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3. Dutv to give e The manner in which quaiitications are made in the auditor’s report should be such a

reasons for

not to leave any room for doubt in tie inds of die public. A qualificativn stwes’ 500

full information and not merely create grounds for suspicion of enquiry.

gnalifications

The auditor should quantify. wherever possible. the effect of the qualifications <n the

{inancial statements. if the same is material.

= Where it is not possible to precisely quantity the effect of the qualification, he may 115
the management estimates or may state the reason for not quantifying the effect of the

qualification.
4. Duty to sign The audit report or any other document required to be signed of'aﬁtiidélii'i'catc:‘l'by the anditer

the audit
report {Sec.

may be signed by —
(a) a person appointed as an auditor of the company:
(b) wherc a firm is appointed as an auditor. by a partner of the firm practicing 1 indis

229)
2.135  AUDIT OF ACCOUNTS OF BRANCH OFFICE (Sec. 218}
|. Meaning of branch " (a) Any establishment described as a branch by the company.
office (b) Any establishment carrying on either the same or substantially the same
; activity as that carried on by the head office.
(c) Any establishment engaged in any production, processing or manufacture
A [Sec. 2(M].
2. Qualifications of ' (a)  The company’s auditor as appointed wis 224.
branch auditor - (b) Any person qualified to be appointed as an auditor u/s 226.
Where the branch office is situated in a foreign country, any perscn duly

3. Appointment of branch (@)

auditor

4. Powers and duties of
' branch auditor
5. Rights of company’s
auditor

6. Remuneration of
branch anditor

7. Report of branch
auditor

(©

(b

A branch auditor has the same powers and duties as that of company’s auditor.

"~ Appointment may be made by the members inGM.

qualified to act as an auditor in such foreign country may also be appainted
as an auditor.

Alternatively, the shareholders may authorise the Board to make the
appointment of branch auditor in consultation with company’s auditor.

" Where the accounts of any branch office are audited by a person other than the
~ company’s auditor, the company’s auditor has the following rights:

(@)
- (b)

&
o

“The remuneration shall be fixed by the members in GM.

Right to visit the branch office. if he deems it necessary to do so for the
performance of his duties as auditor.

Right of access at all times to the books, accounts and vouchers of the
company maintained at the branch office.

Alternatively, the GM may authorise the Board to fix the remuneration.

" Report shall be prepared in accordance with Sec. 227.

Report shall be prepared in accordance with CARO.
Report shall be forwarded to the company’s auditor.

The company’s auditor, while preparing his report, shalt deal with the

report of the branch auditor in such manner as he deems fit.
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9.14 PTION FROM BRANCH AUDIT [Sec. 228(4)}]
sed (@) Any manufacturing, processing or trading activity is carried on at the branch office.
{ (b) The exemption is available only if the amount calculated in Step 2 is not more than
o amount calculated in Step 3
¢ Step 1. Calculate ‘quantum of activity’. The quantum of activity means the kighest
e of the following:
B DN SR ARIRAR SO .
B . (1) Aggregate value of goods produced or manufactured or processed at the branch
AT office.
Daml LY (i) Aggregate value of goods sold and services rendered by the branch office.
R (iii) Aggregate value of expenditure, whether of revenue or capital nature, incurred
, e by the branch office.
R R N
DN A A Step 2. Calculate average of ‘quantum of activity’ by taking average of the
quantum of activity during 3 FYs immediately preceding the relevant FY.
g T Step 3. Calculate the higher of the following two limits:
\ PR (i) Rs.?2 lakhs; and
. " s }\) \) - R
’ o (ii) 2% of the average of the total turnover of the company including all its branch
offices, earnings from services rendered and earnings from any other source.
3 T o b - Conditions for claiming exemption:

Dtscretmnof CG Exemptior{ may be given for a specified perioﬁ gnd
subject to conditions.

