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COMPANIES (AMENDMENT) BILL

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

MB. DEPUTY-SPEAKER; We take 
up further consideration of the BUI 
moved -by Shri Qhintamani Panigrahi.
1 hour wag allotted for this. We have 
taken 38 minutes. There is a balance 
•of 22 minutes. Shri Daga. who was 
on his legs, may continue his speech.
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“Since 1 ho auditors are the only 
watchdogs of the funds of the in­
vesting public and shareholders, and 
ipso facto the companies resources 
the excessive concern about the 
practices and precepts appears to be 
reasonable. The public in general, 
and investing 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 
Chartered Accountants of India 
admit it. The general trend of the 
re\ iew received by the Committee 
indicates that there might be a cer­
tain .imount of concentration of 
Bvdit.”

5ft *tt *fT3r* v f  I  fa  f ®  *ftaff 

% <rr?r i \ m  w  *  ?ft *ptt 

^ r«n f? ft  «ftr

%■ WTSTTT «3TT VT»T ^  I STWT % V f 

SprgW 5T5T fft I  f>P f ®  wtvf

%  q m  r t f  3 f t  w  ? r y > ,  w f f t r  'fffors 
s r^ T R T ^ a r * r  ^ r t t  $ wm $ 1 w ?  

S 3  J T P T T  f « P  3 W  ^  W T  w f i p f  ^ a f t  

^ T R f t  |  f f t  v t  mvz Qift
f  1 ^
w m  1 s m r  t f t  « i n » T f * p f f  %  < r w  

q«T 9 7  r?f | nflT u? v r z i  

wft ?r«| % wf r*r 1 1 W wrw « l 
f M f  %  f w t  f r i K p f t  w r  ? f  f w  t f i r t a r *



251 Constitution (Amdt.) AUGUST '27, 1976 Bill 

[ i;;rr 1!~ '<f•<;: 6Til"T] 

f<i72r -1-if I .,. U~~l'i 2 2 4 (ti; ) 'fil" (i'<'.'fi 
~·rq<:f;T ~~Zir<l" f~~r•~i "'!T5\'iT ~-

"In the case of a company in which· 
not less-than _25 per cent of the sub: 

. scribed. share capitaiJ. is held, whe-
ther singly or in any combinatien, 

"l:Jy-

(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, 

app()intment or re-appointment at each 
annual general meeting of an auditor 
or auditors shall be made by a special 
resolution." 

m-~ ~~r <r~ Cf';~;,·r ~ fq; ~::r ~r.,.1 ~r 
~crnri!" ~-&. 'f;r SfTfo'lcr ~ ~:1~: >;l•«'Z 

<1'i! ~1<11-- ~ : 
"Providde tha t in tlle case of a 

firm of .auditors 'specified number of 
companies' shall be construed as 
specified numbe·r of companies peir 
partner of the firm." 

· "In the case of a person holding 
appointmen_t as auditor of a number 
of companies each of which has a 
paid-up ca pital of less than .Rs. 25 
lakhs, tWe'l ty sucn companies;" 
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"The over-all payments to audit 
ahd other services has shown an• 
increase of 11.8 per cent in 1974-75. 
Thus, total payments amounted fo 
Rs. 126.7 lakhs in 1974-75 a-s against 
.Rs. 113.3 lakhs in 1973. 7 4." 
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%JTOrT 619 $  ^51 «PTT I  :

“The auditor of a Government 
company sl'*all *De appointed or re­
appointed by the Central Government 
on t^e advice of the Comptroller and 
Auditor General of India.
ffProvided that the limits specified in 
cub-section (IB) and (1C) of see.

224 shall -apply ip relation to 
IMe "appointment or re-appointment 
of an auditor under this sub-sec­
tion.]”
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“The Government was thinkine of 
establishing an independent bureau 
of Chartered Accountants to scru­

tinise the accounts of all companies. 
The balance-sheets of the companies 
would then Jtapw higher profits and. 
jransequehtly, tfce quantum of bonus 
for workers would be increased.”
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SH$I DINKSH 40ABDAR (Maltfa). 
Mr. Chairman, Sir, 1 congraulste and 
thank my hon. friend, Shri Chinta- 
mani Panigrahi for giving us fo *  
opportunity of at least discussing this 
problem at the auditing firms, that 
there are only a few auditing fttms 
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 companies, 
the private sector companies and the 
public sector companies, in a tradi­
tional manner. That has already been 
discussed m detail by the mover of 
the Bill. I would like to point out 
that now not only this evasion ot 
taxes and accumulation of black money 
and other things is one aspect of ^hls 
sort of auditing business in our coun­
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 ot ths 
price and other matters xoncemipg 
manufacture and ^production of 
manufacturing .unit can jievsr be Miff-
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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 minimising the cost of pro 
duction and how to brine down the 
prices of essential commodities and 
other manufactured and produced 
commodities in our country Unless 

