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Framework for the Corporate Affairs Standards

The following is the text of the ‘Framework for the Corporate Affairs Standards’ issued by
the Council of the Institute of Chartered Accountants of India.

Introduction

1. The intention of the Council is to harmonize the diverse principles, practices and
procedures to be followed by the members and corporate.

2. The Corporate Laws Committee of the Institute of Chartered Accountants of India
while appreciating the need of the profession and the global corporate sectors
formulates Corporate Affairs Standards (CAS) in various areas of corporate laws,
affairs and practices. These Corporate Affairs Standards are issued under the
authority of the Council of the Institute and purpose of this document is to describe
the framework within which the Corporate Affairs Standards are issued in relation to
the services that may be performed by the members. The standards will provide a
benchmark to the professionals to ensure uniformity in approach and quality of
deliverables.

Purposes and Status

3. The Corporate Affairs Standards propose to set out concepts, principles, practices
and procedures which are generally accepted internationally and which the Council of
the Institute considers desirable in the light of prevailing legal framework,
procedures and practices in India. Corporates follow diverse principles, practices and
procedures and therefore, there is a need to integrate, harmonize and standardize
such principles, practices and procedures so as to promote uniformity and
consistency.

4. The purpose of formulating Corporate Affairs Standards is not to interpret the Law
but to sets out the concepts, principles, practices and procedures that underlie the
corporate law compliances, corporate governance and management of corporates.

5. The purpose of the Framework is to :

a. Develop the Corporate Affairs Standards to assist the preparers and users in
applying Corporate Affairs Standards and in dealing with various issues related
to Corporate Affairs,

b. Assist the Corporate Laws Committee in development of future Corporate
Affairs Standards and in its review of existing Corporate Affairs Standards,

c. Assist the Corporate Laws Committee in promoting harmonization of laws,
regulations, principles, practices and procedures relating to compliances,
corporate governance and management of corporate.

d. Enable corporate sector to conform to accounting procedure and disclosures
standards while applying corporate affairs concepts, principles, practices and
procedures.

e. Assist the members in forming an opinion as to whether the subject of concern
complies and conforms with Corporate Affairs Standards.

f. Assist the preparers and users in interpreting various Laws, Rules, Regulations,
principles, practices and procedures relating to the issues on which Corporate
Affairs Standards are issued.
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g. Assist those who are interested in the work of Corporate Laws Committee with
information about its approach to the formulation of Corporate Affairs
Standards.

h. Assist in building and protecting reputation of the corporate entity through
compliances, corporate governance and management of corporate in a
standardized manner.

i. Enable to have a positive impact on the economic and corporate environment,
society and will contribute to good governance and management.

6. This framework is not a Corporate Affairs Standard and hence does not define any
standard for any particular issue. Nothing in this framework overrides any specific
Corporate Affairs Standard.

7. The Corporate Laws Committee recognizes that there may be conflict between
framework & Corporate Affairs Standards and in such case the requirement of the
Corporate Affairs Standards prevails over those of the framework.  As, however, the
Corporate Laws Committee will be guided by the framework in the development of
future standards and in its review of existing standards, the number of cases of
conflict between the framework and Corporate Affairs Standards will diminish
through time.

Scope of Corporate Affairs Standards:

8. The framework deals with:

a) the objective of Corporate Affairs Standards;
b) the qualitative characteristics that determines the effectiveness of corporate

law compliances, corporate governance and management of corporate;
c) definition, concepts, principles, procedures and practices from which Corporate

Affairs Standards are constructed;
d) procedures for issuing Corporate Affairs Standards; and
e) the status and applicability of the Corporate Affairs Standards.

9. The framework is concerned with development of benchmark, concepts, principles,
practices and procedures which are to be used in relation to various corporate
affairs, corporate governance and management of corporate.

10. The standard will guide the members and corporate to ensure a fair corporate
regime internationally and enable taking decisions and appropriate actions that are
ethical and are in compliance with applicable legal requirements. These Corporate
Affairs Standards have been formulated appreciating the applicable law, judicial
pronouncement and the best global practices.

11. Corporate Affairs Standards are not intended to cover every issue or situation and
will develop concepts, principles, practices and procedures.

Procedure for issuing Corporate Affairs Standards:

12. The following procedure would be followed for formulating and issuing the Corporate
Affairs Standards:
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12.1 The Committee shall determine the area in which the Corporate Affairs Standards
need to be formulated and the priority in regard to the selection thereof.

12.2 In preparation of the Corporate Affairs Standards, Corporate Laws Committee will be
assisted by the Study Groups constituted to consider specific subject.  In formulation
of the Study Groups, provisions will be made for wide participation by members of
the Institute and others.

12.3.1 The draft of the Corporate Affairs Standards will generally include:

a) Objective of issuing the standard;
b) Scope of the Corporate Affairs Standard;
c) Concepts, principles, practices and procedures relating to the subject of the

standard;
d) Definition and explanation of the terms used in the standard;
e) Requirements under various applicable Laws, Rules, Regulations, Guidelines

and Accounting Standards including those related to disclosures and
compliances;

f) Standard concepts/practices/procedures
g) Best global practices in conformity with the law of the land;
h) The date from which the Corporate Affairs Standards will become effective.

12.3.2 The standard may include the following as appendix:

a) Applicable laws;
b) Applicable rules/regulations/bye laws/procedures/guidelines;
c) Principles emerged from judicial pronouncements, where applicable;
d) Check List to be followed;
e) Specimen documents, model reports, schemes, petitions, applications,

resolutions, formats and illustrations required to be used; and

12.4 The Corporate Laws Committee will consider the preliminary draft prepared by the
Study Group and if any revision of the draft is required on the basis of deliberations,
Corporate Laws Committee will make the same or refer the same to the Study
Groups.

12.5 The Corporate Laws Committee will circulate the draft of the Corporate Affairs
Standards to the Council members of ICAI and the following specified bodies for their
comments: -

a) Ministry of Corporate Affairs
b) Ministry of Finance, Deptt. of Economic Affairs
c) Ministry of Commerce & Industry
d) Ministry of Law & Justice
e) Comptroller and Auditor General of India
f) Central Board of Direct Taxes
g) Reserve Bank of India
h) Secretary Financial Services-Banking Division, Insurance Division
i) Forward Market Commission
j) Securities & Exchange Board of India
k) The Institute of Cost & Works Accountants of India
l) The Institute of Company Secretaries of India
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m) ASSOCHEM, CII, FICCI
n) Competition Commission of India
o) Standing Conference Of Public Enterprises (SCOPE)
p) Indian Bankers’ Association
q) Insurance Regulatory & Development Authority
r) Telecom Regulatory Authority of India
s) Central Electricity Regulatory Commission
t) Central Board of Excise and Custom
u) Indian Institute of Management(s)
v) Any other body or person considered relevant by the Corporate Laws

Committee keeping in view the nature of Corporate Affairs Standards.

12.6 On the basis of comments received, the Corporate Laws Committee will finalize the
exposure draft of the proposed Corporate Affairs Standards.

12.7 The exposure draft of proposed Corporate Affairs Standards will be issued for
comments by the members of the Institute and public. The exposure draft will
specifically be sent to the specified bodies (as listed above), Stock Exchanges, and
other interest groups as appropriate.

12.8 After taking into consideration the comments received, the draft of the proposed
standard will be finalized by the Corporate Laws Committee and submitted to the
Council of The Institute of Chartered Accountants of India.

12.9 The Council of The Institute of Chartered Accountants of India will consider the final
draft of the proposed standard, and if found necessary, modify the same in
consultation with the Corporate Laws Committee. The Corporate Affairs Standard on
the relevant area will then be issued by The Institute of Chartered Accountants of
India.

12.10 For a substantive revision of a Corporate Affairs Standards, the procedure followed
for formulation of a new Corporate Affairs Standards as detailed above will be
followed.

12.11 Subsequent to the issuance of a Corporate Affairs Standards, some aspect(s) may
require revisions which are not substantive in nature.  For this purpose, The Institute
of Chartered Accountants of India may make limited revision to Corporate Affairs
Standards.  The procedure followed for the limited revision will substantially be the
same as that to be followed for formulation of a Corporate Affairs Standard, ensuring
that sufficient opportunity is given to various interest groups and general public to
react to the proposal for limited revision.

12.12 The Corporate Laws Committee may also issue Corporate Affairs Standards
interpretations and Corporate Affairs Standards clarifications arising out of the
standards and may issue guidance notes for benefit of members of ICAI, corporates
and other users.

Compliance with the Corporate Affairs Standards:

13. The Corporate Affairs Standards shall be issued with the view to empower the
members on various areas of corporate field and to disseminate the same amongst
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other stakeholders and these standards are recommendatory in nature and will be
mandatory from the date as may be decided by the Council.

