
This article aims to:
Discuss the reporting requirements under CARO 2020 relating to fraud 
committed on or by the company including whistle-blower complaints 
received by it and qualifications in audit reports of the components. 

Chapter 1

CARO 2020: Fraud reporting 
and qualification in an 
auditor’s report
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Introduction
In recent times, corporate frauds 
have shaken the confidence of 
various stakeholders, in particular 
the investors. Therefore, there 
is an increase in expectation 
from the auditors to bring to 
the fore instances of frauds or 
other such unethical practices 
which would be key for decision-
making by investors. With 
this objective, the Companies 
(Auditor’s Report) Order, 2020 
(CARO 2020) has introduced 
reporting requirements relating 
to fraud by the company or on 
the company including whistle-
blower complaints received by 
it during the year. Additionally, 
auditors are specifically required 
to report transactions which 
have not been recorded in the 
books of account but have been 
surrendered or disclosed as 
income during the year in the tax 

assessments under the Income 
Tax Act, 1961 (IT Act). 

Further, in order to provide a 
comprehensive view about 
company’s operations at 
consolidated level, CARO 2020 
also requires auditors to report 
about qualifications or adverse 
remarks in the auditors’ reports 
of the companies included 
in the Consolidated Financial 
Statements (CFS) of the parent 
company. 

In this article, we aim to cast 
our lens on these reporting 
requirements along with 
highlighting the key guidance 
provided by the Institute of 
Chartered Accountants of India 
(ICAI) in its guidance note issued 
in this regard.

Fraud reporting

CARO 2020 has modified the reporting requirement 
relating to fraud vis-à-vis CARO 2016. Earlier, 
reporting on fraud on the company was restricted 
to fraud by officers or employees of a company. 
The revised clause requires an auditor to report 
whether any fraud by the company or any fraud on 
the company has been noticed or reported during 
the year. Accordingly, fraud on the company by any 
person would now be reported. In case a fraud has 
been noticed/reported, then an auditor is required 
to disclose the nature of the fraud and the amount 
involved in its report. 

Meaning of fraud

The term ‘fraud’ has been defined under Section 447 
of the Companies Act, 2013 (2013 Act). In relation to 
the affairs of a company or body corporate, ‘fraud’ 
defines to include any act, omission, concealment 
of any fact or abuse of position committed by any 
person or any other person with the connivance in 
any manner, with the intent to deceive, to gain undue 
advantage from, or to injure the interests of, the 
company or its shareholders or its creditors or any 
other person, whether or not there is any wrongful 
gain or wrongful loss. 

Guidance by ICAI

Scope of reporting

As per the guidance note, detection of a fraud that 
has an intent to injure the interests of a company or 
cause wrongful gain or wrongful loss might not be 
possible for an auditor unless the financial effects 
of such acts are reflected in the books of account/
financial statements of the company. For instance, 
pay-offs received by an employee for favouring a 
specific vendor. However, an auditor is required to 
report all such instances noticed or reported to him/
her while conducting the audit. The term ‘noticed 
or reported’ indicates that the management of the 
company should have the knowledge about the 
frauds on the company or by the company that have 
occurred during the period covered by the auditor’s 
report.

Reporting would also cover frauds which may have 
an indirect impact on financial statements of the 
company.
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Separate reporting on fraud ‘on’ or ‘by’ the company

An auditor is required to report separately on the 
nature and amount involved with respect to: 

• Fraud on the company i.e. fraud committed by the 
employees or third parties

• Fraud by the company i.e. fraud involving one or 
more members of management or those charged 
with governance.

Other considerations

Two types of intentional misstatements that are 
relevant to the auditor’s consideration of fraud are: 

• Misstatements resulting from fraudulent 
financial reporting: It involves intentional 
misstatements or omissions of amounts/
disclosures in financial statements to deceive 
financial statement users.

• Misstatements resulting from misappropriation 
of assets: It involves the theft of a company’s 
assets.

For the purpose of reporting, an auditor would 
inquire from the management about any frauds 
on the company that it has noticed or has been 
reported to it. The auditor should also discuss the 
matter with other employees including officers of the 
company. Further, an auditor would also examine the 
reports of the internal auditor and minutes of audit 
committee to ascertain whether any fraud has been 
reported or noticed. A written representation from 
management acknowledging its responsibility for 
the implementation and operation of accounting and 
internal control systems and the fact that disclosure 
of all significant facts relating to any frauds or 
suspected fraud has been made by the management 
would be obtained by an auditor.

Filing of Form ADT-4

CARO 2020 has introduced a new reporting 
requirement wherein an auditor is required to state 
whether any report under Section 143(12) of the 2013 
Act has been filed by the auditor in Form ADT-4 as 
prescribed under Rule 13 of the Companies (Audit 
and Auditors) Rules, 2014 (Audit Rules) with the 
Central Government (CG).

