
1 l  r l  i l

3. l)utr to givc

rc.:rsi lr :s Ibr
qrrn l i t ic l t ions

4.  l )u t1 ' to  s igr r
thc : r r :d i t
rr i ; tx ' l  (Scc.
22e)

.  ' l 'he 
*a l r 'er  iu  rv l r ic l i  qur i i l ic l t ions are I t t rc le i r r  the at r t l i to i ' i  repor f  s i ror . r lc l  bc " t tch 

a:

not  1{)  leaye a1\ ,  roor l  ior  d6ui . r t  i r t  i i rc  t r r i t r t is  o i , i rc  pubi i t .  A q. ra l i f i ' r t i i " i '  ' i , . ' ' " ' - '  . ' ;

i ir l l  inl irrrlation ancl not mere ly'create grounds fbr strspiciort of enquiry'

,  - l . l ro  
t r r rc l i tor  shorr lc l  q .ant i ly .  u .herever  possib le.  thc ef fect  of  the t lu i i l i t i i :a l ior11;  ' , r t  .h t

{ l i rarrc ia l  s tate l r le t l ts .  i f  t l re  sarne is  t t ta ter ia l '

. Wherc it is not possiblc to prcciselv quantiiy the eft-ect of the qualif ication, lte mal"t: ' t '

t5e rrianirgelleltt cstintates or l l i ly state thc reason for not quantif l ing thc elfect of l i ir

gyal i l icat ion,
-l 'hc 

auclit repofi or n,,1,oii1", docurlent requirccl to be signed or authenticate,-l b1'f l ic 'rttdiln'

rnav be s igned bY -

(a)  a person appoir r ted as an zr t rd i tor  of  t l tc  conlpan) ' :

(t)) wherc a tlrnr is appoirrtcd as alt attclitor. by a partner of t lre firm practiciirg, ttr ltt i l ' l i

;.r "t-lairrrr on nccouNTS oF BRANCH oFFICE (Sec. 228)

.  
, i

l "  Me:rn ing of  branch (a)

officc I (b)
A;t;tAbii;i,ir.,",,i desC.ibeJ ns i t"on.ti bv ifi; companv'

An1., establishrr.rent carrying on either the satne or substantia,l ly t lre sante

activity as that carried on by the head office'

Any establishnterrt engaged in arrY production, processirrg rlt mtattufact' i l t ' '

[Sec. 2(9)].

Tf re company"s at rd i tor  as appointcd u ls224-

Any person qualif iccl to be appointed as an auditor uls226'

where the branch office is situatecl irr a foreign country, any perscn tlu{y

quali{iecl to act as arr auditor in suc}r foreign eountry may also be apJrr-'rnted

as ar t  audi tor .

Rppbintment may be macle by tlre members in CM'

Altematively, the shareholders may authorise the Board to nrake the

appointrneni of branch auditor in consultation with company's au<litor.

2. Qualif ications of

branch auditor

4. Polvers and duties of

branch auditor

5. Rights of comPanY's
audi tor

Remuneration of

l--rtnclr ?'rditor

Report of branch
auditor

(c)

: (;i
'  (b)

, ( c )
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3" Appointm.ni or ntu"ii i i (^i

aut l i t0r i  (b)

. A b;;h ;uOitoi i ur ifr" ii'"" po*e.t oitd Juiies as that of company's auditc-r

.

wi-,"i" irr" u"ioi,iit, of uny branch office are audited by a person otlrer than ihr

cornpany's auditor, the company's auditor has the follorving rights:

( a ) R i g h t t o v i s i t t h e b r a n c | r o f f i c e ' i f h e d e e m s i t n e c e s s a r y f o r l < - . s o f o r
p"ifo.nturt." of his duties as auditor'

i;

1

; ( b ) R i g h t o f a c c e s s a t a | l t i m e s t o t h c b o o k s , a c c o u n t s a n d v t l u c l r e r s o f t h e

. ""_*p1-nl -Tul,ntuined 
at the branch office'

, (a) l-he remuneru;o; ,rturibeiii"a ui;iii" -"*u"ii i; GM--

. tu lA l tenra t ive ly ' theGMmayauthor ise theBoard to f i x t l re remunera t ion .

: . n"port ir,iuiiu" pr"pu,"a in accoiaani" *iin SiC' ii'

r 
'  Report shalt be prepared in accordance with CARO'

' ] Report shall be forwarded to the company's auditor'

. . T h " c o m p o n y ' s a u ' J i t o r , w h i l e p r e p a r i n g h i s r e p o r t ' s t r a i { s l e a l w i t h l h t :

i ,epo.t of ihe Lranch "]91!9' 
'n :-Y"-! Tlln:l Ti9 qTm:s f'!l
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q.1.r 'T} 'T'I()N t. ' IT(XlT I}ITANCFI AUI)IT lSec. 228(4)l

i  . l

. l , r  I  
l i 1 " l ' ; ' "  

r' i '

I
' 1 " - - r  

l ' '
'  ' l  

: :  - i i ;  ' : ,  '1 i l

" , \

i ' , ' .  ' ' t  ' '  r \ "
.  \  - . : -

red  (a )

i  t i ' l

! .Lt , r "  i '  
I

. \ r r r  r r rarr t r fae t t r r i r rg.  l i rocc5\ ing or  t ra<1ing r ret i r  i r1  is  canied on r t  t l le  branch o l f ice.
-l- lte 

exelnption is available only if the arnount calculated irr Stcp 2 is not more than
anrount  ca lculated in  Step 3

Step 1. Calculote 'qutntunt of activily'. Tlre quanturn of activity lneans the liighe.st

<l rlrc Jbll<nt'ing:

( i) Aggre gate value of goods produced or rrranufactured or processed at the branslr
office.

(i i) Aggregate value of goods sold ancl serviccs rendered by the branch office.