13.1 The recommendatory status of the Corporate Affairs Standards will enable the
members, corporate and other users to follow these standards as benchmark while
undertaking various aspects of corporate affairs, corporate governance and
management of corporate.

13.2 Ensuring compliances with Corporate Affairs Standards while undertaking various
corporate affairs is the responsibility of the management of the corporate. Statutes
governing corporate require the corporate to comply with various laws, rules,
regulations and guidelines.  The Corporate Affairs Standards will enable application
of appropriate concepts, principles, practices and procedures as may be appropriate
within the overall legal framework, ethical requirements, transparency and good
governance.

13.3 The documents, reports, schemes, petitions, application, resolutions may indicate
that these are prepared in accordance with Corporate Affairs Standards issued by the
Institute of Chartered Accountants of India on compliance with the principles,
practices and procedures enunciated therein both in letter and spirit.
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Corporate Affairs Standard
On

Auditor’s Appointment, Retirement and Removal

The following is the CORPORATE AFFAIRS STANDARD – (CAS) – issued by the
Council of the Institute of Chartered Accountants of India on “Auditor’s Appointment,
Retirement and Removal”.  The standard deals with the legal, regulatory and ethical
issues arising from the appointment, retirement and removal of auditor under the
Companies Act, 1956.

INTRODUCTION

1. The purpose of this Standard is to provide guidance when an auditor is
appointed or re-appointed or when an auditor resigns, is removed or retires
pursuant to sections 224 to 226 of the Companies Act, 1956.  This standard
deals with the responsibilities of the newly appointed auditor including the
First auditor and the resigning, removed or retiring auditor with respect to
requirements and compliances under the Companies Act, in conjunction with
the relevant ethical requirements of Institute of Chartered Accountants of
India (ICAI).

2. For the purpose of this standard

a. “Act” means the Companies Act, 1956 (1 of 1956) or any statutory
modifications, re-enactment, Regulations and rules framed thereunder.

b. “Appointed Auditor” means the auditor who is appointed or
reappointed pursuant to Section 224 of the Companies Act, 1956.

c. “Incoming Auditor” means the auditor who is appointed to replace the
outgoing auditor.

d. “Outgoing Auditor” means the auditor who resigns, is removed or
retires pursuant to Section 225 of the Companies Act, 1956.

e. “Board” means the Board of Directors of a company.

Words and expressions used herein and not defined shall have the meaning
respectively assigned to them under the Act.

3. The term of office of the first auditor, re-appointed auditor or the incoming
auditor shall commence from the date of their appointment.  The effective
date of resignation, removal or retirement marks the end of the outgoing
auditor’s term of office, subject to the provisions of the Act.
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4. Auditors’ Independence under the Companies Act, 1956

There are various regulations in force regarding auditor’s independence.  The
main enforcement of auditor’s independence is through the Companies Act,
1956 although the matter is also covered by the Institute of Chartered
Accountants of India Act, Guidelines issued by the Council of the ICAI and
code of ethics issued there under.

The Companies Act, 1956 provides that it is the responsibility of shareholders
to appoint the auditor at the Annual General Meeting except in case of
appointment of first auditor.  The theory behind this is that Auditors can
independently supervise the activity of Board of Directors and Management.
In practice the existing auditors of a company are generally reappointed for
another term at the Annual General Meeting  but the shareholders are free to
choose another auditor if they wish to.  Directors can only appoint auditors in
exceptional circumstances to fill a casual vacancy during the year or
appointment of the first auditor.  However, such appointments by directors
will expire at the next Annual General Meeting

The Companies Act, 1956 has provisions to prevent employees of firms from
becoming auditors of their employer companies.  This is intended to prevent
the appointment of an auditor with vested interests in a company.

An auditor shall be deemed to have vacated his office as such if after his
appointment  he becomes subject to any of the disqualifications specified in
sub-sections (3) and (4) of section 226, impacting his independence.  By
virtue of this any person barred from acting as an auditor should refuse any
such offers of appointment and resign immediately if for whatever reason
they become ineligible or disqualified during their appointment.
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(I)  Appointment/Reappointment of an Auditor

First Auditor

5. The first auditor(s) of a company shall be appointed by the Board of directors
within one month of the date of incorporation of the company, and the
auditor(s) so appointed shall hold office until conclusion of the first annual
general meeting. (Section 224 (5))

If the Board fails to exercise its powers under this sub-section, the company
in general meeting may appoint the first auditor(s).

Subsequent appointment or re-appointment

6. Every company shall, at each annual general meeting, appoint  auditor(s) to
hold office from the conclusion of that meeting until the conclusion of the
next annual general meeting and shall, within seven days of the appointment,
give intimation thereof to every auditor so appointed.(Section 224(1))

Notice of appointment to the Registrar

7. Every auditor appointed under sub-section (1) shall within thirty days of the
receipt from the company of the intimation of his appointment, inform the
Registrar in writing that he has accepted, or refused to accept, the
appointment. (Section 224(1A)).  The intimation to the Registrar is to filed
electronically by the auditor in Form No. 23B within 30 days of their
appointment.  The obligation to give notice to the Registrar is cast only on the
auditors appointed under sub-section (1) of sections 224.  The first auditors
who are appointed by the Board should also file an intimation of their
appointment or refusal in Form 23B within 30 days of their appointment.

8. At any annual general meeting, a retiring auditor, by whatsoever authority
appointed, shall be re-appointed, unless –

(a)  he is not qualified for re-appointment; or (b) he has given the company
notice in writing of his unwillingness to be re- appointed; or (c)  a resolution
has been passed at that meeting appointing somebody instead of him or
providing expressly that he shall not be re-appointed; or

(d)  where notice has been given of an intended resolution to appoint some
person or persons in the place of a retiring auditor, and by reason of the
death, incapacity or disqualification of that person or of all those persons, as
the case may be, the resolution cannot be proceeded with. [Section 224 (2)].

9. The appointment/reappointment of auditors at the annual general meeting is
an item of ordinary business to be transacted at such a meeting.  The
provisions for re-appointment of the retiring auditor is a step in the directions
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of providing him a degree of independence as he cannot be replaced except
in the specific circumstances listed above.  Since appointment of auditor is a
specific item in the agenda of the annual general meeting, passing of the
resolution for his appointment is necessary provided the retiring auditor is
qualified and willing to act.

In peculiar situations where any audited accounts could not be presented and
adopted in the Annual General Meeting, the company can proceed with the
other agenda items including appointment of auditors or appointing another
auditor in place of the retiring auditor, and conclude the meeting.  Technically
once the meeting is concluded by the Chairman and the fact is recorded in
the minutes, the appointment of the incoming auditor would hold good
because it will not be a case of removal of auditor before expiry of his term as
contemplated in sub-section (7) of section 224 of the Act.

The incoming auditor can assume office and carry out the audit. The audited
accounts shall be presented before the shareholders for their consideration in
the next general meeting as a special item.  The intent is that in the
circumstances where the audit is not completed or the report is not submitted
by the auditor, the things should not come to a standstill, till the matter is
resolved between the retiring auditor and the company. The fact that the
audited accounts could not be presented in the annual general meeting
should be taken note of in the meeting in sufficient detail explaining the
reasons therefore. In the circumstances even un-audited accounts can be
adopted in the annual general meeting and can be filed with Registrar of
companies as a matter of record and compliance. The annual general meeting
can be concluded after considering all matters of ordinary business to be
transacted at the meeting.

10. At each annual general meeting, an auditor has to be appointed by the
company. Thus, the appointment of auditor is mandatory in the annual
general meeting for the ensuing year. Before any appointment or
reappointment of auditors is made, a certificate in writing is required to be
obtained by the company from the auditor regarding compliance of ceiling
limit on total number of audits in terms of section 224 (1B).Any provision in
the articles or in the shareholders’ agreement for appointment of an auditor
or nomination of an auditor by name or otherwise cannot override the
provisions of the Act. Therefore the procedure of appointment, re-
appointment, retirement and removal as per the Act shall be complied with.

11. Tenure of office of auditors

The auditor appointed in the annual general meeting shall hold office from
the conclusion of the general meeting in which the appointment is made until
the conclusion of the next annual general meeting.  He will continue in office
until the next annual general meeting is actually held and concluded and he
cannot be deemed to have retired on the date on which the meeting ought to
have been held.
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If the Company fails to appoint or re-appoint the auditor

12. Where at an annual general meeting no auditors are appointed or re-
appointed, the Central Government may appoint a person to fill the vacancy.
(Section 224 (3).  This cannot be regarded as a casual vacancy, which can be
filled up by the Board. Similarly, where an auditor appointed at an annual
general meeting refuses to accept the appointment, the appointment can not
be regarded as complete and effective, because it can be so regarded only
when the appointment is accepted by the auditor.  In this situation also, it
may be regarded that no auditor had been appointed by the company at its
annual general meeting and thereupon the Central Government would be
eligible to appoint the auditor to fill the vacancy.  Board of Directors cannot
be authorized by the shareholders to appoint new auditors, in case the
auditors appointed in the annual general meeting refuse to accept the
appointment.

