R d ey mifie)

The INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA
|

{Set up by an Act of Parliament)
[PPRIP/254F/2016-DDA 18ANF/2016/DCN 531_/2022]

[DISCIPLINARY COMMITTEE [BENCH-II (2024-2025)]
[Constltuted under Section 21B of the Chartered Accountants Act, 1949]

ORBER UNDE_R SECTION 21B (3) OF THE CHARTERED ACCOUNTANTS ACT, 1949 READ
WITH_ _RULE |19(1) OF THE CHARTERED ACCOUNTANTS (PROCEDURE OF
INVESTIGATIONS OF PROFESSIONAL AND OTHER MISCONDUCT AND CONDUCT OF
CASES) RULES, 2007

| .
[PPR/P/254F/2016-DD/118/INF/2016/DC/1531/2022]

In the matter of
CA.[Sunil Johri (M. No. 074654) in Re:
110} 1st Floor,

Wallfort Ozone,
Fafadlh Chowk, _
Ralpur —-492001. JrT— Respondent

Members Present:-

CA. ‘iRanjeet Kumar Agarwal, Presiding Off' icer {in person)

Mrs! Rani S. Nalr, IRS (Retd.), Government Nominee (in person)
Shri Arun Kumar IAS (Retd.), Government Nominee (through VC)
CA. ISanjay Kumar Agarwal, Member (in person)

Datel of Hearing: 29" August 2024

Datg of Order: ?TG“‘ September 2024

1. | That vide |Findings under Rule 18(17) of the Chartered Accountants (Procedure of
Invest|gat[ons of Professional and Other Misconduct and Conduct of Cases) Rules, 2007,
the D|s<:|pllnary Committee was, inter-alia, of the opinion that CA. Sunil Johri
(M.No. 074654) (hereinafter referred to as the ‘Respondent”) is GUILTY of Professional
Mlsconduct falling within the meaning of Item (5), (6), (7) and (8) of Part | of the Second
Schedule b the Chartered Accountants Act, 1949.

2, That pursuant to the said Findings, an action under Section 21B(3) of the Chartered
| Accountants {(Amendment) Act, 2006 was contemplated against the Respondent and a
communicc:ation was addressed to him thereby granting an opportunity of being heard in

| person / through video conferencing and to make representation before the Committee on

10" April 2024

3. | The Committee noted that on the date of the hearing held on 10" April 2024, the
| Respondent was present through video conferencing. The Committee noted -that-the -
Respondent relied upon his written representation dated 15t April 2024 on the Findings of
the Commlttee Further, in his verbal representation before it, the Respondent stated that
| he had fﬂed a Writ petition before the Hon’ble Chhattisgarh High Court in the context of the
. instant ca=e which had been disposed off on 9" April 2024. However, the copy of the
detailed Onder had not yet been received by him. 4(
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Thus, looking into the fact that the Writ petition bearing no. WPC no. 2009 of 2024 filed by
the Respondent on the ground of applicability of Rule 12 of the Chartered
Accountants(Procedure - of Investigations of Professional and Other Misconduct and
Conduct of Cases) Rules, 2007 before the Hon'ble Chhattisgarh High Court had been
disposed of on|9MApril: 2024, the Committee decided to defer the consideration of the
instant case till the rece}pt of the Order passed by the Hon'ble High Court of Chhattisgarh,
Bilaspur in the said petition.

Thereafter, at its meetirﬁg held on 15 July 2024, the Committee noted that the Hon'ble
High Court of Chhattisgarh, Bilaspur disposed of the aforesaid petition vide its ex-parte
Order dated 9" pril 2024 with the following observations:

‘4. Given the facts and circumstances of the case in hand, without
commenting anything on the merits of the case, it is observed and held that
the petmoner cannot be compelled to submit the documents referred to
above. Ati this stage the present petition is disposed of with a direction to
the Disciplinary Committee i.e. Respondent No. 3 fo not compel the
petitioner|to submit the aforesaid documents. The petitioner would be at
liberty to make appropnate representation showing his inability to file those

documents.”

The Committee noted that the issue involved was with respect to applicability of Rule 12 of
the Chartered| Accountants (Procedure of / Investigations of Professional and Other
Misconduct and Conduct of Cases) Rules, 2007 in respect of which the plea of the
Respondent had already been denied by the Board of Discipline at its meeting held on 14"
March 2017. The grounds of denial were also communicated to the Respondent.

Thus, the Committee oh a detailed perusal of the documents on record was of the view that
the Comrruttee| has already arrived at its Findings holding the Respondent guilty of
Professional Misconduct and there is no provision under the Chartered Accountants Act
1949 and the |Rules framed thereunder to review/revise the decision arrived at by the
Disciplinary Cemmittee. Further, the conduct of the Respondent was examined by the
Committee on rche merits of the case i.e. the conduct of the Respondent was examined by
the Committee’ vis-a-vis the discrepancies in the Financial Statement with respect to non-
compliance wrthw Accounting Standards/disclosure requirements which were not pointed out
by him while carryrng out the audit of the Company for F.Y. 2007-08 and not on the basis of
non- ava|lablllty of working papers. Also, the Respondent admitted his mistake with respect
to the second and the third charge during the hearing held on 13" December 2023.

However, keeping in view the principle of natural justice, the Committee decided to give
another opportunity to be heard to the Respondent under Rule 19(1) of the Chartered

.Accountants (Procedure of Investigations of Professional and.Other Misconduct and

Conduct of Cases) Rules, 2007 before passing any Order under Section 21B (3) of the
Chartered Acc untants Act 1949,

Accordingly, a communication dated 7t August 2024 was addressed to the Respondent
thereby grantulwg another opportunity of being heard in person / through video conferencing
and to make rejepresentatron before the Committee on 29" August 2024,
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The Committee noted that on the date of the hearing held on 29™ August 2024, the
Respondent was present through video conferencing. The Committee noted that the
Respondent relied upon his written submission dated 27th August 2024 on the Findings of
the Committee. Further in his verbal representation before it, he stated that he had filed
Wiit Petition before Hon'ble High Court of Chhattisgarh vide Writ Petition No. 16688/2024
on 24th August 2024 wherein, he also made an application to grant him interim relief in the
instant matter by way of staying the operation and effect of the impugned Notice dated 7t
August 2024 and proceedings arising and continuing thereto.

Further, on the merits of the case, he referred to the disciplinary case filed against CA. P.
Sivarajan (M. No. 200652) who was the other joint auditor of the alleged company i.e M/s
Southern Ispat Limited for the financial year 2007-08. He informed that the areas to be
covered during the audit were predefined in the scope of work for joint audit vide the joint
agreement dated 30™ November 2007. The charges levelled against him fall within the
scope of the work of other joint auditor. Thus, the responsibility for the same cannot be
attributed to him. Though being joint auditor, he was also responsible for his work. He
requested the Committee to take a lenient view in the case as he is having 30 years of
unblemished career.

The Committee also noted that the Respondent in his written representations on the
Findings of the Committee, inter-alia, stated as under:

a. The Respondent requested to keep the matter in abeyance and not to proceed
further till the Decision of the High Court in the Writ Petition filed in respect of the
Notice dated 07" August 2024.

b.  The Disciplinary Committee has the powers to review/revise the decision of "being
Guilty" arrived at earlier by the Committee, under Section 21B (3).---(Words "and may
thereafter").In case the Findings of being "Guilty" are not to be reviewed then the
hearing under Section 21B (3) would be only for granting punishment, and that too
without allowing an Authorized Representative to argue, which seems to be not right.
This may mean "Contempt" of the High Court Order dated 09/04/2024.

¢.  There is no provision under Rule 19(1) or under Section 21B(3) to give hearing again
on 29/08/2024 (in case it is only for granting punishment) when already once the
hearing was given on 10/04/2024 under the same Rule and the Section.

d. Documents, working papers and evidence are required not only for defending the
charges where the Disciplinary Authorities have specifically referred to the non-
avallablhty of the same but for all the other Charges also in order to provefjustify the
stand mentioned by the Respondent in his defence. Therefore, the non-availability of
the working papers would justify not entertaining the “Information case" under. the
relevant Rule 12.

e. On one hand, the BOD decided vide letter dated 21/06/2017 not to entertain the
request of the Respondent for invoking power under Rule 12 and refuse to entertain
the iInformation, by opining that the discrepancies pointed out in the financial
statements are basically with respect to non-compliance with accounting
standards/disclosure requirements and can be addressed on the perusal of the

&y
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financtal statements While on other hand, the Disciplinary Directorate asked the

Respondent to supply working papers and other reference records vide their letter
dated 23/1 }1/2017

The Direcﬁor(Disciinne) sought further audit evidence in respect of the following
charges:

Charge no! 3 - Thére is nothing on record to verb the claim of the Respondent about
the actual method used by the Company to value the inventory as the 'Tally' software
often offers various methods to calcutate inventory.

Charge no. 3A - The Respondent has not been diligent while performing his audit
procedureLof valuation of inventory and also failed to disclose this material
misstatement known to him to appear in the Financials of the Company.

