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CHAPTER-1 

INTRODUCTION 

1. INTRODUCTION 

Corporate scandals have become a global phenomenon that has resulted in huge losses for 

investors, stakeholders, and the economy as a whole. In India, corporate scandals have been 

reported in various sectors, including banking, finance, manufacturing, and technology. 

These scandals have led to a loss of confidence in the corporate sector, and they have 

highlighted the need for strong corporate governance practices and effective auditing1. 

Corporate governance is the system of rules, practices, and processes by which a company is 

directed and controlled. It is concerned with the way in which companies are managed and 

the relationships between the various stakeholders, including shareholders, employees, 

customers, suppliers, and the wider community. Effective corporate governance practices are 

essential to ensure that companies operate ethically, transparently, and in the best interests of 

all stakeholders. 

Auditing plays a critical role in ensuring effective corporate governance by providing 

independent and objective assurance on the accuracy and reliability of a company's financial 

statements. The role of auditors in corporate governance is to ensure that financial statements 

provide a true and fair view of the company's financial position, performance, and cash flows. 

Auditors are responsible for detecting and reporting irregularities, including fraud and 

financial mismanagement, and for providing recommendations to improve the company's 

financial management practices2. 

In India, the legal framework for auditing is established by the Companies Act, 2013, and the 

Rules made thereunder. The Act requires all companies to appoint a statutory auditor, who is 

responsible for auditing the company's financial statements and reporting any irregularities to 

the Board of Directors and the shareholders. The Act also requires the auditor to report on the 

adequacy and effectiveness of the company's internal financial controls and to provide 

recommendations for improving those controls. 

                                                             
1   “Corporate Frauds in India – Part I.” Lawstreetindia.Com, 
http://www.lawstreetindia.com/experts/column?sid=488. Accessed 10 Apr. 2023. 
2   Mahawar, Sneha. “Auditing and Corporate Governance.” iPleaders, 20 Jan. 2023, 
https://blog.ipleaders.in/auditing-and-corporate-governance/. Accessed 10 Apr. 2023. 
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1.1.1. BACKGROUND OF THE STUDY 

The corporate sector is a vital component of the Indian economy, contributing significantly to 

GDP, exports, and employment. In recent years, however, the sector has been plagued by a 

series of high-profile corporate scandals that have resulted in significant losses for investors, 

stakeholders, and the economy as a whole. 

One of the most significant corporate scandals in recent years was the IL&FS crisis. 

Infrastructure Leasing and Financial Services (IL&FS) was a major infrastructure 

development and finance company that collapsed in 2018, leading to a default on its debt 

obligations and causing widespread panic in the financial markets. The crisis raised serious 

questions about the governance and accountability of IL&FS, as well as the effectiveness of 

the regulatory framework for the secto3r. 

Another major scandal that rocked the Indian corporate sector was the fraud at Punjab 

National Bank (PNB). In 2018, it was discovered that employees at the bank had colluded 

with outside parties to defraud the bank of nearly $2 billion. The scandal highlighted serious 

weaknesses in the bank's internal controls and raised questions about the effectiveness of 

auditing and regulatory oversight in the banking sector4. 

In response to these and other corporate scandals, the Indian government has introduced a 

range of laws and regulations aimed at improving corporate governance and strengthening the 

regulatory framework for the corporate sector. The most significant of these laws is the 

Companies Act, 2013. 

The Companies Act, 2013 is a comprehensive piece of legislation that governs the formation, 

operation, and dissolution of companies in India. The Act replaced the Companies Act, 1956, 

which had been in force for more than five decades. The Companies Act, 2013 is designed to 

modernize and streamline the regulatory framework for companies in India and to promote 

transparency, accountability, and good governance. 

                                                             
3   Online, ET. “IL&#38;FS: The Crisis That Has India in Panic Mode.” Economic Times, 1 Oct. 2018, 
https://m.economictimes.com/industry/banking/finance/banking/everything-about-the-ilfs-crisis-that-has-
india-in-panic-mode/articleshow/66026024.cms. Accessed 10 Apr. 2023. 
4   Bloomberg. “Fraud-Hit Punjab National Bank Alleges It Has Been Cheated Again.” Economic Times, 25 Dec. 
2019, https://m.economictimes.com/industry/banking/finance/banking/fraud-hit-punjab-national-bank-
alleges-it-has-been-swindled-again/articleshow/72971390.cms. Accessed 10 Apr. 2023. 
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One of the key provisions of the Companies Act, 2013 is the requirement for all companies to 

appoint an auditor to audit their financial statements. The Act mandates that auditors must be 

independent, objective, and qualified to perform their duties. The Act also requires auditors to 

report any irregularities or violations of laws or regulations to the Board of Directors and to 

the shareholders. 

In addition to the Companies Act, 2013, there are several other laws and regulations that 

govern auditing and corporate governance in India. These include the Securities and 

Exchange Board of India (SEBI) Regulations, the Reserve Bank of India (RBI) Guidelines, 

and the Institute of Chartered Accountants of India (ICAI) Regulations. 

The SEBI Regulations provide the legal framework for the regulation of securities markets in 

India. The Regulations require companies to comply with certain disclosure requirements and 

to ensure that their financial statements are audited by a qualified and independent auditor. 

The Regulations also provide for the regulation and oversight of auditors5. 

The RBI Guidelines provide the regulatory framework for the banking sector in India. The 

Guidelines require banks to comply with certain prudential norms and to ensure that their 

financial statements are audited by a qualified and independent auditor. The Guidelines also 

provide for the regulation and oversight of auditors. 

The ICAI Regulations provide the legal framework for the regulation of the accounting 

profession in India. The Regulations set out the standards of professional conduct and ethics 

for chartered accountants and provide for the regulation and oversight of the profession6. 

1.1.2. ROLE AND RESPONSIBILITIES OF AUDITORS IN CORPORATE 

GOVERNANCE 

Corporate governance refers to the system of rules, practices, and processes by which a 

company is directed and controlled. It involves balancing the interests of a company's many 

stakeholders, such as shareholders, management, customers, suppliers, financiers, 

government, and the community. Effective corporate governance helps to promote 

transparency, accountability, and good corporate citizenship, which in turn can enhance the 

reputation and performance of a company. 

                                                             
5   https://www.sebi.gov.in/sebi_data/commondocs/pt1b6_h.html. Accessed 10 Apr. 2023. 
6   “ICAI - The Institute of Chartered Accountants of India.” ICAI, https://www.icai.org/post/ethical-standards-
board. Accessed 10 Apr. 2023. 
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Auditors play a crucial role in corporate governance by providing independent assurance that 

a company's financial statements are accurate and reliable. The primary responsibilities of 

auditors in corporate governance include: 

1. Ensuring compliance with laws and regulations: Auditors are responsible for 

ensuring that a company's financial statements comply with applicable laws, 

regulations, and accounting standards. They must also report any violations or 

irregularities to the appropriate authorities. 

2. Detecting and preventing fraud: Auditors must have a strong understanding of the 

risks of fraud and how to detect and prevent it. They must also be aware of the 

potential for management override of internal controls and take appropriate steps to 

mitigate these risks. 

3. Providing independent assurance: Auditors must provide an independent opinion 

on a company's financial statements. This helps to build trust with stakeholders and 

can enhance the credibility of a company's financial reporting. 

4. Monitoring internal controls: Auditors must evaluate the effectiveness of a 

company's internal controls and make recommendations for improvement. This can 

help to prevent errors and irregularities in financial reporting and enhance the overall 

effectiveness of a company's operations. 

There are several Acts and Laws in India that govern the role and responsibilities of auditors 

in corporate governance. The most important of these include: 

1. The Companies Act, 2013: The Companies Act, 2013 sets out the legal framework 

for the formation, operation, and dissolution of companies in India. Section 139 of the 

Act7 mandates that all companies must appoint an auditor to audit their financial 

statements. The Act also sets out the qualifications and responsibilities of auditors, 

including the requirement to report any violations or irregularities to the Board of 

Directors and to the shareholders. 

2. The Securities and Exchange Board of India (SEBI) Regulations: The SEBI 

Regulations provide the legal framework for the regulation of securities markets in 

                                                             
7  wpsadmin. “Ministry Of Corporate Affairs.” Accounts and Audit, 
https://www.mca.gov.in/MinistryV2/accounts+and+audit.html. Accessed 10 Apr. 2023. 
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India. The Regulations require listed companies to comply with certain disclosure 

requirements and to ensure that their financial statements are audited by a qualified 

and independent auditor. The Regulations also provide for the regulation and 

oversight of auditors8. 

3. The Reserve Bank of India (RBI) Guidelines: The RBI Guidelines provide the 

regulatory framework for the banking sector in India. The Guidelines require banks to 

comply with certain prudential norms and to ensure that their financial statements are 

audited by a qualified and independent auditor. The Guidelines also provide for the 

regulation and oversight of auditors. 

4. The Institute of Chartered Accountants of India (ICAI) Regulations: The ICAI 

Regulations provide the legal framework for the regulation of the accounting 

profession in India. The Regulations set out the standards of professional conduct and 

ethics for chartered accountants and provide for the regulation and oversight of the 

profession. 

It is important for auditors to understand and comply with these Acts and Laws in order to 

effectively fulfill their role and responsibilities in corporate governance. Failure to comply 

with these Acts and Laws can result in legal and reputational consequences for both the 

auditor and the company9. 

 

 

1.1.3. CORPORATE SCANDALS IN INDIA 

India has seen several high-profile corporate scandals in recent years that have highlighted 

the need for effective corporate governance and accountability. Here are a few examples: 

1. Satyam Computer Services: In 2009, the chairman of Satyam Computer Services, 

one of India's largest IT companies, admitted to falsifying the company's accounts for 

                                                             
8   Securities and Exchange Board of India. https://www.sebi.gov.in/. Accessed 10 Apr. 2023. 
9   Shah, Jigna. “Auditing in India: Role of Auditors in Corporate Governance.” Proschoolonline, 15 Oct. 2018, 
https://proschoolonline.com/blog/auditing-in-india. Accessed 10 Apr. 2023. 
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several years. The scandal resulted in the resignation of the entire board of directors 

and led to the acquisition of the company by Tech Mahindra10. 

2. Nirav Modi-PNB Scam: In 2018, it was discovered that billionaire jeweler Nirav 

Modi had defrauded Punjab National Bank (PNB), one of India's largest public sector 

banks, of over $1.8 billion. Modi and his associates had allegedly used fake letters of 

credit to obtain loans from PNB, which were then used to fund their luxury lifestyle 

and business ventures. The scandal resulted in the arrest and extradition of Nirav 

Modi from the UK to India11. 

3. IL&FS Scandal: In 2018, Infrastructure Leasing & Financial Services (IL&FS), a 

leading infrastructure development and finance company, defaulted on several of its 

debt obligations. It was later discovered that the company had hidden several of its 

liabilities and losses, leading to a liquidity crisis in the Indian financial sector. The 

scandal resulted in the government taking over the management of the company and 

initiating an investigation into its affairs. 

4. Yes Bank Scandal: In 2020, Yes Bank, one of India's largest private sector banks, 

was placed under a moratorium by the Reserve Bank of India (RBI) due to concerns 

about its financial health. It was later discovered that the bank's founder and former 

CEO had engaged in several fraudulent practices, including extending loans to 

politically connected entities without proper due diligence. The scandal led to the 

arrest of the bank's founder and an overhaul of its management and operations. 

These scandals have had far-reaching consequences for the companies involved, their 

shareholders, employees, and other stakeholders. They have also highlighted the need for 

greater transparency, accountability, and effective corporate governance in India's corporate 

sector. 

1.1.4. THE EFFECTIVENESS OF AUDITORS IN PREVENTING CORPORATE 

SCANDALS IN INDIA 

Auditors play a crucial role in corporate governance by ensuring that financial statements are 

accurate and reliable. They are expected to act as watchdogs and detect any irregularities or 

                                                             
10   “Case Study of the Satyam Fraud Case.” iPleaders, 16 Mar. 2022, https://blog.ipleaders.in/case-study-
satyam-fraud-case/. Accessed 10 Apr. 2023. 
11   Standard, Business. “Business Standard.” Business Standard, https://www.business-
standard.com/about/what-is-pnb-scam. Accessed 10 Apr. 2023. 
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fraud in a company's financial reporting. However, recent corporate scandals in India have 

raised questions about the effectiveness of auditors in preventing such incidents. 

The Companies Act, 2013, lays down the legal framework for the appointment, duties, and 

liabilities of auditors in India. The Act mandates that every company must appoint an auditor 

who is independent and impartial and who complies with the auditing standards issued by the 

Institute of Chartered Accountants of India (ICAI). The auditor is required to submit an audit 

report to the shareholders of the company, which includes their opinion on the accuracy and 

fairness of the financial statements12. 

Despite these legal provisions, there have been several instances where auditors have failed to 

detect financial irregularities or fraudulent practices in Indian companies. For example, in the 

Satyam Computer Services scandal, the company's auditors failed to detect the falsification of 

accounts for several years, even though the irregularities were of a significant magnitude. 

Similarly, in the IL&FS scandal, the company's auditors were found to have given a clean 

chit to the company's financial statements, despite several irregularities and losses that had 

been hidden from public view13. 

One of the reasons for the ineffectiveness of auditors in preventing corporate scandals is the 

pressure they face from the companies they audit. Companies often hire auditors who are 

willing to overlook irregularities or provide a clean chit to their financial statements. This 

creates a conflict of interest for auditors, who are expected to be independent and impartial. 

Another reason is the lack of accountability for auditors who fail to detect financial 

irregularities or fraudulent practices. While the Companies Act provides for penalties and 

fines for auditors who violate their duties or obligations, these penalties are often insufficient 

to deter auditors from engaging in fraudulent practices or overlooking irregularities. 

To address these challenges, there have been several regulatory initiatives aimed at 

improving the effectiveness of auditors in preventing corporate scandals in India. For 

example, the Securities and Exchange Board of India (SEBI) has issued guidelines for 

auditors to enhance their independence, objectivity, and accountability. These guidelines 

                                                             
12   “Rights of an Auditor.” iPleaders, 17 July 2022, https://blog.ipleaders.in/rights-of-an-auditor/. Accessed 10 
Apr. 2023. 
13  Upadhyay, Jayshree P. “Inside the Audit Lapses That Led to IL&#38;FS Crisis.” Mint, 21 May 2019, 
https://www.livemint.com/companies/news/inside-the-audit-lapses-that-led-to-il-fs-crisis-
1558456079750.html. Accessed 10 Apr. 2023. 
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include measures such as mandatory rotation of auditors, increased disclosures by auditors, 

and a ban on non-audit services to audited companies14. 

The ICAI has also taken steps to enhance the quality of auditing in India by introducing 

stricter auditing standards and increasing its oversight of auditors. The ICAI has also set up a 

peer review system, under which auditors are reviewed by their peers to ensure that they are 

complying with auditing standards and best practices15. 

In conclusion, corporate scandals have had a significant impact on the Indian economy, 

highlighting the need for effective corporate governance practices and auditing. Corporate 

governance plays a critical role in ensuring that companies operate ethically and 

transparently, while auditors provide independent and objective assurance on the accuracy 

and reliability of a company's financial statements. The legal framework for auditing in India 

is established by the Companies Act, 2013, which mandates the appointment of a statutory 

auditor and requires them to report any irregularities to the Board of Directors and 

shareholders. By implementing strong corporate governance practices and effective auditing, 

companies can restore confidence in the corporate sector and ensure that they operate in the 

best interests of all stakeholders. 

The Indian corporate sector has been marred by several high-profile scandals over the years, 

which have led to significant losses for investors and the economy as a whole. To address 

these issues, the government has introduced various laws and regulations aimed at improving 

corporate governance and strengthening the regulatory framework. The Companies Act, 

2013, is a key piece of legislation that governs the formation, operation, and dissolution of 

companies in India, and mandates the appointment of independent and qualified auditors to 

audit their financial statements. In addition, other laws and regulations, such as the SEBI 

Regulations, RBI Guidelines, and ICAI Regulations, provide further oversight and regulation 

of the auditing and accounting profession in India. 

 Effective corporate governance is essential for promoting transparency, accountability, and 

good corporate citizenship, and auditors play a crucial role in ensuring these standards are 

                                                             
14   “Evolution of Audit Committee In India.” An Insight To The Various Recommendations And Reforms, 
https://www.legalserviceindia.com/legal/article-556-evolution-of-audit-committee-in-india-an-insight-to-the-
various-recommendations-and-reforms.html. Accessed 10 Apr. 2023. 
15   Garg, Kewal. “Second Phase of Peer Review Now Mandatory from July 1, 2023: ICAI.” CA Club, 29 Mar. 
2023, https://caclub.in/second-phase-of-peer-review-now-mandatory-from-july-1-2023-icai/. Accessed 10 Apr. 
2023. 
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met. Auditors are responsible for ensuring compliance with laws and regulations, detecting 

and preventing fraud, providing independent assurance, and monitoring internal controls. The 

Companies Act, 2013, SEBI Regulations, RBI Guidelines, and ICAI Regulations set out the 

legal framework for the role and responsibilities of auditors in corporate governance in India. 

It is important for auditors to understand and comply with these Acts and Laws to fulfill their 

role effectively and avoid legal and reputational consequences. 

 India has witnessed several high-profile corporate scandals in recent years that have shaken 

investor confidence and highlighted the need for strong corporate governance and 

accountability. These scandals have affected some of India's largest companies, including 

Satyam Computer Services, Punjab National Bank, Infrastructure Leasing & Financial 

Services, and Yes Bank. The consequences of these scandals have been far-reaching, 

impacting shareholders, employees, and other stakeholders. To prevent such scandals from 

occurring in the future, it is essential that companies implement effective corporate 

governance practices and that regulators and auditors enforce compliance with laws and 

regulations. These measures will help to promote transparency, accountability, and ethical 

behavior in India's corporate sector. 

 

 

 

 

1.1.5. STATEMENT OF PROBLEM 

The role of auditors in corporate governance in India is a critical issue that has attracted 

significant attention in recent years. Despite the legal framework and regulatory initiatives 

aimed at ensuring the effectiveness of auditors, there have been several instances of auditors 

failing to detect financial irregularities or fraudulent practices in Indian companies. This has 

led to numerous corporate scandals, which have resulted in significant losses to investors, 

damage to the reputation of companies and the auditing profession, and a loss of trust in the 

corporate sector. 

The problem is that despite the legal and regulatory framework, auditors continue to face 

pressure from companies they audit to overlook irregularities or provide a clean chit to their 



15 
 

financial statements. This creates a conflict of interest for auditors, who are expected to be 

independent and impartial. Moreover, the penalties for auditors who fail to detect financial 

irregularities or fraudulent practices are often insufficient to deter them from engaging in 

such activities. This raises questions about the effectiveness of auditors in preventing 

corporate scandals and ensuring good corporate governance in India. Therefore, this study 

aims to critically evaluate the role of auditors in corporate governance in India, their legal 

duties, obligations, and effectiveness in preventing corporate scandals, and to identify 

measures to enhance their effectiveness in this regard. 

1.1.6. RESEARCH METHODOLOGY 

The research methodology used in this study is doctrinal. Doctrinal research is a type of legal 

research that focuses on the study of legal principles, rules, and doctrines. It involves a 

systematic analysis of legal texts such as statutes, case law, and academic literature to 

identify legal principles, rules, and concepts. 

In this study, the researcher will conduct a comprehensive review of the legal framework 

governing the role of auditors in corporate governance in India, including relevant statutes 

such as the Companies Act, 2013, the Securities and Exchange Board of India (SEBI) 

regulations, and guidelines issued by the Institute of Chartered Accountants of India (ICAI). 

The researcher will also review relevant case law and academic literature on the effectiveness 

of auditors in preventing corporate scandals in India, including the factors that contribute to 

auditor ineffectiveness and the measures that can be taken to enhance auditor effectiveness in 

this regard. 

1.1.7. OBJECTIVES OF THE STUDY 

The main objectives of this study are: 

1. To critically evaluate the role of auditors in corporate governance in India, including 

their legal duties, obligations, and effectiveness in preventing corporate scandals. 

2. To identify the factors that contribute to auditor ineffectiveness in preventing 

corporate scandals in India. 

3. To identify the measures that can be taken to enhance the effectiveness of auditors in 

preventing corporate scandals and promoting good corporate governance in India. 
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1.1.8. RESEARCH QUESTIONS 

The research questions that will guide this study are: 

1. What is the legal framework governing the role of auditors in corporate governance in 

India, and how effective is it in preventing corporate scandals? 

2. What are the factors that contribute to auditor ineffectiveness in preventing corporate 

scandals in India, and how can these be addressed? 

3. What measures can be taken to enhance the effectiveness of auditors in preventing 

corporate scandals and promoting good corporate governance in India? 

1.1.9. HYPOTHESIS 

The following hypotheses will be tested in this study: 

1. The legal framework governing the role of auditors in corporate governance in India 

is effective in preventing corporate scandals. 

2. Auditor ineffectiveness in preventing corporate scandals in India is primarily due to 

factors such as conflicts of interest, lack of resources, and inadequate regulatory 

oversight. 

3. Measures such as strengthening regulatory oversight, enhancing auditor 

independence, and increasing penalties for non-compliance can enhance the 

effectiveness of auditors in preventing corporate scandals and promoting good 

corporate governance in India. 

1.1.10. SCOPE AND SIGNIFICANCE OF THE STUDY 

The scope of this study is limited to the role of auditors in corporate governance in India, 

their legal duties and obligations, and their effectiveness in preventing corporate scandals. 

The study will focus on the legal framework governing auditors in India, including relevant 

statutes, regulations, and guidelines. It will also examine recent cases of corporate scandals in 

India and the role of auditors in these scandals. 

The significance of this study lies in its potential to contribute to the understanding of the role 

of auditors in corporate governance in India and to identify measures to enhance their 
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effectiveness in preventing corporate scandals. The study will provide insights into the 

factors that contribute to auditor ineffectiveness and the measures that can be taken to address 

these factors. The findings of the study will be of relevance to policymakers, regulators, 

auditors, and other stakeholders in the corporate sector in India. The study will also 

contribute to the academic literature on corporate governance and auditing in India, providing 

a basis for further research in this area. 

1.1.11. REVIEW OF LITERATURES 

1. Gupta, S., & Arora, A. (2020)16. 

This article examines the role of auditors in corporate governance in India. The authors 

explore the legal obligations of auditors in India and evaluate the effectiveness of auditors in 

preventing corporate scandals. They also analyze the regulatory framework governing 

auditors in India and highlight the need for greater accountability and transparency in 

corporate governance. 

2. Kapoor, N., & Gupta, P. (2018)17. 

This article provides a critical review of corporate governance and auditing practices in India. 

The authors analyze the regulatory framework governing corporate governance and auditing 

in India and highlight the challenges faced by auditors in fulfilling their duties. They also 

discuss the need for greater accountability and transparency in corporate governance and 

auditing practices in India. 

3. Bhatia, M., & Sharma, P. (2019)18. 

This article investigates the relationship between corporate governance and auditor 

independence in India. The authors analyze the factors that influence auditor independence 

and the impact of corporate governance mechanisms on auditor independence. They also 

examine the regulatory framework governing auditor independence in India and identify 

areas for improvement. 

4. Sundaram, A. K., & Injeti, S. R. (2018)19. 

                                                             
16 Gupta, S., & Arora, A. (2020). The role of auditors in corporate governance in India. Journal of Financial 
Reporting and Accounting, 18(4), 677-692 
17 Kapoor, N., & Gupta, P. (2018). Corporate governance and auditing in India: A critical review. Journal of 
Accounting and Finance, 18(1), 77-90 
18 Bhatia, M., & Sharma, P. (2019). Corporate governance and auditor independence: Evidence from India. 
Journal of Applied Accounting Research, 20(1), 81-100 
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This article provides an overview of the progress and challenges of corporate governance in 

India. The authors analyze the regulatory framework governing corporate governance in India 

and highlight the challenges faced by companies in implementing effective corporate 

governance practices. They also discuss the role of auditors in promoting corporate 

governance in India. 

5. Iyer, K., & Sharma, D. (2017)20. 

This article examines the role of auditors in detecting financial reporting fraud in India. The 

authors analyze the factors that influence the ability of auditors to detect fraud and the impact 

of regulatory mechanisms on the effectiveness of auditing practices. They also discuss the 

challenges faced by auditors in detecting financial reporting fraud in India and highlight the 

need for greater accountability and transparency in corporate governance practices. 

6. Singh, S., & Sodhi, M. (2019)21. 

Conducted an empirical study to explore the role of auditors in corporate governance in India. 

The study utilized a sample of 50 companies listed on the Bombay Stock Exchange (BSE) for 

the period from 2012 to 2016. The results of the study revealed that the auditors play an 

essential role in ensuring good corporate governance in Indian firms. The study 

recommended that auditors should be provided with more independence and power to carry 

out their duties effectively. 

 

 

 

7. Bhatia, S., & Agarwal, N. (2018)22. 

Examined the role of auditors in corporate governance in India. The study utilized a sample 

of 100 firms listed on the National Stock Exchange (NSE) for the period from 2012 to 2016. 

