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COMPANIES (AMENDMENT) BILL
7.9 dn

(Ingrtiop of, new sections 2244,
AB ond 224C) by Shri Chintamani
Panigrohi

SHRI CHINTAMANI PANIGRAHI
{Bhubsneswar): Mr. Chairman, I beg
to move:

“That the Bill further to amend
fhe Cumpanies Act, 1856, be taken
inte consideration.”

I am grateful to you that 1 could
get time at least today to move this
Bil}, because ] had introduced this Bill
in 1871 and even today I was rather
apprehensive that because of Shn
Bibhuti Mishra’s Bill my chance might
not come.

I have moved this amendment to
the Companies Act of 1956 so as to
make the existing provisions relating
to audit effective and rational and also
to remove causes that lead to the most
pernicious practice of monopoly m
auditorship and abuse of the law.
When 1 introduced the Bill n 1471
government, I think, was kind enough
10 look into the spirit of the Bill and
appreciate the need to have some
check on the monopoly of auditorship
and so the government brought tor-
ward an amendment in 1974 when
there was a move to introduce some
new sections in company law and at
that time they Lhmited the number of
auditorship to a maximum of 20
companies. I think that is an 1m-
provement, a great improvement. But
my Bill goes still further. Therefore,
I would like to submit for the consi-
deration of the Government that un-
like the traditional auditing which was
to look into the accounts and books
and vouchers and to certify them as
correct, they should keep in view the
gocial concept of auditing and, as we
are moving foday when we have
abolished the privileges of the Rulers.
when we have tried to restrict the
monopoly trade, we have introduced
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50 many things in the last one decade
in this couniry. Therefore, I thfnk
that the time das come when the Go-
vernment should again consider ihat
8o far as this auditing business iz con-
cerned, there must be more and more
dispersal of auditing and more and
more young Chartered Accountants
who are thousands in number are
coming in the fleld. They also sub-
mitted a Memorandum some years
ago to the Prime Minister in which
they had stated that the concept of
auditing required rethinking, more
and more opportunities should ke
given to those thousands of Chartered
Accountants who were coming into
this profession and they must be
allowed at least to get a fair chance
of auditing of different companies.

If you look to the regionwise dis-
tnibution of auditing you will find that
of the total number of 8,429 audit
firms 1n the country today, the distri-
bution 18 as follows:

Western Region 2,888
Southern Region 1,255
Eastern Region 1,521
Central Region 1,057
Northern Region 1,708

And out of a total number of regis-
tered Chartered Accountants of 11,436,
7000 hold practising hcence.

Sometime ago a survey was made to
examine the concentration of auditing
In the hands of a few firms. This
survey 15 quite revealing. I would
only cite a few instances. In the coal
mndustry, about 90 per cent of the
fotal assets of all coal companies are
audited by 6 firms.

SHRI N, K. P, SALVE (Betul): In
the pre-nationalisation period.

SHR1 CHINTAMANI PANIGRAHI:
It holds good even affer that.

SHRI N. K. P. SALVE: Even after
vationalisation and after the amend-
ment of the Companies Act and even



[Shri N.K. P Salve1

m respcct of public aeotor companles. )

the - concentration of monopoly audat-
ing is contlnumg by & few firms,

lm. CHAIRMAN: 'There has been -

a letter circulated by the Chartered
Accountants—smaller onea—and they
have said that the monopoly concen-
tration of auditing is much larger than
the monopolies themselvts,

SHR1 CHINTAMANI PANIGRAHI!:
In the Engineering Industry about 73
per cent of the total assets—there are
165 companies—are audited by only 12
firms. Let us now look at the jute in-
dustry. It is concentrated in the Eas-
tern Region. It is not in the Central,
Western or in other parts of the coun-
try. It is concentrated only in the
Eastern region. 94 per cent of the
total assets of the industry is audited
by 8 firms and those firms are concen-
trated in the metropolitan city of
Calcutta. In the plantation industry.
64 per cent of the total assets of all
the estates are audited by three firms
only and 80 per cent of the total
assets of all the estales are audited by
six firms. In sugar industry, 67 per
cent of the total assets of all com-
panies are audited by only 15 firms.
In textiles, the audit of 73 per cent of
the total assets of all companies is
shared by only 19 firms. When I say
this, it should be remembercd that it
cannoi be aggregated because many
of them are also common in all indus-
tries. In transport industry, 67 per
cent of the total assets of the com-
panies are audited by 9 firms. Taken
together, about 69.40 per cent of the
assets of all companies are audited by
only 17 firms out of 8,000 and odd.
There are only 107 partners in these
17 audit firms, 11.16 per cent of the
assets of all the companies are audited
by another 19 audit firms, The
balance of 19.45 per cent of the assets
of all companies are audited by the
remaining large number of audit
firms. In other words, on the audit of
70 per cent of the assets of the entire
companies, the professional expertise
of only 17 audit firms (or 107 char-
tered accountants) is engaged while

