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f o r  m e m b e r s '  i n f o r m at i o n

The Department of Banking, Ministry of Finance, 
Government of India, issued a circular letter no. 
7/48/2004-BOA dated 15th December 2005 to the 
CMDs of public sector banks giving an option to 
the Board of Directors of public sector banks for 
appointment of statutory central auditors and 
bank branch auditors of public sector banks, by 
the Boards themselves.  The ICAI, in this regard, 
met and discussed with the concerned regulators, 
officials of the Finance Ministry and the Hon’ble 
Ministers, and indicated ICAI’s objection to such 
an option given. The summary of the various 
discussions held and the representations made 
at appropriate levels has been on the following 
lines:
 l Under the Companies Act, 1956, auditors are 

appointed by the shareholders and not by the 
Board.

 l Similarly, in case of Public Sector Undertakings, 
the auditors are appointed by Comptroller & 
Auditor General (CAG) of India and not by the 
Board of PSUs.

l Internationally, statutory auditors are 
appointed by shareholders/regulators and 
not by the Board.

l Appointment by shareholders or regulators 
assures the independence of auditors and is part 
of good corporate governance.  This process 
protects the interest of various stakeholders.

l The selection of auditors by the Board would 
have the serious pitfall of favouritism in 
appointment of auditors and, in turn, could 
result in weakening the process of audit.

l In the case of banks, out of the total 
funds available, the owners/shareholders 
contribute a fraction of the funds, whereas 
substantial funds belong to small depositors.  
Unlike corporates, in the case of banks it is 
essential that auditors are appointed by an 
independent regulator, and not even by the 
owners — and in any event, never by the 
management.

l Public sector banks are the lifeline of the 
economy and should something go wrong 
with the financial reporting, there may be 
serious repercussions on the economy as well 
as on millions of small depositors.

l There should be no dilution at all in protecting 
the independence of auditors. On the 
contrary, in fact there is a need to strengthen 
their independence for good governance 
and to ensure sound financial reporting and 
transparency.  

l The option granted to the Boards to appoint 
Auditors will be viewed adversely by the 
international community with reference 
to good governance and sound financial 
reporting of PSBs.

Bank Audit Appointment 

The CBDT has notified revised Form No. 3CD 
along with annexure for FBT certification. The 
FBT certification format is on the lines of the 
recommendation sent by ICAI in March 2006.  As 
regards Form No. 3CD, most of the suggestions 
made by ICAI have been accepted. Some 
modifications have been carried out. The only 
recommendation that did not find favour with 
the Government was our suggestion not to widen 
the scope of reporting in respect of TDS as part 
of tax audit work. We represented that it would 
be too difficult to identify transactions in respect 
of which tax has not been deducted at source.  
Besides, it would be time consuming and too 

onerous a responsibility in case of assessees with 
voluminous transactions. It was suggested that in 
case the Government is particular in entrusting 
this task, it should be through a separate ‘TDS 
Report’ assigned to the profession. However, 
Government felt that CAs should assist in the 
successful implementation of TDS provisions by 
this audit exercise.

The Fiscal Laws Committee is in the process of 
finalising the Guidance Note on Fringe Benefits 
Tax, which will soon be made available for 
members.  Similarly, a Supplementary Guidance 
on Amendments made in Form No. 3CD relating 
to Tax Audit shall also be brought out.

TAX & FBT AUDIT


