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Most investors characterize auditors as back-slappers of firms they audit,
and not desk thumpers. So, the sudden rush of resignations by audit firms
is bewildering to market players. Although some investors see auditors
stepping down as a sign of assertive behavior, the immediate focus is on
L . knowing how to deal with auditor resignations. The larger issue, and of
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An article in this paper reveals that on average, over the past five years,
two auditors have resigned each month (

). Further, that while
Write to us 38 auditors stepped down last financial year, 26 have already done so
since April of this year. This relatively small number - given a total
universe of 4000+ listed companies, cannot be a consolation: resigning an
audit of a listed company should happen in the rarest of rare cases, and
these numbers don't suggest this being the case.

Insisting that auditors cannot resign and asking for the audit to be
completed with warts and all, is obviously the best option. But given that
the auditor has resigned rather than sign qualified accounts, suggest that
this stage has passed.

Are all instances equally worrying? There is a broad framework in which
these should be viewed: those resigning after signing-off on the audit
report, those quitting in their first year itself and finally those walking-out
after a few years into their engagement, but before signing the accounts.
The least worrisome, but an area of concern nonetheless, are accountants
resigning the audit after the accounts are done and dusted. Usually the
accounts are presented in a timely manner and the auditor’s opinion on
the accounts is generally offered. And since the auditors are present at
the shareholder meeting, it is an added comfort, it gives shareholders a
window to question them. The bigger red-flags are auditors deserting the
company before the end of their tenure. This could be auditors resigning
in the first year itself. The auditors, management and audit committee
may not have planned well or been adequately engaged during the year,
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if the resignation has come in so late in the day. And one cannot rule out
difference of opinion if the auditor hangs-up a few years into their tenure.
The very least investors expect in such cases is that auditors provide a
substantial reason for stepping down. Who the new auditor is also crucial.

Unfortunately, regulations today do not permit a more open dialogue
between auditors and investors. The limited exchange is confined to the
time of the annual general meeting, and it’s regrettable that investors do
not make the most of it. The National Financial Reporting Authority
(NFRA), the body which in a manner is expected to ‘replace’ the Institute
of Chartered Accountants of India (ICAI), should add this to its list of tasks.
But meanwhile regulators and if it's not too much to expect, ICAI too,
should insist that at the time of resigning then auditors give sufficient
information to shareholders to appreciate the reason for the resignation.
SEBI has mandated this to happen from April 2019, but there is no reason
it cannot happen immediately. And platitudes should be contested.

Turning to the structure of the industry itself.

For the last forty odd years, numerous global mergers and a scandal have
resulted in the big eight (audit firms), shrinking in steps, to what are today
referred to as the big four: PriceWaterHouseCoopers (PwC), KPMG, EY
(Ernst & Young), and Deloitte & Touche (Deloitte). They are profitable
oligarchies with aggregate revenues of US$134 bn (- the two largest
Deloitte and PwC having revenues of around US$37 billion each, similar to
those of Goldman Sachs). And they dominate the audit landscape auditing
and 45% of all listed companies in the US
(2017).1In (2017) and 59% of all listed companies
and (2016). In India this number is roughly 60% of the NIFTY500
- where data is available, and possibly 29% for all NSE listed firms. What
should cause unease is that these firms have grabbed or maintained
market-share despite numerous ‘scandals’ in the past many years? Grant
Thornton, another largish firm has said it will no longer pitch for business
from the FTSE350 companies, citing stickiness of the big four auditors.

How do you reduce their hold - and should you? If yes, any solution needs
to factor in first, that the big four are a confederation of partnerships or
network firms, so can there be a national solution alone? Two, given that
audit, tax and technology are intertwined, how sensible is to separate the
businesses? If not, how do you address the conflict issues? Three, can you
attract the right talent to an audit-only firm? Four, how do you upgrade
the skills of other (local) firms to compete effectively? Five, how to ensure

1 A few will contest ‘replace.’ But given NFRA's role to monitor the functioning of auditors, with jurisdiction over all
listed and large unlisted public companies, powers to investigate matters relating to misconduct by members
or member firms, replace seems to be appropriate.
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that more firms does not mean competing on lower audit standards and
malleable interpretations. Add to this mix are the tangles that the ICAI has
created, putting its (local) members interests above those of the
stakeholders it serves: it has entrenched the vocation with its own terms
of reference, its own guidelines, policing and penalizing its own. The
parallel is with the BSE, which after more than a decade, is still fighting to
take back share it lost to the NSE. Ashishkumar Chauhan, the CEO for BSE
will vouch for how hard he is battling. The sooner the NFRA is set-up, the
less will be the pain the ICAI members will face in reinventing themselves.

