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COMPANIES LAW

Govt makes rotation
of auditors mandatory

By AMaN MALIK
aman.m@livemint.com
NEW DELHI

he corporate affairs minis-
try on Monday notified
rules making the rotation of
auditors mandatory for listed
companies, unlisted compa-
nies with a share capital for
more than 10 crore, all pri-
vate companies with paid-up
capital of Y20 crore or more,
and all companies with public
deposits of a minimum of ¥50
crore.
The rules will apply retro-
spectively from the date the
auditors were appointed and

not from the date of notifica-
tion of the rules. However the
auditor (or audit firm) will usu-
ally have an extra three years
as a “transition” period.

The rules also rule out rota-
tion to a “network firm” or an
associate or affiliate of the ex-
isting audit firm. Several audit
firms had created such firms in
anticipation of the rotation
mandated by the companies
legislation.

The rules notified on Mon-
day pertain to three more
chapters of the new companies
law that comes into force from
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1 April.

Other than audits and audi-
tors, they deal with accepting
deposits, registration of foreign
companies.

“This implies that for situa-
tions where an individual audi-
tor, or the audit firm, are due
to complete the maximum
term in office of five years and
10 years, respectively, (they)
will have to (be) rotated out at
the end of the 3-year transi-
tional period starting from 1
April,” Yogesh Sharma, part-
ner, assurance at Grant Thorn-
ton India LLP, said in an
emailed statement.

Analysts and experts are di-
vided on the impact of the
clause to make rotation man-
datory. While some see the
new rules ushering in a signifi-
cant consolidation in the pro-
fession of auditing, others
think it could spell trouble, at
least for some firms.

“While auditor rotation is
gaining momentum in the EU
(European Union) and many
other parts of the world, ex-
tending the requirement to un-
listed companies is unusual,”
Jamil Khatri, global head of ac-
counting advisory services,
KPMG in India, said in an
emailed statement. “This may
be particularly troublesome for
unlisted Indian subsidiaries of
global multinational compa-
nies since the rotation period
and requirements in their
home countries may be differ-
ent from those prescribed in
India resulting in challenges in
audit of the consolidated fi-
nancial statements.”

J.N. Gupta, a former execu-
tive director with Securities
and Exchange Board of India
said that auditor rotation will
“stop the monopaly of the ‘big
four'"—a reference to global
audit firms Deloitte Touche
Tohmatsu Ltd, Pricewater-
houseCoopers, EY (formerly
Ernst & Young) and KPMG.

Gupta further said that the
new stipulations will “make the
audit process more serious”.

Gupta said that while the
rules were still being finalized,
several top audit firms had set
up several new

on the theme of higher ac-
countability and fastening of
personal liability on decision
makers. Akin to what US law
tries to achieve in a variety of
ways, The auditor provisions
follow this basic theme of per-
sonal liability as well,” said
Vivek Gupta, a partner with
BMR Advisors.

“This may still cause hard-
ship since the requirement ap-
plies even to suspected frauds
where the investigation may
not have been completed by
the company within the time-

line of 60

companies to
circumvent

days,” said
Khatri.
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to get a re-
sponse from a
company’s board or the audit
committee before reporting a
fraud to the Union govern-
ment. The fraud has to be re-
ported within 60 days.

“Thus, now the auditor is
first required to report the
fraud to the board or audit
committee seeking their reply
within a 45-day period and
post receipt of the reply, within
15-day period report the fraud
to the central government.
along with the response re-
ceived from the board or audit
committee,” said Sharma.

““This entire actis modelled

the regulators
only if the auditor is not satis-
fied with the actions taken by
the board or the audit commit-
tee,” Khatri added.

Gupta however offered a dif-
ferent view. “As of now, there is
no duty cast upon the auditors.
They are not mandated to re-
port fraud. The new rules will
hold auditors criminally liable
if they do not report fraud,” he
said.

Gupta said that in the case of
fraud detection and reporting,
guidelines from Institute of
Chartered Accountants of In-
dia are required.