Charge no. 5 - The Respondent has neither produced on record the Certificate of the
management in relation with valuation of inventory nor did he produce any relevant
working papers to ‘substantiate his defence. The complaint extends beyond the scope
of financia| statements alone.

~ Moreover, the outstanding charges for which the Respondent is deemed guilty will

also necessitate supptementary audit working papers and evidence.Consequently,
the Resp?ndent requested the discontinuation of proceedings related to these
charges due to the requisite submission of additional evidence.

Disciplinary Committee wrongly held the Respondent Guilty for Charges Numbers 1
and 2 (directly) and for Charge 4 and 7 (indirectly) for not submitting the working
paper file when the Disciplinary Committee itself had decided that there was no need
for papers| and the proceedings are not affected by time limit of 7 years prescribed in
Rule 12.

The areas covereéi by alleged Charges clearly were allocated fo the Joint Auditor for
the purpose of the audit and the work areas attributed to the Respondent did not
cover the work areas covered by the said charges.

t

L :
The composition of the Disciplinary Committee which originally recorded opinion that
the Respondent is guilty has itself changed w.e.f February 2024 and therefore the
present ¢ mposmon of the Dlscmllnary Committee is not authorized to proceed
further as per the plain and grammatical interpretation of Section 21B. Even
other\mseiand without prejudice, on account of change of the constitution of the
Disciplinary Committee, it would be appropriate and in the interest of natural justice

. .and fairness that the new Committee considers the matter afresh in light of the Order

of the Horf'ble High Court.

The CommltteeE considered the reasoning as contained in the Findings holding the
Respondent Gullty of Professional Misconduct vis-a-vis written and verbal representation of -
the Respondent Before deciding on the quantum of punishment to be awarded to the
Respondent, the Committee considered the representation of the Réspondent and opined

as under: Q{

Ik
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As regard the submission of the Respondent that since there has been a change in
the composition of the Committee, fresh hearing is required in the case, the
Committee keeping in view the following observations of the Honorable Appellate
Authority in para 8 of its Order dated 14™ June 2021 passed in Appeal no.
OSIICAIIZOZO in the matter of Devki Nandan Gupta —vs- ICAIl and others on the
same issue was of the view that there is no merit in the contention of the
Respondent_

“We |find no substance in the appellant’s plea that due fo change in the
composition of DC who had passed the order dated 08.02.2018 the new
DC lldllth changed members could not have passed the final order dated
07.11.2019............

We are of the view that no prejudice whatsoever was caused to the
appellant due to change in the composition of the DC who had held him
gurlty of ‘professional misconduct’ under Clause 7 of Part — | of the Second

_ Schedu!e and the one who had finally awarded punishment vide order

dated 07.11.2019. In fact, the changed DC was not expected or required to
hear| arguments afresh on merits to find if the appellant was guilty of
profess:onal misconduct’. The said findings had already been recorded by
the prewous DC in its order dated 08.02.2019 and aftained finality qua the
changed DC. The changed DC was required only to hear the appellant on
the quantum of punishment/penalty and for that, the appellant was afforded
reasonable opportunity of being heard.”

As regard the request of the Respondent to keep the matter in abeyance and not to
proceed further til! the Decision of the High Court, the Committee perused the copy of
Writ Petition No. 16688/2024 dated 24th August 2024 filed before the Hon'ble High

Court of Chhattisgarh and noted that the Respondent, inter-alia, sought the following
reliefs in the said writ petition:

i. | quash and set aside the impugned Notice dated 07.08.2024 and proceedmgs
arising and continuing thereto.

ii. | quash and set aside the Impugned Findings dated 07.02.2024.

lii. | quash the Impugned Information Letter dated 04.10.2016.

iv. i quashing the lefter dated 21.06.2017.

v. | quash the Impugned Opinion dated 16.09.2021 and Letter dated 14.02.2022.

On perusal, the Committee is of the view that the Honorable High Court of
Chhdttlsgarh has not estopped the Disciplinary Committee from continuing with its
proccedlngs in the case under consideration before it and as on date there was no

.. stay on. glvmg effect to the Committee’s Findings dated 7" February 2024

Further, the Committee had already arrived at its Findings in terms of the provisions
of Rlule 18(17) of the Chartered Accountants (Procedure of Investigations of
Profersswnal and Other Misconduct and Conduct of Cases) Rules, 2007 and keeping
in vigw the principle of natural justice, another opportunity of being heard was
prowded to the Respondent on 29" August 2024 under Section 21(B)(3) of the
Chartered Accountants Act 1949 read with' Rule 19(1) of the Chartered Accountants
{Procedure of Investigations of Professional and Other Misconduct and Conduct of
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Cases) Rules, 2007 before passing any Order against him which has been availed by
him.

As regard comparing the instant case with an earlier decided case of the other Joint
auditor, the Committee is of the view that though there was division of the work
between the Joint Auditors as per the requirements of Paragraph 5 of SA 299 -
ResponsiHiIity of Joint Auditors, yet both the auditors are jointly and severally liable
for expressing their True and fair view on the financial statements of the Company.
Further, the said plea of the Respondent had already been considered by the
Committee while afriving at its Findings (Para 19 of the Findings).

The Committee further noted that as per the letter dated 30" November 2007
addresseq by the Respondent to the other Joint Auditor as regard the division of work
in the context of the audit under question, ‘Preparation and finalization of
Independént Auditor’s Report and final reporting’ was to be carried out both by the

‘Responddnt and the other Joint auditor. The Committee also noted that out of 7 -

charges alleged a'gainst the Respondent, he had been held guilty in respect of the
same primarily on the following basis:

Basis on which the
Respondent held guilty

S.no. Charge alleged

1. Non-disclosure of Cash Inflow on sale of fixed | Non-compliance of AS -3 -
assets and Cash Qutflow on purchase of fixed | Cash Flow Statements
assets separately as per the requirements of
Paragraph 21 of AS 3.

2. ‘Inventor;ies valued at ‘Average’ Cost formula | Non-compliance of AS -2 -
which is not permissible under AS 2. Valuation of Inventories

3. ‘%Depreciation not forming part of valuation of | Non-compliance of AS -2 -
finished goods. Valuation of Inventories

4. Inventories mentioned “as certified and valued | Guidance Note on Audit of
by the Management’ inventories and on

materiality basis

5. Details of value and quantity of such trading | Non-compliance with
goods purchased and sold were not disclosed | requirements of Clause
as per the requirements of Paragraph 4A, 4B, | 3(i)(a) of Part il of

4C and 4D of Part il of Schedule VI of
Companies Act, 1956.

Schedule VI of the
Companies Act 1956 and
on materiality basis

Depreciation of Rs.67.17 Lakhs includes the
depreciation of Rs.36.825 Lakhs pertaining to
previous . financial year 2006-07 while the
reason for the same had not been disclosed.

3

Non-compliance of AS & -
Net Profit or Loss for the
Period, Prior Period ltems

- and Changes in

Accounting Policies

Non-compliance of requirements of AS 26,
Intangible Assets as Deferred Revenue
Expenditure of Rs.2,16,480/- shown in
Balance Sheet under ‘Miscellaneous
| Expenditure’.

Non-compliance of AS -
26-Intangible Asseis

CA. Sunil Johri (M.NO. 074854), Raipur in Re:
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Thus:, the Committee was of the view that the reporting of the alleged irregularities
was well within the work domain of the Respondent.

The Committee also noted that the Respondent admitted his mistake with respect to
the second and the third charge during the hearing held on 13" December 2023.

Thus, keeplning in view the facts and circumstances of the case, material on record including
verbal and|written representations on the Findings, the Committee noted as under:

First|Charge: The Respondent argued in terms of net cash flow whereas non-
compllance had been raised for gross amounts involved. Hence, the contention of the
Respondent as to non-materiality of the amount in this charge was not found
acceptable Moreover, neither any profit nor any loss has been reported to have
occu;red on the sale of fixed assets in the Profit and loss Account and as such
effectively, there was omission of entire refated information from the financial
statements. The Committee, accordingly, noted that omission of such information
was not only an omission of material information from the financial statements but

also ||t led to non-compliance of AS 3 which should have been reported by the
Respondent in his audit report.

Secolnd Charge: The Respondent in his defence had mentioned that inventory was

valueld on Weighted Average basis only and there was only a typographic error in
wntlng the word ‘Weighted in the Significant Accounting Policies. Whenever an
audit!or states in his report that the financial statements were in compliance with
Accountlng Standards referred to in Section 211 (3C) of the Companies Act, 1956, it
is his responsibility to verify the documents. In any case, the Respondent had

accebted an error in respect of the same.

Third Charge: The depreciation amount was Rs. 27.48 lakhs and the Company had
earned profit after tax of Rs. 2.70 lakhs, hence, the exclusion of depreciation in
valuatlon of inventory had a material effect. Further, The Respondent at hearing
stage accepted that there was lapse on his part of not adding depreciation in the
cost. ‘ It was viewed that whenever an auditor state in his report that the financial
statements were in compliance with accounting standards referred in Section 211

(SC)\of the Companies Act, 1956, it was his responsibility to verify the documents
accordingly.