The expectations from the profession are higher than any-time before.
Auditors vouch for the integrity of a company’s numbers and are critical
to the functioning of the market and the economy. SEBI through the Kotak
Committee has reiterated this. They have even banned a big four firm for
two years - virtually unheard in any other market. The MCA pushed
through mandatory auditor rotation - and again not many other
geographies have been firm enough to do. It's now for auditors to step-
up and reaffirm the faith reposed in them.

A modified version of the above appeared in Business Standard on 19 June 2018. It is
behind a paywall; subscribers to the newspaper can access it by clicking on this or
typing the following url:
https.//www.business-standard.com/article/opinion/auditors-signing-out-
118061801280_1.html|
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained
herein is solely from publicly available data, but we do not represent that it is accurate or complete and it should not be relied
on as such. IiAS shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. This document is provided for assistance only and is not intended to be and
must not be taken as the basis for any voting or investment decision. The user assumes the entire risk of any use made of
this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an
independent evaluation of the individual resolutions referred to in this document (including the merits and risks involved).
The discussions or views expressed may not be suitable for all investors. The information given in this document is as of the
date of this report and there can be no assurance that future results or events will be consistent with this information. This
information is subject to change without any prior notice. IiAS reserves the right to make modifications and alterations to this
statement as may be required from time to time. However, IiAS is under no obligation to update or keep the information
current. Nevertheless, IiAS is committed to providing independent and transparent recommendation to its client and would
be happy to provide any information in response to specific client queries. Neither LiAS nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special
or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.
The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and
should not be treated as endorsement of the views expressed in the report.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This information should not
be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in
whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity
who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IiAS to any registration or licensing
requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and
persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. The
information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design, original
artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any
form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

IiAS Voting Policy
lIAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal
framework along with the best practices followed by some of the better governed companies. These policies clearly list out
the rationale and evaluation parameters which are taken into consideration while finalizing the recommendations. The
detailed IiAS Voting Guidelines are available at . The draft report prepared by the
analyst is referred to an internal Review and Oversight Committee (ROC), which is responsible for ensuring consistency in
voting recommendations, alignment of recommendations to the IiAS’ voting criteria and setting and maintaining quality
standards of liAS’ proxy reports. Details regarding the functioning and composition of the ROC committee are available at
. In undertaking its activities, IiAS relies on information available in the public domain i.e. information that is
available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks clarifications
from the subject company. IiAS reserves the right to share the information provided by the subject company in its reports.
Further details on IiAS policy on communication with subject companies are available at

Analyst Certification

The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures
governing the dealing and trading in securities by employees are available at
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Conflict Management

[iAS and its research analysts may hold a nominal number of shares in companies LiAS covers (including the subject company),

as on the date of this report. A list of IiAS’ shareholding in companies is available at

However, TiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have
actual/beneficial ownership of one per cent or more securities of the subject company, at the end of the month immediately
preceding the date of publication of this report. A list of shareholders of IiAS as of the date of this report is available at

However, the preparation of this report is monitored by an internal Review and Oversight Committee (ROC) of
IiAS and is not subject to the control of any company to which such report may relate and which may be a shareholder of IiAS.

Other Disclosures
TiAS is a SEBI registered research entity (proxy advisor registration number: INHO00000024).

TIAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):

e TiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest

in the subject company.

e TiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material

conflict of interest at the time of publication of this report.

e As a proxy advisory firm, IiAS provides subscription, databased and other related services to various Indian and
international customers (which could include the subject company). liAS generally receives between INR 10,000 and INR
25,00,000 for such services from its customers. Other than compensation that it may have received for providing such
services to the subject company in the ordinary course, none of IiAS, the research analyst(s) responsible for this report,
and their associates or relatives, has received any compensation from the subject company or any third party for this

report.

e None of TiAS, the research analyst(s) responsible for this report, and their associates or relatives, has received any
compensation from the subject company or any third party in the past 12 months in connection with the provision of
services of products (including investment banking or merchant banking or brokerage services or any other products

and services), or managed or co-managed public offering of securities of the subject company.

e The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject

company.

e None of TiAS or the research analyst(s) responsible for this report has been engaged in market making activity for the

subject company.
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About IiAS

Institutional Investor Advisory Services India Limited (IiAS) is a proxy
advisory firm, dedicated to providing participants in the Indian market with
independent opinion, research and data on corporate governance issues as
well as voting recommendations on shareholder resolutions for over 700
companies. liAS provides bespoke research, valuation advisory services and
assists institutions in their engagement with company managements and
their boards.

In addition, IiAS offers two cloud-based solutions - LiAS ADRIAN, and
comPAYre. iiasadrian.com captures shareholder meetings and voting data
and provides packaged data that can be used to gain insights on how
investors view specific issues and gain greater predictability regarding how
they might vote. liascompayre.com provides users access to remuneration
data for executive directors across S&P BSE 500 companies over a five-year
period.
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