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COMPANIES (AMENDMENT) BILL

(Insertion of new sections 224A, 224B
and 224C) by Shri Chintamani Pami-
prahi.

MR. DEPUTY.SPEAKER: We take
up {urther consideration of the Bill
moved by Shri Chintamani Panigrahi.
1 hour wag allotted for this. We have
taken 38 minutes. There is u balance
«0f 22 minutes. Shri Daga, who was
on his legs, may continue his speech.
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“Since the auditors are the enly
watchdogs of the funds of the in-
vesting pullic and shareholders, and
ipso facto the companies resources
the excessive concern about fthe
practices and precepts appears to be
reasonable. The public in general,
and invesung community in parti-
cular. expects a very high standard
of propriety-cum-efficiency in audit in
the country. The report of the ad
hoc Committee of the Institute of
Chariered  Accountants of India
admit it. The general irend of the
review received by the Committee
in-licates that there might be a eer-
fain amount of conceniration of
.ud! >
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“In the case of a company in which
not less-than 25 per cent of the sub-
scribed share capital ig held, whe.
ther singly or in any combinatiemn,
by —

(a) a public financial institution or
a Government company or
Central Government or any
State Government, or

- (b) any financial or other institu-
tion established by any pro-
vincial or State Act in which
the State Government holds
not less than 51 per cent of the
subscribed share capital, or

(c) a nationalised bank or an in-
surance company carrying on
general insurance business,

appointment or re-appointment at each
annual general meeting of an auditor
or auditors shall be made by a special
regolution.”
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“Providde that in the case of .a
firm of auditors ‘specified number of
companies’ shall be construed as
specified number of companies per
partner of the firm.”

ar Iy SHAWT av § 7

“In the case of a person holding
_appointment as auditor of a number
of companies each of which has a
paid-up capital of less than .Rs. 25
lakhs, twes ty such companies;”

Y SEF W TN 20 FACAT ¥
[l mgr &1 BT garzré & st0s WY
FOQANST & ST GFE § ITH AL AT
graq D W 2 o

“The over-all payments to audit
and other services has shown an
increase of 11.8 per cent in 1974-75.
Thus, total payments amounted to
Rs. 126.7 lakhg in 1974-75 as against
Rs, 113.3 lakhs in 1973-74.”
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“The auditor of a Govermmenf
company slall Ye appointed 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-gection (IB) and (10) of sec-
4ioh 224 shall apply ip relation to
AMe gppointment or re-appointment
of an auditor under this sub-sec-
tion.}”
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“The Government was thinking of
establishing an independent bureau
of Chartered Accountants to scru-
ftihise the accounts of all companies.
The balance-sheets of the companies
-wonld then sitgw -higher profits and.
ronsequently, the quantum of bonus
for workers would be increased.”
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SHRI DINESH JOARDAR (Malda)
Mr. Chairman, Sir, I congraulate and
thank my hon. friend, Shri Chinta-
mani Panigrahi for giving us this
opportunity of at least discussing this
problem of the auditing firms, that
there are only a few auditing firms
which are getting all the opportunities
of auditing the assets of the nation as
well as the public sector companies
and private sector companies. Only a
few auditing firms have monopolised
this auditing business throughout the
country and have created an atmos-
phere where in the matter of actual
auditing of profit or loss or fixation
of rates for taxation and other pur-
poses, immense difficulties are being
created because all these auditing
firms audit the balance.sheets of the
companies, the private limited com-
panies, the public limited companles,
the private sector companies and the
public sector companies, in a tradi-
tional manner. That has already heen
discussed in detail by the mover of
the Bill. I would like to point oub
that now not only this evasion of
taxes and accumulation of black money
and other things is one aspect of this
sort of auditing business in our coyn-
try—that is one outcome of this pro-
blem—but the other factor is that the
cost structure of any production or
manufacture and also .fixation of the
price and other matters concemipg
manufacture and  production of the
manufacturing unit can never be asses-
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sed properly either by the govern-
ment or any civil supplies or distribu-
tion organization Now we are talk-
ing about mimimising the cost of pro
duction and how to bring down the
prices of essential commodities and
other manufactured and produced
commodities in our country TUnless
we get all the factual figures of the
manufacturing costs, that is not poss
ble and only by a true and sincere
auditing that can come about

We know in our country all the
manufacturing concerns in the private
sector particularly manipulate their
accounts 18 such a way that always
the employees are being deprived in
the context of their rising costs They
are teling every time that the prices
are risng So to keep down the
prices the employees should suffer
thgy should forego thejr increment,
their bonus DA and other things!
These things are also coming In
because the audit firms do not sincere-
ly perform their duties What
should they do as Chartered Accoun
tants®> What 1s the obligatory duty
of a Chartered Accouniant? Is
stimply gtving the balance sheet with a
rubber stamp on 1t and their signa
ture for the purpose of tax assess
ment and other purposes® These
things have come up now This prac-
tice is going on -very well throughout
the country So, assessment of the
actual cost of a unit of production or
manufacture of a commodity should
also be a duty of the Chartered
Accounfant—to assess the actual cost
of unit of production Also there ;s a
socal concept Now  the social con-
cept has changed that profit alone is
not the consideration for any concern,
whether it be manufacturing, produc-
tion or otherwise This social concept
should also be introduced 1n auditing
which a Chartered Accountant has got
to discharge

