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P R Ramesh speaks
V PATTABHI RAM: How does a firm arrive at 
the fees that it wishes to charge for a statutory 
audit? 

P R RAMESH: There are five dimensions in fixing 
a price. Primarily, audit fee is based on ‘effort,’ 
which is a function of hours and mix. 

The second dimension is the risk. Risk depends on 
the nature of the entity, the framework on which 
you are reporting, and the environment which will 
consider the financial statements. For example: if 
you are reporting upon a US-listed entity and the 
report will be used say in the US, there will 
have to be a premium payment for risk. 

to V Pattabhi Ram

The third factor is a company’s scope and 
geographical spread.  If an entity is across multiple 
locations and another entity of the same size is in 
one place, surely the effort in multiple-locations 
will be more. 

The fourth issue is the nature of the industry.  
Some industries by nature are less complicated 
to audit than others. Take IT for instance.  There 
is no indirect tax in a big way like there is excise 
duty in a manufacturing entity.  Many of the 
contracts would be ‘time and material’ contracts 

where obtaining audit evidence is way easier 
than in an infrastructure company. Contrast 
this with manufacturing industry where you 
have excise duty, inventory valuation, etc. 
Of course, all of this translates into an effort. 
If an entity is less complicated (say an IT 
company), then obtaining audit evidence and 

assurance with limited procedures and 
limited complexities is possible, whereas 
if the operations are heterogeneous (say 

infrastructure company) the ability to 
get sufficient appropriate audit evidence is 

more challenging.  

A fifth and final one is the client’s ability 
to pay. For example: if it 
is a multinational cor-
poration you will expect 

a higher fee because they 
pay a higher price. 
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Are you suggesting that audit fee is based 
on what the traffic can bear?

You must appreciate that audit fees 
can never be looked at on a single year 
basis. One expects a reasonable medium 
term relationship and now that under 
the Companies Act, there is a five-year 
appointment, so you got to be with the 
client for five years. Say, for instance, you are 
auditing an e-commerce company. You may 
wish to start low.  Because they are burning 
cash very fast, their ability to pay your cost 
is not the same as a mature company. You 
may be willing to compromise knowing 
that when things improve the company will 
compensate you for the sacrifices you made 
in the initial difficult times. Further, in new 
audits the initial effort is significant and 
will include learning which is in a way an 
investment for subsequent years’ audits so it 
is likely that the audit fee in the initial year 
may not be commensurate with the effort 
which will then be corrected in subsequent 
years when efficiencies are achieved.

Does a lot of bargaining happen in the 
fixing of audit fee?  

Well, some people habitually bargain. Some 
industries negotiate with everybody. They 
consider you as a supplier of service. Typically 
bargaining is a function of a few things.  (a) 
Of the strength of your relationship with the 
client, (b) the customer’s respect for you and 
the value they perceive they are receiving 
from you, and (c) your own firm’s eminence 
in the marketplace. Like, if you are going 
to buy a Mercedes you won’t bargain; but 
on something else you may negotiate to a 
great extent. When you are dealing with 
a firm of eminence, you know that the fee 
will be high.  When a firm that does not 
have size but demands a high price that is 
disproportionate to their cost, clients will 

talk

bargain. When the relationships are strong, and 
they value what work you do they don’t bargain. 
And in a healthy relationship, there is a trust 
that the other man is not going to rip me off just 
because I am not bargaining. When that trust is 
built in, they don’t bargain. 

Do you think that today audit fee is 
commensurate with the effort?

In my view generally yes with some exceptions.  
If you had asked me the same 15 years ago, I 
would have said no. But now auditors are paid 
relatively well commensurate with their efforts, 
costs and risks.

How important is marketing for the growth of 
an audit firm?

How does a prospective client know you have 
great talent unless you showcase that talent? How 
will companies otherwise know that a firm has 
forensic capabilities or any of the other areas 
unless it is made known to them? I think creating 
awareness is not marketing which should be 
distinguished from soliciting business.  There 
is this other issue of not responding to tenders. 
Well from a ‘buyer of services’ perspective how 
will a company have a wide choice unless it 
knows who has what skills? I feel that you need to 
keep showcasing because as a firm is expanding 
you need to create awareness to the market. If 
you were to use the term marketing, I would 
rather use ‘Pull marketing’ rather than ‘push 
marketing’.  Meaning a firm’s quality should be 
the best advertisement. A barber shop in Bombay 
had a board saying, “If you are unhappy with our 
services, tell us; if you are happy with our services, 
tell others.” Clients are likely to convey both 
good and bad qualities of its service providers to 
others. It is therefore important to serve clients 
with quality and distinction as the word spreads 
about both good and bad quality which impacts 
the reputation of a firm.

there are five 
dimensions in 
fixing a price: 
Effort; Risk; 
Company’s 
geographical 
spread; Nature 
of the industry 
and Client’s 
ability to pay.
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At another level, we must appreciate that today’s 
world is a dynamic world. Today all professions 
are businesses and the distinction between a 
profession and business is increasingly blurred. 
If you accept that fact, then you need to market. 

How difficult is it to retain clients?

