
AUDIT AND AUDITORS

(The Companies Act, 2013 (Sec 139-148), the Companies (Audit and Auditors) Rules, 2014)

Appointment of Auditors in Company

The Companies Act, 2013 section 139(1) read with rule 3 of Companies (Audit and
Auditors) Rules, 2014 every company shall at the first annual general meeting, appoint an
individual or a firm as an auditor who shall hold office from the conclusion of that meeting
till the conclusion of its sixth annual general meeting (AGM) and thereafter till the
conclusion of every sixth meeting and the manner and procedure of selection of auditors by
the members of the company

Audit Committee under section 177,  and, in cases where such a committee is not required to
be constituted, the Board shall take into consideration the qualifications and experience of the
individual or the firm proposed to be considered for appointment as auditor and whether such
qualifications and experience are commensurate with the size and requirements of the
company.

For the purpose of constitution of Audit Committee section 177 of the Act read with
Companies (Meetings of Board and its Powers) Rules, 2014 provides that: The Board of
directors of every listed companies and the following classes of companies shall constitute an
Audit Committee of the Board-

(i) all public companies with a paid up capital of ten crore rupees or more;

(ii) all public companies having turnover of one hundred crore rupees or more;

(iii) all public companies, having in aggregate, outstanding loans or borrowings or
debentures or deposits exceeding fifty crore rupees or more.

 Before considering the appointment of auditor, the Audit Committee or the Board, as
the case may be, shall consider any pending proceeding relating to professional
matters of conduct against the proposed auditor before the ICAI or any competent
authority or any Court. Further they may call for such other information from the
proposed auditor as it may deem fit.

 Where a company is required to constitute the Audit Committee, the committee shall
recommend the name of an individual or a firm as auditor to the Board for
consideration and in other cases, the Board shall consider and recommend an
individual or a firm as auditor to the members in the AGM for appointment.

 If the Board agrees with the recommendation of the Audit Committee, it shall further
recommend the appointment of auditor to the members in the AGM otherwise, it shall



refer back the recommendation to the committee for reconsideration citing reasons for
such disagreement.

 Thereafter if the Audit Committee decides not to reconsider its original
recommendation, then Board shall record reasons for its disagreement with the Audit
committee and send its own recommendation for consideration of the members in the
AGM and if the Board agrees with the recommendations of the Audit Committee, it
shall place the matter for consideration by members in the AGM.

 The auditor appointed in the AGM meeting shall hold office from the conclusion of
that meeting till the conclusion of the sixth annual general meeting, with the meeting
wherein such appointment has been made being counted as the first meeting.

 Such appointment shall be subject to ratification in every AGM till the sixth AGM by
way of passing of an ordinary resolution. If the appointment is not ratified by the
members of the company, the Board of Directors shall appoint another individual or
firm as its auditor or auditors after following the procedure laid down in this behalf
under the Act.

Section 139(6) of the Act stipulated that first Auditor of the Company other than Government
Company, shall be appointed by the Board within 30 days of its date of registration and in
case of failure to do so by Board of Directors, the members shall be informed and they shall
appoint the same within 90 days from incorporation, who shall hold office till conclusion of
first annual general meeting.

Conditions for appointment and notice to Registrar (ROC)-

As per second proviso of section 139(1) read with the Companies (Audit and Auditors)
Rules, 2014 stipulates that written consent of the auditor must be taken before appointment.
The auditor appointed shall submit a certificate that:

(a) the individual/firm is eligible for appointment and is not disqualified for appointment
under the Act, the Chartered Accountants Act, 1949 and the rules or regulations made
thereunder;

(b) the proposed appointment is as per the term provided under the  Act;

(c) the proposed appointment is within the limits laid down by or under the authority of the
Act;

(d) the list of proceedings against the auditor or audit firm or any partner of the audit firm
pending with respect to professional matters of conduct, as disclosed in the certificate, is true
and correct.

The Certificate shall also indicate whether the auditor satisfies the criteria provided in section
141 of the Act.