Now not only the costs but how

* wastes, sometimes wastes of the assets
snd raw materials and other things,
the avoidable wastes can be eliminated
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from the production ¥nd manufactyr
ing losses—that should aldo be cop
sidered and that also should be a res
ponsibihity on the part of a Chartered
Accountant and to procure and pre
sent a clear picture of these things
Also there should he a provicion that
a report on these aspects as have
been found by the audit firms or the
Chartered Accountants should be sent
to the Government This should be
sent not only to income tax authorities,
direct tax authonties and other offl-
cers but this should be sent to State
Government authorities Central Gov
ernment authonties etc, to assess
what the actual position of the fagtory
or the manufacturing unit :s what are
the avoidable wastes how much money
1s spent by way of transport by way
of salaries by dnidends and other

things for the proprietors and owners .

of these manufacturing umtc They
take away a large portion of the value
of production and manufactured art:
cles Therefore 1t 1s my plea that
this Audit Report has to be made
available to State and Central Govern-
ments That will help them in asses
aing the price af which a particular
article should be sold in the market
and what will be the profit which
coald be there That will be an obh-
gation on the part of the chartered
accountant
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SHRI DINESH JOARDER: What is
ibe condition prevailing in the coun.
try? As regards trade, commerce.
manufacture, production, everything,
everything seems to be u secret affuir!
Everything is secret; business is secret:
commerce 1Is secret; trade is secret;
even taxation proceedings are secret;
even their profits are secret. Unless
this outlook is changed, unless this
secrecy part 18 done away with. no
improvement could take place. We
can know the real state of affairs only
if sincere and true picture is revealed
by the chartered accountants. Parti-
«wulars regarding technical know-how
are to be made available to the public
at large. These chartered accountants
should go into the details of these
matters. Those who are engaged in
auditing these firms have to have some
idea and practical experience how a
business can be run, how a trade can
be run, how a manufacturing unit can
be installed and effect'vely run and
S0 on.

‘This huge fieet of chartered accoun-
tants and other people get ideas and
they can start their own business,
irade and commerce and they can
flourish. Their number can be’ in-
<sreased and many people can get em-
ployment opportunities and that should
‘also be part and parcel of the audit
‘business.

Lastly, I would like to mention one-
thing regarding the Chartered Accoun-
tants Examination and the results. It
is now found—I won't mention the
names—that in the last few years only
a particulpr class of people are able
to paps this examination. Yaar after
year ofhers who have got capabilities,
ﬂmw i:; the examinations but they
m ;\ able to qualify in it whereas

ﬁm these big business houses
lend {r children and their relations

1668 1S9
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to the examination and they have
been able to pass this examination.
In the auditing business, they are keep

ing everything secret. Their accoun-
tants only audit the accounts of the
audit firms. In the Examunation, only
the big business people and their re-
lations are getting vetter opportunities
and the resuits are good. That aspect
should also be taken into considera-
tion by the Minister. Lastly, I request
that the audi? firm 1tselt should not be
audited by themselves Lut by some
outsider—the chartered accountant of
the othe:r firms. If this 1s done, then
we will get an idea or true picture of
the audit firm as to how they are
doing thewr business. 1 congratulate
our hon, friend Mr, Panigrahi who has
come forward with his Bill therehy
giving me an opportunity to take part
in the debate.

SHRI JACANNATH RAO (Chatra-
pur): Mr. Chairman, Sir, while I
appreciate the intention of the hon.
Member in bringing forward this Bill
which he did on the 2nd of July, 1971,
I am afruid, 1t is @ bit out of date.
Much water has lown down the bridge
of Yamuna hetween 1971 and 1974.
The problems of the company audit,
the difculties experienced by the
junior auditors and the complaints of
the audit profession 1in relation to
these companies are before the Govern-
ment and a comprehensive amending
Bill was introduced in this House in
1972 which was referred to the Select
Committee of both Houses of Parlia-
ment in which I  happened to be a
Member where elaborate evidence was
recorded not only from the Chambers
of Commerce and Industry but alse
from the Chartered Accountanis and
alto others who had the spicial snow-
ledge of the working of the Companies.

16 hrs.