ZwWithdrawal of éxéﬁ;f)tion by CGM may“Witthr;lrv\-N the exemption if the téﬁns and

- CG conditions of exemption are not complied with.
S‘ubmtssmn ofacopy of A copy of exemption order shall be submitted to the
* exemption order company auditor.
Readmg of e}femptib; order It shall be the duty of the auditor to read the exembtion
' order at the GM.,
Grounds for eXemptioh 7 . Additional conditions for claiming exemption
(a) Company has made = Company is not carrying “on manufacturing,
' sufficient arrangements processing or trading activities; and

for scrutiny and check Scrutiny and check shall be made by a responsible

of accounts of branch person. Such person is competent to scrutinise and

office check the accounts.

”(b) A branch auditor is not CG shall pa) due regard to the nature and quantum of
likely to be available at  activity carried on at the branch office.
a reasonable cost

7 (c) é()mpany has made Audit shall be done by a person otherwise“qhualiﬁed for
arrangements for the appointment as a branch auditor, except that he is an
audit of accounts of employee of the company.

branch office

(d)i Forany other reason CG is satisfied that eXemption should be granted.
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9.15 SPECIAL AUDIT

Qoo IATAN
e s e

1. Circumstances in
which special
audit may be
ordered

2. Period of special
audit

3. Appointment of
special auditor

4 Powers and dutles

5. Directions by CG

6. Report of specnal
auditor

8. Remuneration of
special auditor

CGisofan opiniorn' that —

(a) the affairs of the company are not being managed in accordance with sound

business principles or prudent commercial practices; or

- (b) the company is being managed in a manner likely to cause serious injury or

damage to the interests of the trade, industry or business to which it pertans; or

(@) the financial posmon of the company is such as S {0 endangcr its solvency.

Qpecml audit shall be conducted for such perlod as may be spec1ﬁed in the order of CC

. Special' auditor shall be appoiniéd byACiG.
»  The person appointed to conduct the special audit shall be —

(a) company’s auditor; or

(b) any other CA (\xhcthcr or not he is in pr autwc)

Specml auditor shall have same powers and duties as that of a company s auditor.

(,‘G m"ty direct. any person to furnish to the specml auditor such information s may be

requm.d by him.

Submtsswn ofreport 1 The specml auditor shall submit his repon to CG

Actton bv CG

- On recelpt of report CG may take such action, as it dccms ﬁt

e Remuneration shall be determined by CG.

&  Such determination shall be final.

9.16 COST AUDIT

(Sec. 233B)

1. Costaudit—
When required?

2. Qualifications of
"cost auditor

3. Disqualifications
of a cost auditor

4. Vacation of office.

5. A,ppdixiu{néﬁ{ai‘”

cost audltor

6. Célli‘hg on

number of audits

: (a) The company is compulsorily required to maintain cost records as per Sec.

209(1)(d); and
(b) CG has issued a d|rcct10n to the company to conduct a cost audlt
(a) Cost accountant or
(b) CA, possessing the prescribed qualifications, if CG is of the opinion that -

sufficient number of cost accountants are not available for conducting the cost
audlt and a notification is 1ssued to this effect.

' (a) A person dlsquahﬁed to act as a statutory auditor u/s 226.

- (b) The statutory auditor of the company.
The cost auditor shall vacate his office if aﬂerappomtment,an—);éf the diisqua”lirﬁciati'oné
: are-attracted to him.

" The cost auditor shall be appomted by the Board.
The appomtment of cost auditor requ1res previous approval of CG.

Ttme ofgtvmg “The auditor shall, before appomtfnent glve a certificate of his

certlfcate ehglbnhty to be appomted as cost audltor
7 Requtrements " The certificate shall state that ‘the appomtment if made, will be
of certificate { within the ceiling on number of audits as specified u/s 224(1B).
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7. Pov o= and duties  The cost auditor shall have same powers and duties as that of 2 company’s auditor

. (v s fe AT
hor (grven w/s 227).