The Company shall inform the auditor concerned of his or its appointment and also file a
notice of such appointment with the Registrar in Form ADT-1 within 15 days of the meeting
in which the auditor is appointed.



Appointment of Auditors in Government Company

According to Section 139(5), 139(7), 139(8), 139 (11) The appointment of  auditor  in
Government  company  or government controlled (directly/indirectly) company shall be held
in accordance with the following provisions:

The First auditor shall be appointed by the Comptroller and Auditor General within 60 days
from the date of incorporation and in case of failure to do so, the Board shall appoint auditor
within next 30 days and on failure to do so by Board of Directors, it shall inform the
members, who shall appoint the auditor within 60 days at an extraordinary general meeting
(EGM), such auditor shall hold office till conclusion of first Annual General Meeting.

In case of subsequent auditor for existing government companies, the Comptroller & Auditor
General shall appoint the auditor within a period of 180 days from the commencement of the
financial year and the auditor so appointed shall hold his position till the conclusion of the
Annual General Meeting.

In the case of a company whose accounts are subject to audit by an auditor appointed by the
Comptroller and Auditor-General of India, be filled by the Comptroller and Auditor-General
of India within thirty days. In case the Comptroller and Auditor-General of India does not fill
the vacancy within the said period, the Board of Directors shall fill the vacancy within next
thirty days.

Rotation of Auditor and re-appointment of Retiring Auditors-

According to Section 139(3) members of a company can provide for following by passing a
resolution:

(a) In the audit firm appointed by it, the auditing partner and his team shall be rotated at such
intervals as may be resolved by members; or

(b) The audit shall be conducted by more than one auditor.

A transition period of 3 years from the commencement of the Act has been prescribed for the
company existing on or before the commencement of the Act, to comply with the provisions
of the rotation of auditor.

Rotation of Auditors on Expiry of Terms–

According to Section 139 (4) and the Companies (Audit and Auditors) Rules, 2014 Rule 6
Rotation of auditors on expiry of auditor’s term then same procedure will be followed as
required for appointment of auditors. The procedure is as under:-

(1) The Audit Committee shall recommend to the Board, the name of an individual auditor
or of an audit firm who may replace the incumbent auditor on expiry of the term of such
incumbent.



(2) Where a company is required to constitute an Audit Committee, the Board shall consider
the recommendation of such committee, and in other cases, the Board shall itself consider the
matter of rotation of auditors and make its recommendation for appointment of the next
auditor by the members in annual general meeting.

For the purpose of rotation, the period for which the auditor is holding office prior to the
commencement of this act will also be counted in calculating the period of 5 years or 10
years as the case may be. The incoming auditor/audit firm shall not be eligible if such
auditor/audit firm is associated with the outgoing auditor/audit firm under the same network
of audit firms i.e. includes the firms operating/ functioning under the same brand name, trade
name or common control, hitherto or in future. If a partner, who is in charge of an audit firm
and also certifies the financial statements of the company, retires from the said firm and joins
another firm of chartered accountants, such other firm shall also be ineligible to be appointed
for a period of five years.

Where a company has appointed two or more persons as joint auditors, the company may
follow the rotation of auditors in such a manner that both or all of the joint auditors, as the
case may be, do not complete their term in the same year.

According to  Section 139 (9) at any annual general meeting, a retiring auditor shall  be
reappointed as auditor of the company except under the following circumstances:

(a) he is not qualified for re-appointment.

(b) he has given the company a notice in writing of his unwillingness to be re-appointed.

(c) a special resolution has been passed at that meeting appointing somebody else instead of
him or providing expressly that retiring auditor shall not be re-appointed.

Section 139 (10) lays that where at any annual general meeting, no auditor is appointed or re-
appointed, the existing auditor shall continue to be the auditor of the company.

Eligibility and Qualification of Auditors

Section 141 (1) & (2) of the Act prescribed the following eligibility and qualifications of
auditor which are as under:-

(i) Only a Chartered Accountant (individual) or a firm where majority of partners practicing
in India are Chartered Accountants can be appointed as auditor.

