Yogoda Satsanga Mahavidyalaya
B. Com Semester - VI
Subject: Auditing & Corporate Governance (C-13) CBCS
Topic: Appointment, Rotation & Removal of Company Auditors
Ravindra Kumar, Associate Professor Department of Commerce

The appointment, rotation, and removal of company auditors are governed by various laws
and regulations to ensure transparency, independence, and accountability in the auditing
process. Here’s an overview of the key aspects of these processes:

Appointment of Company Auditors:
1. Initial Appointment:

- Board of Directors: The initial appointment of auditors is typically made by the company's
board of directors.

- Shareholders' Approval: The appointment is often subject to approval by the shareholders
at the annual general meeting (AGM).

2. Qualification Criteria:

- The appointed auditor must meet the necessary qualifications and not be disqualified
under applicable laws.

3. Tenure:

- The tenure of an auditor is usually specified in the company’s bylaws or relevant
regulations. For example, auditors might be appointed for a term of one year, subject to
reappointment.

4. Regulatory Filings:

- Companies may be required to file notices or forms with regulatory bodies, like the
Securities and Exchange Commission (SEC) in the US, informing them of the auditor's
appointment.

Rotation of Company Auditors:
1. Mandatory Rotation:

- Regulatory Requirements: Many jurisdictions have regulations requiring the rotation of
auditors to maintain independence and objectivity. For example, the Sarbanes-Oxley Act in
the US mandates that the lead audit partner must rotate every five years.



- Corporate Governance Codes: Some corporate governance codes recommend or require
auditor rotation to enhance audit quality.

2. Firm Rotation vs. Partner Rotation:

- Firm Rotation: Entire audit firms may be required to rotate after a certain period (e.g.,
every 10 years).

- Partner Rotation: The lead partner or engagement partner within an audit firm may need
to rotate more frequently (e.g., every 5 years).

3. Transition Periods:

- Regulations often provide a transition period to allow companies and audit firms to comply
with rotation requirements.

Removal of Company Auditors:
1. Reasons for Removal:
- Non-Compliance: Failure to comply with statutory requirements or ethical standards.
- Conflict of Interest: Any situation that impairs the auditor’s independence.
- Lack of Performance: Incompetence or negligence in performing audit duties.
- Change in Requirements: Company’s changing needs or requirements.
2. Process of Removal:

- Board of Directors' Recommendation: The board may recommend the removal of an
auditor.

- Shareholders’ Approval: Removal typically requires approval by shareholders, often
through an ordinary resolution at a general meeting.

- Regulatory Notification: Companies may need to notify regulatory bodies about the
removal and provide reasons for the change.

3. Auditor’s Right to Be Heard:

- Opportunity to Respond: The auditor often has the right to make a statement regarding
their proposed removal.

- General Meeting: The auditor may be allowed to attend and speak at the meeting where
their removal is discussed.

4. Documentation:

- Formal Resolutions: Proper documentation and resolutions must be recorded in the
company’s minutes.



- Disclosure: Companies may be required to disclose the reasons for the auditor's removal
in their annual report or filings with regulatory bodies.

Regulatory Framework:
1. Sarbanes-Oxley Act (US):
- Imposes strict rules on auditor independence, rotation, and oversight.

- Establishes the Public Company Accounting Oversight Board (PCAOB) to oversee audits of
public companies.

2. European Union Audit Regulation:

- Requires mandatory rotation of audit firms for public interest entities (PIEs) every 10 years,
with possible extensions up to 24 years under certain conditions.

3. Companies Act (UK):

- Provides detailed provisions on the appointment, rotation, and removal of auditors,
including mandatory rotation and auditor independence requirements.

4. Companies Act (India):

- Mandates the rotation of auditors for certain classes of companies every five years for
audit firms, and every ten years for individual auditors.

These frameworks ensure that the processes for appointing, rotating, and removing auditors
are conducted in a transparent and fair manner, protecting the interests of shareholders and
maintaining the integrity of the financial reporting process.
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