“the experuu oK sheremainin( 7.964 3

practising . charfered atcountants is

utilised only for quditing 30 per cent-
- agsets of the companies. The. talent

and ‘expertise of about 7,964 ntaeﬁm
chartered accountants i thus allowed
to go waste and unutilised although
they are a great asset to our country
and to our economy.

Most of the monopoly audit irms
are based in metropolitan cities. As
Salveji sald, even in the public sector
where there are thousands of factories
spread all over the country, they will
go only to Delhi, Calcutta or Madras
where the branches of these 17 mono-
poly audit firms are:situated. There-
fore I make the following suggestions
for the consideration of the House and
the Government;

1. A ceiling should be placed on the
number of corporate bodies whose
accounts should be audited by a
single firm, Government has fixed the
number at 20, but that is too much in
view of the unutilised 1alent going
waste. So, we should put the ceiling
at 5.

auditors should be
appointed for different branches of
self-contained units of government
companies. At present the entire
audit of government companies is
concentraied in the hands of a few
firms.

2. Differen{

3. The same auditor will not be
appointed for the same government
company or its branches or units con-
tinuously more than three times within
15 vears,

4. It must be compulsory for com.
panieg to change their auditors after
every three successive years of audit.

5. The auditor’s appointment should
be in individual name and not in the
name of the firm,

6. Limit the audit to 2 for auditor in
the same business group.
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In the Institute of Chartered Ac-
oountenty of India, there are Govern-
pent nominees. You will be surprised
to know that the present Government
nominees ate representing big monopo-
ly firms,

SHRI N. K. P. SALVE: Can the
Mamberg of Parllament be sent to that
Ingtitute?

SHRI CHINTAMANI PANIGARHI:
I appeal to Government to look into
this matter and see that Government
nominees do not represent big monopo.
ly audit firms. I hops, Govermen will
take note of this. They never look to
the inttrest of the Naion, but they look
to the interest of the monopoly audit
firms.

Thege are the few suggestiong I
wanted to make so that more and more
people should get this benefit and there
shoulq not be concentration in the
hands of a few.

If you see the audit compamies re-
port, you will ind what kind of audit
they are doing. The Chartered Ac-
countants must look into every aspect
of cost production, cost ratio, inven-
tory, etc. But they simply see the
accountg ang okey that. That is bow
things are going. Why it is done like
this? It is done for other considera-
tions. Some time ago, a survey was
made regarding audit payment in 501
companies. The study revealed that
501 companieg paid in 1870 Rs. 65.7
lakhs as audit fee to 114 auditors. Be-
sides the audit fee, these companies
paid Rs. 27.6 lakhs as “fees for other
services” rendered by the auditors.
What is this other service? The other
service is to make their black money
into white ang okey it. Ang for that,
they have got Rs. 27.6 lakhs. These
114 auditors have got Rs 1 crore in
1970. What can we speak about .he
remuneration of the poor Minister of
this country? Therefore, this kind of
a thing should be looked into. I was
looking into the reports of many of
the meetings of companies; and a pum-
ber of ﬂ.z.areholdeu have complained
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and questioneg the propriety of pay-

t9 auditors for GMluvpl:’u
e ; apd they have brought it to
m:ﬁudmmmnt,bemp
the s’ money is eaten up hy
the suditors. I think this alse needs
consjderation by the hon. Minister and
by the Government, go that they can
improve upon it.

1 will not go further, but I was
W: why not nationalize the entire
auditing? This iz the moe¢ important
thing. Once we nationalize the audis,
most of the smuggling, black-market-
ingandpriceﬁsevdllmp;anduhink
you will have 90 per cent control over
these companies and their prodyction.
1 do not know how far I will get sup.
port for it.