Where appointment by the Central Government becomes necessary, the
application has to be made to the Regional Director to whom powers of the
Central Government under sub-sections (3), (4) and (8)(a) of sections 224
have been delegated.  There is no prescribed form of application but the
application must disclose with sufficient details, the circumstances attending
the failure of the company in the annual general meeting to appoint auditors.

13. The company shall, within seven days of the failure to appoint auditors, give
notice of that fact to the Government under section 224(3).

Casual vacancy

14. The Board may fill any casual vacancy in the office of an auditor; but while
such vacancy continues, the remaining auditor or auditor, if any, may
continue to act.

Where such vacancy is caused by the resignation of an auditor, the vacancy
shall only be filled by the company in general meeting. Any auditor appointed
in a casual vacancy shall hold office until the conclusion of the next annual
general meeting”. (Section 224 (6))

15. The word casual vacancy is not defined under the Act. Casual vacancy is of a
temporary nature which may occur during the currency of the year after the
appointment is made by the company at its general meeting. A casual
vacancy is, therefore, not a vacancy created by any deliberate omission on
the part of the company to appoint an auditor at its annual general meeting.
It denotes a vacancy caused by a validly appointed auditor ceasing to act as
such. The Auditor appointed in a casual vacancy shall hold office till the
conclusion of the next annual general meeting. Casual vacancy includes death
or disqualification in terms of section 226(5). In case of ineligibility to act e.g.,
ceasing to hold certificate of practice or taking up an employment or such
other similar circumstances the auditor should send his resignation to the
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Company. In such cases the company may appoint a new auditor by passing
a necessary resolution in the general meeting. The vacancy caused by
resignation of auditor shall be filled by the company in general meeting.

Ceiling on number of audits

16. Before any appointment or re-appointment of auditor or auditors is made by
any company at any annual general meeting, a written certificate shall be
obtained by the company from the auditor or auditors proposed to be so
appointed to the effect that the appointment or reappointment, if made, will
be in accordance with the limits specified in sub-section (1B). (Section
224(1)).

17. On and from the financial year next following the commencement of the
Companies (Amendment) Act, 1974 (41 of 1974), no company or its Board of
directors shall appoint or reappoint any person who is in full-time employment
elsewhere or firm as its auditor if such person or firm is, at the date of such
appointment or re-appointment, holding appointment as auditor of the
specified number of companies or more than the specified number of
companies.

In the case of a firm of auditors, “specified number of companies” shall be
construed as the number of companies specified for every partner of the firm
who is not in fulltime employment elsewhere.

Where any partner of the firm is also a partner of any other firm or firms of
auditors, the number of companies which may be taken into account, by all
the firms together, in relation to such partner shall not exceed the specified
number, in the aggregate:

Where any partner of a firm of auditors is also holding office, in his individual
capacity, as the auditor of one or more companies, the number of companies
which may be taken into account in his case shall not exceed the specified
number, in the aggregate. (Section 224(1B)).

18. The provisions of Section 224 (1B) shall not apply, on and after the
commencement of the Companies (Amendment) Act, 2000, to a private
company except specified in the circumstances outlined in the self regulatory
measures forming part of the guidelines issued by ICAI.

19. Specified number means, -

(a) in the case of a person or firm holding appointment as auditor of a
number of companies each of which has a paid-up share capital of less than
rupees twenty-five lakhs, twenty such companies;
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(b)  in any other case, twenty companies, out of which not more than ten
shall be companies each of which has a paid-up share capital of rupees
twenty-five lakhs or more.

In computing the specified number, the number of companies in respect of
which or any part of which any person or firm has been appointed as an
auditor, whether singly or in combination with any other person or firm, shall
be taken into account.

Guidelines issued by the Institute of Chartered Accountants of India

Restriction on maximum number of Audits:

20. A member of the Institute in practice shall not hold at any time appointment
of more than the “specified number of audit assignments” of Companies
under Section 224 and/or Section 228 of the Companies Act, 1956.

Provided that in the case of a firm of Chartered Accountants in practice, the
“specified number of audit assignments” shall be construed as the specific
number of audit assignments for every partner of the firm.

Provided further that where any partner of the firm of Chartered
Accountants in practice is also a partner of any other firm or firms of
Chartered Accountants in practice, the number of audit assignments which
may be taken for all the firms together in relation to such partner shall not
exceed the “specified number of audit assignments” in the aggregate.

Provided further where any partner of a firm or firms of Chartered
Accountants in practice accepts one or more audit of Companies in his
individual capacity, or in the name of his proprietary firm, the total number of
such assignments which may be accepted by all firms in relation to such
Chartered Accountant and by him shall not exceed the “specified number of
audit assignments” in the aggregate.

Explanation:

For the above purpose, the “specified number of audit assignments” means –

a. in the case of a Chartered Accountant in practice or a proprietary firm of
Chartered Accountant, thirty audit assignments whether in respect of private
Companies or other Companies.

b. in the case of Chartered Accountants in practice, thirty audit assignments
per partner in the firm, whether in respect of private Companies or other
Companies.



14

Provided that out of such “specified number of audit assignments, the
number of audit assignments of public Companies each of which has a paid-
up share capital of rupees twenty-five lakhs or more, shall not exceed ten.

21. In computing the “specified number of audit assignments”-

a. the number of audit of such Companies, which he or any partner of his firm
has accepted whether singly or in combination with any other Chartered
Accountant in practice or firm of such Chartered Accountants, shall be taken
into account.

b. the audit of the head office and branch offices of a Company by one
Chartered Accountant or firm of such Chartered Accountants in practice shall
be regarded as one audit assignment.

c. the audit of one or more branches of the same Company by one Chartered
Accountant in practice or by firm of Chartered Accountants in practice in
which he is a partner shall be construed as one audit assignment only.

d. the number of partners of a firm on the date of acceptance of audit
assignment shall be taken into account.

22. A Chartered Accountant in practice, whether in full-time or part-time
employment elsewhere, shall not be counted for the purpose of determination
of “specified number of audit of Companies” by firms of Chartered
Accountants.

23. A Chartered Accountant being a part time practicing partner of a firm shall not
be taken into account for the purpose of reckoning the audit assignments of
the firm.

24. A Chartered Accountant in practice as well as firm of Chartered Accountants
in practice shall maintain a record of the audit assignments accepted by him
or by the firm of Chartered Accountants, or by any of the partners of the firm
in his individual name or as a partner of any other firm, as far as possible, in
the following format:

S.No. Name Registration Date of Date of Date on which
 of the  Number Appointment  Acceptance which Form
 Company 23-B filed with

Registrar of
 Companies

1 2 3 4 5  6
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Communication with the outgoing auditor:

25. Clause (8) of the First Schedule to the Chartered Accountant Act, 1949
provides as follows:

A chartered accountant in practice shall be deemed to be guilty of
professional misconduct, if he —

“Accepts a position as auditor previously held by another Chartered
Accountant or a restricted state auditor without first communicating with him
in writing”.

26. The provision of requiring a member to communicate with the existing
accountant who is a member of the Institute or a certified auditor is not
intended to obtain no objection from the outgoing auditor rather it is with a
view to exchange only the professional courtesy with the objective that the
member may have an opportunity to know the reasons for the change in
auditor to be able to safeguard his own interest, the legitimate interest of the
public and the independence of the existing auditor. When making the
enquiry from the retiring auditor, the one proposed to be appointed or
already appointed should primarily find out whether there are any
professional or other reasons for not accepting the appointment.

27. The change in auditor normally occurs where there has been a change of
venue of business and a local accountant is preferred or where the partner
who has been dealing with client’s affairs retires or dies, or where there is a
temporary clash or the client has some good reasons to feel dissatisfied. In
such cases, the retiring auditor should accept the situation with good grace.

28. The professional reasons for not accepting an audit would be:

a. Non-compliance of the provisions of Section 224 and 225 of the
Companies Act 1956

b. Non-payment of undisputed audit fees by auditees other than in case of
sick units for carrying out the statutory audit under the Companies Act,
1956 or various other statutes, and

c. Issuance of a qualified report.

In all these cases it would be essential for the incoming auditor to
professionally consider the facts before deciding whether or not he should
accept the audit. In cases where the incoming auditor decides to accept
the appointment, after due consideration of nature and extent of
qualification, he must also take into account the information while
discharging his duties and responsibilities as an auditor.



