
, . 
Co r· U. No. f!t 

, 

COMM'iTTEE ON' PUBLIC 
UNDERTA'KINGS . 

, (1980~81) 
t, -. 

" 

(SEVENTH LOK SABHA) 
,I 

SECOND REPORT' 

, ;,. (A.:don taken by'Govenunent on the recommea-
'. datioaS contained in the Fifty ~ fifth Report of the 

, Committee on Public UndertaklDp., (Sfztb Lot Sabha)] 
I . 

ON 
,~POINTMENT OF"AUDITORS IN 

GOVERNMENT COMPANIBS . . 

, 
Presented to Lok $abha ,and..~ 
lAid in Rojya SabhrJ on 

.. 
LOIC S~BHA SECRETARIAT 

,NE W DELHI . 
Dec.",ber, IJ'1ol A.grahayana, 190~ (Sa~a) 

Pri&e : Re. 1.00 

" , '.~ .. 
'" ... 



, I 
, , 

'LlST, :01' AtmJORISEI) AGENTS FQR THE SAL! 01' ~K SABBA 
SECltETAlUA'f PUBLICATIONS ~ 

ANDlmA PRADBSB 

1. Andhra University Oeneral, C0-
operative Stores tAd.. Waltair 

, '(Vlaakhapatnam). 
. , 

, I 

2;' MI.. ero\Vn Boole DeP.o\ 
• ' UPIfW Sazv, 1 " 

3anchi"(Bibar). 

QUJARAT' 

.a. Vijay Stores, 
Station Road, 
,Anard. . 

MADHYA PRADEsH 
• . .. , 

I. Modern Book Houae, 
'Shiv Volas Pel,Ce, 
Indore CIty, 

MAHARASHTRA 
I 

5. M/~. Sunderdu GiaDOhancl, 
• I ~Ol, Girl'Um' Road, 

near Princes. Street, Bombly-1. 

--e., The Ib.terftatlonll BOOk House PYt.. 
9, Ash 'Lane, ' \, 
Mahatma' GIDclh1 Roa4. 
Bombay-!. ~ . 

T. The In~l~al Book Serv1ct. 
Deccan Qymkhana, 
Poone ... 

, .'. 

.. The Current Book BoUtt, 
Matutl Lane, Rathunatb ~'Jl 
Street, 
Bombay-!. 

i. MIs. UJba Book Depot. 
'MIA, Chlra SIAl' ~ B~ 

. Gir,auln ,Road. . . 
BOmbay.a. 

It. M" J Sdrvicee., PubUshtn. 
Reprasentatlvea kceWlU • 
Law Seek Seller.: 
Sabri Road, 
Bo,nbay-llS. • 

, l1'. ~ Popular Bodk Depot, ", ' 
Dr. 8hadkamkar ~oa4.' 
Bombay-4()OOOl. 

,lr1YsORE 
12. M/s.'Peoples BoolJ 110"" 

OpP. Jaganmohan PaJ.act.' 
1'41I0re-l. ' 

• 
t1'rr AR, Pl\AD!lSB 

13. 'Law Book Company, 
Sardar P6tel M~., 
AUahabad·l. 

14. Law Publiaher., '_, 
Sardar Patel, lIara. 
P.B.No. 77, 
Allahabad-U'p. 

WEST BENGAL 
/ 

15. GranthalCJ~, • . , 
. 5/1; Ambioa Mookberjee Road, 
~1a, 

" . 24:·Parlasw. 
,us. ,W. Newman & comPIDJ'~ 

3, Old,Court Howse S~ 
1 calcutta. 

I'. Mn. Manlmala, Buya .. SeDI. 
': ,128, B~ Bazar Street, , 

Calcutta"1%. ' 
", 1\ 

DELHI 
U.Jam Book .\IeDC1, 

"., Coiulaught Place. 
.New Delhi 

18. If/a. sat NaraiD'" ~ 
• 3t f1, lida. All BaW. 

Mort a.te, 
DeUII. 

'I 



Page 
~ 

4. 

COREIGENDA 

T 0 
S:s.COND REPORT OF mE CCI,.~~ITt.rLE ON PURLH 
U~DEhTAKIFG S (So:, I/d' 1H LOK SAeIlA:.::...) __ _ 

Line For Read 

9 • whole whose 

'5. II, eert on t~ tleply of Government .. 
,. Sl.No.3 

Column 5 
7. Sl.No.7 

Col • .5 ,. (; 

11'-

3 

1 

·13 

17 

21 

3 
5 

C&:ASG C&AG' e 

has been has taken 

the audi tor no auditor 

To Too 

routing routine 

continued contained 
Delete 'PAGE' 



• • • • CUi) 

(v) 

