
CARO 2020: Loans 
and investments and 

repayment of dues

© 2020 KPMG Assurance and Consulting Services LLP, an Indian Registered Partnership and a member firm of the KPMG network  
of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

02

This article aims to:
Discuss the reporting 
requirements relating 
to investments 
made, guarantee/
security or loans/
advances in the nature 
of loans provided 
by companies along 
with those relating to 
default in repayment 
of loans or other 
borrowings granted to 
the company.
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Introduction
The Companies (Auditor’s 
Report) Order, 2020 (CARO 2020) 
significantly enhances the reporting 
requirements by auditors along with 
the need for companies to maintain 
adequate records for the purpose of 
verification. 

In general, companies engage in 
borrowing or lending activities 
from/to other entities including 
their subsidiaries, joint ventures 
and associates for their business 
operations. In the recent past, various 
instances of corporate failures have 
been reported on account of failure 
to meet their repayment obligations 
or siphoning of funds/utilisation 
of funds for purposes other than 
business purpose. In order to assess 
the veracity of such loans and 
borrowings, CARO 2020 introduces 
various reporting requirements on 
following aspects: 

• Investments made, guarantee/
security or loans/advances in 
the nature of loans provided by 
companies

• Compliance with provision of 
Section 185 and 186 of the 2013 
Act

• Default in repayment of loans and 
other borrowings by companies 

• Situations when a company is 
declared as a wilful defaulter 

• Purpose for which term loans 
have been applied

• Situations where short-term funds 
have been applied for long-term 
purposes

• Funds raised to meet obligations 
of subsidiaries, associates or joint 
ventures

• Funds raised on pledge of 
securities held in subsidiaries, 
joint ventures or associates.

In this article, we aim to discuss 
these reporting requirements 
and will also highlight the related 
guidance provided by the Institute of 
Chartered Accountants of India (ICAI) 
in the Guidance Note on CARO 2020 
(guidance note) issued in this regard.

Investments and loans and advances in the nature of loans 
CARO 2020 has modified the requirement relating to 
providing loans and advances by companies vis-à-vis 
CARO 2016 and has also added few new reporting 
requirements. 

As per the revised requirement, an auditor is required 
to report whether the company has made investments 
in, provided any guarantee or security or granted 
any loans or advances in the nature of loans, secured 
or unsecured, to companies, firms, Limited Liability 
Partnerships (LLPs) or any other parties. Therefore, in 
addition to loans, the revised clause covers reporting on 
investments made, guarantee or security provided or 
advances in the nature of loans granted by companies. 

The reporting requirement under this clause are sub-
divided into six clauses which has been discussed below. 

Guidance by ICAI

An auditor is required to comment on each of the sub-
clause and in respect of all loans/advances in nature 
of loans granted, guarantee or security provided to 
companies, firms, LLPs or any other parties. Further, all 

kind of loans i.e. long-term/short-term, in cash or in kind 
given by the company to any party would be covered.

Loans, advances in the nature of loan and 
guarantee/security provided
CARO 2020 has introduced a new reporting requirement 
relating to whether a company has provided loans or 
advances in the nature of loans, or stood guarantee, or 
provided security to any other entity during the year. If 
the answer is yes, then it would need to indicate:

a. The aggregate amount during the year, and balance 
outstanding at the balance sheet date with respect to 
such loans or advances and guarantees or security to 
subsidiaries, joint ventures and associates.

b. The aggregate amount during the year, and balance 
outstanding at the balance sheet date with respect 
to such loans or advances and guarantees or security 
to parties other than subsidiaries, joint ventures and 
associates.



Guidance by ICAI

The clause would be applicable to all companies except 
companies whose principal business is to give loans for 
example, financial institutions, Non-Banking Financial 
Companies (NBFCs) or NBFC registered as a core 
investment company. 