DR. RANEN SEN (Barasat). Some
of us will support.

SHRI CHINTAMANI PANIGARHI:
Mr. Chairman, Sir, you are so much
interested in this; ang to.day you are
in the Estimates Commiftee ag its
Chairman. We are happy. You have
taken up this cause so many times.
You have raised the LIC business in
the House many times. LIC has got
more than 600 branches all over the
country. But bhow is it that the audit-
ing of the entire 610 branches of the
LIC is done by a panel of only 12
auditors? The Government should
come forward at least now. Why
should a panel of ony 12 auditors audit
the funds Tunning into Rs. 1400 crores
or Rs. 1600 crores of the LIC? Gov-
ernment shoud see how many people
will get employment. Creating more
employment ig one of the points in the
20-point programme.

MR. CHAIRMAN: Mr. Salve can -ay
how far it is physically possible to do
things, How do they practise?

SHRI N. K. P. SALVE: I am grateful
that the hon. Member has brought in
thig particular bill. It deals with my
profession. Next time I bope I will
have an opportunity of speaking on
it. I am very grateful to him that he
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collsdted so much of vital statls-
; 4Bd a very interesting study hes

made. A ‘whole lot of groubd
been covered in many spheres, a8
sult of the Companies (Amend-
) Act; but a whole lot needs to
be done, despite the amendments.

§

[ EfEE

SHRI CHINTAMANI PANIGRAHI:

the public sector units have their
branches everywhere. Why should all
the public sector undertakings give
their auditing work only to metropoli-
tan city-based firms? I have gone
through this. Thig also needs examina-
tion by the Government; and they
must come forward and do something.
This leads to concentration, by itself.
Therefore, 1 hope that the new objec-
tive which the government has, 1s that
auditing should result in reduction of
wastageé, minimization of malpractices
and reduction of tax evasion, and they
must look into all the aspects of pro-
duction, so far as the companies and
industries are concerned. ang about
the propriety of investments also. That
is the new objective for the auditors.
This must be looked into,

I think that the proclamation of
Emergency has created an atmosphere
of discipline in all walks of hife and 1it
is but natural that g thorough revision
of the activities of the compnnies
should be there; and wvigorous measu-
res to control them through this pro-
cess of auditing should be considered
by the Government. 1 am quite sure
that the Government which is taking
new measures almost in every sphere
of lfe, will take steps to see that all
the loopholes are plugged. I hope the
Government will come forward to
give a new look to the Companies Act
and {o see that this concentration of
auditors is not there If they nationa-
hize auditing; it will be good

MR. CHAIRMAN. Motion moved-

“That the Bill further to amend
the Companies Act 1086, be taken
into consideration.”

* AUGUST 18, 1976 -
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DE. RANAN SEN (Baraset): Sir, T
did ot know thet this Bill iy coming
up today, and it iy only by accident
that I am here. I fully support the
Bill wgved by Shri Panigrahbl. I com-
gratulate him for making such a tully
documented speech.

I was a member of the Consultative
Committee of the Department of Com-
pany Affairs some three or four years
ago, when Shri Riéghunatha Reddy was
the Minister in  charge of Compeny
Affairs, There was a meeting of the
Committee at Bangalore where Shri
Himmatsingka of Rajya Sabha and my-
seld raised demand for nationalisation
of audit. In that very meeting, not
surprisingly, the late Shri C C. Desa.
who was also a member of the Con-
sultative Committee, who was himself a
successful industrialist connecteq with
big monopoly houses, g very nice and
polished gentleman personally, oppo-
sed our stand. Though Shri Raghuna-
tha Reddy accepted our position in
principle, he raised certain procedural
difficulties, the details of which I do
not remember now. It is good that
Shri Panigrahi has Teminded me of
that.