Tne get all the factual figures o f  the 
manufacturing costs, that is not possi 
ble and only by a true and sincere 
auditing that can come about

We know in our country all the 
manufacturing concerns m the private 
sector particularly manipulate their 
accounts is such a wa> that always 
the employees are being deprived in 
the context of their rising costs They 
'ire telling every time that the prices 
are rising So to keep down the 
prices the employees should suffer 
thejy should forego their 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 the) do as Chartered Accoun 
tents? What is the obligatory duty 
of a Chartered Aerountant’  Is i1 
simply giving the balance sheet with a 
rubber stamp on it and their signa 
ture for the purpose of tax assess 
ment and other purposes7 These 
things have come up now This prac­
tice is going on -very well throughout 
the country 5o, assessment of the 
actual cost of a unit of production or 
manufacture of a commodity should 
also be a duty of the Chartered 
Accountant—to assess the actual cost 
of unit of production Also there is a 
social 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 in auditing 
which a Chartered Accountant has got 
to discharge

Now not only the costs but how
* Wastes, sometimes wastes of the assets 

and raw materials and other things, 
-flue avoidable wastes can be eliminated

from the production tfnd fnanufactur 
mg losses—that should altfo be con 
sidered and that also should be a res 
ponsibility on the part of a Chartered 
Accountant and to procure and pre 
sent a clear picture of these things 
Also there should be a provision 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 authorities and other offi­
cers but this should be sent to State 
Government authorities Central Gov 
ernment authorities etc, to assess 
what the actual position of the factory 
or the manufacturing unit is w^at are 
the avoidable wastes how much money 
is spent by wa> of transport by way 
of salaries, bj dividends 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 arti 
rles Therefore it is my plea that 
this Audit Report has to be made 
available to State and Central Govern­
ments That will help them in asses 
sing the price at which a particular 
article should be sold in the market 
and what will be the profit which 
co aid be there That will be an obli­
gation on the part of the chartered 
accountant
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SHBI DINESH JOARDER; What is 
the condition prevailing in the coun. 
try? As regards trade, commerce, 
manufacture, production, everything, 
everything seems to be a secret affair! 
Everything is secret; business is secret; 
commerce is secret; trade is secret; 
wen taxation proceedings are serret; 
even their profits are secret. Unless 
this outlook is changed. unless this 
secrecy part is done away with, no 
improvement could take place. We 
•can know the real slate of aft airs only 
if sincere and true picture is revealed 
by the chartered accountants. Parti­
culars 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 Arms have to have some 
idea pod 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 
so on.

This huge fleet of chartered accoun­
tants and other people get ideas and 
they can start their own business,
trade and commerce and they can
flourish. Their number can be 'in ­
c a s e d  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- 
thlng regarding the Chartered Accoun­
tants Examination and the results. It 
is now fpund—I won’t mention the 
names—that in the last few years only 
a particular class of people are able 
to paps ttys examination. Y«ar after 
year others >vho have got capabilities, 
ajpppar the examinations but Ihey 
are yta able to qualify in it whereas 

these big business houses 
■end tnelr children and their relations 
1688 LS- 4

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 Examination, only 
the big business people and their re* 
lations are getting better opportunities 
and the results are good. That aspect 
should also be taken into considera­
tion b> the Minister. Lastly, 1 request 
that the audit firm itsett should not be 
audited by themselves but by some 
outsider—the chartered accountant of 
the othei firms. If this is done, then 
we will get an idea or true picture of 
the audit firm as to how they are 
doing then' business. I congratulate 
our hon. friend Mr. Pamgrahi who has 
come forward with his Bill thereby 
giving me an opportunity to take part 
in the debate.

SHRI JAGANNATH 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 afraid, it is a bit out of date. 
Much water has flown down the bridge 
of Yamuna between 1971 and 1974- 
The problems of the company audit, 
the difficulties experienced by the 
junior auditors and the complaints of 
the audit profession in relation to 
these companies are before the Govern­
ment and a comprehensive amending 
Bill wa«H 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 also 
from the Chartered Accountants and 
also others who had the spicial Know­
ledge of the working of the Companies.