Determination of whether an advance is in the nature of a 
loan would depend upon the circumstances of each case. 
For instance, an advance given in excess of the value of 
an order or for a period which is in excess of the period 
for which such advances are usually extended as per the 
normal trade practice, could be considered as an advance 
in nature of a loan to the extent of such excess. 

Further, reporting under this clause would cover only 
financial guarantee given by a company to a bank or 
financial institution in respect of loans taken by a third 
party. 

For the purpose of reporting, an auditor would be 
required to determine the gross amount (i.e. without 
adjusting any subsequent settlements) of all loans, 
advances in nature of loans, guarantees, security 
provided during the year (emphasis added) to 
subsidiaries, joint ventures, associates1 and to any other 
parties. Loans/advances in nature of loan that have been 
squared-up (i.e. given and repaid) during the year would 
also be reported under this clause. 

In addition to the sectoral laws such as guidelines 
prescribed by the Reserve Bank of India (RBI) in respect 
of NBFCs, an auditor would be required to evaluate 
compliance with the requirements of relevant provisions 
of the 2013 Act dealing with power of the board of 
directors with respect to granting of loans, norms relating 
to loans granted to directors, and loans and investments 
made by companies (i.e. Section 179, 180, 185, 186 and 
187). 

Terms and conditions not prejudicial to a 
company’s interest
CARO 2020 has modified the reporting requirement 
and requires an auditor to comment on whether the 
terms and conditions of the investments, guarantee, 
security, all loans/advances in nature of loans granted 
during the year are not prejudicial to the interest of the 
company. 

(Emphasis added to highlight the additions made vis-à-vis 
CARO 2016)

Guidance by ICAI

Reporting under the clause would be applicable to all 
companies including financial institutions, NBFCs, etc.

A due consideration would need to be given to the 
terms and conditions of the loans/advances in the 
nature of loans/investments made/guarantee/security 
provided. Other factors would also be considered such 
as company’s ability to lend/make investment/borrow 
and financial standing of the borrower/investee/party 
on whose behalf the company has given the guarantee. 
As per the guidance note, financial support by a holding 
company to its loss-making subsidiary would not be 
construed as prejudicial to the interest of the holding 
company.

Schedule of repayment of principal and 
interest
In respect of loans and advances in the nature of 
loans, an auditor is also required to report on stipulation 
of schedule of repayment of principal and payment 
of interest and on regularity of their repayments i.e. 
the principal and interest should normally be received 
whenever they fall due.

(Emphasis added to highlight the additions made vis-à-vis 
CARO 2016)
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1. The definition of subsidiary, joint venture and associates would be construed in accordance 
with the 2013 Act. 
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Guidance by ICAI

Reporting under this clause would be applicable to all 
companies and would cover: 

• Loans and advances in nature of loans granted during 
the year 

• Loans and advances in nature of loans with opening 
balances and 

• Advances in nature of loans which do not contain the 
schedule of repayment and payment of interest.

The clause requires examination of loan agreements, 
mutually agreed letter of arrangement, schedule of 
repayment of principal and payment of interest, etc. 
In certain cases where there is no loan agreement/
arrangement or the loan agreement/arrangement do 
not contain the schedule of repayment of principal and 
payment of interest, then the auditor would need to 
report this fact along with his/her inability to make a 
specific comment on the regularity of repayment of 
principal and payment of interest. 

Additionally, where a schedule of repayment of principal 
or payment of interest is stipulated but such payments 
are not regular then an auditor may report this fact and 
may give number of such cases and remarks.

Amount overdue for more than 90 days
Similar to CARO 2016, CARO 2020 requires an auditor 
to disclose the total amount overdue (i.e. principal and 
interest) for more than 90 days from all parties as at the 
balance sheet date along with whether reasonable steps 
have been taken by the company for recovery of the 
principal and interest. 

There is no major change in the reporting requirement 
vis-à-vis CARO 2016. This clause would cover loans 
including advances in nature of loans given by the 
company to any party. 