All these aspects were considered
and the Commiftiee came to the conclu-
sion of fixing the number of companies
an guditor personally or a firm of
auditoys could audit. at 20. Therefore.
the Mover could have withdrawn this
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Bill and introduced another after the
amendments {0 the Company law came
into force,

One of the reasons advanced by the
Mover is that the social concept should
be introduced into auditing, by which
perhaps he means that there should be
dispersal of audit work among the
thousands of members of the audit
rrofeseion, I respectfully submit thic js
not possible. No work can be dist1:
Futed because some auditors have httla
work ot are starving and some wutk
should b given to them  This is not
possible. An auditor jjkc g lawycer or
3 doctor should have a reputation
which would chable him 1o get the
work of audit of a company, Natu-
rally companies would selcet audifors
or firms of auditors who have a re-
putation in their profession. There-
fore, jt is not possible to introduce
the social concept in auditing in fixing
the ununiber ot compamles a firm of
auditors should be allowed to audit
under the Act.

His second point is that monopoly
should he broken The cry against
monopoly is common nowadays —
there should be no monopoly houses,
there should be no monopoly and all
that. Where 1s the question of mono-
poly? If an auditor has attracted the
audit work of a number of companies
10 himself, how can you say it is a
monopoly? When an auditor has no
work because he has not earned a
reputafion in the field, how can there
te a complaint that he ic not occupied?
This happens in  every profession.
Only a few lawyers get the work
Work is concentraled among a few
doctors, How can the others in the
profession complain? A  person who
needs the services of a technical man
goes to the person who is really
eminent, from whom he can get the
work done efficiently. He should have
confidence in lum so that he can em-
ploy him,

Then there 1s the cry for nationalisa-
tion cf audit. The Mover mentioned
it while moving the Bill. How can
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there be nationalisation of a.profes-
sion? Have we thought of natiénalisa
tion of the 1legal profession or the
medical profession?, It is not possible.
Can the State maintain a panel of law-
yers” The State do appuint lawyers
in cases where a client is not able t»
engage a lawyer. But no Government,
no State, can maintain a panel of
lawyers, doctois and so on to look to
the needy. It is not a workable pro-
position. Nationalisation may be u
gnod slogan, but it does not work in
relation to certain professions in
which the success of an individual
depends on his own merit.

Another point urged by the Mover
was that an auditor should be changed
cvery two or three years. His main
complaint 1s that an auditor or firm of
auditors auditing the accounts of a
particular company for a number of
vears mav act in  collusion with the
firm and may not do the auditing
faithfully or correctly, that he may be
hand in glove with the company ani
its directors. In such cases where a
chartered accountant 1s found to be
guilty of misconduct, there are provi-
sions in the Chartered Accountants
Act under which action can be taken
against him It takes two to three
years for an auditor to understand the
working of a company.

All these questions were gone into
in the Joint Committee in great detail
and then it was found that no limit
could be put. Though the number of
companies an auditor could audit
could he limited, the period during
which he should be allowed to audit a
company was not found to be capable
of limitation as feasible, and that was
why it was rejected,

Another objection taken by the
Mover was that all the auditors are in
the metropolitan  areas. Necesarily
they should be from the metropolitan
areas. ‘They should know the working
of companies. How can an auditor
residing in a small town whose only
business is to audit the accounts of
stall businessmen for spjes-tax pur-
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poses or for the purpose of other
commercial taxes be entrusted with
the work of auditing a company's
accounts? It is a complicated affair.
it ig not posgible. It is only in metro-
politan cities that the auditors could
carty on their profession, they get the
experience of wholelime uccounis of
the companies.

About costing also, I think the com-
pany law board can order an enquiry
into the cost of production in a com-
pany. I think all those provisions
have been made aftey ¢laborate discus.
sion and some formula was arrived at
and section 224 and cxplanation (u
section 224(1)(c) were enacted. It
also specifies the number of companies
that an auditor or audit firm can
audit, taking into account the difficul-
ties of various auditors who are brief-
less and also the fact that audit work
was generally concentrated in a few
hands and also the desirability of
spreading audit work by taking away
work from a very few hands and
giving it to others. All this was given
careful consideration and thought and
the number, twenty, was fixed in the
Companies Act amendment of 1974 To
limit it to five companies I am afraid
is not practicable and no audit firm
can subsist on audit work with only five
companies, of which at least two
should he public lLmited companies.
That is what jt says. While I appre-
ciate the intention of the hon. Mover,

feel it ig not practicable to enforce
the provision, Perhaps there would
have been different thinking on the
subject hag he introduced the Bill after
the amendment of the company law in
1974, perhaps it would not have come
in the form in which it was originally
introduced in 1971. Therefore, I feel
that this Bill cannot be accepted, it is
a retrograde step. Section 224 was
amended in 1874 and that section
should stand. I am not in favour of
this Bill,

