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.INTRODUCTION 

~ Chairman., Committee on Public Undertakings having been au-
"'iaed by the Committee to present the Report on their behalf, 
p&UCDt this 55th Report on "Appointment of Auditors in Govern-
-meat Compuies". 

2. This is the first time that a Parliamentary Committee have gone 
IDto the procedure of appointment of auditots in Government Com-
I' - In this 'Report, the Committee have given additional guide-
__ Rprdinr the appointment of auditors apart from the criteria 
laid down by the Comptroller and Auditor General of India for such 

.appoiBtment. 

1 The Committee have laid emphasis on the need for assigning 
. ..at of Government Companies to auditors who have not been 

'red such audit so far in order to do away with concentration in 
• lew hands. In order to cover more auditors firms, the Committee 
have also suggested that the re-appointment of an auditor should 
-be IDIIined to only one year and that too to be done with the specific 
appmval of the Comptroller and Auditor General of India. It is 
Del = ry to ensure that no vested interest grows in this sphere. 

4.. The Committee were not at all satisfied with the performance 
... the Statutory Auditors of the Government Companies and have 
'-aasted tbat a review should be undertaken on the working and 
'perfarmance of such auditors, every year and repqrted to Parliament. 

s.. The Report was considered and adopted by the sub-Committee 
'OIl Complaints llnd the main Committee on 28th April, 1979. 

... DELHI; 

April 2D, 1879 
VI i I:u 9,l901(S) 

JYOTIRMOY BOSU, 

Chairman_ 
Committee on Public Undertaking._ 



:"DPoRT 

STA'11JTORY PROViSioN IN RESPECT OF AUDITING OF GOV-
ERNMENT COMPANIES AND STATUTORY CORPORATIONS 

Sect:on 619 of the Companies Act, 1956 deals with the auditing 
6f GOve'l'nment Companies. It provides as follows:-

619(2) The auditor of a Goverhment company shim be appoin-
ted or re-appointed by the Central Government on the 
advice Of the Comptroller and Auditor-General of India. 
Provided that the limits specified in sub-sections (IB) and 
(IC) of section 224 shall apply in rela1ion to the appoint-
ment or re-appointment 6f an auditor un:der this sub-
section. 

The limits described in sub-Section (IB) and (IC) of Section 224-
are as follows:-

'(IB) on and from the financial year hext following the com-
mencement of the Companies (Amendment) Act, 1974, no 
company or its Board of Directors shall appojnt or re-
appoint any person or firm as its auditor if such person 
or firm is, at the date of such appointment or re-appoint-
ment, holding appointment as auditor of the specified 
number of cothpailfes or more than the spec1lfte4 number 
of compailies: Act--41 of 1914: 

Provided that in the case of a firm of auditors, "specified num-
ber of compan:es" shall be construed as specified number 
Qf companies per partner of the firm: 

Provided further that where any partner of the finn. is also a 
partner of any other firm or'firms of auditors, the num-
ber of companies which may be taken into account, by all 
the ftrms together, in relatioh to such partner shall not 
exceed the s.pecified number in the aggregate: 

Provided also that where any partner of a firm ()f auditors is 
also holding office, in his ind:vidual capacity, as the auditor 
of one or more companies, the number of companies which 
may be taken into account in this case shall not exceed the 
specified number, in the aggregate, 

(IC) For the purpose of enabling a company to comply wIfht 
thept'Ovisions of sub-aection (IB), a .person or firm holding, 



immediately before the commencement of the Companies 
(Amendment) Act, 1974,appointment as the auditor or a 

number of companies exceeding the specified number, 
shall, within sixty days from such commencement, inti-
mate. his or its unwillingness to be reappointed as the 
auditor from the financial year next fol!oWing such com-
mencement, to the company or companies of which he 
or it is not willing to be reappointed as the auditor; and 
shall simultaneously intimate to the Registrar the names 
of the companies of which he or it is willing to be re-
appointed as the a'uditor and forward a copy of the inti-
mation to each of companies referred to therein. 

Explanation I.-For the purposes of sub-sections (IB) ana 
(IC) , "specified number" means-

(a) in the case of a person or firm holding appointment as 
auditor of a number of companies which has a paid-up 
share capital of less than rupees twenty-five lakhs, 
twenty such companies; 

(b) in any other case, twenty companies, out of which not 
more than ten shall be companies each of which has a 
paid-up share capital of rupees twenty~five laks or 
more; 

~Explanation II-In computing the specified number, the num-
ber of companies in 'respect of which or any part of which 
any person or firm has been appointed as an auditor, whe-
ther singly or in combination with any other person or 
firm, shall be taken into account'. 

2. Thus, it would app~ar that a firm of auditors is not permitted 
to hold appointment as auditors of not more than 20 companies at 
any time construed as specified number of companies per partner of 
,the firm. This limit also applies to individual auditors. In the case of 
persons who are partners of a firm or firms. the aggregate for such 
a partner should not exceed twenty companies.' 

3. Sub-section (3-5) of Section 619 of the Companies Act, 1956 
iurther provide:-

619 (3) "The Comptroller and Auditor-General of India shall 
have power-

(a) to direct the manner in which the company's accounts 
shall be audited by the auditor appointed in pursuance 
of sub-section (2) and to give such auditor instructions 
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in regard to any matter relating to the performance of 
his functions as such: 

(b) to conduct a supplementary or test audit of the com-
pany's accounts by such person or persons as he may 

. authorise in this behalf; and 'for the purposes of such 
audit, to require information or additional information 
to be furnished to any person or persons so authorised, 
on such matters, by such person or persons, and in such 
form, as the Comptroller and Auditor-General may, by 
general or special order, direct. 

ii19(4) The Auditor aforesaid shall submit a copy of his audit 
report to the Comptroller and Auditor-General of India 
who shall have the right to comment upon, or supplement, 
the audit report in such manner as he may think fit. 

619 (6) Any such comments upon, or supplement to, the audit 
report shall be placed before the annual general meeting 
of the company at the same time and in the same manner 
as the audit report." 

4. Thus, it will be observed that in the case of Government com-
panies, autUt is conducted by professional auditors appointed on the 
advice of the Comptroller and Auditor-General of India but the latter 
'is aut'borised under Section 619(4) of the Companies Act, 1956 to 
conduct supplementary or test audit. He is also empowered to 
comment upon or supplement the report submitted by the profes-
sional auditors. The Act further empowers the Comptroller and 
Auditor-General to issue directives to the auditors in regard to the 
performance of their functions. 

5. In respect of Air India, Indian Airlines, Oil and Natural Gas 
'Commission, Damodar Valley Corporation, International Airport 
Authority of India and Delhi Transport Corporation, which are 
statutory organisations, the Comptroner and Auditor-General is the 
-sole auditor, while in respect of the Central Warehousing Corporation 
and the Food CorporatIon of India, he has the right to conduct audit 
independently of the audit conducted by the professional auditors 
appointed under the Acts constituting these Corporations. 