16 hrs.
All these aspects were considered 

and the Committee came to the conclu­
sion of fixing the number of companies 
an auditor personally or a firm of 
auditor? could audit at 20. Therefore, 
the Mover could have withdrawn this
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Bill and introduced another after the 
amendments to the Company law came 
into force.

One of the reasons advanced by the 
?.lover 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 

fciofes*Lon. I respectfully submit thi«- ib 
not possible. No work can be diotil 
huted because some auditors have littli 
work or are starving and some wuik 
should bf given to them Thu. is not 
possible. An auditor like a lawyer or 
a doctor should have a reputation 
which would enable him to get the 
work of audit of a company. Natu­
rally companies would select auditors 
or firms of auditors who have a re­
putation in their profession. Theie- 
fore, it is not possible to introduce 
the social concept in auditing in fixing 
tlje number ol companies a firm of 
auditors should be allowed to audit 
under the Act.

His second point is that monopoly 
should be broken The cry igainst 
monopoly is common nowadays- 
there should be no monopoly houses, 
there should be no monopoly and all 
that. Where is the question of mono­
poly? If an auditor has attracted the 
audit work of a number of companies 
to himself, how can you say it is a 
monopoly? When an auditor has no 
work because he has not earned a 
reputation in the field, how can there 
Ve a complaint that he is not occupied? 
This happens in every profession. 
Only a few lawyers get the work 
Work is concentrated 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 him so that he can em­
ploy him.

Then there is the cry for nationalisa­
tion of audit. T^e Mover mentioned 
it while moving the Bill. How can

there be nationalisation ol a.proles- 
sion? Have we thought of natl&talisa 
tion of the legal profession or the 
medical profession?, It is not possible. 
Can the State maintain a panel of iaw- 
jers’’ The Slate do appoinl lawyers 
in cases where a client is not able t<> 
engage a lawyer. But no Government, 
no State, can maintain a panel of 
lawyers, doclois and so on to look to 
the needy. It is not a workable pro­
position. Nationalisation may be a 
good 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 
every two or three years. His mam 
complaint is that an auditor or firm of 
ciuditors auditing the accounts of a 
particular company for a number of 
years mav act in collusion with the 
firm and may not do the auditing 
faithfully or correctly, that he may be 
hand m glove with the company an-i 
its directors. In such cases where a 
chartered accountant is found to be 
guilty of misconduct, there are provi­
sions in the Chartered Accountante 
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 Toint 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 be 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. Necesarfly 
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 
small businessmen for ssje$-tax pur.

- » «  . 260
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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 compflicated affair, 
it ig not possible. It is only in metro- 
politan cities that the auditors could 
carry on their profession, they get the 
experience of wholelimc accounts ol 
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 after elaborate discus­
sion and some formula was arrived at 
and section 224 and cxpi.inution In 
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 !>e public limited companies. 
That is what it says. While I appre­
ciate the intention of the hon. Mover,
I feel it is not practicable to enforce 
the provision. Perhaps there would
have been different thinking on the 
subject had 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 1974 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

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 selcct committee which 
went into thobc* details. The reason 
why i sh<.iie particularly the sentiments 
ol Shri Panigrahiji to have a greater 
amount ot control o\er our chartered 
cuTOuntatils and t“'.e auditors is this. 
Audit as it is done today is only vou- 
chering, there are limitations, an 
auditor cannot go beyond a particular 
V(jurh.*r, he carnol tjo behinct a parti­
cular transaction, whether there had 
been dishonest practices, unfair trade 
practices or personal gratification by 

company executives or dealings which 
were not in the interest of the com­
pany or society a:- a whole. It is none 
of the bu&iness, of the auditor today. 
The proof ot the pudci.ng is in the 
eatinij. One single instance will 
prove this. The recent drive by the 
Finance Ministry for unearthing black 
money yielded a "tofal concealed income 
of Rs. 1500 crores. A very substantial 
portion of this belong to the organised 
sector of our economy, i.e., 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 did this 
amount of Rs. 1,500 crores come from? 
Did not come from the private sector, 
the tycoons 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 job 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 
rompanies administration, the watch 
dogs of the private sector, have not 
done their Job properly. That is why 
even today we have generation of black 
money. Will the Minister kindly look 
into it? During the last four or five 
years, may I 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 is 
some figure, it will be a drop m the 
ocean.

