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SHRI BHUPESH GUPTA (West Ben-
gal) : Madam, I have a submission to make.
As far as the Salaries and Allowances of
Members of Parliament (Amendment)
Bill, 1969, is concerned, cartainly it can be
put off. It is a highly controversial Bill.
Some of us are opposed to some of the pro-
visions of that Bill. I do not see why it
should be hurried through. The question
of increase in M.P.s’ allowances can be
put off for the time being. Anyhow, you
can consult others. We are not in a hurry
about it. This is my first point.

SHRI SUNDAR SINGH BHANDARI
(Rajashtan) : Yes, it can be put off.

SHRI BHUPESH GUPTA My
second point s that again and again
the Minister said yesterday that the con-
dition of the primary teachers and the
problems arising out of the situation in
primary educdtion should be discussed.
In fact, he invited discussion. We had
the impression that he wanted a resolution
to be moved almost immediately. But then
he retraced his step apd said that the House
should discuss it. I think we should find
some time during this session 'to have
a discussion on the problems of primary
education with special reference to the
conditions of primary teachers. I think
the Government should take up the
matter.

SHRI A. D. MANI (Madhya Pradesh) :
Madam, about the salaries and Allowances
of Members of Parliament (Amendment)
Bill, I was a Member of the Joint Select
Committee . .

THE DEPUTY CHAIRMAN : What
do you want to say here? You were
a Member of the Joint Committee.

SHRI A. D. MANT : I want to make a
suggestion to the Government that this
Bill be put off and the matter be referred,
as it has been done in the UK., to some
other body like the Prices and Incomes
Board. The matter came up in the House
of Commons on the 25th July...

THE DEPUTY CHAIRMAN : Did
you notsuggestitinthe Joint Committee?
You were in the Joint Select Committee,
Have you made your suggestions there?
There is no need to make additional sug-
gestions here. You have already done it
there.

[RAJYA SABHA)

Bill, 1966 2052

REFERENCE TO LICENSING
ENQUIRY COMMITTEE REPORT

SHRI CHANDRA SHEKHAR (Ut-
tar Pradesh) : Madam Deputy Chairman,
the Licensing Enquiry Committee Re-
port was placed on the Table of the House
last week and we have made a request
for a discussion on it. Another report has
been submitted by that Committee about
allegations against Birlas and that is going
to be laid on the Table of the House shortly,
as has becn indicated by the Minister of
Industrial Development  yesterday to
me in a letter. So, Madam, because the
Committee report makes so many revela-
tions about the malpractices of certain
big business houses, especially 50 houses,
and they are still indulging in that, the
House should get time to discuss these
reports and the Government should be
asked to formulate some policy immediately
before some harm i3 done to the country by
the manipulations and misdeeds of these
monopolists in the country.

THE DEPUTY CHAIRMAN : Now
we come to Mr. Arjun Arora’s Bill.

THE COMPANIES (AMENDMENT)
BILL, 1966-—contd. Lo

(To amend Section 224) e

THE DEPUTY CHAIRMAN : Mr,
Chandra Shekhar, you had not finished
your speech the other day. We must finish
this in one hou:.

"

SHRI CHANDRA SHEKHAR (Uttar
Pradesh) : Madam Deputy Chairman,
I have almost finished. On the Bill moved
by my friend, Mr. Arjun Arora, we were
discussing that an auditor should not be
allowed to continue to function for the
same firm for more than two years, and in
my last speech I was referring to certain
specific cases about the Ruby Insurance
Co. and the New Asiatic Insurance. These
are the two companies for which the
Government appointed certain auditors.
The auditors’ report came to certain con-
clusions. I shall not go into these conclu~-
sions. But the Government also came to the
conclusion that the auditors inspectmg
records of these  insurance companies
were not above board and that they were at
fault. Not only that. the Government
made a proclamation announcing in the
Houses that the auditors have been dis-
missed. But gsurprisingly enough, some
auditors even today are functioning for
more than eight or ten companies of
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Birlas. This is a peculiar situation. One
auditor is held responsible for conniving
or for collaborating with the malpractices
of certain big business houses. The charge
is upheld by the Government. It is an-
nounced in both the Houses of Parlia-
ment and after that the same auditor is
allowed to function for the same business
house even after these findings. It is a
peculiar situation. I do not know what is
the remedy in the existing law if the pro-
posal of Mr. Arjun Arora is not accepted.