16

29. The council had taken the view that a mere posting of a letter under
certificate of posting is not sufficient to establish communication with the
retiring auditor unless there is some evidence to show that the letter has in
fact reached the person communicated with. The view taken by the Council
has been confirmed in a decision by the Rajasthan High Court in J.S.Bahti vs.
The Council of the Institute of Chartered Accountants of India and another
(Pages 72-79 of Vol. V of Disciplinary Case published by the Institute-
Judgement delivered on 29th August, 1975). The observations of the Court
are as follows:

“Mere obtaining a certificate of posting in my opinion does not fulfill
the requirements of clause (8) of the First Schedule to the Chartered
Accountant Act, 1949 as the presumption under Section 114 of the
Evidence Act that the letter in due course reached the addressee
cannot replace that positive degree of proof of the delivery of the letter
to the addressee which the letters of the Law in this case require. The
expression ‘in communication with’ when read in the light of the
instructions contain in the booklet ‘Code of Conduct’ cannot be
interpreted in any other manner but to mean that there should be
positive evidence of the fact that the communication addressed to the
outgoing auditor by the incoming auditor reached his hands. Certificate
of posting of letter cannot, in the circumstances, be taken as positive
evidence of its delivery to the addressee.”

Members should therefore communicate with a retiring auditor in such a
manner as to retain in their hands positive evidence of the communication to
the addressee. Therefore communication should be sent by Registered Post
with Acknowledgement Due, communication through courier is not considered
adequate by the Council as appropriate evidence.

30. The Council has laid down the detailed guidelines on the subject as under:

a. The requirement for communication with the previous auditor being a
Chartered Accountant in practice would apply to all types of audit,
statutory audit, tax audit, internal audit, concurrent audit, bank audit,
audit of PSU or any other kind of audit.

b. Various doubts have been raised by the members about the terms “audit”,
“previous auditor’ “certificate” and “report”, normally while interpreting the
aforesaid clause (8). These terms need to be clarified.

c. As per AAS 1 or SIA 2 “Basic Principles Governing an Audit”, an “audit” is
the independent examination of financial information of any entity,
whether profit oriented or not, and irrespective of its size or legal form,
when such an examination is conducted with a view to expressing an
opinion thereon.
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d. The term “previous auditor” means immediately preceding auditor who
held same or similar assignment comprising same/similar scope of work.

e. As per “Guidance Note on Audit Reports and Certificates for Special
Purposes”, a “certificate” is a written confirmation of the accuracy of the
facts stated therein and does not involve any estimate or opinion. A
“report” is a formal statement usually made after an enquiry, examination
or review of specified matters under report and includes the reporting
auditor’s opinion thereon. Thus, when a reporting auditor issues a
certificate, he is responsible for the factual accuracy of what is stated in
therein and when a reporting auditor gives a report, he is responsible for
ensuring that the report is based on factual data, that his opinion is in due
accordance with the facts and that it is arrived at by the application of due
care and skill.

f. A communication is mandatorily required for all types of audit/report
where the previous auditor is a Chartered accountant. For certification, it
would be healthy practice to communicate. In case of assignments done
by other professionals not being Chartered Accountants, it would be
healthy practice to communicate. Although the mandatory requirement of
communication with previous auditor being Chartered Accountant applies,
in uniform manner, to audits of both government and non-government
entities, yet in the case of audit of government companies/banks or their
branches, if the appointment is made well in time to enable the obligation
cast under this clause to be fulfilled, such obligation must be complied
with before accepting the audit. In case the time schedule given for the
assignment is such that there is no time to wait for the reply from the
outgoing auditor, the incoming auditor may give a conditional acceptance
of the appointment and commence the work which needs to be attended
to immediately after he has sent the communication to the previous
auditor in accordance with this clause. In his acceptance letter, he should
make clear to the client that his acceptance of appointment is subject to
professional objections, if any, from the previous auditors and that he will
decide about his final acceptance after taking into account the information
received from the previous auditor.

31. It is desirable that a member, on receiving the communication from the
auditor who has been appointed in his place, should send a reply to him as
soon as possible setting out in detail the reasons, which according to him had
given rise to the change and other attendant circumstances but without
disclosing any information as regards the affairs of the client. The code of
Ethics is to be followed in letter and spirit by the auditor in this regard.
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(II) Retirement or Removal of Auditor

First Auditor

32. The company may, at a general meeting, remove any such auditor or all or
any of such auditors and appoint in his or their places any other person or
persons who have been nominated for appointment by any member of the
company and of whose nomination notice has been given to the members of
the company not less than fourteen days before the date of the meeting.

Retirement of first Auditor: Even as regards the removal of first auditor’s
appointed by the Board under sub-sections(5) of Section 224, the company in
the first annual general meeting cannot appoint some other auditors in their
place, unless the procedure in sub-section (4) of Section 225 is followed.

Subsequent auditor

33. Any auditor appointed under this section may be removed from the office
before the expiry of his term only by the company in general meeting, after
obtaining the previous approval of the Central Government in that behalf.
(Section 224 (7).

34. Any auditor appointed under section 224 except first auditor appointed by the
Board of Directors of the company in pursuance of section 224(5), can be
removed from his office before the expiry of his tenure only by the company
in its general meeting. Also prior approval of the Central Government is
necessary for such removal of the auditors.

35. Retirement of an auditor – Procedure under section 225: An auditor
appointed at a general meeting should ordinarily be reappointed at the next
general meeting, unless he is unwilling to continue to serve the company or
has become disqualified to act as auditor. The shareholders may replace an
existing auditor and appoint any other person in his place, provided a special
notice of a resolution has been given to the company to be moved at the next
annual general meeting. If the existing auditor has been removed following
such a resolution, and no other auditor is appointed to replace him, the fact
should be communicated to the Central Government. The Central Government
will then appoint the auditor to fill the vacancy. The requirement of a special
notice will ensure that no existing auditor is removed from his office without
the matter being specifically brought to the notice of the shareholders of a
company and being carefully considered by them.

36. Special notice shall be required for a resolution at an annual general meeting
appointing as auditor a person other than a retiring auditor, or providing
expressly that a retiring auditor shall not be re-appointed.
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37. On receipt of notice of such a resolution, the company shall forthwith send a
copy thereof to the retiring auditor.

38. Where notice is given of such a resolution and the retiring auditor makes with
respect thereto representations in writing to the company (not exceeding a
reasonable length) and requests their notification to members of the
company, the company shall, unless the representations are received by it too
late for it to do so,-

(a) in any notice of the resolution given to members of the company,  state
the fact of the representations having been made; and

(b) send a copy of the representations to every member of the company to
whom notice of the meeting is sent, whether before or after the receipt of
the representations by the company.

39. If a copy of the representations is not sent because they were received too
late or because of the company’s default the auditor may (without prejudice
to his right to be heard orally) require that the representations shall be read
out at the meeting. Copies of the representations need not be sent out and
the representations need not be read out at the meeting if, on the application
either of the company or of any other person who claims to be aggrieved, the
Central Government is satisfied that the rights conferred by this sub-section
are being abused to secure needless publicity for defamatory matter; and the
Central Government may order that the company’s costs on such an
application to be paid it in whole or in any art by the auditor, notwithstanding
that he is not a party to the application.

40. A retiring auditor, whom the company proposed to remove, must duly receive
a copy of the special notice of the appropriate resolution to be moved at the
next annual general meeting of the company. He will then have a right to
make a representation in writing to the company and to call upon it to
circulate his representation to the shareholders of the company. If, for any
reason this representation cannot be circulated, the auditor shall have the
right to require that it should be read out at the general meeting. These
provisions will secure the independence of the auditors and make the removal
of independent and conscientious auditors difficult. Any attempt by
unscrupulous managements to secure their improper removal is bound to give
rise to oral or written representation which in turn justifies a detailed
investigation into the affairs of the companies concerned.

41. For appointing a person other than the retiring auditor or to provide that the
retiring auditor shall not be reappointed, a special notice has to be given
proposing that such a resolution would be moved at the next Annual General
Meeting. On receipt of the special notice, the company should send a copy
thereof to the retiring auditor. It should be sent by registered post
acknowledgement due.
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42. In terms of Section 190(1), special notice should be given to the company at
least 14 days before the meeting. The meeting contemplated in the section is
the original meeting. Therefore, special notice cannot be taken note of and
acted upon by the company if it is received after the adjournment of
meeting.

43. Where the company had appointed the new auditor at its annual general
meeting without complying with the provisions of section 225 of the
Companies Act 1956 (i.e. without a special notice required for a resolution
appointing as a auditor a person other than the retiring auditor), then the
resolution passed for appointing the incoming auditor would be illegal and
ineffective. It is the incoming auditor’s duty before acceptance to ensure
compliance with sections 224 and 225 of the Act.

44. The rights of the retiring auditor follows the principles of natural justice and
ensure that the shareholders get all the relevant information before deciding
upon the resolution that the retiring auditor(s) shall not be re-appointed or
that a person other than the retiring auditor be appointed as auditors. The
retiring auditor has the following rights:

i. right to receive notice of the resolution,

ii. right to make a written representation to the company and request its
notification to members of the company,

iii. right to get his representation circulated among the members (the fact
that the representation has been received must be mentioned in any
notice of the resolution to members)

iv. right to get his representation read out at the meeting, if it has not been
sent to the members because of delay or default on the part of the
company,

v. right to be heard at the meeting.