( i i i ; Aggregate value of expenditure, rvhelhcr of revenue or capital nature, incurred
hy t l re  brancl r  o l f ice .

Step 2. Calculute averqge of 'quanlum of octivity' by taking average of the

quantum of activity cluring 3 FYs inmediutel,y'prececliag the relevant FY,

Step 3. Colculsle the higher of the following two limits:

( i )  Rs .  I  l akhs :  r rnd

(ii) 2%o of the average of the total turnover of the contpany including all i ts branch

offices, eamings from services rendered and earnings from any other source.

Condilions for claiming exemption:

Discretion of CG ; Exemption nray be given lor a specified period and

: subject to conditions.
- - : _ -

tltithttrawal of exemption by : CG may withdraw the exemption if the terms and

* r  r '  t i , ,  , ^

' i i t . t l  i p

ii:",o,ii,,g ij 
"r,i^itiii 

i,:i", 'ifiii"iL b; th; J"tv 'rln" ;;Ji6. io '"uo the exemption

CG

Suhmission of a copy of
exemption order

Grounds for exemplion

(u) Company hss made
s uffi c i ent o r rang e me nl s

for scrutiny snd check
of accounts of branch
office

, conditions of exemption are not complied with.
- t

: A copy of exemption order shall be submitted to the

: companv auditor.

, eadilloy! cond.i_tlns for :l:,"rt"g 
u":r:p!io,, 

__
, . Company is not carrying on rnanufacturing,
' processing or trading activities; and

Scrutiny and check shall be made by a responsible

person. Suclr persott is competellt to scrutinise and

check tlre accounts.

(b) A brsnch auditor is not

Iikely to be ovailsble at
a reasonable cost

CG shall pay due regard to the nature

activitv carried on at the branch office.
and quantum of

(c) Company has msde
orrsngements for the
audil of accounts of

branch offce

Audit shall be done by a

appointrnent as a branch

employee of t lre company.

person othenvise qualified for

auditor. except that he is an

(d) For unv ttther retson CG is satisfied that exemption should be granted.
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q . I5  SPF,CTAI ,  . { , I ]D IT

l .  ( l i rcurnstances in
w'lr ich special
audi t  l t r ly  be
ordered

2. I 'eriot l  of special
ar rd i t

3"  r \ppointment  of
specia l  audi tor

4. Porvers and duties

5.  Di rcct ion i  by 'CC

6.Report of special
audi tor

CG is of att opinic' lt thal -

(a)  the af fa i rs  of  t l re  colnpal lv  are not  bei r tg r tur t taged in accorc lat rce r i i th  sound

btrs iness pr inc ip les or  pruc leni  cornmerc ia l  pract ices,  or

(b)  the cornpany is  being r t ranaged in a manner l ike ly ' to  cause ser ior ts  i t t l t r rv  or

dar-nage to the in terests o1 ' ths t rade,  industn 'or  busincss to which i t  per ta i r ts :  r . , r

(c) t lre financial position of the cornpan,v is suclr as to errdanger its sri lvenc', ' .

Specia l  arrd i t  s l ta l l  be condrrctcc l  l 'or  sucl r  per iod l ts  tnav hc speci f ie t l  i t t  l l tc  ot r l t ' r  i r l i  t '

.  Sgrrc ia l  a t rd i tor  sh l l l  he appoir r ted br  CG.

'  '1-he 
pcrson appointed to conduct  the specia l  a t rc l i t  shal l  be

,  (a)  conlpan)"s audi tor ;  or

.  (b)  any other  CA (rvhet l rcr  or  not  he is  in  pract icc) .

Spcci l l  audi ror  shal l  havc sanrc po\ \ers arrd dt r l ics as that  of  a compant"s audt tor .

'  CG n , ^1 ,d i rec t  any ,pc rso l l  t o  l i r r r r i sh  t o  t he  spec i l r l  aud i t o r  such  i r l t ' t r r r na l i , ' u  I ; , n t y  b '

: reqrrired bY him.- 
i"tili"jii,illpiit . 

'ir-." ip"fi"t iuaito' inut1
: Action hv CG : On receipt of rePort, CG

Remuneration shall be deternrined by CC.a

a Such determinat ion shal l  be f ina l .
s.-Remuneration of

special auditor

9"16 COST AUDIT (Sec" 2338)

I
I
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I
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1. Cost audit -

When required?

,  1a1 lhe fot tpi"y is co,nptr lsot i ty i "qui t .O
' 209(t)(d);qnd

(b) CG has issuecl a clirectior"r to the cotnpany to conduct a cost audit-

: (a) Clost accountant: or

' (b) CA, possessing the prescribed qualif icatiorrs, if CG is of the opinion that -

: sufficient number of cost accountants are not available for conductir"rg the cosi

, 
ou <lit_y! anotit lcation

. t"l A p;;;"" disqualif ied ro act as a statutory auditor uls226.

: (b) 
' l-he 

statutory auditor of't l te company'

i th; Crii 
""aii"i 

i l iul l r.o"ot" tri j  ofnce if after appointment, any of the disclualif ications

:  are 'af t racted to h im.

, fn" cott auditor shall be appointed by the Board'

: The appointment of cost auditor requires previous approval of cG.

i fii* Siiyrng- i-th; 
""ait"i 

ilruil,-UJfu.. appointment, give a certificate of his
'  ' '- '  eligibil i ty to be appointed as cost auditor'

Ceftu lcf l Ie e l lg l lur t r ty  tu ur  GPPv:r :
l' , 

i"qi,ii i ie,tts 
t,' in. i..ti i".ate stritt i i ite tt'rat the appointment. if 'made, rvill he

', 
oiiirtttrrot" , rvithin the ceiling on number of audits as 1ne1ifi9d 1ls 22a(f B).-

; Quali l ications of
cost auditor

3. Disqu:rl i f ications
of a cost auditor

4. Vacation of office

5 Appointment  of
cost auditor

6. Ceil ing on
number of audits
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'  r ' i p0r t

' I-hc 
ct-rst auditclr slrall lravc sanre po\\ 'crs anil cluties as that of a conrpanl' 's auditor:

( gi ',":r: '-:. ' :; 217).