Coeveport  Submission of - The costauditor shall submit a report to CG and the comprany.

report The report shall be submitted within 180 days of close of FY.
- Reply by the “»  The company shall furnish to CG full information and
- company explanations on cvery reservation or qualification contained in

cost audit report.
= The reply shall be submitted within 30 days from the date of
receipt of cost audit report.

- Calling of - CG may call further information from the company.
ff’”her ) The company shall furnisl the information required by CG within the
information  time specified by CG.

Action by CG - CG may take such action as it deems fit.
9 et the (a) Give all facilities and assistance to the cost auditor.

conipany “(b) Submit cost records to the cost auditor within 30 days of the close of FY.

OBJECTIVE TYPE QUESTIONS

Comaneni whether following are True or False:
(v ¢ nditer purchases goods from client worth Rs. 1500 on credit he can’t be said to be disqualified if seiling
goods on credit is normal business activity of client.

FALSE = If an auditor purchases on credit goods of a value exceeding Rs. 1000, he shall be indebted to the
company and consequently he shall vacant the office of the auditor held by him. It is immaterial
that the credit period allowed to the auditor is allowed to all the customer in the ordinary course of
business.

(2) First auditor can be appointed by inclusion of their name in articles.

KALSE & The only method of appointment of first auditors is an laid down in Sec. 224. Therefore the
auditors of a newly formed company cannot be appointed through the memorandum or
association.

i 1Y Subsequent auditor needs to give notice to ROC.

TRUE = The auditor shall give notice to the register. Such notice shall be given within 30 days of receipt
of notice of appointment or reappointment form the company. The notice shall state as to whether
he has accepted or refused the appointment. :

(4) If AGM is not held in time, auditor automatically vacates his office.

FALSE o The auditor hold office from the conclusion of the meeting in which they are appointed o the
conclusion of the next AGM as such the appointment of auditors is made in terms of this period
and not for any FY. Therefore an auditor shall continue in his office even if AGM is not held
within the time limits. '

s e woowil 224A the material date for reckoning 25% capital is date of AGM.
TRUE e Sec. 224A must be complied with if the shareholding of institutions specified u/s 224A is -
- less than 25% as on the date of despatch of notice of AGM but,
- the shareholding exceeds to 25% or more as on the date of AGM.
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(&) Statutary anditor hac certain rightc w r.t hranech office of client caomnany g wall
TRUL & 1f the accounts of any branch office are audited by a person other than companies auiite: she
statutory auditor has right to visit the branch office and te access at all fimes
accounts and vouchers of the company maintained at the branch oftice.

(7) The right of licn is not un-conditional.
TRUE = conditions are
(a)  The book must belong to the company:
(b)  The document must have come into the possession of auditors with the auathrats oo ihe
Board:
(¢)  The auditor has done work assigned to him on such documents; &
(d)  Such of the books can be retained which are connected with the work on swisoh s s non
been paid.
8) Auditor must send audit report to every member of company.
I ) pany
FALSE  © Itisthe duty of the auditors to make a report to the members. However he is not requited o send
his report to every member.
(9) Auditor should use uniform regular font throughout his audit report.

FALSE o The observation or comments of the auditors which have any advance effect on tha functioprp
the company should be in thick type or in italics so as to attract reader’s attention.

A

(10) Auditor should try to quantify the effect of qualification in his audit report.

TRUE o The auditor should quantifv wherever possible the effect of the qualification o the fimncal
statements if the same is material. Where it is not possible to quantify ii efted fw
qualification, he may use m magement estimates or may state the reason for not quantitying ike

effect on the qualification.
(11) Remuneration of branch auditor is fixed by statutory auditors of company.
FALSE o The remuneration shall be fixed by the members in GM. Alternatively the GM may authonse the
Board to fix the remuneration.