Madam, Deputy Chairman, you know
that as far as the private sector is concern-
ed there is hardly any control of the Govern-
ment  on the income and expenditure of
these corporate bodies. The auditors are
there as watch-dogs over the incomes
and finances of the sharcholders. It is sur-
prising that the same auditors are being
employed by big monopolists in almost
all their companies and in this way
they are putting a vested interest in it.
The result is that instead of being a
watch-dog upon the functioning of these
companies, upon the finances of these cor-
porate  bodies, these auditors become
the collaborators in all the misdeeds and
manipulations and manoeuverings of the
monopolists. Madam Deputy Chairman,
under these circumstances whatever law
this Parliament may pass, whatever res-
trictions we may impose through our enact-
ments, if there is no machinery to look
into the income and expenditure of these
corporate bodies, I am sorry to say that
there will be hardly any success on this
score. So under these circumstances
I very strongly plead with the Govern-
ment that the Government should accept
the proposal made by my frined, Mr.
Arjun Arora, that there should be some
restriction, some curb on the auditors and
their employment or connedtions with
big business and monopolists.

SHRI A. D. MANI (Madhya Pradesh):
May I ask him one question ? Has the
hon. Member examined the point whethet
this will not be in conflict with the funda-~
mental rights given under the Con-
stitution that any man can carry on his
work or profession as he likes? Is this
a reasonable restriction on that right?

SHRI CHANDRA SHEKHAR : I
thirk my hon. friend, Mr. Mani agrees
with me that every one has a right to
pursue his vocation as he likes, but not in
a fraudulent way. If he conspires with
certain big busipess houses, if he conspires
to loot the public exchequer with certain
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big business houses which are plunder-
ing the public exchequer, there cannot
be any justification for that. Mr. Mani
has got every right to pursue his voca-
tion and publish his paper Hitavada. But
I think he has also got certain restrictions
under which he functions. He has got
the liberty to work as he likes as a journa-~
list, but surely he has not got the licence to
publish whatever he likes. He desists from
publishing many things—at times they may
be entertaining thipgs—in the interest of
the society, in the interest of the community.
I plead that this restriction is necessary
in the interest of the community, and the
mterest of certain individuals, which
is not a correct interest, should be cur-
tailed in order to subserve the greater
interest of the community as a whole
and the nation as a whole.

With these words, I support the Bill moved
by Mr. Arjun Arora. Thank you.
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SHRI A. G. KULKARNI (Mahara-
shtra) Madam Deputy Chairman, I
support the Bill moved by Mr. Arora.
It is found that in this country the indus-
trialists are taking improper advantage of
the provision of auditors. What I have
found out is that the auditors’ organisa-
tion is not only an organisation for pre-
paring the balance-sheets, but also an
organisation to aid the industrialists on how
to conceal income. The industrialists have
found out that as the auditors know all
the details about sales, purchases and many
other transactions of the corporate sector,
they can very easily aid them in concealing
income also. Here I am one with Mr. Raj-
narain—for the first time—that ultimate-,
ly this is a problem of a national character
irrespective of whether he is appointed
for two years or three vyears, because
the ingenuity of the industrialists always
beats the Government. The Government
may bring forward any amount of legis-
lation the Parliament may enact any
amount of legislation, but the ingenuity of
the industrialists and the traders always
turns out to be superior. So it is not a
question of merely the labour being associat-
labour is always there. It may
come in the Boards also under the present
progressive measures of the country’s
economic programme. So, what is needed
is that the Income-tax Act and the Char-
tered Accountants Act should be so cor-
related that the chartered accouantants
cannot fraudulently help the industrialists,
either to conceal income or to prepare
false balance-sheets. For this purpose,
I want to make this suggestion—I do not
know whether Mr. Arora will accept it—
that the appointment of the auditors may
be made subject to the approval of the
minority vote also. Then there is a greater
chance that the auditor to be appointed
will not be just to the liking of the in-
dustrialists, whether for the first two years
or after two years. I only wanted to make
this suggestion. Thank you.