-Formaion of Panel for Appointment of Auditors for Government 
Companies 

6. As has already been stated Section 619 (2) of the Companies 
Act, 1956 provides that the auditor df a Government Company shall 
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be appointed or reappointed by the Central GOVernment on the· 
advice of the Comptroller and Auditor-Genera.l of lndia. The advice 
is forwarded by the C&AG's Office to the Ministry of Law, Justice and 
Company Affairs, Department of Company Affairs (Company Law 
Board) who issues the letter of appointment. 

7. For the purpose of tendering advice for appointment of auditors, 
a panel of auditors is maintained by the C&AG. Firms of Chartered 
Accountants write to the C&AG's Office from time to time requesting 
for inclusion of their names in the panel for being considered for 
assignment of audit or Government Companies. On receipt of such 
request, the C&AG addresses them to furnish particulars in the 
following standard proforma:-

Prof0rm:4 
(a) Qualification and Membership number of the partners of 

the firms stating also whether they are F.C.A. or A C.A. 
and the places where they are practising. 

NOTE: Indicate also the percentage of interest of each of the part-
ners in the firm. 

(b) Name of the paid Chartered Accountants, if any working 
illl the firm together with his qualifications, ana menibership 
number stating also whether he is F.C.A. or A.C.A and 
the place where he is working. The date from which he 
is in the employment of the ftrrtl may also be indicated. 

(c) Whether any partner or paid Chartered Accountant work-
ing in your firm is also a partner in any other firm or 
employed with any other firm, Company Industry Organi-
sation etc., if so, the details thereof. 

NOTE: Indicate the interest of your partner (s) in other firm/firms 
with which he is associatf!d. 

(d) Whether any partner or paid Chartered Accountant work-
ing in your firm is practising independent of thepar~ner­
ship also, if so, the details thereof may be given. 

(e) indicate number of Partners, Paid CAs and other staff 
e:ngaged exclusively on audit work (i.e. excluding persons 
. e:mployed on work relating to taxation, management and 
(!onsultancy etc.) 

(f) Address of the Branch, if any, and the name of the Char-
tered Accountants supervising the branch. 
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'(g) Date of RegistratiOtll of the firm as partnership. A copy 
of FQl'JIl No. 27 filecl before the Institute of Chartered. 
Acco\.l.nt.aJlts on the fonnation of the partnership firm and 
a copy of the letter received from the Institute in reply 
may be furnished. 

(h) Audit work with the flrm. 

(i) TOotal no. of limited companies and the total turnover. 
(attached a list). 

(ii) Names of Banks, Insurance Companies and other finan-
cial institutions-together with their total' turnover, 
indicating the information pertaining to branches 
separately. 

(iii) Total no. of other institutions and the to~al turnover. 

(iv) Past experience, if any, in regard to (ii) above with 
details thereof. 

(0 Work with Government Companies:-

Particulars of assignments if any in respect of Government 
Companies including statutory audit, management 
services etc. held currently or accepted during the pre-
ceding three years and the remuneration therefor (infor-
mation to be furnished separately for each Government 
Company). 

(j) Any change in the information already sent to C&AG's 
office be intimated as and when it occurs. 

8. The Committee have been infonned by the C&AG that the 
'particulars furnished by the ftrm.s are classified under one or more 
I()f the following ca tegories: 

(a) P8I'tnership firms having at least one FCA in partnership; 

(b) Partnership firms with at least one FCA in partnership, 
but where all 1;he partners or all except one of the partners 
is p.ractiling independently; 

(c) Partnership firms without even one FCA in partnershIp 
(Special panel in UP). 

(d). Sole propri,tory ftrms of FCA, (in Allam, J & K and 
Orissa). 

(e) ~oprie~ry finDs (not CQvered in the above categories). 
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9. The humber of applications received in C&AG's office from. 
commencement together with the number of ft.rms of Chartered. 
Accountants in each of the categories is given below:-

Total number of applications received-6735 

(a) Partnership f!l'm' having at lealt onc FCA in paa·lnCJ~hip 

(6) Partnership firms with at lealt one FCA in partnership, but 
where all the partners or all except one of the partners ia 
practising independen tly • . . • • • 

(e) Partnership firms without even one FCA in partnership 

(d) Sole-proprietary firms of a FCA (In Ataam, J ok K and 
Ori_) " 

(,) Proprietary firms (not covered in the above categories) . 

TOTAL 

Firm. who have not responded to our references for over one 
, year . 

Finna whOle C&IeI fOT registration are in procell of finalilllltion 

Firms with whom correspondence is in procetll . 

(a) + (6) =< 6735 

8 

5702 (II) 

515 
116 

1033 (b) 

Firms given audit (mostly from a, a few from b and all from (d) 1017 

Number of Govt. Companiel/Corporationa/other inltitutionl 
for whom auditors are .uggested by C & AG (both in 
Central and State secton) • . . . .. 925 

Criteria for Selection. of Names of Auditors for Audit of Government· 
Companies 

10. The Committee have been informed by the C&AG's office that 
the se\ection of names of auditors from the panel for individual' 
companies is based on the following considerations:-

(i) the locale of the undertaking; 

(U) the nature and the complexities of the company to be-
aUdited; 

(iti) the location of the Chartered Accountants ftrms; 
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(iv) the fee for the audit; 

(v) the organisational strength 0'1 the firm of Charteredl 
Accountanls; and 

(vi) their record of work and experience. 

Note:-Since in recent years, number of audits already allotted and' 
the total fee therefor to particular firm are also given_ 
importance. 

11. C&AG's office has further informed that ordinarily firm from 
the same locality, from the same station or from the lame State· 
where the public sector unit or branch of the unit is situated are 
selected. Where, however, the undertaking is unusually large (like-
Steel Authority of India Ltd., Indian Oil Corporation Ltd., etc.) or 
where a firm of the required strength or standing is not available, 
firms of all-India standing and proven capability are chosen, subject-
ta the principle of rotation. 

12. Further, partnership firms are preferred to proprietary firms 
'for the reason that in the former category, there is both accumulation 
of experience and continuity of audit. This provision is, however, 
relaxed in the case of Orissa, Jammu & Kashmir, Assam, Meghalaya, 
Arunachal Pradesh, Nagaland, Manipur and Mizoram where pro--
prietary firms are also considered as sufficient number of partner--
ship firms are not available in these regions for entrustment of 
government audits. However, in partnership firms weightag~ is 
given to firms where at least two of the partners do not have inde-
pendent practice, outside the partnership, or are not employed else-
where. In areas where sufficient number of partnership firms of the 
first category, i.e., category 'a' mentioned above are not available or 
where the existing number of partnership firms of 'a' category have 
sufficient number of audit, firms belonging to the 'b' category are also 
chosen (this principle has been extended in Uttar Pradesh, Bihar. 
Nagpur area of Maharashtra etc.). For small audits up to Rs. 2,000, 
all-ACA partnership firms i.e., category 'c' mentioned above are also' 
considered. 