Shn Chintamani Pamgrahi has to be 
complimented lor 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 is not possible 
to accept this Bill in toto, he may 
kindly assure the House that in the 
most immediate future, government 
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 THJS 
MINISTRY OF LAW, JUSTICE AND 
COMPANY AFFAIRS (SHRI BEDA- 
BRATA BARUA). Mr Chairman, I 
thank Shn Pamgrahi and the rest of 
the members who have spoken in the 
debate and who have raised many im­
portant points on the functioning of 
the nation's economy and on the vital 
aspect played by accounting m the 
nation’s economy Within the short 
time at my disposal. I will tty to 
reply to all the points that were raii- 
ed

To begin with, I would like to dispel 
some of the misconceptions that might 
have arisen, fiinefc it is a mattfcr con­
cerning ah important profession in mu
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opuiHty, at ttie cost of differing 
igpp fly  4ear friewcte, I would like to 
ptyt ttoe rwoida straight in regard to 
ce$^ip figures, i  might concede that 
mmy,o£ the points that have been 
rawed, have got some validity and 
aj^yja., cause a national debate on the 
ilRHprtqnce ol and the improvements 
required in the standard of accounting 
in The country as a whole. First of 
all, 1 would like to say that whatever 
figures Shri Panigrahi gave, though 
they are no doubt published figures 
they are a few gears’ behind. It is 
possible that a very great chance 
might have come over the figures that 
he - has mentioned. I do not think 
anybody has really gone into the state 
of a flairs today alter the amendments 
were passed. And. as Shri Rao has 
mentioned, these amendments were 
passed after a great deal of delibera­
tions in the Joint Committee and repre­
sentations were beard by members in­
dividually and in the Committee. 
Because it affected an important p /o- 
tession and its employees, Government 
had to go through an intense sort of 
discussion with all t'le persons concern­
ed before coming to certain conclu­
sions. and that too after achieving the 
maximum amount of unanimity not 
only in the Committee but also among 
the auditors of all colours and of all 
States

So far as comment ration is concerned.
I would like to put it this way. Sup­
pose there arc 100 sugar factories. 
Even if some of them may not be v e r y  
big, if one auditor gets only one com­
pany there are bound to be a hundred 
auditors In comparision to 8000 
Chartered A ccou n tan1 s. it w ill look like 
a very small percentage. I am not 
trying 1o  be little the importance of the 
figures. Possibly there remains even 
todfly some concentration, although we 
havg not gone into it. There have 
been big and small auditors, this is a 
fast'Of life. But this word “monopoly" 
I would not like to use in this context 
because it applies only when a person 
lute control and othtts cannot come in. 
That is sot the situation here.

*fhe bigger audit firms can Imve only
400 auoits today, it there are 20 part­
ners, because there is a ceiling of 20 
on the number of partners in an audit 
firm. So. however big a firm, it can 
have only 400 audits at the moat, end 
then there is a sub-oeiling, and that is 
that out of the 400 audits, net ntere 
than 200 will be of companies with 
Rs. 25 lakhs of paid up capital or 
more. This conceals a lot more, because 
there can be big firms like Hvrdus- 
tan Steel Ltd. Of course, Hindustan 
Steel Ltd., is not going to be audited 
!>y one firm, but the point is that this 
ceilJng has been put, and so I would 
not like to use the word “monopoly” 
in this content

I would like to dispeal another im­
pression that the Government is 
nominating or has nominated Members 
of the Institute of Chartered Accoun­
tants from monopoly audit firms. In 
fact. Government appoints only six 
nominees out ot 30 Members, the rest 
arc* elected And these nominees are 
representatives of the Finance Minis­
try Company Affairs, Labour Ministry 
etc. and one nominee only is nominat­
ed by FICC1 ASSOCHAM because we 
thought they should also be given a 
hearing. We have developed a con­
vention that not one of them will he 
Chartered Accountant Therefore, 
there is no possibility of big audit 
firms coming in through nomination.

Regarding unemployment of Charter, 
ed Accountants, I would like to say 
that possibly there Is no such thing. 
The Council itself has an Employment 
Bureau and they have found 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, but if he likes to go in 
for a job. 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 
compcfrence. 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 as to 
deny that, they may have some sort 
of giant about the house that they 
audit, but the point is that as a pro­
fession they have maintained certain 
ethics and a certain amount of moral 
standards. I 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 m a short time.