Suhnrission of 
'fhe 

cost ar.rditor shall subnrit a rcporl to CG and the cornparn.
report 

, 
The report shall 

!e 
subrrritted within 180 tlq,5 of closc of F\',

Rcply by the , 
'  -I-hc 

company shall l irrnislr to CG full inttrrrnation and
cornpen-1. explanations on cver)' reservation or quali l icatir,n contained in

cost audit repofi.

, . 
' l 'he 

reply shall be subnrittcd tithin 3() dal,.r '  l ir,;rn tlre date of
rcceipt  ofcost  audi t  repor t .

Ctrl l irt l i  ttf C'G rrral ' call ftrrther ittforntati<,lt frorrr the colnpatl) '.

furtlter The corrrpany shall furnisl. the infornration required by CIG rvithin the
inforntation : t irne specifiecl by CG.

Actittrt by CG CC nray take such actiott as it deerns l lt.

( a )  C i vc  a l l  i ac i l i t i c s  a t t d  ass i s ta t t ce  t o  t hc  cos t  a t r . l i l o r .

(b) SLrbrnit cost records to the cost auditor within 30 days of the close oi FY.

i ) .  i  . , i '  . :  '  r p i '  t he

cu r r t l l any

OBJECTIVE TYPE QUES'I'TONS

( ' r r r r ;u i  i r i  rvhcther  fo l lowing are True or  False:

i i : . 1.r"{! i*i"Funchases gooels from clienttvorth Rs. 1500 on credit he can't be said to be disqualif ied if seil ing

goods on credit is normal business activity of client'

fA l -SE  +  I f anaud i t o rpu rchasesonc red i t goodso fava lueexceed ingRs .  l 000 ,hes l ra l l  be indeb ted to the

aonrpany and consequently he shall vacantthe office of the auditor held by him. It is imrnaterial

that the credit period allorved to the auditor is allorved to all the customer in the ordinary course of

busi t tess.

(2.) I, ir",;1 :ruditor can be appointed by inclusion of t lreir name in articles.

!, 'rr[.Sli S The only rnethocl of appointment of f irst auditors is an laid down in Sec.224. Therefore the

auditors of a ner,vly formed company cannot be appointed tlrrough the lnenrorandum or

ussociat  ion.

i i) $uhserluent auditor needs to givc notice to ROC.

['ftUtl. 4 The auditor shall give notice to the register. Such notice shall be given within 30 days of receipt

of noticc of appointrnent or reappointment form tlre company. The notice shall state as to whether

he has accepted or refused the appointnlent.

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

FALSE c) The auclitor holtl ofl lce frorn the conclusion of the rneeting in which they are appointetl io the

conclusion o{'the next AGM as such t}re appointment of auditors is made in tenns of this period

il,irfl;|o;,,1,Y,,lT,rttterefbre 
an attditor shall continue in his office even if AGM is nct treld

,...., r irrrr 224Athe material date for reckoning 257o capital is date of AGM.
't ' l{t ig + Sec.224A must be complied rvith if the shareholding of institutions specified u/s224Ais-

less than 25o/o as on the date of despatch of notice of AGM but,

the shareholding exceed s to 25a/o or more as on the date of AGM-
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r06 ,,1 utl i t i n g un r l,'1 s s tt r r t t t c r:

a l r r l i f r r r .  hac  Ce f t l r i r r  r i oh l s  w  t . t  h f . . r r r r ' l r  , r f f i . ' o  r . f  1 ' l i 1 ' 1 r !  r - r r r r l n ' r r l J '  : lS  $ ' 9 ! l

+ l f  the accounts of  ar lv  brat tch of f ice are at rc l i tcd br  a l lcrsol t  o ther  than

statu{ory- auclitor has riglrt to visit t lrc brarrcir c'ff icc and tc tlcccss i lt

accosqts an( l  vorrc l lers of  the conlp{11\ '  r t ta in la i t tcd at  thc t r rat rc l r  o f t lce '

L- i r r rP .  t l

{6)  Si infntr t } '1 '

TItUI., C { - ) l l 1  J ) i l 1 1  l e l : '  i l i  : 1  i  l t ! r :  . '  i } i l i i

a l l  t i i r t t : . ,  1 r '  r i r ; '  r 1 1  ' , 1  -

(7)  The r ight  of  l icn is  not  ut r -co l r ( l i t ional .
'I ' tr{t i l i  C conditiors ;rr€

(a)  ths book mt ls t  belor lg  to thc cornpat ty :

(b)  
' ] - l re  

r l r : tcunrel r t  lnust  have cor .nc in to t l rc  possessi ( )n o{ 'a t rd i tors ' ,v i th  thc . r r t th" ; r t r '  i  i i r r '

Board:

(c)  
- f l rc  

aui l i tor  has done u 'ork assigrred to l r i t t r  c t t t  s t tc l t  doct t r r tents,  &

(d)  Such of  the books can be ret l i r red rvhich are cor t t tccted u, i t l t  lhe tvork ot r  r ' - i r  ' . . i i  i i . . : . .  ' ; : f  i r i \ l

beetr paicl.

(8i Autl itol '  must send audit rcport to cvery nrenrbcr of company'

FALSE c) It is the dtrtt.of the auditors t0 nrake a repo( to tlre rnerlrtrers. However he is l1'-)[ 'cqtl{lt jd ri; ' i t ir]r j

his rePort to everY tnetnber'

(9)  Audi tor  shoukl  use uni fornr  regular  font  througl rorr t  h is  audi t  rcpor t '

FALSE c)  ' l 'he 
observat ion orconln lents of  t l rc  aucl i tors * ' l r ich l ravc at tv  advance cf fect  ovr  {hr :  f l l i r r . r l io l i r ' ' : '  ' i

the cornpany should be in thick typc or in italics so as to attract reader's attenti()! ' t.