{!fTROD 11 a TrOll (viJ 

OIlAPTBa I Report .I 

.cllAPraa II Reco:n!DeDdationsthat hava baID.acepeed II)' Ooftrn· 
ment S 

CHAPl'BR III Reco:1l-uendatioDl which the Oortnittee do not detire to 
punue in view of GovetnnlCD ... rt'pIb 51 

Rr.com!llendatloos in reIpt'Ct or wbida repUel of Gevcm • 
ment have not beeQ acceptfod by tile QQadttee • la 

.cal\Prn IV 

Reco:n -U'ndatiolll in respect or ",hIcb InaI rep1ifll of 
Government arettilla...,..~ • • • • • I' 

Anal)'lit of action taken by Oover.uaoat O~ rcc~Ja:aon' 
datiODl contained in tbe 55t\a R.epart Grtbe O, .. :nltteo. 
(Sixth Lok Sabha) .I, 

~PP&!'fDIX 

PARLIAMENT LIBRARY 

C. "",,1 Gun. ~-il:t-) 
~t;( .• No. MO.';;5£: ::" n.... ......... ..J,4 

~ ; , 



COMMITTEE ON PUBLIC UNDERTAKINGS 
(1980-81) 

Shri Bansi Lal 

MEMBEBS 

2. Shri Gulam Nabi Azad 
3. Shri Niren Ghosh 
4. Shri Harikesh Bahadur 
5. Shri Arif Mohammad Khan 
6. Shri S. M. Krishna 
7. Shrimati Geeta Mukherjee 
8. Shri B. K. Nair 
9. Shri Rameshwar Neekhra 

10. Shri Darur Pullaiah 
11. Shri Nagina Rai 
12. Shri K. Ramamurthy 
13. *Shri P. A. Sangma 
14. Shri Ravindra Varma 
15. Shri Chandradeo Prasad Verma 
16. Shri R. Ramakrishnan 
17. Shri R. R. Morarka 
18. Shri Shrikant Verma 
19. Shri Ramanand Yad'lV 
20. Shri Harisinh Bhagubava Mahida 
21. Shri Swami Dinesh Chandra 
22. Shri Sunder Singb Bhandari 

---_._---

• 

« Ce.ed to be a Member of the Committee on hi. appoiDtmeDt .. • Deputy 
Mini,ter w.e.f. 31-lo-lgSo. 

(Ui) 



0·) 
SEcurA8IA'l 

1. Shri H. G. Paranjpe-Joint Secretaf'JI 
2. Shrl T. R. Krishnamachari-Chief FiM1IdGI Committee 

Officer. 

3. Shri S. C. Gupta-Senior Financial Committee Ot/icer. 



SUB-COMMITTEE ON ACTION TAKEN OF THE COMMITl'EIt 
ON PUBLIC UNDERTAKINGS 

(1980-81) 

1. Shri Bansi Lal-Chairman 
2. Shri R. R. Morarka-Convener 
3. Shri Gulam Nabi Azad 
4. Shri Swami Dinesh Chandra 
5. Shri S. M. Krishna 
6. Shrimati Geeta Mukherjee 
7. Shri B. K. Nair 

(v) 



INTRODUCTION 

I, the Chairman, Committee on Public Undertakings haYin. 
lbeen 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 (jf 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 1'8 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 DELHIj 

November 24, 1980 
Agrahayana 3, 1902 (Saka) 

BANSI LAL, 
"Chairman, 

Committee on Public Undertaking •. 

(vii) 



CHAPTER I 

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 (1978-79) 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 de>-
not desire to pursue in view Of Government's 1'eplie,. 
Serial No.4, 5(1), 5(2) & 7. 

(iif) Recommendation/Observation in respect of which thll 
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 (ParaJl'lIph 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 advbe of the C&AG of India. The High Powered 
Expert Committee on Companies and MRTP Acts (Saehar 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 Committee 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 .. 
don 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 r!'iard to ap-
.,pointment of Auditors of Government companies. 



CHAPTER n 
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 Ie 

-A.G.'s Office for being appointed as auditors of Government Com-
panies. Thus, the field 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. 

Admittedly, 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 
(eJreept in States where surh 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 wdit 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 suggested 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. 3114179-IGC, dated 29-12-79) 

3 



Recommendation Serial No. 6 Paragraph No. 21 

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

Recommendation (Serial No.4, Par ..... ph'ZS) 

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 at more than two Government Companies at a time. The 
Committee consider that undr>rtaking 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 deterioratio~ 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 undertakp 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 
t'ertain exceptional circumstances depending upon the fees etc. In 
States, like, Orissa, Jammu &: ~a.hmir, Kerala and ,northern eastern 
States, however, the number of Chartered Accountants firms 11 
limited, 'aucltta are IIhall and for these'reasons, it has oot beenprac-
'tieable to featrict the Dumbet-. Even in such c.aae&, they do not 
e'Xeeed '6 to 7 and the total audit fees do not genera1ly exqed 
ftfteen to twenty thousands rupees. The location of audit ftrms, 
with reference to location of the companies concerned, is an im-
portant criteria and without adding to avoidable travelling costa, 
it would not be practicable to give audits to faraway ftrms. 'nlus, 
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 m::lde 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. 3/14179-IGC, dated 29-12-79] 