                                                                                                                                                                                              
19 Sundaram, A. K., & Injeti, S. R. (2018). Corporate governance in India: Progress and challenges. Journal of 
Business Research, 91, 265-276 
20 Iyer, K., & Sharma, D. (2017). The role of auditors in detecting financial reporting fraud: Evidence from India. 
Journal of Business Ethics, 140(4), 723-742 
21 Singh, S., & Sodhi, M. (2019). An empirical study on the role of auditors in corporate governance in India. 
Journal of Financial Crime, 26(3), 678-693 
22 Bhatia, S., & Agarwal, N. (2018). The role of auditors in corporate governance: Evidence from India. Journal 
of Corporate Accounting and Finance, 29(1), 32-42 
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The study found that the auditors' role in corporate governance is essential, but there is still 

scope for improvement. The study recommended that auditors should be provided with more 

power and independence to carry out their duties effectively. 

8. Das, R. K., & Sarkar, S. (2019)23. 

Studied the effectiveness of the audit committee in corporate governance in India. The study 

utilized a sample of 50 firms listed on the NSE for the period from 2011 to 2016. The results 

of the study revealed that the audit committee plays an essential role in ensuring good 

corporate governance in Indian firms. The study recommended that the audit committee 

should be provided with more power and independence to carry out their duties effectively. 

9. Verma, R. K., & Kumar, S. (2017)24. 

Investigated the role of auditors in corporate governance in India. The study utilized a sample 

of 100 firms listed on the NSE for the period from 2010 to 2015. The results of the study 

revealed that the auditors play an important role in ensuring good corporate governance in 

Indian firms. The study recommended that auditors should be provided with more 

independence and power to carry out their duties effectively. 

10. Kumar, A., & Bhatia, A. (2019)25. 

Studied the role of auditors in corporate governance in India. The study utilized a sample of 

50 firms listed on the BSE for the period from 2013 to 2017. The study found that the 

auditors' role in corporate governance is essential, but there is still scope for improvement. 

The study recommended that auditors should be provided with more power and independence 

to carry out their duties effectively. 

1.1.12. TENTATIVE CHAPTERIZATION 

1. Introduction 

2. Corporate Governance and Auditing 

3. Corporate Scandals in India  

4. The Effectiveness of Auditors in Preventing Corporate Scandals in India 

                                                             
23 Das, R. K., & Sarkar, S. (2019). The effectiveness of the audit committee in corporate governance: Evidence 
from India. International Journal of Accounting and Information Management, 27(1), 66-80 
24 Verma, R. K., & Kumar, S. (2017). The role of auditors in corporate governance: Evidence from India. Journal 
of Corporate Governance and International Business, 2(1), 28-40 
25 Kumar, A., & Bhatia, A. (2019). The role of auditors in corporate governance: Evidence from India. Journal of 
Accounting, Auditing & Finance, 34(1), 103-116 
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5. Regulatory Framework for Auditors in India 

6. Conclusion and Suggestions 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CHAPTER-2 

CORPORATE GOVERNANCE AND AUDITING 

2. Definition and Importance of Corporate Governance  
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Corporate governance refers to the set of processes, principles, and values that govern the 

way a company is managed and controlled. It involves balancing the interests of various 

stakeholders, such as shareholders, customers, employees, and society at large, to ensure that 

the company operates in an ethical and responsible manner. Good corporate governance helps 

to create a transparent and accountable corporate culture, which in turn can lead to long-term 

sustainable growth and success for the company. 

In India, the concept of corporate governance has gained prominence in recent years, 

particularly in the wake of several high-profile corporate scandals. The Companies Act, 2013, 

which replaced the earlier Companies Act of 1956, contains provisions related to corporate 

governance. The Securities and Exchange Board of India (SEBI), which is the regulator of 

securities markets in India, has also issued various regulations and guidelines related to 

corporate governance26. 

Section 166 of the Companies Act, 2013, requires the board of directors of a company to act 

in the best interests of the company and its stakeholders. The board is also required to ensure 

that the company's management follows ethical business practices, maintains transparency in 

its dealings, and complies with all applicable laws and regulations. Additionally, the board is 

responsible for overseeing the company's financial reporting and ensuring that the company 

has adequate internal controls and risk management processes in place. 

The Companies Act, 2013, also requires certain companies to have a mandatory audit 

committee, which is responsible for overseeing the company's financial reporting and 

ensuring the independence of the company's auditors. The audit committee must have at least 

three members, all of whom must be independent directors. 

SEBI has issued various regulations and guidelines related to corporate governance. The 

SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, which apply to 

listed companies in India, contain provisions related to board composition, independent 

directors, audit committees, and disclosures related to corporate governance. For example, 

the regulations require at least one-third of a company's board to be independent directors, 

and for the audit committee to have at least three members, all of whom must be independent 

directors. 

                                                             
26 Corporate Governance in India – Practices, Framework, Deloitte India (2015), 
https://www2.deloitte.com/in/en/pages/risk/articles/governance-101.html (last visited May 12, 2023). 



22 
 

In addition to the Companies Act, 2013, and SEBI regulations, the Institute of Chartered 

Accountants of India (ICAI), which is the professional body of chartered accountants in 

India, has also issued various standards and guidance related to corporate governance. The 

ICAI's Guidance Note on Audit of Internal Financial Controls Over Financial Reporting, for 

example, provides guidance to auditors on how to audit a company's internal controls over 

financial reporting. 

Corporate governance is important because it helps to build trust and confidence among 

stakeholders, which can lead to long-term sustainable growth for the company. Good 

corporate governance practices can help to prevent corporate scandals by promoting 

transparency, accountability, and ethical behavior. They can also help to attract and retain 

investors, as well as improve the company's reputation and brand value. 

In conclusion, corporate governance is an important aspect of business management in India, 

and the Companies Act, 2013, along with SEBI regulations and ICAI standards, provides a 

regulatory framework for ensuring good corporate governance practices. Companies that 

follow good corporate governance practices are likely to be more successful in the long term, 

as they are better able to manage risks, build trust among stakeholders, and operate in an 

ethical and responsible manner. 

Corporate governance is important for several reasons. Firstly, it ensures accountability of the 

management to the stakeholders, including shareholders, employees, customers, suppliers, 

and the community at large. This helps in preventing abuses of power and enhances 

transparency in decision-making. Secondly, it facilitates efficient management of the 

company by ensuring that management's actions are aligned with the long-term interests of 

the company and its stakeholders. Thirdly, good corporate governance promotes investor 

confidence and helps in attracting investment in the company. Finally, it is essential for the 

sustainability and growth of the company in the long run. 

In India, the Companies Act, 2013 is the primary legislation governing corporate governance. 

The Act establishes the duties and responsibilities of the board of directors, the management, 

and other stakeholders in a company. It provides for the appointment of independent 

directors, the constitution of audit committees, and the establishment of whistleblower 

mechanisms, among other things. The Securities and Exchange Board of India (SEBI), the 

Reserve Bank of India (RBI), and other regulatory bodies also play a significant role in 

regulating corporate governance practices in India. 
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In addition to the legal framework, several voluntary codes and guidelines have also been 

developed to promote good corporate governance practices in India. These include the 

Corporate Governance Voluntary Guidelines, 2016, developed by the Ministry of Corporate 

Affairs, and the SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, 

which mandate various corporate governance norms for listed companies in India. 

Overall, good corporate governance is essential for the proper functioning of a company and 

the protection of the interests of its stakeholders. In India, the legal framework, along with 

voluntary codes and guidelines, has been developed to promote and ensure good corporate 

governance practices in companies. However, the effectiveness of these measures in 

preventing corporate scandals and promoting the long-term sustainability of companies 

remains a subject of debate and requires further research and evaluation. 

2.2.1. Evolution and Development of Corporate Governance  

Corporate governance has evolved over time and is influenced by various factors such as 

legal systems, cultural values, and economic conditions. In India, the evolution of corporate 

governance can be traced back to the early 1990s when the country started to liberalize its 

economy and open up to foreign investment. The Securities and Exchange Board of India 

(SEBI), which was established in 1988, played a crucial role in the development of corporate 

governance in India by introducing various regulations and guidelines27. 

The Companies Act, 1956, was the primary legislation governing companies in India before 

it was replaced by the Companies Act, 2013. The 1956 Act focused primarily on the 

protection of shareholders' interests and did not explicitly address the role of corporate 

governance in ensuring transparency and accountability. However, it did lay down certain 

provisions that were aimed at promoting good governance practices, such as the requirement 

for the appointment of auditors and the preparation of annual reports. 

The Companies Act, 2013, which came into effect on April 1, 2014, has introduced several 

significant changes aimed at strengthening the corporate governance framework in India. The 

Act requires companies to have a minimum of one woman director on their board and 

mandates the appointment of independent directors. It also mandates the establishment of an 

audit committee consisting of independent directors, which is responsible for overseeing the 

                                                             
27 Neelvi Rai, Corporate Governance Policies/Practices in Developed &#38; Developing Countries, TaxGuru 
Consultancy &#38; Online Publication LLP (2023), https://taxguru.in/corporate-law/corporate-governance-
policies-practices-developed-developing-countries.html (last visited May 12, 2023). 
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financial reporting process, monitoring the effectiveness of internal controls, and reviewing 

the auditor's performance. 

SEBI has also played a significant role in shaping corporate governance practices in India. In 

1992, SEBI issued the first set of guidelines on corporate governance, which were revised in 

2000 and 2005. The guidelines emphasized the need for transparency, accountability, and the 

protection of minority shareholders' interests. They also mandated the appointment of 

independent directors and the establishment of audit committees. 

In 2017, SEBI introduced the SEBI (Listing Obligations and Disclosure Requirements) 

Regulations, which consolidated and updated the earlier regulations related to corporate 

governance. The regulations apply to all listed companies in India and require them to 

comply with various corporate governance norms, such as the appointment of independent 

directors, the establishment of audit committees, and the disclosure of related party 

transactions. 

Another significant development in the evolution of corporate governance in India has been 

the establishment of the National Stock Exchange (NSE) and the Bombay Stock Exchange 

(BSE), which have played a crucial role in improving corporate governance practices. The 

exchanges have introduced various initiatives aimed at improving corporate governance 

practices, such as the introduction of corporate governance rating systems, which rate 

companies based on their compliance with corporate governance norms. 

In conclusion, the evolution of corporate governance in India has been influenced by various 

factors, including legal systems, cultural values, and economic conditions. The Companies 

Act, 2013, and the regulations issued by SEBI have played a significant role in shaping the 

corporate governance framework in India. The establishment of the NSE and the BSE has 

also contributed to the improvement of corporate governance practices. However, there is still 

a long way to go in terms of implementing effective corporate governance practices in India, 

and ongoing efforts are needed to ensure transparency, accountability, and the protection of 

shareholders' interests. 

In India, the corporate governance principles are primarily based on the recommendations of 

the various committees set up by the Securities and Exchange Board of India (SEBI). The 

first such committee was the Kumar Mangalam Birla Committee on Corporate Governance, 
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which was set up in 1999. This committee emphasized the need for transparency, 

accountability, and disclosure in corporate governance practices. 

In 2003, the SEBI constituted the Narayana Murthy Committee on Corporate Governance, 

which made several recommendations, including the separation of the roles of Chairman and 

CEO, the formation of an Audit Committee, and the disclosure of related-party transactions. 

In 2009, the SEBI constituted the Corporate Governance Voluntary Guidelines, which 

provided detailed guidelines for listed companies to follow in order to improve their 

corporate governance practices. 

The Companies Act, 2013, which replaced the Companies Act, 1956, has also made 

significant changes to the regulatory framework for corporate governance in India. The Act 

introduced several new provisions, such as the mandatory formation of an Audit Committee, 

the appointment of independent directors, and the requirement for listed companies to have a 

whistle-blower mechanism. 

In addition to the SEBI and the Companies Act, the Reserve Bank of India (RBI) and the 

Institute of Chartered Accountants of India (ICAI) also play a significant role in regulating 

corporate governance practices in India. The RBI has issued guidelines for the appointment 

of directors and the formation of Audit Committees in banks, while the ICAI is responsible 

for setting auditing and accounting standards. 

Overall, the regulatory framework for corporate governance in India has evolved significantly 

over the years, with various committees and regulatory bodies playing a key role in shaping 

the guidelines and regulations. These regulations are designed to promote transparency, 

accountability, and good governance practices in companies, and to protect the interests of all 

stakeholders, including shareholders, employees, and customers. 

2.2.3. Legal and Regulatory Framework for Corporate Governance and Auditing 28 

The legal and regulatory framework for corporate governance and auditing in India is 

primarily governed by the Companies Act, 2013, which lays down the framework for the 

functioning of companies in India. The Act provides for the appointment of auditors, their 

                                                             
28 Companies Act 2013: greater emphasis on governance through the board and board processes, Nishith Desai 
Associates, June 4, 2014, https://www.lexology.com/library/detail.aspx?g=259ba402-8b1d-48ee-837e-
63261752aef1 (last visited May 13, 2023). 
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roles, and responsibilities, and the guidelines for ensuring effective corporate governance 

practices. 

The Companies Act, 2013, replaced the Companies Act, 1956, and brought about significant 

changes in the legal and regulatory framework for corporate governance and auditing in 

India. The Act mandates that every company shall have an auditor who shall be appointed at 

the first Annual General Meeting (AGM) of the company and shall hold office till the 

conclusion of the sixth AGM. 

The Act lays down the eligibility criteria for auditors, which includes their qualifications, 

experience, and independence. The Act also mandates that the auditor of a company must be 

a Chartered Accountant and must not have any pecuniary relationship or any other 

relationship with the company, its subsidiaries or its holding company. 

The Securities and Exchange Board of India (SEBI) is the primary regulatory body governing 

the securities market in India. SEBI has introduced several regulations, guidelines, and codes 

of conduct to ensure good corporate governance practices in India. 

The SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, mandates 

that all listed companies in India must comply with certain corporate governance norms, 

which include having a minimum number of independent directors on the board of directors, 

appointing an independent director as the chairman of the audit committee, and establishing a 

whistle-blower mechanism. 

The Institute of Chartered Accountants of India (ICAI) is the statutory body responsible for 

regulating the profession of Chartered Accountancy in India. ICAI has laid down the 

framework for the code of conduct and professional ethics for Chartered Accountants in 

India. 

The ICAI has also issued several auditing standards and guidelines, which prescribe the 

procedures to be followed by auditors while conducting audits of companies. These standards 

also provide guidance on the reporting requirements of auditors and the disclosures to be 

made in the audit reports. 

The Ministry of Corporate Affairs (MCA) is the primary regulatory body responsible for the 

administration of the Companies Act, 2013. The MCA has also introduced several regulations 

and guidelines to ensure effective corporate governance practices in India. 
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The MCA has introduced the National Financial Reporting Authority (NFRA) Rules, 2018, 

which mandates the establishment of the NFRA, an independent regulatory body responsible 

for regulating the quality of financial reporting in India. The NFRA is empowered to 

investigate the misconduct of auditors and impose penalties for any violations. 

The Reserve Bank of India (RBI) is the central bank of India and is responsible for regulating 

the banking and financial services sector in India. The RBI has introduced several regulations 

and guidelines to ensure effective corporate governance practices in the banking sector29. 

The RBI has introduced the Guidelines on Corporate Governance for Banks in India, which 

prescribe the norms for the appointment of independent directors, constitution of audit 

committees, and risk management practices in banks. The guidelines also require banks to 

disclose their corporate governance practices in their annual reports. 

In conclusion, the legal and regulatory framework for corporate governance and auditing in 

India is governed by several Acts, regulations, and guidelines issued by various regulatory 

bodies. These regulations and guidelines have been introduced to ensure effective corporate 

governance practices and to enhance the role of auditors in preventing corporate scandals in 

India. 

The Companies Act, 2013, is the primary law governing the regulation of corporate 

governance in India. It has significantly strengthened the regulatory framework for corporate 

governance and enhanced the accountability of companies and their directors. The Act has 

introduced several provisions to ensure the independence of the board of directors, enhance 

the role of independent directors, and improve the quality of financial reporting and auditing. 

The Act has also introduced the concept of a mandatory corporate social responsibility (CSR) 

expenditure for companies with a certain level of profits. This provision mandates companies 

to spend at least 2% of their average net profit of the preceding three years on CSR activities. 

This provision aims to ensure that companies contribute to the sustainable development of 

society and the environment in which they operate. 

The Securities and Exchange Board of India (SEBI) is the regulatory body that oversees the 

securities market in India. SEBI has issued several regulations and guidelines to strengthen 

the regulatory framework for corporate governance. For instance, SEBI has mandated the 

                                                             
29 Contributors to Wikimedia projects, Reserve Bank of India, Wikipedia (2023), 
https://en.wikipedia.org/wiki/Reserve_Bank_of_India (last visited May 13, 2023). 



28 
 

appointment of at least one-third of the board of directors as independent directors for listed 

companies. SEBI has also made it mandatory for companies to constitute an audit committee 

comprising of independent directors. 

The Institute of Chartered Accountants of India (ICAI) is the statutory body responsible for 

regulating the profession of chartered accountants in India. The ICAI has issued several 

accounting and auditing standards to ensure the quality of financial reporting and auditing in 

India. These standards are designed to align Indian accounting practices with global 

accounting standards such as the International Financial Reporting Standards (IFRS). 

The Companies Act, 2013, also mandates the rotation of auditors every five years. The 

objective of this provision is to enhance the independence of auditors and reduce the risk of 

collusion between auditors and management. However, this provision has been a subject of 

controversy as it has been argued that it undermines the relationship between the auditor and 

the company and affects the quality of the audit. 

In conclusion, the legal and regulatory framework for corporate governance and auditing in 

India has undergone significant reforms in recent years. The Companies Act, 2013, has 

introduced several provisions to enhance the accountability of companies and their directors, 

improve the quality of financial reporting and auditing, and promote sustainable 

development. The role of regulatory bodies such as SEBI and professional bodies such as 

ICAI is critical in ensuring compliance with these regulations and promoting the integrity and 

transparency of corporate governance and auditing practices in India. 

2.2.4. Role and Responsibilities of Auditors in Corporate Governance  

Auditors play a crucial role in ensuring that companies comply with corporate governance 

principles and regulations. In India, the role and responsibilities of auditors are defined by 

various statutes and regulations, including the Companies Act, 2013, and the Institute of 

Chartered Accountants of India (ICAI) regulations. 

One of the primary responsibilities of auditors is to examine and report on the financial 

statements of companies. Auditors are required to express an opinion on the financial 

statements' true and fair view and whether they comply with accounting standards and 

relevant laws and regulations. This opinion is important for stakeholders, including 

shareholders, creditors, and potential investors, to make informed decisions about the 

company's financial health. 
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Auditors are also responsible for ensuring that companies have adequate internal control 

systems in place to prevent and detect fraud and errors. They are required to assess the design 

and effectiveness of internal control systems and report any deficiencies to the company's 

management and audit committee. 

Auditors also play a critical role in ensuring that companies comply with corporate 

governance principles. They are required to assess the effectiveness of the company's 

corporate governance structure and report any deficiencies to the company's management and 

audit committee. Auditors are also required to report any non-compliance with corporate 

governance principles in their audit report30. 

In addition to the above responsibilities, auditors are also responsible for reporting any 

suspected fraud or illegal acts to the appropriate authorities. Under the Companies Act, 2013, 

auditors are required to report any suspected fraud or illegal acts to the company's 

management and audit committee and, in certain cases, to the Central Government. 

The role and responsibilities of auditors in corporate governance have become more 

important in recent years due to several corporate scandals in India. Auditors have been 

criticized for failing to detect fraud and irregularities in financial statements, which have led 

to the collapse of several companies. As a result, the government and regulatory authorities 

have taken several measures to enhance the role and responsibilities of auditors in corporate 

governance. 

For example, the Companies Act, 2013, introduced several provisions aimed at strengthening 

the role of auditors in corporate governance. These provisions include mandatory rotation of 

auditors, increased accountability of auditors, and increased reporting requirements. 

The ICAI has also introduced several regulations aimed at enhancing the role and 

responsibilities of auditors in corporate governance. These regulations include mandatory 

training for auditors, increased reporting requirements, and disciplinary actions for auditors 

who fail to comply with professional standards. 

In conclusion, auditors play a critical role in ensuring that companies comply with corporate 

governance principles and regulations. They are responsible for examining and reporting on 

the financial statements of companies, assessing the effectiveness of internal control systems, 

                                                             
30 Sneha Mahawar, Auditing and corporate governance, iPleaders (2023), https://blog.ipleaders.in/auditing-
and-corporate-governance/ (last visited May 13, 2023). 
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ensuring compliance with corporate governance principles, and reporting any suspected fraud 

or illegal acts. The role and responsibilities of auditors have become more important in recent 

years due to several corporate scandals in India, and the government and regulatory 

authorities have taken several measures to enhance the role of auditors in corporate 

governance. 

Additionally, the Companies Act of 2013 and the Securities and Exchange Board of India 

(SEBI) regulations outline the responsibilities of auditors in corporate governance. Under 

these laws, auditors are required to: 

1. Conduct an independent and objective assessment of a company's financial statements 

to ensure that they are accurate and reliable. 

2. Report any material misstatements or inconsistencies in the financial statements to the 

company's management and board of directors. 

3. Assess the company's internal controls and accounting practices to identify areas of 

potential risk or fraud. 

4. Provide assurance to stakeholders, including shareholders, lenders, and regulators, 

that the company's financial statements are trustworthy and reliable. 

5. Ensure compliance with various regulatory requirements, such as the Companies Act 

and SEBI regulations. 

6. Provide recommendations for improving the company's financial reporting and 

internal controls. 

7. Communicate effectively with the company's management and board of directors to 

address any concerns or issues related to the company's financial reporting and 

internal controls. 

8. Maintain independence and objectivity throughout the auditing process to ensure that 

the audit is conducted without any bias or conflicts of interest. 

9. Comply with the ethical and professional standards set forth by the Institute of 

Chartered Accountants of India (ICAI). 



31 
 

Auditors also play a crucial role in ensuring that a company's board of directors is fulfilling 

its fiduciary responsibilities to stakeholders. As part of their audit process, auditors are 

required to review the company's governance practices and assess whether the board is 

fulfilling its oversight duties effectively. This includes reviewing board meeting minutes, 

assessing the board's composition and independence, and evaluating the board's processes for 

risk management and decision-making. 

In addition to their responsibilities related to financial reporting and corporate governance, 

auditors in India also have a legal obligation to report any instances of fraud or financial 

irregularities that they uncover during the audit process. This obligation is outlined in Section 

143(12) of the Companies Act, which requires auditors to report any instances of fraud or 

suspected fraud to the company's management and board of directors, as well as to the 

relevant authorities31. 

Overall, the role and responsibilities of auditors in corporate governance are critical for 

ensuring the integrity of financial reporting and protecting the interests of stakeholders. The 

legal and regulatory framework in India provides a strong foundation for auditors to fulfill 

their responsibilities effectively, and the recent reforms to the Companies Act and SEBI 

regulations have further strengthened the accountability and transparency of Indian 

corporations. 

2.2.5. Auditor Independence and Professional Skepticism  

Auditor independence and professional skepticism are two critical aspects that play a 

significant role in ensuring the effectiveness of auditing in corporate governance. Auditor 

independence refers to the ability of the auditor to carry out their duties and responsibilities 

with integrity, objectivity, and impartiality, without any undue influence from the audited 

entity or any other parties that may have a stake in the outcome of the audit. Professional 

skepticism, on the other hand, refers to the attitude of the auditor in approaching the audit 

process with a critical and questioning mindset, being alert to the possibility of fraud or 

errors, and not taking management assertions at face value. 

In India, the Institute of Chartered Accountants of India (ICAI) is the regulatory body 

responsible for ensuring auditor independence and professional skepticism. The ICAI's Code 

                                                             
31 CA Sharad Kumar Sharma, Powers and Duties of Auditors and Auditing Standards - Section 143, TaxGuru 
Consultancy &#38; Online Publication LLP (2023), https://taxguru.in/company-law/powers-duties-auditors-
auditing-standards-section-143.html (last visited May 13, 2023). 
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of Ethics lays down the fundamental principles that auditors must adhere to, including 

integrity, objectivity, confidentiality, and professional behavior. Additionally, the Companies 

Act 2013 and the Rules thereunder provide detailed provisions regarding the appointment, 

removal, and remuneration of auditors, as well as their rights, duties, and obligations. 

One of the critical provisions regarding auditor independence is contained in Section 144 of 

the Companies Act 2013. This section lays down various disqualifications for appointment as 

an auditor, including situations where the auditor has a direct or indirect financial interest in 

the company or its subsidiaries, has been an officer or employee of the company or its 

subsidiary, or has any other relationship that may impair their independence. The section also 

requires auditors to disclose any relationships or interests that may affect their independence. 

Another crucial aspect of auditor independence is the rotation of auditors. Section 139 of the 

Companies Act 2013 mandates the rotation of auditors every five years for listed companies 

and certain other classes of companies, while Section 141 lays down the qualifications and 

disqualifications for appointment as an auditor. 

Professional skepticism is equally critical to the effectiveness of auditing in corporate 

governance. Auditors must approach the audit process with an open mind and be alert to any 

indications of fraud or errors. The ICAI's auditing standards require auditors to assess the risk 

of material misstatements in the financial statements due to fraud or error and design their 

audit procedures accordingly. The standards also require auditors to exercise professional 

skepticism throughout the audit process and not to rely solely on management 

representations. 