Guidance by ICAI

Reporting under this clause would be applicable to 
all companies. As per the guidance note, facts and 
circumstances of each case including the amount 
involved would need to be considered by an auditor while 
examining whether reasonable steps (not necessarily 
legal steps) have been taken by the company for recovery 
of principal and interest. 

Management of a company would need to provide in 
writing the steps taken by the management for recovery 
of the principal and interest.

© 2020 KPMG Assurance and Consulting Services LLP, an Indian Registered Partnership and a member firm of the KPMG network  
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Renewal of loans/fresh loans to settle 
overdues of existing loans
CARO 2020 introduces a new reporting requirement in 
respect of loan or advance in the nature of loan granted 
which has fallen due during the year and has been 
renewed or extended or fresh loans granted to settle 
the overdues of existing loans given to the same parties 
i.e. identification of instances of ‘evergreening’2 of loans/
advances in the nature of loans.

Guidance by ICAI

Reporting under the clause would be applicable to all 
companies except companies whose principal business 
is to give loans for example, financial institutions, 
Non-Banking Financial Companies (NBFCs) or NBFC 
registered as a core investment company. 

As per the guidance note, reporting under this clause 
would also cover loans falling due as on the balance 
sheet date and which were renewed/extended/settled 
post balance sheet date and before the date of audit 
report. Such instances would be reported in subsequent 
year as well. The clause is not restricted to ‘overdue’ 
loans but also extends to situations where fresh loans 
are given close to settlement date.

Loans granted to promoters and related 
parties
This is also a new clause which requires disclosure 
of gross amount of loans or advances in the nature of 
loans which are either repayable on demand or do not 
specify any terms or period of repayment in the auditor’s 
report. If a company has granted such loans then specific 
disclosures would be made for aggregate amount of 
loans granted to promoters and related parties as defined 
under relevant provisions of the 2013 Act. As per the 
guidance note, such relationship (promoter or related 
party) may exist at any point during the year. Reporting 
under the clause would be applicable to all companies.

Compliance with provisions of 
Section 185 and 186 of the 2013 Act
CARO 2020 brings forward this reporting requirement 
from CARO 2016. This requirement relates to whether 
the company has complied with the provisions of 
Section 185 and 186 of the 2013 Act in respect of loans, 
investments, guarantees, and security provided in 
connection with loans.

As per the provisions of Section 185 of the 2013 Act, 
a company cannot advance any loan, including loan 
represented by a book debt, directly or indirectly to 
any of its directors. Such a restriction also extends to 
any guarantee given or security provided in connection 
with a loan. However, companies are allowed to give 
loans (including loan represented by a book debt), any 
guarantee or can provide any security in connection 
with any loan, to any person in whom any of the director 
is interested,3 subject to prior approval by a special 
resolution and loans should be utilised by the borrowing 
company for its principal business activities.

Further, Section 186 of the 2013 Act governs the 
provisions relating to granting loans, guarantee or 
security and making investments by companies in 
other entities. While making investments, a company 
is not allowed to enter into certain transactions if the 
amount involved in the transaction exceeds 60 per cent 
of paid-up share capital, free reserves and securities 
premium account or 100 per cent of its free reserves 
and securities premium account, whichever is more, 
except by way of a special resolution passed at a general 
meeting. It also prohibits a company from making 
investments through more than two layers of investment 
companies, unless specifically exempted. 
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2. The term ‘evergreening’ is not defined in the 2013 Act. However, in general parlance it 
implies an attempt to mask loan default by giving new loans to help delinquent borrowers to 
repay/adjust principal or pay interest on old loans

3. Any person in whom any of the director of the company is interested’ means:
i. Any private company of which any such director is a director or member
ii. Any body corporate at a general meeting of which not less than 25 per cent of the total 

voting power may be exercised or controlled by any such director, or by two or more such 
directors, together

iii. Any body corporate, the BoD, MD or manager, whereof is accustomed to act in accor-
dance with the directions or instructions of the BoD, or of any director or directors, of the 
lending company.
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Nature of 
borrowing, 
including debt 
securities

Name of lender* Amount not 
paid on due 
date

Whether 
principal or 
interest

No. of days 
delay or unpaid

Remarks, 
if any

*lender wise details to be 
provided in case of defaults to
banks, financial institutions and 
government.