Recommendation (Serial No. 5(1), Paragraph 28) 

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 famililrity 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. 3114"1'9:'mc, dated 29-12-79] 

Recommendation (Serial No. 5(2). Paragraph 21) 

The Committee recommend that when the question of re-
appointment of a firm comes up, very strict scrutiny of its ~­
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 I'ldia. 

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 scrutinised before their reappotntment. 



11 
Reappointment is authorised by Chairman, Audit Board in exerdH 
of power conferred on him by C & AG. 

[Ministry of Law, Justice " Com~ny Mairs 
O.M. No. 3114179-IGC, dated 29-12.79] 

Recommendation Serial No.7, Paragraphs 31-33) 

Committee find from a 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 a'Udlt, 
there have been cases wherl'! 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 8H(iitors' performance were to be sub-
jected to a detailed scrutiny by the C&AG of India many cases 
would be found where irregularities would have been detected by 
8 diligent auditor but had eO'le unnoticed by the statutory auditor. 

'Ibe Committee feel that the statutory auditor's reaponstblltty 
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 b'?en detected with due care and caution 
by the auditor but had not bt"en so noticed by him. 

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

Reply of Government 

The responsibilities of stptutory auditors have been laid down 
in Section 227 of the Companies Act. Moreover, under provilion 
of Section 619 (3), C&AG alsl1 issues directions to the statutory 
auditors regarding the manner in which the companies" account. 
should be a'Udited and this provision provides suftlclent flexibility 
for audit of Government ~ompanies. The performance of the 
auditors are also keenly scrutinised at the time of their reappoint. 
ment by the Audit Board. This arrangeme'bt is giving satisfactory 
result. 

(Ministry of Law, Justice & Company Affair. 
O.M. No. 3114179-IGC, dated 29-12-79] 



CHAPTER IV 

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

COMMITTEE. 

NIL 



CHAPTER V 

Ri;COMMENDATIONS IN RESPECT OF wmCH 'FINAL REPLIES 
OF GOVERNMENT ARE STILL AWAITED 

Recommendation (Serial No.1. Paragraphs 11-20) 

The' Committee note that under the provisiobs of the Companlee 
Act, 1956, in the case of Gover:nment' 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 auditE'd by the auditor appointed and to 
give such auditor instructions in . regard to matters relating to 
the P,erformance 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 b~ 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 shO'UJd 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 satisfted of 
the proper management of the financiers of the Company. 'ntts 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 thf'! 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 Govemment 

The Sachar Committee's recommendation in this regard il stU] 
under consideration of the Government. 
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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 sard recommendation 
of the Sachar Committee. 

[Ministr:r of Law, Justice & Company Affairs 
O.M. No. 3/14179-IGC, 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, 1980] 

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 
puditors in Government Companies. 

[Ministry of Law, Justice & Company Affairs 
O.M. No. 3/14179-IGC, dated 17 June, 1980] 

Comments of the Committee 

(Please see Paragraph 6 of Chapter I of the Report) 

NEW DELHI; BANSI LAL, 
November 24, 1980 Chairman, 
Agrahayanci-a;--190-i (Scika) Committee on Public Undertakings. 



(VUlt PIlrIJ 3 oj IntrrtductiDn) 

.4MI1sis of IIe/iDn taUli by GOIIIl'll1lt".t l1li tAt _1II1ItIIIIIaIit CMiMuItl ifs '" Fift:/-FjfIA &/NIrl 
of t/w Commit,., l1li Pub& Ulldlrtllkillgr (SilCtI. Ltlk s.MiJ). 

PAGK 

I. Total number of recommendations made 8 

II. Recomm'ltuiationa t'lAt have b'!e!l accepted by Government (viii recom-
mendations at S. Nos. :z, 3 &; 6).. . . . . .. :3 

III. R 'commendatiOnI which the Committee do not detire to pursue in View 
of Government" reply (lIiII recommendatiOns at S. Nos. 4.5 (I), 5(2) 
and 7) • 4 

IV. Recomm~lIlatio,lS ill respect of which replit'l of Government havl" nol bet'r. 
acc'ptrd by the Commiu"... JliIL 

Perc"ntage to total, NIl. 

V. Recommerldatiotd In respect of which final replifl of Govtrllm. nt arr lIiII 
awaited (_iii recommendation at S. No. I) 

Percen taae to total • 

r 

15 
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