SHRI B. V. NAIK (Kanara): I wel-
«come this Bill by Shri Chintamani
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Panigrahiji. Subsequent changes in
the statutes of company law have by
and large let the question of audit of
companies untouched, with due defer-
ence to the selecct committee which
went into those details. The reason
why 1 shaie particularly the sentiments
ol Shri Panigrahiji to have a greater
amount ot control over our chartered
accountanis and the auditors is this.
Audit as 1t 15 done today is only vou-
chiering, there are limitations, an
auditor cannot go beyond a particular
vourhor, he carnol 2o behing a parti-
cular transaciton, whether there had
been dishonest practices, unfair trade
practices or personal gratification by
company executives or «ealings which
were not in the interest of the com-
pany or soc:ety a. a whole. It is none
of the bhusiness of the auditor today.
The proof of the puda.ng is in the
ealing. One single instance will
prove this. The recent drive by the
Finance Ministry for unearthing black
money yielded a total concealed income
of Rs. 1500 crores. A very substantial
portion of this belong to the organised
sector of our economy, ie., the corpor-
ate sector. If the auditors and char-
tered accountants in this country had
done their job properly by plugging
the loopholes and seeing that whatever
one takes out of the concern is exactly
what is due to him either by way of
remuneration, salary, Director's fees,
profits, dividends, etc., where gdig this
amount of Rs. 1,500 crores come from?
Did not come from the private sector,
the tycvons and such other people con«
nected with the private sector like
Directors, proprietors, Managers,
Managing Directors, etc.? What ‘were
our auditors doing? Does this give
any good certificate to them for having
done their joh well?. I wonder what
the Companies (Amendment) Bill has
been able to do except touch the fringe
of the problem. The hard core of the
companies administration, the watch
dogs of the private sector, have not
done their job properly. That is why
even foday we have generation of black
money. Will the Minister kindly look
into it? During the last fouy or five
years, may 1 know how many charter.
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ed accountants have been unchartered
or dechartered for the malpractices
committed by them. If at all there 1s
some figure, 1t will be a drop in the
ocean.

*g ¥ ¥ fow Fw § w1 oy o O} fororiey
gor & 3¢ & g wndd quddeE W
wgw gl ¥ aam g v m
I wiwarg § xSt ¥ R g
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Shri1 Chintamani Panigrah has to be
complimented for bringing forward
this Bill because much thought has
not been given to the vital aspect of
the external management of the cor-
porate sector If the minister feels in
the present context it 18 not possible
to accept thus Bill 1n toto, he may
kindly assure the House that in the
most immediate future, government
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will bring forward an  alternative in
the form of a regulation of this very
vital aspect of our economy, namely,
auditors functioning in our mixed
economy.
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THE DEPUTY MINISTER IN THE
MINISTRY OF LAW, JUSTICE AND
COMPANY AFFAIRS (SHRI BEDA-
BRATA BARUA). Mr Chairman, 1
thank Shri Panigrah: and the rest of
the members who have spoken in the
debate and who have raised many im-
portani points on  the functioning of
the nation’s economy and on the vital
aspect played by accounting m the
nation’s economy Within the shoxt
time at my disposal, I will try to
reply to all the points that were rais-
ed

To begin with, I would like to dispel
some of the misconceptions that might
have arisen, Sined it is a mattér eon-
cerning an 1mportgnt profession in our
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opunicy, evem at the cost of ditfering
fsom My dear friemds I would like to
put the recorda sirsight in regard to
ip figures., ] might concede that
,of the points that have been
have got seme valdity and
iopld, cause a national debate on the
iporiance of and the improvements
uiréd in the standard of accounting
mn country as a whole. First of
all I would like to say that whatever
figures Shri Panigrahi  gave, though
they are no doubt published figures
they are a few jears' behind. 1t is
posaible that a very great change
mught have come over the figures that
he .has mentioned. I do not think
anybody has really gone into the state
of aftairs tuday atter the amendments
were passed. And, as Shri Rao has
mentioncd, these amendments were
passed after a great deal of delibera-
tions in the Joint Committee and repre-
sentations were heard by members n-
dividually ang in the Committee.
Because 1t affécted an importani pco-
tession and its employees, Government
had to go through an 1niense sort of
discussion with all the persons ¢oncern-
ed before coming to  certain conclu-
sions, and that too after achieving the
maximum amount of unammity not
only in the Committee but also among
the auditors of all colours and of all
States

8o far as concentration is concerned.
I would like to put it this way. Sup-
pose there are 100 sugar factures.
Evep if some of them may not be very
big, if one auditor gets only one com-
pany there are bound to be a hundred
auditors In comparision to 8000
Chartered Accountants, it will look like
a very small percentage. I am not
trying 1o be little the importiance of the
figures. Possibly there remains even
todwy some concentration. although we
have not gone into it. There have
been big and small auditors, this is 2
faet-of life. But this word “monopoly*
I would not like to use in this context
beceuse it applies only when a person
has control and ofhers cannot come in.
That {s not the situation here.
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‘The bBigger audit irms can have only
400 auots today, 1t there are 20 pari-
ners, because there is a ceiling of 20
on the number of partners in an audit
firm. So. however big a Arm, it can
have only 400 audits at the most, and
then there is a sub-ceiling, and that is
that out of the 400 audits, not mere
than 200 will be of companies with
Rs. 25 lakhs of paid up capital or
more. This concealg a lot more. because
there can be big firms like Hindus-
tan Steel Ltd. Of course, Hindustan
Steel Ltd., is not going to be audited
by one firm, but the point is that this
ceiling has been put, and se I would
not like to use the word “monopoly”
in this context

I would like to dispeal unother im-
pression that the Government is
nominating or has nominated Membuers
of the Institute of Chartered Accoun-
fants from monopoly audit irms. In
fact, Government appoints only six
nominees out of 30 Members, the rest
arc elecled And these nominees are
representatives of the Finance Minis-
try Company Affairs, Labour Ministry
etc. and one nominee only is nomnat-
ed hy FICC1I ASSOCHAM because we
thought they should also be given a
hearing. We have developed a con-
veution that not one  of them will be
Chartered Accountant Therefore,
there is no possibility of big audit
firm, coming in through pomination.