Guidelines issued by ICAI:

45. Clause (9) of the First Schedule to the Chartered Accountant Act, 1949
provides as follows:

A chartered accountant in practice shall be deemed to be guilty of
professional misconduct, if he —

“accepts an appointment as auditor of a company without first ascertaining
from it whether the requirements of Section 225 of the Companies Act, 1956,
in respect of such appointment have been duly complied with”.
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46. A member in practice shall be deemed to be guilty of professional misconduct
if he accepts an appointment as auditor of a company without first
ascertaining from it whether the requirements of section 224 and 225 of the
Companies Act, 1956, in respect of such appointment have been duly
complied with. Under this clause it is obligatory on the incoming auditor to
ascertain from the company that the appropriate procedure in the matter of
his appointment has been duly complied with so that no shareholder or
retiring auditor(s) may, at a later date, challenge the validity of such
appointment.

47. The Companies Act, 1956 provides for the requirements which an auditor
appointed in respect of a Company should satisfy himself about, before he
accepts the appointment. The relevant provisions are contained in Section
224 and 225 of the said act and the Council has notified that the provisions to
be complied with under clause (9) are those contained in Sections 224 and
225 of the Act. Section 224 contains several provisions in the matter of
appointment of auditor in different circumstances and situations and Section
225 lays down the procedure which must be followed whenever a company
desired to change its auditors. In order that the validity of the appointment of
an auditor is not challenged or objected to by the shareholders or the retiring
auditor at a later date, it has been made obligatory on the incoming auditor to
ascertain from the Company that the appropriate procedure in the matter of
the appointment has been followed.

48. The steps to be taken by an auditor of a Company who is appointed in the
following circumstances are indicated below:

(i) When the auditor appointed is the first auditor of the Company.

(ii) When the auditor is appointed in place of an existing auditor who has
resigned or has been removed or has ceased to hold office for any other
reason.

(iii) When the auditor or auditors appointed by the Company were holding this
office jointly with others and one or more of such joint auditors are not
reappointed.

(iv) When one or more of the auditors appointed by the Company was/were
not holding this office earlier.

49. The incoming auditor has to ascertain whether the Company has complied
with the provisions of the sections 224 and 225 of the Act. The word
“ascertain” means “to find out for certain” as to whether the company has
complied with the provisions of the Act. In this respect, it would not be
sufficient for the incoming auditor to accept a certificate from the
management of the company that the provisions of the above sections have
been complied with. It is necessary for the incoming auditor to verify the
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relevant records in order to enable him to ascertain as to whether the
provisions of the above sections have been complied with.

50. For the purpose of ascertaining whether the Company has complied with the
provisions of Section 225 of the Act, the incoming auditor should verify the
records of the Company in respect of the following matters:

i. Whether a member of the company has given special notice as required
under Section 225(1) at least 14 days before the date of the general
meeting. A true copy of this notice should be obtained by the incoming
auditor.

ii. Whether this special notice has been sent to all the members, of the
company as required under Section 190(2) at least 7 days before the
date of the General Meeting.

iii. Whether this special notice has been sent to the retiring auditor
forthwith as required under Section 225(2).

iv. Whether the representation received from the retiring auditor has been
considered at the general meeting and the resolution proposed by the
special notice has been properly passed at the general meeting.

51. There is no provision provided for the mode of sending the notice of the
resolution to the members of the Company and it may not necessarily be sent
by the Registered post. The notice can be sent by the Company in accordance
with the provisions contained in Section

52. The relevant provisions of this section can be briefly summarized as under:

i) The notice can be sent by ordinary post by preparing and posting
the letter after putting proper address of the person concerned.

ii) If the member or the person concerned has given specific direction
to the Company that the notice should be sent to him under certificate
of posting or by registered post, with or without acknowledgement
due, and has deposited with the Company the sum sufficient to defray
the expenses for this purpose, the notice should be sent in such
specified manner.

iii) When there are joint holders of shares in a Company, the notice is
to be sent to the joint holder whose name appears first in the register
of members.

If it is not practicable to send the notice of the resolution to the members by
post, such notice can be given either by advertisement in a newspaper having
an appropriate circulation or in any other mode allowed by the Articles of
Association of the Company.
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53. In order to ascertain whether notice of the resolution has been sent to the
members, the incoming auditor should ascertain whether there is sufficient
evidence with the Company to indicate that the notice has been sent by any
of the modes stated as above. The despatch register, postage register, postal
certificate (if notice is sent under postal certificate) or such other satisfactory
evidence available with the Company should be verified.

54. It is advisable as clarified by the Ministry of Corporate Affairs through a
Circular that the copy of the special notice u/s 225(2) of the Act should be
sent to the retiring auditors by Registered A/D post. It is necessary for the
incoming auditor to satisfy himself that the notice provided for in Sections 224
& 225 has been effectively served on the outgoing auditor (e.g. by seeing
that the notice has been duly served through hand delivery or by Regd. Post
with A.D.). Production of a certificate of posting by the Company would not
be adequate for the purpose of the incoming auditor satisfying himself about
compliance with Sections 224/225. Acknowledgement received from the
outgoing auditor would be one of the forms in which such satisfaction can be
obtained.

55. A copy of the relevant minutes of the general meeting where the above
resolution is passed duly verified by the Chairman of the meeting should also
be obtained by the incoming auditor for his records.

56. Sometimes the annual general meeting is adjourned without conducting any
business or after conducting business in respect of some of the items on the
agenda. The items in respect of which the business is conducted may or may
not include the item relating to appointment of auditors. Under Section 224(1)
the retiring auditor holds office till the conclusion of the annual general
meeting. Therefore, when the annual general meeting is adjourned in the
circumstances stated above, the retiring auditor will continue to hold the
office of auditor till the adjourned meeting is held and the business listed in
the agenda of the meeting is concluded. In case a new auditor is appointed at
the original meeting (which is adjourned) such auditor can assume office only
after the conclusion of such adjourned meeting.

57. If any annual general meeting is adjourned without appointing an auditor, no
special notice for removal or replacement of the retiring auditor received after
the adjournment can be taken note of and acted upon by the Company, since
in terms of Section 190(1) of the Companies Act, special notice should be
given to the Company at least fourteen clear days before the meeting in
which the subject matter of the notice is to be considered. The meeting
contemplated in Section 190(1) is the original meeting.

58. If the incoming auditor is satisfied that the Company has complied with the
provisions of Sections 224, 224A and 225 of the Companies Act, he should
first communicate with the outgoing auditor in writing as provided in Clause
(8) of Part I of the First Schedule to the Chartered Accountants Act, 1949
before accepting the audit assignment.
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59. In order to examine various ethical issues and safeguard the independence of
the Auditors, the Council has set up a Committee on Ethical Standards. This
Committee examines various issues concerning professional ethics governing
the members of the Institute which are either raised by the members or are
taken up based on their importance. The recommendations of the Committee
are forwarded to the Council for its consideration. This Committee is also
charged with the responsibility of looking into the cases of unjustified removal
of auditors and making an appropriate report to the Council.

60. Procedure to be followed for dealing with the cases of unjustified removal of
Auditors has been prescribed by the Council:
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(III) Qualification and disqualification of Auditor

61. A person shall not be qualified for appointment as auditor of a company
unless he is a chartered accountant within the meaning of the Chartered
Accountants Act, 1949 (38 of 1949):

Provided that a firm whereof all the partners practicing in India are qualified
for appointment as aforesaid may be appointed by its firm name to be auditor
of a company, in which case any partner so practicing may act in the name of
the firm.

62. The holder of a certificate granted under a law in force in the whole or any
portion of a Part B State immediately before the commencement of the Part B
States (Laws) Act, 1951 (3 of 1951) or of the Jammu and Kashmir (Extension
of Laws) Act, 1956, (62 of 1956), as the case may be, entitling him to act as
an auditor of companies in the territories which, immediately before the 1st

November, 1956, were comprised in that State or any portion thereof, shall
be entitled to be appointed to act as an auditor of companies registered
anywhere in India.

63. The Central Government may, by notification in the Official Gazette, make
rules providing for the grant, renewal, suspension or cancellation of auditors’
certificates to persons in the territories which, immediately before the 1st

November, 1956, were comprised in Part B States and prescribing conditions
and restrictions for such grant, renewal, suspension or cancellation.