13. The Committee have been further informed that these 6735 
applications received 80 far since the beginning are from a total of 
over 10,000 practising Chartered Accountants firms. The number of 
such applications in 1974 was about 1981 lvide reply to Lok Sabha 
U.S.Q. No. 1375 by Shri Jyotirmoy Boau on 2-8-1974). C&AG's office-
has stated that "in such a situation, the selection of auditors for the· 
Undertakings is becoming increasingly diftlcult". 
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14. The C&-AG's office has informed that appointment of an auditor 
of a cozppany is made for a year, only after the accounts of the pre-
vious year have been certified. There ar~. m~~y' ~o~ranies whose 
accounts are in arrears and as a result, appointment· of auditor is 
made much later than the year in which. it is due. A list of cases to 
. illustrate the above, as furnished by the C&-AG's office is given below: 
------_._---

Name of the Company 

I. Coal ·Indl. Limited 

2. Western Qoalfielda, Ltd. 

s. Burn Standard Co., Ittd. 

4. Punjab Maize Pfoductll 

5. N. T. C. (West Bengal, A.9am, Oriolsa and Bihar 
Ltd. 

6. N. T. C. (D.P.R.) Ltd. 

Year of 
appointwent 

1975-76 

1975-76 

1976-77 

Date on which 
lervice was 
tendered. 

30-1- 1978 

28-4-'977 

go.!H97~ 

1975-76 8-3-1979 
(New Co~pa.ny) . 

7- 1- 1978 
15- 12- 1978 

26-7"1978 
18-4-1979 

------_._-------------------
The C. &- A.G.'. oftice has further st.~d: 

"In entrusting audits toftrma we take into account the size of 
the company, the complexity of its tran~tlons, the number 
of firms of the required streJ!lgth available for the audit in 
that regian, the capability of the firm, the other audits 
with the firms and any other relevant factors." 

14A. Based on the information furnished by the C&AG's oftlce 
. it is seen that during the last five years (1974:-79) there were a 
. number of audit firms each of which hanaed audit of 5 -or more 
'unqertakings at different points of tln;le. Some of therp are given 
below:-

S. No. Name or Auditor .U ndCi1¥ings Year 

-----------------------------------------------------~---
I Price Water HOUle Peat &: (i) HindUlbin Steel 

Co. 

W (b) RtKu~ela IIpat Ltd. 

197~-76 
197b"77 
t91'~78 . 

1977-78 

-------_. -.---' ------------------~----.-



2. Ray & Ray, Calcutta 

3. Fraser & RC* 

9 
--------_._- " '---'-- . 

3 

(ii) IDCliao Oil Corpn 

(iii) lISCO 

(iv) Hindu_tan Fertilizer 

1974-75 
1978-79 

1976-77 

1977- i 8 
1978-79 

(II) National Inaurance Co. (Statutory) 1974-
1975 

National Inaurance Co. (Branch) 1975-

(i} Eutem CoalfieJda, Ltd. 
(il) SAIL . . 
(iii) IOC 

(io) fiEC 

(II) Coburn Properuca Ltd. 

(vi) H. S. L .. 

1975-76 
1978-79 
197~-?6 
19?6-77 
1977-78 

1978-79 

1975·76 

1974-75 

(vii) National Inaurance Co. (Statutory) 1974-
1975 

Natiooallnaurance iBranch) 

(i) Buu. 

(ii) Db ... t E1ectronica 

(iii) H. A. L. , 

(10) Kudremukh Iron Ore Ltd. 

(/I) Cochia Refinery 

(iii) MMTC . 

(lIii) United Jndian-InlUranc~ Co. 
(Statutory) • . . . 

Do. Branch 

1976-77 
1977-78 
1978-79 

197~-76 
'9?6-77 
1977-78 

1974-75 
1978-79 

1976-77 
1977-78 

1977-78 
1978-79 

1974-75 

I 974"7!'1 
1975-76 

4. V. Shankar Aiyar & Co~ () Bharat Petroleum Corpn. 
BombayfDelhi· 

1975-76 
1976-77 
19'''-78 
Ig.,s~'1!I 

.-----.----.-.-.----.... -----~ ....... ---... ---.. -. 
-All the IMurance clole their accounts on 311t December each year. 

970 LS-I 
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(il) Hindustan ZiDc Ltd. 

(iii) IDPL 

(ill) I. T. D. C. 

(/I) BHEL 

(/Ii) New India Alaurance Co. 

(vii) Oriefttal lire and General In-
IlUrance Co. 
(Statutory) 

Do. I (Branch) 

5· S. R. Bhatliboi 8t 00. Cal- (i) Central Coalfields 
cutta. 

(ii) HindUitan Steel Ltd. 

(fii) 100 

(ill) HinduItaD Steel WOI'b Conatruc-. non Ltd. 

(/I) BoDp.iaoa R.efinery and Petro-
chemiCab. Ltd. 

(/Ii) National InlUrance Co. Ltd. 
(Statutory) 

00. (Branch) 

6. Brahamayya & Co. Madru (i) MMTC . 

(ii\ Madru Fertilizers 

(iii') United India Fire & GMI.,raJ 
InlW'lloc" Co. Ltd. (Statutory) 
Do. (Branch) 

Brab.mayy.8t Co.Hyder.- National Mineral Dev. Corpo. 
bad. Hyderabad 

1975-76 
1976-77 
1977-78 

1978-79 

1974-75 

1975-76 
1976-77 
1977-78 

1976-77 
1977-78 
1978-79 

1974-7~ 
1975-76 

1975-,6 

1977-78 
1978-79 

1974-75 
1975-76 
1976-77 

1978-79 

1976-77 
1977-78 
1978-79 

1974-75 
197.'1-76 
1976-77 

1976-" 
1977-78 

1974-7.'\ 
197~-,s 
1976-77 
1977-78 

I 97!1-']6 
1976-77 
1977-78 

1974-75 
'978-79 

1974-75 
1975-76 
1975-76 

1975-76 
1976-77 
1977-78 
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Brahamayya &: Co. VI.-
khapatnam. ,. 

Brabamayya &: Co. 
Banplore. 

,. Ford Rhodea &: Parka 
Bombay. 

8. K. N. Gutgutia" Co., 
Calcutta. 

(il HInduItaD Shipyard Ltd. 

(ii) BHPV 

New india A.urance Co. 

(i) Bhilai Iapat Ltd. (Bhilai) 

'97.-75 

1975-76 
19,6-'7 
1977-,8 

'9,6-" '9,,-,8 
19,8-'9 

'976-" 
'977-,8 

(ii) .FertillRl' Planning Developmmt 1978-79 
. of India Ltd. 

(iii) Hindustan Steel Ltd. 19'&77 
19,,-,8 
1978-79 

(ilt) eR.,htriya Phemicala &: Ferdli- '978-79 
zers Ltd., Bombay. 

