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RBI on auditor appointments: 
The slip between the cup and the 
lip  
 
RBI’s new regulations on appointment of statutory auditors for banks and 
NBFCs while well intentioned, will not solve for audit quality. Private sector 
banks and significant NBFCs, on one side, and large audit firms on the other, 
will all be impacted by these regulations. 
 

 
Picture source: www.fundera.com  

 
The Reserve Bank of India’s (RBI) spate of new measures on auditor appointment1 
allude that RBI is worried about audit quality.  Having taken the flak for a series of 
bank and NBFC failures, there has been a steady but rising groundswell of opinion 
questioning the regulatory oversight that RBI has provided:  be it the failures 
themselves, to how banks undertake their asset quality review and report 
divergences, or the recent spate of regulatory violations by private sector banks that 
have raised questions on the strength of their processes and risk management.  

RBI’s concerns are valid, but the new measures are unlikely to improve overall audit 
quality.  

 
1 The regulations apply to commercial banks (excluding regional rural banks), primary (urban) co-operative banks, and non-
banking finance companies (including housing finance companies). For the purpose of simplicity, this article refers to this entire 
group as ‘banks and NBFCs’. 

http://www.fundera.com/
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=12079&Mode=0
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To strengthen audit quality, RBI has focused on two broad aspects of audit quality 
through these current regulations – strengthening auditor independence and 
ensuring auditor experience in banking and financial services (Exhibit 1). From an 
intent perspective, these regulations are in the right direction; yet they are neither 
necessary nor sufficient to get to achieve the desired outcome.  

Auditor rotation is considered a global best practice: it provides comfort to 
stakeholders that auditors and managements will not have sufficient time to cozy 
up to each other. Yet, aligning the tenure for private sector banks and NBFCs to 
three years, from the current four-year term and five-year terms respectively is 
unlikely to enhance auditor objectivity2. The three-year tenures seen in public sector 
banks (PSBs) have not instilled investor confidence.  

Auditors need time to fully understand a company’s systems, processes, 
documentation methods, and technology. Because of this, the Companies Act 2013 
had set an auditor term for five years – this being the timeline within which the audit 
experience will bear fruit. RBI would be better placed in aligning the auditor tenure 
to a five-year term. 

RBI regulations further mandate joint audits based on size thresholds (Exhibit 2). 
The opinion regarding joint audits is polarized – while audit industry bodies and 
their representatives believe this measure will bolster audit quality, not everyone is 
convinced. Punjab National Bank had five joint auditors at the time of the Nirav Modi 
scam – and yet transactions were entered into SWIFT outside of the books. Because 
the roles and responsibilities are separated across the joint auditors, the joint 
auditors do not provide oversight on each other – and therefore its function in 
improving audit quality is limited. Independent of the concerns over issues of 
‘slipping between the cracks’, audit outcomes are largely the function of the 
strength of management systems and quality and experience of the audit firm.  

RBI seems to be intent on increasing the pool size of the audit firms that can audit 
banks and NBFCs, through the implementation of a standardized six-year cooling 
period between audits2 coupled with limiting the number of bank and NBFC audits 
that can be undertaken3 by an audit firm. Currently, RBI has seems to have approved 

 
2 Private sector banks were allowed an auditor tenure of four years with a six-year cooling period. Public sector banks were allowed 
an auditor tenure of three years, with a cooling period of three-years. NBFCs operated under the Companies Act 2013, under which 
auditors can be appointed for a maximum of two-terms of fives each, followed by a three-year cooling period. 
3 The regulations limit one audit firm to concurrently take up statutory audit of a maximum of four Commercial Banks (including not 
more than one PSB or one All India Financial Institution or RBI), eight UCBs and eight NBFCs during a particular year.  

 

https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NOTI258A67AD30976F44929FA2AB2B41DC805D.PDF
https://rbidocs.rbi.org.in/rdocs/Content/PDFs/SCAPSBS202021CE35C4550FF64825868EC80821EC495A.PDF
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11067&Mode=0
https://m.rbi.org.in/scripts/bs_viewcontent.aspx?Id=3582
https://m.rbi.org.in/scripts/bs_viewcontent.aspx?Id=3582
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just over 70 audit firms, which are auditing the financial statements of public sector 
banks – and the current regulations will likely expand the list of approved audit 
firms. Yet investors have demonstrated faith in only a handful of audit firms, while 
simultaneously asking if there are enough audit firms of legitimate size and 
experience to audit financial services businesses. It is not clear if the regulator has 
done the homework.  