Many of us have received the memo-
randum submitteq by the Chartered Ac.
countants Association, which mainly
consists of smal] fries, juniors who are
eking out a miserable existence, I'hey
have sent copies of this memorandum
to glmost all the Members, though rot
all perhaps. Since I come from Calcu.
tta, I had a talk with them at Calcutta
when they explained some of the pro-
blems which they face, which corres-
ponds to what Shri Panigrahi now
says Thev said that they are eking
out a miserable existence because a
a major portion of the work is corne-
red by some houseg of chartered ac-
countants, who have more or les< a
monopoly, who are mostly in collu-
sion with big industria] and commer.
cial houses Bven though you have nas.
sed the Monopolies and Restrictive Tyade
Practices Act, because these honses of
auditorg are in league with the mono-
poly business houses, you age not able
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to control them efectively. It you will
make a probe;, you will find that most
of the monopoly industrial houses are
connected, directly or indirectly, with
these big audit houses. In Calcutta
there are some big audit houses, dat.
ing back to the British days. In those
days they were serving the multina.
tionaly lke Calcutta Tramways or
Andrew Yule, which ig the direct des.
cendant of the East India Company.
That company used to have about 100
companies under it all over India, n
almost all industries, be it tea garden,
jute or coalfield. Of course, now meta-
morphosis hag taken place of that com.
pany. These big audit houses are
supporting and helping the big mono-
poly houses through audit. They are
hand in glove with them. This has heen
corroborated by the Chartered Ac-
countants' Association.

1 had completely forgotten this, !e-
cause I am no longer a member of the
Consultative Committee of the Depart.
ment of Company Affairs. I am glad
that Shri Panigrahi hag reminded me
about it by this Bill.

The Association further stated that
some of the Government officials
were also a party to this. Of course.
they did not say all the officials, be-
cause there are good officials alsv.
Otherwise, how can the country te
run? There are very many good ifici-
als, and that is why we are runn ng
this country smoothly more or less
but there are officials who are 1n l»a-
gue with the audit houses. This is the
third statement they made.

We have nationalised the coai and
life insurance industries, for instaore.
Within the last ten years LIC has ve-
come a huge organisation. Qur airlines
are another empire. Who are behini
these organisations? Some top officials,
1 do not call them bureaucrats. Some
of these top officials must be collud-
ing with these audit people: otherwise,
how is it that in spite of nationalisa-
tion of these industries, only a few
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houses are conducting the whole au-
dit business. They are going on merrily
as before. They do not suffer. The in-
dustry i nationalised, thoge industria.
lists go out, but these audit houses re~
main.

Secondly, it is known that many nig
houses keep two types of books. I
heard it from Dr, B. C. Roy himself.
1 was a Member of the Legislative As.
sembly, when he was Chief Minister.
One day we were talking about catch-
ing big business in his chamber, snd
he said: “Look here, you are a young
man.” It was in 1952-53, 1 was young
then.

SHRI CHINTAMANI PANIGRAHI:
Even now you are young,

DR. RANAN SEN: Only my hair is
grey, absolutely grey.

He said, “You do not understand.
You should have a little bit of experi-
ence. I also come from a small indus-
try.” He was connected with the Shi-
llon Electric Power Supply Co., which is
not a very big one. He gaid: “Big Mar.
wari houses keep two sets of books.”

SHRI M. C. DAGO (Pali): Thera
are poor Marwaris also.

DR. RANEN SEN; Yes, I have been
to Rajasthan. I have seen very poor
Rajasthanis who are starving. I was
holding meetings for seven days on be-
half of my party, and I was shocked to
find such poor Marwaris poorer ihan
even the poor Biharis. They must be
the majority in Rajasthan, not the
Birlas or the Singhanias who have their
houses in Calcutta and Bombay and
now in Delhi. After the meeting, these
poor beople used to say: “Why don’t
you drive them out of Calcutta, so that
they come have and start business, and
we can earn our livelihood?”

So Dr. Roy said that they were keep-
tng two sets of books in collusion with
audit bouses, I said: “You are the
Chief Minister. Why can’t you catch
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thém?” He suld: “You aye Un idealist, ek, Q‘;‘““JW’W
mmmdolt?‘g;hnyéum . . 4Rt wre aréT T won
cbine to péwer, you do sometling. foranl®y e nfen
By thet tie I wil be dead” ™ !
Therefore, I say this Bill should be MWZMMQI?
‘; :I.u!tﬂ’ by all , and I nal).y : . 3 -
grafelul to ilr g:lv: alloau; never ‘"'m “'m‘m ﬁﬁm
houses. We ot v o

agsociated him with big
know each other very closely. He made
‘the suggestion of nationalisation, That
15 the real remedy for this. But I yn-
derstand the position of the Minister
and the Government, There are many
difficulties. Even a man like Shri
Raghunatha Reddy with hig lotty ideag
had to point out the difficulties, thou.
gh he agreed with us.