Fourth Charge The Respondent failed to bring forth the circumstances due to which
he felt that compliance with the Guidance Note on Audit of Inventories was not
necessary. Further, it was noted that out of total Balance Sheet size of Rs 14 crores

(approx), inventory worth Rs 6.7 crores (approx.) was quite material and thus, the

approach adopted by the Respondent is not acceptable.

Fifth|Charge: The plea of the Respondent that disclosure of quantitative details was
impracticable cannot be accepted considering the material nature of transactions
held |in trading goods being 31.6% of total sales and Services and 32% of total
mantljfacturing expenses and also that cost records mandate maintenance of such

recorl‘ds. . : %/
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Sixth Charge: Neither the fact whether it was a change in estimate/ depreciation
method o any error giving rise to a ‘prior period item’ was disclosed nor was it
disclosed In the Profit and Loss A/c but in Notes to Accounts. The amount involved
relating to the previous year constituted more than 50% of total depreciation charged
during the current financial year and thus it was material adjustment in the context of
‘Profit After Tax’ (PAT). '

Seventh !harge: The Committee, on perusal of the Opinion of Expert Advisory
Committee viewed that the said Opinion was purely based on the requirements of
Accountinﬁ; Standard 26 which was mandatorily applicable on the Company.
Accordingly, it was viewed that since the expenses incurred to increase authorised
capital did not give rise to any resource controlied by the entity and such increase in
authorised capital did not ensure inflow of cash until or unless share capital was
issued agéinst it. Accordingly, the plea of Respondent was not found acceptable.

Hence, professional misconduct on the part of the Respondent is clearly established as
spelt out in the Committee’s Findings dated 7™ February 2024 which is to be read in
consonance with the instant Order being passed in the case.

Accordingly, the Committee was of the view that the ends of justice will be met if
punishment is given to the Respondent in commensurate with his professional misconduct.

Thus, the Committee ordered that CA. Sunil Johri (M.no. 074654), Raipur be
Reprimanded under Section 21B (3)(a) of the Chartered Accountants Act 1949.

sd/-
(CA. RANJEET KUMAR AGARWAL)
PRESIDING OFFICER

sd/-. sd/-
(SHRI ARUN KUMAR, IAS RETD.)
GOVERNMENT NOMINEE

sd/-
| - (CA. SANJAY KUMAR AGARWAL)
; MEMBER '

i
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A CONFIDENTIAL

DISCIPLINARY COMMITTEE [BENCH — i (2023-2024)]

[Constituted under Sectibn 21B of the Chartered Accoungnts Act. 1949]

Findings under Rule 18(17} of the Chartered Accountants (Procedure of
Investigations _of Professional and Other Misconduct and Conduct of Cases)
Rules, 2007.-‘ ,

File No.: [PPRIP/254F/2016-DD/418/INF/2016/DC/1531/2022]

~ In the matter of:
T

CA. Sunil Johri (M. No. 074654)
110, 1%t Floor,. .

Wallfort Ozone,
Fafadih Chowk, ' ' _ -

Raipur --4920q1 . : ' ‘ : O imee Respondent .

- MEMBERS PFltESENT:
g |

CA;. Rahjee’c ‘K!;umai' Agarwal, Prééiding O'ff'icer.(Present in person)

Mrs. Rani S. Nair, LR.S. (Retd.), Government Nominee (Present in person)
Shu"i Arun Kumar, ‘!‘.A.S'.V(Retd.), .Gov'érnm'en'i‘:; Nominee (Pré_sent in person)
CA‘. ‘SanjayuKUrhar Agarwal, Membér (Present in .person) -

CA!. Sridhar w!uppala,meniber (Present in person) |

DATE OF FINAL HEARING  : 13.12.2023 (through physicalivideo conferencing
 mode) | |

PARTIES PRESENT

Counsel for Res;bondent:__ CA. Ankit Maheshwari (Through Video Conferencing
Mode) |
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BACKGROUND OF THE CASE: -

2.

The brief tackgrohnd of the case is that Financial Reporting and Review Board
of the ICAl (hereinafter referred as “the Board/FRRB”) had informed vide letter |

‘dated 4" October, 2016 about various non-compliances observed in General

Purpose Financial Statements with regard to AS 2,AS 3,AS 5AS 13,AS 15,AS
26,Guidanice Note on Audit of Capital and Reserves, SA 700,CARO 2003 and

Schedulef Vi of the' Companies- Act1956 of M/s Southern Ispat

Limited(Héreinafter referred to as “Company”) for fi_g_gncial year 2007-08
audited jointly by CA. Sunil Johri of M/s Sunil Johri and Associates,
Raipur(hereinafter referred to as “Respondent” and “Resbondent Firm”
respective‘ly).

On overall examination of observation/charges of the Board, the matter has

""'bééﬁ"dééidé‘“d“’t‘b“ b& treated as “Information” within. the meaning of Rule 7 of the

Chartered| Accountants (Procedure of Investigation of Professional and Other
Misconduct and Conduct of Cases) Rules,20107(hereinafter referred to as
‘Rules’). |
The Respondent submitted ‘that the proceedings against him should be
dropped under Rule 12 of Chartered Accountants (Procedure of Investigations
of Professional and Other Misconduct and Conduct of Cases) Rules, 2007, as
the matter belongs to period more than 8 years ago because the matter relates
to financial state’ments certified by him pertaining to FY 2007-08.He further
informed ll'haf due to shifting of his office, the old records had suffered and he

was unabie to trace the details, relevant documents and working papers in the
matter. He:Ence, he prayed for dropping the proceedings against him invoking the
power of | ule 12,

In view of|the above, the said matter was piacéd before the Board of Discipline
for its consideration in terms of the provisions of Rule 12 in its 76" meeting held
on 14 Mérch, 2017 which was rejected by Board. The plea under Rule 12 was

- rejected on the ground that discrepancies pointed out in the financial

statement?s are with respect to non-compliénce with  Accounting

CA. Sunil Johri (M.!No.074654), Raipur in Re: Page 2 of 27

|

s




|
Standalr

financia:li statements.
|

[PPR/P/254F(2016-DD/118/INF/2016/DC/1531/2022]

ds/disclosure requirements and. .could be addressed on perusal of

5. Hence, in view of the above decision, the Director (Discipline) was
proceed further under Rule 8 (3) and advised to submit his Written

| Statement.
6. The'Discipiinary Committee while eensidering the facts at various stages also

noted that there are proper evidences to proceed on the case, hence it was

dec1ded to conSIder the case.
. CHARGES IN BRIEF:-
7. | The Cor!nmlttee noted that various instances of professwnal mlsconduct were

h:ghhghted WhICh were as under:

S.No.

Allegations

. | View of Director
| (Discipline)

in Cash Flow Statement

Disclosure of interest received and interest expenses

‘Held Not Guilty

Non-disclosure of Cash Inflow on sale of fixed assets

||separately as per the requirements of Paragraph 21

of AS 3

- Held Guilty
and Cash Outflow on purchase of fixed assets |

Inventories valued at-‘Average’ Cost formula which is
not permissible under AS 2. |

Held Guilty

| A,

| |Pepreciation not forming part of valuation of finished

goods.

Held Guilty

Disclosure ‘of ‘Shafe warrant Application Money’
under the head of Share Capital instead of showing
as a separate head between ‘Share Capltal' and
IReserve and Surplus’.

Held Not Guilty

nventories mentioned “as certified and valued by the
Management

Held Guilty

!
k

%

1
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Details of value and quantity of such trading goods
purchased and sold were not disciosed as per the
requireménts of Paragraph 4A, 4B, 4C and 4D of Part
Il lof Schedule VI of Companies Act, 1956.

Held Guilty

Audit fees of Rs.42,500/- shown in Schedule P of
Profit and Loss Aflc  with nomenclature “Audit
Feefinternal Audit Fees” was paid to the auditors
working ;i‘n different capacities as the same should be
dsclosea -separately as per the requiré'ments of
FTaragrabh 4B of Part I, Schedule VI. to the
Gbmpanies Act, 1956.

Held Not Guilty

Non compl:ance of SA 700

Held Not Guilty

The company did not have an mternal audit system in
i!alce and the company did not maintain cost records
Under Section 209 (1) (d) of the Companies Act, 1956

| but has not reported the same either in thick type or
; i]tatics aé required under Section 227(3)(e) of the Act.

"Held Not Guilty

110.

Depreciation of Rs.67.17 Lakhs includes the
depreciation of Rs.36.825 Lakhs pertaining to
re\nous financial year 2006-07 whlle the reason for

.fhe same had not been disclosed.

Held Guilty

11.

Rs.1,13,03,120.30/-

Non-disclosure of nature and purpose of provisions of.

Held Not Guilty

112,

: :Non-cdmpliance of requirements of AS 26, Intangible

Assets as Deferred Revenue Expenditure of
Rs.2,16,480/- shown in Balance Sheet under

‘Miscellaneocus Expenditure’ .

Held Guilty

i !