RBI’s strategy to spread the audit across several firms may act as deterrents for 
audit firms to invest in building expertise, undermining one of its objectives. While 
one can argue that continuous rolling of audits every three years will give audit 
firms sufficient business, the role restrictions to a joint auditor will further constrict 
audit firms’ revenue potential from the industry. This may mean lower investments 
in technology, data mining tools, and manpower training for sector-based skills. 
This is more likely to have a negative impact on audit quality given that the transition 
to IND-AS has increased the degree of judgement-based accounting. 

Limiting group audits comes with its own challenges. For one, it goes against the 
Kotak Committee’s recommendations of having the auditor of the holding company 
provide oversight on (material) subsidiary audits. For the likes of ICICI Bank, Axis 
Bank and Kotak Mahindra Bank, the consolidated statements will effectively mean 
that their subsidiaries in insurance, asset management and other business will have 
different auditors from that of the holding company.  

RBI’s new regulations increases the operational burden for manufacturing 
companies like Tata Motors: its NBFC, Tata Motors Finance will have to be singled 
out and audited by an audit firm that can neither audit nor provide any non-audit 
services to Tata Motors and other subsidiaries.  

RBI has rightly argued for independence of auditors – but its regulations miss the 
woods for the trees. The regulations do not address revenue dependence, the one 
key variable that shoulders auditor objectivity. Client and fee concentration risks for 
audit firms are determinants of their malleability. Rather than the cooling period 
and the cessation of non-audit services one year before and after the audit period, 
RBI must mandate audit committees and audit firms to publish the degree of 
revenue dependence as a measure of auditor independence.  

The maximum impact of RBI’s new regulations will be on private sector banks 
(Exhibit 3) and NBFCs, on the one side, and large audit firms on the other. Private 
sector banks and NBFCs tend to have one audit firm – not joint auditors. While one 
can argue that the larger audit firms, despite their size and international affiliations, 

https://rbidocs.rbi.org.in/rdocs/Content/PDFs/SCAPSBS202021CE35C4550FF64825868EC80821EC495A.PDF
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have not measured up, the solution cannot be to disperse the assurance function 
across many firms. The experience of PSBs does not provide comfort that this is the 
solution. 

Financial services regularly need to raise capital for growth, and therefore, investor 
confidence is paramount. If investors start questioning audit quality, the impact on 
the economy will be deleterious.  

 

 

An abridged version of this blog was published on moneycontrol.com, which 
can be accessed here:  
https://www.moneycontrol.com/news/business/companies/rbi-auditor-appointments-
the-slip-between-the-cup-and-the-lip-7007571.html  

 
 

Exhibit 1: Eligibility criteria for appointing audit firms 

Asset size on 31-
Mar of the 
previous year   

Minimum number 
of full-time audit 
partners with a 

tenure of at least 
three years, 

exclusively at the 
audit firm 

Minimum number 
of full-time 

partners / Paid CAs 
with CISA/ISA 
qualification 

Minimum audit 
experience of the 

firm (years) 

Minimum size of 
professional staff 
(with knowledge 
of book-keeping 

and accountancy, 
and who are doing 

on-site audits) 
with at least one-
year continuous 

association 
> Rs. 150 bn 5; of which at least 4 

must be Fellow 
members (FCA) 

2 15 18 

>Rs. 10 bn and 
upto Rs. 150 bn 

3; of which at least 2 
must be Fellow 
members (FCA) 

1 8 12 

Upto Rs. 10 bn 2; of which at least 1 
must be Fellow 
members (FCA) 

1 (not mandatory 
for NBFCs and 

UCBs) 

6 8 

Key Notes (for the entire list of notes, please refer to the RBI guidelines): 
• There should be at least one-year continuous association of partners with the firm as on the date of empanelment 

(for PSBs)/ shortlisting (for other Entities) for considering them as full-time partners. Further, for appointment as 
statutory auditors of all banks and NBFCs with asset size above Rs. 10 bn, at least two partners of the firm shall 
have continuous association with the firm for at least 10 years. 

• For banks, audit experience shall mean experience of the audit firm as Statutory Central/Branch Auditor of 
commercial banks (excluding RRBs)/ All-India Financial Institution (AIFI). For UCBs and NBFCs, audit experience 
shall mean experience of the audit firm as Statutory Central/Branch Auditor of Commercial Banks (excluding 
RRBs)/ UCBs/NBFCs/ AIFIs. In case of merger and demerger of audit firms, merger effect will be given after 2 years 
of merger while demerger will be effected immediately for this purpose. 