Regarding unemployment of Charter.
ed Accountants, I would like to say
that possibly there is no such thing.
The Counci] i1tself has an Employment
Bureau and they have foungd that there
is nobody really unemployed, nobody
really wanting to be employed. It is
another matter that a person may like
to set up his own business and may
face difficulties. There may be under-
employment, hut if he likes to go in
for a joh, jobs are ready waiting for
him today. I am told that a Chartered
Accountant who has  just passed can
today get at least Rs. 1000 or Rs, 1300
to start with. -

I do not know, Mr. Salve will be
able to say,
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SHRI JAGANNATH RAO: He gets
much more.

SHRI BEDABRATA BARUA: I
am only trying to eliminate negative-
ly some of the misconceptions in the
interests of the profession which has
got @ high degree of professional
compiience. I have moved with
Chartered Accountants for the last
five years and more and I have no
hesitation in saying that as a profes-
sion they have shown a high degree
of integrity and competence, There
can be u sort of understanding with
big houses, I am not so simple asg to
deny that, they may have some sort
of slant about the house that they
audit, but the point 1s that as a pro-
fession they have maintained certain
ethics and a certain amount of moral
standards. T would concede that
sometimes they might have ignored
certain points As to what Govern-
ment has done in regard to that, I
shall specifically state n a short time.

A Chartered Accountant does pot
sign blindly, he would not be allow-
ed to sign bhndly, he has not done
it, because there is criminal hLability
for negligence, and there ;s alsp the
disciplinary junsdiction of the Ins-
titute. So, for all these reasons, he
cannot simply sign blindly But when
he finds that the law allows him not
to go dehberately into certain un-
pleasant aspects of the firmg’ func-
tioning, he can possibly avoid it But
today we have taken certain steps
which do not allow him to do that
Of course, the steps were taken only
in January. this year. We cannot,
therefore, really assess exactly as
to how it has worked out

I would also say, regarding black-
marketing or black money or tax
evasion, actually, the chartered ac-
rountant does not very much come
intog this aspect. The Government
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has already taken other measures, H
a company is selling a particular Tew
material or hslf-finished product at
a particular price and then it takes
something under the table, there will
be nothing mentioned in the books
that the firm has taken gsomathing
under the table. It is not something
which an auditor can possibly go
into. But still we have put a certain
responsibility on him,

Then, I would hke to say that
today we do not uphold the theory
that shure-holders appoint or elect
the auditor. The fact is that, by and
large, the auditor gets appointed by
the management. So, this itself cir-
cumsecribes his authority to some ex-
tent The law allows this type of a
situation The hon. Member who were
in the Joint Committee know that
the law was amended The Govern-
ment has beep taking a number of
steps to see that thig mexus, this
authority, of the shareholders over
the auditor is reduced The Act
provides independence and autonomy
for him We have taken some other
steps also There is an ever-present
danger of collusion, pot collusion
directly, a sort of meeting him day
to day, working for him and giving
him other services This matter has
been raised by hon Members. I am
not able to find out what to do about
it Something has been done Even
today, we have issued an order that
if an auditor tekes the internal audit
of the company, he will not be audit-
ing the company. We have just jssu-
ed an order today.

We have to separate possibly the
other serviees ‘Now, in the name
of “other services” if an auditor gets
paid from the same company, possi-
bly, he would be tempted to ignore
certain aspectg of the firm’s function-
iIng But we do not propose to do
immediately anything because we
have takemr a certain number of
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measures which are very far-reach-
ing measures. We would like to
examine those steps....

SHRI CHINTAMANI PANIGRAHI
{Bhubaneshwar): Please let us know
the measures,

SHRI BEDABRATA BARUA:
First of all, as I said earlier, a cejling
has been put. The ceiling js, 20
audits per auditor. Now, all auditors
usually form a firm. Even if I am
2 sole auditor, I call myself “Barua &
Co.” or something like that so that
T get a status. Usually, a firm ap-
points a number of auditors There
ere 8 or 7 auditors in big firms, like,
Fergusan and all that. Because we
have put a ceiling, they have increas-
ed the number to 20 audits if they
want to retain auditing. They ap-
point @ number of auditors who are
usually in big companies well-paid.