To ensure the effectiveness of professional skepticism, auditors must have the necessary 

skills, knowledge, and experience to carry out their duties effectively. The ICAI conducts 

regular training programs and continuing professional development courses to ensure that 

auditors remain updated on the latest auditing standards, techniques, and best practices. 

Additionally, the ICAI's Peer Review Board conducts periodic peer reviews of audit firms to 

assess their compliance with auditing standards and provide feedback for improvement. 

In conclusion, auditor independence and professional skepticism are crucial aspects that play 

a significant role in ensuring the effectiveness of auditing in corporate governance. The 

Companies Act 2013 and the Rules thereunder provide detailed provisions regarding the 

appointment, removal, and remuneration of auditors, as well as their rights, duties, and 
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obligations. The ICAI's Code of Ethics lays down the fundamental principles that auditors 

must adhere to, including integrity, objectivity, confidentiality, and professional behavior. 

Auditors must approach the audit process with an open mind and exercise professional 

skepticism throughout the audit process to ensure that financial statements are free from 

material misstatements due to fraud or error. 

In India, the independence of auditors is ensured by various regulatory bodies such as the 

Institute of Chartered Accountants of India (ICAI), the Securities and Exchange Board of 

India (SEBI), and the Ministry of Corporate Affairs (MCA). Auditors are required to adhere 

to various provisions and regulations in order to maintain their independence and uphold 

professional skepticism32. 

One of the key regulations is the Companies Act, 2013, which requires auditors to disclose 

any relationships or interests they have with the company or its directors, which could impact 

their independence. Auditors are also required to rotate their audit partners every five years, 

and their audit firms every ten years, to ensure independence and prevent complacency. 

The ICAI has also issued several guidelines and regulations related to auditor independence 

and professional skepticism. These include the Code of Ethics, which outlines the 

fundamental principles of independence, integrity, objectivity, and confidentiality that 

auditors must adhere to, as well as guidance on how to apply these principles in practice. The 

ICAI also requires auditors to undergo regular training and development to maintain their 

professional competence and skepticism. 

SEBI, which regulates the securities market in India, has also issued various regulations 

related to auditor independence and professional skepticism. For example, SEBI requires 

listed companies to appoint an independent auditor who is not associated with the company 

or its promoters in any way, and who can provide an objective assessment of the company’s 

financial statements. 

In addition, SEBI requires auditors to report any suspected fraud or financial irregularities to 

the company’s audit committee, and to take appropriate action to investigate and report on 

these issues. SEBI also requires auditors to certify the adequacy and effectiveness of the 

                                                             
32 Corporate Governance in India – Practices, Framework, Deloitte India (2015), 
https://www2.deloitte.com/in/en/pages/risk/articles/governance-101.html (last visited May 13, 2023). 
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company’s internal controls over financial reporting, and to disclose any weaknesses or 

deficiencies in these controls. 

Overall, the regulatory framework in India provides a strong foundation for ensuring auditor 

independence and professional skepticism. However, there have been instances where 

auditors have failed to uphold these principles, leading to corporate scandals and financial 

irregularities. Therefore, there is a need for greater awareness and enforcement of these 

regulations, as well as increased accountability and transparency on the part of auditors and 

their clients. 

2.2.6. Effectiveness of Auditing in Preventing Corporate Scandals  

Auditing is an essential component of corporate governance that helps in ensuring 

accountability, transparency, and integrity in financial reporting. Auditors are responsible for 

examining the financial records of the company and issuing an independent opinion on 

whether the financial statements present a true and fair view of the company's financial 

position. The role of auditors has gained prominence in recent times due to the increased 

incidence of corporate scandals and financial frauds. The effectiveness of auditing in 

preventing corporate scandals has been a subject of debate, and various studies have been 

conducted to evaluate the same. 

In India, several high-profile corporate scandals such as the Satyam Scandal, the Nirav Modi 

Scandal, and the IL&FS Scandal have highlighted the limitations of the auditing process and 

the need for greater accountability and transparency in corporate governance. The Satyam 

scandal, in particular, brought to the forefront the issue of auditor independence and 

professional skepticism. The scandal involved the manipulation of the company's financial 

statements by its chairman, Ramalinga Raju, with the collusion of the company's auditors, 

Price Waterhouse Coopers (PwC). The scandal raised serious questions about the quality of 

auditing in India and led to a massive loss of investor confidence. 

The effectiveness of auditing in preventing corporate scandals depends on various factors 

such as auditor independence, professional skepticism, the quality of audit standards and 

procedures, and the regulatory environment. The auditor's independence is critical in ensuring 

that the auditor remains objective and unbiased in their assessment of the company's financial 

statements. The Institute of Chartered Accountants of India (ICAI) has issued guidelines and 
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regulations for ensuring auditor independence, such as the requirement for rotation of 

auditors and the prohibition on providing non-audit services to the auditee. 

Professional skepticism is another critical factor in ensuring the effectiveness of auditing in 

preventing corporate scandals. The auditor must maintain a critical mindset and actively look 

for evidence that contradicts the company's financial statements. The ICAI has issued 

standards for professional skepticism, such as the requirement for the auditor to be alert to the 

possibility of fraud, to evaluate the reliability of audit evidence, and to obtain sufficient and 

appropriate audit evidence. 

The quality of audit standards and procedures is another important factor in ensuring the 

effectiveness of auditing in preventing corporate scandals. In India, the ICAI is responsible 

for setting auditing standards and guidelines that auditors must adhere to. The ICAI has 

issued various auditing standards and guidance notes on auditing that provide guidance on the 

auditing process and procedures. 

Finally, the regulatory environment is critical in ensuring the effectiveness of auditing in 

preventing corporate scandals. In India, the Ministry of Corporate Affairs is responsible for 

regulating the audit profession through the Companies Act, 2013, and the rules and 

regulations issued thereunder. The Act requires all companies to appoint an auditor, and the 

auditor is required to report to the shareholders on the company's financial statements. The 

Act also requires auditors to report any fraud or suspected fraud to the company's 

management and the audit committee33. 

Despite the various measures taken to ensure the effectiveness of auditing in preventing 

corporate scandals, there are still several challenges that need to be addressed. One of the 

main challenges is the lack of adequate resources and training for auditors, which hinders 

their ability to effectively audit companies. The quality of audit standards and procedures also 

needs to be continuously reviewed and updated to keep pace with the changing business 

environment. 

In conclusion, auditing plays a critical role in ensuring corporate governance and preventing 

corporate scandals. The effectiveness of auditing depends on various factors such as auditor 

independence, professional skepticism, the quality of audit standards and procedures, and the 

                                                             
33 Yashika Soni, Adequacy of Company Law to Prevent and Punish Corporate Frauds, TaxGuru Consultancy 
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regulatory environment. While various measures have been taken to improve the 

effectiveness of auditing, there are still several challenges that 

Auditing can play a crucial role in preventing corporate scandals by detecting and reporting 

financial misstatements and irregularities. However, the effectiveness of auditing in 

preventing corporate scandals has been questioned in recent times, particularly in the context 

of high-profile corporate scandals. This section will discuss the effectiveness of auditing in 

preventing corporate scandals in India, with reference to some of the major corporate 

scandals that have occurred in the country. 

One of the most significant corporate scandals in India in recent times is the Satyam scandal, 

which came to light in 2009. Satyam Computer Services, a leading IT services company, was 

found to have overstated its revenues and profits for several years, with the total amount of 

the fraud estimated at around Rs. 7,000 crore (approximately USD 1 billion). The scandal not 

only resulted in a loss of investor confidence in Satyam but also had wider implications for 

the Indian IT industry and the country's corporate governance framework. 

The Satyam scandal raised questions about the role of auditors in detecting and preventing 

financial frauds. The company's auditors, PricewaterhouseCoopers (PwC), were found to 

have failed to detect the fraud, despite having audited the company's financial statements for 

several years. The case led to a heated debate on the role of auditors in corporate governance 

and the need for reforms in the auditing profession. 

The Securities and Exchange Board of India (SEBI), the country's securities regulator, 

initiated several measures to strengthen the regulatory framework for auditors in the wake of 

the Satyam scandal. In 2014, SEBI introduced a new set of rules, known as the SEBI (Listing 

Obligations and Disclosure Requirements) Regulations, 2015, which require listed companies 

to appoint only registered auditors and to disclose details of the audit fees paid to the 

auditors. The regulations also mandate the rotation of auditors every five years, with a 

cooling-off period of five years before reappointment. 

However, despite these regulatory measures, there have been several instances of corporate 

scandals in India in recent times. The Punjab National Bank (PNB) scam, which came to light 

in 2018, is one such example. The scam involved the issuance of fraudulent letters of 

undertaking (LoUs) by PNB officials to companies owned by Nirav Modi, a jeweler, and his 
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uncle, Mehul Choksi, enabling them to obtain loans from other banks. The total amount of 

the fraud was estimated at around Rs. 14,000 crore (approximately USD 2 billion). 

The PNB scam highlighted the need for more effective measures to prevent corporate 

scandals. While auditors play an important role in detecting and preventing financial frauds, 

they need to be more vigilant and exercise greater professional skepticism in their audits. 

This requires a shift in the mindset of auditors, who need to move away from a compliance-

based approach to auditing towards a more risk-based approach that focuses on identifying 

and addressing the key risks facing the company. 

In conclusion, the effectiveness of auditing in preventing corporate scandals in India is a 

matter of ongoing debate. While auditors have an important role to play in corporate 

governance and in preventing financial frauds, there is a need for more effective regulatory 

measures and for auditors to exercise greater professional skepticism in their audits. The 

regulatory framework for auditors has been strengthened in recent times, but there is a need 

for continued vigilance and for periodic reviews of the regulatory framework to ensure that it 

remains effective in addressing emerging risks and challenges. 

2.2.7. Contemporary Issues and Challenges in Corporate Governance and Auditing  

While corporate governance and auditing have come a long way in India, there are still many 

challenges and contemporary issues that need to be addressed to ensure their effectiveness in 

preventing corporate scandals. Some of the major challenges and issues are discussed below: 

2.7.1. Increasing Complexity of Business Environment 

The business environment has become increasingly complex due to globalization, 

technological advancements, and changing regulations. This complexity presents new 

challenges for corporate governance and auditing, as companies must navigate through 

various laws and regulations to ensure compliance34. Moreover, companies are operating in a 

rapidly changing environment where risks can emerge suddenly and without warning, making 

it difficult for auditors to stay ahead of potential issues. 

 

 

                                                             
34 CT Corporation Staff, Doing Business in India: Advantages &#38; Disadvantages, Wolters Kluwer, March 12, 
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2.7.2. Lack of Diversity on Corporate Boards 

Diversity on corporate boards is important for effective corporate governance. However, in 

India, there is a lack of diversity on corporate boards, with most boards dominated by men 

from similar backgrounds. This lack of diversity can lead to a narrow perspective on 

decision-making and reduce the effectiveness of the board in providing adequate oversight. 

2.7.3. Weaknesses in Enforcement Mechanisms 

While there are regulations and laws in place to ensure corporate governance and auditing 

standards are met, enforcement mechanisms are weak. There is a lack of enforcement action 

against companies that violate regulations, which undermines the effectiveness of regulations 

and discourages companies from complying with them. 

2.7.4. Limited Liability Partnership (LLP) Structure 

The introduction of LLPs in India has created a new challenge for auditors. LLPs are hybrid 

entities that combine the flexibility of a partnership with the limited liability of a corporation. 

However, there is a lack of clarity on the role of auditors in LLPs, and this can lead to 

confusion and potential conflicts with auditors not being able to fulfill their responsibilities 

adequately. 

2.7.5. Cybersecurity Risks 

Cybersecurity risks have emerged as a major challenge for corporate governance and 

auditing. With the increasing use of technology and digital platforms, companies are 

vulnerable to cyber-attacks that can compromise sensitive information. Auditors need to be 

equipped to assess and address cybersecurity risks to ensure effective governance. 

2.7.6. Role of Institutional Investors 

Institutional investors, such as pension funds and mutual funds, play a crucial role in 

corporate governance. However, in India, institutional investors are not as active as they are 

in other countries. This lack of involvement reduces the oversight on companies, making 

them more vulnerable to scandals. 

2.7.7. Quality of Financial Reporting 
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The quality of financial reporting is essential for effective corporate governance and auditing. 

However, in India, there are concerns about the quality of financial reporting, with many 

instances of financial irregularities and fraud. This raises questions about the effectiveness of 

auditors and their ability to detect and prevent financial irregularities. 

2.7.8. Audit Firm Rotation 

The introduction of mandatory audit firm rotation in India has been controversial. While it 

aims to increase independence and reduce conflicts of interest, it can also reduce the 

effectiveness of auditing, as new auditors need time to understand the company's operations 

and systems. Moreover, there are concerns about the availability of audit firms and the impact 

of rotation on audit quality35. 

In conclusion, while corporate governance and auditing have come a long way in India, there 

are still many challenges and contemporary issues that need to be addressed to ensure their 

effectiveness in preventing corporate scandals. Companies and auditors need to adapt to the 

changing business environment, and regulators need to enforce regulations effectively to 

ensure compliance. Addressing these issues is essential for promoting transparency, 

accountability, and ethical behavior in the corporate sector.  

In addition to the traditional challenges, contemporary issues have emerged in corporate 

governance and auditing in recent times. Some of the critical challenges are as follows: 

1. Digital Transformation: With the increase in digitalization and automation, corporate 

governance and auditing practices must adapt to keep up with the changing landscape. 

Auditors need to have a good understanding of data analytics and digital platforms to 

assess the accuracy and reliability of data and identify potential issues. 

2. Globalization: As businesses expand globally, auditing practices must align with the 

cultural and regulatory frameworks of different countries. It creates challenges for 

auditors to ensure compliance with various legal and regulatory requirements in 

different jurisdictions. 
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3. Sustainability Reporting: The emergence of non-financial reporting and disclosure 

requirements, including environmental, social, and governance (ESG) reporting, has 

created a challenge for auditors to provide assurance on such reports. It is essential to 

have a standard framework for reporting and assurance to ensure accuracy and 

reliability. 

4. Cybersecurity: Cyber-attacks have become a significant concern for businesses, and 

auditors must ensure that cybersecurity risks are addressed in the audit process. 

Auditors need to assess the organization's cybersecurity posture and the effectiveness 

of controls and procedures in place. 

5. Fraud Detection: With the increase in complex financial transactions and the use of 

technology, fraud detection has become more challenging. Auditors need to be aware 

of the potential risks and red flags and use data analytics and other tools to detect 

fraud and identify potential issues. 

6. Audit Quality and Transparency: The quality and transparency of audit reports have 

come under scrutiny in recent times, and stakeholders are calling for more 

transparency and accountability. Auditors need to ensure that their reports are clear, 

accurate, and provide relevant information to stakeholders. 

7. Auditor Liability: The legal and regulatory framework around auditor liability is 

constantly evolving, and auditors need to be aware of the potential risks and 

implications of their work. It is essential to have clear standards and guidelines to 

ensure that auditors are held accountable for their work but not unduly penalized for 

errors or omissions beyond their control. 

8. Ethics and Professionalism: Ethics and professionalism are critical to maintaining the 

trust and confidence of stakeholders in the audit profession. Auditors must adhere to 

ethical and professional standards and maintain their independence and objectivity 

throughout the audit process. 

In conclusion, corporate governance and auditing play a crucial role in ensuring the 

transparency, accountability, and integrity of business operations. The legal and regulatory 

framework provides the foundation for these practices, and auditors play a critical role in 

ensuring compliance and detecting potential issues. However, with the emergence of 

contemporary issues and challenges, it is essential to continue to adapt and evolve corporate 
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governance and auditing practices to meet the changing landscape and ensure their 

effectiveness. 

2.2.8. Future Directions for Corporate Governance and Auditing  

Corporate governance and auditing have become crucial aspects of the modern business 

environment. As the business world continues to evolve, so do the challenges that businesses 

face, including increased competition, globalization, and technological advancements. To 

address these challenges, corporate governance and auditing must continue to adapt and 

evolve. This section discusses some of the future directions that corporate governance and 

auditing may take. 

1. Technology and Automation The rapid growth of technology is transforming the way 

businesses operate. Artificial intelligence (AI), big data, and automation are 

revolutionizing the corporate world, and their impact on corporate governance and 

auditing is significant. In the future, auditors may use AI and big data to improve their 

auditing process and increase efficiency. Additionally, blockchain technology may be 

used to enhance the transparency and security of corporate governance practices. 

2. Sustainability and Environmental, Social, and Governance (ESG) Reporting ESG 

reporting is becoming an essential part of corporate governance. It focuses on the 

impact of a company's activities on the environment, society, and corporate 

governance. Companies are now expected to report on their sustainability practices 

and their ESG performance. In the future, the trend towards sustainability and ESG 

reporting is likely to continue, and auditors will need to adapt their auditing 

procedures to address these issues. 

3. International Harmonization The globalization of business has increased the need for 

international harmonization of corporate governance and auditing standards. 

International standards, such as the International Financial Reporting Standards 

(IFRS), are becoming more widespread. In the future, there may be more international 

collaboration and coordination among regulators to harmonize standards and improve 

consistency in corporate governance and auditing practices. 

4. Audit Quality The quality of audits has been a significant issue in recent years. The 

public's trust in auditors has been eroded by a series of high-profile corporate 

scandals. The future of auditing will require auditors to demonstrate their 
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independence and professional skepticism. This will involve a focus on audit quality 

and improving audit standards. 

5. Enhanced Communication Communication is a critical aspect of corporate 

governance and auditing. In the future, auditors will need to communicate more 

effectively with stakeholders. The use of technology can enhance communication 

between auditors and stakeholders, such as shareholders, regulators, and investors. 

6. Corporate Culture and Ethics Corporate culture and ethics have a significant impact 

on corporate governance and auditing. In the future, auditors may need to play a more 

active role in assessing and monitoring corporate culture and ethics. This will require 

a focus on soft skills, such as emotional intelligence and communication, to build 

strong relationships with management and understand the culture of the organization. 

7. Integrated Reporting Integrated reporting aims to provide a more comprehensive view 

of a company's performance, including financial and non-financial aspects. In the 

future, integrated reporting is likely to become more widespread, and auditors will 

need to adapt their auditing procedures to address these issues. 

8. Continuous Auditing Continuous auditing involves the use of technology to conduct 

audits on an ongoing basis, rather than a one-time event. In the future, continuous 

auditing is likely to become more prevalent, with auditors using technology to 

monitor transactions in real-time and identify potential issues before they become 

significant problems. 

In conclusion, the future of corporate governance and auditing is likely to be shaped by 

technology, sustainability, international harmonization, audit quality, communication, 

corporate culture and ethics, integrated reporting, and continuous auditing. As these trends 

continue to evolve, it will be essential for auditors and regulators to adapt their practices to 

address these challenges and maintain the public's trust in the auditing profession. 

In summary, future directions for corporate governance and auditing in India include a 

continued focus on improving the legal and regulatory framework, enhancing auditor 

independence and professional skepticism, and addressing contemporary issues and 

challenges in the field. The following are some additional areas of focus for the future: 
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1. Technology and data analytics: With the increasing use of technology in financial 

reporting and auditing, auditors need to adapt to the changing landscape and 

incorporate data analytics into their audit procedures. This will help auditors to better 

identify risks and anomalies in financial statements. 

2. Sustainability reporting: There is a growing demand for companies to report on their 

sustainability practices and impacts. Auditors need to play a role in ensuring that such 

reporting is accurate and reliable. The Institute of Chartered Accountants of India has 

released guidance on sustainability reporting for companies, and auditors need to be 

familiar with this guidance36. 

3. Whistleblower protection: It is essential that whistleblowers are protected when they 

report corporate wrongdoing. There is a need for a robust whistleblower protection 

framework in India to encourage reporting of corporate misconduct. 

4. Strengthening the role of independent directors: Independent directors play a critical 

role in corporate governance, and there is a need to strengthen their role in India. This 

includes ensuring that they are truly independent and have the necessary skills and 

expertise to carry out their role effectively. 

5. Enhancing corporate social responsibility: The Companies Act, 2013 requires 

companies to spend a percentage of their profits on corporate social responsibility 

(CSR) activities. Auditors need to play a role in ensuring that companies are 

complying with this requirement and that the funds are being spent in a meaningful 

way. 

6. Capacity building: There is a need to build capacity in the auditing profession in 

India. This includes attracting and retaining talented auditors, providing training and 

professional development opportunities, and encouraging diversity in the profession. 

7. Collaboration and cooperation: There is a need for greater collaboration and 

cooperation between regulators, auditors, and other stakeholders in the corporate 

governance ecosystem. This includes sharing information and best practices, and 

working together to address emerging issues and challenges. 

                                                             
36 PricewaterhouseCoopers, ESG reporting and preparation of a Sustainability Report, PwC, 
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In conclusion, corporate governance and auditing play a crucial role in ensuring the integrity 

and transparency of financial reporting in India. While significant progress has been made in 

recent years, there are still challenges and issues that need to be addressed. By focusing on 

enhancing the legal and regulatory framework, promoting auditor independence and 

professional skepticism, and addressing emerging issues and challenges, India can continue 

to build a robust and effective corporate governance and auditing system. 
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CHAPTER-3 

CORPORATE SCANDALS IN INDIA 

3. Introduction to Corporate Scandals in India  

Corporate scandals in India have been a persistent issue for many years, with numerous high-

profile cases of corporate fraud and corruption involving large corporations, politicians, and 

government officials. These scandals have had a significant impact on the Indian economy 

and have led to a loss of public trust in corporate institutions. 

One of the most infamous corporate scandals in India is the Satyam Computer Services 

scandal of 2009, which involved the company's founder, Ramalinga Raju, who admitted to 

falsifying the company's financial statements to the tune of $1.47 billion. The scandal had a 

significant impact on the Indian IT industry, and it took years for the company to recover 

from the fallout. 

Other notable corporate scandals in India include the 2G spectrum scam, which involved the 

allocation of 2G spectrum licenses to mobile phone operators at below-market rates by the 

Indian government in 2008, leading to a loss of approximately $31 billion in revenue for the 

government. Another significant scandal is the Nirav Modi-PNB scam, which involved the 

fraudulent issuance of letters of undertaking by the Punjab National Bank to billionaire 

diamond jeweler Nirav Modi, leading to a loss of approximately $1.8 billion37. 

Corporate scandals in India are not limited to the private sector; there have also been several 

high-profile cases of corruption and mismanagement involving government officials and 

public sector companies. One such case is the Coal Allocation Scam, which involved the 

allocation of coal blocks by the government to private companies at below-market rates, 

resulting in a loss of approximately $33 billion to the government. 

The consequences of corporate scandals in India are far-reaching and can have a significant 

impact on the economy, the reputation of the country, and the trust of the public in the 

corporate sector. It is, therefore, essential to understand the causes and implications of these 

scandals to prevent them from happening in the future. 

                                                             
37 India Today Web Desk, 2G spectrum scam: These 8 companies lost 122 licences in 2012, India Today, 
December 22, 2017, https://www.indiatoday.in/india/story/2g-spectrum-scam-these-8-companies-lost-122-
licences-in-2012-1112475-2017-12-22 (last visited May 13, 2023). 
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The Indian government has taken several measures to address corporate scandals, including 

enacting legislation such as the Companies Act, 2013, and establishing regulatory bodies 

such as the Securities and Exchange Board of India (SEBI) and the Serious Fraud 

Investigation Office (SFIO). However, despite these measures, corporate scandals continue to 

occur in India, highlighting the need for continued efforts to strengthen corporate governance 

and prevent corporate malfeasance. 

Another notable corporate scandal in India is the Satyam scandal, which took place in 2009. 

Satyam Computer Services Limited was a software services provider, and its founder and 

chairman, Ramalinga Raju, admitted to committing fraud of approximately $1.47 billion. The 

company's accounts were inflated, and profits and revenues were falsified to showcase the 

company as being much more profitable than it was. The scandal was a severe blow to the 

Indian corporate sector's credibility and had significant repercussions on the Indian economy, 

including job losses and a decline in foreign investments. 

In recent years, there have been several high-profile corporate scandals in India, including the 

IL&FS scandal, PNB scam, and the ICICI Bank controversy. The IL&FS scandal involved 

the infrastructure lender IL&FS defaulting on its debt obligations, leading to a liquidity crisis. 

The PNB scam involved a fraudulent transaction of approximately $1.8 billion from the 

Punjab National Bank by diamond merchant Nirav Modi and his associates. The ICICI Bank 

controversy involved allegations of impropriety against the bank's CEO, Chanda Kochhar, 

regarding loans given to Videocon Industries. 

Corporate scandals have significant economic and social implications. They can lead to a loss 

of investor confidence, resulting in a decline in the stock prices of companies and the overall 

economy. They can also result in job losses and a decrease in the availability of credit for 

businesses. Additionally, corporate scandals can erode public trust in institutions and result in 

a decline in the credibility of the regulatory and legal framework governing corporate 

activities. 

To prevent corporate scandals, it is essential to have a robust legal and regulatory framework 

for corporate governance and auditing. It is also essential for auditors to perform their duties 

with professionalism, independence, and skepticism. The regulatory authorities and the legal 

system must be vigilant and take strict action against companies and individuals who engage 

in fraudulent activities. In recent years, the Indian government has taken several steps to 

strengthen the legal and regulatory framework for corporate governance and auditing, such as 
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the Companies Act, 2013, and the establishment of regulatory bodies like the National 

Financial Reporting Authority (NFRA). 