(/I) SCI '9'.-75 

(pi) New India Alllurance Co. 1976-" 
'971-78 
1978-79 

(II) United IDdia In.ufanCleCo. Ltd. 197.-75 
(Starutory) 1975-,6 

Do. (Branch) 

(i) Bharat Coking Coal Ltd. 

(ii) C'.eJltral Coal Field. 

(iii) Hinduatan Copper . 

(ill) Balmer Lawrie &: Co. 

(II) SAIL 

(IIi) NatiOrlal Insuraoce Co.. Ltd. 
(Branch) . 

(1Iii) United India In.urance Co. 
(Branch) 

1978-79 

'97.-75 
1975-,6 

'974 

eThete companiea are .. a rault ofreoraanilaUon of FertiliRr Corporation 0( India. 



... _--- ----------:-------

------------------------------
9. B. C. Kundu at Co. Cal-

cutta. 
(i) Duraapur Mura bpat 

(ii) HinduataD Steel Ltd. 

(iii) Hinduatan Paper Ltd. '97~77 
'977-78 
'918-79 

(ill) SAIL '978'7g 

(/I) National Insurance Co. Ltd. '974 
(Branch) 1976 

'977 
(iii) National Mineral Dev. Corpn.. 1976." 

19"-78 
1978-79 

10. C. C. Choksi & Co. Born- (i) HindustaD Petroleum Corpn. 
bay. '~7.5-76 

'~76-" 
'977-78 

O. C. Choui Ik Co. Ah-
medabad. 

II. A. S. Gupta & Co. 
CalcuttaJ ~ ancbi. 

(ii) Shippln. Corpn. of India 

(iii) BHEL ( br.) 

(ill) SAIL 

(II) United India Insurance Co., 
Branch. 

'9,8-'9 

19"-'5 

19,8-79 

Ig7.-75 

( pi) Indian Petrochemicals C01p11. Ltd. 1975-76 
1976-" 
1977-18 

(ill) HindultaD St~e1 Ltd. 

(ib) Duraapur Mhra bpat 

(ii) Modem Bakerin (Br.) 

(iii) PyritelPholphates aDd Chemicals 
Ltd. 

(ill) Bharat Coking Coal 

'9"-75· 
191.5-16 
'976-" 

'976-77 

19,,-,8 

112. K. K. Manknhwllr "Co. (i) Mineral Exploration Corpn. 
Nagpur/Raipur Nagpur. 

191.5-" 
1916-" 
'977-,8 

(ii) NTC (North Maharuhtra) 

(iii) Western Coalfields 

'91.-75 
1975-76 
1976-77 

'97.-7.5 
1975-,6 

______ ---0. ........ --------- -----_ .. -
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(ill) Manganese Ore Ltd. 

(II) Richardson Cruddu . 

(~i) Oriental Fjr~ and Gl'nrni 11,-
IUfaDce Co. (Branch) 

'3. N. M. Raji ok Co. Bombay (l) Bharat Petroleum Co. 

'4. Sur! ok Co. Madru 

(ii) Fertiliz~r Corpn. of India 

(iii) NTC (North Maharaahtra) 

(ill) Westetm Coalfield. 

(~) BHEL 

(pi) New Jodia Aaurance Co. 
( Branch) 

(i) HPF. Ootacumund 

(ii) IOC 

(iii> Neyvefi Lipite Corpn. Ltd. 

(iI) lAm 

(D> NTC (T. N. I PoDdidlerry) 

(IIi) ,11Dited ladia IDIUI'IIIce Co. 
Ltd. (Satuta'Y) 

Do. (branch) 

15. Gupta, Cbaudbri I: GbOlt. (I) JOI 
OaIc:utta. 

(iI) Bobro Steel 

'975-76 
1976-77" 
1971-78 • 

'97.-75 
'975-76 

'974"5 
1975-76 
1976-77 

'976-7'] 
1977-78 
1978-79 

'97.-75 

'97.-'5 
'97.5-,6 
1976-77 

'975-,6 
'976-77 

197.-75 

1975-76 
'976-" 

'976-" 
'977-78 
'978-79 

lI97.-75 
J97~"76 
1976-77 

1975"76 
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16. Maheswar Gadre & Co. 
Jabalpur/Nagpur. 

17. P. R. Mchra It Co. 

18. P. K. Mitra &: Co. 
Calcutta 

:3 

(iii) HSL 

(iv) CIwre . 
(1/ 1 National J Iniuralll;c Co. (Statutory) 

Ii) NTO (North Mabarashtra) 

(ill Mineral Exploration Corpn. 

(iii) CQal IDdia 

(ill) Westetn Coalfields 

(II) United India Insurance Co. 

(i) Cement Corpn. of India 

(ii) MMTC 

(iii) ITDC 

(ip) Bbarat Aluminium It Co. Ltd .. 

(p) National Insurance Co. (Branch) 

(oil Oriental Fire and GeDeral In-
surance 00. Branch. 

(i) Bum Standard Co. 

(ii) Cen tra! Coal field. 

(w) HBC 

(ill) Smith atanistreet Pharmaceutical, 
Ltd. 

'974-75 
1975-76 
'976-77 

1978-79 

1978'79 

1974-75 
'975-76 
'976-77 

1974-75 
1~78-79 

'974-75 
'975-76 

'975-76 
'97fi..77 

1978-79 

'977-78 
1978-79 

1975-,6 
'976-77 
'971-78 

1978-79 

'974-75 
'975-76 
'976-77 

'97S-76 
'976-77 
'977-78 

'9"-75 

'9~77 

1975-76 
1976-77 

1975-76 
1976-77 
1977"76 

(.,) National Illaurancc Co. (Statutory) '976-77 
1977-78 
1978-79 



IS 

lJ .. 

(iii) National lnturance Co. Bnoch. 197.-75 
11J7&.71 
1977-78 
1978-79 

,g. Ani! M. Parikh & Co. (i) ITDC, New Delhi 197.:;-76 
1976-77 
1!l77-78 

Bombay. 

(ii) National Sman Induatriel Corpn. I 978-7V 
Ltd. 

(iii) Film Finance Corpn. 1975-76 

(ill) Air-India Cbam", Ltd. 197.-75 

(v) United India Fire and General 197~-76 
Insurance Co. 1976-77 

1977-78 

-------------------------
The .rollowing Table mows some ClUeS of firms of CJham,red Accountants, who bave more 

than lJ audita of Central Govcrnmcl&t Companiea u of DOW, at furniahed by the Offic:r of the 
C. & A. G. 

Name of the firm Name of tbe Company Year 

( 1) (a> (s) 

MI •. S. R. Batliboi & Co. National 1DNr_ Co," Ltd. 1978 
CAe, Calcutta. 

HiDdllltllD Steel Worb CoDa- 1978-79 
truction Ltd. 

Central OoaJfielda Ltd. 

IndillD Oil Co. Ltd. 