Contfadiction of reporting in main auditor report and
clause reported in CARO,2003. | '

Held Not Guitty

14.

I No blfurcatlon of Cash and Bank Balances as per

requ;rement of Schedule VI to the Companles Act,

Held Not Guilty

1956.

ﬁ/ CA. Sunil Johri {(M.No.074654), Raipur in Re:
. |
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15.

Non-classification of : Investment -as: Long term or
Short term as per the requirements of Paragraph 26
of AS 13.

Held Not Guitty

16.

Non-disclosure of corresponding previous vyear
figures in the Fixed Assets Schedule which is not as
per the. General Instructions for preparation of
Balance Sheet giv.en under Part |, Schedule Vi to the
Cbmpaniés Act 1956 -

Held Not Guilty

17.

Non-disclosure of nature of Other Current Assets

{ Held Not Guilty

118.

The Audit Report was signed by the' Respondent in
such a manner that gives an impression that it had

'been S|gned by the Respondent by and on behalf of |
the Board of Directors which was not in line with the |
"1 requirements of SA 700

‘Held Not Guiity

119

| No bifurcation ~of Repairs and Maintenance’

expenditure under the sub head ‘Other ‘Expense’

which is not in line with the requirements of Schedule

VI of the Companles Act, 1956.

Held Not Guilty

The Committee noted that the Respondent at the stage of PFO had mter—aha
mentioned as under:

That the Respondent w.r.t allegation 2 above wherein he was held Guilty
h'ad"s'uti)mitted that the amount involved was only 0.15% of total fixed
assets of the company and hence, not material. Further, he has referred to
Para 4.3 of the “Preface to the Statement of Accounting Standards"
(revised.in 2004) issued by ICAl which states that Accounting Standards
requir_ed to be followed to prepare books of accounts are intended to apply

only to the items which are material and has a vital bea'ring on the books

~of aécOQnts. He also stated that such net disclosure of Sale and purchase

of fixed assets in.Cash Flow Statement does not affect the true and fair

- view of the Financial Statements.

CA. Sunil Johri (M.No.074654), Raipur in Re:
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That the Respondent w.r.t allegation 3 above wherein he had been held
Guilty had submitlted that'the iHventory was actually valued on Weighted
Average basis on'{y as the accounting was carried out by management on
‘Tally’ software where inventories are valued at moving average which is
same as the weiglz_]hted average basis and there was only a typographic
error in wrting thé word “Weighted” in the Significant Accounting Policies.
Further, if|the col_mpany had not stated ‘Weighted average cost, it had
neither used the word ‘Simple’ Average cost. With the available récords
and information the formula used by the Company has been stated to have

.reﬂected fairest poss;ble approximation to the cost incurred in bnngmg the

items of inventory,to their present location and condition.

That the Respondent w.r.t allegation 3A above wherein he had been held
guilty had| submitted thgt it was consistently -done on the basis of Net
Realisable Valuejor Cost whichever is lower. In the instant case, the Net
Realisable value} was Ibwer than cost. Further, since this method was

followed consistently, the same was not speciﬁcall_y mentioned in the Audit

That the Responldent w.r.t allegation 5 above wherein he had been held
Guilty had submitted that he along with his fellow Joint Auditor sufficiently
verified the inventory through intensive audit procedurés and vouching and

they suggested the management not to omit the wqrds “as certified and

valued by the management’ due to considerable usage .of estimation

involved in such |process He further stated that in his Audit Report, it was
stated that the rellance was placed on the management estimations and
valuations and they performed relevant audit procedures while conducting
the audit| of inventory. He also submitted that the Guidance note is

- recommendatory;in nature and such disclosure does not have any adverse

impact. _
That the Respondent w.rt allegation 6 above wherein he had been held

: i _ _
Guilty hatii submitted that the company had different types of inventory in-

hand dur{ing the period. However, the quantities of different type of
inventorie's which weré being traded were measured in terms of Nos., Kgs,
tons, milligrams etc. but because of diversified nature of such. inventory, it

~was impr!acticable for the Company and the Respondent to disclose the

|

[PPRIP/254F/2016-DD/118/INF/2016/DC/1531/20221
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quantiﬂative details in the financials. He further stated that the company
duly reiported the total amount in respect of opening and closing stocks,
purchallses, sales and consumption of raw material with its corresponding
value and quantitative breakup of manufactured goods. Further, he stated
that even if there was noncompliance in relation to the disclosure
requirement as alleged then also he and his fellow joint auditor were of the
view that the same was not material enough to report in their Audit Report
and also it did not affect the true and fair view of financial statements.

That the Respondent w.r.t allegation 10 above wherein he had been held
Guilty had admitted that it was a prior -peridd item and he had not erred in
disclosing such prior petiéd item as the amount of Rs.67,16,567.75 was
shown as Depreciation in Profit and Loss A/c and- further, Schedule E—

.

~ Fixed Assets’ an amount of Rs.30,34,115 was shown as depreciation for

the perilldd.' Then, the disclosure was given in Note-17 of Schedule R and
further, ft' was also disclosed in Annexure | of Audit Report. It was stated '

-that from all: such disclosures, it was evident that the depreciation in -

relation to prior period item was clearly disclosed and technicalities of AS-5

were duIy complied with.

That thei Respondent w.r.t allegation 12 above wherein he had been held
Guilty ‘had submitted that auditee company never intended to show such
expendi_t:ure as part of its fixed assets or current assets and such expenses
were incﬁurred to increase authorised capital which was in the nature of
share expenses and hence, AS 26 was not applicable on such expenditure

and hence, attention was notrdraWn to this fact in the Audit Report signed
by the Joint Auditor.

The Dlrector (Discipline) had in his Prima Facie Oplmon held the Respondent
pnma facle Guilty on following allegations:

a. First l"harqg {S. No. 2 of the Table) relating to non-disc‘losure of Cash

1

Inflow on sale of ﬁxed assets and cash outﬂow on gurchase of fixed
|
assets separately

kThe Director (Discipline) in the prima-facie opinion observed that it
‘was worth to weigh the materiality in view of gross cash flows

Page 7 of 27
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involved in sale and purchase of total fixed assets in comparison with -

t'he ‘Cash flows from Investing Activities’.

2. On perusal of ‘Cash flows from Investing Activities' in the Cash Flow
‘|5tatement for the financial year 2007-08, it was noted that the entire
'(;:ash flow undér thié sub head was from sale and purchase of fixed
assets bnly and not from any other source, therefore, the amount of

sale aﬁd purchase of fixed assets becomes material. Hence, the

Fontention of the Respondent as to noh-materia!ity of the amount in

this charge cannot be accepted.

3. Besides, it was also noted that omission of such information is not

. ionly ar?'. omission of material information from the financial statements

but also it leads to deviation from the requirements of the standard.

Moreoiier, it was noted that neither any profit nor any loss has been

!reported to have occurred on such sale of fixed assets in Profit and

Loss Account.
4. |As sUgh effectively, there was omission of entire related information
. from §the financial statements. Hence, it appeared that the
Respo_"jndent had been grossly negligent in performing his duties and
also failed to report the material misstatement appearing 'in the
ﬂnanc_ira!s Therefore, the Respondent was held prima facie Guilty on
this charge for professional misconduct falling within the meaning of
Ttems: (6) and (7) of Part | of Second Schedule to the Chartered

| Accou‘ntants Act, 1949.

b. 'Seco.nd Charge (S. No. 3 of the Table) relating to Inventories was

valued on the basis of ‘Average’ cost formula : The Director (Discipline)

in th:e: prima-facie opinion observed that there was nothing on record to
verify the claim of the Respondent about the actual method used by the

Company to value the inventory as the ‘Tally’ software often offers various

'meﬂ{ods to calculate inventory. Further, it was also viewed that deviation of

policy adopted for valuation of inventory which was not p_ermissible under
AS 2 cannct be said to have immaterial effect on true and fair view of the
finaﬁcial affairs of the Company. Accordingly, the Director (Discipline) in the
prim;a.-facie ‘opinion held the Respondent prima facie GUILTY on this charge

CA: Sunil Johri (M.No.074654), Raipur in Re: \ ! Page 8 of 27
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for p;tofessionai misconduct falling within the meaning of Items (5), (6) and

(7) off Part | of the Second Schedule to the Chartered Accountants Act,

1949

-

Thir(!i Charge (S. No. 3A of the Table). relating to depreciation not

form|inq part of valuation of finished goods :
|

1. TTeDirector (Discipline) in the prima-facie opinion noted from Para 6

and 8 of AS 2-which clearly mentions that the depreciation being the
ﬁ)Led._production overhead incurred in converting materials into finished

goods should be included while calculatlng cost of finished goods.
2. F|urther the company had charged the deprematton for the financial year
2007-08 amounting Rs 67.17 Lakhs which ‘includes depreciation

amountmg Rs 36.82 Lakhs pertaining to the year 2006 07 - and the

amount of depreciation of Rs.67. 17 Lakhs appears to be matenal being

10% of total Inventory.