SHRI M. ANANDAM (Andhra Pra.
desh) : Madam, I think I am perhaps



2057 Companies (Amdt.)

the only chartered accountant in this House
and I may be given a few minutes’ time
to speak on this Bill.

THE DEPUTY CHAIRMAN : Yes

SHRI M. ANANDAM : Madam, let
me at the outset say that I oppose this
Bill. The object of this Bill, according to
Mr. Arjun Arora who introduced this Bill,
is that he wants to eliminate the possi-
bilities of favouritism creeping in which may
lead to improper audit. That is what he
said. But when I heard other hon. Members
in this House speak on this Bill, I noticed
that they forgot one very salient point
which Mr. Arjun Arora wanted to make
out. Is continuity of the same auditors
responsible for all this improper auditing,
or is it the inefficiency of audit which has
been responsible for it?  When Mr.
Chandra Shekhar spoke on this Bill
or when Mr. Mohan Dharia spoke on
this Bill, they only laid stress on the point
that there is collusion between the mana-
gement and the auditor and that is
responsible for this type of improper
audit. My feeling is if that is the matter,
the Bill that is now introduced by Mr.
Arora is not the remedy for it I might say
that the profession of audit in India is
governed by the Chartered Accountants
Act of 1949. It is a fairly comprehensive
enactment governing not only the con-
duct of an auditor but also the quali-
fications that an auditor should possess.
It has got a disciplinary committee which
goes into the entire aspect of the professional
conduct of an auditor and we have seen
in a number of cases that have arisen
during the last twenty years where the
disciplinary committee has gone into this
question very carefully and awarded
punishments. These punishments have
invariably been accepted by the High
Courts or in certain cases reduced, but I
do not know even a single instance where
the award given by the Institute of Dis-
ciplinary Proceedings has been enhanced.
But if you analyse the cases that have gone
to the Institute for conducting an enquiry
into the disciplinary matters, you will find
that there is not even a single case which
has come out on the basis of collusion be-
tween the management and the chartered
accountants. The disciplinary proceed-
ings that have taken place or either
for professional misconduct or for negli-
gence or dereliction of duty, but there is
not even a single case where it has been
proved that there has been any collusion
between the management and the char-
tered accountants. That is exactly why
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I say that all these twenty years it has
been proved at least by conduct that an

auditor has been very independent and
has been able to maintain his integrity. . .

SHRI A. G. KULKARNI :
require the help of auditors.

You

SHRI M. ANANDAM : That is the
first thing that I wanted to make out
in this debate.

Secondly, what is the type of work that
an auditor does nowadays? Is it just audit-
ing accounts or is it something more than
this? We know, Madam, that it is no
longer a question of simple verification
of accounts and certifying the accounts.
What an auditor does is that during the
course of business he advises the manage-
ment on various matters, on matters relat-
ing to finance, administration, etc. He is
no longer a simple auditor who just cer-
tifies accounts. If you take up that parti-
cular aspect, an auditor has got a lot of
information and he gets information as
an auditor over a number of years either
because he is in touch with the manage-
ment or because he is in touch with the
personnel or with  the administration;
and all this information is available with
him to properly advise the management in
the conduct of business. That 1is one
important aspect which we should note
when we think of the continuity of an
auditor.