(10) Auditor should trl to quantify the effect of t1u:rl if ication in his audit report'

TR{lFl c} 'fhe 
auciitor should quantif ' . rvherever possible the effect of the qualif icatic,n i}1! lh{ ' l ir;: lr:r: i: ' t i

staternents if t5e same is material. Where it is not possible to quantify i i ' ! : t: l :f i : ' 'r r ' ' irt

qualif ication, he uray use m rnagenrent estimates or Inay state the reason for noi qurrlrir iyi lrg tht

effect on the qualif icatiorr'

{ l l) Remuneration of branch :rutl itor is f ixed b.y stntutorJ auditors of companv'

F-ALSE + I 'he remuneratiorr shall be fixecl by the mernbers in GM. Alternatively the GM rnay arrlhorise the

Board to flx the retnuneration '

(12) The special auditor appointed under sectic n 233A must be in practice'

FALSE * special auditor shall be aopo ntecl by cG. The person appointed to conduct the spccial 'rudit shail

be-

(a)  ConrpanY's audi tor  t

(b)  Any other  C'A '  (wl ret ' r '  r  or  t to t 'he is  in  pract ice)

(13)  cost  audi tor  can be a cost  accountant  or  a char tercd accountant '

TRUtr O Cost auditors should be

(a) cost accountant or' 
^,,. ;f r-^ i.- nf tho oninir-rn thnr rri l lr: lcrlt rruiir i lcf 

(I

(b) CA possessing the prescribed qualif ications if CCi is of the opinion that sutl icrcttt r l

of cost accountants are trot available for conducting the cost audit atri.! I nt't i f i l t f ir 'rt r" (l

issued to this effect-

(14) Cosl auditor is appointecl by members of cornpany in AGM by passing ordinary resolution t

l lAi,SE * The cost auditors shall be appointed by the Boarcl. Moreover, the appointl lteni i ' :{-"- t: i t;rr ' t{ l i tar 
t

requires Previous aPProval of CG'

I
t
I
I

t
;

;

a
q

l..
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PRAC'TI T]A I, PROBLE N,I S

20{}2 - Nov

i.l irnr urtr. i I l i ir ir! i l tan Associates, L-lrarlered Accountants in practice have been appointed as Statr-rton' Auditor of

Kr ishrr r  ! ,1 t1 for the account ing vei l r  2()02.  Mr.  I {anuman holds 100 equi ty  shares of  Shiva Ltd,  a subsid iary company

;  l l i : i  . i . l i ,  r , f  T l re Cior lpanics Act .  1956,  a person is  not  qual i f ied f i r r  appoint rnet t t  as an audi tor .  
"vho 

is  hold ing

: t r i \  J i . ! . r r - r ty  ot ' the col l tpan\ ' .  Here.  secur i ty  n leal ls  an ins i rument .  wl r ic l r  carr ies vot ing r ights.

2.  l rur t l rer .  a  person is  r rot  e l ig ib le for  appoint rnent  an audi tor  of  any coi r . rpany.  i f  he is  d isqual i f iec l  f rorn act ing as

an auilrt,rr of any otltcr body corporate, r ' l 'hich is either

A hold ing company,  or

Subsidiary company, clr

A co-subsidiary conrPanY.

A flrr* ,,r,rl l  be disqualif iecl as an auditor i l-any of its partners is so disqualif ied.

ln the case, Mr. Hanurnarr, C-A, a partner of Rarn and [-lantrmatr asstlciates, holds 100 equity those of Shiva

l . t r l  . ,  i , ; f r ic l r  is  a subsid iary of  Kr ishna l , td .

'.[ ' ] ir:,, 
rhij f irm, Ram & Hanurnan associates would be disqualif ied for appointment as statutory auditor of

K n'; ir iui Ltd , which is lhe holding company of Shiva Ltd'

2fi03 ivlny

Irl ,., \ 'cr.ma anrJ Sharrna, Chartered Accountants were appointed as the first auditors of Good Luck Ltd- by virtue of

i l .  .  : , , ! i l ie  berr rg inc luded as audi tors in  the Ar t ic les of  Associat ion.

An: :urer :

I Ll/s224 (5) of Cornpanies Act, 1956. the first auditors of the aompany shall be appointed by the board of

cJirectors in a boarci meeting, within one montlr front the date of incorporation or registration.

'). l f they fail to do so, then the company rnay appoint the first auditor in a general meeting by passing an

ordinary rcsol t r t ior t .

An auditor calnot bc appoirrted as first auclitor simply becattse his name has been stated in the articles of

asstlcial ion.

In this case, M/s Verma and Sharma, charterecl accountauts, 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.

rit, i1*c, the appointment of M/s Verma & Sharma is not valid, as no resolution was passed to appoint thern

either in the Board meeting or in the general meeting'

l

A
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2003 - Nor'-
u i -  i i , c  - r , Ls " ;  i i , " . i  

" . t 1 , r , . i -  
, ! i  

" l l '  " t  t l  
"

r eso i t l t i ( 111 .
r \ r  t i i e  ACNt  c t i  a l  cc t r t r l )d r r ) '  i r '  tn i r i c i r  a  i i r r t i t t i ra i i s t : i i  i i l r i i ' '  i ' s i t '  - ' '  ' u

Charterecl Acc.urt i l ' ts. ,rcr l  app.inted as l lu( l i lor by plrssi 'g i t l l  ordi l l i tn