A Chartered Accountant does not 
sign blindly, he would not be allow­
ed to sign blindly, he has not done 
it, because there is criminal liability 
for negligence, and there is also the 
disciplinary jurisdiction 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 deliberately into certain un­
pleasant aspects of the firms’ 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 blark- 
marketing or black money or tax 
evasion, actually, (the chartered ac­
countant does not very much come 
into this aspect. The Government

has already taken other measures. U 
a company is selling a particular 
material or half-finished product ait 
a particular price and (then it takes 
something under the table, there wfll 
be nothing mentioned in the books 
that the firm hag taken something 
under the table. It is not somethiac 
which an auditor can possibly go 
into. But still we have put a certain 
responsibility On him.

Then, I would like to say that 
today we do not uphold the theory 
that share-holders appoint or elect 
the auditor. The fact is that, by and 
large, the auditor gets appointed by 
the management. So, this itself cir­
cumscribes 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 been taking a number of 
steps to see that this 'nexus, 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, n°t 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 takes the internal audit 
of the company, he will not be audit­
ing the company. We have just issu­
ed an order today.

We have to separate possibly the 
other services ‘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 aspects o f the firm’s function­
ing But we do not propose to do 
immediately anything because we 
have takeir a certain number of
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measure* which are vary far-reach­
ing measures. We would like to 
enumine those steps.. . .

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

SHRI BEDABRATA BARUA: 
First of all, as I said earlier, a ceiling 
has been put. The ceiling is, 20 
audits per auditor. Now, all auditors 
usually form a firm. Even if I am 
a sole auditor, I call myself “Barua & 
Co.” or something like that so that 
I get a status. Usually, a firm ap­
points a number of auditors There 
ere 6 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 e number of auditors who are 
usually in big companies well-paid.

Now, the Chartered Accountants’ 
Council has taken a decision and has 
Riven 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 
/or 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
sure. This does not go far enough 
in every case But they have taken 
a 'cerHairt self-regulatory measure. 
For example, they have said that 
senior chartered accountants will not 
take audit of companies where the 
audit fee is 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. Ther have got 
their own methods to pressurise the 
auditors who go against this tvpe of 
a thing. Another aspect, is that while 
we are not—

270

SHRI N K. P. SALVE (Batul): 
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 about a certain ceiling of audits 
in the hands of different Chartered 
Accountants. The law has been 
amended to provide that per Charter, 
ed Accountant an audit of 20 com­
panies, out o f which ten audits alone 
could be of companies having a paid 
up capital of more than Rs. 25 lakhs. 
If you have 20 partners in a firm, 
then you can havfe 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 00 per 
cent of the audit have really been 
affected by it? Have they examined 
the income-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 is something un-understand- 
able because a company with Rs. 25 
lakhs paid up capital may have a 
real capital 0f several crores of 
rupees and a company which has a 
lesser capital may have the entire 
capital wiped out. But, leaving that 
apart, what I would like to know is: 
since it was a change 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 statistics 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 BE&teRATA HAHffA 
1 quite concede some pi the points 
However, it is possibly' too early to 
make an assessment ft r  'Salve him 
self will concede, but that apart, 
what has happened is that I have in 
di\ idually met a number of Auditors 
and they have told ’tile that whereas 
pieviously they had seven partners 
now they have to engage more part­
ners or employ more Chartered1 Ac­
countants They are giving up some 
audit I cannot \ ouch for with a 
certainty that it is correct but mam 
of them have said that they have to 
give up «,ome audit 1 have already 
once ed ’ o <rt irt With -that was be­

fore Mr Salvp came—that concen- 
tntion possibly has not jjeen verv 
much affected

But what has happened to-day'’ 
Apait from  the ceiling the new 
amendment has also provided as Mr 
.In^ann itha Rao has pointed out that 
to-day in companies where govern­
ment financial institutions and hanks 
have 51 ppr cent share governnunt 
will directly appoint the auditors So 
Government ha- come m i  big way 
m the appointment of auditors Whilp 
nationalisation has not been done and 
may not be done to-day Government 
is appointing auditors also m regard 
to other companies which is a vasf 
mea where 25 per <ent shires are 
he’ rj b j public financial institutions 
banks & Government Nov. thcie 
are verv few lan,e companies where 
25 per cent shaies are not held bv 
financial institutions 1 im s Kovern 
m^nt—State or the centic I think 
nou most of the big public compa­
nies may possiblv come undei this 
f itegorv and most companies have 
to pass a special resolution to get 
the consent of the government msti- 
tutionb to appoint the auditor This 
is another step that has been taken 
W  the amendment