MI •. Fruer and ROle CAl., Bharat Earth Movers Ltd. 
Madraa. 

Remarb 

(Re-appoinllDellt 
1IJ¥i term). 

CBe-tlPPOiollnent 
aad tum). 

"' term. 

lJrd term. 

----------_.------_.------ ------------
.During factual verification, Audit bu inr~d u follows : 

.. In taking a view 011 the number or audiIa which a firm of audlton hu, it iI to be 
_n whether the Sim are bandliDf accouDtI which are c:uneDt or accounts wIW:h 
are in arreare. WheD __ fAll into arreare the IIIlCIitor ia not to be blamed 
uoll'll m coune the delay iI caueed by l'eUOlll attributable to him. Baidea, in' 
each of !he CIIIeI mentioDed in the .tatelDCDl there are l'eUOlll why a part~ 
linn wu cbOleD for a particular a.ipmeDt." 
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\I 4 

Kud~mulch Iron Ore Co. 
Ltd. 1978.79 3rd term. 

eachin Rf'finel'Y Ltd. 1978.79 :;rnd term. 

H.A. L. .1978-79 1St term. 

'MI •. Shantamur!hv & Co., B.H.E.L. (Branch audi,) 19'78.79 3rd term. 
ON., Banllalore. 

National Insuranc .. Company 
Ltd. 19,0 !lnd term. 

Unitf'd Fire & Gen. Imu· 
ranee Co. Ltd. 19,8 UI term. 

H. M. T. Ltd. 1978-79 1St leorm. 

Mis. Mohf'sh"''lIr Gadr.. & C. M. A. 1975.76 3rd term. 
Co., CAs., Na8r\I~. 

Western Coalfield. Ltd: 19?6-77 lind term. 

United India Fire & Gen. 
INurance Co., Ltd. 1978 lit term. 

Mineral ExploratiON Cor· 
poration Ltd. 1978.79 oit lerm. 

MI •. B. C. Kundu & Co., 
Calcutta. 

N.M.D.C. 1978·711 3rd .term. 

Hindu~tan Paper COrpD. Ltd. 1978.79 2nd term. 

S. A. I. L. 197B·7P 2nd term 

P. K. Mitra & Co. National InsurlUlce Co. Ltd. IP78 l\rd term. I 

Burn Standard Co. Ltd. 1976-77 lit term 
4 month •• 

Smith Stanistreet Pharmaceu. 
tic-ab, Ltd. 1978.79 lit term. 

Lovelock & LeWei Calcutta Oru-ntat Fire IUld Gen. In· 
. surallCe Co. Ltd. '977 IiDd term. 

aoai Minel Allthority Ltd. 1975~'76 3rd lerm. 

S. ". 1. J.. 1978-79 lind teorm. 

--.-----.~-----------. 
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( I) ( II) (Sl (4.1 

Price WaterhOUIe &: Co., liSCO Ltd. 
Calcutta. 

1977-78 !lndterm. 

Hindustan FeniJizen Curpn. 
Ltd. 1978-79 ,nd term. 

I. O. C. 1978-79 151 term. 

Ray and Jtay, Calcutta Eastern Coalfield8 Ltd. 1975-16 lit term. 

H.E.C.Ltd. 1978-79 Illt term 

S. A. I. L. 1978-79 lit term. 

LocIba &: Co., Calcutta Bridae &: Roof (II Ltd. 1977-78 :lrd t"rm. 

New India Assurance Co. 
Ltd. 1978 3rd term. 

r. O. C. 1978-79 lit lerm. 

M. C. Bhandari lit Co., BieCCC1 Lawrie Ltd. 1978-19 snt term. 
C''''cutta. 

Central Coalfields 1978-79 lind term. 

H. E.C. 1978-79 lit term. 

V. Sanbr Aiyar &: Co., Sharar Petroleum Co, Ltd. 11178-79 8re1 term. 
Bombay. Ltd. 

New India AlluraDce Co. Ltd. 1978 Srel term. 

I. D. P. L. 19-78-79 lit tenD. 

Sorab S. £naineer &. Co., C.M.A. 1975-76 srd term. 
Bombay. 

Maupn Dock Ltd. 1978-79 ,rei term. 

Bharat Petroleum Ltd. 1978-'9 3nt term. 

J ala Bahubr. Budb &. N.M.D.C. Ltd. 1978-79 snt tersn. 
Salve, Nqpur. 

WeateJ1l OoalfJdda. Ltd. 1976-77 8Dd term 

Oriental Fire 4: Gen. Iu.u-
rance Co. 1977 .8C1 term. 

Rao and Swami. Bangalore H.M.T. Ifn8-79 Srd terED. 

United India Fire and Gen. 
lllllurance Co., Ltd. 1978 Srd term. 

Sharat Gold. MiDes 1978-79 lit term. 

Watrler and Warier Calicut Oriental Firl' 6: Gem. In-

" 
.urancc Co. 1978 lat term. 

N. T. C. (APK). 1977-,8 lit term. 

Uni&ed Iodia Fire &. Gen. 
lruurnoe Co., Ltd. 1978 III term. ---------- -- ---------------_._--------
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Report of the High-powered Expert Committee on Companies and 
MRTP Acts (Sachar Comrmttee) 

15. In its Report. the High-Powered Expert Committe~ on Com-
panies and MRTP Acts (Known as Sachar Committee) has stated: 
vide P. 267 as follows:-

"We considered the question of audit of Government com-
panies with reference to the provisions contained" in section 
619 of the Companies Act and the complaints of delay in 
the appointment of auditors brought to the notice by Cel"-
tain bodies. We suggest that a panel of Chartered Account-
ants may be maintained by the Comptroller and Auditor 
General of India from which the Gov~rnment companies 
should be free to appoint auditors subject to such condi-
tions with respect to the period etc. which the Comptrol-
ler and Auditor General of India may like to impose. In 
order to ensure that no Chartered Accountant selected 
by Government company as its auditors has large number 
of such auditors on his hand, we would recommend 
the retention of the existing statutory restrictions on the 
number of audits which a firm of chartered accountants 
can take at a time and also the principle of rotation of 
auditors after a specified period as per guideline laid 
down by the Comptroller and Auditor General and also 
would be subject :to such further restrictions on the num-
ber of Government companies whose audit may be taken 
by a flrm of chartered accountants as the Comptroller 
and Auditor General may lay down in the guidelines. We 
are also of the view that it would not be advisable to 
disturb the existing scheme in sub-sections (4) and (5) 
of section 619 as it is necessary and desirable for the 
annual general meeting of a Government company to 
have before it, along with the annual accounts and the 
statutory audit report, the Comptroller and Auditor 
General's &upplementary report of comments thereon. At 
the same time, with a view to avoiding any possible 
delay on the part of Government companies in the hold-
ing of their annual general meetings on account only of 
the delay in the receipt of the Comptroller and Audttor 
General's Supplementary audit or comments, the latter 
should be requested to make avoidable his report or com-
ments within a given time-frame to enable the compa-
nies to conform to the time-limit of Six months permitted 
under the law." 
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System of Rotation 

16. The C&AG's office has informed the Committee that under 
the system of rotation of auditors, generally an auditor is l'etained 
for three years for the audit of a particular undertaking or concern 
subject to his performance being satisfactory. 