Other lenders: Aggregate for 
each type of lender may be 
given, for example, debenture 
holders.

Guidance by ICAI

In respect of loan or related guarantee/security given 
by a company to its directors, the nature of the non-
compliance, the maximum amount outstanding during 
the year and the amount outstanding as at the balance 
sheet date would be reported in respect of:

• Directors and 

• Any person in whom any of the director of the 
company is interested (specifying the relationship with 
the director concerned).

With respect to loans and investments by companies 
to other entities, companies would need to disclose 
full particulars of the loan given, investment made or 
guarantee given or security provided in the financial 
statements including the purpose for which the same is 
proposed to be utilised by the recipient. Further, it would 
involve assessment of rate of interest, which should not 
be lower than the prevailing yield of government security, 
special resolution duly passed in case loans exceed 
the specified limits and prior approval from the public 
financial institution where any term loan is subsisting.

Default in repayment of loans or other 
borrowings by companies
Unlike CARO 2016, CARO 2020 requires an auditor 
to report on whether the company has defaulted in 
repayment of loans/other borrowings or in the payment 
of interest thereon to any lender (earlier reported only 
in case of defaults in repayment to a financial institution, 
bank or government) in a specified format as given 
below:

Guidance by ICAI

The clause covers defaults in payment of loans or other 
borrowings (including principal and interest) to any 
lender.

It also covers rescheduled/restructured loans, disputed 
loans and loans and borrowings on demand.

For the purpose of reporting under this clause, 
borrowings will not include public deposits and 
preference share capital. As per the guidance note, 
reporting under this clause would cover: 

• Amount of all defaults4 committed during the year 
along with number of days of default

• Amount and period of defaults existing at the balance 
sheet date irrespective of when those defaults have 
occurred. 

Period up to the date of the auditor’s report would be 
considered for the purpose of reporting the number of 
days delay or amount that remains unpaid.

In case of reschedulement/restructuring of loan, it 
has been clarified that mere submission of application 
would not mean that no default has occurred. In case 
the application for reschedulement of loan has been 
approved by the concerned bank or financial institution 
during the year covered by the auditor’s report, then 
the fact would be reported by the auditor. However, if 
reschedulement has been approved subsequent to the 
balance sheet date, defaults during the year would be 
reported.
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4. The term ‘default’ for the purpose of reporting under this clause would mean non-payment 
of dues to lenders on the last dates specified in loan documents or debentures trust deed, 
as the case may be.



Apart from obtaining direct confirmations from banks/
financial institutions, an auditor may examine monthly 
reports submitted by banks and financial institutions 
to the credit information companies such as Credit 
Information Bureau (India) Limited (CIBIL) including 
verification of database of Central Repository of 
Information on Large Credits (CRILC), set up by RBI to 
collect, store, and disseminate credit data to lenders for 
the purpose of reporting under this clause.

Application of term loans 
Another new reporting requirement under CARO 2020 
relates to whether term loans were applied for the 
purpose for which these loans were obtained. If not, then 
the auditor is also required to report the amount of loan 
so diverted and the purpose for which it is used. 

Guidance by ICAI

Term loans generally carry a repayment period of more 
than 36 months. Therefore, term loans would not cover 
cash credit, overdraft and call money accounts/deposits. 
As per the guidance note, term loans obtained from 
entities/persons other than banks/financial institutions 
would also be covered for the purpose of reporting under 
this clause. 

The RBI circular on willful default defines diversion of 
funds to, inter alia, include any of the following events:

• Utilisation of short-term working capital funds for long-
term purposes not in conformity with the terms of 
sanction

• Deploying borrowed funds for purposes/activities or 
creation of assets other than those for which the loan 
was sanctioned

• Investment in other companies by way of acquiring 
equities/debt instruments without approval of lenders.