SHRI N K P SALVE But in how 
many cases have you followed up
tVil*

SHRI BEDABRATA BARUA 
Tbw as an abflgafofry Section Unless 
a speioial r*w$Miort is passed, it can­
not be done That meins

. 27aAUGUST 27, 1976 » «
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SHRI N k  fP SALVE- Perhaps I 
have not mode myself dear Auditors 
a*g cohtmumg for several years 
Thev will past) a special resolution 
where the State Government, Central 
Government ptibHc flnflhcial institu­
tion^ and brinks ar? holding 25 per 
cent shares and without your consent 
it 13 impossible to pass a Special Re­
solution So I want to Know whe­
ther tbev have acquiesced jn it What 
I mean is in how many cases you 
have exeicised this option’

SHRI BEDABRATA BARUA
In fact the option is vuth the finan­
cial institutions

SHRI N K P SALVE To the
< \tent the Centril Government holds

SHRI BFDABRATA BARUA
I will not he able to answer that 
question >traightiwe\

Then \\e ha\e also jntroduced cost 
audit the efiect of which will be 
that govtrnment can ordei auditing 
the cost of the company which 
covers the point made about gOcial 
audit We have got an order popu- 
la rh called the Company Social
A.udit Oidei By virtue of that 
ordnr now while the Auditor could 
h u e  possibls ignoied some of the 
points he lg now required from the 
1st of January to report spemflcallv 
certify that the records have been 
kept that he has seen that the 
management is doing this and that 
I will do no better than read oat 
a few sentences from there

By virtue of this order, the Audi­
tors’ Report on the accounts of a 
company to which the relevant pro­
visions contained *n the Order applv 
shall have to include a statement 
whether the company is maintaining
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proper records of fixed assets, whe-
ther physical verification of fixed 
assets, finished goods, stores, spare 
parts 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 w ill 
have to state w hether the rate of in-
terest and terms and conditions of 
loan are prejudici-al to the interest 
of the company 

I would not like to take the time 
of the House and read out the whole 
thiqg. As a consequence of this 
order, any Auditor has to go into a 
number of aspects. He should cer-
tify, this loan was taken, but was 
not returned; this money was taken, 
but this was not credited, etc. For-
n>erely also he possibly was morally 
bound to look into this but former -
ly the requir ement 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 
ye>ars to know t he outcome of this, 
I would like to say that Government 
is confident that this would certainly 
create a very important change in 
the auditing 5ystem in the country, 
I have already covered m ost of the 
grounds. Ceiling on five would be 
very difficult. Even on the ceiling 
on twenty, I have found this hurt 
small Char tered Accountants in 
backward States. I have found th at 
this ceiling had hurt them of all per-
sons. I have asked the President of 
·ti.ie Institute a.s to wh at he is doing 
for them because we have to think 
about it as a small audit may pay 
him Rs. 500 pr Rs. 200 and now if 
the ceiling is twenty, he m-ay not get 
Rs. 3000 or Rs. 4000 in the year. In 
fact, to bring. down the ceiling to 
five, there m ay be redistribution at 
the top but · i~ will not touch the 

bottom. It is no argument for not 
re-distributing ~ut I am saying about 
the practical difficulties. · Otherwise 
we would not have taken ·time m 
the committee for nearly 0 ne year 
and yet we could not come to a 
decision. Uftimately the Institute it-
self ca.me fo rward with certain 
suggestions and some -leadership was 
given by the Institute and we all 
came to the conclusion that this was 
the best way out. 

Regarding r otation, it was consi-
dered and it was not found possible· 
ulti,1,atcly. I :~n n;:it discuss;ucr the· 
House concept today bemuse in the 
House a company could change f rom 
one place to the other, Birlas could 
take a man from Texmaco to Jiyaji-
rao Co tton 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 h-ave stated, Government has 
t aken a number of steps. . Gov-ern-
ment would not like to disturb this . 
prcJfes~~on unduly. As iI have al-
ready said, this is a profession w hich 
has been contributing a lot to the 
industrial system. They require sup-
por't. They require at the same time 
some regula!ion. We would not like 
to believe that they are doing every-
thing righ t. At the same time we 
would like to encourage them t o go 
ahead and we have made a number of 
regulations. We -are persuading th em, 
even coaxing them, to t ake 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 s'peculation 
in this matter and I would like cate-
gorically to state that there w ill be 
no nationalisation of this profession. 
This idea itself is nebulous as to 
whether Government w6uld· appoint 
all the auditors, wfiether- by appoint-
ing the auditors Government would 
really gain anything, etc. because 
that may lead to only Government 
officers auditing the thing and that 
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[Shri Bedabrata Barua] 
does not prevent anything that is now 

