‘" and amply pointed out in Schedule 'G' of Notes to Accounts and sgnxﬂcant

Accounting. Palicies in the last aud|ted Annual Accounts of tne TCornpany as on”
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30.09;109?;_\/]_@ Note No: ¢ whE;h ssads a'si)&cgg: (Photocopy enclosed 8s

i“

An néthe"aﬁij;fl, Page)

" The company has awardad turnkey order vide Contract Agreement dateg gt
day of February, 1996 to its promoter company, Punjeb Wireless Systems

Limited for design, Supply, Instaliztion anc Commiissioning of the entire Pagirg

4

network at different iocations. The Conwract is under execution and the contractor
is supplying eqlipments at varigus sites. The contractor has supplied equipment
in tune of Rs, 60.00 crores till 30.09.1997. However, the company shall be taking
the equipments in its books of accounts on the successful compietion of the
contract on slté-to-site basis. Hence, no Fixed Assets/{ work in progress has been
shown con this account. The gmount paid to co‘néractor towards the supply of
these equipments has been shown as ‘Advancs to Supplier towards Capi'tal
Expenditure’ under Schedule D’ of Current Assets, Loans and Adv'ances. The
amount outstanding in the books of accounts of the company as on 30.09.1597
is not in agreement with the promoter company on account of the gbove
accounting treatment,”

The above treatment was done in pursuance to 3 Guidance Note on treatment of
expenditure during construction period issued by the Institute of Chartered
Accountants of India (Phetocepies enclosed as Atnexure 41) (3 Pages) and the

allegation that this fact was not cisclosad is absolutely false and incorrect.

in the end, T would like to submit that ali the allegations_made against me
regarding negligence and misappropriations ete. are absolutely false and
baseless, as I have submittec 3 detailed point wise reply alongwitﬁ documentary
evigence In support thereof for sach and every allegation leveled against me, |
have always heen performing my duties with due and utmost diligence and
perfectly fln consopancé and is keeping with the ROMMS and ethics of our
profession! The Statutory audits of PUNWIRE & PMCL also were duly conducted
Oy me as per the prescribec norms and 1 stri.c'tly followed alf the Accdunting

standards, principles and guidefines issued to us by our worthy institute of

34
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Chartered. Accountants of{Indra DF "W ch‘I am a proud member. I have been
obtaining all the certfi cate‘é 4rém, Lge menagement of both these companies as##
reqwre,d besides representation letters as suggested by our Instltute, The
Photocop{es of spécimen representation letters received by me from PUNWIRE
for the year ending 31.03.1998 and 31.03.1999 and from PMCL for‘the year
ending as on 30, 09.1997 are enclosed at Annexure 42‘(16 Pages), Annexure
43 (16 Pages) & Annexure 44 {8 Pages) respectlvely These representation
letters were obtalned strictly as.per the prescribed format suggested by our

" Institute,

[ would 2lso like to make the following submissions: -

1. I am neither an employee nor an officer of the company and was
‘never involved in any decxs;on ~ making process’ of the company,

aﬁ"alrs of the management and its day - to - day operations,

2. I had absolutely no ﬁne;‘ncia! pgwefs of any kind or a.ny cheque
signing in the company;, It is pertinent 0 m-ehti‘o.'n that ail ﬂ.n"ancia!
decision making, funds managements, various expenditures - Incurred,
financial transactions-etc. all carried out entirely by the mana.'gemer}t of

the company.

3. No property, valuables, fﬂnde or monies of the company was ever
entrusted to me since I am an outside private professional and
therefore question of any misapprogrfat}on“/ embezziement of funds does

. not arise.

4, The lapses pointed out in the complaint are outside thesegp_e and
purview of Statutory Auditor, whose work is not investigative In -«
nature and the rc-sponsibilrty of 100% checking of vouchers and

- documents etc, Is that of Investigation/ Concurrent Auditor "an‘d -not of
}

Statutory Auditor, ‘ . T
35
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I am not at all «connected with the cmduct of h!StOi’IC accou

Lransactlons requ:red to give commenfﬂ‘ on specified format as pe.

‘the', Companles Act, which was glven on tne Balance Sheet prepared
,oy the management and adopted & approved by Board of

d:"ec‘cors of the Company. The scope of my work was' [imited and
confined only to test checking of these historic accounting transactions
and not to unearth well - conceived frauds by the officer of the company.

An earller inquiry conducted by Price water House, an apex professional
accounting body into the affairs of this company had not fixed any
responsibi!ity for any misconduct on me, 1" is quite pertinent to mention

ere that in the scope of Investigation Audl of Price Water House it was
cleary mentioned that " to discuss with thé auditors of the company and
to urdert“rcm a review of their working papers and reports issued by them

for the per:od from 1% April 1994 || 31 July, 1959”. The professional -

team of Price Water House had detalled dSCJS:»IODS with me and had
thoroughiy gone thro: van the working papers maintained by me for
cenducting the statutory audit for the abeviesald period and thereafter no
responsloility whatsoever has been fixed b/ them for any misconduc on
me, The photeoconies of the reiﬂvmt porum Of scope of examination of
Price Water "House as per ~mutes of 118" meeting of the board of

directors of the company is enclosed at Annexure 45 (4 Pages),

The Company in question was a mult - Division, Multi - Product znd Mult]

~ Location Company | maintzining only manual books of accounts
p

including volummous manual stock records runn ing inte thousands of
vouchers and hundreds of ledgers ete. and this being so, the Statutory
Auditors can neither he expéctéd anc nor even supposed to concuct a
100% checking thereof, and nor is it physically or humanly possible to do

$0, within the prescribed time frame at his disposal and during which
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period he has to~ cdmolete’*tne', entire  exercise of his profesSIooal
respons ibility, It also neeis to be mentioned here that the job of €
checkmg of such voucher-_o and documents etc, is soleiy- and excfuswely
that of the Concurrent Auditor of the company and not of the Statutory
Auditor. ' ) |

8. The company till 31.03.1998 was quite regular in payment of all its
statutory du‘es like sa!ériés, wages, Provident fung, ESI, Income Tax,
‘Excise, Sales Tax etc. afd there was no default -whatsoever by the
Company in payment of interest and installments to banks and financial
institutions. The working o%‘"the company tilf 31,03.1998 was quite smooth
and theré was no cause of any suspiclon or do'ubt in the mind ofa_
statutory Auditor. Moreovér the said company was always managed by
very highly professionzl techoicar personnel and very senior bureaucrats
of Punjab Government wer?é on the board of the company as Its directors,. |

IT IS VERY PERTINENT TO MLNTRON HERE AND TAKE INTO AC(’OUNT
THE DOVETAILED ASSERTIONS :' -

[ firmly reiterate that the informations/ explanations sought-‘from me {n this case
pe.cta'ns Eo very .old-manual records, spanning ov‘er a period of almost 11 years,
pertammg to-the perlod from 19594 onwards. I have made my best endeavor to

fretr fleve the oid records, which had been consigned to our firm's record rooms

since Iong and provide the necessary lnformaoon/ explanatlons A vast pertion of
the,‘records has been either not traceable: or soded,. on account of natural decay

Over- a period of time. Further fo I, since the company in quest_]oo is in

Hquidata’on 'sioce 1999 2000 some of the vital records of the company which

~ would have also facliitatec me in glvlng more documented explanation cannot

be retrieved being ir’ the custody and under lock and key of the Official
Llguidator, In the light of the ,aforesaﬁd submission dovetailed therein, due
consideration may be taken of the circumstances ohf fhe case. |