In conclusion, corporate scandals in India have had significant economic and social 

implications, and there is a need for a robust legal and regulatory framework for corporate 

governance and auditing to prevent such scandals. The role of auditors is crucial in ensuring 

the integrity and transparency of financial reporting by companies. It is essential for auditors 

to maintain their independence and skepticism while performing their duties to prevent 

corporate scandals. Additionally, the regulatory authorities and legal system must be vigilant 

and take strict action against companies and individuals who engage in fraudulent activities 

to maintain public trust in institutions and the regulatory framework governing corporate 

activities. 

3.3.1. Major Corporate Scandals in India  

India has witnessed several high-profile corporate scandals over the years, which have led to 

a loss of public trust in corporate entities and resulted in significant financial losses to 

investors and stakeholders. Some of the major corporate scandals in India are discussed 

below: 

1. Satyam Scandal (2009): The Satyam Computer Services scandal is one of the most 

well-known corporate scandals in India. In January 2009, the company's founder and 

chairman, Ramalinga Raju, confessed to a massive accounting fraud that inflated the 

company's revenues, profits, and cash balances. The fraud amounted to over $1.5 

billion, and it was one of the largest accounting frauds in corporate history. The 

scandal led to the collapse of Satyam's share price, with investors losing billions of 

dollars38. 

2. PNB Scandal (2018): The Punjab National Bank (PNB) fraud case was one of the 

biggest banking frauds in India's history. In February 2018, it was revealed that two 

employees of PNB had fraudulently issued letters of undertaking (LOUs) to Nirav 

Modi's companies, allowing them to obtain loans from other banks. The scam 

amounted to over $2 billion, and it involved several other banks and companies. The 

                                                             
38 Aron Almeida, Satyam Scam - The Story of India’s Biggest Corporate Fraud!, Trade Brains (2023), 
https://tradebrains.in/satyam-scam/ (last visited May 13, 2023). 
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scandal shook the Indian banking industry and led to increased scrutiny of banking 

practices and regulations. 

3. IL&FS Scandal (2018): Infrastructure Leasing & Financial Services (IL&FS) was a 

major infrastructure financing company in India, with several government-owned 

entities as shareholders. In September 2018, it was revealed that the company had 

defaulted on several of its debt obligations, leading to a liquidity crisis in the Indian 

financial markets. The company's mismanagement and lack of transparency in its 

operations were blamed for the scandal, which had significant implications for the 

Indian financial sector. 

4. Vijay Mallya Scandal (2016): Vijay Mallya, the former chairman of Kingfisher 

Airlines, was accused of financial irregularities and fraud by several banks and 

financial institutions in India. The airline had defaulted on its loans, and Mallya was 

accused of siphoning off funds and diverting them for personal use. Mallya fled the 

country in March 2016, and the Indian government has been trying to extradite him 

from the UK to face trial in India. 

5. Nirav Modi Scandal (2018): Nirav Modi, a diamond merchant and luxury jewelry 

designer, was accused of defrauding PNB and other banks by obtaining fraudulent 

LOUs. Modi had fled the country in January 2018, and he was subsequently arrested 

in the UK in March 2019. The case is still ongoing, and Modi is facing extradition to 

India. 

6. Saradha Group Scandal (2013): The Saradha Group was a conglomerate of companies 

that operated in several sectors, including real estate, media, and finance. In 2013, it 

was revealed that the group had defrauded thousands of investors in a Ponzi scheme. 

The scandal led to widespread protests and political unrest in West Bengal, where the 

group was based. 

7. Sahara Scandal (2011): The Sahara Group, a major conglomerate with interests in 

several sectors, including real estate, finance, and media, was accused of raising funds 

through illegal means. The Securities and Exchange Board of India (SEBI) had 

ordered the company to refund over $3 billion to investors, but the company failed to 

comply. The case is still ongoing, with the Supreme Court of India ordering the 

company to repay the investors in installments. 
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8. NSEL Scandal (2013): The National Spot Exchange Limited (NSEL) was a 

commodity exchange in India that operated in several commodities, including gold 

and silver 

One of the most notable corporate scandals in India is the Satyam Scandal, which came to 

light in 2009. Satyam Computer Services Limited was a leading software services company 

that provided information technology (IT) solutions to global clients. The company was 

founded by Ramalinga Raju in 1987 and was headquartered in Hyderabad. In 2009, Raju 

admitted to falsifying the company's accounts and inflating its revenues and profits by over 

Rs. 7,000 crore ($1.5 billion USD). This revelation shocked the business world and sent 

shockwaves through the Indian economy. 

The Securities and Exchange Board of India (SEBI) investigated the case and discovered that 

the company had created fictitious invoices, fabricated bank statements, and forged board 

resolutions to inflate its revenues and profits. Raju also used company funds to buy real estate 

and invest in other companies without disclosing these transactions to the board or 

shareholders. The scandal led to the collapse of Satyam's share price, and the company was 

eventually acquired by Tech Mahindra in 201239. 

Another major corporate scandal in India is the Nirav Modi-PNB Fraud case, which came to 

light in 2018. Nirav Modi was a billionaire diamond merchant who owned several high-end 

jewellery brands and stores in India and abroad. He was accused of defrauding the Punjab 

National Bank (PNB), one of India's largest public sector banks, of over Rs. 13,000 crore 

($1.8 billion USD). Modi and his associates allegedly used fake Letters of Undertaking 

(LoUs) to obtain loans from other banks and siphon off the money to offshore accounts. The 

fraud continued for several years, and the PNB management was accused of overlooking the 

irregularities and failing to conduct proper due diligence. 

The Nirav Modi-PNB Fraud case was a major blow to the Indian banking sector, which was 

already grappling with rising non-performing assets (NPAs) and bad loans. The fraud led to a 

sharp decline in the PNB's share price, and several other banks that had extended loans to 

Modi's companies also suffered losses. The case prompted the Reserve Bank of India (RBI) 

to tighten its regulations on the issuance of LoUs and to conduct stricter audits of banks' 

operations. 

                                                             
39 Madan Lal Bhasin, Corporate Accounting Fraud: A Case Study of Satyam Computers Limited, 2013 (2013). 
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Other notable corporate scandals in India include the IL&FS Crisis, which involved the 

Infrastructure Leasing and Financial Services (IL&FS) group defaulting on its loans and 

triggering a liquidity crisis in the non-banking financial sector; the Kingfisher Airlines 

Scandal, which involved the airline defaulting on its loans and its promoter Vijay Mallya 

fleeing the country; and the Sahara Scam, which involved the Sahara Group raising funds 

from millions of investors through fraudulent means and failing to repay them. 

Corporate scandals in India have highlighted the need for stronger regulations, better 

corporate governance, and more effective auditing practices. These scandals have also eroded 

investors' trust in the Indian corporate sector and have damaged the country's reputation as a 

business-friendly destination. 

3.3. Causes and Factors Contributing to Corporate Scandals in India  

Corporate scandals in India have become quite common, causing significant damage to the 

country's economy and reputation. The causes and factors contributing to these scandals are 

multifaceted and complex, often involving a combination of legal, ethical, and governance 

issues. 

One of the primary factors contributing to corporate scandals in India is weak corporate 

governance practices. Many companies in India are family-owned or controlled, and the 

board of directors is often made up of members of the same family or close associates. This 

can lead to a lack of transparency and accountability, with decisions being made to benefit 

the interests of the controlling group rather than those of the company or its shareholders. 

Another contributing factor is the weak regulatory framework for corporate governance and 

auditing. While India has a number of laws and regulations in place to govern the behavior of 

companies and auditors, enforcement is often lax, and penalties for violations are not severe 

enough to act as a deterrent. 

A lack of independence among auditors is also a contributing factor. In many cases, auditors 

are appointed by the same management they are meant to be monitoring, creating a conflict 

of interest. This can lead to auditors failing to report irregularities or fraudulent activities, 

either due to fear of retribution or a desire to maintain a long-term relationship with the 

company. 
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Another contributing factor is the lack of whistleblower protection in India. Employees who 

report wrongdoing within their companies may face retaliation, making it difficult for them to 

come forward with information about potential scandals. This can lead to problems going 

undetected for extended periods, allowing them to grow and cause significant damage. 

Finally, corruption is also a contributing factor to corporate scandals in India. Bribery and 

other forms of corruption are prevalent in many industries, and this can lead to unethical 

behavior and fraudulent activities being covered up or ignored. 

Overall, the causes and factors contributing to corporate scandals in India are complex and 

multifaceted. Addressing these issues will require a concerted effort from regulators, 

companies, auditors, and other stakeholders to strengthen corporate governance practices, 

improve regulatory frameworks, and promote ethical behavior and transparency in the 

corporate sector. 

There are several factors that contribute to corporate scandals in India. Some of the key 

causes and factors are discussed below: 

1. Weak regulatory framework: The regulatory framework in India is often criticized for 

being weak and ineffective in enforcing corporate governance standards. There are 

instances where regulators have been accused of being lenient towards companies, 

especially those with political connections. This lack of oversight can create an 

environment of impunity, where companies can get away with unethical and illegal 

practices40. 

2. Lack of transparency: Another factor that contributes to corporate scandals in India is 

the lack of transparency in corporate operations. Companies often do not disclose 

information that is vital for stakeholders to make informed decisions. This lack of 

transparency can make it difficult for investors and other stakeholders to assess the 

company's financial health and overall performance. 

3. Conflict of interest: Conflict of interest is another factor that contributes to corporate 

scandals in India. Many Indian companies are family-owned, and there is a tendency 

to place family members in key positions. This can lead to situations where family 

                                                             
40 Corporate Governance in India – Practices, Framework, Deloitte India (2015), 
https://www2.deloitte.com/in/en/pages/risk/articles/governance-101.html (last visited May 13, 2023). 
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members prioritize their interests over those of the company, leading to unethical 

practices and ultimately, corporate scandals. 

4. Weak internal controls: Weak internal controls can also contribute to corporate 

scandals in India. Companies that do not have adequate controls in place are more 

susceptible to fraud, embezzlement, and other forms of financial misconduct. In some 

cases, employees may collude with external parties to commit fraud and cover up 

their tracks. 

5. Pressure to perform: Indian companies face intense pressure to perform, especially in 

the current economic environment. This pressure can lead companies to take shortcuts 

or engage in unethical practices to achieve their targets. Companies may also 

manipulate financial statements to show better performance, leading to a loss of 

credibility with stakeholders. 

6. Lack of accountability: A lack of accountability is another factor that contributes to 

corporate scandals in India. In some cases, companies may engage in unethical 

practices without fear of facing consequences. This can lead to a culture of impunity, 

where companies feel they can get away with unethical practices. 

7. Lack of whistleblower protection: Whistleblowers play a crucial role in exposing 

corporate fraud and misconduct. However, in India, there is a lack of adequate 

protection for whistleblowers. This can make it difficult for employees to report 

fraudulent activities without fear of retaliation from their employers. 

8. Inadequate punishment for offenders: Finally, inadequate punishment for offenders is 

another factor that contributes to corporate scandals in India. Even when companies 

are found guilty of fraudulent activities, the punishment meted out to them is often not 

severe enough to act as a deterrent for future offenders. 

In conclusion, corporate scandals in India are caused by a combination of factors, including 

weak regulatory framework, lack of transparency, conflict of interest, weak internal controls, 

pressure to perform, lack of accountability, lack of whistleblower protection, and inadequate 

punishment for offenders. Addressing these issues will require a concerted effort from 

regulators, companies, and other stakeholders to strengthen corporate governance standards 

and ensure that companies operate in an ethical and transparent manner. 
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3.3.2. Legal and Regulatory Framework for Preventing Corporate Scandals in India  

The legal and regulatory framework for preventing corporate scandals in India is a complex 

and evolving system that involves several regulatory bodies, laws, and guidelines. The 

regulatory framework for corporate governance and auditing, as discussed earlier, is also an 

important component of this framework. In this section, we will discuss the various laws and 

regulations that have been put in place in India to prevent corporate scandals. 

3.4.1. Companies Act, 2013 

The Companies Act, 2013 is one of the most important laws governing companies in India. It 

replaced the Companies Act, 1956, and has introduced several new provisions aimed at 

improving corporate governance and preventing corporate scandals. Some of the key 

provisions of the Companies Act, 2013 that are relevant in the context of preventing 

corporate scandals are: 

 Board of Directors: The Companies Act, 2013 requires that every company have a 

Board of Directors that is responsible for the overall management and direction of the 

company. The Board is required to have a mix of executive and non-executive 

directors, with at least one woman director in certain cases. 

 Independent Directors: The Companies Act, 2013 mandates that every listed company 

have at least one-third of its Board comprising independent directors. These directors 

are expected to provide an objective and impartial perspective to the Board and play 

an important role in ensuring that the interests of all stakeholders are protected. 

 Audit Committee: The Companies Act, 2013 requires that every listed company have 

an Audit Committee comprising of at least three directors, with a majority of them 

being independent directors. The Audit Committee is responsible for overseeing the 

financial reporting process and ensuring the accuracy and completeness of financial 

statements. 

 Whistleblower Mechanism: The Companies Act, 2013 requires every listed company 

and certain categories of unlisted companies to establish a mechanism for employees 

to report concerns about unethical behavior, actual or suspected fraud or violation of 

the company's code of conduct. The mechanism should provide for adequate 

safeguards against victimization of employees who avail of the mechanism. 



54 
 

 Related Party Transactions: The Companies Act, 2013 requires that all related party 

transactions be approved by the Audit Committee and the Board, and that such 

transactions be disclosed in the financial statements. 

 Secretarial Audit: The Companies Act, 2013 requires that certain categories of 

companies have a secretarial audit carried out by a qualified Company Secretary in 

Practice. The secretarial audit is aimed at ensuring compliance with various laws and 

regulations governing the company. 

3.4.2. Securities and Exchange Board of India (SEBI) 

The Securities and Exchange Board of India (SEBI) is the regulatory body that oversees the 

securities market in India. SEBI has introduced several regulations aimed at improving 

corporate governance and preventing corporate scandals. Some of the key regulations 

introduced by SEBI are: 

 Listing Agreement: SEBI has mandated that all listed companies in India comply with 

a listing agreement that sets out various obligations and disclosure requirements. The 

listing agreement requires, among other things, that listed companies have an Audit 

Committee comprising of at least three directors, with a majority of them being 

independent directors. 

 SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015: SEBI 

introduced the SEBI (Listing Obligations and Disclosure Requirements) Regulations, 

2015, which replaced the earlier listing agreement. The regulations set out various 

obligations and disclosure requirements for listed companies, including requirements 

related to Board composition, related party transactions, and disclosures on corporate 

governance. 

The legal and regulatory framework for preventing corporate scandals in India consists of 

various Acts, regulations, and guidelines that aim to promote transparency, accountability, 

and integrity in corporate governance. Some of the key laws and regulations that are relevant 

in this context are: 

1. Companies Act, 2013: The Companies Act, 2013 is the primary legislation that 

governs the functioning of companies in India. It lays down the legal framework for 
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corporate governance in India and provides for the appointment and functioning of 

auditors, independent directors, and audit committees. 

2. Securities and Exchange Board of India (SEBI) Act, 1992: The SEBI Act, 1992 

establishes SEBI as the regulator for the securities market in India. It empowers SEBI 

to regulate the functioning of stock exchanges, intermediaries, and listed companies in 

India. 

3. SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015: These 

regulations set out the obligations of listed companies in terms of disclosures, 

reporting, and corporate governance. They require companies to have independent 

directors, audit committees, and internal audit mechanisms. 

4. Prevention of Money Laundering Act, 2002: The Prevention of Money Laundering 

Act, 2002 is a law that aims to prevent money laundering and the financing of 

terrorism. It requires companies to maintain records of all transactions, identify and 

verify the identity of their clients, and report suspicious transactions to the authorities.  

5. Foreign Exchange Management Act, 1999: The Foreign Exchange Management Act, 

1999 is a law that regulates foreign exchange transactions in India. It requires 

companies to comply with certain reporting and documentation requirements when 

undertaking foreign exchange transactions. 

6. Insolvency and Bankruptcy Code, 2016: The Insolvency and Bankruptcy Code, 2016 

is a law that provides for the resolution of insolvency and bankruptcy cases in India. It 

aims to promote transparency, efficiency, and accountability in the insolvency 

resolution process. 

7. Prevention of Corruption Act, 1988: The Prevention of Corruption Act, 1988 is a law 

that prohibits bribery and corruption in India. It lays down the legal framework for the 

prevention, investigation, and prosecution of corruption cases. 

8. The Companies (Auditor's Report) Order, 2020: The Companies (Auditor's Report) 

Order, 2020 is a regulatory framework that requires auditors to report on various 

aspects of a company's operations, including its financial performance, internal 

controls, and compliance with laws and regulations. 
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9. The Insolvency and Bankruptcy Board of India (IBBI) Regulations, 2016: The IBBI 

Regulations, 2016 prescribe the rules and regulations for the functioning of the 

Insolvency and Bankruptcy Board of India, which is the regulator for the insolvency 

and bankruptcy process in India. 

10. The Securities Contracts (Regulation) Act, 1956: The Securities Contracts 

(Regulation) Act, 1956 is a law that regulates the trading of securities in India. It 

requires companies to comply with certain disclosure and reporting requirements 

when issuing securities. 

In addition to these laws and regulations, various industry bodies and associations have also 

developed codes of conduct and guidelines for promoting good corporate governance and 

preventing corporate scandals in India. Some of these bodies include the Confederation of 

Indian Industry, the Institute of Company Secretaries of India, and the Institute of Chartered 

Accountants of India. 

However, despite the existence of a strong legal and regulatory framework, corporate 

scandals continue to occur in India, highlighting the need for greater enforcement and 

vigilance on the part of regulators and companies alike. 

3.3.3. Role of Auditors in Preventing Corporate Scandals in India  

Auditors play a crucial role in preventing corporate scandals in India. As per the Companies 

Act, 2013, auditors are required to provide an opinion on the financial statements of a 

company and also report on internal financial controls. In addition to their statutory duties, 

auditors are expected to exercise professional skepticism, independence, and due care while 

performing their duties. This section discusses the role of auditors in preventing corporate 

scandals in India. 

3.5.1. Financial Statement Audits 

Auditors are appointed to perform an audit of a company's financial statements to provide an 

opinion on the fairness of the financial statements. Auditors are expected to perform their 

audit in accordance with the auditing standards issued by the Institute of Chartered 

Accountants of India (ICAI). The auditors must plan and perform the audit to obtain 

reasonable assurance that the financial statements are free from material misstatement, 

whether due to fraud or error. 
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Auditors must comply with the auditing standards issued by the ICAI, which require the 

auditor to obtain an understanding of the entity and its environment, including its internal 

control, and to assess the risks of material misstatement of the financial statements. Auditors 

must design audit procedures to address the assessed risks and obtain sufficient appropriate 

audit evidence to support their opinion on the financial statements. Auditors are also required 

to communicate with those charged with governance regarding the audit process and 

significant findings during the audit. 

3.5.2. Internal Financial Controls Audits 

The Companies Act, 2013, requires auditors to report on the adequacy and effectiveness of 

the internal financial controls of a company. The auditor's report on internal financial controls 

must be included in the auditor's report on the financial statements. Auditors are expected to 

perform procedures to obtain sufficient appropriate audit evidence to support their opinion on 

the internal financial controls41. 

The ICAI has issued guidance on the audit of internal financial controls. Auditors must obtain 

an understanding of the internal financial controls, assess the design of the controls, and test 

the operating effectiveness of the controls. Auditors must also report any significant 

deficiencies or material weaknesses in the internal financial controls of the company. 

3.5.3. Detection of Fraud 

Auditors are required to design their audit procedures to detect material misstatements due to 

fraud. Auditors must obtain an understanding of the fraud risks that may result in material 

misstatements in the financial statements. Auditors must also evaluate the company's controls 

to prevent and detect fraud and perform procedures to address the assessed risks of fraud. 

The ICAI has issued guidance on the auditor's responsibilities in relation to fraud in an audit 

of financial statements. The guidance requires auditors to maintain professional skepticism 

throughout the audit and to obtain corroborative audit evidence to support the financial 

statements. 

3.5.4. Reporting to the Audit Committee 

                                                             
41 Applicability of Internal Financial Controls (IFC), TaxGyata, https://www.taxgyata.com/ap/applicability-of-
internal-financial-controls-ifc/ (last visited May 13, 2023). 
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The Companies Act, 2013, requires auditors to report to the audit committee on the financial 

statements, the internal financial controls, and other matters as required by the audit 

committee. The audit committee is responsible for overseeing the company's financial 

reporting process and for ensuring that the financial statements are accurate, complete, and in 

compliance with applicable accounting standards. 

Auditors are required to report to the audit committee on any significant findings during the 

audit and any significant deficiencies or material weaknesses in the internal financial controls 

of the company. The auditors must also report any fraud or suspected fraud to the audit 

committee. 

3.5.5. Role of Auditors in Preventing Corporate Scandals 

Auditors play a vital role in preventing corporate scandals by providing assurance on the 

accuracy and completeness of the financial statements of a company. Auditors must maintain 

independence, exercise professional skepticism, and due care while performing their duties. 

Auditors are also required to report to the audit committee on the financial statements, the 

internal financial controls, and 

Furthermore, auditors can also play a role in preventing corporate scandals by conducting 

thorough risk assessments and identifying potential areas of fraud or financial 

mismanagement. They can then provide recommendations to management on how to mitigate 

these risks and strengthen internal controls. Additionally, auditors can provide 

whistleblowing mechanisms for employees to report any unethical or illegal behavior they 

observe within the organization. 

The Institute of Chartered Accountants of India (ICAI) has also issued guidelines for auditors 

to follow in order to maintain their independence and integrity. These guidelines include 

maintaining a professional skepticism, ensuring adequate documentation of all audit work 

performed, and avoiding any conflicts of interest. 

However, despite the important role auditors play in preventing corporate scandals, they are 

not infallible. In many cases, auditors have been found to be complicit in corporate fraud by 

either overlooking or actively participating in the misconduct. This highlights the importance 

of effective regulation and oversight of the auditing profession in India. 
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In recent years, there have been efforts to improve the regulatory framework for auditors in 

India. The Companies Act, 2013 introduced stricter rules for auditors, including mandatory 

rotation of audit firms and partners, and increased liability for audit failures. The Securities 

and Exchange Board of India (SEBI) has also issued guidelines for the appointment, 

qualifications, and conduct of auditors for listed companies. 

However, there is still room for improvement in the regulatory framework for auditors in 

India. The quality of audit work has been a longstanding issue, with many cases of 

inadequate audit work being uncovered in the aftermath of corporate scandals. There is a 

need for stronger enforcement of audit regulations and increased transparency in the audit 

process. 

Moreover, the lack of diversity in the auditing profession in India is another concern. The 

vast majority of auditors in India are from large firms, with smaller and mid-sized firms 

having limited representation. This lack of diversity can limit the range of expertise and 

perspectives brought to the audit process, which in turn can undermine the quality and 

effectiveness of audits. 

In conclusion, auditors play a crucial role in preventing corporate scandals in India by 

ensuring the accuracy and transparency of financial reporting, identifying areas of risk and 

fraud, and providing recommendations for improvements in internal controls. However, there 

is a need for stronger regulatory frameworks and enforcement mechanisms to ensure the 

independence and effectiveness of auditors. Additionally, efforts to increase diversity in the 

auditing profession can improve the quality and effectiveness of audits. 

3.3.4. Failures of Auditing and Corporate Governance in Preventing Corporate 

Scandals in India  

While auditors and corporate governance mechanisms are intended to prevent corporate 

scandals, there have been several failures in the Indian context. These failures have been due 

to a combination of factors, including inadequate regulations, lack of enforcement, and 

insufficient independence of auditors. In this section, we will explore the failures of auditing 

and corporate governance in preventing corporate scandals in India. 
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3.6.1. Inadequate Regulations 

One of the main reasons for the failures of auditing and corporate governance in India has 

been the inadequate regulations governing these processes. For example, until recently, there 

was no specific law in India that regulated auditors or set standards for auditing. This led to a 

situation where auditors were not held accountable for their actions, and there was no 

standardization of auditing practices. 

Similarly, the Companies Act, 1956, which governed corporate governance in India, was 

outdated and did not keep pace with changes in the business environment. This act did not 

impose strict requirements on companies to disclose financial information or to maintain 

adequate internal controls. As a result, companies were able to manipulate financial 

statements and hide their true financial health. 

3.6.2. Lack of Enforcement 

Even when regulations were in place, there was often a lack of enforcement. Regulators, such 

as the Securities and Exchange Board of India (SEBI), were not able to monitor companies 

effectively, and they often lacked the resources to do so. In addition, the legal system in India 

was slow and inefficient, which meant that companies could delay legal proceedings and 

avoid punishment. 

The lack of enforcement was particularly evident in cases where auditors failed to detect 

fraud or manipulation. In many instances, auditors were found to have colluded with 

companies to falsify financial statements. However, there was often little or no penalty 

imposed on auditors or the companies involved. 

3.6.3. Insufficient Independence of Auditors 

Auditors are expected to be independent and unbiased in their assessment of a company's 

financial statements. However, in many cases, auditors in India were not independent, and 

they were often influenced by the companies that hired them. This was particularly true in 

cases where the same auditor had been working with a company for several years, which led 

to a conflict of interest. 