64. None of the following persons shall be qualified for appointment as auditor of
a company-
(a) a body corporate;
(b) an officer or employee of the company;
(c) a person who is a partner, or who is in the employment, of an officer or

employee of the company;
(d) a person who is indebted to the company for an amount exceeding one

thousand rupees, or who has given any guarantee or provided any
security in connection with the indebtedness of any third person to the
company for an amount exceeding one thousand rupees;

(e) a person holding any security of that company after a period of one year
from the date of commencement of the Companies (Amendment) Act, 2000.

65. Security means an instrument which carries voting rights.

66. The references section to an officer or employee shall be construed as not
including references to an auditor.

67. A person shall also not be qualified for appointment as auditor of a company
if he is disqualified for appointment as auditor of any other body corporate
which is that company’s subsidiary or holding company or a subsidiary of that
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company’s holding company, or would be so disqualified if the body corporate
were a company.

68. If an auditor, after his appointment, becomes subject to any of the
disqualifications specified in 61 and 64 above, he shall be deemed to have
vacated his office as such.
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(IV) Appointment of Auditor in Government Company

69. The auditor of a Government company shall be appointed or re-appointed by
the Comptroller and Auditor-General of India.

70. The limits specified in sub-sections (1B) and (1C) of section 224 shall apply in
relation to the appointment or re-appointment of an auditor under this sub-
section.

(V) Applicability of Foreign Companies

71. Under sections 594(1), every foreign company has to prepare the balance
sheet and profit and loss account in relation to its Indian business as if it had
been an Indian company.  The annual accounts of Indian business of a
foreign company shall be audited by such person and in such manner as laid
down in the Act.  In case of foreign companies other than shipping and airline
companies, the accounts are required to be audited by practicing Chartered
Accountant in India. However, foreign companies are outside the scope of
sections 224 of the Act, since the definitions of the “Company” under Section
3 of the companies Act, 1956 does not include a foreign company.  Hence,
the audit of the accounts of foreign companies is not to be included within the
specified number as laid down under Explanation, to sub-section (1-C) of
sections 224 of the Companies Act, 1956.

Effective Date

This Corporate Affairs Standard shall become operative from the 1st day of April 2010
in terms of the announcement by the Council of the Institute of Chartered
Accountants of India and shall be recommendatory in nature.
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(VI) Principles emerged out of the decisions of the Council and Judicial
pronouncement*

1. The Chartered Accountant accepts the appointment as auditor of the Madhya
Bharat Khadi Sangh in displacement of the Complainant, and commenced the
audit without any communication with the Complainant- Held guilty of
Professional misconduct under clause (8) of part I of Schedule I to the CA
Act, 1949.

[Sh. S.N.Johri (the Complainant) V. Sh. N.K.Jain (Respondent):
(page 1042 of Vol.IV of the Disciplinary Cases- decided on 13th,14th

& 15th September, 1973).]

2. A Chartered Accountant sent a registered letter to the previous auditor after
the commencement of the audit by him- held he was guilty of professional
mis-conduct under the clause.

[Radhe Shyam vs. K.S.Dubey: (Page 234 of vol. V of the Disciplinary
Cases- decided on 15th & 16th February, 1974)]

3. A Chartered Accountant commenced the audit within five days of the date of
his appointment without sending any communication to the previous auditor.
The previous auditor also denied the receipt of any communication- Held he
was guilty of professional mis-conduct under the clause.

[S.B.Chidrawar vs. C.K.Rao: (Page 251 of Vol. V of the Disciplinary
Cases- decided on 19th & 20th July, 1974)]

4. A Chartered Accountant had sent a communication to the previous auditor
under the certificate of posting without obtaining ant acknowledgement
thereof. The Council held the member guilty in terms of this clause.
On an appeal made by the member, the High Court observed that the
expression “in communication with” when read in the light of the instructions
contained in the booklet “Code of Conduct” could not be interpreted in any
other manner but to mean that there should be positive evidence of the fact
that the communication addressed to the outgoing auditor had reached his
hands. Certificate of Posting of a letter could not in the circumstances be
taken as a positive evidence of its delivery to the addressee.
[M.L.Aggarwal vs. J.S.Bhati: (Page 65 of Vol. V of the Disciplinary
Cases and pages 305-307 of November 1975 issue of the Institute’s
Journal- Judgement delivered on 29th August, 1975)]

* Gist of cases on disciplinary matters is given at (VI). It is illustrative only and does not form part of the Standard.
Its purpose is to assist in clarifying the issues related with disciplinary and regulatory mechanism of ICAI.
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5. A Chartered Accountant accepted the appointment as auditor of the Company
without ascertaining from the Company about the compliance with the
requirements of Sections 224 and 225 of the Companies Act, 1956. He had
not taken care to see whether a vacancy existed against which he was
appointed, whether the notice of the extraordinary general meeting at which
he was appointed was given to the previous auditor. – Held he was guilty of
professional misconduct under the clause.

[M. Abdul Rahim vs. L.R.Kamath – (Page 264 of Vol. V of the
Disciplinary Cases – decided on 13th and 14th September, 1974)]

6. A Chartered Accountant accepted the appointment as auditor of the Company
without first ascertaining whether the requirement of the Companies Act,
1956 in respect of such appointment have been complied with. The Central
Government agreed to the removal of previous auditor and the appointment
of the Chartered Accountant as auditor in his place subject to the approval of
the shareholders in the general meeting.

However, the Chartered Accountant accepted the audit on the basis of the
resolution of the Board of Directors and before the General Meeting ratified of
the resolution of the Board of Directors. – Held he was guilty of professional
misconduct under the clause.

[D.L.Sukhadia in Re:- (Page 279 of Vol. V of the Disciplinary cases –
decided on 22nd & 23rd December, 1976).]

7. A Chartered Accountant accepted the appointment as auditor without first
ascertaining from the Company whether the provisions of Section 225 of the
Companies Act, 1956 in respect of such an appointment have been duly
complied with. Special notice received from one of the shareholders, though
sent to outgoing auditor, was not sent to the members which is one of the
important requirements of Section 225. – Held Chartered Accountant was
guilty of professional misconduct under the clause.
[M.R. Gulati vs. S.C. Chirania – (Page 317 of Vol. V of the Disciplinary
Cases – decided on 26th, 27th and 28th October, 1978)]

8. A member had accepted appointment as auditor of a Company without
ascertaining from the Company whether the requirements of Sections 224
and 225 of the Companies Act had been complied with. However, he realized
this defect only after acceptance. It was held that the member had not taken
care to see if he had been properly appointed as he had:
(i) accepted the appointment the very next day
(ii) satisfied himself on the basis of “No objection certificate” from the
previous auditor but without going through the Directors report, Minutes Book
or any other documents.

It was observed that if he had taken care to go through this exercise before
accepting the appointment, he could have satisfied himself whether or not the
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provisions of Sections 224 and 225 had been complied with. The member was
found guilty in terms of this Clause.

[Y.S. Muzumdar & Co. vs. H.S. Sardeshpande – (Page 116 of Vol. VI
(2) of Disciplinary Cases – Decided on 11th, 12th, 13th February,
1988)]

9. A Chartered Accountant accepted the position as auditor of a private limited
Company for a year which was previously and continuously held by the
Complainant without communicating with him in writing. He had accepted the
appointment as auditor of the above Company without ascertaining whether
the requirements of Sections 224 and 225 of the Companies Act, 1956 had
been complied with. It was also charged against him that while accepting the
said appointment, he had been grossly negligent in the conduct of his
professional duties- held guilty under Clauses (8) and (9). The charge of gross
negligence in the conduct of professional duties was not established.

[V.K. Gupta vs. Rajiv Savara – (Page 517 of Vol. VII (2) of
Disciplinary Cases – Council’s decision dated 5th to 6th December,
1996)]

10.The Respondent accepted the appointment as statutory auditor of the
Company inspite of the fact that the Complainant informed the Respondent
about his continuance as statutory auditor because neither had he resigned
nor the Company had issued any notice for the intended change. The
Respondent was held guilty of violation of Clauses (8) & (9).

[Ravindra vs. K.F. Jetsey – (Page 762 of Vol. VII (2) of Disciplinary
Cases – Council’s decision dated 8th to 10th December, 1997]

11.The Complainant was appointed statutory auditor of a private limited
Company but the Company did not get their accounts audited by the
Complainant. Later the Company produced a Balance Sheet and Profit and
Loss Account before the complainant for statutory audit and report prepared
by the Respondent’s firm in the capacity as an internal auditor without any
books of account, which the complainant refused to do. The Respondent was
appointed as internal auditor, then as branch auditor and finally as statutory
auditor without any knowledge of the complainant. The Respondent signed
the unaudited financial statement as the statutory auditor and the same was
filed with the Registrar of Companies under section 220 of the Companies Act,
1956. Held that the Chartered Accountant is guilty of professional misconduct
within the meaning of Clauses (8) & (9) of Part I of First Schedule to the
Chartered Accountants Act, 1949.