, \ t tsrve r :

l .  Uls  2Zi (A) .  a ool r l )ar . l '  rv l r .sc . r ) t  iess th i in  l l9 lo o i ' thc s. t rbsc l i l 'cd c i iP i t l t l  rs  hc l t l  t>r  sc l tnc speci t lc  i l ls t l l l l t l ( ) l l - \

or  a l rat io^. l iz ,ed bank or  an insuranec c()n l [ )a i1]  carrv ing out  ger iera l  i r ts t t r i ince t l t ts iness ' : ; l r r t l !  a i : t l t ' r i l l t  r r '

audi tor  in  an AGN'I  only  b1 ' '  passi t l l  a  specia l  t 'csol t r i ior i '  
^ . .L . . . - . . ; ,^ . . , r  ^ . , , i r^r  . r . l  cr r 'c i l

z. In the pre-.ent case, thc nationaliz-crl bank heli l 2-59lo of the strbsc-ribecl capital $lriclr is as per l l te l lres'

l inrit, the appoirtr.errt of thc' auditor rras bec-n n*rdc b\' tr l:rssing a* orclirtary rc:;oltrt ion i 'hic:lt i" itr ' ;.tr*r:t Ji

I t e r t cc ,  t r o t  r  a l i t l .

3. ln present casc-r. as per larv. a specilrl restl l lr l i t l tr is re<iuired fl lr-sriclt an epptlintrltcnt'

4 .  J- l rus i t  is  t reuted as i f  no a 'c l i t . r  6as been appoir i tcd at  A( i l r l  ar rc l  r tou ' the appoin l t r tc t t i  : t i l r i i  hr  i i l ' ra ! ( '  : r "

Ccntral gtlvcrttn tent'

Nov.2003 Ti re s l . ,areholc l i *g of  nat ional isec l  bank incre: rsed t l 'orn '139i ,  to  219/o of  t l re  subscr ibcd shar t :  ' -a t j i r ' t i  ' i  r i r i

compan)i lrfter issuc of notiJe of the annual general nre.jring. Explain lrorv rvil l  t lre appointrtlertt ' :f o111{iler:r he rrtacle

Ans.

I. A speciur resolution is reqniretlfor aplroi,ttntent of auditor if not less thun 25'% <tf lhc subs:t'tt'i:ri ti'ttrt't'

t:r4titol is held bY -

. C G

.sc
e A Ciovernmer.rt ComPanl'

n  Publ ic  F inancia l  Inst i tu t ion

r An.v financial or other instituti.n established by ani'State Act in which SG holds 11;{ iers tlra* i io. ' '"

ofthe subscribed share caPital

o A nationalised bank

t An insurance company carrying otr general insttrance business

2 . T h e m a t e r i a | d a t e t o d e t e n n i n e r v h e t h e r S e c . 2 2 4 A i s a t t r a c t e d ' i s t h e d a t e o f A G M .

3" In other.t+,rtrds,Sec. 224.\ must be compried with if the sharehording of institutions speci{ied uls 2?"4A is

l ess t l r an25Yoason theda teo fdespa tcho fno t i ceo fAGM;ba l

the share holding excecds to 25oh or more as on tlre date of AGM'

. 4 " ' r h u s ' i n p r e s e n t c a s e , a p p o i n t n r e n t o f a u d i t o r s l r a l l b e d o n e b y p a s s i r r g s p e c i a | r e s o l u t i o n .

Ques t i on  . .  .  ,  a r r . { \ . . , n , . r  l 3 l  N4a rch .2005 ,  i n  xYZ  L td .  N inu  i s  t he  e r r r i i t o r  t r l r

No Annual Ceneral Meeting (AGM) rvas hold for thc year endec

the previous 1,"^., ,oi.,"it.,", i . '" ir coirt i 'uing to hold office for ctrrrerrt year or not'

Ans.  
t  audi tor  in  the AGM as an ord inary business,

l. Companies are required to appoll l

2. Trre office orauditor i '  a comparry is a con^tinuing one. He shail holcr office fiorn thc conch.rsion 'ri. ' \ t 'rM rrr

which he is appointed ti l l  the conclusion of next AGM'

]. Where the AGM is not held, the auditors cotrtinue to hold office ti l l  such date tlre AGM is actuat[i '  hr': ld

4 . ' f he tenu reo fanaud i t o rappo in teduJs224 r ' ' i l | con t i nue t i l | t he fac tua l conc lus iono fnex tAGMandno ton
the last Ouy on *f i"h such AGM is due to be conducted'

5. In the present case, AGM w,as not l..e!d for year ended 3l March 2005 in xyzL,td- So, Ninur r,virr rro*jrirrre rt '

l r o l do f f i ce fo r thecu r ren tyea rsc long t i l i t heAGtv l i sac tua l l y l r e i d .
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ZUilii - ftl:t1'

.  1 . . . : ; ; , j  E ;ods ; . i i i l '  i i . ; .  l . i 0C ur r  u rc . i i r  i i u r r r  l  c . . )n l l )an . \  bc i r r !  i r t r . i r lec l  h - r  h rnr .  lhe  corn l lnn) '  a l lo rved
! :  ,  r i :d i t .  u 'h ic l r  i t  nor rna l l r .  a l lo rved to  a l l  knr - rwn c t rs tomers .

" i: i i" .

l .  I I , /s  1?5(3) .  a person r .vho is  i r rc lebted to t l te  cornpany l i r r  an anrounl  ercccr l i r rg ILs.  l00 i )  shal l  bc c l isc lual i f ied
,  ,  . , i  , ' , i r l l u e n t  a S  A l l  A U d i t ( ) 1 .

?,  l -h is  is  bccause f inancia l  obl igat iorr  u ' i l l  a f fcct  the indeperrdence of  the col lpar l \ 'ar rd i tor .

3 In t l r is  case.  audi tor  purchascs goods l iom conrpanv bei r rg audi ted br  l r i r r r  arr t l  hcrrcc beconrcs inc lcbtet i  to  i t .