It is harder than in the past. The days of loyalty to 
an entity are over. While there is some loyalty to 
a brand, it does not last forever. In our profession 
you are only as good as your last piece of work. 
Now, because my firm has been around for more 
than 100 years, it cannot claim that because 
it served the client 100 years ago, it should be 
allowed to continue.  That does not wash. Today,  
it is about what you have delivered most recently, 
of how you have you lived up to your capabilities 
that matter. It is a function of the marketplace:  
there are wider choices, and time and cost 
pressures may push clients to look elsewhere.

What in your opinion are the challenges of 
the profession?

Clearly there is a huge challenge to the profession, 
and it is one of survival.  I increasingly ask, 
“What is the future of the profession?  And what 
will be the profession of the future?

The biggest disruption will come from 
technology. Technology killed the travel 
agency service. It could kill us if we are not 
careful. This is not just about automation but 
also on developments in artificial intelligence, 
in robotics, in cognitive technology, that will 
significantly impact us. Audit in my view has 
a bleak future on account of the rapid progress 
in technology.  If financial results were to 
come real-time on your handheld devices, you 
wouldn’t need an audit of annual results which 
will come after a few months.

Second is the exclusivity of the profession. If 
the exclusivity of the profession goes away, we 
could be in for a challenge. For instance, today 
internal audit is done by limited companies in 
a big way. There is no exclusivity for the CA 
profession.

Third is the threat of the Internet and social 
networks.  Crowd sourcing solutions may 
become available outside the professional 
body. Today I need not go to a doctor to 
understand a diagnosis; I can search on 
the Internet. You come to me because you 
say I have the knowledge and the ability to 
customize it to your needs. If technology can 
do that as ready-mades did to tailor-and-
wear, you could be in for trouble. If a firm 
has technology, which can scan thousands of 
contracts and throw out the exceptions, why 
would one need to have humans do sample 
testing of contracts. Now, if this can done 
by a computer system then why can’t the 
companies themselves do it? 

The scope and range of services may change. 
We can never say we will never be affected. 
Constantly we have to assess whether the 
services we render are both relevant and 
reliable. If you are not relevant, you are not 
required at all no matter how good your 
product or service may be. If you are not 
reliable, you will no longer be needed. It is 
like why should I have policemen if anyway 
crimes are going to happen. emerging 
para-professionals are also a threat to the 
profession. Remember: in the medical 
profession, increasingly the nursing staff 
are capable of doing what a doctor can do. 
Look at pathology.  Today you can do your 
own blood test for sugar level or check your 
own blood pressure using a device without 
the assistance of any professional or without 
visiting any pathological lab. Something 
similar can happen here as well and we 
should not take these developments lightly.

In your view, where has the profession 
failed so far?

I won’t say the profession has failed. The 
only failure I would say is the inability 
of looking ahead. The profession is more 
on a protective mode than on a proactive 
style. The trend today is competition, and 
competition is across service providers. The 
profession has to look at this way: “How can 

If you were to 
use the term 
‘marketing’, I 
would rather 
use ‘Pull 
marketing’ 
rather than 
‘push 
marketing’.  
Meaning a 
firm’s quality 
should be 
the best 
advertisement. 
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we play a relevant role away from the traditional services.” We 
can’t anymore expect that the services we are rendering today will 
be needed in perpetuity. 

There is a convergence of professionals. Today I can’t do an audit 
without having a technology person beside me. I can’t do an audit 
of an insurance company without having an actuarial support. The 
character of the team to do an audit has changed. When there is a 
convergence of services you as a professional have to realize that 
what you are doing cannot be done only by you but can be done 
together with somebody else. You need to bring more services 
under the roof so that the customer has a single window to turn.

There have been cases of banks in the US considering acquisition 
of audit firms. The idea is to give a total experience to their 
customers, not just banking service. The banker takes the 
responsibility. A point to remember is the growing elimination 
of intermediaries.  If you are an intermediary, (like you are filing 
tax returns,) and if technology can either simplify or eliminate the 
process, your need is gone.

But, what do you think is the biggest threat?

The biggest threat is the “Uberisation” of the profession. Uber 
connected the one who needed transport with the one who 
provided transportation. There could be uberisation of professional 
services. Someone might emerge who might connect the auditor 
with the client. When there is equality in quality and when 
there is mass customization ‘uberization’ happens. It 
doesn’t matter who is providing. When you go to 
Uber, you don’t worry about the quality of the car 
because you have a reasonable assurance that 
Uber provides you that assurance. 

Another threat would be commoditization. 
even audit is getting commoditized. People 
don’t see value if it is a commodity. 
If the personal touch goes missing, 
the value is likely to drop. It is 
evident that commoditization is 
happening because of technology 
or standardisation. Remember, a 
professional or an expert is expected 
to provide a different experience than 
a standardized product to be paid a 
premium.

Finally the disappearance of self-regulation 
in the profession.  And  of course, the last thing is the 
transformation of the profession itself into a business, 
thereby, losing the identity of the profession. » 

I increasingly ask, “What is 
the future of the profession?  
and what will be the 
profession of the future?