[Phool Chand Gupta vs. Parshu Ram Bhagat – (to be published in
Volume of Disciplinary Cases – Council’s decision dated 16th to 18th

September, 2003)]
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12.The Chartered Accountant rely upon the oral enquiries made to him by the
Directors-in-charge and did not find out whether the company in fact had
complied with the provisions of the Law for the change of auditor or not and
the procedure laid down in Law for the change of auditor was in fact complied
with or not- Held guilty of professional mis-conduct.

[Shri K.C.Das, ACA (complainant) V. Shri A.C.Kaher, ACA
(respondent):]

13.The complainant alleged that the respondent accepted the appointment of
auditor without first communicating with the previous auditor. He accepted
the appointment without ascertaining from the company whether the
provisions of Section 225 of the Companies Act 1956 in respect of such
appointment had been duly complied with. The complainant alleged that he
solicited the client and other professional work. The complainant also
submited that he accepted the position as auditor in such conditions which
would amount to under-cutting.
The Disciplinary Committee conducted the enquiry in the case and decided as
follows:
The respondent was not guilty of professional misconduct as there was
communication from the complainant with Registered A.D. From the facts on
record, the Committee noted that the Company had followed the procedure
and it sent the intimation to the Complainant and also the appointment of
new auditor, hence the respondent was not guilty of this charge. On the basis
of the facts and evidence on record, the Committee was of the view that the
Respondent was not guilty of the clause for soliciting clients and other
professional works. Since the complainant could not substantiate the charge
of under cutting of fees alongwith the documentary evidences, the Committee
was of the view that there was no undercutting in the fees and held the
respondent was not guilty of this charge. It was also noted that the company
adopted unaudited accounts, completed deliberation on ordinary business and
duly concluded the meeting after appointing the incoming auditor.

The Council considered the Report of the Committee and decided to accept
the report and accordingly held that the respondent is not guilty of any
professional misconduct. The Council decided that the complaint be
dismissed.

[S.C.Bansal of M/s S. Bansal & Associates V/s Anil Jain of M/s Anil
Kumar & Co.- 25-CA(106)/99]
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Appendix ‘A’

PRESCRIBED FEE STRUCTURE

Guidelines issued by ICAI:

(1) A member of the Institute in practice shall not, on behalf of the firm of
chartered accountants in which he is a partner, accept or carry out any audit
work involving receipt of audit fees (excluding reimbursement of expenses, if
any) for such work of an amount less than what is specified hereunder:-

(a) consisting of 5 or more partners but less than 10 partners with at least
one partner holding a certificate of practice for five years or more; or

(b) consisting of 10 or more partners with at least one partner holding a
certificate of practice for five years or more.

Practising firm having  Practising firm having
5 or more partners  10 or more partners
but less than 10
partners

_______________________________________________________________
(i) In cities with population Rs. 6000/- p.a.  Rs. 12,000/- p.a

 of 3 million and above. . .
 (as per the last census)

(ii) In cities/towns having Rs. 3500/- p.a Rs 8000/- p.a
 population of less than
 3 million.
(as per the last census)

Provided that such restriction shall not apply in respect of the following: -

(i) audit of accounts of charitable institutions clubs, provident funds, etc.
where the appointment is honorary i.e. without any fees;.

(ii) statutory audit of branches of banks including regional rural banks;

(iii) audit of newly formed concerns relating to two accounting years from the
date of commencement of their operations;

(iv) certification or audit under Income-tax Act or other attestation work
carried out by the Statutory Auditor; and

(v) Sales Tax Audit and VAT Audit.
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Explanation:

For the purpose of these Guidelines, the expression statutory auditor means
and includes a chartered accountant appointed as an auditor under a
Central/State or Provincial Act as well as an auditor appointed under any
agreement.

The Council has clarified that for the above purpose the audit of Provident
Fund Trust; Gratuity Fund etc. carried out by the statutory auditor are to be
considered as separate and distinct audit so that the above restrictions are
applicable to it.

(2) A member of the Institute in practice shall not accept the appointment as
statutory auditor of Public Sector Undertaking(s)/ Government
Company(ies)/Listed Company(ies) and other Public Company(ies) having
turnover of Rs. 50 crores or more in a year where he accepts any other
work(s) or assignment(s) or service(s) in regard to the same Undertaking(s)/
Company(ies) on a remuneration which in total exceeds the fee payable for
carrying out the statutory audit of the same Undertaking/company.

Provided that in case appointing authority(ies)/regulatory body(ies)
specify(ies)  more stringent condition(s)/restriction(s), the same shall apply
instead of the conditions/restrictions specified under these Guidelines.

The above restrictions shall apply in respect of fees for other work(s) or
service(s) or assignment(s) payable to the statutory auditors and their
associate concern(s) put together.

For the above purpose,

(i) the term “other work(s)” or “service(s)” or “assignment(s)” shall include
Management Consultancy and all other professional services permitted by the
Council pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949
but shall not include: -

(a) audit under any other statute;

(b) certification work required to be done by the statutory auditors; and

(c) any representation before an authority;

(i) the term “associate concern” means any corporate body or partnership
firm which renders the Management Consultancy and all other professional
services permitted by the Council wherein the proprietor and/or partner(s) of
the statutory auditor firm and/or their “relative(s)” is/are Director/s or
partner/s and/or jointly or severally hold “substantial interest” in the said
corporate body or partnership;



34

(ii) the terms “relative” and “substantial interest” shall have the same
meaning as are assigned thereto under Appendix (9) to the Chartered
Accountants Regulations, 1988.

In regard to taking up other work(s) or service(s) or assignment(s) of the
undertaking/company referred to above, it shall be open to such associate
concern or corporate body to render such work(s) or service(s) or
assignment(s) so long as aggregate remuneration for such other work(s) or
service(s) or assignment(s) payable to the statutory auditor/s together with
fees payable to its associate concern(s) or corporate body(ies) do/does not
exceed the aggregate of fee payable for carrying out the statutory audit.
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Appendix ‘B’

PROCEDURES AND ILLUSTRATIVE RESOLUTIONS

 APPOINTMENT OF FIRST AUDITORS UNDER  SECTION 224(5)

PROCEDURAL NOTES:

1. Appointment of first auditors and fixation of remuneration. –
Pursuant to sub-section(5) of section 224 of the Companies Act, the first
Auditor or Auditors of a company have to be appointed by the Board of
Directors within one month of the date of registration of the company and the
Auditor or Auditors so appointed shall hold office until the conclusion of the
first Annual General Meeting of the company.  The remuneration payable to
the Auditor(s) is also, accordingly, fixed by the Board of Directors for the
initial year.

2. Filling up of vacancy in the office of first auditor. – If, due to any
reason whatsoever, there arises a vacancy in the office of the first Auditor of
the company, the Board may again appoint another, Auditor or Auditors of a
company to hold office until the conclusion of the first Annual General
Meeting and fix remuneration therefore.

3. On failure of Board to appoint first auditor – Auditor to be appointed
by company general meeting.- If the Board, in either or the above cases,
fails to exercise its power, the company in the General Meeting has to appoint
the first Auditor or Auditors by an ordinary resolution.  The first Auditor so
appointed should be intimated with seven days of his appointment and then
the Auditor must inform the Registrar in Form No.23B* about his accepting or
refusing the appointment within one month of the receipt of intimation of his
appointment.

4. On failure of general meeting to appoint auditor vacancy to be filled
in by Central Government. – The residual power to appoint an Auditor in
the even of a failure to appoint Auditors by the general body, lies with the
Central Government, who may appoint a person to fill in the vacancy

ILLUSTRATIVE RESOLUTION

Messrs…………………….. Chartered Accountants and Auditors, …………………….. have
consented to act as the Auditors of the company as per their letter dated the
…………………., 19……………, received by the company and placed before the meeting
intimating that the said appointment would be in accordance with the limits stated in
section 224(1B) of the Companies Act, 1956, the Board considered the same.

“RESOLVLED that Messrs………………………, Chartered Accountants, be and are
hereby appointed as the first Auditors of the company to hold office until the
conclusion of the first Annual General Meeting of the company at a remuneration of
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Rs………….. plus such out-of-pocket expenses, as may be incurred by such Auditors
in connection with the audit of Company plus service tax thereon”.

 RE-APPOINTMENT OF THE RETIRING AUDITOR UNDER SECTION
224

PROCEDURAL NOTES:

1. Intimation within seven days. – The auditors so appointed should be
intimated within seven days of the appointment,

2. Written Certificate. – before appointing the auditors a written certificate
should be obtained from the proposed auditors to the effect that the said
appointment if made will be in accordance with the limits specified in sub-
section (1-B) of section 224 of the Act.