{(12) The special auditor appointed under secticn 233A must be in practice.
FALSE = Special auditor shall be aopo nted by CG. The person appointed to conduct the special audit shail
be-
(a) Company’s auditor «
) (b) Any other C.A. (wheta.ror not.he is in practice)
(13) Cost auditor can be a cost accountant or a chartered accountant.
TRUE = Cost auditors should be
(a) Cost accountant or,
(b) CA possessing the prescribed qualifications if CG is of the opinion that sufficient uumber
of cost accountants are not available for conducting the cost audit and z petification s
issued to this effect.
(14) Cost auditor is appointed by members of company in AGM by passing ordinary resolution.
VALSE @ The cost auditors shall be appointed by the Board. Moreover, the appointment of <ot auditor
requires previous approval of CG.
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PRACTICAL PROBLEMS

2002 - Nov

Bam and Hanwman Associates, Chartered Accountants in practice have been appointed as Statutory Auditor of
Krishna 1td. for the accounting vear 2002. Mr. Hanuman holds 100 equity shares of Shiva Ltd, a subsidiary company
of Krishma Ltd. '

Answer:

j

o

1803

t1/5 726 of The Companies Act, 1956, a person is not qualified for appointment as an auditor, who is holding

Aty secanty of the company. Here, security means an instrument, which carries voting rights.

i‘urther, a person is not eligible for appointment an auditor of any company. if he is disqualified from acting as
an auditor of any other body corporate, which is either

A holding company, or
Subsidiary company, or
A co-subsidiary company.
A firm will be disqualified as an auditor if any of its partners is s0 disqualified.

In the case, Mr. Hanuman, C.A, a partner of Ram and Hanuman associates, holds 100 equity those of Shiva
it swhich is a subsidiary of Krishna Ltd.

Thus, the firm, Ram & Hanuman associates would be disqualified for appointment as statutory auditor of
K rishia Ltd , which is the holding company of Shiva Ltd.

Way

M’ Verma and Sharma, Chartered Accountants were appointed as the first auditors of Good Luck Ltd. by virtue of

Hoon

~ine being included as auditors in the Articles of Association.

Answer :

I

od

4,

U/s 224 (5) of Companies Act, 1956, the first auditors of the company shall be appointed by the board of
directors in a board meeting, within one month from the date of incorporation or registration.

If they fail to do so, then the company may appoint the first auditor in a general meeting by passing an
ordinary resolution.

An auditor cannot be appointed as first auditor sxmply because his name has been stated in the articles of
association.

In this case, M/s Verma and Sharma, chartered accountants, were appointed as the first auditors of Good
Luck Ltd. by virtue of their name being stated as auditors in the articles of association, but it is not as per
the companies act.

vicace, the appointment of M/s Verma & Sharma is not valid, as no resolution was passed to appoint them
either in the Board meeting or in the general meeting.
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2003 — Nov.
Al the AGM of a company, 1 which a Nationatised Bank hieid 2570 of ihe subsuribed vapitai Wil S0 Lo

Chartered Accountants. were appointed as auditor by passing an ordinary resofution.

Answer:

1. U/s 22:4(A). a company whose not fess than 259% of the subscribed capital 1s held by some specitic mstitntions
or a nationalized bank or an insurance company carrving out general msurance business, shall appoint an
auditor in an AGM only by passing a special resolution.

259, of the subscribed capital which is as per the prescribed

2. In the present case, the nationalized bank held
de by passing an ordinary resolution which i incorrect &

limit, the appointment of the auditor has been ma
hence, not valid.

3. In present case, as per law. a special reso
Thus it is treated as if no auditor has been appointed at AGM and now the appointment shatt b

fution is required for such an appointient.

e Dy
Central government.

1 93% 1o 27% of the subscribed share capriar of the

Nov. 2003 The sharcholding of nationalised bank increased fron
ain how will the appointment of auditors he made

company after issue of notice of the annual general meeting. Expl

Ans.
1. A special resolution is required for appointment of auditor

capital is held by -

if not less than 25% of the subscribed shave

. CG

. SG

. A Government Company

® Public Financial Institution

. Any financial or other institution established by any State Act in which SG holds not less than 51%
of the subscribed share capital

° A nationalised bank

. An insurance company carrying on general insurance business

ether Sec. 224A is attracted, is the date of AGM.