Further, all appointments for, first year are done with the sped .• 
fic approval of the C&AG. When the auditor is to contInue for 
the second and third years, the renewal appointments are, under 
delegation, approved by the Additional Deputy Comptroller and 
Auditor General (Commercial). Similarly, when a firm of Budi· 
tors is to be replaced prior to its completing a period of three years 
then also cases are put up to the Comptroller and Auditor General. 
Non.appointment of Auditor\! 

17. !It ia also observed from the statement furnished by the 
C&AG's office that there are a few Companies for which appoint-
ments of auditors have not been made for 1976-79 or for earlier 
years either because the Company has not initiated or the accounts 
are in arrears etc. They are listed below:-

S. No. Name of the Company 

(I) (2) 

I. DSIDC 

2. Eastern Coalfields . 

3· Central Mine Planning and 
Design Institute Ltd. 

4· Bridte aad Roof Co. (Jndia) 
Ltd. 

5· Braithwaite &. Co, Ltd. 

6. Oantral Filbcriea Corpn. . 
7· Bharat Coking Coal Ltd. 

8. Modern BMcriea (India) Ltd. 

9· NrC (W~t Bengal, AIaam, 
Bihar aDd. Orilla). 

Appointment 

(3) 

1978-79 

1976-77 
197,-78 
197 -79 

'976-77 
197t78 
197 79 

1978-79 

1978-79 

'978"79 

1978-79 

1978-79 

'977-78 
1978-79 

Remarka 

Not yet initiat .. d by the (,om-
pany. 

Accounta are in &l'reara. 

Accounta· are in IUTcar •• 

Not yet initiatrd by the Com-
pany. 

Not yet initiated by thl" Com-
pany. 

Accountl are I tI lUTCarJ. 

Accountl are in IU'l'C"ara. 

In procca. 

Not yet initiated by the Com-
pany ,M the accounta are in 
arrean. 
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10. NTC (MTP) Ltd. • 1978-79 

II. NTO (U) Ltd. 

J!l. State Farnu Corporation India 
Ltd. 

13· Wl'Itern Coalfields, Ltd. . 

14· Te1ecommunicatiol1l COl1luitanlS 
(India) Ltd. 

15· Semi Conductor Complex 
Private Ltd. 

16. Eutern Coalfields Ltd. 

17· Andaman and Nicobar hlands 
Foreat and Plantation Dev. 
Corpn. Ltd. 

18. Indian Iron and Steel Ltd. 

19· Coal India Ltd. 

20. Burn Standard Co. 

21. Exg:t Credit and Guarantel-
rpn. 

212. Hinduatan Saln Ltd. 

! 113. Cotton Corpn. of India Ltd .. 

24. Punjab Maize ProdUCIS Co., 
Chandlgarh. 

25. NTC (AP, Karnataka, Kerala 
and Mahe). 

1978-79 

1978-79 

1977-78 
1978-79 

1978-79 

1978-79 

1 976-7b 
197t7 
197 79 

197t78 
197 79 

1978-79 

1975-77 
1 97A:78 
197 79 

197t78 
197 79 

1978-79 

1978-79 

1975-77 
1977-78 
1978-79 

19711-79 

Cue received recently and II ill 
proc:eas. 

Cue under procest. 

Cue UDder proceaa. 

Not yet initiated by the Com-
pany u the accounlS are ill 
arrears. 

Incorporated on 10-3-78. Re-
ference awaited. 

Incorporated on; 12-1-1978. 
Clarification awaited Crom tht 
Company. 

Advice under proceu. 

Not initiated. 

Not initiated. 

AccounlS are in arrear_. 

Accounts are in arreara. 

Not yet initiated by the Com-
pany u ilS financial year is 
endiug September, 1979. 

Not yet initiated by the Com-
pany .. ilS finaDcial year i. 
endlllg December, 1979. 

Not yet initiated by the Com-
pany. FiJUUJeial year i. encl-
1111 31at AIlfUlt, 1979. 

Not yet initiated by the Com-
pany .. the accounll are in 
arrears. 

Not yet initiated by the C0m-
pany .. the IICCOUIIt are ia 
arrean. 

_ ............. - .......... _-_ ...... _---_._-_ ... --._-_ .... _---------_ .. _---
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l8. It will be obierved from the above statement that auditorl 
have not been appointed for 1978-79 or for some earlier years in the 
case of :-

(i) 10 companIes as the accounts are in arrears, of which 4 
undertakings viz. Eastern Coalfields, Central Maize 
Products and Coal India have accounts in arrears for the 
last three financial years and 3 Undertakings,. viz., NTC 
(West Bengal, Assam, Bihar, Orissa), Western Coalfields 

and Burn Standard Company have accounts in arrears 
for the last two financial years and 3 Undertakings. viz. 
Central Coalfields, BCCH and NTC (AP, KeraIa, Kama-
take and Mahe) have accounts in aITears for the last 
one year; 

(Ii) in the case of 6 Companies, action has not been initiated 
by them; and 

(iii) in 4 cases, the appointment of auditors is in process. 

19. The Committee note that UIlder 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 advice of the Comptroller . and Auditor-GeneTal 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 company's accounts shall be audited by the auditor appointed 
IUld to give such auditor instructions in regard to matters relating 
to the performance of his functions as such. ., 

20. The Committee note in this connection. a recommendation 
made by the Sachar Committee suggesting that whereas the pane1s 
of auditors should be maintained by the C & A G. appointment 
of auditors from out of these panels may be made by the public sec-
tor undertakings themselves. The Conunittee are unable to 
understand why this freedom of selection of auditors shou1d be in 
the hands of the Companies them.~lves. The Committee consider 
that auditinS[ is not a routine requirement. The public whose 
money has been invested in these CompaniM has to be satisfied of 
the proper management of the finances of the Company. This 18 
why the Companies Act has very rightly assigned the respon,;lbl1tty 
.f proper ,~duct of audit of Govemment Companie!ll to the C&AG 
and has lI'anted him the ,necetl8aTY powers. The Committee are 
of the view that it is totally und~irab1e that a Govemment Com~ 
paDy shonld have the ~hoiee of the auditor (thou2'h from a panel 
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maintained by the C. & A.G.) and there is no warrant to change 
or modifiy the existing wholesome provision in the Companies Act. 

21. The Committee note that out of a total of about 10,000 prac-
tising Ch8iJ.'lterted Accountants, 6,735 have applied for registration in 
C & A.G.'s Office for being appointed as auditors of Government 
Companies. Thus, the field of choice for choosing auditors for Gov-
ernment Companies by the C. & A.G. on whose advice the Company 
Law Board appoints is, indeed, very wide. 