• The auditors for banks and NBFCs with asset size above Rs. 10 bn should preferably have capability and experience 
in deploying Computer Assisted Audit Tools and Techniques (CAATTs) and Generalized Audit Software (GAS), 

https://www.moneycontrol.com/news/business/companies/rbi-auditor-appointments-the-slip-between-the-cup-and-the-lip-7007571.html
https://www.moneycontrol.com/news/business/companies/rbi-auditor-appointments-the-slip-between-the-cup-and-the-lip-7007571.html
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NOTI258A67AD30976F44929FA2AB2B41DC805D.PDF
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commensurate with the degree/ complexity of computer environment of the Entities where the accounting and 
business data reside in order to achieve audit objectives. 

 

Exhibit 2: Maximum number of statutory auditors to be appointed 

Asset size of the entity Maximum number of joint auditors to be 
appointed 

Upto Rs. 5 trillion 4 
More than Rs. 5 trillion and upto Rs 10 trillion 6 
More than Rs. 10 trillion and upto Rs 20 trillion 8 
More than Rs. 20 trillion 12 

 

Exhibit 3: Listed banks and their auditors in FY21 

Sr No Bank FY21 Auditor(s) 
1 Bank of Baroda R Devendra Kumar & Associates 
    Vyas & Vyas   

Dassani & Associates 
    Dass Gupta & Associates   

J Kala & Associates 
2 Bank of India Laxmi Tripti & Associates   

V Sankar Aiyar & Co. 
    Chaturvedi &Co 
3 Bank of Maharashtra Rodi Dabir & Co 
    K Gopal Rao & Co   

Batliboi & Purohit 
    Abarna & Ananthan 
4 Canara Bank Rao & Emmar 
    N K Bhargava & Co.   

D. K.Chhajer & Co. 
    S N K & Co. 
5 Central Bank of India Ambekar Shelar Karve & Amberdekar 
    Chhajed & Doshi   

Aajv and Associates 
    S Jaykishan 
6 IDBI Bank Limited K. S. Aiyar & Co. 
    JLN US & Co.   

M. P. Chitale & Co 
7 Indian Bank G Natesan & Co.   

P K F Sridhar & Santhanam LLP 
    K C Mehta and Co   

Ravi Rajan & Co LLP 
    Sriramamurthy & Co 
8 Indian Overseas Bank S N Nanda & Co. 
    Yoganandh & Ram LLP   

Patro & Co 
    M. Srinivasan & Associates 
9 Punjab & Sind Bank Shiv & Associates 
    Ghiya & Co 
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Sr No Bank FY21 Auditor(s)   
Suresh Chandra & Associates 

    Raj Gupta & Co. 
10 Punjab National Bank S N Dhawan & Co. LLP 
    S R Goyal & Co.   

PSMG & Associates 
    M K Aggarwal & Co.   

A John Moris & Co 
11 State Bank of India J.C. Bhalla & Co.   

A S A & Associates LLP 
    K. Venkatachalam Aiyer & Co.   

G. P. Agrawal & Co 
    Umamaheswara Rao & Co.   

Guha Nandi & Co 
    O.P. Totla & Co   

S. K. Kapoor & Co. 
    SCV & Co. LLP   

Khandelwal Jain & Co. 
    Prem Gupta & Co   

N.C. Rajagopal & Co. 
    Karnavat & Co.   

Shah Gupta & Co 
12 UCO Bank Ghoshal & Ghosal   

S K Agrawal and Co 
    Khandelwal Kakani & Co   

R Gopal & Associates 
    Rawla & Co 

13 Union Bank of India R G N Price & Co 
    Sarda & Pareek LLP   

C R Sagdeo & Co 
    P V A R & Associates   

B M Chatrath & Co. LLP 
    Gopal Sharma & Co. 

14 Axis Bank Ltd.  Haribhakti & Co LLP 
15 Bandhan Bank Ltd.  Deloitte Haskins & Sells 
16 City Union Bank Ltd.  M/s. Sundaram & Srinivasan 
17 DCB Bank Ltd.  S. R  Batliboi & Associates LLP 
18 Dhanlaxmi Bank Ltd. P. B. Vijayaraghavan & Co. 
19 Federal Bank Ltd. Varma & Varma   

Borkar & Muzumdar 
20 HDFC Bank Ltd. MSKA & Associates  
21 ICICI Bank Ltd. Walker Chandiok & Co LLP 
22 IDFC First Bank Ltd. B S R & Co. LLP  
23 IndusInd Bank Ltd. Haribhakti & Co LLP 
24 Jammu & Kashmir Bank Ltd.  O P Garg & Co.  