I may further add that there |s no instance of any remote pOssmhty of
professional mis - conduct The compFamL Is based either on erronegus, non
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", consequent];
~ on account of mdlice & prejudice,
.:I.__ may humbly. submit In the end that till now no fapse or fiaw of any Kind

o .‘ | 3
frglated and factally Incorrect ailegations which come to forth -

/

Yas

L=

ever found OF p'o_lnte'd' out in my working either In this company or even

‘elsewhere 3t a_ﬁy._p_dint of time during my 20 vears of long professional career. In

the last it is most pertinent to mention that PRICE WATER HOUSE an apex
professional bo_gjg ang experts in {he field of accounting who were entrusted the
job to conduct the investigation audit in this case and have fixed resporsioility of
ingividual officers of the company in guestion for lapses on their part have not

fixec any responsibility for any lzpse or misconduct on me.

be [HenionN
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Comments ori the Relomder

‘The point-wise reply to the allegations leveled agarnst me in the matter of
cofnplaint . made by Asstt General Manager (Co. Affairs) of Punjab State
lIndustnak Development Corporatm .TD, (PSIDC), Chandlgarh aiongwmh
annexures as documentary evidence in support thereof were submitted in my

written statement vide Regd AD letter dt.14.02.2005. A rejoinder dt.4™ July,2006

on my written statement was made by PSIDC, I hereby firmly deny the

" averments of PSIDC made in their Rejoinder being incorrect, irrelevant and:

absolutely ot of context ':without any documentary evidence or suppoert

whatsoever,

The point wise reply to the Rejoinder submitted by Punjab State Industrial
Development Corp LTD. (PSIDC) on my written statement is s belowﬁ

Point No.1 |
I, again, I’EI‘CEJ’&L’E ‘thay - there was absolutely nc non- — compliance of‘ the

Accountmg standard - 9 (As -9) regarding Revenue recognition in any of the

accounting years.as for as the'Sales-madz by the companies are concnrned

' -'Neanmg of Revenue - "Revenug’ is gross inflow of cash, recéivables or other

. conmderatlon.; ansmq in the course of ordinary activities of the reporting entsty
from sale of goods, rendermg services, and from the use of entity’s resources by

others vielding interest, dividend and royalties.

As per Para 10 = 11 of As - g, revenue from sale of goods is recognised when

the seiler transfers the goods to the buyer for a consideration. Sale is performed

if -

S



_ iy .. The seller of goods has transfefred the property in the goods to the buyer
for a price of all significant risks and rewards of ownershlp have been
transferre"d'»_fb the buyer, and '

i) . The seller retains ne effective control of the qoods transferred{o & degree

| uéuél%y assodated with the ownership.

iit) Thefe is no significant uncertainty as regards the consideration to be

derived from the sale of goods,

The said company has recognised sales for all the accounting years only after
making strict compliance of above reQuirements as per the As-9@ menticned
above. The company had bocked all the invoices raised by it il the closing date
of an accounting year for which trne excise duty has been paid before 3:i% March
and the necessary entries regarding sale of goéds' nas been made in the Gate -

Pass register as per the Evcise records. Moreover for the said sale as per the
iavaices raised the sales Tax had been deposited with the Saies tax ‘Auihorities
and these saies were auly reﬂected ir the Sales Tax Returns of the company for
these accounting‘years. Al these sales invoices were bOOKES uncar the head
'sales’ oF the company since the excise records produced hefore as midintained
by thecompany.showed that for these goods sold the gate pass has elready
ween made and the dispatch of goods héds therefore taken place before the
closing date of and accounting year.'Since the company was fulfilling el the
raguirements of ‘As — 8 the sales were correctly booked for those years and these
was no violation of eny of the req__uirementsof AS -9, A statu'tory auditcr is not
supposed to go to the premises of his client to shysically monitor whether the
dispatch 0f goods sold has taken nlace or not each time the goodé are sold and
wefore the tlosing Cate of the accounting yeer and he is. required- to form his
opinion ON the records produced before him during the co()rs‘e of his audit which
normally staits after 4 months of the closing cate of an accounting year. A
statutory; auditor has to form his opinion on the basis of the gdocuments preguces
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bafore him and. if onlthe basis of all these documents i.e. sales Invoices, sales

" Register, Debtors ledger, Exmse Record_., oroduction records, sales Tax challans,
" Exclse duty paid challans, sales Ta¥ returns and other relevant records which
- owere produced before us, it was quite evident that di spatch of goods has taken

place before 'the dosmg date of an accounting year than an auditor has to form

his opinion accordingly and as per As - 9 ali these sales has to be Recognised.

and booked iri that particular accounting year itsélf.

Moreover, in PSIDCs rejoinder the  allegation that thouah
respondent has referred numerous records which he examined to arrivé a-t

conclusion that saie toak piace but failed to examing the goods recelpt note etc.

authenticated by the buyer or its agent, nor he mentioned in his’ aud t report that -
~G.R. .notes accepted by the buyer (making sale compiete) has Aot been provided

by the compa?ny under reference, Is absolutely false and baseless as a Statutory

Auditor is supported to check on test basrs the G.R. Notes in case of purchases -

made: by the Company and not with regard to the sales made by the Company.

So this allegation is absolutely baseiess and absurd.

‘ 'Fur‘ch'Lz“r, the éllmgation that reversal of sa'les' v the tune of
| Rs144, 33 58;451 has been made in 1998 99, thus Company under referance i.e. |
, ~ Punwire has fcnled to comply with the requirements of AS- 9 is a]so absolutely
L baseless &. incorrect.” In the: year 1998- -99 the managememt of Punwire noticed .
that the earlier sales returns were erronegusly submitted by them on the basis of
~ performa invoices and therefore the company | filed revnsed sales tax returns'.

~accordingly. This fact was informed to us by tHe management and we also

obtained a certificate to this effect from the management. A photocopy of -the

s3ld certificate is enclosed, This fact was stated in the notes of accounts of the

management vide note No. 7 (b) at page 76 and also referred to in our audit

report at point no. 7 on page 7 of the annual accounts of the company for the

R
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year end!_hg.-31,03.1999. S0 this aliegation that I;h'e cempany has falled to comply
with the reqt.ilrgments of AS-9 is faise, basaless and Incorrect,

'Point no. 2

" T again reiterate that “a Statutory Auditor is supposed to form his oninion on the
basis of documents produced before him GLring the course of his aydit As far as
the seles checking of this Company was cencerned we used to check the

following documents / records of the company:- - -

L. Sales Invoices prepared by marketing Department.
2. Sales Register, prepared by Accounts Department.

!
Sales Tax Returns prepared by the management and 1Submitted to the

L

Sales Tax authorities on monthly and quarterly basis.

4, Sales Tax - Deposit . challans prepared and submitted o the rejeveant
authorities.
. 5, Production reccrds fe. RG - | Register cic. under the Excise laws,

prepared by the Production Cepartment.