22. 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. 

23. The C. & A.Go's Office has laid down certain criteria for 
selection of auditors. Partnership firms are preferred to proprie-
tory firms (except in States where such firms are not in sufficient 
number) and even among the partnership firms weightage is gh'en 
to firms where at least two of the partners do not have indepen-
dent practice 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 the audit the organisational strength of the 
auditor firm, its record of work and experience etc. 

24. While the Committee are in general ag'reement with the 
above criteria laid down by the C&AG, they would like to potnt 
out that considerin1! the large numbeT of pradising 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 eriteria. 

25. The Committee understand that there have been a number 
of cases where audit of more than two companies has been entrust-
ed 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 mol'1e than two Government Companies at a time. 
The Committee consider that undertaking of audit of more t'han 
two Govel'nment companies at a time could lead to concentration 
and casualness in audit which is bound to result i'n deterioration in 
quality. The Committee. therefore. stron~ly recommend that not 
more tban two G~vernment companies should bl! assi«ned to a 
firm of auditors at the same tlme a" statutory auditors or Branch 
auditors They abo recommend that for Branch audit, only the 
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up aad coming audit firms should be given preferenc:e. The Com-
mittee do not foresee any diftic:ulty in the adoption of this principle 
as there is no dearth of auditors satisfying the criteria laid down 
by the C & AG to undertake Govemment Company audit. 

26. At present, a firm appointed for auditing a Government 
Company is ,.,nerally re-appointed for two more ye8llS. The C'!tm-
mittee suggest that no auditor should be considered for re-appobtt-
ment for more than one year. 

27. The Committee rec:ommend that when the question of re-
appointment of a firm comes up, very strict scrutiny of its perfor-
manc:e during the previous year must be made and tbe rec:om-
mendation for its re-appointment should be done. with the spedfic 
approval of the C & AG of India. 

28. The Committee also observe that in the case of 22 Govern-
ment Companies auditors are yet to be appointed for 1978-19 or for 
earlier years. Of these 22 Companies, Accounts for the year 1977-
78 or for earHer years of as many as 7 Companies are in arrears 
resulting in -non-appointment of auditors. The Committee regret 
to note that the aecounts of 8uc:h undertakings like Eastern Coal-
fields and Coal India-are In Ilr).'(ean for the past three financial 
years. The Committee 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. 

Perfonna:nee of Statutory Auditors 

29. From a note of the C & A.G. appended to the reply of the 
Ministry of Shipping and Transport to the recommendations of the 
Committee at 81. No, 59, paragraph 2.113 of their Ninth Report on 
"OIWTC-Mismanagement in Organisation, Administration and 
Financial Matters", it is seen that there. are three distinct phases in 
regard to reporting of audit, of Government Companies. 'rhese are: 

/I (i) A review of the balance-sheet and profit and loss account 
as certified by the professiona~ auditors. appointed by 
the Government on the advice of the C,A.G., with a 
view to seeing whether there is anything to comment up-
on or supplement the points made in the report of the 
8tat-utory Auditors, This is undertaken whenever a 
company is selected for such a review, 
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(ii) Eftl.ciency-cu.m-propriety audit, the results of which are 
reflected in the form of audit paragraphs/reviews includ-
ed in the Reports of the C.A.G. submitted to :the President 
under Article 151 of the Constitution. This is done after 
the points noticed during audit inspections are examined, 
the comments of the Management and Ministry concern-
ed obtained and any further information collected. 

(iii) In the wake of the recommendations of the Administra-
tive Reforms Commission, the Audit Board was constitu-
ted with effect from 1st April 1969 under the aegis of 
the C.A.G. for undertaking appraisal of the working of 
public sector undertakings selected for such appraisal 
from time to time. 

It has been further sta:ted:-

"In regard to the first item, what the Statutory Auditors cer-
, tify is that the accounts give a true and fair view of the 

financial working of the organisation. SubJect to any 
remarkes from the accounting ~ of vfew that the 
Statutory Auditors may offer, C&AG's comments given 
under Section 9/619A (4) of the Companies Act' are with 
reference to any additional points or comments 'that Audit 
may have over and above those of the Statutory Audi-
tors, or relate to the qualfficationa on the Statutory 
Audior's Reports". 

30. It is seen from a perusal of the Annual Report of a few 
companies that the C & A.G. has given comments on the Accounts 
along with the explanation of the Company thereon. The com-
ments made on some of the Company Auditor's Reports. are as 
follows:-

HindustCln Petroleum Company lJt;d. (1977-78) 

''Schedule 19 Notes". 

1 Note 10 

Credit taken for procesEling of LSHS at the same rate as in 
the case of processing the incremental cru'de amounted to 

. __ ._.--. ------- .... ,_.-.. -.. _. -- - - .. --- . ~~ -.-,~.,.-,-.----- .. -- - ... ~.~" ~.- --_._- _._--------,-_ .. "-

tThis is only on illustrative list 



26 

Rs. 27,87,418 for 1977-78 (Rs. M,28,649 for 1975-78). 
Government's approval to this rate has not been sou&ht 
for. 

The ilnpact of the commissioning of the new VPSjCat Debot 
facilities in January, 1978 for improving the product 
yield on the standard pattern of production aasumed by 
the Oil Prices Committee for fixing the retention prices 
of the Company's products and return on capital, etc. 
has not been ascertained. and disclosed." 

National Small Indwtries CorporatiOft (1977-78) 

Balance Sheet 

Assets 

Fixed Assets (Schedule IV) RI. 2,06,16,348 

P.D.T.C. Howrah-Land (Free hold)-R •. 5,88,599 

As a result of double accountal, the value of land and Capital 
Reserve (Schedule I) stand overstated by Rs. 1.99 lakhs. 

Current Assets Loans and Advances (Schedule V)-
Rs. 31,40,75,642. 

A. Current ABBets 

Stores in hand-Ra. 60,4.3,908 

(1) This in dudes value of loose tools which should have bean 
shown separately. The valve 9f loose tools in rapect of 
2 units noticed in audit amounted to RI. 15.26 lakhs. 

(2) No depreciation on loose tools, valued at RI. 8.82 lakhs, 
in use at PDTC Okhla, has charged during the year. 

(3) Work-in-process at cost-Rl. 28,00,1QIO. 

This includes Rs. 1.09 lakhs being the value by completed Jobe 
which have not been accepted by the customers for 
several years. 

(4) Sundry Debtors-Rl. 6,42,81,498 

This excludes debts amounting to as. 0.71 181m which were 
written off prematurely. 
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(5) Cash and Bank Balances-Rs. 3,23,57,433 

Cheques in hand-Rs. 14,50,433 

(i) Cheques and postal orders aggregating Rs. 2.70 lakhs 
received from customers before 31st March, 1978 were 
not brought to account. 

(ii) This includes cheques amounting to Rs. 0.26 lakhs de-
posited with the Banks for over 6 months but not credited 
by the Banks. 

