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[L&FS case: NCLT order throws hght on auditors’role in IBC cases

—
Suresh P lyengar
Mumbai

The National Company Law
Tribunal’s (NCLT) refusal to
grant immunity to leading
audit firms in the IL&FS case
marks a sharp turning point
in how accountability is en-
forced in India’s financial
system, putting auditors
squarely in the regulatory
crosshairs.

By denying protection to
firms such as Deloitte, BSR &
Associates and SRBC & Co,
the ruling challenges a long-
held assumption that resolu-
tion processes under the In-
solvency and Bankruptcy

Code, 2016, could shield in-
termedlarles from legal and
criminal scrutiny. Instead, it
redraws the risk landscape
for auditors, signalling that
participation in resolution
frameworks may no longer
offer a safe harbour from en-
forcementaction.

The decision comes amid
an ongoing legal push
launched in 2018 by the
Centre, after the collapse of
Infrastructure Leasing &
Financial Services and its
group entities triggered one
of India’s most significant
financial crises.

While the audit firms had
sought to be excluded from
proceedings under this pro-

vision, NCLT held that Sec-
tion 339 also includes third
parties, if evidence indicates
their involvement.

HEIGHTENED SCRUTINY
Sonam Chandwani, Man-
aging Partner, KS Legal & As-
sociates, said the verdict sig-

nals a clear judicial shift
towards heightened scrutiny
of professional advisors.

The verdict may have a
chilling effect on profes-
sional participation in dis-
tressed asset resolutions as
the absence of immunity cre-
ates residual liability risks,
she added.

However, the refusal of
immunity to audit firms is
unlikely to operate as a
blanket precedent automat-
ically binding across all on-
going matters, she said.

Varun Lakra, Associate
Partner, King Stubb & Kas-
iva, Advocates and Attor-
neys, said the order signals
that professional firms, in-

cluding auditors, may not
automatically receive pro-
tection merely because they
were engaged in a profes-
sional capacity.

Abhishek Swaroop, Part-
ner, Saraf and Partners, said
the NCLT had signalled that
personal exposure can, in
principle, extend to any per-
son who knowingly enablesa
company’s fraudulent
business.

However, the NCLT clari-
fied that merelybeinga party
to a transaction with the
company is insufficient;
there must be knowing parti-
cipation in fraudulent con-
duct of the company’s busi-
ness, he added.
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