3. Further, it was also observed that adoption of a cost formula excluding
-depreciation leads to undervaluation of mventory The Respondent in
respect of this chargewas silent in h|s Wntten Statement as to why
-the depreciation was not included in the cost of the Inventory while
applymg the formula for valuation of inventories. |

4. Hence, it was reasonable to be inferred that the Respondent was not

~ diligent whule performing his audit proc.edure of valuation of inventory and .

aiso failed to disclose this material misstatement known to him to appear
inlt the Financials of the Company making him prima facie Guilty on this
charge for professional misconduct falling within the meaning of Items (6)

a:nd (7) of Part | of Second Schedule to the Chartered Accountants Act,
- 1949.

' “as certlt“ ed and valued by the Management”: The Director (Dlsuphne) in

the prima-facie opinion observed that the Respondent ‘nad not addressed the
observation of the Board directly by providing ‘the reaSon of 'usage of such
'expressmn Furthermore, the Respondent had also neither produced on record

the certllt" icate of the management in relation W|th valuation of inventory nor did

.[Sunil Johri (M.No.074654), Raipurin Re: . | ‘ ' ' Page 9 of 27
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noted that|out of total Balance Sheet size of Rs 14 crores (approx.), inventory
constitutes Rs 6.7 crores (approx.). Hence, casual approach of the Respondent

could not be accepted. Thus, the Respondent was held prima facie Guilty on

this charge of Professional Misconduct falling within the meaning of ltems (7)
and (8) of Part | of Second Schedule to the Chartered Accountants Act, 1949,

e. Flfth Charge (S. No. 6 of the Table) relating to details of value and

quantity J)f traqu goods purchased and sold not disclosed as per the

i , requlrements of Paragraph 4A, 4B, 4C and 4D ‘of Part Il of Schedule Vi of
Compame%s Act, ;1 956:

1. :The.Direé:to'r (Discipline) in the Prima-facie Opinion noted that pursuant to the
-requirements of Clause 3 (i} (a) of Part Il of Schedule VI to the Companies
Act, 1956, the following information pertalning to turnover is also required to

be disclosed in financial statements:

, "(i) (a). The tumover, that is, the aggreqgate amount for which sales are

effected by the company, qgiving the amount of sales in respect of each

class Iof qoods dealt w:th by the company, and - md:catmq the

quant:ttes of: such sales for each class separately.”

2. It was observed thet quantitative disclosure of trading goods is a mandatory
requirem‘ent under the Companies Act, 1956 which was not disclesed in Notes
to Acce ‘,nts. The plea of the Respondent that disclosure of quantitative details
was imp&racticable could not be accepted considering the material nature of
‘transacti?ons held in trading goods being 31.8% of total Sales and Services
and 32‘%15 of total manufacturing expenses and also that cost records mandate

» maintenance of such records.
i | .
1 .

3. Thus, it iwas \newed that requirements of Part II Schedule VI to Companles
Act, 1956 has: not been complied with and Respondent has not drawn
attention to this fact in his auditor's report. Thus, the Respondent was held

prima faeie Guilty on this charge of Professional Misconduct falling within the

' ‘\)/ CA. Sunil Johri (M;No.074654), Raipur in Re: _ Page 10 of 27
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mear‘lxing of Items (5) and (7) of Part | of Second Schedule to the Chartered
Accountants Act, 1949. '

f. Sixth dha_rge (S. No 10 of the Table} relating to depreciation of Rs. 67.17
lakhs included the depreciation of Rs. 36.825 lakhs pertaining to the year
2006-07 while the reason of the same had not been disclosed:- The
Director (Dlsc;plme) in the Prima-facie Opinion noted that nenther the fact that
| whether it was a change in estimate/ depreciation method or any error giving

rise tola ‘prior period items’ was disclosed nor was it disclosed in the Profit and

Loss Alc but in Notes to Accounts. It was also observed that the amount

,involvefd conStitutes more than 50% of total depreciation charged during the

l “financial year; it was material adjustment in the context of ‘Profit After Tax’

“(PAT). Accordingly, non-disclosure of such adjustment with a meaningful

+ reason for such adjustment on the face of PandL Alc made the Respondent

‘ l pn'ma?‘*'}‘acie Guilty of professional misconduct falling within the meaning of

- ltems (7) and (8) of Part | of Second Schedule to the Chartered Accountants
Act, 1949

g. _S_everi’é_h Cha_rqé {S. No 12 of the Table) relating to ‘Defeggd_ Revenue
Expeniditure of Rs. 2,16,480/- shown in Balance Sheet under the Head
‘Miscelllraneous Expenditure’ which did not meet the deﬁnijjon of assets as
given in AS 26, Intangible Assets :* The Director (Discipline) in the Prima-
facie O‘pinion‘ noted that Expert Advisory'Conimitt’ee (EAC) issued opinion on

the ma%(terin Query No.28, Opinion finalised by the Committee on 22.01.2014
‘and 23.01.2014 (33" Volume, Pg.308) which explicitly: states that such

| expenses does not give rise to any reéburcie controlied by the entity. Such

increasé- in Authorised Capital does not ensure inflow of cash until or unless

share capital is issued against it. Therefore, the expenditure incurred by the
compaﬁy towards increase in authorised shafe'capitai Cannot be considered as
share issue expenées and should be treated as expense and charged off in the
Statement of Profit and Loss. Accordingly, the pléa of Respondent could not be

g

accepted. Hence, the Respondent was held prima facie Guilty of professional

mrsconduct falling within the meaning of ltems (6)-and (7) of Part | of Second
Schedule to the Chartered Accountants Act, 1949.

)~ CA.Sunil Johri (V.N0.074654), Raipur in Re: | Page 11 of 27
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Accordinglyi, the Director (Discipline) held the Respondent Prima Facie Guilty
of Professic?na! Misconduct falling within the meaning of ltems (5), (6) .(7) and
(8) of Part | of the’ Second Schedule to the Chartered Accountants Act, 1949.
The said items to the Schedule to the Act, states as under:

Items (5), (6),(7) and (8) of Part | of the Second Schedule

“A charterefd accountant in practice shall be deemed to be guilty of professional

misc_onduct:, if he—. ‘

(5) fails to|disclose a material fact known to him which is not disclosed in a
financial statement, but disclosure of which is necessary in making such
fi nancié! statement where he is concemed with that financial statement in a

professronal capacily ;

- (6) fails to repon‘ a material mis-statement known to him to appear in a financial

statement with which he is concemed.m-a_professfona.' capacity;

(7) does -mIJt exercise due diligence or is grossly negligent in the conduct of his |

profess:onal duties.”
(8) fails to obtain sufficient information to warrant the. express:on -of an opinion
or his ‘exceptions are sufficiently material to negate ‘the expression of an

. Opinion;

‘Respondent’s Submission-on Prima Facie Opinion

The Resp_ondents' had made.submissions dated 5 March 2022 in response to

Prima Facie Opinion. The gist of those submissions are as under:
i

a. The Resplbndentghumbly submits that SA 299 provides for respons_ibility of joint

auditors and spéciﬁes that in respect of audit work divided among the joint
" auditors, each joint auditor is responsible only for the work allocated to him.

b. On perusal of the above division of work, it was evident that the Respondent

was respensnble for:
i. Preparation of Tax Audit Report _
ii. Checking of Direct Tax, Indirect Tax and PF/ESI related compliances

CA. Sunil Johri (.M:.No.074654), Raip‘ur in Re: Page 12 of 27
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iil. Cheiecking of Bank and Loan Statemenis_ and
iv. Tes;t of Internal Controls.

c. In !ight"of the above bifurcation of work between the joint auditors, it was

humbly\submitted that none of the charges alieged on the Respondent in the
‘Prima Facie Opinion was felated to scope of work of the Respondent as
charges alleged in the Prima Facie Opinion are related to:
3 C!hecking of Preparation of Financial Statements i.e. Balance Sheet,
Profit and Loss and Cash Flow Statement: Charge No. 2, 12
i. Iniventory Valuation: Charge No. 3, 3A, 5, 6.

|
iii. Checking of Depreciation: Charge No. 10

. Based oln the above, it was evident that the charges alleged on the Respondent
were not related to the scope of work divided between the joint auditors with
respect lto the Respondent Therefore, in Ilght of SA 299, it was humbly
submitted that the Respondent cannot be held Guilty of any charge which does
not relate to the scope of work divided between the joint auditors with respect to
the Resﬁondent.' Hence, the charges alleged on the Respondent deserves to
be dropped'based on this ground only. '

Charges are not maintainable as the Respondent has duly complied wnth—
apphcable standards as per report of peer reviewer.

With respect to Charge no. 2, it was submitted that the main ob]ectlve of AS-3
is satisfi ed and disclosure was made considering the materiality level in the
case of aydltee. Further, there is no omission from the financial statements.
With respect to Charge no. 3, it was evident that there is no diversion in
valuation \as the same is done as per-the 'accounting principles.

. With resp‘weet to Charge no. 5, it was evident that the issue related to guidance

note which are recommendatory in nature. and such disclosure does not have

' any adveirse'impact on the financial statements. That on similar basis charge

! no. 1,4 and 8 in PFO has been dropped.

