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INTRODUCTION

I, the Chairman, Committee on Public Undertakings having
Teen authorised by the Committee to submit the Report on their
behalf, present this 2nd Report on Action Taken by Government
on the recommendations contained in the 55th Report of the Com-
mittee on Public Undertakings (Sixth Lok Sabha) on Appoint-
ment of Auditors in Government Companies.

2. The 55th Report of the Committee on Public Undertakings
was presented to Lok Sabha on 30 April, 1979. Replies of Govern-
ment to all the recommendations contained in the Report were
received on 29 December, 1979, Further information called for in res-
pect of 1 recommendation was furnished by the Ministry on 17 June,
1980. The Replies of Government were considered by the Action
Taken Sub-Committee of the Committee on Public Undertakings on
14 November, 1980. The Report was finally adopted by the Com-
mittee on Public Undertakings on 18 November, 1980,

3. An analysis of the Action Taken by Government on the
recommendations contained in the 55th Report (1978-79) of the Com-
mittee is given in Appendix.

New Drrui; BANSI LAL,

November 24, 1980 *Chairman,
Agrahayana 3, 1902 (Saka) Committee on Public Undertakings.

(vii)



CHAPTER 1
REPORT

This Report of the Committee deals with the Action Taken by-
Government on the recommendations contained in the Fifty Fifth
Report of the Committee on Public Undertakings (1978-78) on
“Appointment of Auditors in Government Companies” which was
presented to Lok Sabha on the 30 April, 1979.

2 Action Taken notes have been received from Government in.
respect of all the eight recommendations contained in the said"
Report. These have been categorised as follows:—

(i) Recommendations/Observations that have been accepted
by the Government,

Serial No. 2, 3 & 6.

(ii) Recommendations/Observations which the Committee do-
not desire to pursue in view of Government’s replies.
Serial No. 4, 5(1), 5(2) & 7.

(iif) Recommendation/Observation in respect of which the
replies of Government have not been accepted by the
Committee,

Serial No. NIL

(iv) Recommendation/Observation in respect of which final
replies of Government are still awaited.

Serial No. 1.

3. The Committee will now deal with the action taken by Gov-
ernment on the recommendation at S. No. 1.

APPOINTMENT OF AUDITORS
Recommendation No. 1 (Paragraph No. 19—20)

4. The Committee noted that under the provisions of the Com-
panies Act, 1956, in the case of Government Companies audit is
conducted by professional auditors appointed by the Company Law
Board on the advise of the C&AG of India. The High Powered
Expert Committee on Companies and MRTP Acts (Sachar Com--
mittee) suggested that whereas, the panels of auditors should be-
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maintained by the C&AG, appointment of auditors from out of
these panels might be made by the public sector undertakings
themselves. The Committec were, however, of the view that it
was totally undesirable that a government company should have
the choice of auditors (though from a panel maintained by C&AG)
and there is no warrant to change or modify the existing whole-
some provision in the Companies Act.

5. In their reply the Ministry of Law, Justice and Company
Affairs has stated as follows:

“The Sachar Committee’s recommendation in this regard is
still under consideration of the government. The views
of the Committee on Public Undertakings as stated in
para 20 of its 55th Report will be kept in view when a
final decision is taken by the government on the said
recommendation of the Sachar Committee”.

6. Although Government could have considered the point raised
by this Committee and made known their views, pending considera-
tion of the Sachar Committee’s recommendation as a whole, it is
regretable that it was not done. The committee therefore wish to
reiterate that there is no warrant to change or modify the existing
wholesome provision in the Companies Act, 1956 in regard to ap-
JDbointment of Auditors of Government companies.



CHAPTER I

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED BY
GOVERNMENT

~  Recommendation (Serial Nos, 2 and 3, Paragraphs 21—24)

The Committee note that out of a total of about 10,000 practising
Chartered Accountants, 6,735 have applied for registration in C &
A.G’s Office for being appointed as auditors of Government Com-
panies. Thus, the fleld of choice for choosing auditors for Govern-
ment Companies by the C&AG on whole advice the Company Law
Board appoints is, indeed, very wide.

Admitiedly, the selection of auditors for Government Com-
panies, in ‘which huge public funds have been invested will have to

be done with great care and circumspection.

The C & AG’s Office has laid down certain criteria for selection
of auditors. Partnership firms are preferred to proprietory firms
(except in States where such firms are not in sufficient number)
and even among the partnership firms weightage is given to firms
where at least two of the partners do not have independent prac-
tice outside the partnership or are not employed elsewhere. The
other considerations are based on location of the undertakings and
the auditor firm, the nature and complexities of the Company to
be audited, the fee for the audit, the organisational strength of the
auditor firm, its records of work and experience etc.

While the Committee are in general agreement with the above
criteria laid down by the C&AG, they would like to point out that
considering, the large number of practising Chartered accountants,

the policy should be to allot audit of the public sector companies
to firms which have not so far been assigned such audit provided

they satisfy the criteria.
Reply of Government

The policy aspect suggestcd by the Committee is kept in view
by the C & AG in selecting auditors for Public Sector Enterprises.

[Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-1GC, dated 29-12-79]

3
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Recommendation Serial No. 6 Paragraph No. 27

The Committee also observe that in the case of 22 Government.
Companies auditors are yet to be appointed for 1978-78 or for earlier
years. Of these 22 Govt. Companies.

The Committee also observe that in the case of 22 Government
Companies auditors are yet to be appointed for 1978-79 or for earlier
years. Of these 22 Companies, Accounts for the year 1977-78 or
earlier years of as many as 7 Companies are in arrears resulting in
non-appointment of auditors. The Committee regret to note that
the accounts of such undertakings like Eastern Coal-fields and Coal
India are in arrears for the past three financial years. The Com-
mittee would like to be informed of the reasons for accounts of these
7 Companies running into arrears and the steps taken to ensure
that such a situation does not arise in future.
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CHAPTER INI

RECOMMENDATIONS WHICH THE COMMITTEE DO NOT
DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S REPLIES

Recommendation (Serial No. 4, Paragraph 25)

The Committee understand that there have been a number of
cases where audit of more than two companies has been entrusted
to an auditor at the same time. The Committee are unable to
appreciate the logic or necessity of an auditor firm being entrust-
ed the audit of more than two Government Companies at a time. The
Committee consider that undrrtaking of audit of more than two
Government companies at a time could lead to concentration and
casualness in audit which is bound to result in deterioration in
quality. The Committee, therefore, strongly recommend that not
more than two Government companies should be assigned to a
firm of auditors at the same time as statutory auditors or Branch
auditors. They also recommend that for Branch audit, only the up
and coming audit firms should be given preference. The Com-
mittee do not foresee any difficulty in the adoption of this principle
as there is no dearth of auditors satisfying the criteria laid down
by the C & AG to undertake Government company audit.

Reply of Government

The Comptroller and Auditor-General has stated in this regard
that at present generally, except in certain regions, the number of
audit with a single firm at a time ranges from 3 to 4 except in
certain exceptional circumstances depending upon the fees etc. In
States, like, Orissa, Jammu & Kashmir, Kerala and northern eastern
States, however, the number of Chartered Accountants firms is
limited, ‘audits are small and for these reasons, it has not been prac-
‘ticable to restrict the number. Even in such cases, they do not
exceed 6 to 7 and the total audit fees do not generally exceed
fifteen to twenty thousands rupees. The location of audit firms,
with reference to location of the companies concerned, is an im-
portant criteria and without adding to avoidable travelling costs,
it would not be practicable to give audits to faraway firms. Thus,
taking all things into consideration, it will not be practicable to
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limit the number of audits to each firm to any specific figure,
though an attempt is being made to gradually reduce the number
to a reasonable figure of 3 or 4 depending upon the circumstances.
Laying down any rigid number will not be workable, though
efforts would continue to be made to further reduce the audits with
each firm. In the above circumstances, it may not be advisable to
fix specific number.

[Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-IGC, dated 29-12-T9]

Recommendation (Serial No. 5(1), Paragraph 2g)

At present, a firm appointed for auditing a Government Com-
pany is generally re-appointed for two more years. The Com-
mittee suggest that the auditor should be considered for re-appoint-
ment for more than one year.

Reply of Government

An Auditor takes some time to acquire familiarity with the
operational features of any enterprise. To frequent changes of
auditors may impair or affect the effectiveness of audit. As such,
it would not be desirable to fix rigid ceilings of two years’ tenure
only, for an auditor. The present practice of continuing the same
auditor in the same firm for a period of three years, subject to
satisfactory performance of the auditor, is fair and reasonable and
may continue. Indeed, in a highly sophisticated industry involving
specialised technology and production processes, even a longer
period might have to be considered.

[Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-1GC, dated 29-12-T9]

Recommendation (Serial No. 5(2), Paragraph 27)

The Committee recommend that when the question of re-
appointment of a firm comes up, very strict scrutiny of its per-
formance during the previous year must be made and the recom-
mendation for its re-appointment should be done, with the specific
approval of the C & AG of India.

Reply of Government

The need for ensuring high standard in the audit of public
sector undertakings is always kept in view and performance of
the auditors are carefully ccrutinised before their reappointment.
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Reappointment is authorised by Chairman, Audit Board in exercise
of power conferred on him by C & AG.

[Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-1GC, dated 28-12-T9]

Recommendation Serial No. 7, Paragraphs 31—33)

Committee find from g perusal of the comments of the C & AG
of India on some of the statutory auditors’ Report of Government
Companies that even within the limited scope of statutory audit,
there have been cases where the company auditors have failed to
bring to light the defects in the accounts and later had to be
pointed out by the C & AG in his comments. The Committee
have no doubt that if the auditors’ performance were to be sub-
jected to a detailed scrutiny by the C&AG of India many cases
would be found where irregulsrities would have been detected by
a diligent auditor but had gone unnoticed by the statutory suditor.