/ i "  l l ic  goods are of  u 'or th I {s .  1.500 rvhich exceeds thc prescr ihed l imi t  o f  {1,s .  l00t) .

' :  r  r '  .  ) ' :  ;  ,  d isqual i f ied fbr  appointnrent  as an au( l i tor  o1 ' the conrplnr  i r rcspuet i rc  of  thct  t i ra t  crec l i t  per iod

, , ,1  ,  , r ; { i  r r  l r inr  is  same as en- io} ,ed by 'othercustonters of  t l re  conr l lanr .

, ) { } i l i , , \ r ; r '

i : i . r i  : r ;  ,  t i t i  i r i l r i . r r  o f  the Inst i tu te t . r1 'Char lered of  India.  does not  hold a Ccrr i f lcatc of  pract ice.  I f  l r is  appoir r tnrct t t  as

iin aildiir)t '  i 'rf a company valid?

A! t ! ' ,  i l r

, /, 1r,; i; i ;ctrion 226(l) a per:jorl shall be qualif ied for appointnlent as an attditor of a company, only if he is a
..-[ irrrir,,r 'r:rJ Accountant rvithin thc nreaning of t lte Chartered Accotttrtattts Act, 1949 and alstl holds the

r ' f i  i  f i  , ' r r lc  of  pract ice.

,i 1,1 !. lrq. 1r,ivr.:n case, Prakasha rvlro is a member of the Institute of Clrarlered Accottntants of lndia. clttes not hold

, .  r : r l r r " i r t c  o f  p r a c t i c e .

i" As i,rakasha does not hold a certif lcate of practice .he cannot be appoirrted as an auditor.

;:$(t,, May

l()I: i 'r {-l :r f irnr of Chaftered Accountants has three paftners, P. Q and ll. l '  is also in rvhole tirne employment

i  r i : r '  r . i : , ,  
- i  

t tc  l i r rn is  a l ready hold i r rg audi t  o f  40 cornpanies inc luding audi t  o{ 'one fore ign cotnpan} ' .  
'T 'he 

f i rm is

, f le:r..,1 r{r,r ; lrrdit of ZLtd. and its 20 branches. (5 marks)

t ,  l1 i !*" /ef :

\ ) l : , ,2?" .4( l9) , the cei l ing l i rn i t  is  20 company audi t  per  person.  Out  o l ' these:  not  more than l0 shal l  be in

1es{}e(:t 6f companies having paid up capital of Rs. 25 lakhs or more.

, trn case of Partnership finns, the ceil ing l imit shall be 20 company audits pcr panner whg is not in full - t ime

employrnent elsewhere.

.t. Audit of a branch of conrpanv and that of a foreign company is not incltrded iri cornputation of the ceil ing.

i in t eI( & Co., P is in whole tirne employnrent elsewhere; Itence lte rvil l  be e xcluded in cornputittg the ceil ing.

1;  Thus,  to ta l  numberof  conrpany audi ts thatcan be accepted by PQR & Co.  is  40 ( i .e .2 x  30)  prcst rmingal l

r,.)! i ir iraqics are public cornpanies, out of rvhich not more then 20 companies lravc paid-up share capital of Rs

'  r ; : , . ; i . : j  U l  mofg .

,, Rif,,ht now they are having 39 audits as foreign company is not to be considered.

,,. i 'hus, peR & Co. can accept audit of Z Ltd. and its 20 branches, which wil l be considered as one assignment

only, making total audits as 40 which is well rvithin the l imit specified Lt/s 224(lB) of the cotnpanies act.

t 9 5 6 "



1l!_
Quest ion

I t : J i t i t t ' ;  tu i t ! i . i . { l 1 i - ( / l ! i  t
i  l r i r r .  1 l

t )ue lo  i l l e  rcs lq l la i l t r r t  ( ) l  t i r c  e r rs t ing  auc l i t0 r (  s ) .  thc  l loar< l  o1  l ) i rcc : t t l r s  t r t 'X  l - td

the  appo i t r {n lc t l t  {11-  I  la r i  as  a t ld i to r  t ' ' a l id  ?

Arrsrvcr :

l .  fhc resis.nat i0n of the cxist ing atrcl i l t ' rs l tacls to cl t tsal  Vi tc i l l lcv '

apprrinte d l \1r. l {ari  1s i , l" '  ;rr ' r{ i  t t t- ' t  i>

2.  UIS 224(6) .  t l rc  comparry i r l  z i  gcncrn l  nrcet ing shal l  appoir r t  a t t  a t rc l i tor  to  f  l l l  up a cast la l  vacanc\  ar ls t t lu  1) i l l

o f  r c s i g t t l t l  i t ' i t .

3. I t r  t5is casc. t l rc.ppoirr tnicrr t  ol 'Nlr .  I lar i .  as an aucl i tor.  bv thc board of dircct i rrs- is r lot  propi ' r  as { ler thc >cc

224(6\.

4.  FIence .  up1-rtr intrrrcnt of  l ! { r .  I  lar i  us atrdi tor is rrot  r i r l i t l .

I l  a  rc t i r ing  ag<J i t9 r  c la i r r rs  tha t  l ie  has  becn Ic l t l . t J lo i t t ted  i ' . ' .1 ' . | i t r ; i t i ca l l v . . : i r : ! i i

had bccn giverr to appoirrt  Nlr.  P. corr lcl  r tot l le prr lccetled wii i r  i l i t t '  i ' ' '  \ :1r i"

death .