6. Excise duty deposit receipts, prepared and deposited by Production
Department.
7. Debtors’ ledger, prepared by the Accounis Department,

8. Quarterly unaudited results for ¢ quarters duly publisheg in the ieading
Newspapers after these were epproved oy the Board of Directors of the

rmpany indicating figures of Saies and profits of the company,”

] . . , . . .
,’ Iherefore, the point FiSEq In rejoinder by PSIDC that the auditor

has taken intc account only unaudited results duly approved oy the Board of

.
- -



Dlrectors of the Cdmpany as the baS|s ol checkrng 1S‘a!es Account is absoiuly
false, baseless and incorrect, As it is quite evident that the hasls of cheeki ing of
sales in the cgmpany was all the above 8 documents mentioned above and not
only" the unaudited resuits duly apprgv==d by the Board of Directors of the
company The supporting documents ih my support thereof of checking sales i.e.
Sales Tax Returns, Internal Audit Reports extracts, notes on accounts, unaudited
published results guditor's comments etc, have already been provided alongwith
my earlier written statement. Therefore, the pornt raised in the rejoinder is
denled being false, rrre!evanr, baseless and devoid of merit.

i . o
t

Point No, 3

The allegation in Point no. 3 pertains to the issue regarding some dr'screp'ancies

in purchases made by the company. In any written complaint, I had refuted ali

the allegations with documentary supports thereof jike extracts of Internal Audit

Reports, Sales /Purchase reconciliation chart, Physical verification certificate
regardrng Fixed Asset issued by the management ‘Director's Report extracts,
- guidance notes of ICAI etc., but in the rejo inder the FSIDC has not commented
anything on these aliegations but is now referr ing to brokerage and commrssron
--paid @ more that 2 % which is absolutely false, rncorrec* and out of context. The
_. brokerage and commission paid to my companies was absolutely in accordance
‘wrth the rnandate letters issued Oy the company and in no case it was paid @

. more than 2 %, The entire amount of brokerage and commission paid to these

. companres was strictly as per the terms stated in the respective. mandate lettare

~ and through ‘Account payee cneques only after deduction of tax at scurce (TDS)

~ 8s-per the applitable provisions of the Income Tax Act, 1961,




PointNo.4 _ | —

1 again, reitérate that the fact that certaln revenue expenses were not having -
',proper supporting documents was clearly mentionad by the management on
their notes of accounts of the annual eccounts, which is again reproduced as
foilows:-

“The'Company hias incurre&"j certain expenses of revenue nature under various
heads for which proper supporting documents were not available and the same
have been reimbursed on t.h'e basis of the claim. made by the empiovees of the
éompany. In the op'inion of the management, these expenses were genuine and

‘

. Fed " ]
reasanable for the business of the company.

Moreover, the szid fact was aiso clearly stated in the representation
letters issuad by the management of the company to us as statutory auditors
and alsc duly mentioned in our Apdit Report.

So, the issue raised in the rejoinder is absoiutel\,} vague, baszless,

false and irrelevant.

(o

Point no. 5

The zllegation in the rejoinder of my connivance with the internal management
of the company for preparing annual accounts of the comp‘any is absolutely
baseless and false. The res;;onsib"ility of preparation of accounts of the compeny
is entirely and exclusively of the management of the company and an auditor has
no rele lt'o play at all in this activity of the management.

Further “The allegations against me that Price Water House has pointed out
some frauds and misaopropriations but which did not come to the notice ¢f the
statutory euditors is absolutely baseless. In this regard | have to staie that the

-6 -
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role of Statutory auqnors Is limited and confined only to test checksng of the

hlstonc accounting trénsactions and does not extend to the detection of the well
concelved frauds on the part of the offce:s and employees of the company, and
that can onfy be done by the auditors ‘who are entrusted with the job of
conducting the Internal, Concurrent or spnmai investigation audit of the
gcompany. In this connection it is pemnent to cite a very relevant and historic
_‘Judgment on this aspect cf the matter, handed down in the case of Kingston

Cotton Mills Co. wherein it has been faid down as under:-

" Auditors must not be made liable for not tracking out ingenious and carefully

laid down schemes of frauds where there is nothing to arcuse suspicion and

‘where those -frauds .are perpetrated by tried servants of the company and are

undetected for years by the directors.”

A statutory Auditor has to form his opinion on the basis of hi sample test

checking only and he has to give coriments strictly as'pe"r the specified format -

prescried by the Companies Act, 1956, and, in formuiating his views he has to
take Into consideration only the information re‘véale_d by thé_ said sample test
checks and the other documehts including various certificates, representation
Iel:‘ers etc, produced before him by the managemeant in the course of his audit
and nothmg esé meaning thereby that hrs op;mon has to be based only on
these things and nothing else and he cannot come to any conciusion
'sndependemfy of what is thus prov ded to him. It may also be added that a

: AStatuLory Auditor has absolutely no authority to assail or even to question the

: -demsgons already arrived at by the management of the company in any manner

whatsoever at all,

The company in question was a Multi — division, multl - Product and M'uiti‘-—

location company maintaining only manual books of accounts -including

e
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velumlnous manual ‘stock records..running into thousand of vouchers and
hundreds of ledgers etc. and this being. so, the Statutory'Auditors can neither be
expected éhd nor even supposed to conduct a 100% thecking thereof, and nor is
it physically or humanly possible :to»dcjr-'so, within the prescribed time frame at his
disposai and durlng which period he has to complete the entire exerclse of his
professional responsibitity, It also needs to be mentioned here that the job of full
checking of such vouchers anﬁj documents atc. is sclely and exclusively that of
Internal /Concurrent Auditor o_;‘ tflie cdmpany and not of the statutory Auditor,”

Point'No. 6

Since, I had alreedy stated ‘thet as an auditor | hag strictly followed the
guidelines issued by ICAI regarding stocks checking anc had complied with the

provisions of Section 237 of the companies scc regarcing reliance on the Stock

Certificates Issued by the maragement on the prescribed formats as suggestad
Oy the guidance notes of ICAL therefore the dllegation in the rejoinder on this

issug s absclutely false, basetess anc without any sUppor or merit,
Point No. 7 -

The issues raised in this point In‘thewejoino‘er are without any substance and are
ialse, Daseless and irrelevant, It is pertinent to mention here that alf the
equipments supplied by the ;jarent ompany Punwire to ics subsidiary company

PMCL were slupplied strictly in accordance with the terms and conditions of an
cgreement entered into hetween these two companies which was duly approved

oy the,'respectiv‘e board of directors of both the companies. The said agreement |

. di.g" February 1996 Contzineg:all the ciauses inctuding the price to be charged

by Punwire from PMCL, therefore the allegation of over invoicing or over

cherging of price etc. s absolutely Daseless, false and rabricated. Further, the

allegation in the rejoindeij that Mr. Salif Chgdha iS & Partner in M/s Serva
-8 - '
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- Assoclates, cl:hartered Accoumants is aiso false, baseless and mcorrect The said
fact ¢an eae{ity be checked by the worthy Institute of Chartered Accountants: of
Indiz .(ICAI) fromt thelr records as Mr. Salil Chadha Is not and ‘was never a

N partner n'M/s Serva Assoc:ates even for a single day Therefore, it Is established”
that PSIDC has'in I3 rejomder has raised baséless, false and incorrect allegations .

wltho_ut_an_y documentary evidence whatsoever the_reof.
Point No. 8

The issue raised In rejoinder is absolutely baseless, false and irrelevant as I had
', 0

earlier also stated that the reliance by an auditor on the certifc“e issued by the

~ management regardmg cheques in hand is absolutely as per the Audmng
practices and guudellnes issued by ICAT in this regard

Point No. S

I, again, reiterate that since the two compéni‘e's are separate iégal entities and

were not the auditors of Puinwire, therefore there was absolutely no viclation of
disclosure norms aheut payment made to auditors as Eequired by Para 4-8'@1’
schedule VI - Part I of the---Companies;.Act, 1956, The Companiesr Act, 1956 does
not require under any section to disclose the payments réceived for other
activities -epecIaIIy 50 in case the Audit firm and the companies which received
payments are absolutely separate legai entities, It is pe‘r*inent to mention here
that all the payments received by these two companies -was paid by way of
Acrount Payees Cheques after deduction oI‘Tax at Source as per the provision of
Income Tax Act, 1961 and each every penny received by .these compaﬂies was
tefiected in their books of accounts and Income Tax Returns for those respective
years. Further all payments pald to these companies by PUNWIRE and its
subsiciaries were duly debited and booked by them under the head ‘Legal and

!
|
t
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Professional Fees’ in their books of accounts and this was ciearly disciosed In the
broﬁt and-loss Accounts'of thos"é-yﬂars - |

Novy, since the ‘wo -cempanles namely Innovative Fihcap ang CHB
rrnanual Services are separate Iecal _entities and were not the auditors of
PUNWIRE and LhUS there was gbselutely no disclosure requirements
' seoaratﬁiy disclose th peyment macde to these companies and hence there was
na viclation at all of cny alscl :0SUre reguirements under the provisions of the
companlﬁs ACE, 19::6. morcove., the payments werﬂ recelved on accoum of
picfessional Jobs asslgned to uhﬂsp twe compznies ano gll those Jjobs were fully
completed upto th.e compleL sat!srac’aon of the mancqamont of Punwire and all

its subsidiary companies.