Requirements of the 2013 Act

Currently, Section 143(12) of the 2013 Act read 
with Rule 13 of the Audit Rules requires specific 
reporting by an auditor of a company in case of 
frauds. According to it, an auditor has to report a 
fraud committed in the company by its officers or 
employees involving an amount of INR1 crore or 

above to the CG in Form ADT-4 within 15 days from 
the date of receipt of reply or observations from the 
board of directors or audit committee.

In case fraud involves an amount less than INR1 
crore, the matter needs to be reported to the audit 
committee or the board of directors of the company 
within two days of an auditor’s knowledge of the 
fraud.

The reporting under Section 143(12) of the 2013 Act 
is also applicable to a cost auditor and secretarial 
auditor of a company.

Guidance by ICAI

For the purpose of reporting, an auditor would need 
to consider the frauds reported by him/her under 
Section 143(12) of the 2013 Act during the year up 
to the date of its report. An auditor would also need 
to consider the report (in Form ADT-4), if any filed by 
the cost auditor or secretarial auditor of the company 
and should report it under this clause.

As per the guidance note, the reporting requirement 
would also be applicable in cases where the 
predecessor auditor of the company has reported 
under Section 143(12) of the 2013 Act during the year 
before the appointment of the successor auditor. 

Whistle-blower complaints
CARO 2020 has introduced a new reporting 
requirement which requires an auditor to consider 
whistle-blower complaints, if any, received by the 
company during the year under the audit.

Existing frameworks 

Certain companies are required to maintain a vigil/
whistle-blower mechanism under the relevant 
provisions of the 2013 Act and the Securities and 
Exchange Board of India (SEBI) (Listing Obligation 
and Disclosure Requirements) Regulations, 2015 
(LODR). Those are as follows:

• Mandatory vigil mechanism (Section 177 and 
Schedule IV of the 2013 Act): Following class of 
companies are mandatorily required to establish a 
vigil mechanism for their directors and employees 
to report their genuine concerns or grievances:

a. Listed companies

b. Companies which accept deposits from the 
public 

c. Companies which have borrowed money from 
banks and public financial institutions in excess 
of INR50 crore.
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Companies which are required to constitute 
an audit committee1 should oversee the vigil 
mechanism through the committee. If any of 
the members of the committee have a conflict 
of interest in a given case, they should recuse 
themselves, and the others on the committee 
would deal with the matter on hand. In case of 
other companies, the board of directors should 
nominate a director to play the role of audit 
committee for the purpose of vigil mechanism to 
whom other directors and employees may report 
their concerns. 

The vigil mechanism should provide for adequate 
safeguards against victimisation of employees 
and directors who avail of the vigil mechanism. In 
exceptional cases, it should also provide for direct 
access to the chairperson of the audit committee 
or the director nominated to play the role of audit 
committee, as the case may be.

Further, it is also the duty of an independent 
director of a company to ascertain and ensure 
that the company has an adequate and functional 
vigil mechanism and that the interests of a person 
who uses such mechanism are not prejudicially 
affected on account of its use.

• Mandatory whistle-blower mechanism 
(Regulation 4(2)(d) of LODR): Every listed 
company is required to devise an effective 
whistle-blower mechanism which would enable 
stakeholders, including individual employees and 
their representative bodies, to freely communicate 
their concerns about illegal or unethical practices. 

• Disclosures (Regulation 46 and Schedule V 
of LODR/Section 177 of the 2013 Act): The 
details of establishment of vigil mechanism/
whistle-blower policy need to be disclosed by the 
companies on their websites and board’s report. 
Listed companies are also required to disclose the 
details in the corporate governance report of their 
annual reports along with the affirmation that no 
personnel have been denied access to the audit 
committee.

Guidance by ICAI

Reporting under this clause would cover: 

• Whistle-blower complaints including anonymous 
complaints received by the company during the 
year; complaints pertaining to earlier years are not 
to be considered by an auditor 

• Instances of frauds which have already been 
reported, identified/detected by the management 
or through the company’s vigil/whistle-blower 
mechanism and has been/is being remediated/
dealt with by them during the year.

Companies which are mandatorily required to 
establish the vigil/whistle-blower mechanism should 
ensure compliance with the provisions of the 2013 
Act and LODR. In case of companies which are not 
mandatorily required to establish any vigil/whistle-
blower mechanism and they did not establish such 
process voluntarily, then management of such 
companies would be required to provide all whistle-
blower complaints to an auditor for review.

Further, to facilitate reporting, companies would 
need to devise appropriate mechanism such as 
ethics/whistle-blower/hotline process with adequate 
procedures which could handle anonymous 
complaints (received from inside and outside the 
company) and accept confidential submission of 
concerns about questionable accounting, internal 
control, or auditing matters. Auditors would also 
evaluate whether whistle-blower complaints are 
investigated and resolved by the company in an 
appropriate and timely manner. 