B. Loans and Advances 

Advances recoverable in cash or in kind or for value to be recei-
ved Rs. 1,28,48,404. 

This inclueds an advance of RI. 22.95 lakhs for the supply of a 
r:o.achine which had been shipped by the supplier in Feb. nmr and 
should~ therefore, have been classified as 'Machinery-in-transit'. 

Sehedule VII-Notes to Balance Sheet, Profit and LOss Accounts 
and Income and Expenditure Accounts. 

Note No.2 

This does not include capital commitment amounting to Rs. 
8.01 lakhs in respect of PDTC Okhla. 

General Trading and Profit and Loss Account 

(i) Salaries and Allowances-Rs. 1,44,94,038 

(ii) . Leave. Salary, Pension and Provid~n:t Fund contribu-
tions-Rs. 12,26,110 

No provision hall been made for RI. 0.91 lakh on accoUIlt of addi-
tional dearness allowance payable for the period from Jan. to March 
1978 and for provident 'fund contribution thereon. Ma,tntenance of 
office build~ng-Rs. 1,37,457. This includes Rs. 0.9 lakh in respect of 
PDTC Howrah which pertain to 1978-79. 

Hindustan Latex Limited (1977-78) 

Profit & Loss Account-

Provision for Taxation. 
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Though the tax liability on the current year's Income is estimated 
to be Rs. 2,35,275, no provision has been made for tax for the year 
on the ground that the provision already existing as on 31st March, 
1977 was adequate to cover the current year's tax liability also. 
According to the instructions contained in Part II of Schedule VI 
of the Companes Act, the charge of the income tax relating to t.he 
period of the account should have been disclosed in a note to be 
appended to the Profit & Loss Ac~ount'." 

31. Committee find from a perusal of the comments of the C&AG 
of India on some of the statutory auditors' Reports of Government 
Companies that even within the limited scope of statutory audit, 
there have been eases where the eompaay auditors halVe failed to 
bring to light the defects in the aecounts aDd later had to be point· 
ed out hy the c&AG in his ,comments. The Committee have nO 
doubt that II the auditors' performaace were to ~ subjected to a 
detai.~edserutiny hy the C&AG of India many eases would be found 
where irregularities would have been detected by a diligent auditor 
but haA! gone unnoticed by the statutory auditor. 

32. The Committee feel that the statutory auditor's responsibi-
Ilty needs to be more clearly Identlfted with a view to not only 
cnsuring a thorough scrutiny of the accounts of the Company but 
also to fix responslbillty on the statutory auditor for defects in the 
accounts wh;ch could have been detected with due care and cauti.,n 
by the auditor but had not been so noticed by him. 

3a. Considering all these factors, the Committee feel that there 
is an urgent need for review of the working and performance of the 
statutory auditors. 

NEW DELm; 
April 29, 1979. 
Vcii84khG -9;-I90i.--

JYOTIRMOY BOSU, 
Chairman, 

Committee on Public Undertaking •. 



APPENDIX 
Summary of Conclusiom jRecomm.endations 

S. No. Reference to 
Paragraph No. in 
the Report 

Summary of Conclusionsj 
Recommendations 

1 

1 

2 3 
----------------

19-20 The Committee note that under the provisions 
pi the Companies Act, 1956, in the case of Gov-
emment Companies, audit is conducted by 
professional auditors appointed by the Company 
Law Board on the advice of the Comptroller and 
Auditar-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 company'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 maintain by the C&A.G. appointment 
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 consider that auditing is not a routine 
requirement. The public whose money has been 
mvested in these Companies has to be satisfied 
of the proper management of the finances 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&:A.G. and has granted him the necessary 

28 
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--.- ---------------

1 2 3 
-- -_._-----

powers. The Committee are of the view that it 
is totally undesirable that a Government Com-
pany should have the choice of the auditor 
(though from a panel maintained by the C. " 
A.G.) . and there is no warrant to change or modify 
the existing wholesome provision in the Com-
panies Act. 

2 21-22 The Committee note that out o'f a total of 
about 10,000 practising Chartered Accountants, 
6,735 have applied for registration in C&AG's 
Office for being appointed as auditors of Govern-
ment Companies. Thus, the field of choice for 
choosing auditors for Govemment Companies by 
the C&AG's orl'-whose advice the Company Law 
Board appoints is, indeed, very wide. 

Admittedly, the selection of auditors for Gov-
ernment Companies, in which huge public funds 
have been invested will have to be done with 
great care and circumspection. 

3 22-24 The C. " A.G.'s Oftlce has laid down certain 
criteria for selection of auditors. Partnership 
firms are preferred to proprietory firms (except 
in States where such firms are not sufficient 
number) and even among the partnership firms 
weightage is given to finns where at least two of 
the partners do not have independent practice 
outside the partnership or are not employed 
elsewhere. The other considerations are based 
on ~ocation of the undertakings and the auditor 
firm, the nature and complexities of the Company 
to be audited, the fee for the audit, the organi-
sational strength of the auditor firm, its record 
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 poliey should be to allot audit 0'1 the public 

.-. __ . __ .----------



1 

4 

2 

25 

30 

3 

sector companies to firms which have not so far 
been assigned such auditor provided tliey satisfy 
the criteria. 

The Committee understand that there have 
been a number of cases where audit of more ~han 
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 entrusted the audit of more than two 
GovernmEUlt companies at a time. The Committee 
consider that undertaking of audit of more than 
two Government companies at a time could Jead 
to concentration and casualness in audit which 
is bound to r.-ult in deterioration in quality. The 
Committee, therefore, strongly recommend that 
not more than two Government compa'nies 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 pre-
ference. The Committee do not foresee any 
difficulty in the adoption of this principle as there 
is no dearth 01 auditors satisfying the criteria laid 
down by the C&AG to undertake Government 
Company audit. 

, 28&27 At present, a firm appointed for auditing 8 

Government Company is generally re-appointed 
for two more years. The Committee suggest that 
no auditor should be cQIlsidered for re-appoint-
ment for more than one year. 

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

28 The Committee also observe that in the case 
of 22 Govemment Companies auditors are yet to --_ .. _---_ .. _---
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be appointed for 1978-79 or for eaNier years. Of 
these 22 Companies, accounts for the year 1977-78 
or for earlier years of as many as 7 Companies 
are in arrears resulting in non-appointment ot 
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 Committee 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. 

7 31--33 The Committee find from a perusal of the 
comments of the C&AG of India on some of the 
statutory auditors' Reports of Government Com-
panies 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 subjected to a detailed 
scru tiny by the C&AG 0'£ India many cases would 
be found where irregularities would have been 
aetected by a diligent auditor but had gone 
unnoticed by the statutory auditor. 

The Committee feel that the statutory auditor's 
responsibility needs to be more clearly identified 
with a view to not only ensuring 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 80 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. 

----------
GMGIPMRND-LSfi-970-18-6-79-1500. 
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