Further, the ailegation LnaL there was no authorization of paymerjts mads
before 13.06.1997 s broxﬂraoﬂ IS alsc not correct, as Punwire has issuec
mandates in the years 1954 & 1995 alsc to my company for raising funds
" through private placement of their srare', and Rupee Term ann The
pictocopies of the mandate letters dgt. OcLober 01,1994, October 30,1906 &
23,01, 1905 Issued by Pun\lee are enclo.md Therefore, the. allegation of
"eceivfno brokerage “before’ 13. 06,1997 without any authorization is also

bas:loss faise and fabnraLed

Pcint No. 10~

|:. T !
l.

Since, l.h;d -already steted fact's in my written statement alongwith documentary

support &nd:in the rejoinder there'is no spetific comments, therefore, this point

does not requure any further comr_nents frem me.
Point No.11

The issue of losses incurred by two subsidiaries ¢ Sunwire o namely Punwirg
!
1. '
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Te lecom ServIces LTD. andj%c’air LTD in the years 1996 .97, and 1997-98 s

irrelevant as the exact amount of thete iosses were duly reﬂec“ed in the- Annual
Accounts of the parent company-i.e. Punwire as the' balance sheet of these wo
substdlary corlnpanles were duly attached with the annuai accounts of the hoiding

- rompany for, these two respective years. The at‘ached balance sheﬂts of these -
_ ‘two subsldiary companies of Punwire with its annlal accounts for these two
©years clﬂariy stated this loss figure in the respective baiance’ sheets, Moreover
| ':as per the requ rements of Section 212 of the Companiés Act 1956 m th° annual

-7a’ccounts of the hoiding company i.e. Punwire, a statement rafating to subSId ry

cbmpanies.in puksuant to section 212 of the Companles Act, 1556 _]Was duly

attached which clearly Indicate;d the amount of share capital as wefll as the

‘amount of accumulated losses of these two subsidiaries. Therefore, since ai the

disclosure requirements in this regards as per the requirements of the compafn%es

" act, 1956 were duly-met, so there is absbmteiy no justification of any ‘éliegétion

-. not covered by me In the audit perlod therefore, It doeg not require any:furtiier

- In the rejoinder.

'Point No, 12

Since, 1 had glready stated facts in my written 'statément al ongwitﬁ‘documeﬁtar\/

support ang; ln the rejomder there is ni specific commems therefore, thES pomt '

does not reqmre any further comments from me,

The Point ~ w:se reply to re;o:nder on my wntten statement m the

‘matter of accounts of Punwire Moblle Commumcatlons LTD, (PMCL) is

o as below.

Paragraph iz -
I again, reiterate that since the issue ra!}sed in the paragraph relates to a2 period

N




comments:and the allegetion is veld ab initic 2s it does not fall in the audit

period ftself,
Paragraﬁﬁ 2

Since, I had already stated facts in my written statement alongwith documentary
support and in the rejoinder there is no specific comments, therefore, th:s point

does not require any further comments from me.
Paragraph 3

Since, I had alreacy stated facts in my written statement alongwith documentany
. b ! \

support and in the rejoinder there is no specific comments, therefore, this point

does nct require any further comments from me.
Paragraph 4 &5

Since, .T. had already stateg facts in my written statement 8i0ongwith documentary
support.2nd in the rejoinder there is no specific comments, therefore this peint

does.not-reguire any further comments from me.

Moregver, the allegation that any certificate issued by tainted b'erson is
meanim_:l;less is absollitely absurd and ‘vague as the certificates have been issued
oy the persdns concern at that re ieant time when the audit was conducted by
us. Those were the persons authorised by the 3oard of Directors ¢f the company
to issue these certificates and were not at all tainted persons. As an auditor as
“per the guldelines issued by ICAI the reliance on managemant certificates issued
Oy the euthorised persens of the management of the company is absolutely in .-

order and thus this allegation is bascless and neseds no further comments
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Paragraph6

Since, 1 had‘-‘ailré'ady sfated facts in-my written statement alongwith decumentary

support and in the rejomdnr there is no spec;fc comments therefore this point

does not require any further comments from me.’

The Point — wise reply to rejoinder on my witten staterhent regarding

additionalplea(s) is as below:-

Point 1

1 again, reiterate that It is & fact that I am neither an employee nor an

officer .of thé company and was never involved in any decision-maKking

process of the company, affairs of the management and its day-to-day

operations.

Moreover, regardmg fees & brokerage to. my companies before 1997 I had

already clarified my p05|t|0n with documentary sumort inan earl:er Pomt NO. 8,

~L . Point 2

1 again, reiterate that it is & fact that | had ab;o!u'te[y ho.ﬁnancial powers of
any kind or any cheque signing in the company. It Is pertinent to mantion
that ali financial decision making, funds managements, various expenditures

" incurred, financial transactions etc. are all carried out entirely by the

o managemerit of the company.

- Moraover, the allegation regarding receiving payments without any mandate is

also absolutely baSeless, incorrect and faise. 1 had in my earfier written

U statement provided copies o relevant resolutions of board of directors of the

13-
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_company for authorlsation of these payments and 1 once agaln state that all the
payments recelved through Account’ bayee chegues were du}y supported by
man‘datevletters‘ Issued by the 'management ¢f the company in sach and every
case and there is not even a single paymént received by me wh‘ich is not

supported by a mandate.
Point 3

The allegaticn 6f misappropriation/ embezzlement of f'unds is absolutely false,
baseless & fabricated, It is an astablished fact and a matter of common sense
that since no progerty, vaiuables, ﬂsnd‘s or monjes of the company were ever
entrusted to me and since I am an outside private professional therefore the
guestion of any misappropriation/ embezziement of funds does not arise at all. It
's & known fact that ne funds or monies are ever placed at the diéposar of am}
statutory auditor Qf a company and ‘thus how can a - misappropriation/

embpezzlemant of non-existent funds can tzke place is beyond one's Imagination?
Point 4

[ gyain, reiterate that it is a fact -th?t_-thé.[;;p:;es pointed out in the complzint
are cutside the scope and pu,rv‘;ew of Statutory Auditors, whose work Is
not in;’estigative in nature and ‘the‘j‘sr‘gsponsibllity of 100% cnecking of vouchers
and gocuments etc. is that of Ihv'e'stigation/ Concurrent -Auditors and not of

Statutory Auditor.

Further, the scope of statutory auditer is entirely different from the scope of

investigetive auditor as per the provisions of the companies act, 1556,




Point 5

I agaln, reiterate that-it'is a fact that I am not at all connected with the conduct
of historic accountlng transactions, required to givé comments on ‘specified

formet as per the Compames Act, which was giver on the Balance Sheet
prepared by the management and adopted & approved by Board of

directors of the Company. The scope of my work was fimited and confined

only to test checklng of these historic accounting transactions and not to ‘unearth

well-~ conceived frauds by the officer of the company.

[
!

. Further, I have conducted the audit strictly as per the guidelines issued by ICAT

on the speciflc subjects and have giyen my comments in my audit reports
“wherever required as per the formats prescribed-under the various provisions of

the’Companies Act, 1956.