In addition, auditors were often under pressure to maintain good relations with their clients, 

which led them to overlook irregularities or to turn a blind eye to questionable practices. This 
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lack of independence undermined the effectiveness of auditing and allowed companies to get 

away with fraudulent activities. 

3.6.4. Inadequate Oversight by Board of Directors 

The board of directors plays a crucial role in ensuring that companies are managed in an 

ethical and responsible manner. However, in many cases, the board of directors in India 

failed to exercise adequate oversight over the management of the company. This was often 

due to a lack of expertise, inadequate training, or conflicts of interest. 

In some instances, board members were found to be involved in fraudulent activities or to 

have colluded with the management to manipulate financial statements. This undermined the 

effectiveness of corporate governance and allowed companies to engage in unethical 

practices. 

3.6.5. Ineffective External Audits 

External audits are intended to provide an independent assessment of a company's financial 

statements. However, in many cases, external audits in India were ineffective in detecting 

irregularities or fraud. This was due to a lack of independence, inadequate training, and a 

failure to exercise due diligence42. 

In some cases, auditors did not perform adequate tests or did not follow auditing standards, 

which led to a failure to detect fraud. In addition, auditors often relied on management 

representations without verifying them, which undermined the effectiveness of the audit. 

One of the major reasons for the failures of auditing and corporate governance in preventing 

corporate scandals in India is the lack of effective enforcement of laws and regulations. 

Despite the presence of various laws and regulations related to corporate governance and 

auditing, their implementation has often been inadequate. This has led to a situation where 

companies can easily circumvent the rules and engage in fraudulent activities without being 

detected. 

Another reason for the failures is the lack of independence and professional skepticism 

among auditors. Auditors are often appointed by the companies themselves and may be 

                                                             
42 SEC.gov, The Auditor’s Responsibility for Fraud Detection, https://www.sec.gov/news/statement/munter-
statement-fraud-detection-101122 (last visited May 13, 2023). 
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hesitant to report any irregularities for fear of losing their clients. This conflict of interest can 

compromise the quality and effectiveness of auditing. 

Additionally, the complexity and opacity of corporate structures in India can make it difficult 

for auditors to detect fraudulent activities. Many companies use complex structures involving 

multiple subsidiaries and holding companies, which can be used to hide financial 

irregularities and make it difficult for auditors to trace the flow of funds. 

Furthermore, there is a lack of accountability for auditors who fail to identify and report 

fraudulent activities. In many cases, auditors have faced little or no legal consequences for 

their failures, which can lead to a lack of motivation to perform their duties effectively. 

Finally, the pressure on auditors to maintain profitability and meet the demands of their 

clients can lead to a conflict of interest and a focus on short-term gains rather than long-term 

sustainability. This can result in auditors overlooking irregularities and fraudulent activities in 

order to maintain their relationships with clients and secure future business. 

Overall, the failures of auditing and corporate governance in preventing corporate scandals in 

India can be attributed to a combination of factors, including ineffective enforcement of laws 

and regulations, a lack of independence and professional skepticism among auditors, the 

complexity of corporate structures, a lack of accountability for auditors, and conflicts of 

interest. Addressing these issues will require a concerted effort from regulators, auditors, and 

companies themselves to ensure that corporate governance and auditing are carried out 

effectively and with integrity. 

3.3.5. Impacts and Consequences of Corporate Scandals in India  

Corporate scandals in India have had significant impacts and consequences, both on the 

companies involved and the wider economy. Some of the impacts and consequences of 

corporate scandals in India are discussed below: 

1. Loss of investor confidence: Corporate scandals erode the trust of investors and other 

stakeholders in the companies involved. This loss of confidence can lead to a decrease 

in share prices and a decline in investment, which can have long-term impacts on the 

financial health of the company. 

2. Damage to reputation: Corporate scandals damage the reputation of the companies 

involved, and can affect their ability to attract and retain customers, employees, and 
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business partners. The negative publicity surrounding corporate scandals can also 

affect the reputation of the entire industry, leading to a loss of confidence in the sector 

as a whole. 

3. Legal and regulatory consequences: Corporate scandals can lead to significant legal 

and regulatory consequences, including fines, sanctions, and criminal charges. The 

reputational damage caused by corporate scandals can also lead to decreased access to 

funding and increased scrutiny from regulatory bodies. 

4. Impact on employees: Corporate scandals can have a significant impact on 

employees, including job losses, wage cuts, and reduced benefits. This can lead to a 

decline in employee morale and productivity, as well as increased turnover and 

difficulty in attracting and retaining top talent. 

5. Economic impact: Corporate scandals can have significant economic impacts, 

including a decline in the overall stock market, decreased foreign investment, and a 

decrease in economic growth. This can have a long-term impact on the broader 

economy, affecting sectors beyond the companies directly involved in the scandal. 

6. Impact on society: Corporate scandals can also have a broader impact on society, 

including damage to the environment, consumer safety, and public health. For 

example, the Bhopal gas tragedy in 1984, which was caused by the release of toxic 

gas from a pesticide plant, had a devastating impact on the local community and the 

environment. 

7. Damage to corporate governance: Corporate scandals can also damage the 

effectiveness of corporate governance, leading to increased calls for reform and 

regulation. This can have a lasting impact on the ability of companies to operate and 

compete in the global marketplace. 

8. Increased scrutiny and transparency: Corporate scandals can lead to increased scrutiny 

and transparency, as companies and regulators take steps to prevent similar scandals 

from occurring in the future. This can include increased reporting requirements, 

stricter regulation, and greater public disclosure. 
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Overall, corporate scandals in India have had significant impacts and consequences, and have 

highlighted the need for greater accountability, transparency, and effective corporate 

governance. 

Corporate scandals have significant impacts and consequences on various stakeholders in 

India, including investors, employees, customers, and the economy as a whole. Some of the 

key impacts and consequences of corporate scandals are discussed below: 

1. Financial Losses: Corporate scandals can result in significant financial losses for 

investors who have put their money in the affected companies. The stock prices of 

such companies often plummet after a scandal breaks out, causing huge losses to 

shareholders. For instance, the Satyam scandal resulted in a loss of over $2 billion for 

investors. 

2. Reputational Damage: Corporate scandals can cause significant damage to the 

reputation of companies involved. Such scandals can tarnish the image of the 

company in the eyes of customers, employees, and investors, making it difficult for 

the company to regain their trust. 

3. Loss of Jobs: Corporate scandals often result in job losses for employees working in 

the affected companies. This is particularly true for cases where the company goes 

bankrupt or is acquired by another company. For instance, the Enron scandal led to 

the loss of over 20,000 jobs. 

4. Decreased Investment: Corporate scandals can also result in decreased investment in 

the affected industry. Investors may become wary of investing in similar companies in 

the future, leading to a decrease in the overall investment in the industry. 

5. Regulatory Repercussions: Corporate scandals can lead to increased regulatory 

scrutiny and stricter regulations for the affected industry. This can result in higher 

compliance costs and reduced profitability for companies operating in the industry. 

6. Economic Impacts: Corporate scandals can have significant economic impacts on the 

country as a whole. For instance, the IL&FS scandal resulted in a liquidity crisis in 

the Indian financial system, which had ripple effects on various sectors of the 

economy. 
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7. Loss of Confidence: Corporate scandals can lead to a loss of confidence in the 

corporate sector as a whole. This can make it difficult for companies to raise capital 

and attract investors in the future. 

8. Legal Consequences: Corporate scandals can also lead to legal consequences for the 

companies and individuals involved. This can include fines, penalties, and 

imprisonment for the individuals involved in the scandal. 

Overall, corporate scandals have far-reaching consequences and can cause significant harm to 

various stakeholders. It is, therefore, important for companies to adopt robust corporate 

governance practices and for auditors to fulfill their responsibilities diligently to prevent such 

scandals from occurring. 

3.3.6. Future Directions for Preventing Corporate Scandals in India  

The prevalence of corporate scandals in India has exposed the inadequacies of the legal and 

regulatory framework, as well as the failures of corporate governance and auditing practices. 

To prevent such scandals in the future, there are several steps that can be taken to strengthen 

the regulatory and monitoring mechanisms and promote a culture of ethical and responsible 

business practices. 

3.8.1. Strengthening the Legal and Regulatory Framework 

The legal and regulatory framework for corporate governance and auditing in India needs to 

be strengthened to ensure greater transparency, accountability, and investor protection. The 

following measures can be taken to achieve this: 

1. Strengthening the Companies Act: The Companies Act should be amended to 

incorporate stricter provisions for disclosure, transparency, and accountability. The 

penalties for non-compliance should be increased, and the powers of the regulatory 

bodies, such as SEBI, should be enhanced. 

2. Empowering the regulatory bodies: The regulatory bodies, such as SEBI and RBI, 

should be given more power and resources to monitor and enforce compliance with 

the regulations. They should also be given more autonomy to take action against 

errant companies and auditors. 
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3. Enhancing the role of independent directors: Independent directors should be given 

more power and responsibility to monitor the activities of the board and management. 

They should be selected based on their expertise and experience, and should be given 

adequate training and remuneration. 

4. Strengthening the role of audit committees: Audit committees should be given more 

power and responsibility to oversee the financial reporting process and ensure the 

independence of auditors. They should also be given more resources and support to 

carry out their duties effectively. 

5. Strengthening the role of auditors: Auditors should be required to adhere to stricter 

professional standards and ethics. They should be subject to more rigorous monitoring 

and supervision by the regulatory bodies. The penalties for non-compliance and 

malpractice should be increased. 

3.8.2. Promoting a Culture of Ethical Business Practices 

The root cause of corporate scandals is often the lack of ethical and responsible business 

practices. Therefore, it is essential to promote a culture of ethical behavior and accountabilit y 

in the corporate sector. The following measures can be taken to achieve this: 

1. Promoting ethical leadership: The top management of companies should be role 

models for ethical behavior and should lead by example. They should create a culture 

of integrity, transparency, and accountability in the organization. 

2. Strengthening corporate social responsibility: Companies should be required to spend 

a certain percentage of their profits on corporate social responsibility (CSR) activities. 

The CSR activities should be aligned with the company's values and objectives, and 

should be subject to independent audit. 

3. Encouraging whistleblowers: Whistleblowers should be encouraged and protected 

from retaliation. They should be provided with a mechanism to report any unethical 

behavior without fear of reprisal. 

4. Promoting ethical behavior in the supply chain: Companies should ensure that their 

suppliers and business partners also adhere to ethical and responsible business 

practices. They should conduct due diligence on their suppliers and monitor their 

compliance with ethical standards. 
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5. Enhancing transparency and disclosure: Companies should be required to disclose 

more information about their operations, financial performance, and governance 

practices. This will enable investors and stakeholders to make informed decisions and 

hold companies accountable. 

3.8.3. Strengthening Auditing Practices 

Auditing practices in India need to be strengthened to ensure their effectiveness in preventing 

corporate scandals. The following measures can be taken to achieve this: 

1. Enhancing the independence of auditors: Auditors should be required to maintain 

their independence and avoid conflicts of interest. They should not provide non-audit 

services to their audit clients, and should be subject to strict rotation and cooling-off 

periods. 

In order to prevent corporate scandals in India, there are several measures that can be taken 

by regulators, auditors, and corporations themselves. Some of these measures include: 

1. Strengthening the regulatory framework: The regulatory framework for corporate 

governance and auditing needs to be strengthened to ensure that it is effective in 

preventing corporate scandals. This can be done by introducing stricter laws and 

regulations, enhancing the powers of regulatory authorities, and ensuring that the laws 

are properly enforced. 

2. Improving auditor independence: Auditor independence is crucial in preventing 

corporate scandals. Auditors should be independent of the companies they audit and 

should not have any financial or other interests in the companies they audit. To ensure 

independence, auditors should be appointed by an independent committee and their 

remuneration should be fixed by the committee43. 

3. Enhancing professional skepticism: Auditors need to exercise professional skepticism 

while conducting audits. They should not take management's word for granted and 

should critically examine all the information provided to them. This can be achieved 

by providing training to auditors and by creating a culture of skepticism within 

auditing firms. 

                                                             
43 Corporate Finance Institute, Threats to Auditor Independence, Corporate Finance Institute, August 24, 2019, 
https://corporatefinanceinstitute.com/resources/accounting/threats-to-auditor-independence/ (last visited 
May 13, 2023). 
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4. Strengthening internal controls: Corporations need to strengthen their internal controls 

to prevent fraud and other malpractices. This can be done by introducing effective 

internal controls, ensuring that they are properly implemented, and regularly 

reviewing and updating them. 

5. Encouraging whistleblowing: Whistleblowers can play a crucial role in preventing 

corporate scandals by reporting any wrongdoing they observe. To encourage 

whistleblowing, corporations should introduce policies that protect whistleblowers 

from retaliation and provide them with incentives to report any wrongdoing. 

6. Improving corporate culture: Corporations need to create a culture of integrity and 

ethics to prevent corporate scandals. This can be achieved by introducing a code of 

conduct, providing training on ethics and integrity to employees, and ensuring that the 

code of conduct is properly enforced. 

7. Enhancing transparency and disclosure: Corporations need to be transparent in their 

operations and should disclose all relevant information to stakeholders. This can be 

achieved by introducing effective disclosure requirements, ensuring that the 

disclosures are accurate and complete, and regularly reviewing and updating them. 

8. Encouraging shareholder activism: Shareholders can play a crucial role in preventing 

corporate scandals by exercising their rights and holding corporations accountable. To 

encourage shareholder activism, corporations should provide shareholders with 

sufficient information, ensure that their rights are properly protected, and provide 

them with incentives to exercise their rights. 

In conclusion, preventing corporate scandals in India requires a multi-pronged approach 

involving regulators, auditors, and corporations themselves. By strengthening the regulatory 

framework, enhancing auditor independence and professional skepticism, improving internal 

controls, encouraging whistleblowing, improving corporate culture, enhancing transparency 

and disclosure, and encouraging shareholder activism, it is possible to prevent corporate 

scandals and promote good corporate governance in India. 
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CHAPTER-4 

THE EFFECTIVENESS OF AUDITORS IN PREVENTING 

CORPORATE SCANDALS IN INDIA 

4. The Role of Auditors in Preventing Corporate Scandals in India  

The role of auditors in preventing corporate scandals in India is critical, as auditors are 

responsible for ensuring that financial statements accurately reflect the financial position and 

performance of the company. Auditors are expected to provide an independent assessment of 

the financial statements and provide reasonable assurance that the financial statements are 

free from material misstatements. However, the effectiveness of auditors in preventing 

corporate scandals in India has been questioned due to several high-profile corporate scandals 

in recent years44. 

Under the Companies Act, 2013, all companies in India are required to appoint an auditor to 

audit their financial statements. The auditor is responsible for expressing an opinion on 

whether the financial statements give a true and fair view of the financial position and 

performance of the company. The auditors are expected to follow the standards issued by the 

Institute of Chartered Accountants of India (ICAI) and other relevant regulations and 

guidelines. 

In addition to auditing the financial statements, auditors also play a crucial role in detecting 

and reporting fraud and other irregularities. Auditors are required to report any fraud or 

suspected fraud to the company's audit committee and the board of directors. They are also 

required to report any instances of non-compliance with laws and regulations. 

However, the effectiveness of auditors in preventing corporate scandals in India has been 

questioned due to several high-profile corporate scandals. For example, the Satyam scandal in 

2009, where the company's founder, Ramalinga Raju, admitted to inflating the company's 

earnings by more than $1 billion, was a major blow to the credibility of auditors in India. The 

auditors of Satyam, PwC, were accused of failing to detect the fraud, despite being the 

company's auditors for several years. 

                                                             
44 CAG’s Auditing Standards 2017, Comptroller and Auditor General of India, https://cag.gov.in/en/page-cag-s-
auditing-standards-2017 (last visited May 13, 2023). 
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Another example is the IL&FS scandal in 2018, where the Infrastructure Leasing & Financial 

Services (IL&FS) group defaulted on several of its debt obligations. The auditors of IL&FS, 

Deloitte and BSR & Associates, were accused of failing to detect the financial irregularities 

in the company, despite being its auditors for several years. 

These scandals have led to calls for reforms in the auditing profession in India. The 

government has taken several measures to improve the quality of audits and increase the 

accountability of auditors. The Companies Act, 2013, was amended in 2017 to increase the 

penalties for auditors in case of non-compliance with auditing standards or reporting 

requirements. The amendment also introduced the concept of joint auditors, where large 

companies are required to appoint two or more auditors to audit their financial statements. 

The ICAI has also taken several measures to improve the quality of audits and increase the 

accountability of auditors. The ICAI has issued several guidance notes and technical guides 

to help auditors comply with the auditing standards. The ICAI has also set up a Quality 

Review Board to review the quality of audits conducted by its members. 

In addition, the Securities and Exchange Board of India (SEBI) has also taken several 

measures to improve the quality of audits and increase the accountability of auditors. SEBI 

has introduced regulations requiring listed companies to appoint an independent director as 

the chairperson of their audit committee. SEBI has also introduced regulations requiring 

listed companies to disclose their audit qualifications in their annual reports. 

Despite these measures, the effectiveness of auditors in preventing corporate scandals in 

India is still a matter of concern. The auditing profession in India is facing several challenges, 

including a shortage of skilled auditors, inadequate training, and a lack of awareness among 

stakeholders about the importance of auditing. To address these challenges, the government, 

the ICAI, and other stakeholders need to work together to improve the quality of audits and 

increase the accountability of auditors.  

Auditors play a crucial role in preventing corporate scandals in India. They are responsible 

for examining a company's financial statements and reporting any irregularities or fraud to 

the shareholders, the board of directors, and the regulatory authorities. This section will 

discuss the role of auditors in preventing corporate scandals in India, the legal and regulatory 

framework that governs their work, and the challenges they face in carrying out their 

responsibilities effectively. 
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The Companies Act, 2013 mandates that all companies in India must have their financial 

statements audited by a qualified auditor. The auditor is responsible for providing an 

independent opinion on the accuracy of the financial statements and ensuring that they 

comply with the Generally Accepted Accounting Principles (GAAP) and other applicable 

laws and regulations. In addition to financial statement audits, auditors in India are also 

required to perform internal audits, statutory audits, tax audits, and other special audits as 

required by the Companies Act and other laws. 

One of the key roles of auditors in preventing corporate scandals is to assess the risk of fraud 

in a company's financial statements. They must understand the company's business 

operations, internal controls, and accounting policies to identify any areas of vulnerability to 

fraud. Auditors must also exercise professional skepticism and maintain a high level of 

independence to ensure that they remain objective and unbiased in their assessments45. 

The Institute of Chartered Accountants of India (ICAI) is the regulatory body for auditors in 

India. It sets standards for auditing, accounting, and ethical conduct and provides training and 

certification to auditors. The ICAI also investigates complaints against auditors and takes 

disciplinary action against those who violate its standards or engage in unethical conduct. 

In recent years, the role of auditors in preventing corporate scandals has come under scrutiny 

in India, following several high-profile corporate fraud cases. For example, in the case of 

Satyam Computers, one of India's largest IT companies, auditors failed to identify a massive 

accounting fraud that inflated the company's profits and assets. The fraud was eventually 

uncovered by the company's founder, who confessed to the crime. 

The failures of auditors in preventing corporate scandals can be attributed to several factors. 

One of the main challenges is the pressure to maintain client relationships and retain 

business. Auditors may be reluctant to report irregularities or fraud in their clients' financial 

statements for fear of damaging the relationship and losing the business. This conflict of 

interest can compromise their independence and objectivity, leading to ineffective audits. 

Another challenge is the lack of resources and expertise in auditing firms, particularly smaller 

firms that may not have the resources to conduct thorough audits. The complexity of modern 

                                                             
45 Will Kenton, Internal Controls: Definition, Types, and Importance, Investopedia, January 16, 2023, 
https://www.investopedia.com/terms/i/internalcontrols.asp (last visited May 13, 2023). 
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business operations and the increasing use of technology also present challenges for auditors, 

who may lack the skills and knowledge to detect sophisticated fraud schemes. 

To address these challenges, the regulatory framework for auditors in India has been 

strengthened in recent years. The Companies Act, 2013 introduced several provisions aimed 

at improving the quality of audits and enhancing auditor independence. For example, the Act 

requires that auditors rotate every five years to ensure that they remain independent and 

objective. The Act also requires that auditors report any suspected fraud to the government 

within a specified timeframe. 

In addition to regulatory reforms, there is a growing recognition of the need for auditors to 

adopt a more proactive and risk-based approach to auditing. This involves identifying and 

assessing the risks of fraud and other irregularities before they occur and developing 

strategies to mitigate those risks. Auditors must also embrace technology and data analytics 

to enhance their ability to detect fraud and other irregularities. 

In conclusion, auditors play a critical role in preventing corporate scandals in India. They are 

responsible for ensuring the accuracy and integrity of a company's financial statements and 

detecting any irregularities or fraud. While the challenges facing auditors are significant, 

recent regulatory reforms and a shift towards a more proactive and risk-based 

4.4.1. The Legal and Regulatory Framework for Auditing in India  

In India, the legal and regulatory framework for auditing is governed by various Acts, rules, 

and regulations. The primary legislation governing auditing in India is the Companies Act, 

2013, and the rules made thereunder, which prescribe the duties and responsibilities of 

auditors, the standards to be followed, and the consequences of non-compliance. Other 

important Acts include the Securities and Exchange Board of India (SEBI) Act, 1992, and the 

Securities Contracts (Regulation) Act, 1956, which regulate the securities market and impose 

obligations on auditors of listed companies. Additionally, the Institute of Chartered 

Accountants of India (ICAI) also plays a significant role in regulating auditors and their 

professional conduct. 

The Companies Act, 2013, requires all companies to appoint auditors to conduct annual 

audits of their financial statements. Section 139 of the Act mandates that every company, 

except certain categories of small companies, shall appoint an individual or a firm as an 

auditor who shall hold office for a term of five consecutive years. The Act also prescribes the 
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qualifications and disqualifications for appointment as an auditor and the procedures for the 

removal or resignation of an auditor. 

The Act also empowers the Central Government to prescribe auditing standards, which are 

known as the Companies (Auditor's Report) Order, 2020 (CARO). The CARO prescribes the 

format and contents of the auditor's report, which includes a statement on the company's 

internal financial controls and compliance with applicable laws and regulations. 

The SEBI Act, 1992, and the Securities Contracts (Regulation) Act, 1956, require auditors of 

listed companies to comply with additional requirements. The SEBI (Listing Obligations and 

Disclosure Requirements) Regulations, 2015, require listed companies to ensure that their 

auditors comply with the Code of Ethics issued by the ICAI, which sets out the fundamental 

principles of professional conduct for auditors. 

The ICAI, which is a statutory body established under the Chartered Accountants Act, 1949, 

is responsible for regulating the profession of chartered accountants in India. The ICAI sets 

the standards for auditing, accounting, and ethical conduct and provides guidance to its 

members through its auditing and accounting standards, guidance notes, and other 

publications. The ICAI also has the power to investigate and discipline its members for 

professional misconduct46. 

In addition to these Acts and regulations, the Reserve Bank of India (RBI) also regulates the 

audit of banks and financial institutions. The RBI requires banks to appoint auditors who are 

qualified to audit banks and comply with its guidelines on auditing. 

Overall, the legal and regulatory framework for auditing in India is comprehensive and aims 

to ensure the integrity and reliability of financial reporting by companies. The Acts, rules, 

and regulations set out the requirements for auditors, prescribe the standards to be followed, 

and provide for consequences in case of non-compliance. The role of auditors in preventing 

corporate scandals in India is crucial, and the legal and regulatory framework plays an 

important role in ensuring their accountability and effectiveness. 

The legal and regulatory framework for auditing in India is crucial in ensuring the quality and 

effectiveness of auditing practices. The framework is primarily governed by the Companies 

                                                             
46 Contributors to Wikimedia projects, Institute of Chartered Accountants of India, Wikipedia (2023), 
https://en.wikipedia.org/wiki/Institute_of_Chartered_Accountants_of_India (last visited May 13, 2023). 
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Act, 2013, and the rules and regulations prescribed by the Institute of Chartered Accountants 

of India (ICAI). 

Under the Companies Act, 2013, auditors are required to be appointed by the company's 

board of directors and are responsible for expressing an opinion on the company's financial 

statements. The Act also mandates that every company must undergo an audit of its financial 

statements by an independent auditor every year. The auditor is required to examine and 

report on the company's accounts, books, and records and ensure that they comply with the 

Generally Accepted Accounting Principles (GAAP) and the applicable accounting standards. 

The ICAI, established under the Chartered Accountants Act, 1949, is the premier professional 

body regulating the profession of chartered accountancy in India. The ICAI sets the standards 

and guidelines for auditing practices in India through its auditing and assurance standards 

(AAS). These standards provide guidance on the principles and procedures that auditors 

should follow to perform their duties effectively and efficiently. 

The ICAI has also established the Quality Review Board (QRB) under the Chartered 

Accountants Act, 1949, to review the quality of audit work performed by chartered 

accountants. The QRB is responsible for monitoring and reviewing the quality of audit 

services provided by chartered accountants in India and taking appropriate action to ensure 

compliance with auditing standards and ethical practices. 

