Sec-139(2) of Companies Bill, 2011: An analysis

Sec-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—
(a) an individual  as auditor for more than one term of five consecutive years; and
(b) an audit firm as auditor for more than two terms of five consecutive years:

The above sub-section clearly states that every listed company has to rotate its auditors in every 5 or 10 years as the case may be. This sub-section is very much welcomed as it is likely to increase the authenticity of financial statements and help reduce, if not eliminate, the possibility of cases like the Satyam scandal, which in turn will increase the stakeholders confidence & protect the shareholders interest in the company.  
But, unfortunately the said sub-section does not cover unlisted companies. It may be argued that since unlisted companies have a different goverence structure or since public interest is not directly involved with the unlisted companies, limiting the scope of this sub-section to listed companies is justified. However, we should not forget that there are many unlisted companies who conduct business on a large scale & also borrow substantial amount from the public. Hence, they should not be left out of this compulsion. 
Conclusion:
The above provision is likely to yield good results but it would have been more effective had it also applied to at least some of the large scale unlisted companies.