Therefore, if the company has applied the general-
purpose loan for any such purpose which can be defined 
as a diversion, an auditor would be required to report it 
accordingly. Further, utilisation of term loans which have 
been split as equity and debt components under the 
accounting framework would be considered in entirety 
for the purpose of reporting under this clause. 
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Further, in case of disputes between the lender and the 
company regarding repayment, prevailing terms and 
conditions would be considered by an auditor and a brief 
about nature of dispute would be reported.

Wilful defaulter
CARO 2020 intoduces a new reporting requirement 
relating to whether the company has been declared as 
a willful defaulter by any bank or financial institution or 
other lender. 

Guidance by ICAI

As per the guidance note, reporting under this clause 
would be restricted to the relevant financial year under 
audit till the date of auditor’s report. The term ‘willful 
default’ has been defined by RBI in its circular on willful 
defaulters5 which, inter alia, includes occurrence of any of 
the following events as a willful default:

• The unit has defaulted in meeting its payment/
repayment obligations to the lender even when it has 
the capacity to honour the said obligations. 

• The unit has defaulted in meeting its payment/
repayment obligations to the lender and has diverted 
the funds for purposes other than for which it was 
availed or has siphoned off the funds.

• The unit has defaulted in meeting its payment/
repayment obligations to the lender and has also 
disposed-off or removed the movable or immovable 
property given by it for the purpose of securing a term 
loan without the knowledge of the bank/lender.

The term ‘lender’ under the RBI circular covers all 
banks/financial institutions to which any amount is 
due. Though considering the objective of the clause, 
the guidance note has clarified that the clause would 
cover any bank or financial institution even if such bank 
or financial institution has not lent to the company. In 
respect of ‘other lenders’, reporting would be restricted 
to declaration of willful defaulter by government/
government authorities.

Further, if a company has not been declared a wilful 
defaulter but has received a show-cause notice in 
accordance with the RBI circular, the auditor may 
consider disclosing this fact in its report.

5. RBI master circular RBI/2014- 15/73DBR.No.CID.BC.57/20.16.003/2014-15 dated 1 July 2014.
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There could be a situation that a company took a term 
loan during the year but did not apply for the stated 
purpose as  it was disbursed at the end of the year. An 
auditor would be required to state this fact in his/her 
report. Additionally, the clause covers term loans which 
were taken in the previous accounting period but have 
been actually utilised during the current accounting 
period.

Application of short-term funds for long-
term purposes 
CARO 2020 introduces a new reporting requirement 
relating to whether funds raised on short-term basis 
have been utilised for long-term purposes. If the answer 
is yes, then an auditor would be required to report the 
nature and amount so utilised. 

Guidance by ICAI

The underlying principle for the requirement is to assess 
financial health of an entity. For the purpose of reporting 
under this clause, long-term sources of funds along 
with their long-term application by a company would 
be determined using the data contained in the financial 
statements. Long-term sources of funds would include 
share capital, reserves and surplus, long-term debt 
securities and long-term loans and long-term application 
of funds could be investment in property, plant and 
equipment, intangible assets and repayment/redemption 
of long-term loans/debt.

As per the guidance note, if the quantum of long-term 
funds is significantly less than the long-term application 
of funds, then it would be an indication that short-term 
funds have been used to finance the long-term assets 
of the company. Further, a current ratio of less than one 
would also be an indicator that short-term funds have 
been used to finance long-term assets of the company.

Funds raised to meet obligations of 
subsidiaries, associates or joint ventures
Another new reporting requirement relates to whether 
the company has taken any funds from any entity or 
person on account of or to meet the obligations of its 
subsidiaries, associates or joint ventures6. If yes, then an 
auditor is required to provide the details along with the 
nature of such transactions and the amount in each case.