I would like to say another point which
comes here. When a company discusses
freely and frankly various matters
with its auditor, it confides in the auditor
so far as its business is concerned. And if
this Bill seeks to change the auditor for
every two or three years, then it is only an
artificial relation that is created between
the auditor and the management and
it is higly impossible for the management
to confide in the auditor and get his ad-
vice in all its matters. It is only because
of the confidence reposed in him by
the company that he is able to advise
its management in all matters that are
referred to him. Madam, this question
of rotating the auditor is not quite new.
This has been tried in Bombay in 1953
for cooperative societies. The Bombay
Government said that so far as the audit
of the cooperative societies was concerned,
the auditors must be changed at least
once in every three years. But it was
found by experience that this change of
auditors was detrimental to the interests
of the cooperative societies themselves
and it did not help.
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SHRI A. G. KULKARNI : I want
to bring to your notice that the Coopera-
tive Societies Act says that the Govern-
ment could also appoint its auditors along
with the chartered accountants. So, it does
not make any difference. -

SHRI M. ANANDAM
coming to that

: T am also
particular aspect of it.

(Interruptions by Shri A. D. Mani)

THE DEPUTY CHAIRMAN
not interrupt him, Mr. Mani.
explaining.

Do
He is

SHRI M. ANANDAM : I would like
to bring to the notice of Mr. Kulkarni
various provisions of the Companies Act.
There is not only Section 224 which Mr.
Arjun  Arora now seeks to amend, but
there are other Sections, 2324, 233, 245
to 259, which deal with audit. Sections
245 to 259 say that if the Government
feels that a special audit is necessary
for a company, it can carry on its audit
ignoring  the auditors that have been
appointed in a general body meeting
and the report of such a special audit
is given to the Government and not to the
shareholders and it is on the basis of that
report that the Government takes action
against the company for any irregulari-
ties. Similarly, there is also a provision
in the Act for having a special investiga-
tion audit. In the case of a special investi-
gation audit also, the Government can
refer a particular aspect of any account
of the company to the investigation
committee and an inspector is appointed
to go into the affairs of the company
and make a report to the Government.
Why I am saying all this is because Mr.
Kulkarni feelg that it is only the auditor
‘who does all the work, who goes into the
accounts. I want to point out that there
arc other provisions in the Companies
Act which enable a special auditor or an
investigator to go into the company’s
accounts and report to the Govern-
ment . .

SHRI A. G. KULKARNI : Rarely,

SHRI M. ANANDAM : If it is done
rarely, that only shows the indepen-
dence and the integrity of the auditor.
It does not show that the auditor has
not been good in his work.

Here I would like to draw a small
distinction between the two types of
companies that we have in India. One is the
Government company and the other is
the private company. So for as the
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Government company is concerned, the
appointment of an auditor is made by
the Comptorller and Auditor General of
India, and he audits the accounts. The
Section also says that the Comptroller
and Auditor-General can ask the auditor
to go into certain specific matters relating
to the company so that he may report on
those things. But in the case of a private
company this type of provision is not there
because it is the democratic right of the
shareholders to have their own auditor.
It is the shareholder’s fundamental right,
as Mr. Mani has rightly put it, to have
their own auditor and this auditor has
to report to the shareholders. I do not know
why we are trying to put a shutter on the
appointment of an auditor and rotate
him. I think a time will come when we,
Members of the Rajya Sabha, would say
that we should not be Members for more
than two or three years or that there should
be a provision that Members of Parliament
should not continue for more than two or
three years . . . (Interruptions)

SHRI A. G. KULKARNI
elected
We are not
whims of industrialists.
representatives.

: We are
representatives of the people.
the representatives of the
We are people’s

SHRI M. ANANDAM : It applies
to every kind of a democratic institution.

(Interruptions by Shri A.G. Kulkarni and
Shri A. D. Mani)

THE DEPUTY CHAIRMAN
Please do not interrupt him. Let him finish
his speech.

SHRI M. ANANDAM : The auditor
is a representative of the shareholders.
He is appointed by the shareholders and
if there is continuity, there is continuity
because the shareholders feel that the
auditor has been independent, has been
doing his job quite efficiently.

