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ALLEGED ROLE IN HELPING HIDE BAD LOANS AT IFIN

GovtMoves NCLT to Seek
-yr Banon
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ditors Deloitte Haskins & Sellsand
BSR & Co for their alleged role in
helpinghide badloansat the bank-
rupt IL&FS Financial Services.
The government sought a five-ye-
ar ban under Section 140 of the
Companies Act, the first time it
has invoked this provision to de-
bar an auditor. The proposed ban,
if accepted, would prevent the two
firms from auditing any listed or
unlisted company including
banks and nonbanking financial
companies (NBFCs), for five years.

The National Company Law Tri-
bunal, where the application was
moved, asked the government to
dispatch the800-page chargesheet
filed by the Serious Fraud Investi-
gation Officeto theaudit firms.

This, after the lawyers represen-
ting the audit firms and some of
their executives accused in the ca-
se said they have not been served
with the documents including the
chargesheet and that they need ti-
me to prepare and respond to the

ministry of corporate affairs’
(MCA)allegations.

The government lawyers conce-
ded that they had served an elec-
tronic version of the chargesheet
to BSR & Co on Monday morning
and thattheyareyet tosendthe do-
cuments to Deloitte. The NCLT ga-
ve the audit firms 10 days and set
the next date of hearingon June21.
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There have only been a few occa-
sions where an auditor has been
barred from practicing. Last ye-
ar, the Securities and Exchange
Board of India (Sebi) banned
PwC for two years after it found
the auditor guilty in the Satyam
Computer fraud case. However,
the ban did not extend to unlisted
companies. Last Monday, Reserve
Bank of India banned EY mem-
ber firm SR Batliboi from audi-
tingcommercialbanks foroneye-
ar starting April 1, 2020, citing
lapse in statutory audit.

Government representatives
told the NCLT that it was the audi-
tor’s duty to ensure that the loans
and advances of an NBFC are pro-
perly secured. They alleged that
in IFIN’s case, the divergence bet-
ween the net worth of the borro-
wer and the amount borrowed
was huge. For instance, one com-
pany which had borrowed %385
crore had a net worth of only ¥85
crore, while another with a net
worth of ¥9 crore had managed to
borrow223 crore.

The lawyers argued that the au-
ditors were aware of funding of
defaulting borrowers for princi-
pal and interest payments. “The
loans were transferred by mere
book entryandresulted in the clo-
sure of old loans. The new loans
didn’trequire provisioning orre-
cognition as NPA (non-perfor-
ming asset). Hence the assign-
ment of the same was prejudicial
to the interest of the company.
Theauditorshaving the knowled-
ge of the same had not reported
the same in the audit report,” the

SFIO chargesheetalleged.

The SFIO alleged that the audi-
tors suppressed the information
of various loans, inflated profits
and presented a rosy picture.

“Investigations revealed that
the auditors, along with their en-
gagement teams of IFIN did not
perform their duties diligently.
The auditors, despite having the
knowledge of the funding of the
defaulting borrowers for princi-
pal and interest payments, failed
to report in the auditors’ report
for FY 2013-14 to FY 2017-18,” the
agency alleged.

The lawyers representing Delo-
itte, however, argued that the
firm was no longer the auditor of
IFIN and hence the Section 140 of
the Companies Actdoesnotapply
to them. IFIN was audited by
KPMG affiliate BSR & Co in 2018-
19and jointly by BSR and Deloitte
Haskins & Sells in 2017-18. Deloit-
te was the sole auditor of IFIN in
2015-16 and 2016-17.

The government has also made
the Reserve Bank of India (RBI),
Sebi and the Institute of Charte-
red Accountants of India (ICAI)
as respondents in the case. This,
said the government, was to ma-
ke sure that if these auditors are
banned, the execution of the or-
der is done effectively by the re-
spective regulator.

Someof thesenior executives in
Deloitte and BSR who were part
of the IFIN audit are also respon-
dents in the case.

Sanjay Shorey, joint legal direc-
tor in the ministry of corporate
affairs, represented the MCA
while Janak Dwarkadas, senior
counsel, appeared for Deloitte.




