Suggested Answers

Chapter - Audit and Auditors

Answer 1:

Disqualification of auditor: According to section 141(3)(d)(i) of the Companies Act, 2013, a
person who, or his relative or partner holds any security of the company or its subsidiary or of
its holding or associate company or a subsidiary of such holding company, which carries voting
rights, such person cannot be appointed as

auditor of the company. Provided that the relative of such person may hold security or interest
in the company of face value not exceeding 1 lakh rupees as prescribed under the Companies
(Audit and Auditors) Rules, 2014,

In the case Mr. Naresh, Chartered Accountants, did not hold any such security. But Mrs. Reena,
his wife held equity shares of New Limited of face value Rs. 1 lakh, which is within the specified
limit.

Further Section 141(4) provides that if an auditor becomes subject, after his appointment, to
any of the disqualifications specified in sub-section 3 of section 141, he shall be deemed to have
vacated his office of auditor. Hence, Naresh & Company can continue to function as auditors of
the Company even after 15 October 2019 i.e. after the investment made by his wife in the
equity shares of New Limited.

(i) Corrective action to maintain the limit specified (i.e., 1 lac) shall be taken by the auditor
within 60 days of such acquisition, or
(ii) Failure to take such corrective action shall lead to auditor has to vacate his office.

Answer 2:

As per section 139(6) of the Companies Act, 2013, the first auditor of a company, other than a
Government company, shall be appointed by the Board of Directors within thirty days from the
date of registration of the company and such auditor shall hold office till the conclusion of the
first annual general meeting

Whereas Section 139(1) of the Companies Act, 2013 states that every company shall, at the
first annual general meeting (AGM), appoint an individual or a firm as an auditor of the company
who shall hold office from the conclusion of 1st AGM till the conclusion of its 6th AGM and
thereafter till the conclusion of every sixth AGM.

As per section 139(2), no listed company or a company belonging to such class or classes of
companies as may be prescribed, shall appoint or re-appoint an individual as auditor for more
than one term of five consecutive years.

As per the given provisions following are the answers:

(i) Appointment of Mr. Tel by the Board of Directors is valid as per the provisions of section
139(6).

(ii) Appointment of Mr. Tel at the first Annual General Meeting is valid due to the fact that the
appointment of the first auditor made by the Board of Directors is a separate appointment and
the period of such appointment is not to be considered, while Mr. Tel is appointed in the first
Annual General Meeting, which is for the period from the conclusion of the first Annual General
Meeting to the conclusion of the sixth Annual General Meeting.



(iii) As per law, auditor appointed shall hold office from the conclusion of 1st AGM till the
conclusion of its 6th AGM i.e., for 5 years. Accordingly, here appointment of Mr. Bell, which is
for 4 years, is not in compliance with the said legal provision, so his appointment is not valid.

Answer 3:

Section 140 of the Companies Act, 2013 prescribes procedure for removal of auditors. Under
section 140 (1) the auditor appointed under section 139 may be removed from his office before
the expiry of his term only by a special resolution of the company, after obtaining the previous
approval of the Central Government in that behalf in the prescribed manner.

From this sub section it is clear that the approval of the Central Government shall be taken
first and thereafter the special resolution of the company should be passed.

Provided that before taking any action under this sub-section, the auditor concerned shall be
given a reasonable opportunity of being heard.

Therefore, in terms of section 140 (1) of the Companies Act, 2013 read with Rule 7 of the
Companies (Audit & Auditors) Rules, 2014, the following steps should be taken for the removal
of an auditor before the completion of his term:

0 The application to the Central Government for removal of auditor shall be made in Form ADT-
2 and accompanied with fees as provided for this purpose under the Companies (Registration
Offices and Fees) Rules, 2014.

0 The application shall be made to the Central Government within thirty days of the resolution
passed by the Board.

[ The company shall hold the general meeting within sixty days of receipt of approval of the
Central Government for passing the special resolution.

Hence, in the instant case, the decision of X Ltd. to remove AB & Associates, auditors of the
company at the general meeting held on 25-5-2020 subject to approval of Central Government is
not valid. The Approval of the Central Government shall be taken before passing the special
resolution in the general meeting.

Answer 4:

Section 145 of the Companies Act, 2013 provides for auditors to sign audit reports, etc.
According to this section:

(i) The person appointed as an auditor of the company shall sign the auditor's report or sign or
certify any other document of the company in accordance with the provisions of sub-section (2)
of section 141 (i.e. in case of firm including LLP, only Chartered Accountants are authorised to
act and sign).

(ii) The qualifications, observations or comments on financial transactions or matters, which
have any adverse effect on the functioning of the company mentioned in the auditor’s report
shall be read before the company in general meeting and shall be open to inspection by any
member of the company.

Answer b5:

According to section 2(45) of the Companies Act, 2013, "Government company" means any
company in which not less than 51% of the paid-up share capital is held by the Central
Government, or by any State Government or Governments, or partly by the Central Government



and partly by one or more State Governments, and includes a company which is a subsidiary
company of such a Government company.

As per section 139(7), in the case of a Government company or any other company owned or
controlled, directly or indirectly, by the Central Government, or by any State Government, or
Governments, or partly by the Central Government and partly by one or more State
Governments, the first auditor shall be appointed by the Comptroller and Auditor-General of
India within 60 days from the date of registration of the company and in case the Comptroller
and Auditor - General of India does not appoint such auditor within the said period, the Board
of Directors of the company shall appoint such auditor within the next 30 days; and in the

case of failure of the Board to appoint such auditor within the next 30 days, it shall inform the
members of the company who shall appoint such auditor within the 60 days at an extraordinary
general meeting, who shall hold office till the conclusion of the first annual general meeting .
In the given question, Shiv Limited is a government company as 54.6% [(1.5+1.23)/ 5= 54.6%] of
the share capital is held by Central government and State Government (Punjab Government).
Thus, the first auditor of Shiv Limited shall be appointed by the Comptroller and Auditor-
General of India within 60 days from the date of registration.

Thus, the appointment of first auditor by Board of Directors on 31.10.2020 is not valid. The
Board of Directors can appoint the first auditor in case the Comptroller and Auditor-General of
India does not appoint such auditor within the said period of period 60 days. The Board of
Directors of the company shall appoint such auditor within the next 30 days.

In the case of failure of the Board to appoint such auditor within the next 30 days, it shall
inform the members of the company who shall appoint such auditor within 60 days at an
extraordinary general meeting, who shall hold office till the conclusion of the first annual
general meeting .

Thus, the contention of members that its only the members who can appoint the first auditor of
the Government company, is not correct.

Answer 6:

Section 146 of the Companies Act, 2013 provides for auditors to attend general meeting.
According to this section:

(i) All notices of, and other communications relating to, any general meeting shall be forwarded
to the auditor of the company.

(ii) The auditor shall, unless otherwise exempted by the company, attend either by himself or
through his authorised representative, who shall also be qualified to be an auditor, any general
meeting.

(iii) The auditor shall have right fo be heard at such meeting on any part of the business which
concerns him as the auditor

MCQs

1. a) Special notice is required
2. a) Special notice is required

3. s(c) Sixth annual general meeting
. (d) Two terms of 5 consecutive years
5. (b) Comptroller and Auditor General of India (CAG).