Madam, I would conclude with only one
thing more. This matter had been gone
into by the Government itself in 1958
and also by the Council of Chartered
Accountants in 1959 and on both the oc-
casions the recommendation was that there
should not be any restriction with regard
to the appointment of auditors. So far as
continuity  is concerned, may I also
say that this matter has come up for dis-
cussion on various occasions in various
other countries—in the United States
of America also—and a body of certi-
fied public accountants in one of their
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reports said that continuity is necessary
so far as the auditor’s advice to his clients
is concerned. They said that it is desirable
in the interests of the company itself
to have continuity so far as the auditor
is  concerned.

I therefore say that this Bill is ill-timed,
unwarranted, unjust and unfair so far as
the profession of Chartered Accountants
is concerned and I must say that Mr.
Arora has not brought out even a single
case where there has been a collusion
between the auditor and the management
to warrant such a Bill.

SHRI ARJUN ARORA (Uttar
Pradesh) : Go through the Vivian Bose
Commission report.

SHRI M. ANANDAM : I say with re-
gard to the continuity.

: It has re-
of the pro-

SHRI ARJUN \ARORA
vealed the corrupt practices
ession to which you belong.

SHRI M. ANANDAM : That is true,
I quite admit it. It issaid in general terms
but he has not brought out a single point
to substantiate his own point. So I oppose
t his Bill and I would request the Govern-
ment to take up this matter and appoint
a Committee to go into the matters relating
to the profession and see that a more
regulated Bill comes up before the
House.

SHRI M. N. KAUL (Nominated) :
I do not want to make any sweeping
allegations against the profession of auditors.
There are well-known firms with an excel-
lent record and there are other firms whose
actions have been questioned. The truth
of the matter is that it i3 too late in the day
to contend that the right of the share-
holders will be interfered with if, for in-
stance, the Auditor General is authorised
hy appropriate amendments in the Com-
panies Act to appoint auditors of private
companies. I do not think any such
provision will conflict with the Fundamen-
tal Rights. In the name of the share-
holders it is said that it will be a restric-
tion on the right of the sharcholders.

We know that a majority of the poor
shareholders know nothing about it.
It is those who control from 25 to 33

per cent. of the shares who actually dic-
tate what is going to happen in the com-
pany. Itis also important that the whole
question of the role of the auditors is
examined by the Government carefully.
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What happens today is that the whole
thing proceeds on the basis of the accoun ts
but much of the mischief takes place before
the income is entered in the accounts
when a part of the income has already
disappeared and part of the expenditure
is not actually incurred but vouchers
are on record of the company to show
that the expenditure has been incurred.
It is that kind of malpractices which
occur in some of the companies that have
to be checked and controlled. Today
the auditors, it is within our knowledge,
are continuously being consulted by the
management as to how to put through
certajn matters. The auditors appointed by
the management advise them throughout
the year as to how to cover up various
matters and how to plug the loopholes,
so that they are not caught ultimately.
So far as the auditor is concerned, it is a
mechanical audit of not much consequence.
So long as the receipts and vouchers
are there, he says it is O.K. The concept
of higher audit has not yet been introduced
so far as the management of private com-
panies is concerned. What is called the
‘legitimacy of the transactions’, should
be subject to careful audit. Further the
concept of concurrent audit should be
introduced. The audit should be taking
place as the business of the company pro-
ceeds and not at the end when many
things can be made up in certain ways.
That has to be checked effectively. The
Government have many powers to-day
but those are reserve powers and they are
rarely  exercised. The mischief that is
happening in some of the companies
should be located concurrently and con-
trolled and that cannot happen unless
there is a man on the spot in the person
of an auditor who is appointed by an
independent authority, to whom he is
responsible, who makes a report not only
at the end of the year but he should have
the power to make surprise visits and
where necessary to make concurrent audit
so that while the company is functioning,
it may be necessary in case he gets
any adverse report, to report to the Gov-
ernment as to what is happening. What
happens now is a post mortem examina-
tion. What is vital is, this examination
should be concurrent and that cannot
happen unless a careful watch can be
kept over the companies by auditors who
are appointed by an impartial authority
and who owe responsibility to him and
their powers are enhanced so that they
can make surprise visits and go through
the accounts whenever they get adverse
reports on any matter from private in-
dividuals.
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SHRI A. D. MANI: I would like to be
very brief in my observations. I am not
in favour of rotating the auditors because
the way in which a concern should be
carried onisthe main concern of theshare-
holders who own that concern. If the
shareholders are sleeping, if they are
not alert, they have to pay for it. My
friend Shri Kaul referred to concurrent
audit.