In addition to the Companies Act and the ICAI, the Securities and Exchange Board of India 

(SEBI) also plays a crucial role in regulating auditing practices in India. SEBI is responsible 

for overseeing the securities market in India and has issued various guidelines and regulations 

to ensure the quality and independence of auditors. For instance, SEBI requires companies to 

appoint different auditors for auditing their financial statements and their internal financial 

controls. 

Furthermore, the Reserve Bank of India (RBI) also regulates auditing practices in India for 

banking and financial institutions. The RBI has issued guidelines on the appointment, tenure, 

and removal of auditors for banks, non-banking financial companies, and other financial 

institutions. 

The legal and regulatory framework for auditing in India is continuously evolving, with new 

laws and regulations being introduced to improve the quality and effectiveness of auditing 

practices. In 2020, the government of India introduced the Companies (Auditor's Report) 
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Order, 2020, which requires auditors to provide additional information in their audit reports, 

including information on the company's internal financial controls and their effectiveness. 

Moreover, the Ministry of Corporate Affairs has also proposed several amendments to the 

Companies Act, 2013, to improve the accountability and independence of auditors. These 

amendments include the establishment of a National Financial Reporting Authority (NFRA) 

to oversee and regulate the quality of audit services provided by auditors. 

In conclusion, the legal and regulatory framework for auditing in India is essential in 

ensuring the quality and independence of auditing practices. The Companies Act, 2013, the 

ICAI, SEBI, and the RBI play crucial roles in regulating and monitoring auditing practices in 

India. The framework is continuously evolving, with new laws and regulations being 

introduced to improve the effectiveness and transparency of auditing practices. 

4.4.2. Factors Affecting the Effectiveness of Auditors in Preventing Corporate Scandals 

in India  

Auditors play a crucial role in preventing corporate scandals by providing an independent and 

objective assessment of a company's financial statements and internal controls. However, 

several factors can affect their effectiveness in fulfilling this role. In this section, we will 

discuss some of the factors that can impact the effectiveness of auditors in preventing 

corporate scandals in India. 

1. Auditor Independence: One of the critical factors affecting the effectiveness of 

auditors in preventing corporate scandals is their independence. Independence is 

crucial because it allows auditors to provide an objective and unbiased assessment of 

a company's financial statements and internal controls. Auditors are expected to 

maintain their independence throughout the audit process and avoid any conflicts of 

interest that could compromise their objectivity. In India, auditors are required to 

follow the rules and regulations set out by the Institute of Chartered Accountants of 

India (ICAI) and the Companies Act, 2013, to maintain their independence. 

2. Audit Quality: Another factor affecting the effectiveness of auditors in preventing 

corporate scandals is the quality of the audit. The audit quality depends on the 

auditor's knowledge, expertise, and professional judgment, which can vary from one 

auditor to another. A high-quality audit is essential for detecting any irregularities or 

fraudulent activities in a company's financial statements. In India, the ICAI sets the 
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standards for auditing and provides guidelines to auditors to ensure high-quality 

audits. 

3. Auditor's Professional Skepticism: Professional skepticism is the attitude of 

questioning and challenging the information presented to the auditor. It is essential for 

auditors to maintain professional skepticism during the audit process to identify any 

potential irregularities or fraudulent activities in a company's financial statements. In 

India, the ICAI emphasizes the importance of professional skepticism and provides 

guidance to auditors on how to maintain it during the audit process. 

4. Regulatory Oversight: The regulatory oversight of auditors can also impact their 

effectiveness in preventing corporate scandals. In India, the Ministry of Corporate 

Affairs and the Securities and Exchange Board of India (SEBI) oversee the audit 

profession and ensure that auditors comply with the rules and regulations set out by 

the ICAI and the Companies Act, 2013. The regulatory bodies can take disciplinary 

action against auditors who fail to meet the required standards of professionalism and 

independence. 

5. Company Culture: The company culture can also impact the effectiveness of auditors 

in preventing corporate scandals. A company that values transparency, integrity, and 

ethical behavior is less likely to engage in fraudulent activities. In contrast, a company 

that prioritizes profits over ethical behavior may engage in fraudulent activities, 

making it difficult for auditors to detect irregularities in financial statements. Auditors 

should consider the company culture and take steps to ensure that the audit is not 

influenced by the company's culture. 

6. Technological Advancements: Technological advancements have transformed the 

audit profession in recent years, and auditors need to keep pace with these changes to 

remain effective in preventing corporate scandals. In India, the ICAI has emphasized 

the importance of using technology in auditing to enhance audit quality and 

effectiveness. 

7. Auditor's Competence: The competence of auditors is another factor that can impact 

their effectiveness in preventing corporate scandals. Competent auditors possess the 

knowledge, skills, and experience required to perform high-quality audits. In India, 
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the ICAI sets the standards for auditor competence and provides guidance to auditors 

on how to maintain their competence. 

8. Public Trust: Public trust is essential for the effectiveness of auditors in preventing 

corporate scandals. Auditors must maintain public trust by performing their duties 

with integrity, objectivity, and professionalism. In India, the audit profession is highly 

respected, and auditors have a significant role in ensuring the transparency and 

accountability of companies. 

There are several factors that can affect the effectiveness of auditors in preventing corporate 

scandals in India. Some of these factors include: 

1. Independence: Auditor independence is essential to maintain impartiality and 

objectivity while carrying out audits. However, there have been instances where 

auditors have compromised their independence, leading to corporate scandals. The 

Companies Act, 2013, provides for the independence of auditors and lays down 

guidelines for their appointment, remuneration, and removal. 

2. Professional Skepticism: Auditors need to exercise professional skepticism while 

conducting audits. Professional skepticism involves questioning the evidence, 

challenging assumptions, and considering alternative explanations. However, in some 

cases, auditors may lack skepticism, leading to a failure to identify irregularities or 

fraudulent activities47. 

3. Skill and Competence: Auditors need to have the necessary skills, knowledge, and 

competence to conduct audits effectively. The Institute of Chartered Accountants of 

India (ICAI) regulates the profession of chartered accountants in India and sets the 

standards for auditing practices. However, there have been instances where auditors 

lacked the necessary skills and competence to identify financial irregularities or fraud. 

4. Regulatory Oversight: The effectiveness of auditors in preventing corporate scandals 

also depends on the regulatory oversight by government agencies. The Securities and 

Exchange Board of India (SEBI) and the Ministry of Corporate Affairs are 

responsible for regulating auditors and ensuring compliance with auditing standards. 

                                                             
47 ACCA - https://www.accaglobal.com, Professional scepticism, ACCA Global, 
https://www.accaglobal.com/gb/en/student/exam-support-resources/professional-exams-study-
resources/p7/technical-articles/scepticism.html (last visited May 13, 2023). 
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However, there have been instances where regulatory oversight has been inadequate, 

leading to auditors failing to identify financial irregularities or fraud. 

5. Ethical Standards: Auditors need to adhere to ethical standards while conducting 

audits. The Code of Ethics issued by ICAI lays down the ethical standards for 

auditors. However, in some cases, auditors may violate ethical standards, leading to 

compromised audits and corporate scandals. 

6. Pressure from Clients: Auditors may face pressure from clients to overlook 

irregularities or fraudulent activities. Such pressures can arise due to the fear of losing 

clients or losing out on future business opportunities. However, auditors need to 

remain independent and objective and report any irregularities or fraudulent activities. 

7. Legal Liability: Auditors can face legal liability for failing to identify irregularities or 

fraudulent activities during audits. The Companies Act, 2013, imposes penalties on 

auditors for non-compliance with auditing standards or failure to report irregularities. 

However, there have been instances where auditors have been able to avoid legal 

liability due to inadequate regulatory oversight. 

Overall, the effectiveness of auditors in preventing corporate scandals in India depends on 

various factors, including independence, professional skepticism, skill and competence, 

regulatory oversight, ethical standards, pressure from clients, and legal liability. It is crucial 

for auditors to remain independent and objective while carrying out audits and for regulatory 

agencies to ensure adequate oversight and enforcement of auditing standards. 

4.4.3. Independence and Objectivity of Auditors in India  

Auditor independence and objectivity are critical components of the auditing process, which 

enable auditors to perform their duties impartially and objectively. In India, the independence 

and objectivity of auditors are protected by various legal and regulatory frameworks, 

including the Companies Act, 2013, the Securities and Exchange Board of India (SEBI) 

regulations, and the Institute of Chartered Accountants of India (ICAI) guidelines. 

According to Section 139 of the Companies Act, 2013, all companies in India are required to 

appoint an auditor who is independent of the company and has not been associated with it in 

any other capacity. The Act also requires that the auditor's appointment be ratified annually 
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by the company's shareholders to ensure that they remain independent and objective in their 

role. 

Additionally, SEBI has introduced various regulations to ensure auditor independence and 

objectivity in India. The SEBI (Listing Obligations and Disclosure Requirements) 

Regulations, 2015, require listed companies to appoint only independent auditors, which are 

defined as those who are not affiliated with the company in any other way and do not have 

any financial or business relationships with the company that could compromise their 

independence48. 

The ICAI also plays a significant role in ensuring auditor independence and objectivity in 

India. The ICAI is the statutory body that regulates the profession of chartered accountants in 

India and has issued various guidelines and standards for auditors to follow. The ICAI's Code 

of Ethics requires auditors to maintain independence and objectivity while performing their 

duties and mandates that they avoid conflicts of interest that could impair their independence. 

To ensure the independence of auditors, the ICAI also requires that auditors rotate after a 

specified period. For instance, as per the Companies Act, 2013, auditors of listed companies 

in India must be rotated every five years, while non-listed companies must rotate auditors 

every ten years. This rotation of auditors is aimed at preventing auditors from becoming too 

familiar with their clients, which could lead to complacency and a compromise of their 

independence and objectivity. 

Furthermore, the ICAI requires auditors to disclose all relationships that may affect their 

independence and objectivity to the company's board of directors and the audit committee. 

This requirement helps to ensure that auditors are transparent about their relationships and 

that they do not compromise their independence in any way. 

Despite the legal and regulatory frameworks in place to ensure auditor independence and 

objectivity in India, there have been instances where auditors have failed to maintain their 

independence and objectivity. For example, in the case of Satyam Computer Services, the 

company's auditors failed to report fraudulent activities in the company's financial statements, 

even though they had knowledge of the irregularities. This failure highlighted the need for 

stricter regulations and monitoring of auditors in India. 

                                                             
48 Auditor’s Independence in India – Regulatory / Legal Requirements, lawstreetindia.com, 
http://www.lawstreetindia.com/experts/column?sid=528 (last visited May 13, 2023). 
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In conclusion, auditor independence and objectivity are essential components of the auditing 

process, and India has established legal and regulatory frameworks to protect these principles. 

However, there have been instances of auditors failing to maintain their independence and 

objectivity, and there is a need for stricter regulations and monitoring of auditors to prevent 

such occurrences in the future. 

To ensure the independence and objectivity of auditors in India, several regulatory bodies and 

laws have been established. The Companies Act, 2013, and the Securities and Exchange 

Board of India (SEBI) regulations lay down the guidelines for auditor independence and 

objectivity. 

Under the Companies Act, 2013, auditors are required to comply with the Code of Ethics 

issued by the Institute of Chartered Accountants of India (ICAI). The Code of Ethics requires 

auditors to maintain independence, objectivity, and integrity in their work. Auditors are 

prohibited from engaging in any activity that could impair their independence or objectivity, 

such as accepting gifts from clients, holding financial interests in clients, or providing non-

audit services to clients. 

SEBI has also issued regulations to ensure the independence of auditors of listed companies. 

The SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, require that 

the audit firm and the engagement partner of a listed company be rotated every five years. 

Further, the audit firm is not allowed to provide certain non-audit services, such as 

accounting and bookkeeping, to the same client. 

In addition, the ICAI has established the Quality Review Board (QRB) to review the quality 

of audit work performed by chartered accountants in India. The QRB evaluates the 

compliance of auditors with auditing standards and the Code of Ethics, as well as their 

independence and objectivity. 

The ICAI also requires auditors to disclose any relationships or interests that could 

compromise their independence or objectivity in the audit report. This disclosure is required 

for all audits conducted by chartered accountants in India, including statutory audits, tax 

audits, and internal audits. 

Despite these regulatory measures, there have been cases where auditors in India have failed 

to maintain their independence and objectivity. In the case of Satyam Computers, the auditors 

failed to detect a massive accounting fraud, which was later revealed by the company's 
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chairman. The auditors were found to have colluded with the company's management to 

manipulate the financial statements, and several of them were banned from practicing as 

auditors. 

To address the issue of auditor independence and objectivity, the Companies Act, 2013, also 

provides for the appointment of an independent director on the audit committee of a 

company. The independent director is responsible for overseeing the work of the auditors and 

ensuring their independence and objectivity. 

In conclusion, the regulatory framework in India has established several measures to ensure 

the independence and objectivity of auditors. However, there have been instances where 

auditors have failed to maintain their independence and objectivity. The regulatory bodies 

need to strengthen their oversight and enforcement mechanisms to ensure that auditors adhere 

to the highest standards of independence and objectivity in their work. 

4.4.4. Audit Quality and Its Impact on Preventing Corporate Scandals in India  

Audit quality is the degree to which an audit is performed in accordance with applicable 

standards, laws, and regulations, and how well the auditor obtains and evaluates evidence to 

support their opinion. High-quality audits are essential for maintaining investor confidence 

and preventing corporate scandals. In India, the Institute of Chartered Accountants of India 

(ICAI) is responsible for setting and enforcing audit quality standards49. 

One of the key factors affecting audit quality is the competence and independence of the 

auditors. Competent auditors are those who have the necessary technical skills and 

knowledge to perform an audit effectively. The ICAI conducts a rigorous qualification 

process that includes a series of examinations and practical training to ensure that only 

competent individuals become chartered accountants. 

Independence is also crucial for auditors to perform their duties objectively and without any 

influence from the audited company. In India, auditors are required to adhere to the Code of 

Ethics issued by the ICAI, which provides guidance on maintaining independence and 

objectivity in audits. 

                                                             
49 SEC.gov, The Auditor’s Responsibility for Fraud Detection, https://www.sec.gov/news/statement/munter-
statement-fraud-detection-101122 (last visited May 13, 2023). 



82 
 

Another factor that affects audit quality is the level of professional skepticism exercised by 

the auditor. Professional skepticism refers to the auditor's questioning mindset and their 

willingness to challenge management assertions and seek corroborative evidence. In India, 

the auditing standards issued by the ICAI require auditors to exercise professional skepticism 

and maintain an attitude of professional skepticism throughout the audit. 

Moreover, audit quality can also be affected by the auditor's assessment of the risk of material 

misstatement in the financial statements. The auditor's risk assessment should be based on a 

thorough understanding of the audited company's operations and internal controls. The 

auditor should also consider the risk of fraud and take appropriate measures to address it. 

Lastly, audit quality can be affected by the auditor's use of technology and data analytics. The 

use of technology can help auditors perform more effective and efficient audits by 

automating routine tasks and providing real-time insights into the audited company's financial 

data. In India, the ICAI has issued guidance on the use of technology in audits to ensure that 

auditors are utilizing technology appropriately and effectively. 

In conclusion, audit quality is critical for preventing corporate scandals in India. The ICAI 

plays a crucial role in maintaining audit quality by setting and enforcing audit standards and 

providing guidance on the use of technology and professional skepticism. Auditors must also 

maintain independence and objectivity and exercise professional skepticism to perform 

effective and efficient audits. 

In India, the concept of audit quality has gained significant importance in recent years, 

especially in light of the numerous corporate scandals that have occurred. Audit quality refers 

to the overall effectiveness of an audit, with a focus on the auditor's ability to provide reliable 

and accurate information to stakeholders. The quality of an audit is essential to prevent 

corporate scandals and to ensure that the financial statements are free from material 

misstatements. 

The factors that impact audit quality in India are similar to those in other countries, including 

auditor independence, auditor expertise, auditor experience, auditor accountability, and 

auditor ethics. The following are some of the factors that affect audit quality in India: 

1. Independence and objectivity of auditors: The independence and objectivity of 

auditors are crucial for ensuring that audits are conducted impartially and without any 

bias. In India, auditors are expected to comply with the code of ethics issued by the 
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Institute of Chartered Accountants of India (ICAI), which sets out the principles that 

auditors must follow to maintain their independence and objectivity. 

2. Auditor expertise and experience: Auditor expertise and experience are critical for 

conducting high-quality audits. In India, the ICAI regulates the profession of auditors 

and sets out the educational requirements for becoming a chartered accountant. 

However, the lack of experienced auditors and a shortage of talent in the profession 

have been identified as significant challenges to ensuring audit quality in India. 

3. Auditor accountability: Auditor accountability is an essential aspect of audit quality, 

as it ensures that auditors are held responsible for any failures in their audits. In India, 

the Companies Act 2013 provides for penalties and fines for auditors who fail to 

comply with their obligations under the Act. 

4. Auditor ethics: The ethical standards of auditors are critical for maintaining audit 

quality. In India, the ICAI has set out a code of ethics for auditors, which sets out the 

ethical principles that auditors must follow. 

In addition to these factors, the use of technology in auditing has become increasingly 

important in recent years. The use of data analytics and other technological tools can help 

auditors identify potential fraud and improve the accuracy of their audits. However, the 

adoption of technology in auditing has been slow in India, and there is a need for more 

investment in this area to improve audit quality. 

The impact of audit quality on preventing corporate scandals in India cannot be overstated. 

Poor audit quality can result in the failure to identify significant financial irregularities and 

fraudulent activities, leading to financial losses for stakeholders. In contrast, high-quality 

audits can help prevent corporate scandals by providing reliable and accurate information to 

stakeholders. 

Therefore, it is essential to improve audit quality in India by addressing the factors that 

impact it, such as auditor independence, expertise, experience, accountability, ethics, and the 

use of technology in auditing. This will require a concerted effort from all stakeholders, 

including regulators, auditors, and companies, to ensure that audits are conducted in a manner 

that promotes transparency and accountability and prevents corporate scandals. 
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4.6. The Importance of Internal Control Systems in Auditing and Corporate Governance 
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Internal control systems are an essential part of auditing and corporate governance. These 

systems are designed to provide reasonable assurance that a company's operations are 

effective, efficient, and comply with relevant laws and regulations. The internal control 

system comprises policies, procedures, and practices implemented by an organization to 

safeguard its assets, ensure accurate financial reporting, and ensure compliance with laws and 

regulations. The purpose of this section is to discuss the importance of internal control 

systems in auditing and corporate governance in India. 

The Companies Act, 2013 mandates that every listed company in India should have an 

internal audit system, and the Board of Directors must review and report on the adequacy and 

effectiveness of the internal control system in the annual report. The Securities and Exchange 

Board of India (SEBI) also requires companies to establish and maintain internal control 

systems to ensure the accuracy and reliability of financial reporting. SEBI's Listing 

Obligations and Disclosure Requirements (LODR) Regulations, 2015, require listed 

companies to have an internal audit department or an outsourced internal audit function to 

ensure that the internal control system is effective. 

The internal control system plays a crucial role in auditing because it provides the auditor 

with the necessary information to evaluate the reliability of the financial information 

presented by the company. The auditor's responsibility is to express an opinion on the 

financial statements' accuracy and reliability, and the internal control system's effectiveness 

helps the auditor achieve this objective. The auditor relies on the internal control system to 

provide reasonable assurance that financial statements are free from material misstatement. 

The auditor evaluates the internal control system's design and operating effectiveness to 

determine the extent of audit procedures required to express an opinion on the financial 

statements' reliability. 

In addition to auditing, the internal control system is also essential for effective corporate 

governance. The internal control system's objectives are to ensure compliance with laws and 

regulations, safeguard company assets, ensure accurate financial reporting, and promote 

operational efficiency. Effective internal control systems help prevent fraudulent activities, 



85 
 

minimize errors, and reduce the risk of non-compliance with laws and regulations. The Board 

of Directors is responsible for overseeing the internal control system's effectiveness and 

providing reasonable assurance that the internal control system is adequate. 

Effective internal control systems require a robust system of checks and balances, clear and 

consistent policies and procedures, and proper segregation of duties. Companies must ensure 

that their employees are adequately trained in the policies and procedures and that the internal 

control system is regularly reviewed and updated to address any deficiencies identified. 

One of the significant challenges in establishing an effective internal control system is the 

cost of implementation. Implementing and maintaining an effective internal control system 

requires a significant investment of time and resources. However, the cost of implementing 

an internal control system is minimal compared to the cost of corporate scandals resulting 

from inadequate internal control systems. A robust internal control system reduces the risk of 

fraud, errors, and non-compliance, and can lead to better decision-making, improved 

operational efficiency, and enhanced reputation. 

In conclusion, the internal control system is an essential component of auditing and corporate 

governance in India. Companies must implement an effective internal control system to 

safeguard their assets, ensure accurate financial reporting, and comply with laws and 

regulations. The internal control system's effectiveness helps auditors achieve their objective 

of expressing an opinion on the reliability of financial statements and provides the Board of 

Directors with reasonable assurance that the internal control system is adequate. While 

implementing an effective internal control system requires a significant investment of time 

and resources, the benefits of a robust internal control system far outweigh the costs. 

4.4.5. Challenges Faced by Auditors in Preventing Corporate Scandals in India  

Auditors play a crucial role in preventing corporate scandals by providing independent and 

objective assessments of a company's financial statements and internal control systems. 

However, auditors in India face several challenges that can impact their ability to effectively 

fulfill their responsibilities. 

One of the primary challenges faced by auditors in India is the lack of adequate regulatory 

oversight. While there are regulatory bodies such as the Institute of Chartered Accountants of 

India (ICAI) and the Securities and Exchange Board of India (SEBI), their enforcement 
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mechanisms are often seen as inadequate, leading to a lack of accountability for auditors who 

fail to meet their responsibilities. 

Another challenge is the high level of complexity in the Indian business environment. The 

country's rapidly changing regulatory landscape, complex tax laws, and diverse business 

models can make it difficult for auditors to stay up-to-date and adequately assess the risks 

associated with various companies. 

Auditors also face challenges related to the size and scope of the companies they audit. Many 

Indian companies are large and complex, with operations spanning multiple countries and 

jurisdictions. This can make it difficult for auditors to effectively assess the financial 

statements and internal control systems of these companies, particularly when it comes to 

identifying and mitigating the risks associated with fraud and other forms of financial 

misconduct. 

Additionally, auditors in India face challenges related to the perception of their role in the 

business world. There is often a tension between auditors and the companies they audit, with 

companies often viewing auditors as a cost center rather than a critical component of 

effective corporate governance. This can make it difficult for auditors to gain the trust and 

cooperation of company management, which can impact the quality of their assessments and 

their ability to identify and prevent corporate scandals. 

Finally, auditors in India face challenges related to their own professional ethics and conduct. 

Instances of auditors colluding with company management or failing to meet their 

responsibilities have been reported, leading to a loss of trust in the auditing profession as a 

whole. This highlights the need for stronger ethical and professional standards for auditors, as 

well as effective mechanisms for enforcing those standards. 

To address these challenges, auditors in India need to prioritize the development of effective 

risk assessment and management strategies, as well as invest in ongoing training and 

education to stay up-to-date on the latest regulatory and business developments. Additionally, 

regulatory bodies like the ICAI and SEBI need to take a more proactive role in enforcing 

auditing standards and holding auditors accountable for failing to meet their responsibilities. 

Overall, while auditors play a critical role in preventing corporate scandals in India, they face 

numerous challenges that can impact their effectiveness. Addressing these challenges will 
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require a concerted effort from auditors, regulatory bodies, and the broader business 

community to prioritize ethical and effective corporate governance practices. 

One of the main challenges faced by auditors in preventing corporate scandals in India is the 

lack of proper regulatory framework and enforcement. Despite the existence of laws and 

regulations, their implementation and enforcement are often weak, and there is a lack of 

transparency and accountability in the system. This makes it difficult for auditors to identify 

and report irregularities and frauds in companies50. 

Another challenge is the lack of adequate resources and training for auditors. Many small and 

mid-sized auditing firms do not have the necessary resources to conduct thorough and 

comprehensive audits of their clients. Additionally, there is a shortage of trained and 

qualified auditors in India, and the quality of audit work suffers as a result. 

The complex and dynamic business environment in India also poses significant challenges for 

auditors. The diversity of industries, regulatory requirements, and business practices in the 

country requires auditors to have a deep understanding of the business operations and 

environment of their clients. This can be challenging for auditors who may lack the necessary 

expertise or experience in a particular industry or sector. 

Auditors also face pressure from clients and other stakeholders to overlook or downplay 

irregularities or questionable practices. This can be due to conflicts of interest or the desire to 

maintain a lucrative client relationship. Such pressures can compromise the independence and 

objectivity of auditors and make it difficult for them to report irregularities and frauds. 

In addition, the increasing complexity of financial reporting standards and regulations can 

make it difficult for auditors to keep up with the latest developments and requirements. This 

can lead to mistakes or oversights in the audit process, which can be exploited by 

unscrupulous companies to engage in fraudulent activities. 

Finally, the lack of effective whistleblower protection laws and regulations in India makes it 

difficult for auditors and other employees to report irregularities and frauds without fear of 

retaliation. This can discourage auditors from reporting irregularities and make it easier for 

fraudulent activities to go undetected. 

