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Enron’s auditors in the USA, one of the largest accounting firms in the world, were called by a Congressional Committee of the United States to explain how they had missed the large-scale fudging of profits over many years in the accounts of Enron. In addition to audit fees, Enron paid huge amounts to the auditors for ‘other services’ rendered. The auditors said that they did not find out about the fudging because Enron did not give them complete information. Investors expect that auditors have gone carefully through the accounts and that when they certify them, it is because they are fully satisfied. Is the user to trust them or must he have some way to cross check the work of the auditors? People base investment decisions, lenders lend money, and suppliers give credit, on the basis of the reports of the auditors. Enron employees who invested their pension funds in now worthless Enron shares should have known better, but they obviously expected the auditors to have had a fuller knowledge of the company’s performance. There may also be a conflict of interest when an audit firm offers other services like consulting, and earns large fees for those services while also auditing the accounts of the same firms, as with Enron. Accounting firms in the USA in future may well be debarred from offering such other services. The self-regulating practices in American accounting have in the past resulted in severe punishment of transgressors but changes may now be imposed by the Securities and Exchange Commission (the American SEBI).

In the USA other such professionals, medical practitioners for example have to fear suits by patients and their relatives for malpractices. The professional medical association hears such complaints and has many times taken stern action. American Courts have often awarded substantial damages for malpractice. Lawyers have also been hauled up in Courts for malpractice, and other lawyers have appeared for the accusers. To establish the fact of malpractice, other professionals must be willing to testify. 

In India we have rarely heard of such professionals being hauled up and punished, nor about their giving testimony in Courts against fellow professionals.   

India has powerful professional bodies representing chartered accountants, cost accountants, company secretaries, medical practitioners and lawyers. They regulate entry into the profession, lobby to expand their turf (cost accountants now have a guaranteed cost audit market, company secretaries have a guaranteed corporate market), and prevent foreign qualified professionals from practicing in India. Their standards for the profession have close to legal sanction. Presumably, foreign professionals will apply the standards of their parent associations, which in many cases are tougher. 

There are practically no reported instances of Indian associations disciplining their members, or of professionals testifying in Court against their fellows. In numerous instances companies have misled investors who lost vast values on investments made on the basis of misleading if not false prospectuses supported by reputed merchant bankers and certified by auditors. Some years ago when a lawyer was arrested and handcuffed on a criminal charge, the lawyers in Delhi agitated against one of their fellows being treated like one of their clients. All of us have horror stories of the wrong diagnosis, treatment and sheer carelessness of doctors and surgeons in public and private hospitals and nursing homes. Abused patients have been unable to exercise legal remedies, primarily because medical experts will not testify to what they might admit privately. There are other professions who also need regulation, for example, real estate agents, who have no minimum levels of qualification of service quality, nor a mechanism to deal with wrongdoers. 

Our professional associations seem to favour their members over customers and community. Can we expect the associations to become more customer-oriented on their own? Given that the example of strong (but still inadequate) self-regulation by their American counterparts has not so far served to improve our situation, legislation may be necessary.  One way is for Parliament to create a new independent regulatory body for such professionals and not leave it entirely to ineffective self-regulation. By mandating an open and transparent process, complainants can gain confidence that their complaints will be heard and decided objectively. We must ensure that professionals follow a code whose violation triggers penalties. Those damaged by the acts of such professionals must have recourse, and other professionals must be willing to testify. An independent regulatory body for specific purposes might help to achieve this aim. (740)   