2. The material date to determine wh
Iding of institutions specified u/s 224A s -

3 In other words, Sec. 224A must be complied with if the shareho
less than 25% as on the date of despatch of notice of AGM; but

the share holding exceeds to 25% or more as on the date of AGM.

4. Thus, in present case, appointment of auditor shall be done by passing special resolution.

Question
No Annual General Meeting (AGM) was hold for the yea
the previous year, whether she is continuing to hold office for current year or not.

Ans.
1. Companies are required to appoint auditor in the AG

5 The office of auditor in a company is a continuing one.
which he is appointed till the conclusion of next AGM.
3 Where the AGM is not held, the auditors continue to hold office till such date the AGM is actually held.

4  The tenure of an auditor appointed ws 224 will continue till the factual conclusion of next AGM and not on

the last day on which such AGM is due to be conducted.
5. In the present case, AGM was not held for year ended 31 March 2005 in XYZ Litd. So, Ninu will continue to

hold office for the current year so long tili the AGM is actually heid.

M as an ordinary business.
He shall hold office from the conclusion ACGM

r ended 31 March, 2005, in XYZ Ltd. Ninu is the auditer for

o a2 4420 o 4B 6 4
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2000 - May

PR | ~A,.d- e all T 1 AN L A R , 1 - , N N f . ) )
Slnacd goods wortin Rs. 1500 v wredit from a company being audded by fim. The company aliowed
sf; wcredit, which 3t normally allowed to all known customers.

1. /S 226(3), a person who is indebted to the company for an amount exceeding Rs. 1000 shall be disqualified
fon uppoiniment as an auditor.

2. This 1s because financial obligation will affect the independence of the company auditor.
3. In this case, auditor purchases goods from company being audited by him and hence becomes indebted to it
4. “the goods are of worth Rs. 1,500 which exceeds the prescribed limit of Rs. 1000.

5 ¥l Be g disqualified for appointment as an auditor of the company trrespective of fact that credit period
obaved o himois same as enjoyed by other customers of the company.

20t Neov

“eate s o racrbor of the Institute of Chartered of India, does not hold a Certificate of practice. If his appointment as
an auditor of a company valid?

Ansirer:

4 - g section 226(1) a person shall be qualified for appointment as an auditor of a company, only if he is a
Charered Accountant within the meaning of the Chartered Accountants Act, 1949 and also holds the

certificate of practice.

7 Tey ‘3,;1\“

iven case, Prakasha who is a member of the Institute of Chartered Accountants of India, does not hold
# corvitficate of practice .

3. As PPrakasha does not hold a certificate of practice ,he cannot be appointed as an auditor.

286G+ - May
POL % O a firm of Chartered Accountants has three partners, P, Q and R. P is also in whole time employment
(i tero The firm is already holding audit of 40 companies including audit of one foreign company. The firm is

Affered e audit of Z Ltd. and its 20 branches. (5 marks)
S newers
13/ 224(1B), the ceiling limit is 20 company audit per person. Out of these. not more than 10 shall be in
respect of companies having paid up capital of Rs. 25 lakhs or more.
In case of Partnership firms, the ceiling limit shall be 20 company audits per partner who is not in full - time
employment elsewhere.
3. Audit of a branch of company and that of a foreign company is not included in computation of the ceiling.

{n PQR & Co., P is in whole time employment elsewhere: hence he will be excluded in computing the cetling.