                                                             
50 Ana Paula Paulino da Costa, Corporate Governance and Fraud: Evolution and Considerations, IntechOpen 
(2017), https://www.intechopen.com/chapters/55244 (last visited May 13, 2023). 
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In summary, the challenges faced by auditors in preventing corporate scandals in India 

include the lack of proper regulatory framework and enforcement, inadequate resources and 

training, a complex and dynamic business environment, pressure from clients and 

stakeholders, the increasing complexity of financial reporting standards and regulations, and 

the lack of effective whistleblower protection laws and regulations. Addressing these 

challenges will require a coordinated effort by all stakeholders, including regulators, auditors, 

companies, and the government. 

4.4.6. Future Directions for Improving the Effectiveness of Auditors in Preventing 

Corporate Scandals in India  

The effectiveness of auditors in preventing corporate scandals in India can be improved 

through various measures. Some of the future directions that can be taken are as follows: 

1. Strengthening regulatory oversight: The regulatory bodies in India, such as the 

Securities and Exchange Board of India (SEBI), Institute of Chartered Accountants of 

India (ICAI), and Ministry of Corporate Affairs (MCA), need to be strengthened to 

ensure greater oversight over the auditing process. This can be achieved by enhancing 

their powers, increasing their resources, and imposing stricter penalties for non-

compliance. 

2. Enhancing audit quality standards: The auditing standards in India need to be 

enhanced to ensure that auditors conduct their work in accordance with the highest 

quality standards. This can be achieved by adopting international auditing standards, 

increasing training and education for auditors, and enforcing quality control measures. 

3. Strengthening corporate governance: The effectiveness of auditors in preventing 

corporate scandals can be enhanced by strengthening corporate governance practices 

in India. This can be achieved by improving the transparency and accountability of 

companies, enhancing the independence of board members, and promoting ethical 

behavior among corporate executives. 

4. Encouraging whistleblowers: The role of whistleblowers in exposing corporate fraud 

cannot be overstated. Therefore, it is important to encourage and protect 

whistleblowers in India through effective legal frameworks and regulatory protection. 
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5. Embracing technology: The use of technology can greatly enhance the effectiveness 

of auditors in preventing corporate scandals. For instance, data analytics can be used 

to detect anomalies and patterns in financial data, while blockchain technology can be 

used to create a tamper-proof record of financial transactions. 

6. Improving auditor remuneration: Auditors in India are often paid low fees, which can 

compromise their independence and objectivity. Therefore, it is important to ensure 

that auditors are paid fair and reasonable fees for their work. 

7. Promoting auditor rotation: The practice of auditor rotation can help to prevent the 

formation of long-term relationships between auditors and their clients, which can 

compromise their independence. Therefore, it is important to promote auditor rotation 

in India, either through voluntary or mandatory measures51. 

In conclusion, the prevention of corporate scandals in India requires a multi-faceted approach 

that involves various stakeholders, including auditors, regulators, corporate executives, and 

investors. By strengthening the regulatory framework, enhancing audit quality standards, 

promoting ethical behavior, embracing technology, and encouraging whistleblowers, auditors 

can play a critical role in preventing corporate scandals and restoring trust in India's corporate 

sector. 

In addition to the steps mentioned above, there are several other measures that can be taken to 

improve the effectiveness of auditors in preventing corporate scandals in India: 

1. Strengthening the legal and regulatory framework: The existing laws and regulations 

governing auditing and corporate governance in India need to be strengthened to 

ensure that auditors are held accountable for any failures. There should be clear 

guidelines on the scope of audit, the responsibilities of auditors, and the penalties for 

non-compliance. The government should also take steps to improve the quality of 

corporate governance in India by promoting transparency and accountability. 

2. Enhancing the independence of auditors: The independence of auditors is critical to 

their effectiveness in preventing corporate scandals. The government should take 

steps to ensure that auditors are independent of the companies they audit and are not 

                                                             
51 Partha Mohapatra et al., Audit partner rotation, and its impact on audit quality: Evidence from India, 9 
Cogent Economics &#38;amp; Finance (2021). 
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subject to any undue influence or pressure. This can be achieved by strengthening the 

legal and regulatory framework and by promoting best practices in auditing. 

3. Improving the quality of audit: The quality of audit in India needs to be improved to 

ensure that auditors are able to detect any irregularities or frauds. The government 

should take steps to promote the adoption of best practices in auditing and to 

encourage the use of technology in auditing. 

4. Strengthening the internal control systems: The internal control systems of companies 

play a critical role in preventing corporate scandals. The government should take 

steps to ensure that companies have robust internal control systems in place and that 

auditors are able to evaluate the effectiveness of these systems. 

5. Promoting greater transparency and accountability: Greater transparency and 

accountability are essential to preventing corporate scandals. The government should 

take steps to promote greater transparency in corporate governance and to ensure that 

companies are held accountable for any wrongdoings. 

6. Encouraging greater collaboration between auditors and other stakeholders: Auditors 

should work closely with other stakeholders, such as investors, regulators, and other 

auditors, to prevent corporate scandals. The government should take steps to promote 

greater collaboration between auditors and other stakeholders. 

In conclusion, preventing corporate scandals in India requires a multi-faceted approach that 

involves strengthening the legal and regulatory framework, enhancing the independence of 

auditors, improving the quality of audit, strengthening the internal control systems, promoting 

greater transparency and accountability, and encouraging greater collaboration between 

auditors and other stakeholders. By taking these steps, it is possible to improve the 

effectiveness of auditors in preventing corporate scandals and to promote greater trust and 

confidence in the Indian corporate sector. 
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CHAPTER-5 

REGULATORY FRAMEWORK FOR AUDITORS IN INDIA 

5. Introduction to the Regulatory Framework for Auditors in India  

In India, the regulatory framework for auditors is primarily governed by the Companies Act, 

2013, and the rules and regulations issued thereunder. The Companies Act, 2013, has 

established the Institute of Chartered Accountants of India (ICAI) as the regulatory body for 

the auditing profession. The ICAI has the responsibility of setting standards for the conduct 

of auditors and enforcing compliance with these standards. Additionally, other regulatory 

bodies such as the Securities and Exchange Board of India (SEBI) and the Reserve Bank of 

India (RBI) also have a role to play in regulating auditors in their respective domains. 

The Companies Act, 2013, requires every company to appoint an auditor who is registered 

with the ICAI. The auditor is required to audit the financial statements of the company and 

provide an opinion on the same. The Act also mandates that the auditor be independent and 

unbiased in his/her opinion. 

The Companies Act, 2013, has also introduced several provisions to ensure the independence 

of auditors. For instance, the Act prohibits auditors from providing certain non-audit services 

such as accounting and bookkeeping, internal audit, investment advisory services, etc. to their 

audit clients. The Act also requires that auditors rotate after a specified period of time to 

prevent the development of a long-standing relationship between the auditor and the 

auditee52. 

In addition to the Companies Act, 2013, other laws and regulations also impact the auditing 

profession in India. For instance, the Securities and Exchange Board of India (SEBI) has 

issued regulations governing the conduct of auditors of listed companies. These regulations 

require listed companies to appoint auditors who are registered with the ICAI and who have a 

minimum experience of ten years. The regulations also require that the audit committee of the 

listed company oversee the work of the auditor and ensure that the auditor is independent and 

unbiased. 

                                                             
52 Lalit Malik, Restriction on Auditor Services, Section 144 of the Companies Act, 2013 in India and similar 
provisions in U.S. and U.K., https://www.linkedin.com/pulse/restriction-auditor-services-section-144-
companies-act-lalit-malik (last visited May 13, 2023). 
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Similarly, the Reserve Bank of India (RBI) has issued guidelines for the appointment of 

auditors of banks and financial institutions. The guidelines require that the auditor be 

registered with the ICAI and that the audit committee of the bank oversee the work of the 

auditor. The guidelines also require that the auditor be independent and unbiased in his/her 

opinion. 

Apart from these regulatory bodies, the ICAI itself has also established several regulations to 

govern the conduct of auditors. For instance, the ICAI has issued the Code of Ethics which 

lays down the ethical standards that auditors are required to comply with. The Code requires 

that auditors maintain independence and objectivity in their work and that they do not engage 

in any activities that may compromise their independence. 

The ICAI has also established the Quality Review Board (QRB) to review the quality of the 

audit work done by auditors. The QRB conducts periodic reviews of the audit work done by 

auditors and provides feedback to them on areas where they need to improve. 

Overall, the regulatory framework for auditors in India is comprehensive and aims to ensure 

that auditors are independent, objective, and comply with ethical standards. However, there 

have been instances where auditors have failed to meet these standards, leading to corporate 

scandals. As a result, there is a need to continually evaluate and improve the regulatory 

framework for auditors to ensure that it remains effective in preventing corporate scandals.  

The regulatory framework for auditors in India is governed by various acts, laws, and 

regulations. The primary legislation that governs the auditing profession in India is the 

Companies Act, 2013, which replaced the earlier Companies Act, 1956. The Companies Act, 

2013 provides for the appointment, qualifications, powers, and duties of auditors of 

companies in India. Apart from the Companies Act, 2013, auditors in India are also governed 

by various other laws and regulations, including the Chartered Accountants Act, 1949, the 

Securities and Exchange Board of India (SEBI) regulations, and the Reserve Bank of India 

(RBI) guidelines. 

The Chartered Accountants Act, 1949, provides for the regulation of the accounting 

profession in India and establishes the Institute of Chartered Accountants of India (ICAI) as 

the regulatory body for chartered accountants in the country. The ICAI sets standards for the 

auditing profession and is responsible for conducting professional development and education 

programs for its members. 
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The SEBI regulations provide for the regulation of securities markets in India and are 

applicable to listed companies. The SEBI regulations require listed companies to appoint 

auditors who are registered with the ICAI and meet certain eligibility criteria. The SEBI 

regulations also require listed companies to disclose certain information about their auditors, 

including the auditor's tenure, the audit fees paid to the auditor, and any disqualifications of 

the auditor53. 

The RBI guidelines provide for the regulation of banking and financial institutions in India 

and require banks and financial institutions to appoint auditors who are registered with the 

ICAI and meet certain eligibility criteria. The RBI guidelines also require banks and financial 

institutions to disclose certain information about their auditors, including the auditor's tenure, 

the audit fees paid to the auditor, and any disqualifications of the auditor. 

In addition to the above laws and regulations, auditors in India are also required to comply 

with various auditing standards and guidelines issued by the ICAI. The ICAI issues auditing 

standards and guidelines that are based on the International Standards on Auditing (ISA) 

issued by the International Auditing and Assurance Standards Board (IAASB). 

Overall, the regulatory framework for auditors in India is aimed at ensuring that auditors are 

independent, objective, and competent, and that they perform their duties in accordance with 

professional standards and guidelines. The regulatory framework also aims to ensure that 

auditors provide reliable and relevant information to stakeholders and assist in maintaining 

the integrity of financial reporting and corporate governance in India. 

5.5.1. The Institute of Chartered Accountants of India and Its Role in Regulating 

Auditors WITH  

The Institute of Chartered Accountants of India (ICAI) is the premier regulatory body for 

auditors in India. It was established under the Chartered Accountants Act, 1949, and is 

responsible for regulating and developing the profession of Chartered Accountancy in India. 

The ICAI is also responsible for maintaining the quality of services provided by its members 

and enforcing disciplinary actions against members who violate its code of conduct. 

The ICAI is governed by a council consisting of elected members and nominees from the 

Ministry of Corporate Affairs, Government of India. The council is responsible for regulating 
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the education, training, and examination of Chartered Accountants in India. The ICAI also 

provides technical and advisory services to its members and works closely with various 

regulatory bodies and government agencies to promote good corporate governance and 

ethical practices. 

The ICAI has established several committees to regulate and monitor the activities of 

auditors. The Auditing and Assurance Standards Board (AASB) is responsible for 

formulating auditing standards, and the Quality Review Board (QRB) is responsible for 

reviewing the quality of audit services provided by members of the ICAI. The Disciplinary 

Committee is responsible for enforcing the code of conduct and taking disciplinary actions 

against members who violate it. 

In addition to these committees, the ICAI has also established the Peer Review Board (PRB) 

to review and monitor the quality of audit services provided by its members. The PRB is 

responsible for conducting peer reviews of audit firms and individual auditors to ensure that 

they are complying with the auditing standards and guidelines set by the AASB. 

The ICAI has also signed agreements with other regulatory bodies and professional 

organizations to enhance its regulatory framework for auditors. For example, the ICAI has 

signed a Memorandum of Understanding with the Institute of Internal Auditors (IIA) to 

promote the internal audit profession in India and establish standards for internal audit 

practices. 

Overall, the ICAI plays a crucial role in regulating and monitoring the activities of auditors in 

India. Its efforts to establish standards and guidelines for auditing, as well as its quality 

review and disciplinary procedures, have helped to enhance the credibility and reliability of 

audit services in India. However, there have been some criticisms of the ICAI's regulatory 

framework, particularly regarding its effectiveness in preventing corporate scandals and its 

response to cases of professional misconduct by its members. 

For example, the ICAI has been criticized for being slow to respond to cases of professional 

misconduct and for not taking adequate disciplinary action against its members. In some 

cases, members who have been involved in corporate scandals or other instances of 

professional misconduct have been allowed to continue practicing without facing any 

significant consequences. 
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In response to these criticisms, the ICAI has taken steps to improve its regulatory framework 

and enhance its ability to prevent corporate scandals and protect the interests of stakeholders. 

For example, the ICAI has established the Accounting Standards Board (ASB) to develop and 

maintain accounting standards in India, and it has also revised its code of ethics to include 

provisions on auditor independence and objectivity. 

Despite these efforts, there is still a need for further improvements to the regulatory 

framework for auditors in India. In particular, there is a need for greater transparency and 

accountability in the regulatory process, as well as more effective mechanisms for enforcing 

the code of conduct and taking disciplinary action against members who violate it. By 

addressing these issues, the ICAI can help to enhance the credibility and reliability of audit 

services in India and promote good corporate governance and ethical practices. 

The Institute of Chartered Accountants of India (ICAI) is the national professional accounting 

body responsible for regulating the profession of Chartered Accountancy in India. It was 

established in 1949 under the Chartered Accountants Act, 1949, which regulates the 

profession of Chartered Accountants in India. The ICAI is responsible for setting standards, 

conducting exams, and regulating the profession of Chartered Accountants in India. 

One of the primary functions of the ICAI is to conduct the Chartered Accountancy (CA) 

exams, which are considered to be one of the toughest professional exams in India. The ICAI 

also sets the curriculum for the CA course, which includes accounting, auditing, taxation, and 

financial management, among other subjects. The CA course is divided into three levels, 

namely, the Foundation level, the Intermediate level, and the Final level54. 

Apart from conducting exams, the ICAI is also responsible for setting auditing and 

accounting standards in India. The auditing standards issued by the ICAI are based on the 

International Standards on Auditing (ISA) issued by the International Auditing and 

Assurance Standards Board (IAASB). The ICAI has also issued the Standards on Quality 

Control (SQCs) and Standards on Auditing (SAs) for the guidance of its members. 

The ICAI also regulates the conduct of its members by setting the Code of Ethics, which lays 

down the ethical principles and standards that its members are required to follow. The Code 

of Ethics covers areas such as integrity, objectivity, confidentiality, professional competence, 

                                                             
54 Contributors to Wikimedia projects, Institute of Chartered Accountants of India, Wikipedia (2023), 
https://en.wikipedia.org/wiki/Institute_of_Chartered_Accountants_of_India (last visited May 13, 2023). 
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and due care, among others. The ICAI also has a disciplinary mechanism in place to take 

action against its members who violate the Code of Ethics. 

The ICAI also plays a significant role in the development of the accounting profession in 

India. It works closely with the government and other regulatory bodies to ensure that the 

accounting profession in India remains relevant and up-to-date. The ICAI also provides 

training and education to its members to help them keep abreast of the latest developments in 

the field of accounting and auditing. 

In recent years, the ICAI has come under criticism for its handling of the auditing profession 

in India. There have been concerns that the ICAI has not done enough to regulate the 

profession effectively and that it has not taken sufficient action against its members who have 

been involved in corporate scandals. As a result, there have been calls for greater 

transparency and accountability in the functioning of the ICAI. 

To address these concerns, the government of India has proposed several reforms to the 

regulatory framework for auditors in India. These include the creation of a new regulatory 

body called the National Financial Reporting Authority (NFRA), which will be responsible 

for regulating the auditing profession in India. The NFRA will have the power to investigate 

and take action against auditors who violate auditing standards or engage in professional 

misconduct. 

In conclusion, the ICAI plays a crucial role in regulating the profession of Chartered 

Accountancy in India. It is responsible for setting standards, conducting exams, and 

regulating the conduct of its members. However, there have been concerns about the 

effectiveness of the ICAI in regulating the profession, and there have been calls for greater 

transparency and accountability in its functioning. The proposed reforms to the regulatory 

framework for auditors in India aim to address these concerns and ensure that the auditing 

profession in India remains credible and trustworthy. 

5.5.2. The Companies Act, 2013 and Its Provisions Related to Auditing  

The Companies Act, 2013 is the primary legislation governing companies in India. It sets out 

various provisions related to the appointment, qualifications, duties, and liabilities of 

auditors. In this section, we will discuss the key provisions related to auditing in the 

Companies Act, 2013. 
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1. Appointment and Qualifications of Auditors: Under section 139 of the Companies 

Act, 2013, every company is required to appoint an auditor within 30 days of its 

incorporation. The auditor appointed must be a Chartered Accountant in practice and 

hold a certificate of practice. The auditor is appointed for a term of five years and is 

eligible for reappointment. 

2. Rotation of Auditors: Section 139(2) of the Companies Act, 2013 mandates the 

rotation of auditors. As per this section, the auditor of a company can hold office for a 

maximum period of 5 consecutive years. After that, the auditor must take a 

compulsory cooling-off period of 5 years before being eligible for reappointment. 

However, a company can reappoint an auditor before the completion of 5 years 

subject to the approval of shareholders. 

3. Removal of Auditors: Section 140 of the Companies Act, 2013 sets out the provisions 

related to the removal of auditors. As per this section, an auditor can be removed 

before the expiry of his term only by passing a special resolution and obtaining prior 

approval from the National Company Law Tribunal (NCLT).55 

4. Rights and Duties of Auditors: Section 143 of the Companies Act, 2013 outlines the 

rights and duties of auditors. The key duties of auditors include the following: 

 To examine the books of accounts, vouchers, and other relevant documents of the 

company and form an opinion on the true and fair view of the financial statements. 

 To report on whether the financial statements comply with the accounting standards 

prescribed under the Companies Act, 2013. 

 To report on the adequacy and effectiveness of the company's internal financial 

controls. 

 To report on the existence and adequacy of the company's internal audit system. 

 To report on the qualification, if any, in the financial statements. 

5. Penalties for Non-Compliance: The Companies Act, 2013 imposes penalties for non-

compliance with the provisions related to auditing. As per section 147, if an auditor 

                                                             
55 Shoronya Banerjee, How to remove an auditor before the completion of his term, iPleaders (2021), 
https://blog.ipleaders.in/how-to-remove-an-auditor-before-the-completion-of-his-term/ (last visited May 13, 
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fails to comply with the provisions related to auditing, he shall be punishable with a 

fine which shall not be less than Rs. 25,000 but which may extend to Rs. 5 lakhs. In 

case of intentional non-compliance, the penalty can be up to three times the amount of 

the audit fee. 

6. National Financial Reporting Authority: The Companies Act, 2013 established the 

National Financial Reporting Authority (NFRA) as an independent regulator for the 

auditing profession in India. The NFRA is responsible for the oversight of auditors 

and their quality of service. It has the power to investigate and take disciplinary action 

against auditors for professional misconduct. 

7. The Companies (Auditor's Report) Order, 2020: The Ministry of Corporate Affairs 

(MCA) introduced the Companies (Auditor's Report) Order, 2020 (CARO 2020) to 

enhance the quality of audit reports. CARO 2020 requires auditors to report on 

additional matters such as the company's ability to meet its liabilities, the status of the 

company's internal financial controls, and the status of the company's investments in 

subsidiaries, joint ventures, and associates. 

In conclusion, the Companies Act, 2013 lays down a comprehensive regulatory framework 

for auditors in India. The Act sets out provisions related to the appointment, qualifications, 

duties, and liabilities of auditors. It also establishes the NFRA as 

Section 139 of the Companies Act, 2013 lays down the provisions related to appointment of 

auditors for companies. It states that every company shall, at the first annual general meeting, 

appoint an individual or a firm as an auditor who shall hold office from the conclusion of that 

meeting until the conclusion of the sixth annual general meeting. Further, the auditor shall be 

appointed for a term of five consecutive years. 

After the completion of the term of five years, the auditor shall not be eligible for re-

appointment as an auditor in the same company for a period of five years from the 

completion of the term. However, an auditor may be re-appointed as an auditor in the same 

company after the completion of the said period of five years. 

The Companies Act, 2013 also requires the auditor to furnish a certificate to the company 

confirming that he/she satisfies the criteria provided under Section 141 of the Act. The 

criteria relate to qualifications, disqualifications, and independence of auditors. 
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The Act further requires the auditor to report on various matters in the audit report, such as: 

1. Whether the company has maintained proper books of account and other relevant 

records 

2. Whether the financial statements give a true and fair view of the state of affairs of the 

company and its financial performance 

3. Whether the company has adequate internal financial controls in place and the 

operating effectiveness of such controls 

Additionally, the Companies Act, 2013 mandates that certain companies, such as listed 

companies, companies with a paid-up share capital of Rs. 10 crores or more, or companies 

with a turnover of Rs. 50 crores or more, are required to have their accounts audited by a 

practicing chartered accountant or a firm of chartered accountants. 

The Act also provides for penalties for contravention of the provisions related to auditing. If a 

company contravenes the provisions of Section 139, it shall be punishable with a fine of not 

less than Rs. 25,000 but which may extend to Rs. 5 lakhs. In case of continuing 

contravention, a further fine of Rs. 500 for every day during which the contravention 

continues can also be levied. 

In addition to the Companies Act, 2013, the Securities and Exchange Board of India (SEBI) 

has also issued regulations for auditors of listed companies. The SEBI (Listing Obligations 

and Disclosure Requirements) Regulations, 2015, mandates that the audit committee of a 

listed company must review and approve the appointment, remuneration, and terms of 

appointment of auditors. It also requires that the audit committee must recommend the 

appointment of auditors to the board of directors. 

The SEBI regulations also require the auditor to report on various matters, including: 

1. Compliance with accounting standards 

2. Compliance with listing regulations 

3. Internal control systems and their adequacy 

4. Fraud, if any, noticed during the audit 
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Additionally, the SEBI regulations require that the auditor must obtain a management 

representation letter from the company. The letter should confirm, among other things, the 

completeness of the information provided to the auditor, the accuracy of the financial 

statements, and the adequacy of the internal control system. 

The SEBI regulations also provide for penalties for contravention of the provisions related to 

auditing. If a listed company contravenes the provisions of the regulations, it may be subject 

to various penalties, including monetary fines and suspension or delisting of securities. 

In conclusion, the regulatory framework for auditors in India is provided by the Companies 

Act, 2013 and the SEBI regulations. The Act lays down the provisions related to 

appointment, qualifications, and reporting by auditors. The SEBI regulations provide 

additional requirements for auditors of listed companies. The framework aims to ensure that 

aud 

Shoronya Banerjee, How to remove an auditor before the completion of his term, iPleaders 

(2021), https://blog.ipleaders.in/how-to-remove-an-auditor-before-the-completion-of-his-

term/ (last visited May 13, 2023).The Securities and Exchange Board of India (SEBI) is the 

regulatory body responsible for overseeing the securities markets in India. In addition to 

regulating companies listed on the stock exchanges, SEBI also has a role in regulating 

auditors of such companies. SEBI has put in place several regulations to ensure that auditors 

maintain the highest standards of professional conduct and integrity while carrying out their 

audit duties. 

Some of the important regulations put in place by SEBI for auditors are: 

1. SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015: These 

regulations lay down the requirements for companies listed on the stock exchanges in 

India. One of the requirements is that the auditors of the company must be 

independent and have no financial or other relationship with the company or its 

promoters that could compromise their independence. The regulations also require the 

audit committee of the company to evaluate the performance of the auditors and 

recommend their appointment or removal to the board of directors. 

2. SEBI (Prohibition of Insider Trading) Regulations, 2015: These regulations prohibit 

insider trading in securities listed on the stock exchanges in India. Auditors of listed 

companies are also considered insiders and are subject to the same prohibitions on 
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insider trading as other insiders. The regulations require auditors to maintain a 

'Trading Window' during which they are not allowed to trade in the securities of the 

company they are auditing. 

3. SEBI (Research Analysts) Regulations, 2014: These regulations govern the activities 

of research analysts who provide research reports on listed companies. Auditors who 

provide such research reports are also subject to these regulations. The regulations 

require auditors to disclose any conflicts of interest they may have in relation to the 

company they are researching and to ensure that their research is accurate, objective 

and not misleading. 

4. SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011: These 

regulations govern the acquisition of substantial shareholdings in listed companies. 

Auditors are required to disclose to the company any substantial acquisition of shares 

they make in the company they are auditing56. 

5. SEBI (Prohibition of Fraudulent and Unfair Trade Practices relating to Securities 

Market) Regulations, 2003: These regulations prohibit fraudulent and unfair trade 

practices in the securities market. Auditors are required to maintain the highest 

standards of professional conduct and integrity and not engage in any fraudulent or 

unfair trade practices. 