Answer :

l "  A spcci f ic  rcsol t t l ion is  rec lu i rec l  to  re-appoint  the at rd i tors '

2. Til l  a forr.. l resolution is passccl, a relir ing auditor cannot be re-appoitrtetl atttottlatically at the r\Glvl i 'r lr i i i t :r

in abse.ce ot'resolutiol to tlrc ell 'ect, a re-appointtnettt of retiring ariditt lr catr be Irtade'

3. But Sec. 2::,1(?-) provides that a retiring auditor canuot_be re-appointecl, if a noticc has been given ' i 'rtr

irrtended resoluti.n to appoint person (si in ttre place of the retiring auditor and by reasoll of dc;rlh' incaprt '"

or disqtralif ication of thai p".ron (s) the intended resoltrt it ' in cannot be proceeded with'

4. ln the 'resert case also, a *otice has been ser'ed l- r ar inte.ded resolutiotr to appoint Mr' P' but it c.rrld ltttt

bc proceedecl rvith due to P's cleath'

,,. N,,l.reovcr. lvlr. R. the retiring auditor claims for autonratic re-appointurent. rvhich is not possitrlc- l)ecli l . lsc

p a s s i r r g o f a r e s o l u t i o n , i s e s s e n t i a l f o r t | r c a p p o i n t r r r e n t o f a n a t r d i t o r .

6 Hetrce.  the c la i rn of  fv l r '  R '  is  not  va l ic l '

2006 -Nov-

Nlanaging Director of pQR Ltd. himserf rvants to appoint Slrri cianpati, a practici 'g Chartered Acsouritant, ari f*s{

lu4itoi oit l.,. corrrpuny. Co*,,,".1 orl the proposed actiott of the Managi'g Director'

Answer

L As per Sec. 224(5) of Cornpanies Act. 1956, the first atrd_itor of the company can be appointed b1'thc l loard of

Directors rvithin one mo't1 of the jni. urregistration olthe cornpany to holcl office ti l l  the conclusion (if the

first annual general nreeting of the colnpany'

2. lf the Roard fails to appoirrt t lre flrst auditor, the cornpany in the general meetitrg calt make tlre appottrtmetit '

l . In the given case rnanaging director of PQR Ltcl. hirnself wants to appoint Shri canpati i-s i irst at'tt l i t ' ' ir rrl

compal ly .

4 . [ ] u t a s p e r a b o v e p r o v i s i o n s , M a n a g i n g D i r e c t o r o { - P Q R l - t d . i S n o t q u a l i f i e d t o a p p o i n t S h r i G a n p a t i "

5 
.[ 

heretore, proposed action of Ma.aging Director for the appointment of Shri Ganpati as f- 'rnl :rur'{ i i t ' t  ir; i tut

va l i d .
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At an Att trual  Ceneral  N{cet ing. Mr'

i r l l i ' r t lcd resoltt t iott  of l i 'hiclr a t tot ice



,. ludit

i i , r r r  o i I i rar tcrec i  r \ccountants,  has t l t rce par t r )crs P.  ts  anci  S.  l 'he f i r rn is  a l readv l rur , in !_r  i rudi t  o f
r  inc ludes 2 brarrch audi ts  of  a conrpan\ ' . ' lhe l l rnr  is  ofJ-crc:d 3 corr rpanr  ludi ts ,  ou1 o1-r .h ich orrc
'  o thcr  is  a fore ign conrpal lv  and the t l r i rc l  one is  a puhl ic  corn lanv.  [ )ec ide arr<]  advisc r . ' ,  l rc t l rcr
i l l  exceed the cei l ing prescr ibed t t t tc lcr  Scr- t ion 22.1( l13)  b l  acccl t t ing the abovcr  audi t  as.s ignrucnts ' . )

5r : ' "  .  124(  l  l l )  prescr ibes the cei l i r rg l i rn i t  on t l re  nreniber  of  conrpany audi ts .  Cei l ing l i rn i t  is  20 corr rpanr ,  aur l i l
, ' i . i .  r : i , r ' r , i r . )11 Of  th is  20.  not  n lore than l0 shal l  be in  rcspect  o l -corr tpatr ies having paid up capi ta l  o f  Rs.  ?5 iacs
rl, i i '  l-t1{}fe.

ln  cor lput i r rg cc i l ing l i rn i ts  fu l l  audi ts  are r rot  inc luded:-

. i r rch Audi t

Autlit of corporations

-  n  r rd i t  o f  { b r c i g l r  co rnPsp iq5

- ,n.url it oiguarantee companies not ltavirtg sharc capital

-  / \ r 'd i t  o f  pr ivate cornpat t ies

-"  l ipcc ia lAudi t  U/s 233 A

:r l lrc given case, PBS & Associates, a firrn of Chartered Accountants having 3 partners is entit led to 60
,;,rn"/ audits.

At present, effective number of audit is 58 , as Branch audits are not included in the cornputation of ceil ing.

1 / ' i  " r . i ' 1 . / i , t ' , t he f l rm iso t - f e red3companyaud i t sou to f r vh i c l r 2aud i t sa reo f  f o re ignandp r i va teco rnpan .v tha t
, i r  r  i .L , ) i .  ur r ; luded in comput ing the cei l ing l i rn i t .

[3,., i tr.:ccpting the audit of public company, the effective number of audits with PBS & Associates ivi l l  be 59

rlomDany audits.
' r ' l iu t ,  

PBS & Associates

;1l r ;:;u1i[sd lI I s 224(lB).

1 {'t'\/

advised to accept the above audit assignnlcnts as it rvil l  not exceed tlre ceil ing

,,rjr:rl ( jovernment's permission is required, when the auditors are to be rentoved befbre expiry of theirtenn,

I . r,,;r{{t{. j is not needed when the auditors are changed after expiry of their tcml ?

' . ' l i i

i\ , pcr Sec, 224, an auditor may be removed fionr office before the expiry of his terrn by an ordinary

rlsoiutiri lr in the general meeting and previous approval of the Cerrtral Governnlent.