Now, the Chartered Accountants’
Council has taken a decision and has
given a directive—they also want to
take a sort of action—that those
members who are in full time ser-
vice in practising firms of Chartered
Accountants should_not be counted
jor the purpose of determining the
number of audits. The All-India
Institute of Chartered Accountants
has been feeling concerned about the
developments taking place They
have adopted a self-regulatory mea-
cure. This does not go far enough
in every case But they have taken
a cerfainn  self-regulatory measure.
For example. they have said that
senior chartered accountants will not
lake audit of companies where the
audit fee iz less than Rs. 2,500. These
are the decisions they have taken.
They have told the senior chartered
accountants and, by and large. they
are sticking to it. Thev have got
their own methods to pressurise the
auditers who g0 against this tvpe of
a thing. Another aspect, is that while
we are not....
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SHRI N, K. P. SALVE (Betul):
Before the hon. Minister goes to the
next point, may I crave your indulg-
ence to ask him a query on this very
important change that was made in
the Company Law with a view to
bring ebout a certain ceiling of audits
in the hands of different Chartered
Accountants, The law hag been
amended to provide that per Charter.
ed Accountant an audit of 20 com-
panies, out of which ten audits alone
could be of companies having a paid
up capital of more than Rs. 26 lakhs.
If you have 20 partners in a firm.
then you can have 400 audits. 400
audits is an empire by itself.

May I know from the hon. Minister
whether, after this enactment, his
Ministry has made any study as to
whether any of these larger firms
of Chartered Accountants which held
amongst themselves nearly 90 per
cent of the audit have really been
affected by it? Have they examined
the 1income-tax return of any one of
these partners of these large firms to
find out whether he has been ad-
versely affected because that alone
can be the criteria? There may be
several kinds of combinations and
permutations.

Then this Rs 25 lakhs paid up
capital js something un-understand-
able because @ company with Rs. 25
lakhs paid up capital may have a
real capital of several crores of
rupees and a company which has @
lesser capital may have the entire
capital wiped out. But, leaving that
apart, what I would like to know; is:
since it was a cheange or amendment
made in the Company law with very
good intentions, whether they have
followed it up to determine not mere-
ly with reference to gtatistics of
audits but to find out whether it has
made any difference to those large
monopoly firms of auditors with
reference to their income.
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SHRI BEDABRATA BARUA
7 quite concede some pf the points
However, it 1z possibly’ too early to
make an assestthent Mr ‘Salve lum
self will concede, but that apart,
what has happenkd is that I have mn
dividuslly met a number of Auditors
and they have told ‘me that wh'g‘eaa
rreviously they had seven partpers
now they have to engage more part-
ners or employ more Chartered Ac-
wountants They are giving up some
audit 1 cannot iouch for with a
certainty that 1t is correct but man:
of them have <aid that they have to
give up vome audit 1 have already
omece ed 'o stirt with —that was be-
fore Mr Salve came—that concen-
tiation possibly ha¢ not peen verv
much affected

But what has happened to-day”
Apait from the ceiling the new
amendment has also provided as Mr
Jasannitha Rao has pointed out that
to-day in compames where govein-
ment financial nstitutions and banks
have 51 per cent share governmint
will directly qppoint the auditors So
Government ha- come m 1 hig way
n the appointment of auditors While
nationalisation has not been done and
msy not be done to-day QGove: nment
1 appointing auditors also 1n regard
1o other companies which 1s a vast
mca where 25 per cent <hares are
he’q by public financlal institutions
bank. & Government Now thae
are very fuw lare companes where
25 per cent shales are not held b
finanadl instituhions 1 ancs govern
ment—State or the contic 1 think
now most of the big public compe-
nies may possibly come under this
rategory and most companes have
to pa~s a speual resolution to get
the consent of the government insti-
tution, to appoint the auditor This
1« another «tep that has been taken
Wy the amendment

SHRIN K P SALVE But in how
meny cases have you followed up
thig eartron?®
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SHRI BEDABRATA BAR:
This a5 an onfigatory Béction Un‘lxl:
a spegial résqiution is passed, 1t can-
not be done 'Thet mekns

N SHR{ ;\T K (P SALVE' Perhups 1
ave 1ot made myself glear Auditors
arg cohtinuing for severa] years
They will pass a specal resolution
where the State Government, Central
Govesnmient puble finshcial institue
tiong and banks are holding 25 per
cent shares and without your consent
1t 1y ympossib¥e to pass a Special Re-
solutfon So I want to know whe-
ther thev have acquiesced ;n 1t What
I mean 18 1n how many cases you
have exeicised this option?