Guidance by ICAI

As per the guidance note, reporting under this clause 
would normally be required when a company has 
taken any funds from any entity/person and has also 
granted loans or advances in the nature of loans to its 
subsidiaries, associate companies or joint ventures or 
has made further investments in such subsidiaries, joint 
ventures, or associate companies. 

Funds could be short-term or long-term and could be 
obtained from any entity irrespective of the legal form. 
Further, reporting under this clause would cover: 

• All funds taken during the year even if these have been 
repaid before the year end

• Funds taken in earlier years and were repaid during the 
year or are outstanding as at the year end.

Though the term obligation has not been defined in the 
2013 Act or in CARO 2020, it would in general mean the 
amounts that the subsidiaries, joint venture or associate 
companies are required to pay themselves either to their 
vendors, lenders, employees, or statutory authorities. 

For the purpose of reporting, an auditor may examine 
schedule of loans and advances/borrowings and related 
party transactions maintained by the company along 
with obtaining direct confirmations from subsidiaries, 
joint venture or associate companies. In case financial 
statements of subsidiaries, joint ventures, and associates 
are audited by another auditor, it may also seek specific 
information from the auditors of the components. 

Funds raised on pledge of securities held in 
subsidiaries, joint ventures or associates
Under CARO 2020, an auditor is also required to report 
whether the company has raised loans during the year 
on the pledge of securities7 held in its subsidiaries, joint 
ventures or associate companies. In case the answer is 
affirmative, it requires an auditor to: 

• Give details of such loans and 

• Report if the company has defaulted8 in repayment of 
such loans raised.
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6. For the purpose of this clause, the term subsidiary, associate or joint venture would be as 
defined under the 2013 Act. 

7. The term ‘securities’ would mean securities as defined under Section 2(h) of the Securities 
Contracts (Regulation) Act, 1956 (SCRA) which include, shares, scrips, stocks, bonds, 
debentures, or other marketable securities, derivative and government securities.

8. Default will include both repayment of principal and payment of interest. 



Guidance by ICAI

‘Securities held in its subsidiaries, 
joint ventures or associate 
companies’ would mean the 
investment of the company 
(reporting entity) in such subsidiary, 
joint venture or associate company.

Reporting under this clause would 
cover:

• All loans taken (from any lender) 
during the year even if repaid 
during the year. Accordingly, 
loans taken in earlier years and 
outstanding as at the balance 
sheet date would not be covered. 

• Cases where security has been 
invoked by the lender on account 
of default by the company

• Only specific pledge of securities 
and not general or residual charge 
on all securities.

In accordance with the 2013 Act, 
companies are required to create a 
charge in case a company obtains 
loan by pledge of securities. 
Companies would need to maintain 
documents related to charges 
created including any modification 
thereof including loan agreements/
other documents such as term 
sheets for the purpose of verification 
by an auditor.
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Conclusion

CARO 2020 with its new bundle 
of clauses aims to provide a 
comprehensive position of the 
loans and advances taken or given 
by a company. Some of the key 
reporting requirements introduced 
relates to:

• Loans or advances in the 
nature of loans which are either 
repayable on demand or do not 
specify any terms or period 
of repayment with a specific 
disclosure on such loans given 
to promoters or related parties. 

• Specific reporting on 
evergreening of loans i.e. 
granting new loans for 
repayment of old loans in order 
to prevent a default. 

• Application of terms loans for 
the purpose for which those 
have been raised, if not then 
specific reporting on amount so 
diverted.

• Funds taken to meet the 
obligations of subsidiaries, 
associates or joint ventures 
along with those taken on 
pledge of securities held by 
the company in subsidiaries, 
associates or joint ventures.

• Default in repayment of loans/
borrowings by a company to any 
lender or declared as a willful 
defaulter.

These reporting requirements cast 
an additional responsibility on the 
management of the company to 
ensure that all documents and 
relevant processes are in place 
for an auditor to verify and report 
accordingly. 
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