With respect to Charge no. 6, there'was sufficient reason of not disclosing the
quantities| however the total value has been duly reported which establishes

| that there |is no material misstatement which can make the Respondent grossly
negligent.l

| |
| |

CA. Sunil Johri (M.No.074654), Raipur in Re: - - Page 13 of 27
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j. With respect to Ch;arge no. 10, that the omission of depreciation in earlier year -
was done liay the a'i_buditor of that year and not the Respcndent, instead the said
omission is rectiﬁed in the current year by proper adjustment in Profit and Loss
Account aan dlsclosures in the notes.

k. With respect to Charge no. 12, AS-26 is not applicable in the present case and
the d|sclosure of deferred revenue expenditure under miscellaneous
expendltur{e is as’ per Schedule VI only, which was first done in the year 2006-

07 when ttpe Respondent was not the auditor.
l. Proceedlnlg is in wolatlon of Rule 12 of CA Rules and charges alleged are not

l
related to the sco,pe of work as per SA 299.
m. Charges alleged‘ do not involve any material non-disclosure or material

L]

mlsstaternents and are mostly belng regarded as clerical errors and none of the
charges are of the nature that proves gross negligence of the Respondent.

: ' ~n. Charges alleged on the. Respondent have not impaired the true and fair view of
the ﬂnancral statements Out of 19 charges, 13. have been -dropped which

proves -beyond doubt that charges are clerical in nature.

BRIEF FACTS bF THE PROCEEDINGS:

12. The Comnittee llt‘oted that the instant case was fixed for hearing on following

dates: V l
: <S.No,l Date Status of Hearing
19092022 | Part Heard and Adjoumed
128112023 | Part Heard and Adjourned
i 13.1;2.2023 Heard and Concluded.

13. On the dL-y of the first hearing, held on 19" September, 2022, the Committee
noted that the Respondent was present with his Counsel CA. Shashi Kant Barve
through vfideo,ccnferencing,mode. The Respondent was administered on Oath.

_ Thereafter; the Gommiﬁee enquired from the Respondent as to whether he was
aware of the charges. On the same, the Respondent replied in the affirmative

and ‘pleaded Not Guilty to the charges levelled against him. The Committee

4§y’ CA. Sunil Johri ’(M.No.o74654), Rapur In Re: Page 14 of 27
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'Iooking into the fact that the matter was placed. for hearing for first time, decided

to adjourn the matter to future date.

The Corr?tmittee noted that the Respondent vide letter dated 227 November,
2023 has submitted summary of all charges which are as under:-

In response to the first charge (S. No. 2 of above table), the Respondent
submittc}ed that the specific format of the cash flow has not been provided in any
of the a!uthoritative gUidance'issued by ICAL Further, said disclosure does not
constitute any material misstatement in the financial statements of the entity,
hence, the question of professional misconduct does not arise. Again, the
lle:Sloni of work clearly ‘mentions that checkmg of preparation of fi nancial
'—statements i.e. balance sheet, profit and loss and cash flow statement is within
the punnew of the joint auditor so the Respondent shall not be held guilty for
|
In reéponse'to the second charge (S. No. 3 of above -ta‘blle)‘, the Resp’ondent
' submitte‘!adthat the responsibility of exeoution of the inventories was that of the
Joint Auditors and not that of the Respondent. Th-e DD ICAI has not considered

that fact that even AS 2 uses the wordrl"average" in context of how the valuation

of inver:‘ttory has to be carried out. It also must be noted that the "Tally

Softwarfe" comes with. the functionality of valuing inventory either at FIFO basis

or .Weilq’nted 'Av_erage Cost basis. The same has to be selected by the

Management. Hence, the question tttat the inventory would have been valued
“with any‘/ other method other that specified in AS — 2 does not arise. |
In response to the third charge (S. No. 3A of above ta'ble'), the Re'spondent

submitted that from the division of work between the joint auditors, it is amply

clear that the responsibility of execution of the inventories was that the Joint

Auditors and not that of the~Respondent. Hence, the conclusion of the DD ICAI,
wit‘h regards to the responsibility' of the Respondent on the said financial
caption|is totally'invalid and bad in law. _

In response to the fourth charge (S. No. 5 of above table), the Respondent
submitted that the responsibility of the execution of the audit of inventory was of
the joint auditors and not the Respondent. Hence, the DD ICAl cannot hold the

Respondent guilty of professional misconduct: on an act performed by some

other person

i .
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v. In respon‘;s‘e fo the fifth charge (S. No. 6 of above table), it is submitted that -

the Compeny hae duly reported the total amounts in respect of opening and
closing sticks, purchases, sales and consumption of raw materials with its
‘correspon‘ing vétue and quantitative break up of manufactured goods.

Therefore,|

i) (d) of Part I, Schedule VI of the Companies Act,
1956, it is fe\ndent that disclosure of the same in the financial statements of the
Auditee W||| be cogltated that the Respondent has sufficiently complied with the
reqmremehts of R.art I, Schedule VI to Companies Act.

vii In rrespOnLe to the sixth charge (S. No. 10 of above table), the Respondent
submitted | that t?he audit report was appropriately modified because the

depreciation was not charged in the books of account. Further, attention is also

. drawn-to Notes of the financial statements wherein it is clearly mentioned that
~ the depreciation of the previous year has been charged during the period.

vii. In respo:‘tse-to, the seventh charge (S. No. 12 of above table), the
,Res,pondent ‘etated that the EAC which is referred by the DD ICAIl has been
only given by .the ICAl in- yeer 2014, while the ﬁnanciallfstaternents were

- attested i FY 2008. Hence, the opinion which was issued by ICAl cannot be
applied in the ptfesent circumstances. It must be noted that the accounting

treatment given by the Company and as audited by the Respondent is in line

with the practice f)revaiting in the FY 2008.

15. On the day‘ of the-f'seCOnd hearing held on 28" November 2023, the Committee
noted the Counsel for the Respondent CA. Ankit Maheshwari was present
through Vldeo conferencmg mode. The Respondent Counsel presented his line
of defence lnter alla statlng that: ,

a. That ttte audit_m this case was conducted by Joint Auditors.

b. There were 19 instances alleged by FRRB.

c. Out of these?;'lg instances, the Director (Discipline) held the Respondent
guilty on 6 charges.

d. These 6 charges are coming in the domain of the Joint Auditor.

15.1 Thereafter; the Cemmitteegave directions to the Respondent to submit within
10 days the following documents:

a. Submit a chart mentioning:
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() | Para number of Prima-facie Opinion.
(ii) Charge and Charge number in the Prima-facie Opinion.
(i) Whether that charge relates to the Respondent or Joint auditor.
b. Furtllwer points for consideration by the Committee.
The Colmmittee, thereafter, adjourned the case to a further date for a detailed

hearing. With this, the hearing in the matter was partly heard and adjourned.

16. The Respondent vide email dated 11t ‘December, 2023 submitted ‘a chart
| containiné the details as directed by the Committee. He also submitted that the
. charges for which he had been held accountable were under the purview of the
. joint auditor and the joint audrtor had already been found Gur!ty of these charges

and has been repnmanded

17.! On the day of the final hearing held on 13% December 2023, the Commlttee '
noted. that the CA. Ankit Maheshwari, Counsel for the Respondent was present
| through Vrdeo Conferencing Mode. The Committee noted that Counsel for-the
RespondeLnt presented his line of defense, inter-alia, mentioning that the
information letter was given in 2016 whereas the matter relates to financial year
.2007-08. The audit of the Company was conducted by the joint auditors and

certain c-h'arges levelled against the Respondent pertain to another joint auditor.

He, therez!after, submitted in his defense, in detail, on the charges levelled against

' the Respondent. o o

17.1 The Respondent had submitted an affidavit on the joint agreement as entered
between the Respondent and the Joint auditor vide email dated 20 December,
2023

17.2 Thereafter tthe Committee, looking into the Respondent’s submrssrons proceeded

_in accordance with the provisions "of Rule 18(8) of the Chartered Accountants

(Procedure |of Intrestigations- of Professional and Other Misconduct and Conduct of

caees)Ruies, 2007. After considering all papers available on record and after

c|:letailed deliberations and recording the submissions; the Committee decided to

conclude the hearing in the instant case and decided.to hold the Respondent, CA.

Sunil Johri (M.No. 074654), Ralpur Gurlty of Professronal Misconduct falling within

the nteanlln;:g of ltems (5), (8), (7) and (8) of Part | of the Second Schedule to the

Chartered Accountants Act, 1949.
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FINDINGS OF THE COMMITTEE

18.

19..

The Commiﬁee noted that the said Company i.e. M/s Southern Ispat Limited for
financial yez:ar 2007-08 was audited jointly by CA. Sunil Johri of M/s Sunil Johri
and AsSoci!ates, and P SivaRajan of M/s Mahadevan and Sivarajan. The
Committee Plso thed the submission of the Respondent that the areas fo be
covered during the audit were predefined in the scope of work for joint audit vide
the joint .agreemer;it dated 30" November 2007. The Committee further noted
that the Reépondent is taking a plea that the. charges levelied against him falls
within work| area of other joint auditor and accordmgly the responsibility of the
same cannot be attributed to him.

