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Listed Companies -Appointment of Auditors: Independence and Equal Opportunities  can  go together 
Let us accept and  act on realities 
By Ghia Tarun Jamnadas : tarunghiaca@yahoo.co.in : 9821345687
Time and again authorities and all stakeholders have realized that corporate governance and independent auditors are good terms and concepts to be cherished and for preaching.  At regular intervals episodes arise to confirm that what is cherished does not happen. There will be such scams in future also. Even today also, there must be many balance sheets window dressed and things may never get exposed. Where are the cases where auditors have independently expressed their views inconvenient to the managements and then have been continued as the auditors in succeeding years?  The very fact that the company itself is the appointing authority, may some times make the position of the auditors vulnerable in this competitive materialistic world. 
Although, on paper the shareholders appoint the auditors but in reality the shareholders simply pass the proposal of the board of directors and therefore in reality the auditors are appointed by the board of directors. And more often than not, the board  follows the wishes of the Chairman or the Managing Director with the result that in  most cases, the auditor is appointed by the wishes of one person.  In  this situation,  it may not be possible for an auditor to continue as an auditor after giving a qualified report to the disagreement of the company management. 

 The writer has a solution for the authorities who would like to accept the realities and act to ensure  independent qualitative audit beyond doubts. For this, it should be appreciated that the system of audit appointment should be such that the system itself takes care of the independence of the audit reports. Such a system should be more or less unfailing under all circumstances and  due to involvement of many independent auditors, connivance would be virtually impossible.  In such a system, the authority like SEBI should   be making the appointments from the panel of auditors and on the basis of auditors’  rankings on objective and well published criteria and ensuring that all chartered accountants and firms get audit allotments proportionately and commensurate with their professional standings and sizes. 
For such a system, the SEBI can very well take the example and basis of present audit system of  27 the public sector banks of the country and with suitable modifications can create such system of audit appointments and allotments that involvement of auditors in fraudulent connivance would be ruled out. For every listed company, an  audit firm should be appointed as a central auditor by the SEBI. The central auditor  may be a big firm having wide exposure  as the central auditor will decide the policy issues and would frame audit programmes. The central auditor  can also prescribe the format in which the  branch auditor would have reply specific issues apart from doing the audit according to his independent  professional mind. The audit of the branches should be done by  different firms other than central auditors.  All public limited companies having more than say 50 branches would be audited in respect of their branches by auditors other than central auditors. Every auditor would be allotted  some branches say 5 to 25 branches depending upon the size of the firm, professional standing, etc.  Such audits are to be allotted independently from the panel of auditors for each year and may be continued only for a limited number of years as may be desired and subject to terms and conditions that may be prescribed. The system should also provide that  generally all empanelled auditors get the opportunity over a period of years. Similarly central auditors would also be rotated from the panel. The role of the central auditors should be focused on the audit policies, programmes, systems and audit procedures. The role of central auditors can be on the lines of those in the public sector banks audits. The role of branch auditors also can be on the lines of those of branch auditors in public sector banks. 
All public sector banks like State Bank of India, UBI etc are of  giant sizes and the statutory audits thereof are administered on the above lines. They have enormous volume of transactions and numerous branches and some of them have operations across the countries. The system has been working well in respect of independence of auditors in their cases. In their cases, first of all the appointing authority is different than auditee concern itself. Secondly, for every 2 to 7 branches separate branch auditors are appointed. These branch auditors report in the formats designed by the authorities and the central auditors. When so many branch auditors function independently, connivance amongst them and the auditee concern is impossible. Such a system should be formulated by allotting authorities in consultation with ICAI and other stakeholders in respect of all listed companies having more than say 50 branches.

Such a move will remove/ reduce prevailing high degree of disparities amongst chartered accountants. That is needed also as all chartered accountants are equal in qualification. The CA firms on the panel can be ranked based on their knowledge, depth, exposure and other objective criteria as may be determined by the concerned authorities from time to time. Based on past performance, the firm may be continued on the panel and may get allotments commensurate with their capabilities.  It is only preliminary that a professional firm should be evaluated and compared primarily on the basis of its knowledge, depth and exposure. Basic infrastructure may be necessary to be on the panel but continuing and widening the disparity simply on the basis of infrastructure like what is happening today is not desirable for the profession itself.  Because of this, even some of the most intelligent and high profile chartered accountants may be unable to function on their own. 

In fact professional disparity existing on the basis of infrastructure to the extent  can be reduced is most desirable also.

Since we know the failing standards of morality in public life, to the extent we can avoid relying upon integrity of people and to the extent we can have preference to rely upon stringent system rather than people, it is better.

It is high time that world over we stop  cherishing and speaking something which is not existing.  It is high time we stop fooling our own selves that even though the company managements would be appointing auditors, even though they would decide continuation of their appointments, then also all the auditors  would function completely independently. It is high time we take steps based on realities and make the auditors independent also for their appointment, remuneration and continuation. It is also better to have rotating auditors over a period of time. It is only on paper that shareholders appoint the auditors as it is known to all of us that ultimately the managements succeed in getting  the auditors of their own choice.  The scattered shareholders would also prefer that the appointing authority is different than the one proposed by the company managements. 
It is well known that even in case of the allotment of bank branch audits this writer had filed and pleaded a writ petition in person at the Bombay High Court and the Hon’ble Mumbai High Court had given directions of transparency in audit allotments by the Reserve Bank of India. 

To drive home my point of view, how one selects a doctor ? On the basis of his skill set and standing or on the basis that whether he is affiliated to a big hospital or not ? How does one selects an advocate ? On the basis of his skillset and standing or on the basis as to whether he belongs to a big firm or not ?  
What has been proposed in this article is a panacea to the health of audit and professional opportunities. The concept is legally also not very new as back in the year 1974 it was observed by the Government that small number of firms of auditors were auditors of large number of companies with the result that Government amended the  Companies Act, 1956 to remedy the situation  of concentration of audits in few hands.  

What I have suggested is only a broad frame work of the proposed system and the same can be adopted with suitable modifications. Further, what I have tried to highlight is that apart from relying upon the people to be independent it is more desirable that we create system assuring independence. Further, even if one auditor fails, ultimately the common shareholders and the public funds suffer.

When an firm has income exceeding a threshold (say Rs.50 lakhs per partner),  it should not be eligible for empanelment for allotments of branches and general purposes. It should only be eligible  for central audits. The panels for branches and  small organizations should be open only for those who have lower income, i.e. below the threshold.  
The above article of mine is on the lines of my  recent articles in the newspapers namely Vyapar dated 01 09 2012 and Janmabhoomi dated 03 09 2012.