% Thus, total number of company audits that can be accepted by PQR & Co. is 40 (i.e. 2 x 20) presuming all
_usmparies are public companies, out of which not more then 20 companies have paid-up share capital of Rs
" tis s U0 NOre.
4 Right now they are having 39 audits as foreign company is not to be considered.
F'hus, POR & Co. can accept audit of Z Ltd. and its 20 branches, which will be considered as one assignment
only, making total audits as 40 which is well within the limit specified U/s 224(IB) of the companies act,
1956. .
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Question
Due to the restgnation of the existing auditor(s). the Board of Directors of X Ltd. appointed Mr. Hari as the auditer 15
the appointment of Hari as auditor valid?
Answer :

1. The resignation of the existing auditors leads 10 causal vacancy.

2. U/S 224(6), the company at a general meeting shall appoint an auditor to fill up a casual vacancy arisiny oul
of resignation.
In this case. the appointment of Mr. Hari. as an auditor, by the board of directors. is not proper as per the Sec
224(6).
4. Hence. appointment of Mr. Hari as auditor is not valid.

()

2001 — May
At an Annual General Meeting, Mr. R a retiring auditor claims that he has been rcappointed automaticatly, s
a notice had been given to appoint Mr. P, could not be proceeded with, due fo My

intended resolution of which
death.

Answer :
1. A specific resolution is required to re-appoint the auditors.
5 Till a formal resolution is passed, a retiring auditor cannot be re-appointed automatically at the AGM. ¥ her,
in absence of resolution to the effect, a re-appointment of retiring auditor can be made.
3 But Secc. 224(2) provides that a retiring auditor cannot be re-appointed, if a notice has been given of an
intended resolution to appoint person (s), in the place of the retiring auditor and by reason of death. incapacity
or disqualification of that person (s) the intended resolution cannot be proceeded with.

4. In the present case also, a notice has been served for an intended resolution to appoint Mr. P, but it could not

be proceeded with due to P’s death.
¢ Moreover. Mr. R, the retiring auditor claims for automatic re-appointment, which s not pussible. because
passing of a resolution, is essential for the appointment of an auditor.

6. Hence, the claim of Mr. R. is not valid.

2006 -Nov.
Managing Director of PQR Ltd. himself wants to appoint Shri Ganpati, a practicing Chartered Accountant, as farst
auditor of the company. Comment on the proposed action of the Managing Director.

Answer

I. As per Sec. 224(5) of Companies Act, 1956, the first auditor of the company can be appointed by the Board of
f registration of the company to hold office till the conclusion of the

Directors within one month of the date o
first annual general meeting of the company.

If the Board fails to appoint the first auditor, the company in the general meeting can make the appomntrieni.

3. In the given case m
company.

4. But as per above provisions, Managing Director of POR L
‘Therefore, proposed action of Managing Director for the appointment of Shri

valhid.

td. is not qualified to appoint Shri Ganpati.

anaging director of PQR Ltd. himself wants to appoint Shri Ganpati as first andites o

Ganpati as first auditor s ool
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20006- Nov.

w ot of Charwered Accountants, has three partners P. B and S. The firm 1s already having audit of
% includes 2 branch audits of a companv. The firm is offered 3 company audits, out of which one
sy, other 15 a foreign company and the third one is a public company. Decide and advise whether
cratcs il exceed the cetling prescribed under Section 224(1B) by accepting the above audit assignments?

see. 224(1B) prescribes the ceiting limit on the member of company audits. Ceiling limit is 20 company audit
sorson. Of this 20, not more than 10 shall be in respect of companies having paid up capital of Rs. 25 tacs

Or more.

in computing cciling limits full audits are not included:-

- fianch Audit
Audit of corporations
-— Audit of foreign companies
- Aadit o‘fguarantee companies not having share capital
-~ Audit of private companies

- Special Audit U/s 233 A
o thie given case, PBS & Associates, a firm of Chartered Accountants having 3 partners is entitled to 60

aoany audits.