Point 6

I again, relterate that it is 3 fact that an earlier mquw conducted by Price water

House an apex professinnal acrount.ngbody into the aﬁ‘a rs of this.company

hag not fixed any responsibility for any misconduct on me Tt s qu1te pertment to

mention here that in the scope of Investigation Audit of Price WaLer House it was
early mentioned that ™ to discuss with the auditors of the company and to

; undertake a review of their working papers and reports issued by them for the

" period from 15t April 1994 Il 31% July, 1998". The professional team of Drlce

Water House had deta:led discussions with me and had thoroughty gone throligh

. the working papers maintained by me for conducting the statutory audit for the,

‘ahovesaid period and thereafter no responsibility whatsoever has.been fixed by

' ,them for any misconduct on me,
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Further, the ‘adverse re'nar.(s made by Inqulry officer, against me were due to

the fact that the Inquiry o..scer Iacked professional skills on the matters relating

te audit and company law ma‘ters and therefore was Unable to‘differentiate the.
baslc fact regarding the difference in scope of work of a statutory audftor‘ and an
investigation auditor,

Point 7

I again, reiterate that as per the provisions of the Companies Act, 1956 a
skatutory auditor is supposed. to form his opinion on the basis of rancom sample
fest checks basis only and he ns_.ne_lt_her expected nor supposed to conduct a 100
% checking of each and evary:‘é'ccounting transaction. The role of a statutory
auditor starts after the prepai atlcm of the account books, balance sheet and
financlal statements by various ofncers and employees of the company, which in
this case was normally 4 mon..hs after the closing of the financial year. Itis very
pe"tm°nt to mention here that curing my audit any |rregulanty which came to

‘my notice, on the basis of semple tcst checks was either rectifiad by passing z

rectification Journal Voucher or its dlscloswe was got made adeguately in e
‘Notes to, the Accounts’. app nded with the Annual Accounts of the Lompany,
which should have, been care.tu studied before teveling any false ailegation on
me  regarding non- perrormaﬁce of my duty ‘owards the chécking ' dr’
records/documents etc. Mureover, My eudit reports contzined the gualifications
in the report in those years wherever required either in the main augit report or
in the Annexures to the audit report. Therefor g, this aiegation of not to perform

any duty towards the checkmg i records/documents L2, is absolutely faise and

incorrect,




point 8

[ again, reiterate-that the company fll 31.03.1998 was quite reguiar in payment
of all Its statutdry dues like salaries, wages Provident fund, ESI, Income Tax,
Excise, Sales Tax ett. and there was no cefault whatsoever by the Company in
payment of iriterest and instaliments to banks and financial institutions. The
‘working of the company il 31.03.1998 was quite smooth and -there was no

- cause of any susplclon or doubt in the mind of a statutory Auditor. Moreover the

caid company was always managed by very highly nrofessional technical
personnel and very cenjor bureaucrats of Piniab Gavernment were on the board .

of the comparly as its directors.

t

[ would further like to state that since there is no instance of ahy remote
_ _possnb by of professmna! m:scowduct on my part therefore, the allegation of act
of cheatmg/ dishonesty/ breach of trust etc, seems to be absolutely without any

substance'and are baseless, false, fabricated and incorrect,

IT IS VERY PERTIN ENT TO MENTION H ERE: AND TAKE INTO ACCOUNT THE
DOVETAILED ASSERTIONS' - ‘

I firmly reiterate’ tt’%_,‘ff-'"he informations/ explanatlons sought from me m':-"'é'____'is case

pertams to very oid mar*ual records, spannmg over a period of almost 17 Vears,
pertam:ng to the perlod from 1994 onwards 1 have made my best endeavor to’

retrieve the old records which had bhsen. consigned to ou| firm'’s, record rooms

since long and prowde the necessary mformann/ expianations.-A vast portion of
. the records has.been either not traceable or soiled, on account of natural decay
" over @ period_ of time. Further to it, since the company 0. quesuon is in
" liguidation since, 10689 - 2000 some of the vital records of the company which
would havé aiso facilitated me In giving more documenmd ‘explanation, cannot

- be retrteviéd being in the custody and under lock and. Key of the Offqat

7 -
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Liquidator, In. the light of the aforessid submissicn dovetailed therein, dye

consideration may be taken of the circumstances of the case,

r

Moreover the SCope of Investigation Audit aone by the Price Water House wag
investigative in: n_ature' who had:unlimited time frame 0 compiete the job,
wheraas | was Stétutory Auditor of the Company deing my job as per the SCope.
laid dbwn_ in the Companies Act, 1955 gnd to ;'give My comments gn 3 specifiad
;form_at on the Balance Sheet Prepared a'nd authenti‘cated by the Boarg and _
Management of the company, on sample tect Checking basis In @ stipuiated tims
frame which Never spanned rﬁore than 20 - 25 days after the belance Shest was
Prepared. The role -of the statutory auditor starts after the Dreparation of the |
eccounts, balance Shest ang Financia) Statements by varioys officers ang
employées of the ompany, which in this case Was normally 4 menths afer the
Closing of financial year. It s pertinent tg mention here that tha
remuhération paid to Pr:'c,e Water rAouse for 'cé‘rrying out this
Inves‘tigation' Audit was Rg, 65 Lacs whereas I was being baid a

Statutor*yr Audit Fees ranging from Rs, 30,(_)00 to Rs, 40,000 per year,

!
!

i
I may further aad thir there js no instance of 37V remote possibificy of
professional mig — conduct, The Compizaine is based either On erroneous, non
Consequentia| unrelated ang factually incorrect allzgations which come g forth

Gn account of malice & prejudice,

f may humbly submit in the end that till row N0 13pse or figw of any king was
ever found or pointed out in my WOrking either in th:’s-company or even
elsewhers at any point of time during My more than 20 yearjs' of lurig
professionzi career. In the igst it is most pertinent to méention that PRICE iNATEé '
HOUSE an apex prbfessiona! body . ang €XpEris in the :ﬁeid of"a_ccounting who *

VIRTE entrusted the job t¢ tonduct .the investigation audit in this case and -have

-i8.
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fixed responslbility of incividual officers of the c'o'mpany in question for iapses on

their part have not fixed any responsibiiity for any lapse or misconduct on me,

Tn the end, I would also like to add that my written statement submitted
earlier (38 Pages)'is fully supported by the way of documentary supports In the
shape cf 45 Annexures running into hundreds or:-pages and the authenticity of
these documents can easily be made by 'goﬁng ti’lrough these documents;
whereas the ‘rejolnder‘on; my sald written statement by PSIDC Is just a mere
repetition of the complaint made by them which Is without any evidence apd is

- not supported by.ahy supporting document thereof.

‘ In wiew of the facts stated above and on the basls of the
documents provided by me in support thereof to hﬁy contentions, I would.like to
say that there is not even a single instance of any remocte possibiiity of any
nrofessional misconduct on my part as a Statutory Auditor as [ have carried my
professional duties and résponsibilfties strictly as per the ré[evant provisions ‘of

the Companies Act, 1956 and guidelines issued by ICAI from time to time.

VERIFICATION

1, NAVAL KISHORE BHAMBRI, the respendent dol hereby dectare that what is

stated ahove is true to the best of my information and belief.