Mr. Panigarhi has made certain
suggestions in the Bill which run
short of nationalisation, I think the
the Minister should be able to accept
them, though not immediately. He
should at least see how far they can
be implemented. We are realists we
do not say that our resolutions or Bills
should be accepted by the Government
immediately in tofo,

We have got to process it so that
the Government also wake up and see
how things can be expedited.

With these words, I support the Bill

ot werereg w1y (qre) - wwata
g, sty agt 9T A N ad
wftrs ww W &1 dfrgra F Feirifes
drafron” og &1 7 e R Y
& v 7wy g7 <1 wET wT v A7 s
o e A oF A1 wgAT TIEAT £
fos 5ot ff ¥ et 0w Q@ A AT
wr € § forawr 1 7 &1 g Co
wifeg 1 sfvae wfeet ¥ ow ddrten
feat a7 fra® SER 7-8 1§ T
ff farer  IaT ared arga W 2
o & oft g far o vt et wdem
FEAT AT FANTIAT |

ey v A T g
;r:am v @ fede T T @

o wigéy 01 - fran

gamfy 7ERE, F% ¥ f-gerh
i yd @ i sk agw &
TFIEE TR O feewvm g1 w@r 4 o
fesma Wi agr woBan Yem g d
¥few @ Ay FfaFz w wrEE oy
fafres xq ae7 & feavd afr T &0
pwmame s g a md AN arv
fir #fadte v = &1¢ fafree W)
we fafae Y 7@ o= nF fedy
fafaes 43 8y

0 I 7g § v gd W
frelt auT &1 W T A9 qT W9
et i vfam ey wAG A AT ER
w7 qzA A afom 1 framr ey § °

wafe s AF growT e
a6 arE Aww frar ¥ ag Fraw &Y
oft afi § f= 9a feqe 33 v g1 ag
g7 %fade fafrec ft gafeaw <) O
gt & framt & sepgw 9« fowor ¥
TR IIHAT 7T 9T AT § wAfAg
£ay A arge we W ¥ AW
i s g
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Wt gwew I Al St @
FYY T HT YA ARAT T ZAT T AT
wiw Y f ST T 8§, S ey @
Fawt wifez nad {e & grr frar wid
AT FHY T F TAw & 3 A2E mey
¥ ar gy #g foar wrar @ [ dsd
gFTeRz & A1 fow faar 2 az w2
T HE I YW AR W FI AT A
wrgdaw & fe a1 wdd oETeRe
& 97 mrArTel Fred w1 v T
g &\ TET YT AR FTAT T THT
wT §HY & W7 AT AN R FI ATA
g1 T w a fouw ¥ fag st
R frefigE =h &1 = v &
d|r o TR A wgr, § WY s
wraa &€ waaean A gk wa 7 fag
g aasT g infraagiag m
a5, I AT Y T FL 0
srgr wfemr g T oA A
IAET gEEE AT AT

UFTSEA © ATAN § TF AT qGA

U ) OF AT AVCE ®H AT
FATET g7 04T 2 T fAe A o A
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T wifw It =< war ¢ fv gl
W T QRIFE TAR $Y AR &1 AE .

zafag & gaer w0 o Ad
I &1 W F w frde T
& %7 oF I A wifer W arw aw
AT § AR AT O AN wwy 1 ¥
gAgar g ST aoad ¥ 97 oF agw
3 FHT &

¥ gFTey ¥ T ¥ @& v A%
T A g, & o faeqrafor off oo
fawr Y 777 4, oA 1971 ¥ SRR
ww faw Y qw forar a7, § wwgar g f
R AT A 4T G, I 9% 3 D
wygiga WY 3  av weft ofr gy wer
fedrar, ] gE AATITE MT T

aymafy AR ;. SO ATEE, W9
HIAT ATST HAAY 60 ATy d@Aar |

18 hrs.

The Lok Sabha then adjourned till
Eleven of the Clock on Monday, Augu.
st 16, 1976/Sravana 25, 1898 (Saka).