Unrecorded income disclosed in tax 
assessments 
Another new reporting requirement that has been 
introduced by CARO 2020 requires an auditor to 
report on whether there are any transactions which 
have not been recorded in the books of account of a 
company but have been surrendered or disclosed as 
income during the year in the tax assessments under 
the IT Act. If yes, then an auditor would also need 
to report whether the previously unrecorded income 
has been properly recorded in the books of account 
during the year.

Undisclosed income

As per Section 158B of the IT Act, ‘undisclosed 
income’ includes any money, bullion, jewellery or 
other valuable article/thing or any income based 
on any entry in the books of account or other 
documents or transactions which represents wholly 
or partly income or property which has not been or 
would not have been disclosed for the purposes of 
IT Act. It also includes any expense, deduction or 
allowance claimed under the IT Act which is found to 
be false.

1. Following companies are required to constitute an audit committee under the 2013 Act:
a. Every listed public company
b. An unlisted public company (except a joint venture, a wholly-owned subsidiary or a dormant company) which meets either of the following conditions:

i. Its paid-up share capital is INR10 crore or more 
ii. It has a turnover of INR100 or more
iii.  Its aggregate outstanding loans, debentures and deposits exceeds INR50 crore.
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Guidance by ICAI

The term ‘surrendered or disclosed’ implies that 
the company must have voluntarily admitted to the 
addition of such income, which can be demonstrated 
on the basis of the returns filed by the company. 
Therefore, reporting under this clause would not 
cover situations, for instance, where additions 
have been made by income tax authorities and the 
company has disputed such additions or even where 
no appeal has been filed by the company in respect 
of the additions made by tax authorities. 

The surrender or disclosure of unrecorded income 
might relate to any assessment year under the IT 
Act. Accordingly, for the purpose of reporting, an 
auditor would review the following:

• All tax assessments of a company completed 
during the year along with submission and 
statements filed by the company in the course of 
assessments. 

• Tax assessments which have been completed 
subsequent to the balance sheet date but prior to 
signing of the auditor’s report, if the surrendered 
or disclosed income relates to the year under audit 
or prior years. 

An auditor would also evaluate the effectiveness of 
internal financial controls of a company, in particular 
those relating to recognition of revenue/income.

Once such unrecorded transactions have been 
identified, an auditor would ascertain whether proper 
recording of such transactions has been duly made 
in the books of account. Proper recording includes 
proper disclosure in the financial statements of the 
company i.e. disclosures are sufficient to enable 
users understand the impact of such transactions. 
The nature of disclosure would depend on the 
nature of undisclosed income and the treatment 
thereof if the same was duly disclosed and reported 
in the books of account in the year to which the 
undisclosed income relates to. 

Qualifications in components’ audit 
reports

CARO 2020 has introduced a new reporting 
requirement wherein an auditor is required to 
comment whether there have been any qualifications 
or adverse remarks in the CARO reports of the 
companies included in the CFS by the respective 
auditors. In case of qualifications/adverse remarks, 
an auditor is further required to provide the details 
of the companies and the paragraph numbers 
of the respective CARO report containing such 
qualifications or adverse remarks.

It is important to note that reporting requirements 
of CARO 2020 is not applicable on auditor’s report 
on CFS, except reporting on qualifications for those 
entities included in CFS to whom CARO 2020 is 
applicable.

Guidance by ICAI

Reporting under this clause would cover:

• All entities included in the CFS to whom CARO 
2020 is applicable including parent company’s 
standalone CARO report 

• Every qualification/adverse remark made by an 
individual component including the parent. 

The responses to questions reported in CARO 
2020 are responses to specific questions which are 
expected to be answered in affirmative or negative. 
Therefore, the term qualification/adverse remark 
used in the clause does not mean a qualification/
adverse opinion as per principles enunciated 
in the Standard on Auditing (SA) 705 (Revised), 
Modifications to the Opinion in the Independent 
Auditor’s Report which is issuance of an auditor’s 
opinion on the financial statements as a whole. The 
principal auditor would need to apply professional 
experience and judgement while concluding whether 
the responses to various clauses are in the nature of 
qualifications or adverse remarks. For this purpose, 
inputs from component auditor could also be sought 
by the principal auditor.

In case where CARO report has not been issued 
by the component auditor by the date of principal 
auditor’s report, the fact would be reported by 
the principal auditor along with the name of the 
component while reporting under this clause.
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Conclusion

Reporting of frauds by the company 
or on the company could be an 
indicator of internal control failure and 
inefficient business operations. With 
the enhanced scope of reporting, 
there is an increasing need for 
companies to maintain adequate 
systems and controls, in particular 
those relating to financial reporting 
such that instances of fraud could be 
identified and addressed on a timely 
basis. Additionally, companies should 
also consider evaluating their whistle-

blower mechanism/vigil mechanism to 
ascertain whether such a mechanism 
is able to capture and address all 
genuine grievances. These would also 
be subject to review by an auditor under 
CARO 2020. Companies should also 
ensure proper recording of transactions 
disclosed or surrendered as income 
in the income-tax assessments as 
such transactions would also now be 
reported in the auditor’s report under 
CARO 2020.
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