- , -
Verified today the&t day of September 2006 at Chandlgarh,

(NAVAL KISHORE BHAMBRI)
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Sh, Nawal Kishcore Bhambri, Chartered Accountant
Partner N, K. Bhamphri & Associates, Chandigarh

T o .
Punjab $tate Industrial Develdpment Corporation
Udyog Bhavan, Sector 17, Chandigarh

Appl icant/
Complainant

Vs,

And partner Serva Associates, Chandigarh-

5 Replicaﬂon to the written sTaTemen’r :
“of Sh, Nawal Kishore Bhembhri -

~ partner of M/s Serva Associates,

~Sir, : ' :

The Assistant General Manager (CA) of 'Pun}ab- State Industrial

Development Corporation Lid (Shareholder of M/s Punwire Ltd.), has filed a

- complaint on 8.11.2001 against Shri N, K Bhambhri, Chartered Accountant

- respondent on 13.03.2006 and the copy of the same was supplied to the

{Statutory Auditor of. Punjab Wireless Systems Lirmnited (Punwire) for the
period '19'92 93 to 1998- 99}. To this a written statement was filed by

Compiainant Corporation. The Corporation denies the averments of Mr.
Bhambnhri in the written statement being irrelevant & out of context and

reiterates its ecjmpiaint.

The parawise comment on the written statement is

That averments of para 1 of the wrtten statement are denied bemg
irelevant & devoid of merit and those of complaint are reiterated in fact
respondent has admitted in t_he writien staternent that. as pe‘r Accounting

Standred 9 the sale is performed if
the seller of gocds has transferred the property in the goods for a pr‘ice:of all

significant risks & rewards of ownership have been transferred to the buyer and

The selier retains no effective control of the goods fransferred td o degree

usually associated with The ownership

ill} There is no significant uncertainty as regard the conmderahon to be derived from

the SGIe of goods
i.e. transfer of properly m geods for & price Fur“mer Sale of Goods Act
.recognlzes transfer of property in goods oniy by actual or constructwe

delivery. Therefore the sale'gould,take place only when goods have been

‘Respondent:



dispatched and buyer of his agent has taken delivery thereof either.e'ctual

or constructive for a definite price. Though

numercus records which he examine'd io arrive at conciusion that sale ook

place but faited 1o examine the goods recelpt not

respondent has referred,

e etc. authenticated by the

ver or his agent. Nor he mentioned in his audit report that G. R. Notes

accepted by the buyer {making sale complete)
the comoar‘y under reference. M/s Price Water
of Rs. 87 26 crofes in excess of stock avatlabl

has not been provided by

House has detected sales
e with the company under

Are'.erence {page no. 133) t is strange (o note that though respondent has

admitted uha‘ he had considered the RG-1 while arriving 2t sale, however

he failed to take the closwo \ock taking RG-1 int

o consideration as pointed

out: by Mfs Price waler house in their report at page 85, Furher, M/s Price

Water House detected cirerence in balance as

per books & excise record

at page12s of their report.  Again reversdl of ‘sales o the tune of Rs.

114 33,58, 451 has been made in 1888-28. Thus ccmpany under reference &

e. PUNWIRE hes feilec to comply with  th

e requirements of AS-S

Therefore, it is wrong t¢ say that respondent has carefully examined the

relevant material.availzble to him.

N

That the averments in para 2 of the written statement -are denied being
irrelevant & devoid of merit and those of compiam are reiterated. As stated

in above para that ‘delivery is important mgrednent of sale, & the Auditor®

failed to comment on the irregular record'ng of sale in the books of Punwire
resulting in overstating the proﬁts Further, Statutory Auditor is accountable
to share holders only and it i§ his auty {o comment on the working of Board

of Directors if something wrong / against accepted norms / unlawiul comes

to his notice. Thus respondent can I rot take excuse that unaudnted results

duly approved by the Board have been tz ken as baszs of checking sales

- account, Again, it is wrong to stale ihat Statutcry Auditor has relied on the

internal -Auditor of the Corporation. In fact

Statutory Aucitor has (o

comment whether ‘he internal audit systern is commensurate with the size

of the Company? No doust the respondent has certified in the report for the

year 1994 onward 51908 that internal audit is ~ommensurate with the size

of the Cormpany. Again itis a matier of concern {

hat Mis Price Waler House

has observed (page 136) that there being dn‘ference in sale figures as per

e aibaimie o Maskoting wing Of the Company, which statutory

A

et

-
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J/ That the averments in para 3 of the writien_ statemem are denied bemg

v ral) m
Tl vague & irrelevant and those of coﬁ%piarht are ‘eueraked M/s Price Water |
O/ - House has detected large scale trreguian ie% in purchase account

" report from page 144 to 166 (Voi, 1). Some of them are as  under

in thelr -

z
o a) Purchase of raw mm‘ema} & componem‘s (imporTed) amounting to Rs
“~ . 5,48,36 863 was revarsed in the year 1997-98, however this mcfer:al was
- shown a3 part of closing stock in that year, '
. b) The purchase accountwas\ﬁo? de'bi'Ted for the foliowing payments - -
:“ | o ‘ParTy‘ncmé‘ " Amount( Foreign Amounf-(IRS) ‘I*ram | Year
- currency) S Purchased N
A .| Herfz Tech. | 3,90,000 1 1,22,81 Crystal Filter | 1997-98
- E7bis Frgg. | 3003000 09,605 | Tron receiver | 1996-59 ]
I Erbis Erigg. 180,500 £6.824 | Chargers 1998-9’9J~
R A purchdse of material amounting to Rs. 11{93 141-(USD 33,629) has been
" o bookzd in the year 1998 99 though ma‘remai for The same has not been
L received, ' '
N ..-.‘.; d). The £S11 was 'no‘r. corr;plied with ég. Exchenge rate vaa‘"'iaﬂon.of_R's.' 2
4 9, 01 695 was provided in 1999, out of which Rs, 2,65,979 per‘rains to the
purchaszs for the . year 1996-97 & their paymenT in 1997-98, which
e | shou!d have been accounted In The: vear 1997-98 & not in 1998~ 3.
-y | e) The purchasz of plant & machinery for Rs. 1125.34 Lacs has been shown
. from M/s Hewlert Packard (Indm) Lid, In March 1998 and same amount
A | ‘ of sale has been recorded in their name to inflate the profits.
9 f}  The plec taken by the respondent that he relied upon the Internal
N Auditor of Tne Corporation is wr ong In fact he wes to comment upon the
i internal audl‘r system prevalent 'n the Company in his report & he was
Ny commenhng that internal audit sysTem was commensurate with The size :
' of the Company tiil the year 1997-98.. rur’fher’ respondent had certified
that mfernal control sysTem / procedures were commensurate with The
A, size of the company under reference. Number of instances had been

quomd by M/s Price Water House in theif report. mdlca.lng that there

was not any internal contro! system. It s intriguing o note that

PR respondan‘r himself was instrumental in breaking the m‘rer‘na! conh‘ol'
Y ysTem shat existed in the Company. Respondent himself has admitted in

‘ para 9 of the Written Statement that interncl manageme.nT tili
" ' June, 1997 was not duthorized To disburse brokercge / commission to the
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5.