The Committee feel that the statutory auditor’s responsibility
needs to be more clearly identified with a view to not only ensur-
ing a.thorough scrutiny of the accounts of the Company but also
to fix responsibility on the statutory auditor for defects in the
accounts which could have been detected with due care and caution
by the auditor but had not been so noticed by him.

Considering all these factors, the Committee feel that there is
an urgent need for review of the working and performance of the
statutory auditors.

Reply of Government

The responsibilities of statutory auditors have been laid down
in Section 227 of the Companies Act. Moreover, under provision
of Section 619(3), C&AG als~ issues directions to the statutory
auditors regarding the manner in which the companies’ accounts
should be audited and this provision provides sufficient flexibility
for audit of Government companies. The performance of the
auditors are also keenly scrutinised at the time of their reappoint-
ment by the Audit Board. This arrangemeht is giving satisfactory
result.

{(Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-1GC, dated 28-12-79]



CHAPTER 1V

RECOMMENDATIONS IN RESPECT OF WHICH REPLIES OF
GOVERNMENT HAVE NOT BEEN ACCEPTED BY THE
COMMITTEE.

NIL



CHAPTER V

RECOMMENDATIONS IN RESPECT OF WHICH FINAL REPLIES
OF GOVERNMENT ARE STILL AWAITED

Recommendation (Serial No. 1, Paragraphs 19-20)

The Committee note that under the provisions of the Companies
Act, 1936, in the case of Government Companies, audit is conducted
by professional auditors appointed by the Company Law Board on
the advice of the Comptroller and Auditor-General of India. The
C&AG is also authorised to conduct supplementary or test audit.
C&AG has also the power to direct the manner in which the Com-
pany’s accounts shall be audited by the auditor appointed and to
give such auditor instructions in regard to matters relating to
the performance of his functions as such.

The Committee note in this connection, a recommendation
made by the Sachar Committee suggesting that whereas, the
panels of auditors should be maintained by the C&AG, appoint-
ment of auditors from out of these panels may be made by the
public sector undertakings themselves. The Committee are unable
to understand why this freedom of selection of auditors should be
in the hands of the Companies themselves. The Committee consi-
der that auditing is not a routing requirement. The public whose
money has been invested in these Companies has to be satisfled of
the proper management of the financiers of the Company. This is
why the Companies Act has very rightly assigned the responsibility
of proper conduct of audit of Government Companies to the C&AG
and has granted him the necessary powers. The Committee are of
the view that it is totally undesirable that a Government Company
should have the choice of the auditor (though from a panel main-
tained by the C&AG) and there is no warrant to change or modify
the existing wholesome provision in the Companies Act.

Reply of Government

The Sachar Committee’s recommendation in thig regard is still
under consideration of the Government.

13



“
The views of the Committee on Public Undertakings as stated
in para 20 of its 55th Report will be kept in view when a final

decision is taken by the Government on the said recommendation
of the Sachar Committee.

[Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-1GC, dated 29-12-79]

Further Information called for by the Committee

Whether any final decision has been taken by the Government
on the Sachar Committee’s recommendations regarding appoint-
ment of auditors in Government Companies. If so, please furnish
details, ‘

[LSS O.M. No. 301(6)-PU/79, dated 6 June, 1880]
Further Reply of the Government

The report of the Sachar Committee is under consideration of
the new Government. No decision has yet been taken on the
recommendations contained therein regarding the appointment of
auditors in Government Companies.

[Ministry of Law, Justice & Company Affairs
O.M. No. 3/14/79-IGC, dated 17 June, 1980]
Comments of the Committee
(Please see Paragraph 6 of Chapter I of the Report)

New DEvLHI; . BANSI LAL,
November 24, 1980 Chairman,

Agrahayang 3, 1902 (Saka)  Committee on Public Undertakings.



APPENDIX
(Vide Para 3 of Introduction)

Analysis of action taken by Gogernment on_the recommemdations continued in the Fifty-F) Raport
of the Committes on Public undertakings (Stxllc Lok Sabha). o-Fifh

Pace
I. Total number of recommendations made . 8
I1. Recomm-ndations that have ben acceptrd by Govemmcnt (mdo recom-
mendations at S. Nos. 2,3 & 6). . . 3
Percentage to total . . . . . . . 37-5%
ITI. R-commendations which the Committce do not desire to pursue in View
of Government®s rcply (vide rcoommcndntwnu at S. Nos. 4. 5 (1), 5(2)
and 7) o . . . . . . . 4
Percentage to total . . . B . . . . 509,
IV. Recomm=datioas in respeet of which replies of Govcmment hnvr not beey,
acc pted by the Committee. . . . . . NIL
Perc ntage to totaly . . . . . . . . . NIL
V. Recommendations in respect of which final replm of Govrmmnnt are still
awaited (pide reccommendation atS. No. 1) . . 1
Percentage to total & . . . . . . . . 12:59%,
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