At present, effective number of audit is 58 , as Branch audits are not included in the computation of ceiling.
i.renver, the firm is offered 3 company audits out of which 2 audits are of foreign and private company that
a1 ot included in computing the ceiling limit.

f#y accepting the audit of public company, the effective number of audits with PBS & Associates will be 59

company audits.
Thus, PBS & Associates is advised to accept the above audit assignments as it will not exceed the ceiling

s

sioseribed Uls 224(1B).

ey

wiral Government’s permission is required, when the auditors are to be removed before expiry of their term,

i, une 1s not needed when the auditors are changed after expiry of their term ?

k ih‘?}z' .

A per Sec. 224, an auditor may be removed from office before the expiry of his term by an ordinary
resolution in the general meeting and previous approval of the Central Government.
Thus, it is difficult to remove an auditor before expiry of his term since adequate grounds must exists to prove
that auditor is unsuitable for continuing as an auditor.
Approval of Central Government is required to ensure that any auditors who is inconvenient to the
management cannot be removed so easily.
“wrs, such stringent provision provides that auditor cannot be removed at will by management or
Jacehiolders. Such provisions ensure independence of auditors.
150, Sec 225 lays down procedure for the removal of auditor after expiry of the term. In this case approval of

eairal Government is not necessary. As auditor appointed at one annual general meeting will automatically
retire at another annual general meeting, it does not require approval of Central Government.
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2005- May

The Bosrd of Directors of a Company have filed a complaint with the Institute of Chartered Accountants of india

agait » oo statutory auditors for their failing to attend the Anuual General Meeting of the Sharchglders in which

audited aceounts were considered.

Answer :

i The Companies Act, 1956 confers a right on the auditor to attend the general meeting.

2. It requires that all the notices and other communications relating to any general meeting of a company which the
members of the company is liable to get, must also be forw arded to the auditor.

(D

Further. it has been stated that the auditor must be entitled to attend any general meeting and to be heard at anv
general meeting, which he attends on any part of the business, which concern him as an auditor.

4 iherctore. the section does not cast a duty on an auditor to attend the annual general meeting.

The law only confer right on the auditor to have notices and also attend the meeting if he so desires,

L

6. There, the complaint made by board of director does not have any valid ground.

2065 -- May
The Central Government has appointed Mr. Sushil. a retired Finance Director of a reputed company, 4 504-
practising member of ICAI as a special auditor of MM Ltd., on the ground that the company was nof Besg
managed on sound business principles. Mr. Ajay. MD of MM Ltd., feels that the appointment of Mr. Sushil s not
valid, as he does not hold a certificate of practice.
Answer :
1. As per Scction 233A of the Companies Act, 1956 the circumstances mentioned in the Section give power to
the Central Government that it may forward direction to the effect that a special audit of the corpanies
account for the given period shall be performed.

2. One of the circumstances stated by the section is that in case a company is not being managed as per scund
business principles or prudent commercial practices.
3 G may appoint a CA whether or not in practice or the company’s auditor itself to conduct such special audit.

4. Thus the appointment of Mr. Sushil, a non-practising member of Institute of Chartered Accountant of india 15
as per law and therefore Mr. Ajay, MD of MM Ltd. 1s not correct.

Question

Mr. A was appointed as auditor of AAS Ltd. by Board to fill the casual vacancy that arose due to death of the auditor
originally appointed in AGM. Subsequently, Mr. A also resigned on health grounds during the tenure of appointment.
The Board filled this vacancy by appointing you through duly passed Board resolution.

Answer.

1. U/s 224(6). the BOD can appoint an auditor in case of casual vacancy arising out of a reason other than

resignation.

2. However, appointment of an auditor for casual vacancy by reason of resignation shall be done by the

shareholders in the general meeting of the company.

5. in the present case, the first casual vacancy due to death of the existing auditor and the appointment of Mr. A

by the BOD was absolutely valid u/s 224(6) as above.

4 The second vacancy raised due to the resignation of Mr. A which was subsequently filled by the BOD and

hence not valid u/s 224(6) as it was required to be filled by shareholders.

Thus, appointment is not valid.
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