3'2

[

N 1
fund arrangers. Then under whnT arcumsfmces ‘m Ved Parkash, EDcof

+he Company under reference has been making pavmem‘s of brokerage &
commission ete, to the Company owred by Resaonuan. s:nce '1992.. Net
only this, the one man inguiry commission appointed by Gov* of Punjab
has observed & concluded in its report submitted in Jan 2001 thet
respondent himself was hand in glove with the m.er'\ol managemen‘r in
the report it has been cbserved ihat that though the Compcny Secrztary
of PUNWIRE has issued a letter to The Company owned by responden
for péyment of commissiop / brokerage @ 1%, however he ir connivance
Cwith nTer‘ncl mcnagement ¢ ceived com.m':ssion more than 2% without any
‘ ma_nda.e, or cuthorizetion. Further, he received peyment in driblets for
‘one transaction on the same day to avoid the knowladge of person /
authorities higher in hiercrchy. Therefore the re;pondenf was very well
aviere of the fact that the system wos prone 10 fraud & embezzkman‘rs
ard iﬁ’rerr;a! audit system beirg in effective Ics i+ failed to report
embezzlement of funds in the garb of unaufhcrlzed commission &
" brokerage through ’rhe comparies ownad by the Statutory Auditor of the
company under reference. Thus respondent being fully aware of the fact
that there was not existing any internc! controt system in the Campany
under reference since 1997 & internal oudit system was not
commensurate with the size of undertakind bua delierately making the
clean reports fill 1997-98 due 7o his connlvance with the internal
management. 1

That the avermen:s in-para 4 of the written statement are denied

being irrelevant & devmd of merit and those of complaint are

reﬁarated It is \mong to state imat the ali vouchers were suppodted
by bilis eic c.Ut‘“IOI"Z’:'d & s:nclmed oy competent authority. On the
other hand Mis Price Water House had reporied large scale of
irreguiarities at page 183.0f the lr repori it is st nge to note that the
respondeht tnough qualified his report for the year 1098-99 on the
issue of expenses bul faijed to do so, in the similar $ituated situaticn
in the repért for the years 1984-85 onward for the reasons best
known to him,

Thet the aver*nams in para 5 of the writtien statement are denied

being irrelevant g devoid of mert and those of complaint are

e ei Amankla ac ha
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‘Ltd, because he is party 10 tnte ~a ;s of omrssron & commission of

- 708y oloture of statement of Punwire ‘during
.50 as to induce tnnocent public at

. That the averments in para 5 of the wrid

_certificate from (ne management and the cert:

. That the avermente inp

can not-ciaim the benent of doubt as incase of Krngston Cotton Mills

internal’ ‘management as indicted by lnqurry Commrssron in the report
submttted to the Government of ‘punjab. Not only this he acted as
agent of the mternal management through the Companles :

- (innovative Fincap & CHB Frnancrat Services) in procuring funds to

be utiized in comrmttrng embezziement & frauds by the: rnternat

management The, Internal management of Punwire in connrvance
with respondent by misuse of well 1aid accounting NoOrms & accepted

~ princi piea and ignoring mandatory Accountrng S,tandards had shown”

the years 19€3 onward
jarge 0 contribute deposits on
which the .Compamee owned by respondenft recelved brokerage elc.
in crores of rupees, Thus respondent nas misised his posrtton as an .

"Audrtor tc oerttfy the fi fnancral affairs statement of Mfs Punwire up 10
the year 1997-98 as true & fair. M/e Frice Water HOUSE nas prepared

exhaustlve chart on how the yeary accourts of M/s Punwire were

 doctored by viclating wetl laid norms and accountrng standards.

Thus the respondent was not only negtigent in perforrnlng his duties

but has made wiliful default with motive 10 &arn handsome brokerage

etc. in connnvance with the internal managernent.
en statement are denied

peing irrelevant g devoid of meri and those of complaint are
ntainable that he need

he stock if 1€ obtain

retterated. The plea of respondent is not main

not check the company owns of possess
fcate agrees with

company S acoountrng & stock record, In the present case M/s Price

Water House has found nuUmMerous cases where sale / accounts &

prodUotion record were not in agreement. Thus responcent failed to

pertorm hts duties as per requirement of the Companies Act.
ara 7 of the writen statement are deniec

heing irrelevant & evasive and tnose of complaint aré rerterated, The

plea of respondent that most of the amount which became

g fromits subsrdlaries is wrong. However, M/s Price
wire nas shown the saie

bsidiary of Punwire),

irrecoverable wa
Water House has found that though M/s Pun
of 372 paging ransmitters 10 M/s PMCL (Su
nowever M/s PMCL has shown purchase of onty 143 suc‘h
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transmiﬁeré. Similarly sale of 86 paging terminals has begn shown {0

the oMCL but M/s PMCL has ourchased only 67 such terminals. 'g
(page14?). Again M/s brice Water House obAserved that M/s Punwire !l \_/
in bid to inflate profits for the years  065.96, 1995-97 & 199798 by -

Rs. 35.57 Crbres had debited the charges without any corresponding I s '-"‘j~*-
expense incurred or without any supporiing documents (Page 148). | 'i, _J
Again it was observed by the special Auditors that holding company | -

has bo'o'ked. sale of Rs. 8025 i&cs zgainst their expectéd cost 2725 ,- e
lacs. Thus another, profit of R, 5300 lacs was booked. (page 141). L

Thus contribution of Capital by Holding Company was siphoned 1o
the ex{te'n_t pf 88.5?‘cror'es' through over invoicing etc, so as 10 inflate S
the profits of the Company. I s worin to note that Mr. Salil Chacda, -
“partner in Serva Associates, Charered Accountants, was auditor of
the, following subsidiary companies and il failed to report that ol
accounts of holding & subsidiaries are notin reconciliétion. ' .
. That the avefméntslin para 8 of the written statement are denied |
'b‘e'tn'é _irreievant o devoid of merit and those of complaint are
reiterated.  The plea laken by respondent |s ‘wrong he is simply
shifting ‘his duty & resconsioility on the part df management. In fact
he had examined the aank Reconciliation Statements, anag then he
would Have come o know e real piclure. The detall proviced by
M/s Price Water House i« exhaustive & Nas been annexed with the
complaim.' This has resulied in understating the Sundry Debtors of -

e Company unde; reierence. hus the respondent was hand in

S
ARA]

glove with internal ‘management and by not repering. ihe
meipracf’:ces irreguiarities in {he successive Audit Reports Ne
allowed them to perbetuate tne irregular & fraudulent pracﬂces in lieu
of commission/ srokerage received by the Companies owned by the
Respondent. Therefore he ¢an not take shelter of the certificate if
any issued by_ibe internal .management because he was interested
in receiving commiss':on”cm arranging the funds from internai
management without the kriowledge “of sharehotders, In this greed
he misused his position &S Auditor while certifying the accounts fof
the years 1094-95, 1995-96, 109507 & 1997-98 agalnst the
accepted nerms / rules accounting st'and.ards orovisions of law just to

o eemmu {DLmwiraY SO a8 10 induce
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being | rrelevant & evasive ancl those of oo.mplarnt are retterated It i¥7
wrong to state that auditor was not requned to disclose his interest’
affecting h|s reporting capabrtity The rofe of statutory audttorwas
analysed by the Inquiry Commission in Jan 2001 (abstract of report

‘already placed on the record) The respondent has presented a copy
of resolutron of Board dated 13 08, 1997 of Punwire where authortty

was grven to pay brokerage to the: arranger of funds (100 crores).

Thus respondent has admitted prror to 13.06.1997 no one in the
'oompany was authortzed to pay oornrn isgion / brokerage exoept

Board of Directors or shareholders. in fart respondent has been

ohargrng fee & cornrnrssron ernce 1992 in connivance with Mr. Ved

~ Parkash Exeouttve Director of the Company The commission further

10,

il

observed that Mr. Ved Parkash was making payment in drtblets on
single day- by sptltttng cheques {0 avoid overndrng his limit to srgn
oheque over & above Rs. 2 Lacs, Inturn Mr. Bnambrr was certrfyrng :
their fraudulent transacttons as observed tnqurry Commission.
That the ‘averments in- para 10 of the written statement (except
admitted} are denied being irrelevant & evasive and those of
complaint are reiterated. | | "
That the averments in para 11 of th’e'wrritten statement (except
admitted) are danied being irrelevant & evasive and- those of‘
oomptarnt are reiterated; The plea of respondent that till' 1998 the
working of subsrdtarles was good but changed dramatically during
1698-99 is wrong. In fact Audited Accounts of Punwire Telecom
Services Limited (a subsidiary of Company under reference) was.in '
loss of Rs. 37,241,048 in 199€-97 & Rs. 93,576, 067 In 1997-98
against Capital of Rs. 5,000,000 & share application money Rs..
58,é15,000 indioating alrnost trvhote of the Equity Capital was wiped
out in the year 1997 itselr Further it has been stated in the Director's
Report attached to the accounts for the year 1987-98 that Compeny-
has cloged its pagtng serv_icds in all cities. Thus clearly indicating
that Punwire Mobile ‘Communicalions hes become & defunct
Compeny in 1097-08 itself resulting in total loss of Share Capital
Inciuding share application maney. Similar is the case of M/s‘ Procall
Ltd. In case of Procali Ltd. As per audtted accounts as on 31.3.1998,
M/s t?unwt{g was holding 51% of paid up Cavital of Rs, 53,000,00 [

vl
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(i.e. Rs 27.030,000) and the loss ot the end of year was Rs.
. 89,064,726 (i.e. more than 75% was wiped of).