? . l 'hus, it is diff icult to removc an auditor before expiry of his term since adequate groultds rnust e xists to prove

that auditor is unsuitable for continuitrg as an auditor'

. ,,\pprglal of Central Government is required to ensure that any auditors rvho is inconvenient to the

inanagement cannot be retnoved so easily.

stringent provision provides that auditor cannot be rernoved at wil l by managelnent or

Such provisions ensure independence of auditors.

A. lso, Sec 225 laysdown procedure for the removal of auditor after expiry of the term. In this case approval of

c..t$ntral Government is not necessary. As auciitor appointed at one annual general rneeting wil l automatically

retire at another annual general meeting, it does nol require approval of Central Government.

l l l



tll_ __
20{15-  Ntav
- I ' l ie  

l l r r ; r i^q i  r i  [ - ) r rcctors of  a Cornpan] ,  l la \ ,c  f l lc r l  t r  cerurp la i r r r  $ ' i th  thc lnst i tu te L ' ] f  f l l ] t l r tc lc( l  Accountants i ; i ' in . i ie

l ' t i ' . i r i t l ' . ; l ' ' i ; . - , i . i [ l i i ' t l r - l , a t t t i i t t l r s f o r l l . e i r t r r i l i r r g t ( ) a t t c l 1
aud i l i r d  r i . q  i l 11 l t t . ;  i \  e  r i : r  c ( l t l s i t l e r cd .

Ansn'er  :

i .  l ' l re  ( l011tn l r r ies i \c t ,  1956 confcrs a r ig l r t  on t l te  audi tor  t t l  l t t te t td the gerrera l  n lcet i l ls .

2.  l t  rcqui res thal  a l l  tSe t rot ices and ot l lcr  cc)n.u lunicat iorrs  rc lat i r rg to anv general  t l )cct i l lg  ot  a cot t tpanv rv l r ich ih ' . '

rr ienrlrers.f t5e cornp.al1, is l iable to qct. lnust also he foruartled to the .i i icl i ior-

_- l  I :Lr r t l ter .  i t  l ras bcen stated that  thc arr . l i1 t , . t ' lnust  be ent i t lec l  i t l  a t lc t rc l  i tnv gel lera l  l r icct i l lg  and to be l tearc l : r t  an ' r '

gcneral  nrcet i r rg.  rv i r ic l r  l re  at tends on an\ /  par t  of  t l re  t rus i t l tss,  u 'h ich coi icern h in l  as: r r l  audi tor-

4 ih i j i I l i r r ,c .  the sect icrn r loes not  cast  a c lut \  ( )n t r r r  lud i tc t r  to  i t t tc t rc l  thc-  ant tuai  ger tera l  ntect ing

5.  
' l l rs  

la .nv . r r l t ,corr i -er  r ig l r t  or r  the at rc l i tor  t r . r  l rave not ices unr l  l i l . t ,  l r t l r ' r r t l  t i tc  lneet in i .  i { - i re  so tJesi rc- -s .

( r  here.  l l rc  cor lp l l r in t  r r rade by board of -d i rcctor  c loes not  l i l rve at tY val id  ground'

:t i l . i : '  - Nlu1

The Certral (jovcrrrnrent has appointecl N,lr. Sushil. a retirccl Financc [)irector of a rcptrtecl ( '(]rrrp'l[ i i , ' i  :](] l]-

practising mernber of lcAl, as a special atrclitor of MM l-tt l.. on the ground that the comp,rny wi-lf; i t ir l  t ' l trri ig

s*rnag-ed tin sou'ci business principles. Nlr. A-iay'. N'lD of N{r"Ll l-td.. feels that the appointrlrent of Mr" Susiri l  rs nct

valrd, as l it does not hold a certif icate of practice '

A n s w e r :

I As pt:r Section 23jA of the Cornpauies Act, 1956 the circunrstances tnentioned in thc Seclion [4lve pofvt:r l.c

tlre Centrlrl Government that it may, funvard clirection to thc effect that a special audit of the c' 'rtnpetttes

accorrnt {br the given period shall be perlbrrned'

2. One of the circumstances stated by 1he section is that in case a company is not be ing nranagecl as per st'r;nti

busi r ress pr inc ip les or  prudent  cot t r rnerc ia l  pract ices '

. l i-Li rnay appoint a CA wlrether or not in practice or t lre cornpa'1"s aiiditor itself to conduct such:;pecial audit '

4. 
.I.hus 

thc appointnrent of Mr. Suslri l , a non-practising nrenrber of l i isti 'rute of'charlercd Accounl-attt of india is

aspe r l a r vanc l t he re fo reMr .A jay , | v lDo1 . l v lM l - t d . i sno tco r rec t .

Question

\,{1.7\ rvas appointe<l as auditor of AAS t,td. by Board to fi l l  thc casual vacancy that arose due to cleath of'{ 'he auditor

originaly appointed irr AGM. Subseqtrently, Mr. A also resignecl orr health grounds durirlg the tenurc.1'appointment'

' Ihe 
Board fi l led tl i is vacancy by appointing you through dtrl l '  passed FJoard resolutiort '

Ansrver.

l .  Uls  22a$)-  the BOD can appoir r t  an audi tor  in

resignation.

case c l -  casual  vacancy ar is ing out  of 'a  reasot l  o ther  than

2. I low'ever, appointrnent of an atrditor for casual

shareholders in the general rneeting of the conlpany

vacanc)' by reason of resignation shall bc dorte by the

of the existing auditor and the appointrnent of Mr' A

, 1 tt,! ; t in'J tt nJ .r1 s : i ti tit i r' t

t. tn the present case' the first casual vacancy due to death

by the bOD ttut absolutely valid u/s 224(6) as above'

4. The second vacancy raised due to the rcsignation of Mr' A rvhich was

lrence not valid u/s 274(6) as it was required to be fi l led by shareholders'

5"  Thus,  aPPoin ' rment  is  not  va l id '

- clyp.l
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