(ii) Where a firm including a limited liability partnership (LLP) is appointed as an auditor of
a company, only the partners who are chartered accountants shall be authorized to act and
sign on behalf of the firm.

Disqualification of Auditors



Section 141 (3) of the Act read with Rule 10 prescribed the following persons shall not be
eligible for appointment as an auditor of a company, namely:

• A body corporate, except LLP;

• An officer or employee of the company;

• Any partner/employee of officer or employee of company;

• A person who himself or his relative/partner is holding any security or interest in the
company, or any company which is its holding, subsidiary, associate;

• A person whose relative is holding security or interest not exceeding Rs. one Lac face value
in companies as mentioned above. Provided that this condition be also applicable in the case
of a company not having share capital or other securities, wherever relevant. Provided further
that in the event of acquiring any security or interest by a relative, above the threshold limit
i.e. Rs. one lac, the corrective action to maintain the limits (Rs. one lac) shall be taken by the
auditor within 60 days of such acquisition or interest;

• A person who or whose relative or partner is indebted to the company or its subsidiary or its
holding or associate company or a subsidiary of such holding company, in excess of rupees
five lakh shall not be eligible for appointment;

• A person who or whose relative or partner has given a guarantee or provided any security in
connection with the indebtedness of any third person to the company, or its subsidiary, or its
holding or associate company or a subsidiary of such holding company, in excess of one lakh
rupees shall not be eligible for appointment;

• A person or a firm who, whether directly or indirectly, has “business relationship” with the

Removal of Auditors

According to Section 140 (1) and the Companies (Audit and Auditors) Rules, 2014 Rule 7
The auditor appointed under section 139 may be removed from his office before the expiry of
the term only by –

(i) Obtaining the prior approval of the Central Government by filling an application in form
ADT-2 within 30 days of resolution passed by the Board

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

(iii) The auditor concerned shall be given a reasonable opportunity of being heard.

11. RESIGNATION OF AUDITOR- Section 140 (2), 140 (3)and Rule 8

The auditor who has resigned from the company shall file a statement in Form ADT-3
indicating the reasons and other facts as may be relevant with regard to his resignation as
follows:



(i) In case of other than Government Company, the auditor shall within 30 days from the
date of resignation, file such statement to the company and the registrar.

(ii) In case of Government Company or government controlled company, auditor shall within
30 days from the resignation, file such statement to the company and the Registrar and also
file the statement with the Comptroller and Auditor General of India (CAG).

The onus to file such statement containing relevant facts and reasons for resignation is on the
resigning auditor and any contravention of sub clause (2) is punishable with monetary fine
which could be minimum `50,000 and maximum `5 lakh.

Remuneration of Auditors

According to Section 142 of the Act prescribed that the remuneration of the auditor of a
company shall be fixed in its general meeting or in such manner as may be determined
therein. Board may fix remuneration of the first auditor appointed by it. The remuneration
will be in addition to the out of pocket expensed incurred by the auditor in connection with
the audit of the company and any remuneration paid to him for any other service rendered by
him at the request of the company.

Powers and Duties of Auditors

Section 143(1) provided that Every auditor can access at all times to the books of accounts,
vouchers and seek such information and explanation from the company and enquire such
matters as he considers necessary, including the matters specified in sub-Clauses (a) to (f). It
is the duty of every auditor to make proper enquiry regarding these matters, besides other
matters and if he is satisfied, it is not necessary to disclose this fact in his report.

Audit Report

Section 143 (2) prescribed that auditor shall make a report to the members of the company on
the accounts examined by him and on every financial statement which is required to be laid in
the general meeting of the company. The Audit report should take into consideration the
provisions of this Act, the Accounting and Auditing standards and matters which are required
under this Act or rules made thereunder or under any order made u/s 143(11).

The Audit report should state that to the best of his information and knowledge, the said
accounts and financial statements give a true and fair view of the state of the company’s
affair as at the end of the financial year and the profit or loss and the cash flow for the year
and such other matters as may be prescribed.