SHRI BEDABRATA BARUA

In fact the option 15 with the finan-
cral n<titutions

SHRI N K P SALVE To the
(xtent the Central Government holds

SHRI BFDABRATA BARUA
I will not be ablc to answer that
question <traightaway

Then we have also jntroduced cost
audit the eflect of which will be
that government can order auditing
the cost of the company  which
covers the point made about social
audit We have got an order popu-
larly called the Company Socal
Audit Order By virtue of that
orderr now while the Auditor could
hue possibly 1gnored <ome of the
points he 1 now required from the
Ist of January to report specificglly
certify that the records have been
kept that he has seen that the
management 13 doing this and that
T will do no better than reag out
a few sentenceg from there

By virtue of this order, the Audi~
tors’ Report on the accounts of a
company t0 which the relevant pro-
visions contained m the Order applv
shall have to 1nclude a  statement
whether the company is maintaining
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proper records of fixeg assets, whe-
ther physical verification of fixed
assets, finished goods, stores, spare
partg and raw material has been done
by the management, and discrepan-
cies dealt with in the books of ac-
counts, and whether the valuation of
closing stock is fair and proper. In
case the company has taken any
loans secured or unsecured, he will
have to gstate whether the rate of in-
terest and terms and conditiong of
loan are prejudicial to the interest
of the company

I would not like to take the time
of the House and read out the whole
thing. As a consequence of this
order, any Auditor has to go into a
number of aspects. He should cer-
tify, this loan wag taken, but was
not returned; this money was taken,
but this was not credited, etc. For-
merely also he possibly was morally
boundg to look into this but former-
ly the requirement was not mainly
so stated and he could possibly not
look into it. But how he has to
certify that he has gone into it. This
is a very important provision which
has really introduced social audit.
Although it will take one or two
years to know the outcome of this,
I would like to say that Government
is confident that this would certainly
create a very important change in
the auditing gystem in the country.
1 have already covered most of the
grounds. Ceiling on five would be
very difficult. Even on the ceiling
on twenty, I have found this hurt
small Chartereq Accountants in
backward States. I have found that
this ceiling had hurt them of all per-
~ sons. I have asked the President of
. the Institute as to what he is doing
for them because we have to think
~ about it as a small audit may pay
him Rs. 500 or Rs. 200 and now if
the ceiling is twenty, he may not get
Rs. 3000 or Rs. 4000 in the year. In
~ fact to bring down the ceiling to
ﬁve, there may be redistribution at
the top but it will not touch the
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bottom. It is no argument for not
re-distributing but I am saying about
the practical difficulties. Otherwise
we would not have taken time 1
the committee for nearly one year
and yet we could not come to a
decision. Ultimately the Institute it-
self came forward with certain
suggestiong ang gqome leadership was
given by the Institute and we all
came to the conclusion that this was
the best way out.

Regarding rotation, it was consi-
dered and it was not found possible
ultimately. I am not discussing the
House concept today because in the
House a company could change from
one place to the other, Birlas could
take a man from Texmaco to Jiyaji-
rao Cotton Mills or- a man from
Keshaoram Mills could go to Century
Mills and we would be able to do noth-

ing about it, So, rotation is not the
answer.

As I have stated, Government has
taken a number of steps. Govern-
ment would not like to disturb this
prdfesdion unduly. As I have al-
ready said, this is a profession which
has been contributing a lot to the
industrial system. They require sup-
port. They require at the same time
some regulation. We would not like
to believe that they are doing every-
thing right. At the same time we
would like to encourage them to go
ahead and we have made a number of
regulations. We gre persuading them,
even coaxing them, to take measures,
something which they did not want
to take or may not have liked to
take. In regard to the position of
the Chartered Accountants Govern-
ment would like to stop speculation
in this matter and I would like cate-
gorically to state that there will be
no nationalisation of this profession.
This idea itself ig nebulous as to
whether Government would appoint
all the auditors, whether by appoint-
ing the auditors Government would
really gain anything, ete. because
that may leag to only Government
officers auditing the thing and that
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[Shri Bedabrata Barua)

@oes not prevent anything that iz now

.supposed to have taken place be-
cause Government officerg going and
.auditing could be no better than any
other person auditing. @ We would
Jike to have one or two years to
«consider all the developments. In
the meantime the problem has been
sufficiently discussed in the country
already and I thank again Mr. Pani-
grahi for raising this debate which
hag been a very very interesting
debate.

Mr. Panigrahi himself has raised
the standard of the debate by bring-
ing in every aspect of the matter
before the House on the subject
under discussion. I hope Mr, Pani-
grahi, after the discussion, will with-
draw his Bill in view of the Gov-
ernment's position and the explana.
tion that I have given,

SHR!I CHINTAMAN]I PANIGRAHI
(Bhubaneshwar): Mr. Chairman, Sir,
first of all, I thank ul] the Members
who have participated in this debate,
especially for the strong support
given by Shri Salve and Naik But,
in view of the present economic
circumstances that 1s prevailing, I
Teel, that this Bill is relevant When
'this Bill was discussed jn this House
on 13th, one important member of
the Institute of Chartered Account-
ants was meeting many of the Mem-
bers of Parliament—perhaps he was
more hegtic than Government—and
I was wondering whether he had
been able to influence them. Perhaps
one hon. Member had been affected.
A vast section of thiy House hus
given strong support to this Bill

‘While discussing this Bill, T said
that this Bill was introduced in 1971.
One hon. Member said that between
1971 and 1974 much water has flowed
under the bridge of the Yamuna
T c¢hould sav that between 1874 and
1876 not only much water has flowed
in the Yamune but in the Ganges and
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in India are overflown. The Minis-
ter hes to declare an emergency and
now the 20-Point Bconomie Pro-
gramme is before us. That ig for
chedding the profiteering, hoarding,
blackmarketing ete, This 20-Point
programme wusks us to check the
price rise. We shall also have to
look to the cost aspect of the pro-
ducts of the industries so that the
prices are controlled.  Auditing js
the only profession which is there
to assist the Government in carrying
out its responsibility.