As tegards the above, the Commlttee noted that Paragraph 5 of SA 299,

Responsibility of Joint Auditors requires as follows:

“5. ...On the Other hand, all the Joint audifors are jointly and severally

responsible for:

d. for examining that the financial statements"of the entity comply with the
requirlements of the relevant statute;
e. for ensuring that audit report complies with the requirements of the relevant

statue.”
In view of the above-mentioned reqwrements it was noted that both the auditors
are jomtly and severally responsible for the presentation and disclosure
requirements of the financial statements though there was division of the work
between tﬁem. Henée, the plea of the Respondent is rejected that the charges

fall under :the purview of the other auditor. Moreover, it is pertinent to mention

that the i!mpact .of the misstatement as mentioned in .various charges, if

chsidered in-aggregation, is material and impacts the decision of the user of the

financial statements.
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The Committee accordingly noted the foIIoWifag charges as given hereunder: -

FIRST CHARGE BY DIRECTOR (DISCIPLINE)

21.

21.1

The Committee noted that the first charge relates to non- disclosure of Cash

inflow o'n sale of fixed assets and Cash Outflow on purchase of fixed assets
separately which as per the requirements of paragraph 21 of AS 3 should have
been d:sclosed separately on gross basis in the Cash Flow Statement. It was
stated that only net Cash flows on sale and purchase of fixed assets have been -
reported in the Cash Flow Statement for Financial Year 2007-08.

The Comgmittee noted that the Respondent at the stage of hearing had mentioned
that he has not retained any working papers relating to audit. So, he failed to give
any specific details regarding sale, purchase transaction of fixed assets The
Ccmmtttee also noted that the Respondent had taken plea that present charge
pertains to work which was responsibility of other joint auditor. The Committee

 further noted that the Respondent in this regard had submitted that the amount

21.2

involved was only 0.15% of total fixed assets of the company and hence was not
|
material. '

The Committee further noted that in the extant matter, only net cash flow on sale

~and purcri}aserof fixed assets was reported in the cash flow statement for financial

% 1.3

’NVCA. Sunil Johril

year 2007-08. In other words, gross cash flows pertaining to purchase and sale of
fixed assets were not shown in the Cash Flow Statement. The Committee,
however,| on perusal of ‘Cash flows from Investing Activities’ in the Cash Flow
Statement for the financial year 2007-08, noted that the entire cash ‘ﬂow under this
sub head was from sale and purchase of fixed assets only and not from any other

source, therefore, the amount of sale and purchase of fixed assets was found to
be material. ' '

Further, it was viewed that the Respondent had again argued in terms of net cash
flow whereas; the non-compliance had been raised for gross amounts involved.
Hence, the contention of the Respondent as to non-materiality of the.amount in

this‘char%)e was not found acceptable. Moreover, neither any profit nor any loss

(M.No.074654), Raipur in Re: Page 19 of 27
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has been reported to have occurred on such sale of fixed assets in Profit and loss -

Account and as such effectively, there was omission of entire related information
from the fi nanblat statements. The Commrttee accordingly, noted that omission of
such information was not only an omission of material information from the
financial statements but also it led to non-compliance of AS 3 which should have
been reported by the ‘Respondent in his audit report. Accordingly, the Committee

- is-of the conS|dered oplnlon that the Respondent is held Gullty of this charge for
professional rprscond_uct falling within the meaning of ltems (6) and (7) of Part | of
Second Sche;dule to the Chartered Accountants Act, 1949 with respect to this
charge. '

' SECOND CHARGE BY DIRECTOR (DISCIPLINE)

22. The Committee noted that second charge was related tb-the'signiﬁcant

accounting policies -of the Company related to inventories which mentioned that
value of Inve'.ntory of Raw Material was bésed on ‘Average Cost Basis’ whereas,
‘AS 2 prescribes to adopt either FIFO or ‘Weighted Average’ cost formula to
determine :th?e valué.-Of inventories. Thus, it was alleged that inventories valued
on the basis of ‘Average’ cost formula was not permissible under AS 2 and the

Respondent had failed to report about the same in his Audit Report.

22.1 The Committee noted that the Respondent in his defence had mentioned that

inventory was valued on Weighted Average basis only and there was only a

~ typographic error in writing the word ‘Weighted in the Significant Accounting

Policies. The Resppndent had also mentioned that he had not retained the

working papers. Accordingly, contention of the Respondent cannot be proved that
weighted ave‘i‘age method was adopted by the Company.

22.2 Thus, looking into above facts vis-a-vis the acceptance of the mistake by the
Respondent, the Committee is of view that the plea of the Respondent, that the

- valuation methodology followed during the previous years was followed, could not
be accepted. It was viewed that whenever an auditor state in his report that the
financial statéments were in compliance With Accounting Standards referred in
Section 211 (3C) of;fhe Companies Act, 1956, it is his responsibility to verify the

CA. Sunil Johri (M.N0.074654}, Raipur in Re: , ’ Page 20 of 27
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1documents‘., accordingly. In any case, the Respondent had accepted an error in
| respect of|the same. Accordingly, the Committee is of the considered opinion that
ithe Respondent is held Guilty of professional misconduct falling within the
_‘ meaning of ltems (5), (6) and (7) of Part | of Second Schedule to the Chartered
I Accountants Act, 1949 with respect to this charge.

.

THIRD CHARGE BY DIRECTOR (DISCIPL INE)

! |
|

With respect to third charge, the Committee noted that it has been stated that
the com¥pany, in its accounting policy, has prowded for valuation of Finished

~ production excluding deprec.'at:on whereas AS 2 requires depreciation should

.

N

|

] Goods mventory at the cost of raw material consumed and direct cost related to
|

} form part in the valuation of i'nventory. Accordingly, it was alleged that the
i

'Responéent had failed to report non-compliance of AS 2 in his Audit Report.
‘ , :

23.1.The Committee noted that the Réspondent had stated: that valuation of finished

| goods was consistently done on the basis of ‘Net Realisable Value or Cost

| whichever is lower and Net Realisable value was lower than cost. Further, since

{ thls method was followed consistently, the same was not specn" cally mentloned |n

j the audit- report. The Committee further noted that the. Respondent had also

| submitted that valuation of finished goods was dorie ‘on NRV so even if

i depreciation was -added it would not- had any impact on 'ﬁnancials. The

l Respon‘dbnti at hearing stage accepted that there. was Iapsé on part ..of the

|
|

! Respondent ofnc’:tédding depreciation in the cost. -

23.2 Thus, looking into above facts vis-a-vis the acceptance of the mistake by the

3
|
|
|

|
|

Respondent, the Committee viewed that although such type of error neither affects
the true and fair view nor affects the decision making of any user of the fi nancial
statements of the Company, however, there should be compliance of Accounting
Standard and it brmgs transparency and accountablhty in the audited financial
statements. Although the checking of Inventory and its valuation was under the

domain of the other joint auditor but it is ultlmate reSponSIbnhty of both joint

|

i 2
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y | .
auditors. Henjce, the:Respondent as an auditor should have pointed out deviation -

of Accounting| Standards, Companies Act etc.

23.3 The depreciation amount was Rs. 27.48 lakhs and Company had earned profit
after tax of Rs. 2. 70 lakhs, hence, the exclusion of depreciation in valuation of
inventory had a mater;al effect. Further, it was viewed that whenever an auditor
state in his report that the financial statements were in comphance with accountlng
standards referred in Sectlon 211 (3C) of the Compames Act, 1956, it was his
responsibility Ito venfy the documents accordingly. Therefore, the defence of the
Respondent for non- mciusuon of deprec;atlon in value of inventory for not being
material was hot found acceptable. Accordlngty the Respondent is held Guilty of

- professmnal misconduct falling within the meaning of items (5), (6) and (7) of Part |
of Second Schedule.to the Chartered Accountants Act, 1949 with respect to this
~ charge. e |
_E_C&RTH:CHARG!E BY IjIRECTOR {DISCIPLINE)

| t

24, -The-Commitltee .noted.'that;fourth. charge is that under the head Inventories, it
wa_s-'-mentiohed-‘l‘lni{entories as certified -and valued by the Management’
whereas -in terms o_t Guidance Note on Audit of inventories, the usage of such
expression rhight Ie'ad the users of the fi nancial statements to believe that the
Auditor had merely rel|ed on the Management Certificate without carrying out any

- appropriate a'udtt procedures to satisfy him about the existence and valuation of
" inventories. Thus, it was alleged against the Respondent that he had not

complied with the .regui'rements of Guidance Note.

|
241 The Committee noted that the Respondent submitted that he along with his fellow

Joint Audltor\ had sufﬂmently verified the inventory through intensive audit
procedures ar\nd vouchlng and they suggested the management not to omit the
‘words as certifi ed and- valued by the management’ due to considerable usage of

“estimation involved in such process. He had also mentloned_ that the referred

~ Guidance Node on Audit of Inventories is ‘reoOmmendatOry, in nature and such

- disclosure does not have any adverse impact while reviewing financials.
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" 242 The Corﬁmittee noted that Guid'énce Note Ciearly states that the auditor should
adopt sufﬁcient audit procedure to verify the inventories. Further, it also noted
Announc’ément of the Council relating to “Clarification regarding Authority |

" Attached 'to Documents Issued by the Institute” which describe the authority of

Guidance'Note as follows:

|
&

‘ | .
“6. ‘Guidance Notes’ are primarily designed to provide guidance to members on
mah‘emir which may arise in the course of their professional work and on which
they mllay desire assistance in resolving issues which may pose difficulty.

