
10.1 Scope of the term “professional or other misconduct”

The expression “professional or other misconduct” shall have the 
same meaning assigned to it under section 22 of the Chartered 
accountants act, 1949. [Explanation below section 132(4)]

section 22 of the Chartered accountants act,1949 provides that:

 u the expression “professional or other misconduct” shall be 
deemed to include any act or omission provided in any of the 
schedules,

 u but nothing in this section shall be construed to limit or abridge 
in any way the power conferred or duty cast on the Director 
(Discipline) under sub-section (1) of section 21 to inquire into 
the conduct of any member of the institute under any other 
circumstances.

There are two schedules to the Chartered accountants,1949 dealing 
with Professional Misconduct as under:

 u Part i of the First schedule deals with professional misconduct 
in relation to chartered accountants in practice

 u Part ii of the First schedule deals with professional misconduct 
in relation to members of the institute in service

 u Part iii of the First schedule deals with professional miscon-
duct of the members of the institute generally
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 u Part iv of the First schedule deals with other misconduct of 
the members of the institute generally

 u Part i of the second schedule deals with professional miscon-
duct in relation to chartered accountants in practice

 u Part ii of the second schedule deals with professional mis-
conduct of the members of the institute generally

 u Part iv of the Third schedule deals with other misconduct of 
the members of the institute generally

as auditors of company/body corporate are members of iCai in 
practice and not members of iCai in service, it is opined that Part 
ii of the First schedule dealing with “professional misconduct in 
relation to members of the institute in service” has no relevance for 
the purpose of section 132(4) of the act and Rule 10 (investigation 
of professional or other misconduct) and Rule 11 (Disciplinary 
proceedings) of the nFRa Rules, 2018.

Therefore, the professional or other misconducts specified in Parts 
i, iii & iv of First schedule and Parts i, ii and iii of the second 
schedule shall have relevance for the purposes of action by nFRa 
in terms of sections 132(4) and Rules 10 and 11. Technically, in 
terms of the definition of “professional or other misconduct” given 
in Explanation below section 132, all of these professional or other 
misconducts are actionable by nFRa. Thus, on a literal reading of 
the Explanation all the misconducts by auditors governed by nFRa 
in terms of Rule 3 specified in schedules to the Ca act,1949 except 
those in Part ii of the First schedule.

however, disciplining members of iCai is not an end in itself for 
the nFRa but is only the means to an end i.e. to ensure effective 
oversight of auditing functions performed by auditors of companies/
bodies corporate governed by nFRa in terms of Rule 3 and to 
ensure assure quality of audits done by such auditors. if such a 
purposive approach is adopted to interpretation of “professional 
or other misconduct”, then nFRa is empowered to investigate 
and take action against auditors of companies/bodies corporate 
specified in Rule 3 only in respect of those misconducts specified 
in schedules to Ca act,1949 which directly affect the audit quality. 
such a focused effort shall yield better results rather than nFRa 
dealing with each and every misconduct of these auditors. Thus, 
based on a purposive interpretation, the following acts or omissions 
specified in Part i of the First schedule and Part i of the second 
schedule shall be actionable by nFRa:
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 u accepts a position as auditor previously held by another char-
tered accountant or a certified auditor who has been issued 
certificate under the Restricted Certificate Rules, 1932 without 
first communicating with him in writing; [Clause (8) of Part i 
of the First schedule] [see para 10.1-1]

 u accepts an appointment as auditor of a company without first 
ascertaining from it whether the requirements of section 225 
of the Companies act, 1956 [now sections 139,140,141,144 
of the Companies act, 2013] in respect of such appointment 
have been duly complied with; [Clause (9) of Part i of the First 
schedule] [see para 10.1-2]

 u allows a person not being a member of the institute in practice, 
or a member not being his partner to sign on his behalf or on 
behalf of his firm, any balance-sheet, profit and loss account, 
report or financial statements. [Clause (12) of Part i of the First 
schedule] [see para 10.1-3]

 u certifies or submits in his name, or in the name of his firm, a 
report of an examination of financial statements unless the 
examination of such statements and the related records has 
been made by him or by a partner or an employee in his firm 
or by another chartered accountant in practice; [Clause (2) of 
Part i of the second schedule] [see para 10.1-4]

 u expresses his opinion on financial statements of any business 
or enterprise in which he, his firm, or a partner in his firm 
has a substantial interest; [Clause (4) of Part i of the second 
schedule] [see para 10.1-4]

 u fails to disclose a material fact known to him which is not 
disclosed in a financial statement, but disclosure of which 
is necessary in making such financial statement where he is 
concerned with that financial statement in a professional ca-
pacity; [Clause (5) of Part i of the second schedule] [see para 
10.1-5]

 u fails to report a material misstatement known to him to ap-
pear in a financial statement with which he is concerned in 
a professional capacity; [Clause (6) of Part i of the second 
schedule] [see para 10.1-6]

 u does not exercise due diligence, or is grossly negligent in the 
conduct of his professional duties; [Clause (7) of Part i of the 
second schedule] [see para 10.1-7]
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 u fails to obtain sufficient information which is necessary for 
expression of an opinion or its exceptions are sufficiently 
material to negate the expression of an opinion; [Clause (8) of 
Part i of the second schedule] [see para 10.1-8]

 u fails to invite attention to any material departure from the 
generally accepted procedure of audit applicable to the cir-
cumstances; [Clause (9) of Part i of the second schedule] [see 
para 10.1-9]

it may be noted that definition of “professional or other misconduct” 
in section 22 of Ca act, 1949 is an inclusive definition. so even 
those misconducts which affect audit quality but not listed out in 
the schedules to the Ca act,1949 shall be actionable by nFRa. any 
act or omission “which will be reasonably regarded as disgraceful, 
or dishonourable, to his professional brethren of good repute 
and competency” may be regarded professional misconduct by 
Ca even if not specified in the schedules [See Allison v. General 
Medical Council [1894] 1 Q.B. 750)--Stroud’s Judicial Dictionary]. 
however, on a purposive interpretation, not all such misconducts 
of auditors of companies and bodies corporate covered by Rule 
3(1) shall be actionable by nFRa. only those that involve violation 
of any section of the act or rule applicable to auditors or violation 
of auditing standards/accounting standards or any failure that 
affects audit quality shall be actionable by nFRa [For provisions 
of the act and Rules under the act applicable to auditors, See 
Division ii of this book]

10.1-1 Accepting auditorship without communicating in writing 
with predecessor auditor

a practicing Ca(incoming auditor) will be guilty of professional 
misconduct under clause (8) of Part i of First schedule if he:

 (i) accepts a position as auditor held by another Ca or a restricted 
state auditor(retiring auditor/outgoing auditor)

 (ii) without first communicating with him in writing

This misconduct doubtless affects audit quality as the communication 
required by clause (8) is not a mere formality or courtesy extended 
to a professional colleague. objective of communication is that the 
incoming auditor would know the reasons for the change of auditor 
to be able to safeguard his own interest, the legitimate interest of 
the public and the independence of the existing accountant. it is 
not intended to prevent or obstruct the change of auditors.
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