The Minister, in his reply, said that
Government hag issued a fresh grder
enforcing a social audit in the cor-
porate sector. The auditors are re-
quited to conform to this new order.
And it will be in tune with the
20-Point Economic Programme so as
to keep control over the auditing of
these big business companies and
their management.

1 would hke again to put this br-
fore the hon Minister. 1 am verv
happy that he has given some s0g-
gestions There was no aim to di.-
turb the chartered accountants. There
are today more than 11,000 chartered
accountants in the country and 8,000
auditing firms There was an orde:
even bv the Fmance Ministry that
even 1n the public sector and the
vanious Ministnes and departments,
there is capacity to absorb  2.800
chartered accountants, But it has
been found that in the public se.tor
only 7-8 ver cent of the estimated
figure is absorbed. So can we not
ask the public sector and government
departments to disperse the audit?
That js the point. Audit should be
dispersed go that the minimum num-
ber which was calculated can easily
find their jobs in the public sector
corporations and government depart-
ments. Why can it not be done? It
should also be one. I requeri the
hon Minister to look into it
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Thep it was said thet the _audit
profession should not be mmtionalised.
1 ¢m not an astrologer or a professor.
1 do mnot know whether the han.
finister thinks that what he says
oday will hold good for all time; I
annot sey what will happen tomor-
ow. Jf a situation arises, if the
ituation calls for such a thing, it
;as to be considered. The Prime
Minister takes only two minutes to
decide a thing. If we really want to
do it, if such a problem comes, any
moment it can be taken up. I hope
Government will go by the directive
when such a situation arises. 1 did
not say that you nationalise here
and now. What I said was that if
the situation demands, it should te
‘aken up for consideration. If we
want to check this blackmarketing—
Shri B. V. Naik referred to the un-
earthing of Rs. 1500 crores of black
money—this audit should be fully
under the control of Government, be-
cause this is the only apparatus
which can check everything at the
source, If you went to save Ganga,
no use going to Hooghly wherg a.ﬂ
the way it has been polluled; it is
better to go to the source, Gangotri.
This is what I said. Let us check
it at Gangotri, at the source where
all the corruption emanates. That
was my aim and that wus wha'f 1
was submitting for the ccnsideration
*sf Government.

I am very glad that the hon. Min-
ister, though not in a verv clear and
straightforward way. did give many
hints that things are not so good,
they gre not as good as they should
be. I am happy he has given suffi-
cient indication that things will be
taken seriously into consideration by
Government.

It wag saig that this audit profes-
vion is a kind of expertise, so only
reople have to come to Cealcutta,
Delhi Madras and Bombay. I think
the whole aim of Government is to
disperse expertise to the several
lakhs of villages in the ccuntry. The
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Prime Minister js all the time say-
ing that technology should go to the
villages. What js the meaning of all
this high technology it at least one
Per cent of the 60 per cent who are
living below the poverty line do not
get the benefit of it? Today 8000
auditors are there. We have such
good expertise. (It jcannot be said
‘We have 120 monopoly houses, Give
us another 20 monopoly houses; we
will help this country’. This
answer to our problems.
should not be exploited; it should
not be used as an abettor in the
creation of black money, profiteering.
They cannot do like thet.

is no
Expertise

So I am very happy that this
matter was sufficiently discussed. !
am also happy that after the twenty-
point economic programme and the
Company Amendment Act, so far as
the audit profession is concerned, ;i
needs fwrther consideration. I am
happy to note that the hon. Minister
has said that strict orders have gone
torth for a kind of social audit sv
that various things would be checked,
inventories and other things will be
looked into, Let the audit firms be
conscious of the new responsibility
that has come to this country after
the emergency and the twenty-point
economic programme, 1 hope in
view of the changes that have come
about, they should not go on can-
vassing; let no one from the Insti-
tute of Chartered Accountants try to
canvass and convince members that
we have had discussion in 1974 and
there js no need for discussion in
1974. That should not be. Let them
be careful of themselves. In view
of what the hon. Minister has stated
and. also heing a party Member I
should go by the directive. I beg to
withdraw my Bill,

MR. CHAIRMAN: Has the hon.
Member leave of the House to with-
draw his Bill?

SOME HON. MEMBERS: Yes,
The Bill wus, by leave, withdrawn.