SHRI B. K. P. SINHA (Bihar) : Is he
referring to auditors or editors?

SHRI A. D. MANI : Auditors. My
friend referred to concurrent audit.
I was a director of the Audit Bureau

of Circulation which has maintained a
list of the most reputed auditors in the
country and the Audit Bureau standards
are so rigorous that a paper will be ham-
mered if it discloses some dispcrepancy
in regard to the figures of circulation. He
talked very lightly of concurrent audit.
Does he know how much 1t will cost a paper
or any other concern? For auditing a
balance sheet the auditors have to be
paid a fee fixed on the basis of the per-
centage of the tatal turnover. It will only
saddle these concernes with heavy audit
fees.

SHRI A. G. KULKARNI : If an aud!
tor or managing agent of a big newspape?
group sells away certain imported news-
print, how is the auditor going to find it
out?

SHRI A. D. MANI : If an M.P. dis-
poses of a car which he has secured
under certain privileges, what action can
you take? My point is neither Mr. Kul-
karni nor Mr. Kaul is going to make a
perfect world just because the Auditor
General is going to appoint an auditor.
There is going to be malparactice even
in the Government.

SHRI A. G. KULKARNI : What
happened to the Times of India case?

SHRI A. D. MANI : The prosecution
is going on there. Madam, if under
your chairmanship there is no freedom
of speech in this House, I am prepared to
resume my seat.

THE DEPUTY CHAIRMAN : He is
supplying you information.

SHRI A. D. MANI : The concurrent
audit will throw a very heavy weight
on the concerns. The Institute of Char-
tered Accountants bas come into being
and it has its headquarters in the Indra-
prastha  Estate. Unfortunately  very
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few people have the courage to go and lodge
a complaint before them. We want people
to muster all courage and file complaints
in the Institute to see that the CAs are
punished if they indulged in malpractices
or discrepancies in regard to accourting.

Shri Kaul referred to higher audit.
Even in the Government, once a receipt
is produced, is it possible for even the
Auditor-General to go there personally
and ask the man concerned : “When did
you take the money? Who were your
witnesses? Where have you deposited
the money?” Higher audit in the case
of commercial concerns is very difficult and
would make the smooth commercial
operation very  difficult. I am totally
opposed to Mr. Arora’s Bill because I
feel that it constitutes a serious infringe-
ment and violation of the Fundamental
Rights. Already our rights are being res-
tricted in the name of socialism, state
capitalism and so on. The way we run out
concerrs is our business and if anybody
feels aggrieved, let him file a complaint
before the Institute of Chartered Account-
ants and get the auditor punished.

THE DEPUTY CHAIRMAN : Next
the Minister will intervene. The House
stands adjourned till 2 p.m.

The House then adjourned
for lunch at one of the clock.

The House reassembled after lunch at
two of the clock, THE VICE-CHAIRMAN
{Surt M. P. Buarcava) in the Chair.

STATEMENT BY MINISTER RE
BANARAS HINDU  UNIVERSITY
INQUIRY COMMITTEE REPORT

THE MINISTER OF EDUCATION
AND YOUTH SERVICES (PROF.
V. K. R. V. RAQ) : Sir, as the House
is aware, the President, in his capacity
as the Visitor of the Banaras Hindu
University, appointed in December 1968
a Committee of Inquiry under the Chair-
manship of Dr. P. B. Gajendragadkar to
enquire into the state of unrest and agita-
tion in the University and to make re-
commendations for remedying the situa-
tion. The  Committee submitted its
Report to the Visitor on the 12th July,
1969 and has suggested remedies of a
far-reaching character.

The Committee has divided its re-
commendations  into two  categories.
The first is directed to help to intro-
duce on the University campus an