Verma Associates. 
    P C Bindal & Co   

K.K. Goel & Associates 
25 Karnataka Bank Ltd. Manohar Chowdhry & Associates    

Badari, Madhusudhan & Srinivasan   
26 Karur Vysya Bank Ltd. Walker Chandiok & Co LLP  
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Sr No Bank FY21 Auditor(s) 
27 Kotak Mahindra Bank Ltd. Walker Chandiok & Co LLP 
28 RBL Bank Ltd. Haribhakti & Co LLP  
29 South Indian Bank Ltd. Varma & Varma 
30 YES Bank Ltd. M.P Chitale & Co 
31 AU Small Finance Bank S.R. Batliboi & Associates LLP 
32 Ujjivan Small Finance Bank MSKA & Associates  
33 Equitas Small Finance Bank T R Chadha & Co LLP  

Source: RBI disclosures, 4Q21 filings, IiAS research 

 

 

 

  

https://rbidocs.rbi.org.in/rdocs/Content/PDFs/SCAPSBS202021CE35C4550FF64825868EC80821EC495A.PDF
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Disclaimer 
This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained 
herein is solely derived from publicly available data, but we do not represent that it is accurate or complete and it should not 
be relied on as such. IiAS shall not be in any way responsible for any loss or damage that may arise to any person from any 
inadvertent error in the information contained in this report. This document is provided for assistance only and is not intended 
to be and must not be taken as the basis for any voting or investment decision and/or construed as legal opinion/advice. The 
user assumes the entire risk of any use made of this information. Each recipient of this document should make such 
investigation as it deems necessary to arrive at an independent evaluation of the information referred to in this document 
(including the merits and risks involved). The discussions or views expressed may not be suitable for all investors. The 
information given in this document is as of the date of this report and there can be no assurance that future results or events 
will be consistent with this information. This information is subject to change without any prior notice. IiAS reserves the right 
to make modifications and alterations to this statement as may be required from time to time. However, IiAS is under no 
obligation to update or keep the information current. Nevertheless, IiAS would be happy to provide any information in 
response to specific client queries. No copyright infringement is intended in the preparation of this document. Neither IiAS 
nor any of its affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages 
whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection 
with the use of the information. The report may cover listed companies (the ‘subject companies’); IiAS may hold a nominal 
number of shares in some of the subject companies to the extent disclosed on its website and/or these companies might 
have subscribed to IiAS’ services or might be shareholders of IiAS. The disclosures of interest statements incorporated in this 
document are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed 
in the report.  
 
Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not 
be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in 
whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity 
who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, 
availability or use would be contrary to law, regulation or which would subject IiAS to any registration or licensing 
requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and 
persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. The 
information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design, original 
artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any 
form or for any purpose whatsoever by any party without the express written permission of the copyright holders. This report 
may not be reproduced in any manner without the written permission of IiAS. 
 
Other Disclosures 
IiAS is a SEBI registered entity (proxy advisor registration number: INH000000024) dedicated to providing participants in the 
Indian market with independent opinions, research and data on corporate governance issues as well as voting 
recommendations on shareholder resolutions of about 800 listed Indian companies (https://www.iiasadvisory.com/iias-
coverage-list). Our products and services include voting advisory reports, standardized services under the Indian Corporate 
Governance Scorecard, and databases (www.iiasadrian.com and www.iiascompayre.com). There are no significant or material 
orders passed against the company by any of the Regulators or Courts/Tribunals.  
 
This article is a commentary on general trends and developments in the securities market. 
 
 
 
 
  

https://www.iiasadvisory.com/iias-coverage-list
https://www.iiasadvisory.com/iias-coverage-list
http://www.iiasadrian.com/
http://www.iiascompayre.com/
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About IiAS 
Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated to 
providing participants in the Indian market with independent opinions, research and data 
on corporate governance issues as well as voting recommendations on shareholder 
resolutions for about 800 companies that account for over 95% of market capitalization.  
 
IiAS provides bespoke research and assists institutions in their engagement with company 
managements and their boards. It runs cloud-based platforms, SMART to help investors 
with reporting on their stewardship activities and ADRIAN, a repository of resolutions and 
institutional voting patterns.   

 
IiAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch 
Group Inc., HDFC Investments Limited, ICICI Prudential Life Insurance Company Limited, 
Kotak Mahindra Bank Limited, RBL Bank Limited, Tata Investment Corporation Limited, UTI 
Asset Management Company Limited and Yes Bank Limited.  
 
IiAS is a SEBI registered entity (proxy advisor registration number: INH000000024). 
 

 