ILLUSTRATIVE RESOLUTION

“RESOVED that the Auditors of the Company M/s……………………………, Chartered
Accountants, who retire at this meeting, being eligible and willing to act as Auditors,
who retire at this meeting, being eligible and willing to act as Auditors, be and are
hereby appointed Auditors of the Company to hold office till the conclusion of the
next Annual General Meeting at a remuneration of Rs………… plus such out-of-pocket
expenses, as may be incurred by such Auditors in connection with the audit of
Company plus service tax thereon.”

 FILING UP OF CASUAL VACANCY IN THE OFFICE OF AUDITORS
UNDER SECTION 224

PROCEDURAL NOTES:

1. Board’s power.-The board of directors of a company has the power to fill up
any casual vacancy in the office of an auditor except casual vacancy caused
by resignation of an auditor.

2. Intimation within seven days. – The auditors so appointed should be
intimated within seven days of the appointment.

Written Certificate – Before appointing the auditors a written certificate should be
obtained from the proposed auditors to the effect that the said appointment if made
will be in accordance with the limits specified in sub-section (1-B0 of section 224 of
the Act.
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ILLUSTRATIVE RESOLUTION

Casual vacancy, Auditor resigning, filling up of – Ordinary Resolution - General
Meeting

“RESOVED that M/s ……………., the Chartered Accountants, be and are hereby
appointed as auditors of the company to fill up the casual vacancy caused by the
resignation of M/s ………………., Chartered Accountant, until the conclusion of the
next Annual General Meeting of the Company at a remuneration of Rs…………. plus
reimbursement and service tax thereon for the audit.”

 REMOVAL OF AUDITOR APPOINTED IN A GENERAL MEETING UNDER
SECTION 224 – Removal of auditor – Ordinary Resolution

PROCEDURAL NOTES:

1. Removal of Auditor.-Sub-section (7) of section 224 makes special
provision for the removal of the auditors before the expiry of their term in
General Meting after obtaining the previous approval of the Central
Government in that behalf .  This provision has been made to meet a
situation where an existing Auditor is unable in fulfil his duties for any reason
or is unsuitable for continuing in his appointment.

2. Application for removal of auditor to Central Government.- The
application for removal of Auditor of the Company before the expiry of his
terms of office must be addressed to the Regional Director concerned to
whom the power of Central Government has been delegated.  There is no
prescribed format of this application.  The application should set out in detail
the reasons for the proposed removal of the Auditor’s and it must be
accompanied by the following documents.-

i. A copy each of the Memorandum and Articles of Association of the
Company.

ii. Proof of deposit of requisite fee.

The Regional Director may generally obtain an explanation from the concerned
auditor about his views on the matter and may also afford an opportunity of
being heard personally.

3. Forwarding of application.- A copy of the application should be delivered
to the Registrar of Companies concerned electronically.
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ILLUSTRATIVE RESOLUTION

“RESOLVLED that M/s…………………., the Chartered Accountants, ……………, who
were appointed as the Auditors of the Company at the last Annual General Meeting
to hold office up to the conclusion of the next Annual General Meeting of the
Company be and are hereby removed from such office of the Auditors, before the
expiry of their term, such removal having been previously approved by the Central
Government in that behalf.”

 APPOINTMENT AS AUDITOR OF A PERSON OTHER THAN RETIRING
AUDITOR UNDER SECTION 225

PROCEDURAL NOTES:

1. Special Notice. – Special notice is required for a resolution at an Annual
General Meeting appointing as auditor a person other than a retiring auditor.

2. Notice to retiring auditor.- On receipt of notice of the resolution, the
Company must send forthwith a copy thereof to the retiring auditor.

3. Mode of sending Special Notice.- The copy of the special notice under
section 225(2) of the Companies Act, 1956 should be sent to the retiring
auditors by Registered A.D. Post.

4. Auditors representation should be sent to all the members and auditors be
informed that they are entitled to be orally heard.

5. Read the representation of retiring auditors if any at the meeting.

6. Shareholders present at the general meeting to orally hear the retiring
auditors.

7. To put the resolution to vote.

ILLUSTRATIVE RESOLUTION

“RESOLVLED that M/s………………………………….., be and are hereby appointed
Auditors of the Company in place of the retiring Auditors to hold office from the
conclusion of ensuring Annual General Meeting until the conclusion of the next
Annual General Meeting at a remuneration to be fixed by the Board of Director of
the Company.”
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Appendix ‘C’

(1) SEBI Guidelines under Clause 49 (relevant extracts)

AUDIT COMMITTEE

(A) Qualified and Independent Audit Committee

A qualified and independent audit committee shall be set up, giving the terms of
reference.

(B) Meeting of Audit Committee

The audit committee should meet at least four times in a year and not more than
four months shall elapse between two meetings. The quorum shall be either two
members or one-third of the members of the audit committee whichever is greater,
but there should be a minimum of two independent members present.

(C) Powers of Audit Committee

The audit committee shall have powers, which should include the following:

1. To investigate any activity within its terms of reference.

2. To seek information from any employee.

3. To obtain outside legal or other professional advice.

4. To secure attendance of outsiders with relevant expertise, if it considers
necessary.

(D) Role of Audit Committee

The role of the audit committee shall include the following:

1. Oversight of the company’s financial reporting process and the
disclosure of its financial information to ensure that the financial
statement is correct, sufficient and credible.

2. Recommending to the Board, the appointment, re-appointment and, if
required, the replacement or removal of the statutory auditor and the
fixation of audit fees.

3. Approval of payment to statutory auditors for any other services
rendered by the statutory auditors.
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4. Reviewing, with the management, the annual financial statements before
submission to the board for approval, with particular reference to:

a. Matters required to be included in the Director’s Responsibility Statement to
be included in the Board’s report in terms of clause (2AA) of section 217 of
the Companies Act, 1956;

b. Changes, if any, in accounting policies and practices and reasons for the
same;

c. Major accounting entries involving estimates based on the exercise of
judgment by management;

d. Significant adjustments made in the financial statements arising out of
audit findings;

e. Compliance with listing and other legal requirements relating to financial
statements;

f. Disclosure of any related party transactions;

g. Qualifications in the draft audit report.

5. Reviewing, with the management, the quarterly financial statements before
submission to the board for approval.

6. Reviewing, with the management, performance of statutory and internal auditors,
adequacy of the internal control systems.

7. Reviewing the adequacy of internal audit function, if any, including the structure
of the internal audit department, staffing and seniority of the official heading the
department, reporting structure coverage and frequency of internal audit.

8. Discussion with internal auditors, any significant findings and follow up thereon.

9. Reviewing the findings of any internal investigations by the internal auditors into
matters where there is suspected fraud or irregularity or a failure of internal control
systems of a material nature and reporting the matter to the board.

10. Discussion with statutory auditors before the audit commences, about the nature
and scope of audit as well as post-audit discussion to ascertain any area of concern.

11. Carrying out any other function as is mentioned in the terms of reference of the
Audit Committee.

Explanation (i): The term “related party transactions” shall have the same meaning
as contained in the Accounting Standard 18, Related Party Transactions, issued by
The Institute of Chartered Accountants of India.
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Explanation (ii): If the company has set up an audit committee pursuant to
provisions of the Companies Act, the said audit committee shall have such additional
functions/features as is contained in this clause.

(E) Review of information by Audit Committee

The Audit Committee shall mandatorily review the following information:

1. Management discussion and analysis of financial condition and results of
operations;

2. Statement of significant related party transactions (as defined by the audit
committee), submitted by management;

3. Management letters/letters of internal control weaknesses issued by the statutory
auditors;

4. Internal audit reports relating to internal control weaknesses; and

5. The appointment, removal and terms of remuneration of the Chief internal auditor
shall be subject to review by the Audit Committee.
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(2) Guidelines on Corporate Governance for Central Public Sector
Enterprises (CPSEs):

Powers of Audit Committee

Commensurate with its role, the Audit Committee should be invested by the Board of
Directors with sufficient powers, which should include the following:

(i) To investigate any activity within its terms of reference.

(ii) To seek information on and from any employee.

(iii) To obtain outside legal or other professional advice, subject to the approval of
the Board of Directors.

(iv) To secure attendance of outsiders with relevant expertise, if it considers
necessary.

(v) To protect whistle blowers.

Meeting of Audit Committee

The Audit Committee should meet at least four times in a year and not more than
four months shall elapse between two meetings. The quorum shall be either two
members or one third of the members of the Audit Committee whichever is greater,
but a minimum of two independent members must be present.

Review of information by Audit Committee

The Audit Committee shall review the following information:

(i) Management discussion and analysis of financial condition and results of
operations;

(ii) Statement of significant related party transactions (as defined by the audit
committee), submitted by management;

(iii) Management letters / letters of internal control weaknesses issued by the
statutory auditors;

(iv) Internal audit reports relating to internal control weaknesses;

(v) The appointment and removal of the Chief Internal Auditor shall be placed before
the Audit Committee; and

(vi) Certification/declaration of financial statements by the Chief Executive/Chief
Finance Officer.