In addition to the above regulations, SEBI has also issued various circulars and guidelines to 

auditors of listed companies from time to time, to ensure that they maintain the highest 

standards of professional conduct and integrity. Some of these circulars and guidelines 

include: 

1. Circular on Code of Conduct for Stock Brokers, 2018: This circular lays down the 

code of conduct for stock brokers, including the requirement to maintain a high 

standard of ethics, fairness, and professionalism. Auditors of listed companies who 

are also stock brokers are required to comply with this circular. 

2. Circular on Enhancing Disclosures by Credit Rating Agencies, 2019: This circular 

lays down the enhanced disclosure requirements for credit rating agencies. Auditors 

                                                             
56 https://www.sebi.gov.in/acts/act15a.html (last visited May 13, 2023). 



102 
 

of listed companies who are also credit rating agencies are required to comply with 

this circular. 

3. Guidelines for Public Issues, 2018: These guidelines lay down the procedures and 

requirements for companies making public issues of securities. Auditors of listed 

companies who are also involved in the preparation of the offer document are 

required to comply with these guidelines. 

4. Circular on Strengthening of the Guidelines and Raising Industry Standards for RTAs 

(Registrar and Transfer Agents), 2018: This circular lays down the guidelines and 

standards for RTAs. Auditors of listed companies who are also RTAs are required to c 

In addition to the above regulations and guidelines, SEBI 

https://www.sebi.gov.in/acts/act15a.html (last visited May 13, 2023).The Reserve Bank of 

India (RBI) is the central banking institution of India, and it plays a crucial role in the 

regulation of auditors in the country. The RBI is responsible for regulating and supervising 

banks and financial institutions in India, and it has established several regulations and 

guidelines that auditors must comply with. 

One of the key regulations issued by the RBI is the RBI Master Circular on Audit and 

Inspection of Banks, which outlines the guidelines for the appointment, qualifications, and 

functions of auditors of banks in India. The circular specifies that only firms of chartered 

accountants registered with the Institute of Chartered Accountants of India (ICAI) are eligible 

for appointment as auditors of banks in India. The circular also lays down the procedures and 

requirements for conducting the audit of banks, including the format of the audit report and 

the documentation to be maintained by the auditors. 

In addition to the Master Circular on Audit and Inspection of Banks, the RBI has also issued 

several guidelines and circulars related to specific aspects of auditing in banks and financial 

institutions. For example, the RBI has issued guidelines on the audit of internal controls over 

financial reporting, the audit of information systems, and the use of data analytics in auditing. 

The RBI has also established a system for the inspection and supervision of auditors of banks 

and financial institutions. The RBI conducts regular inspections of auditors to assess their 

compliance with the applicable regulations and guidelines, and takes appropriate action in 

case of any violations or deficiencies. The RBI also maintains a database of qualified auditors 
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and firms, which is used by banks and financial institutions to select auditors for their annual 

audits. 

In addition to its role in regulating auditors of banks and financial institutions, the RBI also 

plays a broader role in promoting good corporate governance and transparency in the Indian 

financial system. The RBI has issued several guidelines and regulations related to corporate 

governance, including guidelines on the composition and functions of the board of directors 

of banks, and regulations on related party transactions. 

Overall, the RBI plays a crucial role in regulating auditors in India, particularly in the 

banking and financial sectors. The regulations and guidelines issued by the RBI help to 

ensure that auditors maintain the highest standards of professionalism and ethical conduct, 

and that they conduct their audits in an objective and independent manner. 

5.5.3. The Impact of International Standards on Auditing in India  

The impact of international standards on auditing in India has been significant in recent years. 

The global community has recognized the importance of a uniform set of standards for 

auditing to promote consistency, transparency, and accountability. This recognition has led to 

the development of several international standards for auditing, including the International 

Standards on Auditing (ISAs) issued by the International Auditing and Assurance Standards 

Board (IAASB) and the Code of Ethics for Professional Accountants issued by the 

International Ethics Standards Board for Accountants (IESBA). 

In India, the Institute of Chartered Accountants of India (ICAI) has been proactive in 

adopting and implementing international standards for auditing. The ICAI has issued several 

pronouncements that are based on or aligned with the ISAs and the IESBA Code of Ethics. 

These pronouncements include the Standards on Auditing (SAs) and the Code of Ethics for 

Chartered Accountants. The SAs provide guidance on the conduct of an audit and the 

auditor's responsibilities, while the Code of Ethics sets out the fundamental principles of 

ethical behavior that must be adhered to by chartered accountants. 

The adoption of international standards has helped to improve the quality of audits in India 

by promoting consistency and accountability. Auditors in India are required to adhere to these 

standards and guidelines, and failure to do so can result in disciplinary action by the ICAI or 

other regulatory bodies. 
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The Securities and Exchange Board of India (SEBI) has also played a role in promoting the 

adoption of international standards for auditing. SEBI has issued several regulations that 

require listed companies to comply with certain auditing standards and guidelines. For 

example, SEBI's Listing Regulations require listed companies to appoint an independent 

auditor who is registered with the ICAI and complies with the SAs issued by the ICAI. 

In addition, the Reserve Bank of India (RBI) has also adopted international standards for 

auditing in its regulatory framework. The RBI requires banks and financial institutions to 

comply with certain auditing standards and guidelines, including the SAs issued by the ICAI. 

Overall, the impact of international standards on auditing in India has been positive. The 

adoption of these standards has helped to improve the quality of audits and promote 

consistency and accountability. However, there is still room for improvement, particularly in 

the area of enforcement and oversight. Regulatory bodies must continue to monitor and 

enforce compliance with these standards to ensure that auditors in India are held to the 

highest ethical and professional standards. 

5.5.4. Challenges Faced by Auditors in Adhering to Regulatory Requirements in India  

5.7 Challenges Faced by Auditors in Adhering to Regulatory Requirements in India 

Despite the regulatory framework in place, auditors in India face several challenges when it 

comes to adhering to regulatory requirements. Some of the significant challenges are 

discussed below: 

1. Limited Authority: The regulatory bodies have limited authority over auditors, and 

their role is advisory in nature. The Institute of Chartered Accountants of India (ICAI) 

is responsible for regulating the profession of chartered accountants, but it has no 

powers to take any legal action against errant auditors. Similarly, SEBI can only 

penalize auditors for non-compliance with its regulations, but it cannot take any legal 

action against them. 

2. Inadequate Resources: The regulatory bodies in India often lack the resources 

required to effectively monitor and enforce compliance. For instance, the ICAI has 

only around 250 employees to regulate more than 300,000 chartered accountants in 

India. 



105 
 

3. Lack of Independence: Auditors in India are often not independent, and they may face 

pressure from their clients to overlook irregularities or present a more favorable 

picture of the company's financials. Additionally, many auditors in India also provide 

non-audit services to their audit clients, which can further compromise their 

independence. 

4. Complexity of Laws and Regulations: The regulatory framework for auditors in India 

is complex and can be challenging to navigate. The Companies Act, 2013, SEBI 

regulations, and various accounting standards are just a few of the many laws and 

regulations that auditors need to comply with. 

5. Inadequate Training: Many auditors in India lack adequate training, particularly in 

areas such as risk assessment, internal control evaluation, and forensic auditing. This 

can lead to a lack of understanding of the issues that auditors need to be aware of 

when auditing a company's financial statements57. 

6. Limited Liability: The liability of auditors in India is limited compared to other 

jurisdictions, making it less of a deterrent for auditors to engage in fraudulent 

activities. While SEBI can penalize auditors for non-compliance with its regulations, 

the penalties are often not severe enough to deter unethical behavior. 

7. Ineffective Disciplinary Mechanisms: The disciplinary mechanisms in place to deal 

with errant auditors are often ineffective. The ICAI has been criticized for its slow 

and lenient disciplinary process, which can take several years to resolve. 

8. Limited Audit Firm Rotation: While the Companies Act, 2013, mandates mandatory 

audit firm rotation, the provision only applies to listed companies. This means that 

many companies can continue to engage the same auditor for several years, which can 

compromise their independence and objectivity. 

Conclusion 

In conclusion, the regulatory framework for auditors in India is complex, and auditors face 

several challenges when it comes to adhering to regulatory requirements. The limited 

authority of regulatory bodies, inadequate resources, lack of independence, complex laws and 

                                                             
57 AS 2110: Identifying and Assessing Risks of Material Misstatement, Default, 
https://pcaobus.org/oversight/standards/auditing-standards/details/AS2110 (last visited May 13, 2023). 
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regulations, inadequate training, limited liability, ineffective disciplinary mechanisms, and 

limited audit firm rotation are just a few of the challenges that auditors face. To address these 

challenges, regulatory bodies need to be strengthened, and auditors need to be provided with 

adequate training and resources. Additionally, the disciplinary mechanisms need to be made 

more effective, and audit firm rotation should be extended to all companies, not just listed 

ones. By addressing these challenges, auditors in India can be more effective in preventing 

corporate scandals and promoting good corporate governance. 

5.5.5. Future Directions for Strengthening the Regulatory Framework for Auditors in 

India  

The recent corporate scandals in India have highlighted the need for a stronger regulatory 

framework for auditors. The regulatory bodies in India have taken several steps to address the 

shortcomings in the existing framework. However, more needs to be done to ensure that 

auditors are held accountable for their actions and that they perform their duties with integrity 

and objectivity. In this section, we will discuss the future directions for strengthening the 

regulatory framework for auditors in India. 

1. Enhancing the Role of Regulatory Bodies: 

One of the primary ways to strengthen the regulatory framework is to enhance the role of 

regulatory bodies such as the Institute of Chartered Accountants of India (ICAI), Securities 

and Exchange Board of India (SEBI), Reserve Bank of India (RBI), and Ministry of 

Corporate Affairs (MCA). These regulatory bodies should be given more powers to regulate 

and monitor auditors. They should also be provided with more resources to investigate and 

take disciplinary action against auditors who violate the regulations. 

2. Enhancing the Audit Quality: 

Another key area for improving the regulatory framework is to enhance the audit quality. The 

regulators should work closely with the audit firms to improve the audit quality. This can be 

achieved by providing training to auditors, setting up quality control mechanisms, and 

conducting regular reviews of the audit work. The regulators should also encourage audit 

firms to invest in technology to improve the efficiency and effectiveness of the audit process. 

3. Encouraging the Use of Technology: 
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Technology can play a significant role in enhancing the quality of audits. The regulators 

should encourage the use of technology in the audit process. This can be achieved by 

providing incentives to audit firms to invest in technology, conducting training programs for 

auditors on the use of technology, and developing guidelines for the use of technology in 

audits. 

4. Strengthening the Reporting Requirements: 

The reporting requirements for auditors need to be strengthened to ensure that they provide 

comprehensive and accurate reports on the financial statements of companies. The regulators 

should consider introducing new reporting requirements, such as reporting on the 

effectiveness of internal controls, to ensure that auditors provide a more comprehensive 

report on the financial health of companies. 

5. Improving the Enforcement Mechanisms: 

The enforcement mechanisms for regulatory bodies need to be strengthened to ensure that 

auditors who violate regulations are held accountable for their actions. The regulators should 

work closely with the legal system to ensure that auditors who violate the regulations are 

punished. This can be achieved by introducing stricter penalties for non-compliance and 

improving the speed of the legal process. 

6. Enhancing the Role of Independent Directors: 

Independent directors play a vital role in ensuring that the interests of shareholders are 

protected. The regulators should enhance the role of independent directors by providing them 

with more powers to monitor and regulate auditors. The regulators should also encourage the 

appointment of independent directors with expertise in accounting and auditing. 

7. Promoting Greater Transparency: 

The regulators should promote greater transparency in the audit process. This can be achieved 

by requiring companies to disclose more information about the audit process and the 

qualifications and experience of the auditors. The regulators should also work closely with 

audit firms to promote greater transparency in their audit reports. 
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8. Encouraging Whistleblowing: 

Whistleblowers play an essential role in exposing corporate frauds and scandals. The 

regulators should encourage whistleblowing by providing protection to whistleblowers and 

incentivizing them to come forward with information about corporate frauds and scandals. 

Conclusion: 

The recent corporate scandals in India have highlighted the need for a stronger regulatory 

framework for auditors. The regulatory bodies in India have taken several steps to address the 

shortcomings in the existing framework. However, more needs to be done to ensure that 

auditors are held accountable for their actions and that they perform their duties with integrity 

and 
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CHAPTER-6 

CONCLUSION AND SUGGESTIONS 

AS 2110: Identifying and Assessing Risks of Material Misstatement, Default, 

https://pcaobus.org/oversight/standards/auditing-standards/details/AS2110 (last visited May 

13, 2023).Corporate scandals in India have brought to light the inadequacies in the country's 

corporate governance and auditing systems. Despite efforts to strengthen regulations, increase 

transparency, and enhance accountability, India still faces challenges in preventing corporate 

scandals. 

One of the key factors contributing to corporate scandals in India is the lack of effective 

auditing practices. Auditors play a crucial role in preventing corporate scandals by ensuring 

that financial statements are accurate and transparent. However, auditors in India face several 

challenges, including pressure from companies to provide favorable audit reports and lack of 

independence and objectivity. 

The legal and regulatory framework for auditing in India is governed by several acts and 

laws, including the Companies Act, 2013, Securities and Exchange Board of India (SEBI) 

regulations, and Reserve Bank of India (RBI) guidelines. These laws and regulations aim to 

promote transparency, accountability, and good corporate governance practices. However, 

their effectiveness in preventing corporate scandals remains questionable due to inadequate 

enforcement and implementation. 

The Institute of Chartered Accountants of India (ICAI) plays a crucial role in regulating 

auditors and promoting professional standards. However, it has faced criticism for not being 

stringent enough in enforcing disciplinary actions against errant auditors. The ICAI has taken 

steps to address these criticisms by increasing transparency and accountability in its 

disciplinary procedures. 

In recent years, there have been efforts to align auditing practices in India with international 

standards. The adoption of the International Standards on Auditing (ISAs) has helped to 

enhance the quality of auditing practices in India. However, challenges remain in 

implementing these standards effectively. 
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Corporate scandals in India have had severe consequences, including loss of investor 

confidence, reputational damage, and financial losses. These scandals also have a negative 

impact on the country's economic growth and development. 

To prevent future corporate scandals in India, it is essential to strengthen the regulatory 

framework for auditors and promote greater transparency, accountability, and good corporate 

governance practices. Auditors must adhere to high ethical and professional standards and 

maintain their independence and objectivity. Companies must also prioritize transparency and 

accountability in their financial reporting and governance practices. 

In conclusion, preventing corporate scandals in India requires a concerted effort from all 

stakeholders, including regulators, auditors, companies, investors, and the public. With the 

right policies, regulations, and practices in place, India can build a strong and sustainable 

corporate governance framework that promotes accountability, transparency, and ethical  

In conclusion, corporate scandals in India have had a significant impact on the country's 

economy, society, and reputation. While there have been several efforts to prevent and 

mitigate such scandals, more needs to be done to strengthen the regulatory framework, 

improve corporate governance practices, and enhance the effectiveness of auditors. 

The legal and regulatory framework for preventing corporate scandals in India includes 

various acts and laws, such as the Companies Act, 2013, the Securities and Exchange Board 

of India (SEBI) Regulations, and the Reserve Bank of India (RBI) guidelines. These laws and 

regulations aim to promote transparency, accountability, and integrity in the corporate sector. 

The role of auditors in preventing corporate scandals is crucial, and auditors are expected to 

adhere to the highest professional and ethical standards. However, auditors face several 

challenges, such as pressure from clients, lack of access to relevant information, and 

inadequate training and resources. These challenges can undermine their independence and 

objectivity, leading to poor audit quality and increasing the risk of corporate scandals. 

To address these challenges, there is a need to enhance the effectiveness of auditors through 

measures such as enhancing their training and resources, strengthening their independence 

and objectivity, and improving their communication with stakeholders. 

The regulatory framework for auditors in India is primarily overseen by the Institute of 

Chartered Accountants of India (ICAI), which is responsible for setting auditing standards 
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and regulating the profession. However, there are concerns about the ICAI's effectiveness in 

enforcing standards and disciplining errant auditors. There is a need to strengthen the ICAI's 

regulatory oversight and enhance its transparency and accountability. 

In addition, there is a need to align Indian auditing standards with international standards, 

such as the International Standards on Auditing (ISA), to ensure consistency and 

comparability with global best practices. This alignment would also help improve the 

credibility and reliability of audited financial statements in India. 

The impacts and consequences of corporate scandals in India are far-reaching and can result 

in significant economic and social costs. These scandals can lead to a loss of investor 

confidence, damage to the country's reputation, and a decrease in economic growth. In 

addition, they can have severe consequences for employees, suppliers, and other 

stakeholders. 

In conclusion, preventing corporate scandals in India requires a multifaceted approach that 

includes strengthening the regulatory framework, improving corporate governance practices, 

enhancing the effectiveness of auditors, and promoting greater transparency and 

accountability in the corporate sector. By doing so, India can build a more robust and 

sustainable corporate sector that promotes economic growth, job creation, and social welfare. 

Corporate scandals in India are a serious issue that affects not only the companies involved 

but also the wider society and economy. The consequences of corporate scandals can be 

devastating, including financial losses for investors, damage to the reputation of the company 

and its stakeholders, and a loss of trust in the corporate sector. 

The role of auditors in preventing corporate scandals is crucial, as they are responsible for 

ensuring that companies comply with financial reporting standards and regulations. The legal 

and regulatory framework for auditing in India includes several Acts and Laws, including the 

Companies Act, 2013, the Securities and Exchange Board of India (SEBI) regulations, and 

the Reserve Bank of India (RBI) regulations. 

Despite the regulatory framework, failures of auditing and corporate governance have led to 

several high-profile corporate scandals in India. These failures include a lack of 

independence and objectivity among auditors, poor audit quality, and inadequate internal 

control systems. Additionally, auditors face several challenges in their work, including 

pressure from clients, lack of resources, and the complexity of business operations. 
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To improve the effectiveness of auditors in preventing corporate scandals, future directions 

include enhancing audit quality through greater oversight and accountability, strengthening 

the regulatory framework for auditors, and increasing awareness and education among 

stakeholders about the importance of good corporate governance practices. 

Overall, preventing corporate scandals requires a collaborative effort between regulators, 

auditors, companies, and investors. By working together to strengthen corporate governance 

practices and ensure compliance with regulations, we can help prevent future corporate 

scandals and safeguard the interests of all stakeholders. 

Overall, it is clear that corporate scandals can have devastating effects on both the company 

and society at large. Auditors play a critical role in preventing these scandals by providing an 

independent and objective assessment of a company's financial statements and internal 

controls. However, there are numerous challenges that auditors face in effectively carrying 

out their duties, including pressure from management, lack of resources, and a constantly 

evolving regulatory landscape. 

In India, there have been several high-profile corporate scandals in recent years, which have 

highlighted the need for stronger corporate governance and auditing practices. The 

government and regulatory bodies have taken steps to address these issues, including 

implementing new laws and regulations and strengthening existing ones. 

The Companies Act, 2013 has introduced several provisions aimed at improving corporate 

governance, including increasing the responsibilities of independent directors and requiring 

companies to establish vigil mechanism and whistle-blower policies. The Act has also 

established the National Financial Reporting Authority (NFRA) to oversee the quality of 

audits and impose penalties for misconduct. 

The Institute of Chartered Accountants of India (ICAI) plays a crucial role in regulating 

auditors in India, setting standards and guidelines for their conduct and imposing penalties for 

misconduct. However, the ICAI has faced criticism for its handling of several high-profile 

cases, raising concerns about its effectiveness. 

SEBI also plays a significant role in regulating auditors, particularly in the context of publicly 

listed companies. Its regulations require auditors to adhere to international auditing standards 

and have increased reporting requirements. 
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The RBI has a role in regulating auditors in the banking sector, setting standards and 

conducting inspections to ensure compliance. 

India has also adopted international auditing standards, which have helped to improve the 

quality of audits and provide a common framework for auditors across the globe. 

Despite these efforts, there are still several challenges facing auditors in India, including the 

need for greater independence and objectivity, ensuring audit quality, and keeping up with 

rapidly evolving regulatory requirements. There is also a need to strengthen the regulatory 

framework, particularly with regard to the enforcement of penalties for misconduct. 

Looking to the future, there is a need for continued efforts to strengthen auditing practices 

and corporate governance in India. This includes increasing awareness and education around 

the importance of independent auditing, providing resources and support to auditors, and 

ensuring strong enforcement mechanisms are in place to hold auditors accountable for their 

actions. 

Overall, the role of auditors in preventing corporate scandals in India is critical, and it is 

essential that efforts are made to improve the effectiveness of auditing practices and the 

regulatory framework. By doing so, companies can better protect their stakeholders and 

contribute to a stronger and more stable economy. 

Corporate scandals have plagued India for decades, causing immense damage to the 

economy, investors, and stakeholders. The impact of these scandals has been far-reaching and 

long-lasting, leading to increased scrutiny of auditors and corporate governance practices. 

While there have been efforts to improve the regulatory framework and enhance the 

effectiveness of auditors, there is still much work to be done to prevent corporate scandals in 

India. 

Auditors play a critical role in preventing corporate scandals by providing an independent 

and objective assessment of a company's financial statements. The legal and regulatory 

framework for auditing in India is complex, with multiple bodies responsible for overseeing 

auditors' work. The Institute of Chartered Accountants of India (ICAI), the Companies Act, 

2013, the Securities and Exchange Board of India (SEBI), and the Reserve Bank of India 

(RBI) are among the key regulators involved in auditing in India. However, there have been 

significant failures in auditing and corporate governance that have contributed to corporate 

scandals, such as Satyam and IL&FS. 
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Several factors affect the effectiveness of auditors in preventing corporate scandals in India, 

including the quality of audits, independence and objectivity of auditors, and the internal 

control systems of companies. Audit quality is critical, and auditors must adhere to the 

highest standards of professionalism and ethics to maintain their integrity and credibility. The 

independence and objectivity of auditors are also essential to ensuring that audits are 

conducted fairly and accurately. 

The regulatory framework for auditors in India is comprehensive, with many rules and 

regulations governing their work. However, there are several challenges that auditors face in 

adhering to these requirements. These include limited resources, inadequate training, and a 

lack of enforcement of regulations. To improve the effectiveness of auditors, it is necessary to 

address these challenges and strengthen the regulatory framework. 

In conclusion, preventing corporate scandals in India requires a collaborative effort from all 

stakeholders involved. Auditors play a critical role in this effort, and there must be a 

concerted effort to enhance their effectiveness. The legal and regulatory framework for 

auditing must be strengthened, and auditors must be held accountable for their work. The 

impacts of corporate scandals are significant, and it is in everyone's best interest to prevent 

them from occurring. By working together, India can build a more transparent and 

trustworthy corporate sector that benefits all stakeholders. 

Based on the analysis presented in this report, the following suggestions can be made to 

prevent corporate scandals in India and improve the effectiveness of auditing and corporate 

governance: 

1. Strengthen the regulatory framework: The regulatory framework for auditing and 

corporate governance in India needs to be strengthened. The Companies Act, 2013 

and the rules made thereunder should be revised to include stricter provisions for 

corporate governance, internal controls, and auditor independence. The regulatory 

bodies like the SEBI and RBI should also be empowered with more enforcement 

powers to ensure compliance with regulatory requirements. 

2. Increase auditor accountability: The accountability of auditors should be increased to 

prevent fraudulent practices. The auditors should be held accountable for any 

fraudulent or unethical practices detected in the companies they audit. The ICAI 
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should also take stricter action against erring auditors, including cancelling their 

membership and imposing penalties. 

3. Enhance auditor independence: Auditor independence is critical to ensuring the 

integrity of the audit process. The ICAI should review and strengthen its code of 

ethics for auditors to prevent conflicts of interest and ensure auditor independence. 

Auditors should be prohibited from providing non-audit services to their audit clients, 

and rotation of audit firms should be made mandatory after a fixed tenure. 

4. Improve audit quality: Audit quality needs to be improved to ensure that auditors are 

effectively fulfilling their responsibilities. The ICAI should promote continuous 

education and training for auditors to enhance their knowledge and skills. The quality 

of audits should also be evaluated through regular assessments and reviews. 

5. Encourage whistleblowing: Encouraging whistleblowing can help detect and prevent 

corporate scandals. The Companies Act, 2013 should be amended to provide a 

comprehensive framework for whistleblowing, including protection for 

whistleblowers, mechanisms for reporting, and penalties for retaliation. 

6. Promote transparency and accountability: Companies should be required to disclose 

more information about their operations and finances. The government should 

establish a centralized database for public access to information about companies, 

including financial statements, audit reports, and ownership structures. 

7. Increase public awareness: There is a need to increase public awareness about 

corporate governance, auditing, and financial reporting. The government should 

launch public awareness campaigns to educate the public about the importance of 

corporate governance and the role of auditors. 

In conclusion, preventing corporate scandals requires a multi-pronged approach involving 

regulatory reform, enhanced auditor accountability and independence, improved audit 

quality, whistleblower protection, transparency and accountability, and public awareness. 

Implementing these suggestions can help strengthen the auditing and corporate governance 

framework in India and restore public trust in the corporate sector. 
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