.supposed to bave taken place be­
cause Government officers going and 

.auditing could be no better than any 
other person auditing. We would 

dike 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 £or raising this debate which 
has 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 HousM 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.

SHRI CHINTAMANI PANIGRAHI 
(Bhubaneshwar): Mr. Chairman, Sir, 
first of all, I thank nil 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 is prevailing. I 
Teel, that this Bill is relevant When 
this Bill was discussed in 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 hectic 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 this House has 
given strong support to this Bill

'While discussing this Bill, T said t 
that this Bill was introduced in 1971. 
One bon. Member said that between 
1971 and 1974 much water has flowed 
under the bridge of the Yamuna 
t rhould sav that between 1974 and 
1976 not only much water has flowed 
m the Yamuna but m the Ganges ant* 

‘the Saraswati also All the rivers

in India are overflown. The Minis- 
ter has to declare an emergency and 
now the 20-Point Economic Pro­
gramme is before us. That is for 
cheddng the profiteering, hoarding, 
blackmarketing etc. This 20-Point 
programme asks 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 is 
the only profession which is there 
to assist the Government in carrying 
out its responsibility.

The Minister, in his reply, said that 
Government has issued a fresh order 
enforcing a social audit in the cor­
porate sector. The auditors aie re­
quited to conform to this new order. 
And it will be in tune with the 
20-Point Economic Programme so a1! 
to keep control over the auditing of 
these big business companies and 
their management.

I would like again to put this be­
fore the hon Minister. I am veiv 
happy that he has given some sug­
gestions There was no aim to dis­
turb the chartered accountants. Theie 
are today more than 11,000 chartered 
accountants in the country and 8,000 
auditing firms There was an ordei 
even bv the Finance Ministry that 
even in the public sector and the 
vapous Ministries and departments, 
there is capacity to absorb 2.800 
chartered accountants. But it has 
been found that in the public sector 
only 7-8 Der cent of the estimated 
figure is absorbed. So can we not 
ask the public sector and government 
departments to disperse thj» audit? 
That is the point. Audit should be 
dispersed so that the minimum num­
ber which wae calculated can easily 
And their jobs in the public sector 
corporations and government depart­
ments. Why can it not be done? It 
should also be done. I request the 
hon Minister to look into it
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Thflo it was said that the _audit 
profession should not be nationalised.
I not an astrologer or a professor.
1 do not dcnow whether the hop. 
Sinister thinks that what he says 
oday will hold good for all time; I 
annot say what will happen tomor- 
ow. If a situation arises, if the 
ituation calls for such a thing, it 
ias to be considered. The Prime 

1 Minister takes only two minutes to 
1 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. I did 

1 ’ not say that you nationalise here 
and now. What I said was that if 

' the situation demands, it should be 
: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 want to save Ganga, 
no use going t£> Hooghlv where afl 
the way it has been polluted; 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 etaanates. That 
was my aim and that wns what I 
was submitting for the consideration 

V;f Government.

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

It was said that this audit profes­
sion is a kind of expertise, so only 
people have to come to Calcutta, 
Delhi, Madras and Bombay. I think 
the whole aim of Government is to 
disperse expertise to the several 
lakhs of villages in the ocuntry. The

Prime Minister js all the time say- 
ing that technology should go to the 
villages. What is the meaning of all 
this high technology if 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 5s no 
answer to our problems. Expertise 
should not be exploited; it should 
not be vised as an abettor in the 
creation of black money, profiteering. 
They cannot do like that.

So I am very happy that thi>> 
matter was sufficiently discussed. I 
am also happy that after the twenty - 
point economic programme and the 
Company Amendment Act, so far as 
the audit profession is concerned, it 
needs (further consideration. I  pm 
happy to note that the hon. Minister 
has said that strict orders have gone 
forth for a kind of social audit sj 
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. I 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 is 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 being 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 u'as, by teaue, withdrawn.