_Guidam‘;e_Notes are recommendatory in nature. A-member should ordinarily

follow :"ecommenda'tit)ns'in a guidance note relating to an auditing' matter
~ except where he is satisfi ed that in the circumstances of the case, it may
not be necessary fo do so. S.-mtlarly, while d;scharg;ng his attest functfon a
"memberl should examine whether the recommendations in a guidance note

relatmg to an accounting matter have been followed or not. If the same have
not been followed, the member should consider whether keeping in view the

c:rcumst.la’nces of the case, a disclosure in his report is necessary (emphasis

5980,

. 243 In view of |thee above, it was noted that the :RéSpondent in the extant case had
' failed to ‘br'i}ng fb’rth the circumstances due to which he felt that compliance of
Guidance Note was not necessary. Further, it was noted that out of total Balance
Sﬁeet size of Rs 14 crores (approx) , inventory worth Rs 6.7 crores-(approx.)
which was cf]uitematerial and thus, the-ap.proa‘cﬁ ‘adopted by 'Résp_onde'nt is not
acceptable. \‘Accordingly, the Committee is of ‘the considered opinion that the
Respondent|is held Guilty of professional misconduct falling within the meaning of
- ltems (7) and (8) of Part | of Second Schedule to the Chartered Accountants Act,

1949 with res\pect to this charge. S

%? " FIFTH CHARGEL:BY'DlRECTOR (DISCIPLINE)
| s

25. The Committee noted that fifth charge re!ates'tothat the Respondent being an

~ Auditor had| failed to report in his Audit Report the fact of non-disclosure of
VS -
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I
guantities ofi tradiqg goods purchased and sold separately as per the . '
req uirements,‘lof Part?:lrl of Schedule VI of Companies Act, 1956.
| :
25.1 The Committe’e noted that the Respondent had submitted that the Company had
different types of mventory in hand during the period and due to diversified nature
- of such mventory, it was impracticable for the Company and the Respondent to
disclose the | quantlgatwe details in the financials. The Respondent further
submitted tha:t primaFiiy the Company was involved in manufacturing activities and
quantity -of the manufactured goods and-all compliances of manufactured goods
was done. Tfne Commrttee also noted that the Respondent had submitted that
6600 items were traded so quantitative detalls were not taken into account for.
25.2 It was, acco_fdingly, Tgnoted by the Committee that quantitative disclosure of trading
o go'odsiwasﬁé mand?tow requirement of Clause 3 (i) (a) of Part Il of Schedule Vi
. under the ‘leompani‘es Act; 1956 which was not complied with. It was viewed that
~ - mandate requirements have been designed to provide necessary information to
= the:stakehoflders cencerned and hence its omission could not be regarded as only
presentation error. -

25.3 It was noted that the Respondent had failed to report about the said non-
-compliance‘ in his audit report.-Further, the plea of the Respondent that disclosure
of quantrtatwe detalls was impracticable cannot be accepted considering the
material nature of transactlons held in trading goods being 31.6% of total sales
and Servu::'es and£32% of total manufactu‘nng expenses and also that cost records
mandate maintenance of such records. 7

254 According[y, the E}ommittee is of the considered opinion that the Respondent is
held Guiit'y of préfessional misconduct falling within the meaning of Items (5) and

(7) of Part I of Second Schedule to the Chartered Accountants Act, 1949 with

respect to this charge

SIXTH CHARGE BY.DIRECTOR (DISCIPLINE)

‘ ,
26. The Corrl’emittee:noted that the sixth charge is that arrears of depreciation was

charged fin the eUrrent year depreeiation' while the reason for the same had not

been dis_;closed- and as per the requirements of AS 5, it should have been
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disciosed sf;eparately on the face of Profit and Loss account as prior period items.
Thus, it was alleged that requirements of AS 5 were not complied with which the

Responde‘l'nt had failed to report in his audit report.

26.1 The -Corr;tmittee noted from the Paragraph 15 of AS 5, Net Profit or loss for the
Period, Prior Period items and Changes in Accounting Policies which states as

follows: .

“15. The nature and amount of prior period items' should be separately
disc!c:)sed in the statement of profit and loss in a manner that their impact
on the current profit or loss can be perceived. {Emphasis added)”

26.2 From '-the"*abbve' ‘m'en'tioned requirements, the Committee noted that - the

'Accountmg Standard 5 clearly requires to disclose the impact of pnor period
items i such a manner that its impact can. be clearly percelved to users of the
’ﬁnancuali statements. Accordingly, it is observed that clubbing depreciation of
36.82 lakhs pertaining to previous ‘year in total amount of expenses for the

“current )i/ear understates the Profit for current year.
|
e

. 26.3 The -Comfr"nittee noted that the Respondent hadadmitted that it was a prior period

item and‘necessar?y disclosures were made. The Respondent had submitted that
blfurcatfon of deprematton pertamlng to current year and prior year was given in
Fixed Assets Schedule. The Commiittee is of the view that merely giving separate

- disclosure does not meet the requirements of AS 5.

26.4 The Committee, however, 'on perusal of docurients on records, noted that neither
the fact'whether it was a change in estimate/ depreciation method or any error
giving rise to a ‘prior period item’ was disclosed nor was it disclosed in the Profit
and Loss A/c but in ‘Notes to Accounts It further noted that amount involved
relating to prewous year constituted more than 50% of total depreciation charged

~during current fmanmal year and thus it was material adjustment in the context of
‘Profit A|fter Tax’ (PAT). Accordingly, in view of the fact that disclosure of such
adjustment with a meeningful reason for such.adjutetment—dnl the face of Profit and
Loss Account was “not made, therefore, the Reepondent is held Guilty of
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professional rhisconduct falling within the meaning of ltems (7) and (8) of Part | ofs

Second Sche|dule to the Chartered Accountants Act, 1949 with respect to this
charge. '

SEVENTH CHARGE BY DIRECTOR (DISCIPLINE)

27.

The Commit’;[ee noted that the seventh and last charge is that the requirements

of AS 26 ——i‘!ntang‘flb[e Assets’ were not complied with as Deferred Revenue
Expenditure ‘was cépitalised in Balance ‘Sheet which the Respondent being the
statutory auditor failed to report the same in his audit report. '

27.1 The Committ(:ee noted that the Respondent had submitted that AS 26 is not

‘applicable on fsuch expenditure as auditee Company never intended to show such

_expenditure as part of its fixed assets or current assets and such expenses were

incurred to increase 'guthorised capital which was in the nature of share expenses
and hence, AS 26 was not.-‘app!icable on.such expenditure and hence, attention
was not drawn to this fact in-the Audit Report.

27.2 The-Committee however, on perusal of the said Opinion of Expert Advisory

27.3

Commlttee wewed that the said Opinion was pure!y based on the requirements of

-Account:ng Standard 26 . which was mandatorily applicable on the Company.

Accordingly, it was \newed that since the expenses incurred to increase authorised
capital did not‘gllve rise to ahy resource cpnt_rolled by the entity and such increase
in authorised ciabital did 'not ensure inflow of cash until or unless share 'capital was
issued agains’é it. Accordingly, the plea of Respondent was not found acceptabie
and the Commiittee is of t_he considered opinion that the Respondent is held Guilty
of professiona} misconduct falling within the meaning of ltems (6) and (7) of Part |

of Second Schedule to the Chartered Accountants Act, 1949 with respect to this
charge.

It-was further observed that almost all the observations were defended by taking
the plea of materlahty and area of work of Joint Auditor, which signifies the casual
approach adopted by the Respondent while performing audit of the Company. It

was viewed that an audit is regarded to be conducted to ensure compliance with
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financial reporting framework applicable on the enterprise, hence, in extant case,

compliance with the requirements of Schedule VI to the Companies Act, 1956 as

well as applicable accounting standards was required to be followed. Hence, ifan -

auditor states in his audit rebort that financial statements have been prepared in
accordance with applicable financial reporting framework and that it complies with
the Accounting Standards referred in Section 211(3C) of the Companles Act,

1956, ther|| non- comphance of the same is not acceptable

|
CdNCLUSIOl‘!d
. I

28. In view of the above fi ndlngs stated in the above paragraphs vis-a-vis matenal on

record, the Committee, in its considered opinlon holds the Respondent GUILTY
of Professional Mlsconduct falllng within the meaning of tems (5),(6),(7) and (8)
of Part-l of the Second Schedule to the. Chartered Accountants Act 1949
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