for audit companies

Tougher rules may includeacapon the number
of listed companies they can examine
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The government is considering
tougher rules for audit firms,
including a cap on the number
of listed companies they can
examine, according to a person
with knowledge of the matter,
as the government seeks 10
tighten oversight after a recent
spate of governance lapses.

To stamp out conflicts of
interest, the corporate affairs
ministry is also weighing either
a complete ban on non-audit
services or limiting the revenue
generation from consulting
businesses such as advising
companies on restructuring
and valuing mergers, the per-
son said, asking not to be iden-
tified as the information isn't
public.

The ministry, which govems
the nation’s professional body
of chartered accountants, is in
early stages of discussing these
changes that may be intro-
duced later in the year by
amending the Companies Act,
the person said, without pro-
viding further details.

The proposed crackdown
mirrors similar action being
planned in the UK where law-
makers are calling for a break
up of the Big Four accounting
firms following high-profile cor-
porate collapses. Defaults at an
Indian lender for infrastructure
projects, mortgage firm andan
airline have prompted regula-
torsto tighten rules for auditors
and rating assessors.

In India, 70 per cent of the
about 1,800 companies that
trade on the National Stock
Exchange are audited by firms
affiliated to EY, Deloitte &
Touche, KPMG and PWC,
accordingto Delhi-based Prime
Database. Gurrent rules stipu-
late that individual auditors can
examine accounts of up to 20
companies, though there is no
limit on number of audits for
the company.

The Big Four in India oper-
ate through a network of local
chartered accountants firms.
One way for them is 1o partner
as a member of a local firm.
They can also allow theirbrand
name to be used by sub-licens-
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ee of a member local firm. The
ministry hasn't decided if the
cap on audits will be at the
group level oroneach member
firm, the person said.

The government is planning
to expand the list of services
which can’t be offered by statu-
tory auditors under the
Companies Actl. Currently,
statutory auditors can't offer
nine services, directly or indi-
rectly, including internal audit.
investment banking, and actu-
arial services. There is no
restriction on providing servic-
es such as taxation or restriic-
turing and valuation.

One option is to tweak the
present cap on fees that can be
generated through offering
non-audit services, the person
said. This cap, fixed in 2002,
says fees from non-audit work
can’t be motre than the aggre-
gate statutory audit fees. A
spokeswoman for the corporate
affairs ministry declined to
comment.

A government-appointed
panel on regulating auditors

and the networks had suggest-
ed that the fee from non-audit
services should not be more
than 50 per centof the audit fee.

Deloitte ban

Governance lapses and negli-
gence has loaded the nation’s
banks with one of the world's
worst pilesof bad debt. In some
cases, allegations of fund diver-
sion have surfaced, while the
founders of some shadow banks
have faced accusations of
accepting  kickbacks in
exchange for loans.

The corporate affairs min-
istry earlier thismonth soughta
ban on Deloitte Haskins & Sells
and BSR & Co. for their role as
auditors to IL&FS Financial
Services, a part of the IL&FS
Group that was seized by the
government last year after a
string of debt defaults.

Deloitte in an emailedstate-
ment said it’s fully compliant
with Indian audit standards,
while BSR said it would defend
its position in accordance with
the law. BLOOMBERG