12, That the averments in para 12 of the written statement  {except

admitted) are denied being irrelevant & evasive and those of

corrpﬁanm are reiterated.

Those in the matter of accounts of subs1d|ary (PunJab Mobile

communications L+d) the parawise comment on the written’ '

¢tatement are

Paragraph 1 i

That the averments in par agrao‘w + of the written statement (except

~ admiged) are denied being irrelevant & evasive and those of

kY

complaint.are relterated. | -

Pa_iagraf;h 2 _
That the ayerments in paragraph 2 of the written statement (except
admitted) are denied being irrelevant & evasive and those of
complaint are reiterated.

Paravraoh 3 A
That-the averments in paragraph 3 of tné written statement (except
admitted) are denied being irretevant & evasive and those of
comptaint are ceiterated. Since respondent has audited the accounts
of Punwire for. the relevant. years so he was;aware of infiated price of

gross block and he failed to refiect the same in the audit reports of

M/s Punwire.
Paragraph 4 &5 .

That the averments. in paragraph 4 & B .of the written statemént

(except admi tted) are denied being irrelevant & evasive and those of

corﬁpiaint are reiterated. 1t has already been establlshed by the

Inguiry Commission that M. Ved ?arka,sh & and internal

management was hand in glove with rgspondent for the malicious

deals in the Punwire & its subsidiaries o any cerilficate'issqed by

tainted person is meaningless. '

Paragraph 6 -

Tha! the avermnms in paraosaph 6 . . of the wrilten statement

v dtinn aca ranlad heing irrelevant & evasive and those of

— m——- -
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' part for failure to report on the t ru

) responde
purposes of reporting true & fa:rness of Accounts So he was requwed

Point3, .

The parawise replies of. oddltronol plea(s) are : ;:

:' Point 1 -
v n

That it'is wrong to say tnatrespondent was not liable for lapses on his
¢ & faimess of the Accounts of the

Company. Mis Price Water House has pointed out various

rrregulantles affectrng the true & fa|rness of the Accounts of Punwire.

Even the mandatory accounting standards were not adhered’ to The
nt acted as agent/ trustee on behalf of shareholders for the

to report on the working of 1nternal management and he was in

position 0. gominaté them Thus he rneused his powers by: not

reporting the true fa ness of the Accounts to garner commissron n

crores through the companies floated oy him to hoodwmk {he

orovisions of the Comparies Act. He {aused wrongful gains 1o

nimself by colourabie exercise of Powers i.e. which can't be done

directly (forbidden by law) doing same by adopting indirect means. An

auditor.is prohibited to obtain any i fee Of commission ‘except provided

in-the law.’ Respondent specifcaly incorporated .CQmpanles to earn
brokerage / commmsron as ‘fund arranger to the Corpany under
reference & its subsidiaries md:catmg as unlawful object. Net only this

he had admitted in para 9 of wntten statement that tilt June 1997 the

internal management was. not authorlzed ic pay commission to fund

arrangers but he was recelvrng the same through his companies

since 1.10.1994. Under the c.trcumstances the veil of Companies s
e lifted to asoertam the real beneficiary. Not only this the .

required to b
man lnqulry commassron appomted by Punjab Govt. through
port,

one
gazette notification has indicted respondent as guilty inits re

Point 2

That it is wrong {c say that. respondent was having no po

Companies Act provides vast powers of examlnatlon or record and

gualification of Avudit Report In fact he misused hlS powers to

the internal management & has been obtaining: the
ned & controlled by . him

blackmail
chaques in favour of Compantes oW

occasionally without any proper mandate (As per Inguiry commission

Report).

wers. The .



N

Point5 ¥

143

P

>

That it is wrong to say ithal respondent was not involved in

misapprogriation / embezzlement of furids, The Inquiry Commission

“after going through record efc. observed the involvement of
-respondent in cheating etc in its report from page no. 158 1o 176.
Paint4 !

That it is wrong 1o say that tapses pointed out were oyt of purview of

"'respondent. M/s Price Water House has ob_served that the Accounts

of Punwire were doctored s0 as.lo dep'ict ‘rosy picture and the
respondent was verifying the same without qualifying the same il
1‘998.‘with ulterior motive. The lnquiry-iCommission has specifically
found guilty of not performing his duties inits report (page 151-167).

Thet it is wrong to say that respondent was not duty bound to
comment on the Accounts prepared & adopt'ed oy Board of Directors.
Respondent was acling as Auditor on behalf of Sharehoiders, *hus he
was re‘quired o comment upon the working of Directors also. Which,
he failed to do so. In fact he himse!f was 2 paty to the

ambezzlaments & frauds.

Point 6

Thatitis wrong to éay that M/s Price Water House was engaged {o fix
the responsibility of Auditor. In fact they were engagéd (0 know the
frue & fair viéw of the Staiement of Afiairs of the Punwire & its

subsidiaries and to know about the Oficers of the Company who

were responsible for.sorry state of affairs. It is clear that need of .

special / invesligative audit arose only when the Auditer failed to
periorm its duty intentionally or otherwise. After-obtaining ihe repont
from Mifs Price Water House, Government of Punjab conslituled
inquiry Commission to fix the responsibilities ‘etc. The Inquiry

Commission indicted respondent in its report from page no. 151-176.

Point 7

That it is wrong to say that respendent was not to perform any duty
toward the checking of record / documents efc. From the above
paragraphs It is apparent thal responden:t connivad with the internal
menagement to show the rosy picture of affalrs of the Punwire & its
subsidiaries iill 1998, ifi, »

' (i

e

'

1,
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That itis wrong to say ha ﬁe wo[kmg of the Company till 1998 was
quite smoo th, However, |t was shown o be good either by fictitious é
b!llmg or showing nor existing assets as part of bloc by the internal

: " managemen with tacit approval of respcndent. The plea aAken\by
N "-j.r.e-s‘.pondent that -,Company was _managed by 'profession'af'./
' T o technocrats & bureaucrats is not tenable. In fact the resbo‘hdent‘
e ,ﬁ . f-'/. himself a Chértered Accountant wés not expected o indulge in-the
Vv e / - ‘act of cheating / dishonesty / breach of trust etc. as observed by the
) f fl © Inguiry Commission. | |
! In. view of the facts stated above respondent is gulty of

: , . professional misconduct. | .
- VERIFICATION | oM

We the Punjgb Stae industrsal Development Corporauon Limited, the pen ioner do

m AT ; .

- l - hereby declare that what is stated above s true {0 th best of informaticn & bellef
Verified to day b\ ﬂ-{a\ 'day of ISMQ% o008

. - . I |

\ ’ H-Gcn.uS..w., 2 Secielaiy.

. Slale 1ndusirizl Developmen
Coporahion Lirmied
Chandhipari.
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